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THE IMPLICATIONS OF THE GLOBAL FINANCIAL
MELTDOWN FOR NIGERIA
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Abstract

The current global financial crisis, wnprecedented
in the historv of the modern world, has been
described ax Wall Street’s biggest crisis since the
Grear Depressian in October 1929, Fram the Wall
Street finenciad headguarters i the United States,
acrass to Ewope, Japan and China, the global
financial svstem around which modern free markee
econcmy and capitalism is buelt ts erashing like a
pack of cards. In the case of the developing
countries af which Nigeria is one, the implications
are noticeable in the areas of crash tn shares prices,
dwindling revenues, fow direct investments from
developed countries, dwindling remittunees from
Niverians abroad, developed non-otl  expors,
possible vrosion of forciga reserves among atiers.
Nigeria is called upon ta re-ortentate the ecanonn
towards production activity, deploy the available
financial resowrces adequately. and wiilize the
exeesy crude ot revenues more judiciously, among
alher sugirestions.

Introduction

Current Global Crisis started as o 'Minancial crisis
but now a 'Global Economie Crisis’. The ernisis 1s
unprecedented in severity of credit contraction

{credit crunch & capital crunch). The roots are in
banking rather than in securities market or foreign
exchange, The Crists started in the LS. (due 10
certuin laxities in the US financial system), spread
to Europe, and has become global. Even countries
not affected by the fimancial erisis are now affected
by ‘sccond-round effects’ as the crisis now
becomes 'eeonomic’

The global financial and cconomic onsis presents
sigmficant challenges for African countnies. 1t has
also exposed weaknesses in the functioning of the
global economy and led to calls for the reform of
the intemational financial architecture, Although
the crisis was tnggered by events m the Umited
States housmg market, it has spread w all regions
of the world with dire consequences for global
traae. mvestment and growth, The crisis represents
4 serious setback for Afnea because it 15 taking
place at a time when the region is making progress
in economic performance and management, Smee
2000, the African region hus had an average
prowth rate of reul output above S per cent and
i fTation has declined to single digits. There have
also been significant improvements in govemance
and @ reduction in armed conflicts, making the




region more altractive Tor private capital flows. Net
ntivate capital Mows to Africa increased from 517.1
sallion dollars in 2002 1o $81 hillion dallars in 2007
{ECA and APF, 2008). The global financial and
& erisig threatens to reverse these gams in

cwtie performance and management.

Historical Development of the Financial Crisis
Opinions vary on how the present global financial
crisis started. One [requently canvassed ongin was

financial instahibity in the USA caused in part by
iie falure and / or sub-prime morigage lending
dillicultics of the investment banking mdustry n
the 15, Specific mention had been made of Lehman
Brothers, Memil! Lynch, Monzan Stanley and P
Moregan chase as well as povernment-backed
morlgage gionts Fannie Mae and Freddie Mac
(Aduko, 2008:45).

Mortmige brokers and borrowers all are responsible
[t making loans and borrowing money. on terms
thatwere not fully understood by buyers, or ignored
by them. and olfered by unscrupulous lenders who
violated that basic law of cconomies: Never Lend
Money To Peaple Who Cannot Pay It Back: A
sood home loan will have 20%, down payment from
borrower's earmned saving and a Axed interest rate
for 30 years with twial moenthly payment that
mcludes pringipal. mterest, homeowner's insurance
hawing a total that the borrower can pay for easily
out of current income which has been venlied by
the lpan committee that approves the loan
Violation of these sumple basic laws m common
sense, results monability to make the payments
which precipiates  [oreclosure which puts the
bosrrower on the street and the house sits cmply-
brmging n on income for anyone, The fatlure to
repulate theactivities of lenders and borrowers with
hard Jaws encourapes poor business practices
which usuitlly resultin financial failure.

A further support to the historical ongi of tis
erisis was noted i darly champion (2008:29) where
it was observed that cnitics have blamed oversight

and failures by US and other regulators to detect
the problems as pnme reasons for the financial
erisis. Continning, the paper noted that the crisis
broke out i the Usited States around August 2007
Mortgage investments sourced with the housing
market’s collapse and the fallout quickly spread
and forcclosures skyrocketed, The troubles
crimped auto and student loans and locked up
lending for many consumers and business
worldwide.

We can deduce from the diseussion above that the
global financial meltdown started in the United
State of Amenca Primarily [rom her Mortgage
mvestments and the auto industry. Given that the
1JS is the largest economy in the world, it stands to
be appreciated that what ails the economy will of
necessily reach other countries ol the world 1n
varying degrees. It 15, therefore, a guestion of
playing the ostrich for person i authority (o
pretend that their countries will be isolated Irom
the financial crunch ravaging the world economy.

Global situation

We shull in this section review statements credited
to informed sources on the state of the world
finencial meltdown.

e The US government has batled out
Citigroup Inc. agreeing to shoulder most
of the potential losses on $306 billion of
high sk assets and inject $20 bilhon of
new capital in its biggest rescuer of a bank
yet. Citigroup's rescuer marks the faest
government effort to contam a widening
financial meltdown that has caused the
disappcarance or bankruptcies ol
companies including Bear Steams Cues,
Lehman Brother Holding loe: aod
Washington Mutual Ine. {Reuters,
2008:1).

e  The price of o1l per barrel has moved from
4820 barrel which is the lowest price so
lar since three years to a bit over $50ph.
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The OPEC ministers had an emergency
meeting which failed to produce any
agreement among thern. Most o1l mimsiers
olayed the sell mterest pame and were
considering what was best o their
individual countries since alter this report,
o1l per barrel had moved below $47.

As noted by Ayankola (2008:18),
unfortunately for the OPEC, the world
cconomic ensis is showing no sign of
casing off, The United Stale, the higees
ceconomy 1o the world and the biggest
consumier of oil, 18 witnessing a huge drop
i demand  because of the financial
meltdown and  president eleet, Barrack
Ubarma, 15 already lulking about secking
for alternative energy. In BEurope, the
sitation 1s also notany better. Many of the
muropean economies are ulso on the brink
of reeession with demand for crude ol
dropping sharply. China and India which
are the two ceonomic power hlocks among
the Asia tigers are not lefi out as crude oil
demand had zlso dropped.

Kuwait i a prosperous country by all
dandards of asscssment but she is not left
out of the lnaneial erisis. Wiggles worlh
(2008:38}) reported that despite Kuwait
bemng one of the richest countries i the
world due to its ownership o 10 percent of
global ol rekervies, she has been unsettled
v thedimancial erisis, Investorsand traders
lrom themmiddle classes huve demonstrated
dpdinst the government while politicians
are threatening 1o grill the prime Mimster
1 parisment on o seres ol controversies,
Ruwail 15 the only Gulf couniry to have
been Hareed (o publicly bail out a bank afier
Cull Bank bost $1.4bwm (4933m, $1.1bn)in
dertvilive trading,

Hirrack  Obama unverled an coconomie
team steeped m fighting crists and likely to
push for an anprecedentad  government
rale i reviving growth and stabilizing the

financial system (global business.
2008:39).

e Intheproperty and environment section of
daily champion (2008:32). it was noted
that the finaneial crunch had eventually hit
Dubar, Quoting the Architeets Journal, the
report noted that “architects and
developers in Dubai are freezing
recrintment and making redundancies as
the emirate’s real estate market begins 1o
crumble,”

s Guordon brown (Prime Minister of Britain)
had warned that the world is facing “the
first truly global financial crisis (Gordon
Brown, Msthaba, July 4, 2008). Gordon
further posttioned that beth the World
Bank and UN were out of date and should
be reformed to ackle the cmerging
problems. 64 Jowenal of Mones,
Investment and Banking - Iscue 11 (2004

e The cconomic problems affhcting many
countries suffering recession have been
blamed on the sub-prime mortgage crisis
n the US that has led to plunging property
prices and billions in losses by banks.

e Khan (2008:25) blamed the current glabal
meltdown to the cxuberance of (he
developed cconomies which was largely
credit based without the requisite
regulation to control the current spin-of1°

he world sitwation as far as this global finencial
crisis {5 concerned 15 very Muid. Chianges take
place at enormous specd thus muking definite
statements and projections very difficult, The
mnstances eiled above pomt w the el that most
eveloped counries hayve been affected and ane
being alfected by the global crisis. Since African
general and Nigena in particular depend on the
developed countries most of their food items and
wdustrial equipment, they cannot be totally frec
from the cnisis.

The worrying issucs are that Nigeria seems 1o




believe that the financial crisis might not alfoct her
adversely, This is a misplaced wish as the
implications have started to manifest all over us.

Impact of the Crisis on Africa

In the Grst few months of the financial crisis, there
was the widely held view that the impact on African
countries would be nunimal because of their low
integratian into the global economy. Furthenmore,
African countries tend to have very small inter-
bank markets and several countries have
resiriclions on new financial products as well as
market entry, which should shield them from the
direct lfeets of the alobal Anancial crisis. Recent
developments have, however, shown that the
pegative contagion effects of the crisis are already
evident in the Africaregion.

[t 1% alse interesting to nole that the cnisis s
alfecting all categories of countries in the region
those considered W have pood economic policies
and povernance; those with poor macrocconomic
recordy; fragile States; small and large economies;
oil- and non-oil exporiing countries, A key
implication of this assertion 1s that the real eftects of
the crisis i the region are not simply due o the
nature of macrocconomic policies and governance
m Alrican countries. Consequently, there is the
need to provide assistance to countries in the region
to enable them o withstand the global slowdown
and protect vuinerable groups.

Is Nigeria Immune o the Meltdown?

Few months ago, we were told how the Nigerian
economy and i1s financial sysiem have been made
so strong that i 15 impervious (o the negative
externalities of the global fnancial cnsis, The
recapifalization of the banks and the nflationary
bubbles in the stock markel were quick references
o the pillars that ensured the strength of the
economy and the financial system. By impheation,
the Migena economy was put at par with the fabled
{Crusoe economy in which he (Crusoe) alone acted
without exchanging anything with anybody.

However, as the recession mn the Nigenan stock
markel became even more wornsome, the formal
admittance of the fact that indeed Nigeria is not a
closed or insulated economy as many people have
been erronenusly led to believe became necessary
Consequently, the Central Bank taced the
problem in the equities market to the withdrawal ol
funds by foreign institutions and private nvesiors
which means that mdeed Nigeria is equally
exposed!

Trade and exchange of poods and services
underscore every economic life aside that of
Crusoe on the island. The limitations imposed by
pature and the environment in terms of indrvidual,
organizational or even national capacities and
resources, make 1t indispensable that humans
while acting in their own self interest wall seck o
make up for these inadequacies through trade o
other means such as aid. Considered at a national
level therefore. trade is thus a mutually beneficial
cxchange that extends from the desire Lo better o
couniry's lot which precisely no country can aliord
to exist without. Thus if we seek to fmd our
whether Nigena 15 indeed free from the global
financial ensis, we have to critically examine the
points and direction ol impact ol changes in real
and [nancial frade and exchange between Niger
and the rest of the world, Those points and
directions unveil the extent of Nigena's possible
exposure,

Expectedly, Nigeria has experienced and is

experiencing these situations as recognized below,

s Prof Charles Solude, former Governor of
(BN was quoted as reassuring Nigerians that
Migerian banks will not be affected by the
global financial meltdown. This assurance
was based on the volume of Nigeria's external
reserves estimated at over $60 billion which
aceording 1o him safe despite the crumbling
financial institutions abroad ( 2008:46).

e  Thecontinuous shide in both oil pricesand the
volume ol oil sold translate to less revenues to
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the povernment accounts. The Nigeran
GCiovernment (Federal, State and Local) needs
to apply some fiscal measures to stem
expenditures. This would mean that some
projects have to be suspended and salaries
may not be paid as and when due with the
accompanying  disruptions  of works and
inerense insocial unrest.

e Uperators inlhe nation's industrial sector were
beginming to nurse the fear of possible eredit
sguccse as the global financial melidown
remains unabated even as they face fresh
difficulties over non-oil exports to the United
State of Amernica. The fear is that a troubled
USA cconomy will surely affected Nigenan
manufacturers us they trade in dollars and
export moest of their geods (o the country, In
addition, obtaining credit facilitics will
become more dilticult.

e It was further reported that the Nigerian
muanufacturers are in worse situation (o
tespond Lo the emerging financial erisis due to
the following factors-multiple taxation, high
mterest and lending rates by banks, poor
mfrastructure, and high cost of enerey among
athers. These factors will combine to further
merease Lthe cost of production and make their
praducts less competitive in the infernational
market,

THE EFFECTS OF THE GLOBAL
FINANCIAL CRISIS ON THE NIGERIAN
ECONOMY

The Global Finaneial Crisis and Nigeria's Qil
and Gas Seetor

Nigersa's ol and gas scetor plays a prvotal role in
the pation’s ceonomy, accounting for 80 percent of
annual government revenue and over 92 percent of
its foreign exchange earmings. The sector also
accounts [or about one-hall of the nation's annual
GDP The nation 1s endowed with a huge stock of oil
and pas resources, making 1ta dominamt player in
the global oiland gasindustry,

Nigeria's crude oil reserves are estimated at 36 5
billion barrels, ranking the country as the cleventh
lurgest erude oil reserves holder in the warld and
the sixth largest exporter, Until recently, Nigena's
daily crude oil production was 2.4 million baricls
per day. Although Nigera 15 acknowledged for
crude o1l production, it also has considerable
natural gas resources, estimated at [87 trillion
stundard cubic feer. This places the nativn amongst
the largest natural gas reserve holders in the world
(EIA2007.2).

A combination of factors has constramed crude ol
production in Nipera, particularly in the past fow
years, Since late 2006, armed militants in the Niger
Delta, where the bulk of the natien's o1l and gas 15
produced, have stepped up attacks against crude
oil Infrastructure, oil company personnel and
security forces. The armed conflict has stoadily
escalated, resulting in large-scale destruction of
industry infrastructure, bunkering of crude il
Kidnapping and hostage-taking, This development
has undermined the morale of il workers and
often led to the spiking of crude oil prices at
international markets. Consequently, o1l
production has been shut-in in parts of the Niger
Delta, reducing by up 10 20 percent daily
productive outpuis (1CG, 2006.58).

Crude o1l production i Nigetia has been further
constramned by the emergent global financial ensis
Responding e sustamed decline in demand for
crude o1l; mtermational crude o1l prices, which
peaked at 514700 per barrel in July, 2008, has
declined sharply to less than $340.00 by early 2000
Consequently, the Organization of Peroleum
Exporting Countries (OGPEC), in a concerted effon
e stem dechming oil prices, decided o reduce
production output of members, ncluding
Nigeria's, with its production quota reduced o
1.903 million barrels per day {mbfd). In December
2008, OPEC cut Nigena's crude ol production
further by 319,000 bid. Consequently,
combination ol mabtant attaeks on Gil facilities and
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OPEC quata has constramned Nigerna's oil
production significantly. When this developmentis
further combined with the sharp drop in
international il prices, the consequences are grave
to government's revenu¢ profile in particular and
the nation's economy n general. Unless the global
financial erisis 15 reversed in the near Rature,
Nigena will conlinue to sulfer huge revenue losses
from plummenng mternational vl prices,

The Global Financial Crisis and the Nigerian
Capital Market

The global financial crisis has hit the MNigenan
capital market partieularly hard. Until recently, the
Nigeria Stock Exchange had beenacknowledgedus
o dynamic market, which offered attractive returns
to investors. This development had drawn investors
from around the world, fucling sharp nses in the
prices of shares 1o unprecedented levels, The yield
on retums in the past few years had also been
acknowledeed as one of the highest around the
world, However, optimism associated with the
Nigerian capital market came to an abrupt halt by
mud-2008, The natlon's stock market has since
witnessed a sustained decline in market
capitalization from a high of N12.64 tnllion on
May 3. to a low ol N 6.21 trillion on 31" December,

2008, The loss of capitalization in 2008, which
stoad at 28.1 percent of the total market value of
cguities at the nation's stock market, has been
atributed 1o paucity of funds, fueled by the
emergent global financial erisis. The free-fall in
the prices of equities was altributed to the
withdrawal of forergn mwvestors from the market in
reaction 1o the global finaneial erisis (Osunkeye,
2008:23).

The massive losses sustained by investors on the
caprial market caused commercial banks 10
withdraw fnancial support for brokers in the
market, further plunging prices t lower depths By
end-2008, the market capitalization of the 213
listed equities had dropped precipitously, valued at
N7 trillion or 73.1 percent of the ageregate markct
capitalization. This is in sharp contrast to 2007,
when 212 equities accounted for N 103 trillion or
77.5 percent of market capitalization. Indeed, the
Nigerian Stock Exchange All-share Index dropped
by 458 percent or 26.539.44 points to close at
11.450.78, & reversal of the record-setting growth
of 7473 percent recorded n 2007 (Okeke.
200%.5). Tahle 2 shows the value of the nation's
most capitalized companies on the Nigena Stock
Exchange in 2008,

Table 1: Equities with the Highest Market Capitalization
on the Nigerian Stock Exchange,

S/N | Company Market Capitalization (N’
= Billion)

| First Bank of Nigeria Ple | 524848 3

2 | Zemith Bank Ple 368,385 ]
3 Nigerian Breweries PMle 308,931

4 [nited Bark for Africa Ple _ 283,467 B
E Eecobank Transnational Incorporated 273,396 _—

6 | Oceanic Bank International P'le 267,767

7 Intercontinental Bank Ple 243,055 _ g

b African Petroleum Ple 231,888

9 | Platinum Habib Bank Ple 206,387
|10 | Stanbic IBTC Bank Pl 204, 375, ]

Sowwree; Eheke, 2009 15
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The erston of prices on the nation's capital market
has triggered a panic amongst investors, nnsettling
the activities of many stock brokerage finms, Many
brokerage firms have become insolvent following
the withdrawal of financial support from the banks,
which in turn have sustained huge losses on their
expasure W stock brokers. Consequently, capital
market operatives have embarked on massive job-
cuts 4 bid to stave-ofl inminent collapse. Some
operatives have even suggested the temporary
closure of the stock exchange w avert complete
collupse of the nation's capital market in a panic
reaction (o the unfolding slobal financial crisis
(Ugwuand Adepetun, 2009.27),

Implications for Nigeria

The global financial crisis has continued to impact

on the Nigerian ceonomy, Some of the implications

are a5 follows,

e  The Nollywood (Nigerian Movies Industry)
hias experienced the mfux of Ghanaians who
now serve as cheap alternatives fo their
Nigenian counterparts: The global cash cruncl
has affected the mdustry such that investors
are nol prepared to spend so much money on
A=list aclorsfactresses that would cost
between NEDOOOO and WN1,000,000. they
thevelime look out to (hana aclors/aciresses
who would not only charge low rates but
would help widen the marker mte Ghana

e The Nigerian cconomy 15 dependent on oil
revenue and the [all in ol price has affected the
revele from oil since the recent fall 1o oil
price, 04l price has been on a steep fall i the
imermational markel creating worries for the
overnment conpled with the decline i ol
production from 2.25 million barrel per day
(bpdi to 2.0 mullion bpd. The decline in both
price and volume reflected i the Federation
Account Allocation Committes (FAAC)
Oetober report which shows mineral revenue
at N466.22 billion as against N495_56 billion
genvrated in Seprember 2008 (Nwachukwu,
2008:7),

The implications of the global financial meltdown

in Nigeria have been adequately captured i the

commurgue 1ssucd by the ASUTT Natwnal

President, Prof. Ukachukwu Awuzic | 200837},
The impheations include:

»  The crisis has precipitated a reduction in the
demand for exports especially oil. [ts impact
wis seen on the oil prices which fell by mare
than 50% in the last quarter of 2008 and U
has negalively atfected the revenue carned. ns
oilis Nigena's main source of revenue.

e  There is cul n the foreign capital inflow inio
Negeria and other African countries. General
flows will dry upand because of the small size
m our market even limited withdrawals could
have signilicant impact and as the crisis
deepens there will be major capityl
withdrawal, This will affected Nigeria's rate
ofeconomic growth negatively.

o The remittances by Nigerians who work and
stay abroad will be reduced as they arc
affected by the crisis, They lead to a reduction
ol'welfare of therr dependents in Nigeria.

e The post consalidation period has cxposed
lot of Nigerian banks to global partics as they
have entcred business relationships with
some foreign banks that are badly affected by
the cnsis. Some of them have booked
considerable credits from such embatiled
financial instilutions and with the credit
crunch they will not be able to get the requuredd
credit.

e Nigenawaillbe less and less able to pay for the
enormous Jmports that the rulerss need to
lkegiimize their pohitical rule:

o The economuic effecls of global capitalisi
crists may eventually [ead 1o a secial erisis 1
Nigeria

o Reducton in forcien direct investments
resulfing lower economic growth Public
private partnership in the areas of powes
plants, rail and voad will suffer,

e Withdrawal ofhnes oferedits by international
banks from local banics
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Reduction in earnings from the major export
product {oil} which will affect over inte a
currency crisis since the dollar is the
teansactions currency for service countnes of
the wotld

The safety ol Nigena's foreign reserve as
noted by Aluko (2008:49), out ol the Nigerias
[oreign reserves (October 1, 2008), B7 3%
{%42.30) of the naira value of N5.617 tnllion
{(442billion) was denominated m US dollars;
8.7% in Furo cumrency: 1.78% in British
pound sterling; 0.95% in fapanese yen and the
rest (1.27%) o oather currencies. Further
analvsis shows thal whide the yen  had
appreciated against the dollar by 11.63%., the
Eure has dechned by 11.15%, the pound
sterting 11,545 and the Swiss Franc by 4.98%,
from this picture it is hard to expect that the
Nigeria's foreign reserves are intact.

Recommendations for Response to the Global
Financial Crisis

Some suggestion pul forward include those made
by others and the lecture. Among such suggestions

are?

The Nigerian state musl refurn to g wellare
state n reversal of the anti-welfare since the
military and puse frantically from  1999.
2008, The orgamzation of the ecconomy for the
benelit of the nch must be reversed (AL
Communigue, 2008:37).

Governments at all |evels muost deploy the
dwindling available resources appropriately
to solve people’s needs as agamst using the
resources  for political setlements.  The
sambization arm of the government, the
Eeonomie and Financial Crime Commission
(EFCC) must step up actions lowards slopping
dubipus govermment exceutive from stealing
public funds.

The Migeran ceoncmy must be production
based with a productive cconomy directed
primary at the rural arcas rather than the urban
areas (ASUU commumgué , 2008:37)

Tl finpdicaions of the Giabal Financial Melidown far Nigeria

All the theee tiers of povernment must reach
an agreement on how the excess erude ol
revenues should be used 1o avoid spending
hevand what the cconomy can absorb thus
preserving the macrocconomic stability. 68
Journal of Money, [nvestmeni and Bankins -
fysne {1 (2005)

The CBN should continupus monitor the
level of Dguidity in the system so a5 to
miaintain a reasonable balance of cash Now in
the economie system.

There is need for education of the share
holders (mvestors) in Migena lo appreciate
the price movemenlts in the NST can never be
one way positive tend, Sometmes prces
could also dropwith the{endency o move up
Biler.

The Federal Government shoubd consielor
drawing down part ol the huge forcipn
reserves and use it for developing siratese
arcas which will alleviate the sufferng of
most Nigerians: This should be embarked
npon as soon as the global financial crisis
settles down.

Despite the slide in shareprice in Nigeria, she
is still adjudged as the investor's delight.
Investors should, therefore, be wlert so as o
take advaninge of emerging businoss
ppportunitics.

Crovernment through the FIRS should nol
comemplate any tax norease during s
erisis period. The country should rather put in
places the enabling environment that would
erhance the productive capacitics of e
various companics in Nigesia. Atatime when
countries in the advanced world are haling
out therr companies, the least Nigeria would
do s nol W Inereascs laxes on our own
companies and individuals.

Banning product muovatons should be done
with absolute caution Lo avoid the sub-prime
cxperience inLFSA,

Lending rates to investor should be reduced
Ly encourage nveslments o sensitive
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developmental projects.

s Govemment should develop mechanism that
will support sensitive eompanies that could
face financial crisis as is the case with soime
developed countries experiences during this
financial erisis.

Conclusion

We'll Tike to conclude this paper by saying that
linkage to the international financial system by the
Migeria banks may be weak but not totally absent.
Tothe extent that there 15 a linkage at all means that
Nigena, CBN and the banks are subject to the
vagaries ol the global economy to a moderate
extent. This is not time to celebrate the temporary
stability m the NMigeria ceonomy but a time 1o take
proactive actions to forestall our economy [rom the
negative impact ofthe (nancial ersis.
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