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ABSTRACT

The Financial Institution in general and banking
syetew in particular have always been Important in
any economy. Banks generally serve as intermediary
between the savers and investors in channelling fund,
In order to facilitate business transactions and
economic development. The Government directs and
regulates the activities of the banks since the
establishment of the Central Bank of Nigeria (CBN)
in 1959,

The regulations becomes necessary to ensure the
continued soundness of the system and thereby minimising
the risk of bank failures. Also to ensure that banks
products are available to various sectors of the economy
and to minimise misuse or fraud that could have serious
impact on the public confidence and hence on the

economy.

Inspite of the excessive regulations and control
the Nigerian Economy still depressed. To the extent
that people begin to wonder if the excessive regulations
and control could revive a depressed economy, this could
have happened in the period preceeding SAP.

In order to remove or minimise these distortions

policy makers often resorted to economic deregulation.



Deregulating the Nigeria banking system began in
July 1986, when the Federal Government adopted SAP
with economic deregulation as one of its cardinal

objectives.

The period of SAP represents the period in which
far-reaching monetary policies were Introduced
according to the &N credit guidelines. The policies
were basically the moderation of inflation rate
reduction  of resource  on baance of payments
establisation of the exchange rate and increse in

financial saving investment employment and  growth.

This research examined the impact of deregulation
of the banking system on the Nigerian economy, the
(BN regulation policies on the banking Industry prior
to adoption of SAP and the number of policy measures
adopted by the (BN on the banking industry during the
AP era.

The study found that financial deregulations
has brought in its weke monumental chances, upheavals
and challenges particularly impact on customer
services proliferation of banks encouragement of
domestic saving and efficiency of the banking
system increased others include rate /volatilit,

little investment in productive sector low foreign

investment, fraud forgeries labour turnover



and shortage of long term capital like the Nigerian
banking environment.

The study suggested that "banks have to accept
that the business environment has changed and will
continue to change and only the institutions that
are able and willing to m&e the tough decisions and
sacrifices necessary to become flexible, efficient

and productive will survive
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CHAPTER ONE

1,1 INTRODUCTION.

The world ever, banking system, by nature of
itz activities, is among the most heavily regulatad
secter in beth develsped and develeping eceonemies
with er witheut Gevermment participstion. Banks
generally assist in chsnnelling fumds frem the
surplus spending unit (savers) te the deficit spending
| “umits (investers) te facilitate husimess transactiems
and eceremic develepment, The funds are owned by the
third parties, the Central Bank of Nigeria (CBN) directs
. and regulates on behalf of the government that such
funds should be efficiently managed to sustain the
confidence of depositors in banking system, Also to
ensure the continued soundness of }he system itself

and thereby minimising the risk of bank failures,

In addition to the above, the authorities may
want to intervene in the operations of the banking
system to ensure that banks products are available
to various sectors of the economy and at ressonable
prices. For example interest rates charged by banks
may be regulsted to encourage savings mobilization
and ensure gdequate investments for rapid economic

growth,



| It is evidenced that the decade of 80s
witnessed rapid and sweeping changes in the pelitical
economy of most developed and developing countries,

In the economic rphere, these changes were characterised
by economic refora programmes whose fundamental
objective is the reationalisation and liveralisation
of national economies for the achievement of greater
efficiency and effectiveness in rescurce allocation,
And the experience has shown that the continue
government intervention in the working of any market
may not often achleve the intended obJjectives
efficiently. Indead, such intervention often results
in new economic distortious leading te a sub-optimal
resources utilization. In order to remove or minimise
these &i3tortions, policy makers ogten reacried ~ to

economic deregulatien,

Deregulating the Nigerian banking system began
in July 1986, when the Federal Gevernment adopted the
Structure Adjustment Programme (SAP) with economic
deregulation as one of its cardingl objectives,
Deregulating the Nigerlan economy is no doubt a
reflection of the importance attack to deregulstiom
as one of the central pre-ocoupatiens in the world

finance markets today.



The adoption eof financial deregulation has

not been peculiar to Nigeria. It seems, infact

like a trend acrosg third world countries embarking
upen asn adjustment programme. Such programmes go by
different names: 'preatroika' in the former USSR and
or 'dui mel' in Vietnam. Although the programmes go
by different nsameg, they share & few common features,
The phenomencn is most spparent in the United Statea
where it formed & cormmer-stone of the Reagan
administration's supply side strategy. President
Reagan amplified the logic eof deregulation when he
sddressed the opening eession of the 1986 annual
meeting of the Boards of Governors of the International
Monetary Pund and the World Bank in Washington D.C.,
stressing that excessive regulatiorns make pecple less
able to experience and innovate, and therefore

restrain economic grewth,

Some réasona for deregulating the Banking System
include: Achievement of mdeqguate spread of banking
services nation: the desire to stimulate competition
among Banks for new deposits, through efficient
rendering of services te customers gnhd by extending

to move further to the rural areas thereby encouraging



the Banking habit to contract money supplies,
effectively reduce liquidity, thereby curbing
inflationary tendencies,

The measures ef deregulation so far implemented
in the banking system cover such areas as interest
rates, licensing of new banks, sectoral allecation of
credit, withdrawal of public sector deposits and the
use of an auction method imn the issuing of treasury
securities, The measures has been taken to reduce
excessive control of the Central Bank of Nigeria (CBN)
and in the level of direct reporting to the Bank.

The Central Bank of Nigeria (CBN) was charged with the
responsibility fer managing the new measures. For
example, inorder to safe-guard the interest of public
and the credibility of the banking system against
possible risks that the explosion in the number of
Banks might entail the Central Bank of Nigeria (CEN)

estatlish the Nigerfan Denoait Iasurance Company

The deregulation of banking systems started
with introduction of Structural AdJjustment Programme
(SAP) in 1986. It has been a period that witnessed
structural changes, which have alded and sharpen the



activities in induystry, The sector has witnessed
tremendous growth in products immovations and volume
of businesses, Negw products and repackaging of old
- ones, information technology, effective human
' _resources, plaming end development are all products

- of SAP. The number of commercigl and merchant banks

 have increased tremendously,

It is against this background that the issue
of financial deregulation and banking system i.,e., a

developing economy (A study of Central Bank of
Nigeria) 1s examined, |

1.2 STATEMENT OF THE PROBLEM,

A developing economy like that of Nigeria ia
characterised by-stagnant growth, fiaing inflation,
wnemployment, food shortages and mounting external
debt, the importances of economic reform became
paramount. People begin to wonder if the excesgive
regulations and control could revine g depressed
economy, this could have happened in the period
preceding SAP, The policy makers therefbre,;hegan
to recognise more visibily, the adverse effects of

exclusive reliance on the set of policy instruments

being enforced through cumberscme adminjstrative
control and regulations,



- pctivities in indystry., The sector has witnessed
tremendous growth in products imnovations and volume
of businesses, Ngw products snd repacksging of old
ones, information technology, effective human
resources, planning and development are all products

of SAP. The number of caommercial and merchant banks

have increased tremendously,

It is against this background that the issue
of financial deregulation and banking system i,e. a

developing economy (A study of Central Bank of
Nigeria) is examined, |

4.2 STATEMENT OF THE PROBLEM.

A developing economy like that of Nigeria is
characterised by-stagnant growth, fising inflation,
wemployment, food shortages and moumting external
debt, the importances of economic reform became
paramount. People begin to wonder if the excessive
regulations and control could revine g deépressed
economy, this could have hagppened in the period
preceding SAP, The policy makers thérefore, began
to recognise more visibily, the adverse effects of

exclusive reliance on the set of policy instruments

being enforced through cumbersome administrative
control and regulations,



Considering the negative growth rates posted

by the economy and the realisation of the fact that

inflow of external capital to cover current account
deficits would not materislise, made the government
to adopt SAP for the following reasons,

First, it was realised that a robust financial

environment is required for mobilisation of domestic

resources for sustainable economic growth and

development,

(11)

(141)

(iv)

(v)

Achievement of adequate spread of banking
services nationwide,

promotion of service driven competition in the
industry and improvement in the quality and
sophistication of banking services in the

economy,

Increased focus on development of rural and
community-based banking culture and services
through the establishment of both the people

bank and community banks,

Mobilisation of the finance houses to play more
active role in the industry providing needed

products and service otherwise considered too



risky and unconventional for banking
institutions,

(vi) Introduction of foreign currency accownts as
a step towards directing the banks to seek for
more non-oil non government sources of foreign
exchange; and positioning the banks to take

more active interest in export promotion,

(vii) The need to remove the d&*=tortion=which
economic - type regulations, such as interest
rate controls and directed credit programmes

had brought on the environment,

{(viii) The need to restrusture distressed financial
institutions and ensure financial stability
has also heen a compelling reason for the

reform of the financial sector,

During the period or.deregulation, the
proliferation of banks has in return increased
competition that has led to improved services delivery
and innovation, Bankers now accept the supremacy of
the customers and are prepared to go the extra mile

t0 ensure customer satisfaction, The situption of



the banking system was worsened by the various
restrictive policy measures introduced by the
Central Bank of Nigeria (CHBN)., The measures are

for fighting inflatior, led to the undesirable effect
of eroding confidence in the banking system and
detering new foreign and local investment and growth,

These measures include:=-

~Withdrawel of Government funds (including parastatals

and agencies from Banks).

-Increase in the minimum rediscount rate, abolition

of the use of the foreign guarantees and domiciliary

account balances as collateral for loans,

-Increase in the minimum capital adequacy ratio of

banks from 1:12 to 1:10 of their loans and advances.,

1.3 OBJECTIVE OF THE STUDY,

The objective of this study is:-
(1) To identify the impact of deregulation of the

banking system on the Nigerian economy,

(2) To examine the CBN regulation policies on the

banking industry prior to adoption of SAP.



(3) To examine the number of policy measures
adopted by CBN on the banking industry
during the SAP era,

1.4 JUSTIFICATION OF STUDY:

The era of deregulation of ihe Nigerian banking
system came with SAP which was adopted in 1986 by
the Babangida regime, The measures of deregulation
so far implemented in the banking system covers such
areas as interest rates, exchange rates, licensing
of new banks sectorial allocation of credit, withdrawal
of public sector deposits, the use of an auction method
in the issuing of treasury securities, use of
stabilisation securities to mop-up excess liqudity,
prudential guidelines etc., And these policy measures
and other measures before SAP were being directed on

banks by Central Bank of Nigeria,

Now that the present military regime has
abandoned SAP and specifically peg interest and

foreign exchange as follows:-

(a) Savings/deposit rate is now fixed at

between 12 - 15 per cent,
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(b) Lending rate is fixed at 21 per cent,

inclusive of all charges,

(c) While exchange rate fixed at M22 per
Us do 11&!‘.

This action generated aslot of oppositions to
the extent that some bankers managing directors had
criticised regulation as being impediment to economic
growth, In place of regulation, the bankers implored
the monetary authorities to introduce policies that
would induce (not force) economy actors to take actions
desirable to the economy and the government, They
further argued that the mgrket is strong enough to
protect itself and therefore did ngt require any

government faith to survive and progress,

In view of these, there is the need to appraise
the performance of banking industry in the era of
deregulation and see the gains so far made. This
study would be of great help to bankers, government,
students and prospective investors in the banking
industry.



Lk

1.5 SCOPE AND LIMITATIONS.

This study will concentrate on some CBN
regulatory policy before the period of deregulation,
It will also look into the banking in g deregulated
economy; the objectives of deregulation in the
Nigerfan banking system; anticipated benefits of
deregulation; problems prospects and challenges of
banking in a deregulated economy. The study will
also cover such area as efforts made by the CBN at

combating the negative impacts of deregulation,

In view of these, there is the need to review
and appraise the effect of financlal deregulation on
the benking industry since the adoption of SAP in
1986, The study would be of great help to bankers,

students government and prospective investors in the

banking industry,

1.6 RESEARCH METHODOLOGY.

The main sources of data and information used
in this stu&y are secondary i.e; public documents,
A large portion of tables are drawn from the Federal

Office of Statistics, Annual Report of the Central
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Bank of Nigerié and NDIC Annual Reports and
Statement of Accounts, Part of the stvdy that

are largely theoretical are drawn from the work

of prominent scholars, authors, Journals, newspapers
and magazines, Reference; are made to acknowledge

these sources,

Analyses and interpretation of the data
were done through comparison of simple percentages

and ratios., As such no statistical method was used,
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CHAPTER TWO

2. REVIEW OF RELATED LITERATURE

21 INTRODUCTIOHN.

Inorder to fully apprediate.thg signifiecance of
the banking and financial deregulation (A Case Study
of the Central Bank of Nigeria). It would be expedient
to review the origin of the banking system, Central
Bank of Nigeria (CBN) and Banking Industry inaderegulated
developing economy end Central Bank of Nigeria (CEN) end
Banking in a regulated developing economy,

This chgpter examines the background to the
establishment of the Central Bank of Nigeria, its major
functiong, various regulations and control of the
Centrel Benk of Nigeria in the pre-SAP era and efter
the gdoption of SAP. | |

)

The project also explore in this chapter the state
of the Nigerian economy which conseguently necessitated
the introduction of Structural Adjustment Programme in
1986, . |



b

2,2 THE ORIGIN OF THE NIGFRIAN BANKING SYSTEM

The origin of the Nigerian Banking System date
back to the colonial period, It wes evolved to
support the trading activities along the Nigerian
Coast in the late Nineteenth Centmry. For many years,
cash payments had been replacing the o0ld barter system
and the British Silver Currency was increasingly used
in trading transactions, There was therefore the need
for an institution that would take over the importation
of these coins, distributed them and absorbd any

surplus,

In 1891, the Chairman of the Elder Dempster end
Co., the Shipping firm which ran the regular steamship
gservice between Liverpool and the West african Coast
approached the African Banking C,rporation based in
South Africa to open a branch in Lagos., The branch
opened in January 1892 but within a year, Lagos was
hit by a trade recession that put the bank in serious
distress, Elder Dempster and Company took it over in
March 1892 and ran it a8 a private bank, until December
1893 when, at the request of the Crown Agents, a new
public company was registered in England under the
title of Bank of West Africa, with an authorised share
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capital of Stg. 100,000 pounds of which 30,000
pounds was pald up, The new bank opened its first
branch eoffice in Lagos in January 189k,

In 1899, some foreign trading firms in Eastern
Nigeria under the leadership of the Royal Niger Company
set up a bank of their own called the Bank of Nigeris,
For 13 years, this bank competed with the Bank of
British West Africe Limited, before it was absorbed
by the latter. 48 & result of this merger, the Bank
of British West africa Limited becsme the only banxing
institution in Nigeria and with the establishment of the
West African Currency Board in 1912, it wss made the
sole agent of the Currency Board for the custoedy and

distribution of currency.

In 1916 a new competiﬁor eppesred., That is, the
Colonial Bank which hitherto had operated only in the
West Indies. It opened an office in Lagos and within
four years had fifteen branches in West A¢rica, 1In
1925, it was taken over by Barclsys Bank to form
together with Ango=Egyptian Bank and the National Bank
of South Africa, the new Barclays Benk {DC & Co.).

Indigenous merchante realised quite early that
the existing banks cduld not give them the financial

assistance they required to promote their trades.
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Accordingly between 1920 and 1952, 25 indigeneous

banks were established, 21 of them during the immediate
post Second World War years between 1945 and 1952.

The lest of these indigenous benks estahlished by the
Local Merchants class was the industrisl and commercial
bank established in 1929, went into liquidation in 1930.
This was followed by the establishment of the Nigerian
Merchantile Benk opened in 1931 but which also went into
voluntary liguidation in 1936,

The third indigenocus banking venture - the
National Bank of Nigeria Limited incorporated in 1933
has survived this day. What is important is the story
of successful indigenous banking of Nigeria began with
the survival of the National Bank of Nigeria, which was
followed in 1948 with the establishment of the similar
durable African Continental Bank Limited, These first
indigenous banking institutions were established as
protest institutions to liberalise credit to Nigerian
businessmen, in reaction against discriminatory practices
by the foreign banks, This also e xplains why everything
must be done to ensure their survival, symbols of

indigenous enterpreneurship,

It is quite evident that tue I{ounder of the early
indi genous banks were inexperienced in banking,

accounting or management, Type banks themselves had



poor capital base; Tne failﬁré'df ménj of these bénks
between 1945 and 1952 created sufficient anxiety for
the Colonjal Government that finally in 1952, Mr, G.D,
Paton was sent down from London to enguire into the
operations of the banking system in Nigeria. His
report led to the first legislstion, the Banking
Ordinance 1952, aimed@ at regulating the business of
banking in Nigeria. The ordinance, like fts successor
in 1958 embodied important features for the regulation
of the banking industry such as system of licensing,
minimum capitalisation, liquidity ratio maintenence of

Reserves and Bank Supervision,

To the indigenous banks that had operated so far
without strict control, the package of requirements
expected of them under the 1952 ordinance was most
unexpected and in their circumstances, unattainable,
By the time the provisions of the ofﬂinance started
to have effect in 198, 21 of the 25 indigenous banks
had collaped and the expatriate banking sector
tightened 1ts grip on the banking iIndustry in Nigeria,

The determination to localise the contrel of
credit and to ensure the safety and soundness of the
banking system inspired the establishment, in 1958, of
the Central Benk of Nigeria, wholly owned by the
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Federal Government, to perform traditional central
banking function® ond serve as the pivetal national

financial institution, Mr, G, D, Paton became the
First Governor ¢f the Central Bank of Nigeria. Unlike
the Bank of England which evolved from the British
banking system, the Central Bank of Nigeria was
superimposed on the existing financial institutions to
direct the banking industry towards the achievement of

defined nationel economic cobjectives,

The establishment of the CBN offered the indigenous
banks the opportunity of operating under g set of well
defined body of regulations geared towards their safety
and the protection of depositors, Expatriate banks, on
the other hand, were being constantly required to adapt
thelr operations to local needs and seek out and use
locel investment cutlets for thelr resources,

However, the banks were both in law and in fact merely
overseas branches of their metropolitan parent
companies, They fulfilled thelir responsibilities to
their headquarters by operating within the targets set
world wide for all ovérseas branches, One of the
first major steps taken to bring these banks within
the ambit of the Nigerian law was the enactment of

the companjes decree 1968 which obliged all companies
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operating in Nigeria to register as Nigerien Company
Law, Along with other companies, the banks were thus
obliged to take out locael incorporation.

In order to provide banking services to a wider
gector of the population and to provide banking
Tacilities to the rural sreass, many of the new states
ereated in 1967 established their own banks, These
considerations inspired the creation of the New
Nigerisn Bank Limited ,the Pan African Bank Limited,
and the Mercantile Bank of Nigeria Limited. They
developed along-side the existing state owned banks
the National Bank of Nigeria Limited, the African
Continental Bank Limited and the Bank of the North
Limited which was established in 1959, With the
exception of the latter all others are now classified

as distressed snd have been taken over by the NDIC,

In 1973, the F,dersl Government announced its
decision to intervene more directly in commercial banking
activities by acguiring 4O per cent of equity capital of
the three largest expatriate banks: Barclays Bank of
Nigerian Limited, Standard Bank Nigeria Limited and
United Bank for Aerica Limjted. In his broasdcast on
the 1973/94 Budget, the Head of F.deral Military

Government, declared the objectives of Federal
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Government!s particlipation in Cormercial Banking
as follows:e
"The alm of this participation is

for the Government to get intimately

involved in commercial banking
activities 50 as to guide them to

operate to the maximum benefit of
the economy. This is as mzuch in
thelr own interest a8 it is in the
intereat of the c¢ountry,®

_ Furthermore, in 1977, following the reclassification
of bgnking as a Schedule II business in the Nigerian

Enterprises promotion Decree 1977, the Fpderal

Government required additional 20 per cent in the

said three banks and 60 per cent share holding in the
remaining right foreign banks. In order to ensure that
banks operate in sympathy with the national development
aspirations, the Federal Government on the recommendation
of Okligo Commission on the Financlal System to define

the objectives of the banking system in the following

terms:-

(a) To facilitate effective management of

the national economy.

{(b) To provide non-inflationary support for

the econonmy.



(¢)

(a)

(e)

(2)

(&)

. Commerce,

24

To achieve greater mobilisation of
savings and its efficient and effective

chanrielling.

To ensure that no viable projlect is

frustrated simply for lack fund,

To insulate the economy as much as
possible from the vicissgitudes of the

international e congmic sense,

To assist in achieving significant

transformation of the rural sector,

To assist In achieving greater intergration
and linkages in sgriculture, industry and

¥*

The banking system in Nigeria 18 made up of the

Céntral Bank of Nigerias, the Commercial and Merchsnt

banks; the development banks (the Nigerian Industrial

Development Bank (NIDB); the Federal Mortgage Bank of

Nigeria (FMBN); the Nigerien Bank for Commerce and

Industry (NBCI), the Nigerisn Agricultural end

Co-operative Bank (NACB); a Federal Spvings Bank -

FSB Interrationel Limited, the Urban Development Bank,
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end apecial banks such as People's Bank of Nigeria

(set out to provide easy access to credit for
business requiring low working capital) and Community
Banks (established to bring financial and banking

services to those at the grassroot level),

Todsy, the Nigerian Benking System has over 130
banking institutions with over 3,000 branches (excluding
brenches of the Peoples Bank and Community Banks) nation
wide with assets worth well over 120 billion Naira,
However, the most important banks are those in which
the Federal Goverpment invested in 1973 and 1977 and
these account for about 8C per cent of the assets of
the Commercial Banks and 45 per cent of the assets of
the Merchent Banks. See the tables 4 and & shoring
assets and liabilities of the apex Bank. )

-,

2,3 BACKGROUND TO THE ESTABLISHMENT OF THE CENTRAL
BANK OF NIGFRIA.

Prior to the establishment of the Central Bank of
Nigeris, the Westew ifrican Currengy Board (WACB) which
wgs established in 1912, had the responsibility for
issuing legsl tender currency. The West Africen
Currency Board was set up to promote the financing of

the export trade. Specifically, 1t was charged with
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the issue of a West African Currency, the exchange

of existing currencies and the investment of reserves,
There was a fixed parity of the local currency with
the British pound, while the currency had 100 per cent
sterling coverage, The reserves were invested in
Brttain and this in a way facilitated Nigeria's
International payments, However, because the West
African Currency Board (WACB) was linked automatically
to the British System, it could not engage in monetary
management, neither were Nigerian's trained in the
art of monetary management, In order to eliminate
this deficiency and thereby promote the growth of the

domestic money and capital markets,

2.4 ESTABLISHMENT OF THE CENTRAL BANK OF NIGERIA.

The Central Bank of Nigeria creation was
necessitated because of the inadequacies of the West
African Currency Board (WACB) in the creation,
circulation, and supervision of currencies and monetary

transactions in the then British West Aerican Colories.

The Central Bank of Nigeria was established in
1959 under the Central Bank Act 1958 which conferred
on it 3 number of functions and powers to control the

operations of commercial banks. The Bank's regulatory
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and supervisory powers over the operations of banks
which included the regular examination of their books
and affairs were intended to improve complience with
banking regulations and the general standard of
practice of banking. The Banking Ordinance 1959
replaced that of 1952 largely to give effect to powers
of the newly established CBN,

The Central Bank Act of 1958 which gave legal
backing to the establishment of Central Bank of Nigeria
was amended in 1968, It was amended under Decree No.50,
otherwise known as Central Bank of Nigeria Act
( Amendment Decree) of 18th September, 1968, amdng
other things, gave the CBN new regulatory powers as
well as new instruments of monetary and credit

control.

In 1991, the CBN Decree No.2lj and BOFI Decree

repealed the earlier Central Bank of Nigeria Act,

1958 (as amended) and the Banking Decree, 1969

(as amended), The new Central Bank Decree considerably
strengthens the powers of the Central Bank as an

agency of Government with responsibility for
maintaining monetary stability and a sound financial
system in the country. It contains various provisions

to facilitate the use of market-based instruments for



monetary control, Furthermore, the Bank's power

to obtain information from economic agents and
issue directives to financial institutions are
strengthened and expanded to include other major
financial institutions in the economy,

2.5 THE ROLE OF THE CENTRAL BANK OF NIGERIA.

The Central Bank of Nigeria performs all the
functions which Central Banks nermally persorm, The
functions are set out in the bank's statutes and can

be classified under two main headings:-

A. The traditional functions and

B, The development functions,

The traditional functions of the CBN are briefly

discussed below:-

(1) Banker to other banks:
The CBN promocles confidence in the system

through its activities as banker to other
banks. In its supervisory activities, the
Bank monjitors monthly and quarterly

performance of the commercial and merchant

banks snd undertakes adhoc and on-the-spot
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" examlnation of the statement of sccounts

(11)

of the banks, This facilitates effective
monitory to assess gquality of loans, loans
adequancy ratios, the existance or extent of
fraud in the banks, cofpliance with monetary
policy guildelines and the pursuilt of prudent
banking practices, |

The CBN monitors the cheqﬁé.élearing system
to ensure operational efficiency within the
banking system, The bank sccommodates commercial
and Merchant Banks in temporary need of liquidity,
The CBN, through the NDIC extend facilitles to

Commercial snd Merchant,

Currency Issue and Distribution:

The Bank's'currency issue function which involves
distribution, safe custody of stocks and
management of orders constitutes a vital pabt of
the day-to-day management of the economy, given
the enormous reliance by Nirerians on cash
transactions, Without the regular supply of
currency economic activities would at best,

grind to & habit., (See table 3 ' showing

currency in circuletion,)
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(i11) Promotion of Monetary S+ability:

One of the principal tunction of the Central
Bank of Nigeria (CBN) is to formulate and
execute monetary policy to promote monetary
stabllity and sound financial system in
Nigeria. The measure is designed to regulate
the value, supply and cest of money in an
econpmy, in consonance with the level of
economic activity., An excess supply of money
which will result in an excess demand for goodS
and services will cause rising prices and/or

a deterioration ¢f the balance of payments
position, On the other hand, an inadequate
supply of money could induce stagnation in the
economy and thereby retard growth and
development, It is therefore the duty of the
CBN or the Central Monetary Authority to keep
'the money Supply growing at an appropriate rate
to ensure sustainable economic growth and to
maintain internsl and external ¢ tability.

(See table 4 for money supply). The
discretionary control of the money stock by
the Central Monetary Authority thus involves
the expansion or contraction of money, influencing
interest rates to make money cheaper or more

expensive depending on the prevailing economic



conditions, and the chanﬁeling of money to

priority sectors.

The major instruments for influencing the

monetary bsse are open market operations, reverse

requirements, end discount rate,

Open Market Operations (OMO) is the primary
indirect monetary policy. Instrument for promoting
non-inflationary economic growth and other policy
goals. Omo in their classical form are carried
cut in the secondary market for government
securities where government debt instruments are
brought and so0ld. Omo involves the buying and
selling of government securities by a central bank.
Through these activities, the Central Bank directly
changes the levels of banks' cash reserves angd
gdirectly induces changes in the level of interest
rates, thereby leading to changes in the terms and
availebility of credit and ultimately, money
supply. When the Central Bank buys securities in
the market, the transactions lead initially to a
contraction in the reserves that banks have available
to meet their cash reserve requirements, The

contraction in reserves lead In turn teo increase



in interest rates and a contraction in bank
credit and money supply. Conversely, when

the Central Bank buys securities in the market,
bank reserves increase and the ability to

expand credit and money supply is enhanced.

Reserve requirement refers to the proportion
of total deposit liabilities which the commercial
and merchant banks are expected to keep as cash
in vaults and deposits with the CBN. These are
primarily to protect depositors against unforeseen
developments in their operations, The CBN can
control the money stock by varying the requirements
as desirable, Usually banks keep reserves over
and above the legal requirement for safety. The
cash ratio requires the deposit banks to keep =
certain proportion of their total deposit
liabilities in cash balances with the CBN, while
the ligquidity ratio specifies the proportion of
total deposits to be kept in specified 1iquid
assets mainly to safeguard the a2 bility of the banks
to meet the depositors' cash withdrawals and ensure
confidence in the banking system, The CBN also
has powers to call for special deposits from banks

for the purpose of controlling liquidity, The
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current issue of stablisation securities
by the CBN is a form of specigl deposits
which are sterilized and non-negotiable,

(iv) pirect Coptrol g: Cpredits:-

The imposition of credit ceilings has been
used by the CBN as a major policy tool to
promote economic stability, Direct control
of credit ensures that the growth in money

| 'éupply 18 restricted to the amount perceiveq
to be needed to support a reasonable growth

rate without over extending the economy,

In the 1991 guidelines to banks, the celling
6n commercial and merchant bank's aggregate
credlt expansion to the private sectors is
incresged from 12.5 per cent in 1990 to 13.2
per cent in 1991, The policy of stimulating
growth in the non-e¢$l sectors is in line with
the objectives of the Sgructural AdJjustment
Programme (SAP), the CBN directs that the
Commercial and Merchant Banks gaccord priority
to the ggricultural and industrial sectors gs
indicated below in Tgble 5,
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TABLE

Sectoral Allocation of Credit (Per cent)

Sector Commercial Merchant
Banks Banks
A. High Priority Sector S0 50
(i) agricultural

{ii) Manufacturing

Production (15) :”  {10)

Entorprises (35) - (4o)
- B. Others _ . 5O o _ £0
Total (A+B) - 100.0 00,0
SOURCE: CBN 1992 Annual Reports,
"
(v) Interest Rate Policy:

The level and structufe of Interest ratesfwere
administratively determined by the Central Bank

of Nigeria. In the pre=SAP era both deposit and
lending rates were fixed by the Bank based on policy
“decisions, At that time, the major reason for
administering interest rates were the desire to

obtain the social optimum in resources gllocation,

promote orderly growth of the financial market,

“combat inflation and lessen the burdén of iIntermsl
debt.
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With the introduction of SAP in 1986 by
the Federal Government to enhance competition
and allocation of resources, the CBN introduced
a market based interest rate policy in 1987.
The policy decision was not without controversy.
While it was generally agreed that low interest
rate and did not encourage aavings, it was feared
that high interest rates, which were likely to
accompany deregulation, might shift investment.
The deregulating interest rastes which took place
in pugust 1987 gave banks a free hand in determining
their deposit and lending rates according tc market
conditions through negotistions with their

customers,

The behaviour of interest rates in the period
of deregulation shows that the performance has been
mixed, First, the enhanced yields on savings
instruments stimulated a sharp rise in the public's
investment in financial assets. But the high
interest rates have tended to discourage new
investment spending on real assets - plants and
equipment particularly in the small and medium

enterprises,
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(vi) Moral Sussion:

From time to time, the CBN has found it
expedient to influence the banks, through moral
sugsion, to breaden their branch network, grant
creait for developmeut purposes, narrow the
spread between the prime and maximum lending
rates, minimise unbridled hidding ot Foreign
Exchange Market auctions and in general at tune

them to the overall economic goals,

B, SOME DEVELOPMENT FUNCTIONS OF THE CENTRAL BANK
OF NIGERIA. (CBN)

spart from the traditonal functions discussed
above, the Central Bank of Nigeria has been very
infiluential in other areas of economic development,
These include promotion of agricultﬁral,activities,
through agriculrural finances, industrial development,
promotion ©f the d evelopment of finenclal market, rural
banking)export finance promotion of small and medium
scale enterprises, carrying research and d ata~gathering,
management of external reserves external debt
consolidation of public sector accounts, involvement
in bank licensing as well as other development functions,
However, a few will be treated In the subsequent
paragraphs to highlight the unique role of the CBN in

1 - » 4 T r
Ne management 0I Tne economy,
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(i)

zh

Promotion of Small and Medium-Scale Enterprises

The Central Bank of Nigeris since 9970 has been
instrumental of wholly owned Nigerian Enterprises
particularly in the small-scale sector, In its
policy guidelines to the CBN directed that with
effect from April 30 1970, credit to indigenous
borrowers was to be at least 35 per cent of the
banks total loans and advances. Even though the
CBN raised the proportion of loans to be advanced
to indigenous borrowers, the banks concentrated
on large scale business and granted loans on a
marginal basis to SMCs, because perceived high
risks involved. In the fiscal year 1979/80,

the CBN directed that at least 10 percent of the
loans advanced to indigenous borrowers should be
allocated to small scale industries, This
percentage has been reviewed over the years and
with effect from January 1990 a minimum of 20

per cent of the total loans and advances is to

be allocated to SMEs, a non-compliance attracts

steff penglties,

Debt Management:

The servicing of Nigeria's huge debt overhang
is one of the develonmental function of CBNs,

The CBN, and the Federal Ministry of Finance have
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however made a far-reaching progress in

reducing the debt burden through a rescheduling
of the long term debt and debt conversion

programmes.

On the domestic scene the CBN funds the
Federal Government through ways and means of
Advances and issurance of Treasury Bills and
Certificates, and long term development stock

see table below,
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WAYS AND MEANS ADVANCES OUTSTANDING (¥million)

TABLE 6

MONTH 1988 1989 1990 1991 1992
January 3,115.6 sh613 2159.2 6620.6 0.0
February 3,930.1 214 .4 194454 7292.9 3014.3
March 2,482.1 0.0 14228 .14 8483.0 8669.3
April 5,07h.9 | 29464 14%470.6 12851.3 16292.5
May 5,389.L4 | Ll415.1 12871.3 13270.7 128,8.9
June 5,562.7 | 6161.1 10687 .8 13131.7 15659.9
July 7,374.3 | 7841.6 16L491.7 24325,2 22652,2
August 7,623.3 | 9734.9 1,266.8 23797.2 22657.7
September 7,451.4 | 9757.0 16039.6 21,025.0 2L516.3
October 7,025,7 | 13316.6 17756 .7 23972.6 32840.0
November 8,306.7 | 145986.9 18605.2 23583.1 41543.9
U@OWB.—UQH- Ooo _Ooo 0.0 Ooo Oom
Total 633361.2 | 69532.3 157052.7 182399.3 2005228.14
Monthly 5278.0 57943 13087.7 15199.9 16710.7

SOURCE:

CBN ANNUAL REPORT.
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(111) Export Promotion:-

The CBN aleo promotes non-oil exports through
the Foreign Input Facility (FIF) scheme which
is designed to give exporters unrestricted
access to foreign exchange. The promotion is
done through reserving a revolving loan which
involves the CBN include identification of
export credit risks and other risks to enable
the CBN and other government agencies to

determine the range of facilities to be provided,

(iv) Foreign Exchange Monitoring

With the introduction of a market-determined
exchange rate in 1986, the Bank has encoursged
the naira exchange rate to respond to market
forces, 1t however monitors the rates as well
as the utilization of scarcé foreign exchange
resources to ensure that manipulation of customers
by authorised dealers are minimised., The CBN
also carries out ad-hoc examinations to ensure
that Funds are repatriated and that interest due
on domiciliary accounts are properly credited to
customers' accounts, The banks which were found
to sell at rates higher than permissible were

furnished,
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(v) Promotion of a Sound Financial System,

In order to promote a sound financial system

the CBN initiates and implements measures. With
the introduction of the Syructural Agqjustment
Programme (SpP) in 1986 and the consequent
deregulation in some areas of the financial system,
the number of banks and other financial institutions
grew sharply, To ensure that the expanded financial
system is sound and to curtail the incidence of
111iquidity and capital erosion in banks; the risk -
weighted approach to capital adequacy was introduced
1990,

2.6 BANKING REGULATIONS IN NIGERIA.

As financial intermediaries, banks assist in
channeling funds from surplus economic units to deficit
ones to facilitate business transactions and economic
development generally. And these funds are owned by
third parties, prudence demands that such funds should
be efficiently managed to sustain the confidence of
depositors in banking system, ensure the continued
soundness of the system itself and thereby minimise the

risk of bank failures, Other reasons for regulations
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include the complex nature of banking business in
relation to this products of the husiness, the fact
that competition among banks could be deterimental
to the business; the need to ensure availability of
the products to various aectors of the economy at
reascnable prices; the magnitude of funds involved
and the tremendous impact that misue or fraud could

have on the public's confidence in the system,

The enactment, of the Nigerian Banking Ordinance
in 1952 introduced some form of regulations into the
Nigerian banking scene, Ty,e ordinance laid down the
standard and procedure for the conduct of banking
business by prescribing the mandatory minjmum capital
regquirement for banks and introduced regulations to
check bank failures., And the bank failures of this
era were largely attributed to the monopolistic
structure of the banking industry which allowed the
foreign banks to enjovy exclusive patronage from the

British firms,

Following the establishment of the CBN in 1959
the, banking industry has witnessed quite a2 number of
regulation and control from the apex institution -
Central Bank of Nigeria (CBN) and the Federal Ministry

of Finance, The period 19568-1986, may be described
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as the regime of intensive banking regulation,

This act empowered the CBN to promote and integrate
the Nigerian Financial System. Two other sources of
banking regulastions were the Banking Act 1969 and the
Evchange Control Ast of 1962, The Banking Act 1969,
which has been subjected to several amendments also
provides for regulation and control of the monetary
and Financial System. Specifically, it made provisjons
for the granting of licenses tc banks while imposing
restrictions on the activities of licensed banks, The
Exchange Control Act of 1962 was not aimed at banks
directly, but since foreign exchange transactions are
mostly carried out through the banking system, the
existing foreign exchange regulations would necessarily
restrict the actions of the bank. This act ensure that
the scarce foreign exchange resources was allocated to

the priority sectors of the economy,

In addition to the statutory regulations, the
CBN is empowered to make other rules which are to foster
monetary stability and sound financial structure, These
extra rules are usually reflected in the regular CBN
gu%@elines to banks, In the period before SAP, the

important regulatory instruments were:-
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(a) prescription of various minimum reserve
requirement cash servers, specified liquid
assets, special deposits in CBN and
stablization securities, the purpose among

others being the maintenance of mcnetary
stability,

(b) specifies the minimum ratio of total advances,
discounts e,t,c., that must be granted to
indigenous persons by each bank; and empowers
CBN to minipulate bank credit to the economy
generally,

(c) the loan requests exceeding 33,3 percent of
total paid up capital and resources of banks
must acquire the prior approval of CBN before

they can be considered for approval by the
bank,

(d) state conditions for licensing as well as

for opening and closing of branches.

(e) stipulate capital/depoeit and capital/1oan

ratios,
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(f) state proportion'of profits to be transferred

to reserves,

(g) 1ist activities that banks cannot participate
in,

2.7 SELECTED REGULATORY POLICIES UNDER SAP,

The gradual movement to indirect monetary control
and deregulated banking system since 1986 has been
motivated by two major factors, The first is to
encourage competition and efficiency in the allocetion
of financial resources, while the second 1s to complement
‘the overall economic policy which relies on market forces

in the allocation of resources,

In other to achieve the brecad obJectives outliped

above, a number of policy measures were sdopted.
These megsures incluyde:=-
(1) Reforms in monetary snd credit management
(i1) Foreign Exchaenge Management,

~ (111) The promulgation of CBN Decree (No.2L), and
Lﬁ ' Bori Decree No,25 1991,

(iv) The Prudential Guideline.
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REFORMS IN MONETARY AND CREDIT MANAGEMENT:-

From the inception of the SAP, the need to curd
excessive bank credit expansion to the economy
was recognised inorder to maintain an appropriate
monetary growth which would ensure stability in
both the domestic and external sectors of the
economy and in particular to promote a smooth
operation of the foreign exchange market, To this
end, the weppjeptRia rrte 0F tptencrt o
commercial and merchant bank's loan and advances
was generally reduced over the years, One notable
exception was in 1992 when the need to stimulate
growth and reduce mounting unemployment prompted
an increase in the permissible credit expansion

of banks, See table 7.

In addition to direct credit control through
variation in credit control through variation in
credit ceiling, a series of indirect measures to
control the abllity of tanks in extending new
credit were also applied. These measures

inclyde: -

~-the recall of naira counterpart of outstanding
external payment appears to the CBN in 1586

and 1989,
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mopping of excess liquidity through issurance of

stabllization securlties since, Cctober, 1990,

Increase in commercial banks' cash ratic requirement

in 1989, 1990 and 1992.

Introduction of cash ratio reguirement for merchant

banks in 1890,

expansion from 1990 of the base for calculating
the cash ratio requirement to include all deposits

ingtead of restricting it to demand deposits as was

the case prior to 1990,

Raising the ligquidity ratio for commerclial banks
from 25 to 30 per cent, '

Verying the liqiuidity ratio for merchant banks from
30 per cent of deposits and call money in January
1988 to 20 per cent of total deposit liabilities

currently,

transfer of public sector accounts from the commercial

end merchant banks to the CBN in May - June 1989,

Prohibiting commercial and merchant banks from

accepting foreign guarantees and/or foreign currercy

deposits as collaterals for domestic loans denomingted
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In direct methods of credit and monetary
control received a boost with the selective 1lifting
of credit ceiling for healthy banks., Apart from the
stated measures, other measures to re-direct credit
to particular sectors ianclude the prescribed
allocation, since 1987, of 16 and 35 percent of
commercial banks total credit to agriculture and
manufacturing, Merchant bank minimum credit targets
to these sectors have remained at 10 and JO percent
since 1987, The prescribed minimum ratio of commercisl
bank deposit mobilised in rural areas to be granted
as loans to finance activities in such areas as
increased from L5 to 50 percent, while the minimum of
banks'! loans to small-scale wholly-cwned Nigerian
enterprises as a percentage of total loans was raiged

from 16 to 20 per cent,

(ii1) INTEREST RATE DEGREGULATION,

Interest which consitutes the principal source
of income for licensed banks were fully
deregulated in 1992, 1Initially the CBN
prescribed a ceiling of 21 percent per annum,
but this was subsequently changed to give banks

a free hand in determining their deposit and
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lending rates zccording to market conditions,

However, the CBN continued to fix the minimum
rediscount rate (MRR) which was raised to 15

per cent in Aygust 1987, But the rate was
reduced to 12,75 per cent in December 1987
inorder to stimulate investment and growth in

the economy, 7This was raised to 13.25 per cent
in 1989 in line with the perceived need to moderate
monetary expansion, Subsequently, in abid to
remove distortiofs in the interest rate structure,
CBN reached an accord with the banks on certain
margins between thelir deposit and lending rates
late in 198G, Following that understanding, the
spread between the savings deposit and prime
lending rates for each bank was fixed at 7 percent
points, These prescriptions on interest rates
were later removed in January 1992 but banks have
been required to observe a maximum spread of §
percent points between their average cost of funds
and their maximum lending rates more as a

performance than mandatory target,

It is not surprising therefore thet lending
rates differ between banks. This is a reflection
of the banks sources of funds, individual managemet
policies at the enterprise level and the type of

target customers, For example commercial banks
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who enjoy relatively cheap funds in current

account balences of their cusiomers have an
advantage over Merchant Banks who have toc buy

their funds on their interbank market, The banks
benefited from the inciderce of high interest rates
the borrowing public suffered the burden of

high cost of borrowing.

Ag a resul£ an értifiéial écarcity of funds
was created and the economy suffered. OSmall and
medium scale enterprises were the worst hit by
high cost of borrewing. Even the larger productive
enterprises were starved of funds because of their

inability to recover such high costs in the pricing

of their products due *to consumer resistance, The
only beneficiaries of a regime of high interest
rates sre traders who operate on cash and carry

basis, See Table 8 for selected interest rates.

(iii) TFCREICN EXCHANGE MANAGEMENT UNDER _SAP,

Economic deregulation in contrast to economic
control was the philosophy behind 3AF which
attempted to Wwild on the 1986 budget., Adopted

in July 1986, SAF's wmain elemv¢nt was the adoption
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of appropriate pricing policies in all
sectors of the economy with greater reliance
on market forces and reduction in complex
administrative controls with a view to
rationalising the use of scarce resources,
promoting economic diversification and

stimilating domestic preduction,

With the promulgation of the Second-Tier
Foreign Exchange Market (SFEM) Decree in 1986
aimed at finding a realistic exchange value for
the hitherto over valued Naira and thus ensure
financial discipline in the system which led to
the floating of the ccuntry's exchange rate to
the US Dollar, the financial system found itself
saddled with a new and excitipg responsibility
of allocating foreign exchange (FX) to productive

users within the economy.

The SFEM was the main institution at the
inception of SAP for the achievement of foreign
exchange management policy objectives. The
first~tier market also operated alongside the
SFEM operations and was designed to accomodate

payments for public sector debt service payments
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and obligaticns t¢ internatiomal organisstions

and imbasies. However, in July 1987, the market
determination of ihe naira exchange rate was
reinforced when s single FEM emerged from the
merger of the first-tier. The first-tier rate
applied to debt serving, pzyments to international
bodles, settlement of transitional imports for
which letters of credjt were opened before the
comnencement of SFEM, and disbursement in respect

of public sector letters of credit.

In the Second-Tier Forelgn Exchange Market,
little or no restriction was placed on the
functioning of the market., To ensure equlity in
the allocation of foreign exchange, banks were
initially classified into two, namely big and
small banks. Each successful big bank could
purchase a maximum of 10 per cent and the small
one a maximum of 7 percent of total foreign
exchange allocation., Given this classification,
it was clear that not all the authorised dealers
would be successful at each bidding session,
Consequently, each dealer tried te outbid the
other by quoting high rates and, given the limited

resources in the market and the resultent high
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level of excess demand and the apgressive

posture of the banks, the naira depreciated
at the first and second bidding sessions when
the average of successful bids was used to
determine the naira exchange rate, After the
second bidding, the marginal rate system was
introduced to ensble all successive bids to be
settled at the rate of quoted by the last

successful benk.

The second-tier rate continued to depreciate
during the first three months of 1987, Consequentl:
in April 1687, the Dutch Auction System (DAS) was
intreduced, under the system, bids where settled
at bid rates in order to check unrezlistic bids
which had no bearing with actual demand, Under
the DAS, there was as many rates as there were
successful bidders, However, one worrisome
development was that the rates diverged seriously
from one another implying some distortior in

thie allocation of resources,

dith effect from January 1989, the autonomous
market and the of “icial foreign exchange market
were merged to form Interbank Foreign Exchange
Market (IFEM) inorder to establish z single naira

exchange rate, Under IFEM, no distinction is
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made between funds obtained from the Central

Bank and autonomous socurces, The exchange rate

is determined by the CBN,

Another method by whjich the government
has been trying to improve the allocative
efficiency of the foreign exchange market has
been through the establishment of bureaux de
change., The aims of the policy here have been
to allow small dealers in foreign exchenge more
freedom of action and to enlarge the size of
offically recognised market and so improve macro-

economic management,

Inadequate funding, perhaps is the grestest
source cf anxiety for the fora2ign exchange market,
Since the incpetion of the auction system, aggregate
demznd for foreign exchange has continued to surge
ahead of supply. Inspite of the above experience,
the commercial and merchant banks experienced
relative boom in their operations and attracted
the attention of all other economic units in the
system, One basic implication of the foreipgn
exchange market on the banking sector is the
incyease in specuvlative activities and the

swelling of their gross earnings,
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PRUDENTIAL GUIDELINES,

The prudentisl guidelines for licensed banks

was issued by the Central Bank of Nigerias on
7th November, 1990, All licenged banks were
directed to adhere to the prudential guidelines
for reviewing and reporting their performence,
particularly in the areas of credit portfolio
disclosure requirements, liuierest accrusal,
classification of other assets, and off balance
sheet engagements. Both the guidelines and the
accounting standard spelt out the criteria to be
employed by Banks for classifying non-performing
loans, A good number cf Banks that published
their annual reports for the period ended
Daecember 1990, in accordance with tho guidelines
recorded either outright losses or diminished
profit in comparison with previous years, This
is because of the fact that both the guidelines
and accounting standards compelled Banks to make
adequate provisions feor bad and doubtful debts

accumul ated over the years.

The impact of these guidelines measures
has been so proncunced on Banks that the CBN

to come to their rescue uy allouwing them
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spread the provisions for their bad debts

over a maximum of four years,

CBN_DECREE NO,.2li AND BOFI DECREE NO,.25 OF 1991

The promulgation of Central Bank of Nigeria (CBN)
Decree No.2li and the Banks and other financial
institutions (BOFI) Decree No,25 in 1991 was an
important milestone in the deregulation of the
financial industry and was also the most significant
banking legislative development since independence
in 1960. The two Decrees conferred vast powers

on the Central Banx cof Nigeriz for the control

and supervisicn of the Banking Finance Industry,

Prior to the promulgation of decree No.2L
and 25 of 1991, one of the problems plaguing
the Nigerian Banking System was lack of adequate
legal framework for effective regulation and
supervision of the banking system as well as the
non-bank financial institutions. The repealed
CEN 2Act of 1958 and the 1969 Banking Act, were
not only inadequate but were riddled with

ambiguities,

The introduction of the 5, ructural Adjustment

Frogramme (SAF) which required a sound financial
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sector facilitated the promulgation of these

decrees.,

Cne other faciur that slso informed the
promulgation of the decree was the presolve to
address the present problem of some technically
insolvent banks in the banking system, Hitherto,
the regulatory authorities were deficient in
their administrative enforcement powers and
operational autonomy. Thus, the promulgation
of the decrees not only granted the CBN greater
operational autonomy, but it alsc vested It with
more powars in raspect of monetsry and Banking
policies, The major provisions of the two
decrees are highlighted in the following sub-

sections:=-

CENTRAL EANK OF NIGFRIA DECREE NO.2L

The significant powers conferred on the CEN by

this Decree are as follows:=-

The governor of the CBN shall keep the Fresident
informed of the monetary and banking policies pursued
or intended to be pursued by the Bank. S,ction 8 of
the decree thus gives the bank the much needed
operational autonomy in respect of these¢ matters;
without having to go through the Minister of Fjnance

as was the case before,
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The exchange rate of the Nairs shall be

determined from time to time by a suitasble mechanism

devised by the Bank for the purpose.

The Benk shal]l have power to perform functions
relating to the management of the external debts of

the Federal Government as may be directed by the
President,

The Bank shall have power to compile gnd circulate
to all banks in Nigeria, a list of bank debtors whose
debts to any bank had been classified by the bank

examiner,

BANKS AND OTHER FINANCIAL INSTITUTIONS DECREE
(BOFID) NO, 25 OF 19¢1.

The significant changes introduced by this

legislation included, amongst others the following:-

The Decree vests the CEN with the sole

responsibility for goanting banking licence and licensing

of non-bank financial institutions,

Minimum capital requirements are given in Saection
13, 14, and 15, These new provisions are to guarantee

the continued solvency of the banks in the system,

Section 19(2) prohibits any person from being
a Director in more than one bank without the approval

of the Central Bank of Nigeria,
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In particular, Section 32 and 33 now vest the
CBN with the powers to deal with any ailing bank and
failed bank., Under these provisions, the Decree vests
the CBN with the powers to issue, cease and d esist
orders - holding actions - on a failed bank., Furthernore,
with the approval of the President, the Bank can assume
control and management of a failing bank (S.3}) and
apply to a court either to purchese a failing bank for
norminal value for the purpose of restructuring it or
liquidating it (S.36)., This will further enhance the
existing mechanism for resolving insulvent banks in
the system, thus complementing the provisions of the
NDIC Decree No.22 of 1988; end Section LL(1) empowers
the CBN to vest all nominations of persons to serve

as directors of banks,

To enhance the Bank's newly granted administrative
enforcement powers the Decree is replete with provisions
imposing high monetary penalties ranging from £500 to
11000,000 as well as imprisonment terms ranging from
one year to ten years on individual officers, employecs
and directors of banks as a deterrent, The provision
relating to these penslties are intended to address
the issue of recurrent violstions of relevant banking

laws and regulations, The decree in its provisions
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hgs addressed the issues of the implementation,
compliance and enforcement of some banking regulations
recently introduced by the supervisory authorities, in
1999 and 1990, for example prudential guidelines,
cepital adequacy requirements and the Accounting

Standards for Banks.

In the light of the foregoing, the Decree has
gone along way to lay down clear guidelines for sound,
safe and efficient banking system that will be
responsive to irmovation, competition and changing

socio-economic needs of the nation,
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3.1 INTRODUCTTION:

This chapter tends to examine the effects of

CBN Regulations on the banking industry before the
era of SAP,

Attempts will also be made to look into the
Banking environment in a deregulated economy: objectives
of deregulation in the Nigerian banking system; and
anticipated benefits of deregulated.

More importantly we shall look into the Gains,
problems, future prospects and challenges of banking
in a deregulated economy,

3,2 EFFECTS OF REGULATION:

Following the establishment of CBN in 1959 the
Apex institution in the Financial system, The banking
industry has witnessed quite a number of regulation
and control from the apex institution- Central Bank
of Nigeria (CBN) and the Federal Ministry of Finance,

The Banking Act 1969, which has been subjected
to several amendments also provides for regulation
and control of the monetary and financial system.

It makes provisions for granting of licences to banks
and imposes restriction on esri=in activities of
licensed banks and specifies the minimum capital
requirements for banks., These requirement have been

changed several times,



One thing is clear, however, that Government take
regulatory action when they believe that: Competition
within an industry is either impossible or contrary to
public interest or will lead to serious inefficiency
in the use of resources or in the delivery of the goods
and services of the particular industry; the aim being
to ensure stability in the system,

With respect to banking, there are various reasons
why the system is regulated, These include, the
seriousness of the consequences of Banks becoming
insolvent, the fact that the nature - of banking business
is complex in relation to the products of the business,
the fact that competition among Banks could be
detrimental to the business, especially in developing
countries and the need to ensure that products are
available to various sectors of the economy and at
reasonable prices, In addition, the magnitude of funds
involved, and the tremendous impact that misuse or
fraud could have on the public confidence in the system
and hence, on the economy, make regulation of the

operation of Banks necessary,

The effects of banking regulations in Nigeria
prior to SAP could be described as mixed., While some
of the effects were salutary, others could be

considered counter productive, Banking regulations
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whether statutorily or discretionarily administered
by the regulatory authorities « had some selutary
effects on the banks and their customers. For
example the country witnessed constant bank failures
during the laissex-fair banking practices of the
1940%'s and 1950's, Between 1951 and 1992, for
exemple, about 17 new indigenous banks were established,
but only one of them survived beyond two years,

The free-for-all banking practices of the period,
especially before the Banking Ordinance of 1952, no
doubt, encouraged the factors which led to bank
failures., The factors included inadequate capital
and staff, structural handicap and poor management,
Following the ordinance and subsequent banking laws-
the Central Bank Act, bank failures gradually dis-
appeared from the Nigerian scene, This will tend

to corroborate the view that the protection of banks
has been the central aim of the regulations,

Banking regulations, by promoting the viability of
banks, encouraged increased investment in the banking
industry and consequent growth in banks and the

services they rendered,

Regulations are essentially for the attainment
of a balanced growth and development of the economy
and the protection of the interest of depositors and
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determined by credit ceilings and administratively
fixed interest rates, Efficiency of the system was
reduced as banks were allowed the same proportional

expansion in credit irrespective of the level of their
efficiency.

Also the rapid increase in the number of banks
since 1970's increased the burden of monitoring
individual banks and therefore made enforcement or
regulations more difficult, The banks exploited
this loophole by circumventing the controls, through
window dressing and the use of balance sheet items
to hide relevant information about their operations,
thereby increasing the difficulty of the regulatory
authorities in getting appropriate infarmation about
their operations, thereby increasing the difficulty
of the regulatory authorities in getting appropriate
information for enforcing the regulatory authorities
diverted more of its resources to the enforcement
of compliance with credit ceilings and related direct
controls, Above all, regulations gave too much room

to fraudulent and carrupt practices within the system,



3,3 BANKING IN A DEREGULATED ECONOMY :

The wanking sSystem has witnessed a drastic changes
from the mid 1986 to the end of 1983 as a result of
shift from the essentially fiscalist approach adopted
by the Babangida Administration to revamp the
persistently depressed economy, to a monestrist
approach, The shift was in the realisation of the
fact that the fiscal measures adopted have not fully
solved the problems of the economy and have led to
the over=regulation of the Banking and economic system,
The Structural Adjustment Programme (SAP) was put in
place to correct the disarticulations in the economy,

The Structural Adjustment Programme was
introduced to achieve these objectives:=-
i) To restructure and diversify the productive
base of the economy in order to reduce

dependences on the oil sector and imports.

i1) To achieve fiscal and balance of payment
viability over the period,

11i) To lay the basis for sustainable non=-
inflationary or minimal inflationary growth,

iv) To lessen the dominance of unproductive
investment in the public sector, improve
the sector's efficiency and intensify the
growth potential of the private sector,
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The practical application of the gradual

deregulation policy has been focussed on,

Institutional deregulation, price, trade

deregulation and Bank privatisation,

a)

b)

Bank Privatisation in Nigeria:- The decision of
the Federal Government to privatise its
shareholding in 12 Commercial and Merchang banks
is one of the measures taken to deregulate the
Banking System, Although these twelve banks
represent less than 10 percent of the number of
banks operating in Nigeria today they account
for 80 percent of the assets of Commercial banks
85 percent of the branch network and 45 percent
of the assets of Merchant Banks in Nigeria,

The government intervened in commercial and
merchant banking in order to set standards of
patriotic corporate behaviours and to align
banks operating policies to the developmental
aspirations of the nation as reflected in various

development plans,

De=regulation of the interest rate structure:
The CBN in 1987 introduced a flexible interest
rate policy with a view to promoting a more
competitive banking system and encouraging the
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d)
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mobilisation of both foreign and local financial
resources, The CBN adopted the policy of

fixing only its minimum rediscount rate (MRR)

to influence interest rate charges from 1987.
This partial de-regulation of interest rate
continue until Amgust 1988 when a full or total
deregulation was adopted,

Equity participation in other companies by
banks with a view to encouraging wholesale
banking, Equity participation in non=~banking
enterprises, subject to a limit, of 10 per cent
of each bank paid up capital plus reserves per
enterprise, and a maximum aggregate equity share
participation of 33% per cent of the paid up
capital plus reserves of the banks in all such

enterprises,

De-regulation in registration of new banks with

a view to increasing competition among them,

De-regulation in sectorial allocation of credit,
This involves the categorisation of the economy
into sectors for bank lending from 4 to 2 i.e.
high priority sectors (Agriculture and
Manufacturing Enterprises) and cther sector
(Government Import and Domestic Trade, Credit

and Financial Institutions, personal and
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professional, Transportation and Communication e,t.c,).

Creation of the security of Bank deposit through
establishment of the Nigerian Deposit Insurance
Corporation (NDIC) which was set up in 1988 to
protect depositors in the event of bank fallures,

The corporation jo&ntly owned by Federal Government
and CBN has an authorised capital of ¥100 million,
The scheme known as Deposit Insurance Scheme requires
that all Banks, Commercial and Merchant, pay an
annual premium representing 15/16 of one percent of
their deposit liabilities each year to the NDIC,

Relaxation in the licensing of new banks,

Perhaps the most profound and visible manifestation
of banking deregulation in Nigeria was the relaxation
in entry controls during the period 1990. The period
witnessed a phenominal increase in the number of
licensed banks from 43 in 1786 to well over 120 in
1990, With minimal overheads and high volume
transaction, many of the new banks began to declare
profits which inturn attracted new entrants by
demonstration effect, This rapid increase in the
number of banks has greatly watered down service,
standards, increase depositors risk as well as the

incidence of bank frauds, There is also the
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capability of the CBN to supervise such a
large number of banks given the fact that even
with a smaller number it was provimg difficult
for the bank to undertake the statutory bank
examinations within twelve months as required
by the law,

3.4 OBJECTIVES OF DEREGULATION IN THE NIGERIAN
BANKING SYSTEM:

The general objective of the Structural
Adjustment Programme whether it is undertaken is the
search for greater economic efficiency and bvetter
regource allocation through less government
intervention, The current effect at deregulation
of the banking system is an integral part of the
Structural Adjustment Programme gimed atie
- Achievement of adequate Spregd of banking

services nationwide, o
- Promotion of service driven competition in

the industry and improvement in the guality

and sophistication of banking services in
the =conomy. |

- Increased focus on the development of rural
and commnity = based banking culture and
services through the establishment of both

the peoples banks and community banks,
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Mobilisation of the Finance houses (or Non-bank
finance institutions) to play more active role
in the industry providing needed products and
services otherwise considered too riky and

unconventional for the banking institutions.

Introduction of foreign currency accounts

as a step towards directing the banks to seek
for more non-oil non-government sources of
foreign exchange; and positioning the banks

to take more active interest in export promotion,

Authorising Banks to take equity positions
in none~bank industrial enterprises thereby
strengthening their commitment to the post-

loan performance of these enterprises.

ANTICIPATED BENEFITS OF DEREGULATION:

Some of the anticipated benefits of deregulation

of the Nigerian banking system to the National

economy are considered below:-

Increased number of banks and branches per
capital; with consequential benefits on job
creation and manpower development,
Increased lending to the productive sectors

of our economy and thereby increasing capacity

utilisation,
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- Increased commitment to enterprises post

lending, resulting from the direct equity
participation of banks,

- Ehhancing competition particularly between
the ctrder and newer banks thus inducing higher
efficiency in the service delivery and better

pricing of such services,

- Increased Aggregate Deposit Mobilisation

from surplus generating units,

- Export promotion of the non=oil goods and
services to supplement and strengthen forelgn
exchange earnings,

- Increased diversification and specialisation
in the services rendered by banks to meet the
diversified and specialised needs of the

various segments of the economy,

3,6 GAINS, PROBLEMS, PROSPECTS AND CHALLENGES
OF BANKING IN A DEREGULATED ECONOMY:

Deregulation of the economy consisting of the
dismantiling of complex administrative controls
and reliance on market forces, is one of the main
elements of the Structural Adjustment Programme(SAP),
It has brought in its wake monumental changes,
upheavals and challenges as we have tried to

highlights,



The prospects'of the banking industry in a
deregulated economy could pe seen in the 1light of the

followingi~=

§, Perhaps the biggest prospect of financial
deﬂregulation on banking 18 i{tg impact on
Customer services. We can already see€
this trend from many new products being
put together by Banks. Example of such

products includei~

- Mensgement and Technical services
meapt to provide operational foundation
for newly egtablished bankse

. TInsursnce Agency meant for the bank's

gstaff and customerse

_  Automatic Teller Machine (ATM) and

plastic and products.

- Joint liability shheme—small—scale
farmers credit scheme. Facilitles
made available to organised group of
petween 5 €O 15 around reliable leaders

in the community.

- Floating rate of interest to protect

long term depositorsa
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- The credit scheme for Rural Women Abuja
Residential Housing Loan Scheme meant to
provide financial assistance o Nigerians
desiring to build houses of their own in
Abuja,

= Civil Servants Loan Scheme introduced for
the working class to have easy access to

agricultural loens,

« Hajj Savings Scheme introduced go that
' intending pilgrims will have enough saving
for their Hajj and customers will earm interest

on the amount,

ii. Some Banks now forméd holding companies inorder

| to take advantage of the synergy this arrangement
could offer. These holdings operate commercial
banks, Merchant Banks and in some cages insurance
brokerages, stock brokerages and Financial
Companies, Example here is First Bank gave birth
to FBN (Merchant Bankers) LZmited, Devcom
Merchant Bank gave birth to Equitorial Trust
Bank, While Afribank operates_lnternational
tMerchant Bankers), B
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1v,

Va

The proliferation of banks has in return
increased competition that has led to improved
gervice delivery and innovation, Banks
accept the supremacy of the customers and
are prepared to go the extra mile to ensure
customers satisfaction. Between 1986 when
SAP was introduced) and 41992, hanking

witnessed an unprecedented boom,

The deregulation of interest rates has
engendered very Keen competition in the
banking industry resulting in the adoption
of new strategies by banks to atiract

deposits and encourage savings. As a result,

total financial savings have risen from

¥11.5 billion in 1986 to ¥27.9 billion at
_ r o

the end of 1990, ' '

Financial Liberalization has brought about
unprecedented growth in the number of banks
operating in Nigeria; from about 46 banks
in the country before the introduction of
SAP in 1986 to about 120 as at the end of
1992, See table 9
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COMMERCIAL MERCHANT
END OF NO, OF BANKS| NO OF NO OF BANKS | NO OF
YEAR OFFICE OFFICES
1982 22 984 8 19
1983 25 1101 10 24
1984 27 1242 11 25
1985 28 1290 12 26
1986 29 1360 12 27
1987 34 1476 16 2D
1988 L2 1652 24 46
1989 47 1849 34 56
1980 58 1850 49 74
1991 65 1920 54 84
1992 65 1950 54 84
iv, Also, in the area of credit policy and portfolio
selection, a new sense of rationality has
emerged following the gradual deregulation
of the policy of sectoral allocation, Ease of
access to credit has been widely observed, even
though a few banks in lending to the preferred
sectors,
vii, To encourage domestic savings and increase the

efficiency of the banking system; interest

rate was deregulated, See the table 10



™

viii, To eliminéte the corruption and distortions
| gesociated with the import licencing scheme
'and to increase access to foreign exchange,
government abolished the import licencing
‘scheme and replaced it with foreign exchange
aution system, See Table 11 for foreign

exchange flow through Central Bank,
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To improve operating efficiency of
government enterprises, government
embarked upon an ambitious programme of
commercialisation and privatisation of
government enterprises; the restructuring
of the defunt Federal Savings Bank into

a wholesales commercial bank - FSB
International Bank Plc - was carried out

under thés programme,

Inspite of the improvements highlighted above,

the banking sector was still having some problems

associated with adoption of financial deregulation,

Some of these problems could be highlighted below:-

i.

Rate Vala¥ility:

Interest and exchange rates have become
very volatile since they were deregulated,
In the absence of risk management

vehicles such as swaps and options, high
volatility could be extremely destructive,
One could imagine what could be the furture
of a company with huge foreign exchange
denominated liabilities prior to the

March 1992 Foreign Exchange Market reform
Volatility makes planning difficult and

generates speculative activities,
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Since the withdrawal of parastatal funds and
the abolition of forelign exchange denominated
liabilities prior to March 1992 foreign

market reform,

ii. Little Investment in Productive Sectivn:

Although a few areas have been transformed,
Nigerian ingenuity has been unleashed only on
distributive and service industries, Despite
a8ll efforts, extractive agriculture,
manufacturing and construction industries are
yet to enjoy necessary investment, High
inflation rate, negative real and highly
volatile interest rates, etc,, encourage

consumption and reward short term ventures,

iii, Low Foreign Investment:

Nigeria is yet to become a dreamland for

foreign investors despite efforts at deregulating
the economy and making the country attractive

to foreign investors, The over valuation of
Naira until March 1992, poor infrastructures;

the level of documentation and approval
requirements for approved status and the
procedure for repatriation of dividend and
capital made Nigeria a less attractive place

to foreign investors than many other countries,
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The implication of the prudential guideliieg:

The prudential guidelines are meant to
eliminate the wide-spread practice in which
Banks were declaring paper profit, The
implication of the guidelines is the timely
recognition and provision for deliquent credit
facilities, The guidelines provides modalities
for recognition of income, losses, and
classification of bad and doubtful debts, This
ensure that profit are not recorded in respect

of debts which are infact irrecoverable,

The full implementation of the provisions
of the guidelines had drastically curtail the
income earning capacity proportion of non-
performing accounts in the banks loan portfolio,
This is because the risk aséets classification
system hitherto adopted by these banks is at
great variance with that: .stipulated in the
guidelines,

Most Banks Experienced High Labour Turnover:

The geometric grouth of Banking industry in
Nigeria is mostly attributed to the dynamic and

systematic deregulation of our economy, however,
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this alarming rate of Banks proliferation wilh

its accompanying complexity and sophistication

could not be matched by an equivalent increase

in the supply of skilled personnel. Banks

especially the newly 1icenced ones, now scout
and lobby for the few available skilled
personnel who they usually offer fantastlc

pays and fringe benefits to induce them %o
leave thelr present enployerse This scarcity
of skilled bankers 1s badly effecting the older
and more conservative banks due to the massive
exodus of most thelr professionals to the more

dynamic and glamorous new Banksae

Frauds and Forperies:

Large scale frauds in the system also derive
from the predominance of banking documents most
of which could easily be forged. There are
many cases of fraud end forgery prevalent in
Commercial Banks than in Merchani Banks. Only
one Merchant Bank was among the first 10 banks
with the highest fraud cases as presented in

table 12 below.
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TABLE 12

FIRST TEN BANKS WITH THE HIGHEST FRAUD CASES

. GROUP AMOUNT ACTUAL PERCENTAGE
T . INVOLVED() EXPECTED LOSS | OF ACTUAL
(%) EXPECT LOSS
TO AMOUNT
INVOLVED %
TQTAL FOR THE 98812787 « 35 1%,145,163,40 13.3
FIRST 10 BANKS
GRAND TOTAL 104967744 1 15,341,114,43 14,6

SOURCE: NDIC ANNUAL REPORTS,

vii,

viii,

The inability of the CBN to bring.under its
control the finance houses deaplte the awesome
power given to it under BOFID has serious
implications for the economy, It implies that
monetary policy will he rendered ineffective as
long as banks remain its target, while finance
houses whose activities are similar in scope
and operationg to banks are outside the target

of monetary authorities,

Mext is the issue of shortage of long=term capital
in the Nigerian Banking environment which sound
also be serious concern, The supply of long-

term capital is vital to resumption of sustainable
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growth and developwent, The building of new
institutions such as unit trusts, and the growth
in the number of merchant banks have not

really assisted in the supply of long-teru
capital due primarily to the instability in

the environment,

ix. Continuoes use of stabilisation has led to
speculative activities at the foreign excnange
market to the extent that the interest rate and
other prices in the economy are now tied to
whatever happen in the market, For instance,
when there was acute liquidity crises in the
banking industry during the last quarter of
1992, inter-bank rate went up as high as over
90 per cent because banks were ready to take
monay at any rate to purchase foreign exchange,

(See Table 13 badew showing liquidity ratio),
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xi, Other problems include poor management,
inadequate infrastructure, illiquidity

and sacarcity of professional staff,

CHALLENGES BEFORE BANKING INSTITUTIONS Il A
DEREGULATED ECONOMY :

To plan for survival therefore, banks have to
accept that the business environment has changed and
will continue to change and only the institutions
that are able and willing to make the tough decisions
and sacrifices necessary to become flexible,
efficient and productive will survive, Some areas
in vhich I think banking institutions should focus

given the realities of the change facing them are:-

- Continued growth in the industry will be
benefial to the consumer who would enjoy
increasing luxury of choice both among banks
and in the scope of services offered, It
may likely that the one shop bank may gradually
give way to specialist banks especially among
the better capitalised banks who can afford
the risk and absorb the cost of new product

development,
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7“hilst the well-focused banks have s igh chance
of survival one cannot make the same prediction
regarding the various banks owned and controlled
by state government, These are more susceptible
to capital inadequacy and less oriented to
prompt and timely management and policy shifts

that are required under a competitive regime,

There is also no doubt that merger and acquisitions
will at a stage assist in pruning down the
number of banks,

As the market gets more enlightened and
sophisticated and customer needs diversity, speed
and efficiency in responding to these changes

and needs would be some of the key attributes

of the successful banks,

There is need for bhanks to focus a great deal
more one their organisation, branch networks
and mamming levels to ensure that their
structure would be appropriate and effective
to support the new trust, Response time will
have to be shortened substantially and this
can come about largely through greater

computerisation of operations,
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The need for product innovativeness and

product differentiation as took for achieving
competitive edge and corporate differentiation,
It must be admitted that increasingly, there

is sprited aggressiveness and innovation

going on egpecially among the new breed banks,.

It seems banking institutions would have to
return to an important aspect of how they

- conducted business in the past, namely the
development of a core of very reliable customers,
With easy profits from foreign exchange
experienced in the past, banks tended to

neglect their core customers. This process

will now need to be strengthened through a

well targeted relationship management strategy.

The need to review the charges banks place on
facilities granted to their customers., The
complaint is growing lound and strong the
charges are too many; in total they amount to
substantial sums, A simple request for a
facility attracts charges such as flat
procegsing fee, spread, discount spread,
Administrative and commitment fee etc, By the
time the charpes are computed the cost of the

facility has shot up te a maximum of 40 per cent,
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The precess of restructuring institutions due
for privatisation and commercialisation sculd
prove a real ghallenge to the newly derepgulated
financial institutions, Perhaps the chanllenge
of privatisation will bring out the investment
bankers in our community to help with the

restructuring of the many enterprises in dire

. need of such services,

EFFORTS AT COMBATING THE NEGATIVE IMPACTS
OF DEREGULATION:

In recognition of the nepative trends in the

banking system arising from the deregulation the

monetary authorities have reacted positively in

several ways to contain and reverse the trend,.

Highlights of such reactions include:~-

»

The establishment of the NDIC in 1988 as an
insurance agency against potentisal bank failures
and to ensure socunder and szafer banks through
effective monitoring and supervision of the
banks in collaboration with the CBN, Given

the fear belng expressed about the proliperation
of banks and the possibility of bank failure

as the system has become more competitive,
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Another notable action which has placed the
banks at a greater alert in a period of
deregulation was the withdrawal of public
sector deposits from the banking system which
has had the effect of separating banks from
such public sector funds which had been known
to discourage healthy competition in savings
mobilisation,

Another was the introductlion of the use of

an aution based system for the issuing of
treasury securities whose principal obJjectives
are the promotion of greater reliance on
market forces in the determination of yields
on government debt instruments through market-
determined interest rates and efficient

management of public debt,

The introduction of prudential guidelines

in 1850 covering cfedit portfolio classification
and provisioning; treatment of accruable
interest; disclosure requirements and treatment

of off-balance sheet items,

Several modifications in the Foreign Exchange
Market to shore up the rate of devaluation

of the Naira,
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As a conseguence of frequent excess liquidity
in the economy, the CBN decided on August 2,
1980 and continued thereafter to issue
stabilisation securities on behalf of banks
with excess liquidity,

Introduction in October 1990 of a new Nigerian
Accounting standards for Banks -nd non=Banks
financial institutions, to standardise
accounting pelicies and the reporting practices
of hanks which made public comprehension and
comparison of results much easicr and increased
confidence in the interpretation of the annual

reports of banks,
Suspension of licensing new bunks since 1991,

Introduction of the indirect monetary management
system known as the Open Market Operation (OMO)
in 1993,

Export promotion of the non-oil goods and
services to supplement and strengthen foreign
exchange earnings.

Setting up of the NEXIM bank in 1991 to carry
out specialised support for export financing

and promotion inorder to broaden the export bound
agricultural and manufacturing base of the

economy,
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CHAPTER FOUR

li,0 PRESENTATION AND ANALYSIS OF DATA:

hot INTRODUCTTI O N:

Deregulatory peliecy of the banking system started
with the inception of SAP in 1986, for years bank
found themselves in priveledged and advantageous
position not just among financial circles but among
all classes of commercial activities. In return for
performing the twin functions of turning saver deposits
into investment funds and of providing the mechanism
through which payments could flow to sustain economic
growth, Central Bank as a government agent is empowered
to maintain monetary stability and sound financial
system in the country. Banks were not allowed to be
seen to collapse as the government “introduced various
indirect instruments of monetary and credit control
such as cash reserve, licuidity ratios, open market
operations and the estahlishment of Nigeria Deposit
Insurance Corporation (NDIC). The banks continue to
exploit the advantage as primary intermediary between
savers and borrowers to make oligopolistic profits,
virtueslly irregpective of how good or bad their

performance were,
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The relaxation in the licernsing of new banks
give way to the increase in nurier of licensed banks
which inturn increased competition that has led to
improved service delivery and innovation, Banks
accept the supremacy of the customers and are prepared
to go extra mile to ensure customer satisfaction,
In the face of these competitions, banks feel
constrained by the use of varicus indirect measure
employed by Central Bank of Nigoria (CBN)., Bank wish

the economy to be fully derepul=ted.

Prior to the introduction of SAP Nigerian Banks
have been somewpat slow in resronding to the challenges
of the growing economy, However, during the period of
SAP banking industry had been seen as the fastest
growing sector in the economy. In this chapter, there
are various variables that will »» considered to
measure the impact of financial derepgulation and the
banking in a developing economv like ours with

particular reference to Centra’ Bank of Nigeria,

This chapter deals with analvsis and presentation
of data. The dnta collect+ed is nresented in tabular
forms and expressed in percentare, It is worth

northing here that this studv is not in any way
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representing an export views, but rather it has

borrowed from the knowledge of some scheolars to

support the argument,

l,2 PRESENTATION AND ANALYSIS OF RESULTS:

Table 1 shows Deposit 1iabilities of the Central
Bank amounted to ¥213528,7 million at the end of June,
1992, representing an increase of X¥197801.1 or 1257.67%
over that of 1985 before the deregulation started, The
currency liabilities of the Central Bank rose sharply
by 822360 million or }16% from end of 1985 to the end
of June 1992, The rise has been induced 1argely by the
high and rising rate of inflation and massive exchange
rate depreciation, While "other liabilities" of the
bank also rose sharply such deposits increased by
¥971419.5 or 2041.64% from the end of December 1985 to
the end of June 1992, The rise was partly accounted
for by increases in outstanding stabilisation securities
and various other liabilities classified under the
miscellaneous category, The bank's paid up-capital
also rose to cope with increase iu the activities of
the CBN, The total paid-up-capital of the Central
Bank amounted to $}¥1992.,9 million at the end of June,
18962, representing an increase of ¥1793,9 million or

gn1 h&’ over that of 198€ between the introduction of
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In Table 2, the Central Banks' total assets grew
by N18687h .5 or 701,16% since the introduction of SAP

in 1986 to the eng of June, 1992, The domestic assets
of the bank, mainly investments in government
securities grew by MiO4 million or an increase of
111.,)8% at the end of June 1992 since the inception

of SAP in 1986. The increase in investments is due

to substantial payments to institutions in which the
Bank has eaguity interest. These included Nigerian
Industrial Development Bank, Nigeria Daposit Insurance
Corporation, Nigerian Exvort, Invort Bank and Nigerian

Security Printing and Minitine Commany,

The re-discount alse increased shafply by ¥3309,.5
million or 938,33% from the end of 1985 to the end of
. Fame. 1992, On the other hand total
external assetshof the Bank recerded a significant
increase of N62737.2 million or 383L.06% from end of
1986 to the end of June, 1892, Direct advances to the
sector, however fell by K953,L million or 37.05% from

1969 to the end of June, 1992,

See Table 3,



CURRENCY IN CIRCULATION:

One of the major activities of the CBN is the
currency issue and distribution. The value of
currency in circulation at the end of June, 1992 was
827735 million. This shows an increase of ¥23006,2
or 4;86.51% from 1982 to the end of June, 1992, The
bulk of the increase was accounted for by vault-cash
which rose by ¥15866,5 or 309,3lL while cash outside banks
increased by ¥21L439.7 million or 507.76 during the

same period under review,

The bulk of the currency in circulation was in
notes, amounting to MN27635.4 million while coins at
t199,6 in the same period under review, The progressive
increase in the amount of currency notes and coins in
circulation since 1982 could be eXp}ained by the rapid
inflationary trend which induced increasing nominal

money balances for current transactions.
See Table lj.

MONEY SUPPLY:

From the table above, Nuasi-money rose by
%36876.8 million or 538.71% from end of 1982 to the
end of June, 1992, The increase during the period was

traceable to commercial and Merchant banks demand deposits



éé

which increased by #33777.5 millicn or $79,75% at

the end of June, 1992,

See Table 5,

WAYS AND MEANS ADVANCES OQUTSTANDING:

The table above&shows the sources through which
the Central Bank of Nigeria funds the Federal Government
on domestic scene. The domestic ¢ebt incurred through
these sources in 1992 was N200528.1 million compared
with ¥63336.2 million in 1988, this shows an increase
of ¥137192.2 million or 216.61%. 7The Bank therefore
was the largest lender to the Federal Government during

the periecd as in the past,

At a montﬁly average of #16710.7 million, ways
and means pdvances outstanding to the Faderal Government
increased by 9.9 percent above the ievel in 1991,
Between 1988 and 1992, ways and means Advances rose
steadily, at agn average of LO,l percent, The rate of
increase in the advances reached a peak of 125,9
vercent in 1990. Thereafter, it srew by 16.1 and 9.9

percent in 1991 and 1992 respectively.

See Table 7.






