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Abstract

Ritformes ae o pogndor teva o financial lierature, Tt
e concerned witl thie vidrions steps taken b difforent
piveriprent In different velnivies ta pul their
firtancval sywtem noa healthy state. o thiy stedy e
cuthory tdimtified the banking induster as one of the
matfn sub-sectors of the financia!l secror
ansegatly ame reform in ihe financial sector haxo
ddipel tmgraet ont e boking sub-secrorn Alze the
arethey sderifiodd the objeotives wf financiil vefisems
Foy fhefodde the voadval af g fiefancies i finaneial
fnerptodtanion,  midipdininge slabidite wnd sonind
fimaneial vostens It iy therefore lmperative thar the
proveth af any dcongrm i depinded o the sreie of the
firwaaccteel wocton: The findings shovwed that hakieg i
e wrost regared  bustness ol ovar e world
fecanne af vy fiaciion of providog o presfing place
for fendery and Socrowers, b order o eisiore e
vaifeiv of dopositons” fimds, the banking indiusiy in
Nigtewviv hay passedd el different givises of
peledutton since banling etaridd tn Migeida (n 1862
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Fhee peviad witiwessed thie gavent gind coffupse of so
gty vmrereted oy, owas dhas even thar fed
theeraoimmens of tire bamhone coddinanveor T9s52 This
vt flest adtimpt B reginlate Dundiing doetiviges in
by o ]
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Introduction

One of the tactors that have informed reforms in the
finuncial sector all over the world is the desire 1
ersure o sound financial system. The importance of
the finaneial saetor in dny society dlems fromils rale
as o catadyt for econdmic growth and development.
Ralopun (2007) asserted  that “Noancal - sector
relorms s that aspect of economic reforms which
tocds mamly on restructonne: fnancwl  sector
institutions (regulaters and operators) v
mstitutional and palicy refisrms™

Also commienting dn the objective of reforms Fuupi
{2007y m Abdul Qayyum (2010) puts it thus;
Finaneial sector in Pakistan has been under reforms
process smee the early 1990 The ohjectives ofthese
reforms have been the removal of inefMiciencies of
fimancid mitermedimbions and mannmnme stalliny
and enhancing arowth”, Osiegbu 2005) collaboraed
the above assertions, by arguimg thad e mapor s ol
feguliting the fmancial syatem of L country s 1o
ensure the safely of the countey’s lnancial system, by
checking competitive equities and other
neflicienies"

Fronm the above we can conclude that reforms i the
financial  sector are  lundamental 1w altaimg
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sustidnable cosimie development of nations. The
bankimg secton 15 a subsel of the finanen| sector, The
mle ol fimancial intermediation in an econamy 1S
perfonmed by the banking industry. The hanks provide
the forum for those with surplus fund m the economy
tsurplus seetor) 1o meet with those with financial
déficit in the éconvany (deficit sector) Olusemone
(2 puts it thus: “Banks are in the business of
miking money theoush wlat bs professiondlly called
fancial imermediation. By thig, we mean that banks
provide a link hetween the surplus sectors and the
cheticat sectors of the economy, The surplus sectors are
the firms, households or povernment institutions {hat
lve surplus Tunds: over and nbove their immediate
requiretents, On the ather hand, the delicit sectors
are the ecomonue umits wlose immediate funding
reguirements  cannot be met from their own
fesOurces

Functions of Banks

Bused oo the main function of banks, which s the
linking of the various: sub-sectors of the economy
through Tancial interimediation, 11 could be argued
thit the bankimg industry 15 4 veritable instrument [or
sehieving the following objectives:

= lierete money through whiat 5 known @
bank money,

- o merease (e wvolume of money
cuculotion by liberalzamg loans which could
lead to inflution
tocantrel the voluwme o mondy m crcillation

Do 1o the elisee Tink betsweeen the lnaneal sedtonr and
the bunking sectir, dny reform inthe findneiad sector
will mve & dhreel mmipact on the banking wdusiry
Since  banking affects every sub-sector of the
cednoimy, it can be seen as an agent for egdlning
ecanomic actvities, ether by fueling inflation or
dellidn. Also ooy speeulation abwout bank distress
will lebd 1o Bnanginl commagion in the notion. A
fmnneial conlagiion is 0 peneral state of panic, where
mmembers of the public withdow large sums of cash
fronn bamks to their hames, for the fear of losing their
cheposats wath ihe banks. Al such mes, people prefer
to keep their maney ot homes istead of keeping them
e Bk Saeh sitantion, i nol propery eliecked
could lead 1o lbss of conlidénce in the banking
iidustry. This a5 whyethe banking business is the miast
peghlated business all aver the sarkd,

Foven thoueh barkimnge 15 the mest regulated mduwstry m
Wigen, there are stll wcdences of book fuituve.

mitroer dnd tokelover, These have miiged 4 loi of
gquestiions, Among whach are: (1) Dies 1 pean
the repulatory authonties (CBN and NIDOC) have not
been effective in the performance of their work” or
(2) does 1 mean that the regulatory frame work s
defeetive? These problems are addressed in this
gludy. Algo the focuy of this sidy is © outhine the
varibus stages of reforms in the financal sector and
their eflects pn the banking industey since | 892 when
what was then konown as the African Banking
Carporation was established in Nigeria.

Conceptual Frame Work

Reforms in the financid] seefor aré a continuous
prrocess all aver theworld, Rales and regulitions thi
were formally adopted by régulatory agencies may
secim  inappropriate leday. Henee the need 1o
continually review the institunonal stuciure of
regulntory and supervisory ageneies in the financial
sector,  [lewellyn (2006) asserted that 0 many
COLInires gﬂ".‘E]'l'I.I'I'IEI'I.I!{ I,'H'I"l.'fﬁ 1_11',‘1'_'“ revicwiInge |.|I.-L','I|.
mstitntianal structures of Tinancial regulanon and in
some countries major chinges have béen mode

e raised three strategic issues which have been

contested hy finance expens. They areas follows

(1) whether to hove inteemibed prudential ngencies
encompassing all francial finms and morkens,
o whether regulation and supervision should
be conducted ‘on the basis o specinhist
gencies for bamking, sectrines, msurance ele,

(2} therpleofthe centrol bank in this area, and

(31 whether or not conduct-af-husiness repuliion
shouldl also be meluded within o single all-
cmbracing neency or whether Qs sdoould be
condugted by-a dedicaed npeney:™

e forther aroued that while many dountries are
moving i the direction of mtegrated  noeney o
prudential regulation and supervision {ie o single
ageney s charged with the regulanion of bunks,
insurance and seounities) the United Kmedom still
opeite o onified agency. In a wnrlied system, the
apency  respongible for fimanenl wsoiotion
regularion is also responsible forconduct ol business
regnlation and supervision, The body s Known s
Findoeial Services Adtharity inthe United Kingdom

Hewever, in Migera thete are separts pgencles
responsible fur  Aoancl sector dmd  busitess
enterpreses supervision pnd regulation. Hased on o
two surveys conducted by Carmuchael e 120047,




Newellvn 1999 and Healey 2001, e arguees tha v
evident that there is no single model for optimal
mstitutionsl structire. Equally, there is no single
maodel sdopted by all gountries, Each model [as ity
advontages and disndvinmaues, the unified agencies
inclusive

Fumthesmare it 18 an jliusion ty bielieve thot there s o
single, superior model of institutional structure that 18
apphicable to all countries. He assered that the
aptimi] stiuctine may 1o some extent depend upon the
stouctire af o countty's financial system ele

Objective of the Study
The study is get o achieve the following objectives:
{17 To examine the relatonship between the
financial systemand the bankmg sysiem
(2} Tiouthne the stages of banking regulation in
Migerna
(31 Toevaluate the wols for bank repulation
(4) To analyse the effect of regulation on the
bankmg industry.

Resenrveh Questions
The fullowing questions derived from the objectives
of the study are designed W clucidate detailed
discussion on the topic and to highlight the main
pomnts af the study
. What s the relationship berween the
finaneinl system and the banking system?
What are the vanous phases of bankmg
regulation Nigeria?
3. Whature the wols forbanking regulation?
4. What are the effects of regulation on the
hanking indusiry?

fod

Research Methodology

The dara for this study were sourced munly from
secondary sources. Khan (2000), asseried that the
extent of financial development depends on the
valimne of bank credit as wiell o8 (he stock murkit
capitalization In this study, the authors' analyse how
bunking regulation con lead to o sound fnancial
system. Conversely o sound finpneial system will
lead 1o o sl economy. Among the instrument
employed inthe analysis are changes in bank captal
and the various legistutive regulanons miroduced into
thie banking mdustey from 1952 flldate

The Financial System and Banking Institution
Ihe financial system aceupies i central position in the
economic activities of every nation. Every econgpmig

getivity st one way ar the ather linked wil the
fmamncial sy=tem

Udenwn (1997), assserted (hat “The Nigetian
finaneial system comprises the supervisory/
regulatory institutions, the banking sector and the
non-bank finaneial mstiutons” Also a siudy team
oraanized by CBN and NIDC. which was headed by
Chief E.I, Inung put it thus: the fnancml sysiom
refers 1o the totality of the régulatory and
purticipating institutions, ineluding financial markors
and instruments invelved in the process of finand ol
intermediation™, CRN/NDIC{ 1995:3)

One wmportant point worthy of note fram the above
defiiitions is that all the writers agreed that 1he
Nigerian finuncinl system = made up of the
regulatory nuthorities (among which are the CBN und
NI, the anks and non-Tinancil institutiong such
a5 msurance company. While amalyzing what
financial system s, the Fmbassy of MNigeria, Dubin
(2004 - 20103, affirmed that the Nigenan financial
systemn comprises bank and non-bank finarcnl
institutions which are regulated by the Federal
Ministry of Frnance (FMF), Central Bank of Migeria
(CBN), Nigens Deposit insurance corporation
(NDIC), security and Exchange Commission (S1C7),
National Insurance Commission (NIC), Federal
Muortgage Bank of Migenia {FMBN), and the National
Board for Community Banks {(NBUB)

The banking institution occupies a pivaial position
withm the finaneial sector and m the economy of
mihwons, Consequently anything that happens i the
banking sector hns the potential of spreading quickly
to other parts of the cconomy This 15 ene of the
rensons why hanking is the most regulated business
all ever the world:

Ohjectives of Banking Regulation

According 10 Soyibo (1996), the oljectives ol
banking regulation, and emphasis; differ among
countries, However, he identified the follpwing as he
must common objectives: a Prudential - w reduce
the level of msk bank creditors are exposed to (e o
profecis deposilors)

b Systematie risk reduction — 1o reduce the nsk of
disruption resalting from adverse trading conditions
fir ks cansing multiple or major bank Gulures

c. Avoid misuse of banks. — 10 reduce the risk of banks
being used for erimimal purpases. ¢ g laundering the
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o Toprotect banking condentinliny

¢, Uredit allocanon - to direct credit 1o favoured
seclary

Hationale for Bank Regulation/Supervision
Olspepbu {2005}, wdentilied six foctors as the tatiionale
for bank regulntion/supervision. Accordme (o him,
the regulatory authorities (CBN/NDIC) tries 1o
achieve the following by regulating and supervising
the activities of Deposit Money Banks. These are to:

m  Prevent the destabilizing effects of some
petivities of banks,

e Stbilize the economy by mfluencmg the
aba ity and wallingness of banks to mnke loat
and investmenls.

s Control nterest rate charged and paid by
banks

w  Sufepuard depesitors fund

Protect all categones of depositors

o Prevent effect of panic withdrawal of funds en
a bank that customers believe 15 facing
fmameinl difficultios

It should be noted that hanking sector refirms could
either mean strict control over the agtivities of banks
or granting of more freedom to banks 10 determine
their modus oparandi. It also includes hiberalizing the
conditions of entry mio the banking industry,

The relationship between the financial svstem and
the banking system

From the studies above the researchers concludes that
the banking system is one of the many systems that
miitke up the financial system. Consequently  any
reform in the fmancial sysiem cuts across the banking
system. Honking activities affect virtually all
coonormue aciivities ma sociely, bence a discussion.on
banking reforms deserve special attention,

The wvarious phases of banking regulation in
Migeria

Ikhide and Alwwode (2001) had argoed thal an
extensive reform of the financial sector began in
Nigenn in 1987 as part of the strociural Adjustment
progrsmume. Thiey further argoed thar prior 1o thae
wizars, the Nigerian Aonancial system was répressed, as
evidenced by ceilinps gn interest rotes and eredit
expansion, selective credit policies, high reserve
requiremment, and restrchion onentry into the bankimng
industry. The constrain of the period inhibited banks

ability 1o mobilize savings and faclnate productve
ivestment. thev argued.

However CENNDIC (1995) classified banking
refarms mto four (4) different headings,
corresponding to four different peniods, They are as
follows:

{m) Free Banking Era (1892 — 1951)

I period was choractenized with free entry ond
existg inthe banking industry. They indicated that the
early commercial banks m Nigeria were of foreign
wrigin, Secondly the banking system paell wasy
designed to facilitate colonial business interest. They
pointed oul that the pertod 15 usually referred tooay the
e of “free banking” or the penod of “bunbkong
boom™ in Migeria because, apart from thie complete
absenie of any law poverming the establishiment and
running of the banks during this period, the setting up
ol hanks was not related to the capacity of (e
econemy to effectively absorb the sharp crowth in
Nnanial assels. As o resull, mest of the banks were
hiurreedly established and they also hormedly went
e lguidaticn

On the other hand Tonwe ( 1993), opined it before
1952, there were no indigenous laws reguliting the
practice of banking in Nigeria. The applicable laws
then were the common law of England and the status
of general application. He argued that the reputahle
bapks operating m Migena then were branches of
multi-national corporations such as the Bank of
Briish West African snd Barclays Bank He doted
that there were severa]l mughroom banks wilach
swindled monles deposited with them by the banking
pubtlic. The effeet was a declining confidence in the
Inchustry nad the need for indhgenous banking lw 1e
concluded thar the enactment of the Hanking
Ordinanee 1952 was the {irst step taken by the
Ciovernment of Nigena to arvest fraudulemt pracnces
i ihe mnd usiry,

ih) Emergence of Banking Regulation (1952-
1958)

According 1o CHN/MNDIC (19935), the massive bank
failure witnessed in the economy during the fiee
barking era led to the enactment of the 1952 Banking
Ordinance. The Ordinance was therefore the first
artempt o regalnie banking business i Migeria, Two
mijor reforms were infrodoced By the ordinance
These were! (1) For 4 bank to aperate In Nigena it




must be oo ncorporited company and (2) The
company oiust held o valid lieense. The license
prowides for procedures and standard for the conduct
ofbanking business,

The license was to be ssued by the Minister of
Finance. The Muonster also has the power o withdraw
the license whenever the bank s found pot 10 be
vperating within the operational  guidelines. The
erdininee eould be judged o be successful in that it
preveriled the establishment of unviable commerciul
binks. 1t provided an onderly manner for the conduct
of banking busmess. It reduced the incidénce of hank
faslure

(vl Era of Consolidated Growlh!
Establishment of Central Bank of Niperia (1959-
1985)

This period is deseribed as ern of consolidated growth
i that it saw the emerzence of the Central Bank of
Migeria. The CHIN Act was enacted i 1958 and by
July 1939, the bank commenced work as the apex
repgulmory body m the finoncial system, As pant of
CHN developmental effort, the period witnessed the
estublishiment of a capital market. The market which
started m 1960 as the Lagos Stock Exchange, later
metamorphous into the Nigenan Stoek Exchange.
CBN elfons also led o the establishment of several
development banks during the penod.

id) Era of Financial System Deregulation
(1986— 1993)
Phas petiod which eoincided with the adeption of the

structural  adjustment progromime (SAPY wis
characterized by explosion m the number of new
banks that sprang up, A lot of struchural changes teok
place as a result of the deregulation of banking
practice. Among the changes were:

(i}  Reluxation of the condinons for licensing
pew banks. This led to growth in number of
banks from41 in 198610 119hy 1991,

(i} The miroduction of the inter-bank Foreign
LExchange Market {(FEM) and the
estiblishment of (he system of loreign
currency Domiciliary Accounts. which led
10 increase earnings for many banks. Oghor
(1994) argued that the banking relorm
during the Structural Adjustment era did not
achieve their state objectives  precisely
because the reforms were ill-implemented,
1 has been argued that the main objective of
the reforms was o enhance economic
efficiency and effective's resource allocation
through service — driven or private secior
driven competition. Whether the objective
wis achigved or not 15 another subjeet
matter.

The changes that tock place during the period could
e chissi Red under three headings viz. Exchange e,
mterest rate and monetary policy, Banking and
vapital markel. The details of these changes are as
outlmed in the tables below

Tahle 1: (A) Exchange Rate

bty YUAT Changes

| 1986 [istablishment of the [rsttier and second-tier (autonomous) foreign
ex change markets,

2 1988 Bureaux de change established.

3 1992 Devaluation of the official exchange rate.

4 1994 Remtroduction of exchange controls and suspension of bureaux de change.

5 19495 Exchange controls relaxed, Operation of bureaux de change permitted.
Autonomous foreign exchange market mtroduced

fa 15496 Official fixed foreign exchange market operated for Government trans-
actions Continued operation of the autonomous loreign exchange market

Sameees An Chucfine of Fianceral Secear Boeforme in Nigorn
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Table 2: (B) Interest Rate and Mondtary

[98T Deregubanon of imierest rate

[ GE9 Auction market for Government sceurties introduced. Contnued use ol duect
monetary policy instruments (cash reserve requirements)

1990 lntroduction of stabilization sceurities for liguidity management

1991 Remiroeduction of ntercst rate controls/

1992 Remaval of mterest rate conrols. Libernhzation of bank credit market.

1993 Introduction of mdirect monetary instruments (open market operations)

1494 Re-imposition of mierest controls, Review of Central Bank operations

1995 Continuaton of mierest control Inmated [seal reforms.

1990 Retention of interest controls continuation of fiscal refbrms

Sowrce: An Outline of Fingneial Seedor Reforin in Nigeria

Tahle 3: (C) Banking and Capital Market

1987 Deregulation of hank hoensing

1988 Restrictons on bank portfolio relaxed. Deposit guaranice scheme estblished

1 GRG Reyview of Banks' capital adequacy stndands

[ S0} Relorm of accounting procedure for banks

|95 Emhargo on bank licensing Strengthening of bunk regulation and supervision

1992 Privatization of banks commenced. Derepulation of the caprial market

1993 Restructurmg of distressed banks o
19494 Liguidation of banks

19495 Liberafization of capital [Tows.

1996 Liberahzation of the capial mat et contimues.

Somiece An Chatfie af Finmre il Sector Refuvin in Y igerio

While eommenting on banks refonns in Nigeria,
Balogun (2007) wdentified four stages, According 1o
bt thie Dirstsope s the *finanonl systems reforms of
198G 19937 Thie penod was chormeterized with the
deregulation of the banking industry. The second
stage he sad began m late 1993 — 1998, with the re-
wtroduction of eegulation, Similarky, the third phase
beean with the advent of democracy 1 1999, Duning
the period there was a retumn o liberalization
(deregnlonon) of the bankmeg sector, which was
accempanicd with the sdoption of distress resolution
programmes 1t was during this era that the universal
hanking system was intraduced. The fourth plinse he
sited beszan in 2004 105 the researchers view that since
professar Charles Soludo was appointed Governor of
CHBMN on 29" May 2004, the et could as well be called
Soludo era

civrnl Avwdboney of Moogpaosmnen! Jisidomdl B

Soludo Era (2004 - 2009)

Pral, Solude boad argued that proior o 2004 the
Nigerian financial system could not deliver on its
defined rolesand was characterized by

I, Low aggregate banking eredil 1 domestie
economy (200 as percentage of QD)
2. Systeimie orsis growing resor to Central

Bank bail out

3, Inadequate capitul buse

4 Ohigopohistic structure-10 (out of 89) banks
accounted far over 50% of wial banking
Systenm issel

5, Poor comorate sovernanoe

. Low banking/population density- 130,432

7. Paymentsystem that encouraped cash-based
transaciinns




8. Insurance industey was weak, undercapitalized
9 Pension Funds were largelv absen
10 Swock market was shollow

Cine of the mapn reforms of the period was re-
capitalization of binks capital base from N2 billion o
NI5 billon The direct comsequences of the now
capital base was: a reduction inthe number of existing
conunercial banks from B9 1o 29 banks with adequate
capitil baye

According to Solude (2007) Elements of the

Reforms in the banking industry consolidation

includes:

I Increased bank capital hase from $ 15 millionto §

200 il hon through:

Merger and acquisition, und/or injection of fresh

capital

1 Adaption of nsk focused and rule-based
resulatory framewark

4 Adoption of zero tolerance i data returns by
IMESs

5 Autbmation of the banking system through e-
FASS

6 Plan o establish an Assets Management Company
as an important element of distress resolution

7. Siriet enforcement of the comingeney planning
[rame work for systematic bankmg distress

11 was durmg (lns penod that the coneept o Micto

finaneinl bark was miroduced. Existing coinmunity

banks then were given up o 317 December 2005 to

conver o micro-finanee banks or be phased oul.

T

Sumusi Lamido Suousi eva ( 2009 till dite)

As at June 2009 when Lamido Sanusi fook over as the
Chiel Executive of CBN there were 24 Diéposit
Mancy Banks operating in Migena. The reduction
fram 25 1o 24 followed the merger of Stabic and TR TC
chartercl Bk, Tt could be argued that the reforms
einharked upon By sanus: aee st mnovations imitiated
try b, bul i conselidution on the relortis intinted by
his predecessor The steps taken so far by the CBN
Chiel exccntive has aractéd 50 much controversy
that ome bepins to wonder if there dee no better ways of
muneling the wsues. According 10 Ayrinde amd
Ut (2010), on assumpiion of office in June
009 Spnusl Set upacomimiiae o exarmine the bonks
of the 24 banks, The resull of the examination of the
st 10 banks exanined wis imade public i Lagos on
B Adgos
Executives of five of the banks. The banks are
Oeeanie banks, Intercontinental banks, Afri-bank,

It led o the removal of the Chief

Finane! Secror Reforms and Banking Regrlarion in Nigeri

Union bank and Finbank, whose Chief executives
were accused of carrying excessively high level of
non-performing loans in their hooks, The Chel
executives were also pecused of poor corporale
povernance practices, high risk lending and lax credit
sdministration system.

Similarly, the release of result of the remaining 14
banks on 2 October 2009 showed that three banks. -
Bank PHB, Equatonial Trust Bank and Spring Hank
were also guilty of the offence of the first five banks.
Consequently their managing directors were equally
removed. CBN then released N420 bilhion and N200
million for the five and three banks as bailoat
respectively,

Wikipedia (20103 defined bailowt as follows. A
batlout is an act of giving capital to an entty (4
company, a country, or an individual} in a danger of
futling in an atempt to save 1t from bankruptey,
insolvency, or total liquidation and ruin: or teallow a
failing entity to fail gracefully without spreading
epntagion”

Ayorinde and Utomwen (2010) asserted that “The
CBM action 15 also being blamed for contraction i
credit to operators n the economy by the banks,
which became noticeahle immedimely after the apex
bunk's intervention. But unargusbly, the maost
publicized issue against the CBN action verged on
allepation of ethnic bias, with accusation tht
Sanusi-s action was part of a long-term plan by some
inferests i the North 10 swreptitiously take over
some of the banks owned by Southerners o redresy

the

imbalance in ownership of finuncisl mstitutions

engendered in the Nigenian bunking indusiry in the
aftermnth of the 2005 consolidation in the sector.”
Whether these arpuiments tre true or nob 1s otlside the
scope of this study.

Reforms Initinted By Sanusi
Sansus could be credited with the following refonns
i the finnneial seciar;

(il

()

Presentation of Proposal for the
establishment of Asset Managemend
Compitny (AMC) to the National Assembly.
The company wlhen  establishment will
stimulate growth of the capital market. The
bl for its establisliment is already before the
national assambly,

OfTice Tenwe for bank's Chief Executive
Officers (CEOs): The retarm siades thot with

Mg o Agaielisty vf Mg Gl 7
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effect from October 2010, banks' CEOs will
spend g maximmam of ren yvears in office. lsa
(200100 opined that CBN introduced a tenure
system for CEOs and directors i order 1o
check abuzes in the banking sector and
entrench fransparetcy in the system.

{€) [Msclosure requirement: banks are now
pompelled to stare the true state of helr
financlal positions m ther balance sheets,
The banks are requested to state both the
performung and nop- perfonming losns, Ths
has lead to some banks declaring losses: Tt
could be argued that the disclosed
requireiient has led to transparency in

bunking,
(dy Abolition of Umiversal bunking
(e Introduction of categorization of commercial

bunks. According to Ohafenm (2000), 15 from
4" Oetober 2010, Commercial banks are to
be categorized into three groups, They are
Regional banks, Mational banks and
international/ Global banks,

Regional banking: the regional banks are to operate
e o of 6 States and g maxumum ol 12 states
within 2 geograplical zones, including the Federal
Capital Territory, Abuja; The Capital base is NIO
billion.

National banking: According to Sanust, banks with
nattonal bankng authorization are to operate i all the
36 States of the federation, They are to have NES
hillion is capital base:

International/Global Banking: Banks with
internnionil/elobal banking suthorizaon are 1o have
brunch network vyal] the states ofhe federation. They
are o operale  foreign brinches m o designated
countries of their choice, The cipltal basic s N3O
billkan.

(] Accounts update.

Ihe most recentol S refonms i peeount updates.
Commercinl banks customers are 0 furmsh then
Bankes witly thisr recent personal dats, The exercise s
alst known gd “opérations know vour customers”
The exereise s mmed ot climinating  sumosile
dceount halders from the banking system. By the end
ol December 2000, aceount holders who failed 1o
firnish their banks with the necessany details will
have ther sooount declared dormant. However by
extemsum the dendiine was shifted 1w 317 Janoary
2011

It conld be arpued that the refonns muoduced by
samust have a far reaching effect on the banking
system. 1 these reforms are judiciously inplemented
i ocould put Nigenan banks on o el standard
compured 1o what is obluinable v countries with
advanced banking systems.

The tools for banking regulation

Osiegbu (2005) identified the following as toals used
by countnies’ ceniral banks for regulating commercinl
banks.

(i Capital requiréments

fii} Reserve and liguidity requirements

{iii) Monetary Pohicy circulars ind bank
sUpervIsion

fiv) Control overtending activities

(v Limitations on Prces pard and cherged

(v} Corporate governance
tvit) Financial reporting and  disclosure

requiretments
(vitid  Credit rating requirements
(1) Large exposures restrictions
(%) Refated party exposure restrictions

The Effecis of Regulation on the banking indusiry
Balogun (2007) asserted that one of the effecis of
regulation on bunks is the preseniption of capital base
for the mdustry.  He argucd that before Structural
Adjustment  Programme  (SAP) there was no
spectficd capii! jequiremend for banks  However
lellowing thw adoption of SAP, a imit of N1 hillion
wits proscribed lor commercial banks and about
WK mulhon lor Merchamt  banks. s was
suthsequently iwercased 1o NI bllion prioe 1o Soludo
erd.  During Soludo era Commercial banks were
mandated to re-capuialize 1o N25 billion. e further
argued that post -SAP ero witnessed mpid expunsion
in nuimber ol banks increased from 400 1985 10 120
in 1993, During the post-reformn ern some banks
became distressed and were  ligquidied, therehy
reducing the number of existing banks to 5500 14995
Consequent upon consolidation the number of banks
further reduced o 25 m 2006,

Soludo {2007 psuwd 1o Nigern bnks ire now among
the first 1000 banks i the world o @ resull of
consalidution Also 5 out ol the top Hybanks m Afrnica
are Nigerim banks, Comnbuting to the discission
Willtamson (F999) puts #t thus: in o repressed
finonctl svstem the decision as w0 who aad what
sector pers eredit is Tarpely made by the aovernment
wilitle o the market systen it s mnide by 'the bankers




In 20000 8 pew concept was ioduced mto the effect
of regulation. The concept 15 that of identifving those
behind failed banks. Sanus) {20107 putsit thus: “Wlat
we do know is that we have today, among those
parnding themselves as (ole models i society, people
who profited  from failed baoks, Owners and
manapers who o on o become governors and
senators, Had debtors who are multi-bilhonares,
having taken the money belonging to those poor dead
souls and not paid back™.

It ix this concept that informed the removal of 8 CECs
and their subsequent trial in courts,

Conclusion

Financial sector reforms are an indispensable exercise
in the attainment of a sound financial system in any
economy. A Country financial system embraces all
the financial imstitutions such as commercial banks,
morigage institutions, development banks and non-
financial institutions like insurance companies and
pension institutions, It also include the regulatory
authorities. In Nigeria the main authorities are CBN,
NI and the Federal Mortgage Bank:.

Banking is one of the muin institutions that constitute
the financial sector of a country, The role of the batiks
is that of financial inlermediation. [t mobilizes fund
from the surplus sector of the economy and passes on
o the deficit sector of the economy. The money the
banks sive out 1s not the bank money but deposits
fund. Care should be taken i handling depositors'
funds. Any sion of disiress in the banking sector could
lead to panic withdrawer of monies from the banks
and the consequent of loss of faith in the industry,
Since banking services cover all the sector of the
geonomy, government pays special attention to the
management of banks, This is why banking is the
mnost regolated business all over the world.

In Nigerin, banking repulation started in 1932 with the
enactment of the Banking Ordinance of 1932, Since
then the sector has passed through series of
repulations and  liberalizations: Soing of the
regulations have led 10 some of the CEOs of banks
send to jail, Today the Nigerian financial sector could
besaid to be ina healthy state.
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