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Abstract

The focus of iy papes 15 on the Emplicationy fssues
angd challenges of banking tedustry réforns fron)
FUSG- 2009 cned bevend. This is the era of banking de-
regtlation or expansionary  banking era, which
incerporates government polficy thrust and adoprod
by the Repulotery anthovities towards healthy
financtal svstent in Nigavia. In prysuit of the focus of
this paper: (f treaty pamenous ssees. I did an over
view and ex-ray in defail the nature of the hanking
refaris iy Nigerian hetween 1986 <1995 Structural
Adiwstrrent Programme Eva (5AP) Post SAP Eva (the
gitded Dreregnlation and Glabalization Ear {996 and
bevond).  Furthermore, 0 ortieally examines the
curvent banking refoemy sinee 2004 and: iw
deselapmnt implications mi the econony. The paper
voncludes that if the carrent reform & well
semplemnenied, 1 will pacitively tmpact o meeting the
development ¢hallénges facing the country and conld
strenigthen the aperational efficiency of the financial
ststom which could accelerare the pace of sustatnable
ecoamii develogment.

Introdaction

Countriey eritbark upon gavenunent econginie plan,
programime and reforms i order 1o enhance the
growth  and  development  of therr sconomies
According w Qmwumere, (2005) economic growih
refers to merease gver thme i a country's real out put
per eapirn convemenily mensured by ncrenses i a

country's per capita gross national product (GNP,
while economic development can be viewed as a
process ol growth which should be reflecied i ahigh
degree of self-refiance n the abundant utthzation of
natural resources,

Banking reforms generally have been undertaken
countries espectally those in African and Asm witlim
the preview of gusded, deregulation and global ization
through some forms of financial liberalism The
abjectivis of reforms have largely been: o improyve
the financial strength and lending capacity of bank
through re-capialization, to promote real banking
activities; to strengthen prudential regulations (1,
gmdelines or rules and regulations designed 1o
conirol pnd prevent banks from taking risks wil
depositors fund beyond their capacities), o pramole
competition while aveiding market failures and o
evolve o sound banking industry amd by extension, o
mare efficient financial system,

Osemeke (2008) apined that the following could
necvessitate the above:

Oecasional bank distress that couse senous hardsliop
to depasitors; dependence on public sector funds by o
majorily  of domestic banks; wealkness of the
domestic privite sectors whale the public seciors 5
very strony to the extent that lending favours public
nstilutions promoting . sustoinable  growth  and
development of the economy,
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reneradly, bankimg reforms comprise svme of the
reasons usunlly advanced for povernmemn
[THERVEnTtian i econamio sclivities, an issue that has
Been conteoversiil and mav be ak old 88 economics
igelf, Furthermore, banking reforms in Nigeria, took
the form of reguiation, deregulation and supervision
Py oorder o preserve the stability of the Navional
ceomiimy (Cameron, 1972)

s, whatever heppens o the bankimng sector attracts
more than & cursory attention of most econmmie
apenis. Avcordingly, since the Ceniral Bank of
Mlgeria mitiated this curent bankibg reforms an July
6, 2004 lost of interest have been shown on the
bunking indostry. Indeed, economic agents
appreciating the imminent significant changes in the
Banking environment hove started posting for post
reform operations (Ogunbunka, 2005), According 1o
Sturust ( 2010), the eritical challenge that Nigeru faces
today as a nation is how to create some reducible
minimum standards of financial system stability that
will promote strong financial imsttutions and the
emerpence of budding banking svstem, and hence
ensure sustamed growth and development m Nigenia
nnchindeed in the rest ofAfnica

The tocus of this poper 15 on the Nigenan experience
it developing, over time, an ¢fficient and sustainable
hanking sector for economic activities to thrive. The
vigston 15 for a system that integrates the domestic,
farcizm. short and long term sources, where banks can
exploit cach others' comparative pdvantages in cost-
effective fimancial services delivery,

The prime abpechive ol this paper 15 1o qualitatively
examing the developmental implications, issues and
challenges of banking sector reforms from 1986 to
2000, The choice of the review period was informed
by the need 10 afford us the indsight pre-refom and
posi-reform performance of the secior in the last
decades for a betier judgment. It is hoped that the
recommendanons deduced from the findings would
lsrm veritable inputs for the improvement and [ine-
tuming of the current reform process,

To make the discussion lueid, the rest of the paper is
structured as follows: following the introduction 1s
section twe which attempts to review the evolution of
bunking sector reforms in Niger, eliciting the salient
leatures of the reform policies alrendy implemented
bhetween 1986 - 1995 structural adjustment
programme (SAP) era; Post SAP e (the guided de-

regudation and globalizimion erg 1996 and beyond);
corrent bonking reforms simce 2004, as well as the
achievement of the sectar reform abjectives, Section
three considers the developmental mplications,
isstes and challenges of the banking reforms, Section
four concludes the paper

An Overview of Nature OF Banking Sector
Reforms In Nigerin.

This secnon will focus on the banking seforms: in
Migerna from 1986-1995. Though, historical
reference might be made o penod outside the time
frammework with a view 10 assessing the irnpict on the
period. This period was legally the beginming of the
structural adjustment programme (SAP) Ers, which
wias characterized by federal govermment major
econommic  reforms  including  banking  industry
reforms,

The Structural Adjustment Programme (SAP)
Era 1986 - 1995,

The Federal government in 1986 introduced the SAP
inarder to open up the country with the objectives oft
achieving balance of payment viability in the short to
medium terms; laying foundation for sustamable non
mflationary growth; and improving the efficiency of
the private and public sectors.

Policy measures adapted to achieve these abjectives
include: the setting up of a second tire foreign
exchange market (SFEM); adoption of appropriate
fiscal/monetary policies; dismantling of price
conirols irade and exchange regulaiions
i liberalization policy) revision of the tanft structure;
elimination of petroleumn subsidy: commeréialization
of public enterprige; and over houling of
admimistranve structure {Nnanna, 1990

MNotable regulatory reform measure in the banking
mdustry, in ling with SAT was deregulation. With this
the number of entrants into the bankmg mdustry
inerease significantly such thay by 1993, the number
of commercial banks and merchant banks were 66
and 54 respectively as againgt 28 commerciul bank
and 12 merchant banks operating in the country in
1985 (Onwunere 2005), Other measures include:

i. The promulgation of the central bank of Nigeria
(CBN) degree no 24 of 1991 (which had w be
amended in 1993, giving more tecth to the CBN 1o
bite harder), and the banks ond other financial
istitution dearee (BOFID) No. 25 also of (1991)




miesnt to elfectively cantrol the industry and ensore
soundness

il. The Migena deposit insurance corporation (NDIC)
decree was promulgnted o 1958 (Decree 212 of
1988), though the  corporation commenced
aperations m 989 with the finctions which ineluded
msuring  deposits labilities of license banks
providing techinical and financial assistance 10 the
bank and assisting in the ques! for a healthy banking
enyirpment

fil. Imitsal rationahzation and eventual removal of
credit ceiling for sound banks and shift to indirect
approach to monetary managernent with open market
opearations (OMO ) as mam instrument.

iv Enhance mterest rate management: Removal of all
conlrel on inlerest rates m Augost 1987 with CBN
fxing only ts mmimuom rediscounting rate (MER) 1o
dicate s desired direction of interest rates
Prescription in 1991 of & maximum margin between
cach bunks avernge cost of Tunds and its maximum
lending rate with a later preseription of savings
depesit raeand minooum lending rate. Restoration of
partial de-regulation in 1992 banks only required to
maintain & specified spread between their average
cost af Tunds and their minimum lending  rates.
Remaoval of maximum lending rate cetlimg in 1993
ind Restoration of direct interest rite control in 1994,

v. lmprovement in payment system which stanted
with implementation of the magnetic ink chameler
recognition (MICR) mvolving phased adoption of
MICR technology for processing of inter bank
rronsfer and in-house cheque, promotion of
autoniation of payment system by bunks.

vi, Extablishmient of the people's bank in 1989 and the
cammiunity bank in 1990 was in order to ensure grass
root reach/development (by way of extension of
credit and to mobilize more funds outside the banking
mdustry und inculeanon ofbankimg culture.

vii. The introduction of prudental regulation-
prudential  guidelines in 1990 This has been
described by many as significantly sanitizing banking
operations in the country and has been very useful in
steiming financial distress ((jo: 1994, Ekpenyvang,
P

viil. The estabhishment of the Nigeria LExport and

Rfien i the Nogevion Bairking Sevtts Tmplivistinne Ietes ond hallanges

Import Bank (MEXIM) in 1991 1o promote expuort of
nun-uil gowds through the provision af eredit and nsk
bearing fncihities. Thas was inaddition 1o an-earlier
established Natienal Economic Reconstruction Fund
(NERFUND) #nd Buresu exchonge 1989 by decree
in order to provide easier access 10 a variely of credit
for small and medium scales enterprises.

ix. The setting up of the fail banks (recovery af deht
financial malpractices tnbunal) which came nto
force in 1994 with a view 1o checking and punishing
insider excesses and other assocated factors that
underline the health of the banking industry and the
financial sector.

A review of this SAP period [1986-1095) revedled
that the bunking industry witnessed court - throat
campetition with many, especinlly the new entrants,
adopting all kinds of strategies 10 outwit each ather.
branch network of banks increased astronomically.
The merchant bank branches for example increased
from 26 in 1985 1o 144 in 1994 while commercinl
banks branches in¢reased from [297 to 2534
Competinon leads 1o innovations in products und
service delivery leading 1o a critical averhaul of the
banking industry,

However some banks created nisk assets at ineredibly
low: interest rates with or without collaterals or
adequate cover while some others generated
liabilities at incredibly high rates (the extreme case
being 100%), In all insider abuse manifested in
several dimensions (granting loans secured and
unsecured to dummy organizations and individuals
out right stealing etc) high vate of loan repayviment
default especially by states governments, federnl
ministries and parastatals, management
incompetence, the general  economic down turn and
adverse macro economic condition: policies like the
dual exchange rate regime (started with SFEM in
September, 1986) the use of sahilizatidn securities
with debited funds not made available to banks in the
face of problems, withdrawal of government funds
without prior notice and non-payment of contactors
who had executed projects for government und
madequate regulatory supervisory capacity among
others were major contributory factors that brought
about ensis in the banking industry which reached an
epidemic proportion in 1994 when 55 out of the 120
operating banks were distressed ( CBN,2006).

This perniod alsy witnessed o pradunl returm of
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conlidence and sanity n the banking industry thisugh
govermment actiom that came belatedly, For mstance,
the esmablishment of the NDIC was to ensure
industrial safety and soundness. The money and
capital markets witnessed some wvibrancy
{Onwumere, 2005). The failed banks (recovery of
debis) and financinl malpractices  deeree which
despite its post event ennctment was meaant 10 check
s punish insider excesses and associated erime,
Many bankers received wide-ranging pumishment
under this decree.

Mevertheless, Sobodu and Akiode (1994) observed
that the banking environment that emerped from the
reform was mefficient, undercapilalized, riskier, and
less liquid and generated lower returns on nssels
relative to the pre-réform period. Ikhide and Alawode
{2000 ) scddded low human capital in e of the deanth
of qualificd management personnel to meet the
challenges of the sudden growth in the industry as
another weak feature of the systent,

Post SAP Era (The Guided Deregulation andd
Globalization Era 1996 and Bevond).

Mo doubt, the world is inextricably linked by
globalization, Thus, the economic and financial ¢risis,
which started i the United States,  destabalized
murkets and economes (developed, developing and
underdeveloped) around the globe and has continuad
o dominate diseussions on the global econoimy.
These days one would hardlv watch the television or
browse through national and international
newspapers, magazines and jouwnals without
stummbling upon headline news of how pelitical
leaters are scrumbling for strategies to mitigate the
mpact of the financoal cnsis on the domestio and
global econonmy,

The miyor bunkimg reforms: of this period were 1o
ensuie it banks In Nigedn becamie  globally
compistive  while implementation of many past
rielrms measbres with a view o ensunmg stability in
thesysiem wits continued

The major policies of this ere mclude:

Total derepulation of interest rates i Oetober 19946;
upward review ol mintmum-paid up capital of banks
i 1997t NSOOm and fater to N2 0bu, adopticn of
unmversal banking system in 200) o create a level
playmg  field for all fianacial operators; re-
introduction of Duteh auction system (AS] m July
2002 with a view to reabignog the Norn exchange

rat¢, enhancing transparcicy und curbing capital
fight from the ¢ountry, Under the ssstem, there is
intervention by the CBN twice weekly and end-users
bought foreign- exchiange at their bid mtes through
authonzed dealers; smidelines rolled out by the CBN
in 2004 on electronic banking { e-banking) practice in
NMigania in line wath global trend. Banks were
encouraged 1o install ATM machines for cash
withdrawals specific guidelines on standands and use
of e-money products such as credit cards, debit cards,
digital cash, ete were spelt out by CBN in line with
mtermational best practices; CBN's promotion of
autemated payment system in order to reduce delays
in clearing of payment instruments, reduces cash
transaction and enhances monetary poliey’s
transmission mechanmism.

lmplementation of Real Time Gross Settlemend
(RTCS) System inoorder to climinate nisk in large
value payments and increase efficiency of the
payment system, this myvolves

Appointment of 7 banks {thot met CBN'S
requirements) as  selllément banks o perform
clearmg and setilement functions Tor other banks;
imtroduction of MNatonal savimg certificaie and
varabions of cash reserve requirement (CRE ) and the
MRR to enhance hiquidity management

Furthery to liguidity muanagement by CEN,
withdrawal of public sector funds from banks when
necessary (upon bwo week's notice) nnd return of
same when hquidity conditions improved.

The Current Banking Reforms Since 2004

This subsection is treated in fwo parts: (i) current
banking reform 2004= 2008 (i) 2009-date.

(i} y Current Banking Reform 2004- 2008

Ay observed by Nwankwo, (2003), banking 1§ un
industey in tmnsition. The Finuncial industey of the
nullenniom will look very different from the way it
lepked in the 1990, According 10 the author, “the
dynamics of this chinge are rooted m several
fundamental transition forces; government
derepubation, dechnolomenl change,  ouliral  and
demographic change, changes wm the cconomic
chimate, industry consolidation, and new compehtive
challengers (Kolawole, 2006),

Individually, wach of these ransiton lirces has
indlagnced the financial mdustry, When they
vonvesge, these foroes will more dramutieally affect




the industry's competitive force in the years ahead. It
wis o neeident that the current changes in the
banking sector constituted the most pervasive of the
reform programmes of the Federnd Govermnment of
Migerin

Bunking playvs & pivotal role i osny economy and
remaing the catalvst for economic growth and
developitient. It is so imporunt that most countries in
attempts 1o reforms their economics for growth and
development, turmed first to 11, The soundness of a
country's economy 1% therefore mextricably
mtertwined with the health of her banking system. As
Migerian moved into the millennium, the
preponderance of opinion among stakeholders in the
economy favoured strengthening the Banking sector.
Quile easily, the main dover of happemings in the
Migeria banking environment is the Central bank of
Migerin  mduced capitalization enhancement and
consolidation of banking institution. This policy has
Brought with it a banking land scope characterized hy
the following [ Ogubunlka, 2006):

Aggressive fund raismg by banks to meet the N25
billion npirs new mimmum capilal base;
unprecedented patronage by banks, of the capital
market offering their shares for public investment;
bambardment of the investing public with bank's
private placements and rights issues: redirection of
investable funds wwards banks with consequences
forenher sectors ofthe economy.

Further to the above, the answer to that call came in
the mode of an all-embracing poliey for the reform of
Migena's banking industry, =leased by the Central
Bunk of Migera (CBN) on July 6, 2004, The reform
outhned a thirteen point azenda ammed at
recapitalizing, consolidating and strengthening the
banking instiutions in Nigeria inorder to make them
moresuppartive of the eeonamy.

Ihe main thrust of the pohey was the increase in
mmimum  eapitalization of banks defined us
agpregate shareholders funds unimpaired by losses
fram N2 billion 1o N25 billion with full compliance by
31" December. 2005, Other elementsitems of the
Frankanp reforms are as follows: (CBN, 2004,

(1) Phased withdrawal of public sector funds from
banks, starting o July, 2004

in) Consolidation of banking institutions through

e

Roforms i the Ngerion Baiking Secior: Iapdicotions, bswes and Challenges

mergers and  acquisilions:

(i) Adopting of a nsk focused and rule based
regulatory framewark-

(Adopting of zero mwlerance in the regulatory
framework, especially i the ares ofdata/information
rendition/reporting

{(¥) Auwomatng the process for the rendition of
returis by banks and other financial nstitutions
through the enbanced lnoncal analysis and
survetllance (e- FASS)

{vi) Establishment of a hotline, confidential internet
address (governm@ecenbank org) for all those
wishing 1o share any confidential information with
the governor of the Central Bank on the operations of
the banks or the financial system.

{vir) Stoct enforcement of the contingency plannimg
framewiork for svstemic bank distriess.

{viii) Estublishment of Asséis Muanapement
Company as an imporan! element of distress
resolution.

(%) Promotion of the enforcement of dormant lows,
especially those relating to the issuance of dud
cheques and Tow relating to the varous labilites of
the board members of banks in cause of failings of the
hanks.

(%) Revision and updating of relevant laws and the
drafting of new ones relating to the effective
operaiions of the banking system.

(x1) Collaborating closely with the Economic and
Finaneinl Crimes Commission (EFCC) in the
establishment of the financial intellgence unit (FIL)
and the enforcement of the anti-money laundering
and other economic crime measures and;

(x11} Rehabilitating and effectively managing the
Nigeria Security Printing and Minting (NSPM) Ple 1o
met the secunty printing needs of Nigenan, mcluding
the bankmg system, which conatitutes over 909 of
thé NSPM's business,

It is pertinemt to state thal prior to these current
banking reforms, the Federdl govemment of Nigeria
has o 2004 whentified problems confronting  the
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financial sector o melude the following: the inability
of Ihe sectar to play a catalytic role in the real sector,
shallowness of the capital murket; dependence of the
bunkimg system on piblic sector funds asa significant
sourge of deposits and foreign exehange trading;
imaccurate information; Non harmonization of fiscal
and maonetary policies and non-prompt repayment of
bank loans (National planning commuission 2004),

[5 order to resolve the above-identified problems, the
Iedernl Government Policy thrust was to build and
toster a compentive and healthy financial system, to
suppart development and w avoid systemic distress;
dieepening the fnancinl system in tenns of assets
volume und mstrument diversity; drastcally reduce
and ultimately eliminate the financing of government
deficits by the banking system in order to free up
resourees for lending 1o the private secior; review
capitalization of financial institutions in the system,
and develop a structure of incentives to enable the
linancial system 1o play developmental role by
linancimng the real sector ofthe economy.

Nothing the impact of effective financiai
itermediation mn the econamy, the following
strategies were incorporated into the monetary policy
frumework and adopted by the regulatory authorities:

Refoutiny i tive Migerian Baphing Sectoi: daplications, Ssswed amd Challengey

embark on a comprehensive reform proces: aimed at
substantially improving the financial infrastruciure
(Legal codes, information system), restructure,
strengthen and rationalize the regulaiory and
supervisory [ramework in the {inancial sector;
addressing low capitalization, the poor governance
practces of the intermediaries that submit innecurate
information (o the regulatory outhoritics and the
consequent costs o the finuncial $ystem; in
callaboration with banks and other (inancial
institutions, workout a structural financing plan to
ensures Jess expensive and more accessible credit 1o
the real sector; directing government palicy towards
financial deepening (establishing links between rural
and urban banking and non banking and formal and
mformal  financial systems) and financial product
diversification (filling the missing  gap for
commercial financial services for small and medium
size enferprises with the new services bascd on best
practice technologies for cash flow financing, leasing
e.t.c(MNational Planning Commission 2004 |

Commenting further 1o the abave, the banking
industry's operational performance was not in the
best of states when the reforms were introduced as
could be observed from table | below.

Table 1: Rating of Banks Using the “Camel™ Parameters

Calegory Number
L 2001 3002 2003 2004
Sound 10 13 11 {H]
] Satisfactory 63 54 53 52
Marginal " 14 16 q
Linsound ] 0 1]
Total 90 90 87 g7 i

Sowvee: CBN 20041 5)
The above Table shows the rating of licensed banks by
CBN using the capital adequacy, asset quality,
management, earmings and liquidity (CAMEL)
parameters. The marginal and /or unsound banks
exhibied weakness such as under capitalization:
lquidity, week/poor asset quality and poor eamings,
among others (CHBN, 2004). There is no doubt that
marginal and unsound banks will not play any
meaningful role in meeting the couniry's development
challenges. It was not surprising therefore that the
reforms announced by then CBN Governor ( Professor

Charles Soludo) are geared towards having a sound
banking industry with operations that can compete
globally und of course, meaningfully aid Nigeria's
economic growth and development.

There 15 no doubt that the consolidation exercise had
some positive impacis on the banking sector. The
banking system was transformed from 89 banks to 25
through regulatory merger and acquisition and latter
to. 24 through market-induced merger and
acquisition, Bank hranches grew from 2,900 in 2005




to almost 5,500 in mid-2009. Besides deepening of
the capital market, the banks were positioned 10
pctively pamicipate 1n o wider range of activities,
including financing of infrastructure and the ol
sectir.

Howevel, while the consolidation exercise lasted.
certain developmenis in the economy and within the
bunking system iself put the banking sector at serious
nsk. Between 2004 and 2008, Nigeria enjoyed
unprecedented increase in oil price which resulted in
huge inflow of foreipn exchange and robust economic
prowth. This, coupled with appreciable level of
foreign direct mvestment inflows, resulted 1n huge
hiquidity i the economy which the real sector of the
ceonomy could notabsarh (Adedipe, 2010),

The excess liquidity found its way mto the stock
market as shown in the unprecedented rally in the
stock prices on the Nigenian Stock Exchange between
2006 and March 2008 The excess hguidity also
allowed bunks to rmise capital, Fresh capital raised
hetween 2006 and first quarter of 2008 amounted 1o
N1, 603 billion. The increase in capital supported
hanks' halance sheet growth with banking sector
assets as percentage of GDP increasing rapidly to 60
per cent from about 30 percent in 2004 With
sipmificant capital and greater liquidity, banks were
inereasingly under pressure to create risk asset amidst
limmted preduct inovation and diversification. This,
coupled wilh poor Tisk manpgement practices,
ulttmintely led 1o a condentration of assels in certain
arcas, in particular margin lending and ol
traching marketing, As o end-December 2008, banks'
total exposure to oil mdustry stood at over N754.0
billion, representing over 10,0 percent of the industry
tetnl ol ever 27,0 per cent of the shareholders' funds.

Thus, in mid-2008 when the global financial and
ceonomic orisis et i, the domeic Tnancial system
wis already engulled by several inmterdependent
factors that led to the re-emergence of an extremely
fragile hanking system similar to pre-consolidation
era. These factors mcluded macroeconomic
ingtability caused by large and sudden caprtal inflows.
major fnilures in corporate governance at banks, lack
af investar and consumer sophistication, inadequate
diselosure and transparency about financial position
of hanks. critical gaps m regulatory framework and
regulations, uneven supervision and enforcement,
unstructyred povernance and manngement prociesses
wothe CBN/ weaknesses watlun the CBN, and

Refarms fa the Nigeslun Banking Sector, Implications, Favsees andd Clioblenges

weaknesses in the businass environmeni

Accordimg to Sannusi (2010), it1s clear, that when the
plobal crisis hit Nigeria, the banking sector was ill-
equipped to weather the storm in spite of
recapitalization. As we are all aware, the fimancial
crisis had an adverse effect on both the oil and gas
seclor and the capitul market where the Nigerian
hanks were expased to the tune of N16 trillion as ol
December 2008, The result was a sharp deterioration
in the quality of banks' assets which immediately led
to concermns owver banks' liquidity. Indeed, the
Nigerian banking sector was thrown inla severe erisis
as many of the banks became distressed.

An assessment of the health of the banking sector
between 2008 and 2004, using CAMEL parametors,
indicated that no bank was rated A. However, one( 1)
bank was rated B, eleven (11) €, three (3) D, while
nine(9) were mted E, compared with zero(0), three
{3), eighteen (18), two (2) and one( 1) respectively in
2008: The assessment andicated thal twelve (12)
banks did not exhibit serions weakness  that
necessitatéd supervisory concerns. However, twelve
(12} hanks, as against three (3) in the precedmg veor,
manifested debilitating  conditons  that required
supervisory attention. This is illustrated in tuble two
(B

Table 2: Ranng of banks uwsing “CAMEL"
Parameters in 2009

Rating 2008 2009

A il (6]

B 3 1

18 ]

I 2 3

E 1 Y
Total 24 24

Sogive CEN 2008 danual Repores and docounts

The computed average Capital Adequacy Ralo
{CAR) of the banks indicated that eleven (1) did not
meet the stipulated minimum rato of (010) per cent,
compare with two (2) as at end- December 2008 the
asset quality of the Banks, as measured by the ratio of
nonperformmg loans w industey total, deteniorated as
il increased from 6.3 per cenit in 2008 10 328 percont
Thiy vatio wis above the industry threshold of 20%
maximum preseribed in the eontingency plan lor
sy<temie distress. The development wis stinibuted 1o
the CBN requirement that banks make full provisions
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for all non-pérforming, off-balance sheet
ergnpetents under e new supervisory regune. The
avernge industry ligquidity rato of 35.3% was above
the 253% minimum requirement, Three (3) banks,
however. latled to meet the stipulated mtio, as agaimst

two(2) m the preceding vear {CBN, 2009,

Furthermaore, 1t was discovered that mine banks were
the main users of the Expanded Discount Window
(EDW)Y over @ nine-month period ending June 2009,
Accordingly, when the CBN eventually ¢losed the
ELW in July 2009, and in i1s place, suaranieed
interbank placements, it was observedp that these nine
banks were the main net-takers under the guaraniee
mrrangement. Al this point it was clear that the ssue
wax [ar beyond the liguidity problem and 1f drastic
aetions were not faken, the fnaneial system could
collapse.

(i) Current Banking Sector Relforms 2009 ] Date
Given the precarious stale of the Nigerian banks, the
BN in June 2004, ook a three pronged approach 1o
assess the inancial condition ofthe 24 banks. The first
was the special examination -exercise jointly
conducted by the CBN and the Nigerian Deposit
Insurance Carporation (NEHC)

According to (Sanusi 2000 this exercise highlichted
inadequacies n capital asset ratios and haguidity mtios
as wiell as weaknesses i corporste governanee -and
nsk manggement practices m Nime (9) banks. These
barks were found 1o be ina grave situation as a resull
of copital.  ligmdity and corporate  povernance
concerns, They failed 1o meet the minlmum 10 per
cenl capital adequaicy mtio and 25 per cent mmimum
guidity ralio. Apart from accumulating high non-
performing loans, these banks were seriously exposed
tor the ol and gas sector as well as the capiial markets.

Poor rsk manggement practices in the form of

ghience of NECLssary conlrols measures were
prevalent as the board and management of the banks
had failed to observe established contrals. The
remaining 4 banks were found to be in 4 sound
fisancial state and did not recquire the CBN to take any
action.

The second approach was (o carry out diagnostic audit
through independent consultants. The repont of the
mndit cxercize revedled grester miugnitude of weak
(tnancial condition af1he nine banks. All of them were
“techmenlly™ msolvent with siemiicant negative asuel
valoe, alse exposed several illegal activitics Lhat had

heen taking place m five of the affected banks.

It was against this background that the CHN moved
decisively to strengthen the industry, protec
depositors and creditars, restore public confidence
and safeguard the integnty of the Nigenon banking
industry.

The matial measures! inifiative taken by the CBN in
conjunction with NDIC and the Federal Ministry of
Finance (MOF) included mjection of NGO illion
into the nine banks; the replacement of the chief
exccubves fexecutive directors of eight of the nine
banks with competent managers with expenence and
integrity; reaffirmation of the guarantee of the local
mterbank market to ensure conrinued liguidity for all
banks; und poaranteeing of foreign craeditors and
correspondent  banks' credit lines 1o restore
conflidence and mamtain important correspondent
banking relationships, When the new man gement of
the banks took office, 1t became necessary 1o also
carry. out further detatled and independent
assessment of the financial conditions of the banks,
Thus, the thid approach was o carmry oot
management sccount audit of the aflected banks by
their new management. The outcome was very much
i Ime with that of the avndit report. Consequently, the
management ook numercous actions under the CBN
guidance to ensure that the banks operated ¢ Tectively
with pariicular emphasis on improving transparency
and eperations{Sansut, 2014))

To improve operations, the new managemen look
steps to: (1) improve reporting infrastructure, internal
governance and risk management procedures; (i)
increase mangparency and disclosure; (i} ensure
cffective and continuous communication with all
stakelolders; (1v) ensure weekly reporiing between
the MDwand the CBN on financial performaence. loan
recoversss, and; (v) immeadiate report of any matarial
developiments o the CBN. Medsures laken to
irmprave operations included continued focus on loan
récovery 1o improve NPL ratios; reducing cost to
CoITe rat, :'l\-'ﬂi.l.'li.ﬂg IlI!nL‘E‘-L‘ﬁHELr}’ Cosks !II.‘.II.‘:IJH (W]
de-risking and de-leveraging the balance sheet and
lguidity mamagement. There is no doubt that these
ininatives enabled the nine banks to connue normal
business operations and prevented atotal collapse of
the hanking sector,

B s pertiment teestore Here thntthis presem refonm isa
continuation of the 2004-2005 Thirteen (13} palm




agenda adiculated by the former govemor of the apex
bank Professor Chukwums Seludo. while Soludo's
mamn focus was an consolidation and recapitalization
of banks, lus successor, Samisi Larmdo Sanusi s
using the four (4) pillars W réposition the banking
sector. The focus of the Central Bank of Nigeria is
first of all 1o ¢nsure that there 15 fnancial sector
stability and. secondly, that the financial system
assists o prowimg te real sector of the economy. 1115
important 1o note it any economy that cannol create
jabs on i continuous basis, reduce poverty, and
puarantee 115 eitizens fomctional and  qualitative
cducation as well ns world cluss infrastructural
lacifities is not only unsustainable but would remain
glabally uncompetitive. Attainment of this it goes
heyond short term pallintive measures. It requires a
sirotemc medium o long term measures.  Thas
explns wisy the focus of the recent CBN reforms is
in the following four areas (pillars) namely:
enluneing the quality of hanks, establislument of
[inancinl tability, enablimg bealthy financial sectar
evolution, and ensuring that the financial sector
contributes tothe read ¢conomy {Samust, 20040),

Implications of Banking Reforms

The happemng i the Migenan Banking enviranment
teddny hios implications for the economy of the country
going furwird. The implication of this curent reform
15 thit at the end of the first phase of the reform
programme on ecsmber 31, 2005, the number of
Banks in the counry teduced from 89 w 235
Mega/large harks, which are now stronger and have
enormons  finaneinl resources ot their disposal,
therehy helping to restore confidence m the midostry
By the Central Bank of Nigerna's aceount, the exercise
dinible the aggregpted capialization fom N384
biflion (FS83 killion) in 2004 to N755.2 billion
(LISSS, Billond o 2006, with N6 billion (LISS500)
million ) of this ameunt representing inflows from
Faretgn diret investment [ Soludo 2006)

Another amplicanmon s thar a lugh level, new
competitive phase bad ensored m the mdustry, thus
engender quite a pumber of things, For example, they
bave been merease 0 the development of new
prochucts, seekmg afopportunities owlside the country
hy opening off- shore braches. Guaranty Trust Bank
Ple, for mstance commenced it's off shore branch in
Cihana The CGuoornty Trost Bank (Ghana) Lid,
commenced operations: in March, 2006 s
purposely built hend ofMice in Acern, the Ghanaian
Capital (GTB Annual Report, 2006). UBA Ple also

Ty
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has 1ts presence in the United State, being the only
Bank 1 African 1o have oft shore branch in United
State (UBA Annual Report, 20006), In addition,
Zenith Bank Ple, has on 30" March, 2007 opened a
subsidiary cilled Zenith Bank UK m the Unsted
Kmgdom ( Abiodun, 2007)

Furthenmore, the current banking reforms have
enhanced the capital hase of consolidmted banks,
whieh initally improved lendmg to the vanous
sectors of the economy, The banks had sulfcient
funds to advance credit facilities 1o both individuals
and cooperative bodies engaged i business in ull
sectors afthe cconomy,

Innovanons n the banking products/services
delivery 15 due to improvement in technology and
globalizanon of operations in the industry therehy
aiding modernization m the Nigeria econormy. Gone
are the days that banks resort 1o round tnpping 1o
remain afloat. This is because of the very recent
intraduction of a centeal TT system w menitor deily
activities of banks. Thus banks are largely restrcted
o camying out core banking functions (Ekanem
20067,

The Banking reforms hivve led 1o the development of
new framework for monetary policy implementition
inthe country, CBN recently replaced the minimum
rediscount rate (MRR)with the monetary policy rate
(MPR). The MR will now serveas animdicative tiie
for transactions an the interbank money marker as
wiehl as other banks interest rate. Also CBN came up
with the Real Time Gross Selilememt (RTOS)
system, whieh replaces the Nigerion Inter-Bank
Settlement System (NIBSS) due 1o the growing necd
o aptomate he existing settlement process within
the Nigeria fmancinl system  The introducton of the
ETGS 1= aimed at aincreasing the efficiency of the
pavment system therehy reducing senlement nisk and
lead time for reconciliaton { Oronsoye, 2007).

There Tas been an Indréasd on employment
generation especially at the nnddle and lower levels
of the industey in the short and long runs, The
mcrease  in branch Networks of banks aided
cimployment of both capiel und labour For mstance,
LBA Pl which as at todav s one of the largest
financial services group in Nigeri and West Alrica
with a balanee sheet size 1n excess of N2.24 trillion
has retail network of ovier 711 as a1 end- December
2009; compared with 460 business offices sl end of
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September, 2005 and 360 business offices as at end of
September, 2004, The number of persons employed
by the hunks as a1 31" September, 2006 was 4659
compared with 3787 as at 31" March, 2005, This
represents increases of 28 percent and 23 percent
respectively, while as ar December 31st, 2000 the
totnl aumber of employees and directors increased to
11,791 (UBA, 2009).

Besides the above, it is expected that interest rates
regame will return to single digint while foreign
exchange rate.will become maore stable. Furthermore
ug a result of competition, banks operating margins
will full fpungt nsing operaling cost trepnds. The
regulitory Authorities dnd security Apencies have
intensified their surveillance an banks over unethicsl
practices, money laundering, economic and financial
crimes. This entails more challenges on the
supervisory  authonties especially o terms of
capacity and capability, thereby mding better
manngerment of the banking/financial aspect of the
ceopomy (Ogubunka, 2005, Onwuamere 2005). The
effect of this s enhanced economic growth and
development of the economy as more fundy are
channeled into prodoctive investments with
mereased vibruney of the money and capital marketr,

Central 1o bealthy finanoal sector evolution 15 the
vatablistment of the Asset Munagement Corporation
of Nigera (AMCON) as part of a broad banking
sector ¢risis resolution strategy. The AMCON Act
2000 was signed o low on July 19, 2010, When
fully operational, AMCON would serve as a vehicle
o free the banks (rom the weipht of their non-
performing assets and nceelerate the process of
funcial revitalization of the banking sector. Besides,
the CBN 15 carréntly reviewing the basic one-size-
fits-all model of banking that has emerged since
consalidation. In addition to reviewing the universal
banking model, The CBN considers it appropriate 16
mtreduce greater diversity in bank mandates. In the
nesr-term, it should be possible 1o have international,
national, regwomal, moeno-line and specialized banks
such us Islamic banks m the country, Already the
puidelines for specinlized institution have been fixed
s follows: non-interest bank (regional), N3billion,
nominlerest bank (Nationaly, N10 billion, and primary
morgage mstitubons, N5 billion, The commercial
hunks have also been restruetured inlo reglonal,
national. and intemational banks with pad-up share
caprtad of MO billion, N 25 bilhon, and N 50 billion,
respectively. These and severnl other measures have

posinvely nmpacted on the banking sector

Anotherimplication of the relomm is that the CBN hus
tiken concrete mensures to finance the real sector of
the economy. Some of these measures include:

(1) NAOO Balhon Chncal Infrastructure Fund, The
Infrastructure Imtervention Fund was mtrodeced
April 2010 by the CBN to provide long-term support
to finance critical mfrastructure projects. The Fund s
a |5-vear debenture investment in the Bunk of
Industry (B for on-lending to all eligible DMBs
and Development Finance Institutions (DF 1s) at 1%
interest rate. These DMBs and DFIs wall i turm Jend
to promoters of the projects ata maximum of 7.0%,
{a) N200 Billion Refinnncing/Restructuring of SME!
Manufactunng Fund: Outof the NSOO billion Critical
Infrastructure Fund approved, N200 Billion was set
asicde flor refinancing/ restructuring of
SMEManufacturing Fund in April 2010 10 enable
hanks refinance and restructure thenr existing loan
portfolio to SMEs and manufacturing. The 15-vear
tacility has a 3-year morgtorm with oo amounis
ranging (rom N3 million (mummum) w SN billon
{maximum) to smglhe obligor atan mterest vate of 7.0
per cent annually repayable quarterly, Accordimg Lo
Sanusi, (20100 on July 28, 2010, the N130 billion
programme for refimancing and restructurmne of loans
lo SMEs and manufacturing sector was launched
Already, 317 beneficiaries have been screened for the
disbursementof the money. (b) N30G bllon for long
term funding of Power and Aviation. The halance of
N300 billion was alse approved 1o provide long term
funding: Power (N250 Billion ] aod Aviation Industry
(NS0 billion ).

Furthermore, Inter-bank rate and other key money
market rmtes have moderated signifieantly compared
to the pre-reform penod. Weighted average
inter—hankcall rate pod other key money mucket rates
fell w below the end-Devember 2008 bevel by end-
August 2009 after the sharp increase between
January and July 2009 As at 28 July 2010, the
inter-bank rate had fallen to 1.12 per cent while the
Open Buy-Back (OBB) rate stoodat 110 per cent. In
response o the mcrease i MPR of September 21,
2010, both the Inter-bank call rate and (BB have
trended upward averaging 10,56 and 823 percent,
respectively by November 15 2010

In spite of the Muctuation in meney macke! rates, the
lending rates hove remmined] consistently ligh, The




primie lending rte stood at between 18 and 19 per cent
while the muxamum lending mte hovered between
22056 and 23.91 per cent over March 2009 and May
2000, The average prime lending rate remained ot
L 6.66 per cent in both October and September 20110,
declining from 1689 per cent i August 2010. The
average maximum lending rate, however. declined 1o
2185 percent in Oatober 2010 from 22.20 per cent in
Seprember 2010 and 22.31 per cent in August 2010,
The werghted averapge savings rate equally declined
marginally to 148 per cent in Ogtober, 2010 from
1.4% per-cent in Septembier, 2010 and 1.41 per cent in
August, 2010 while the conselidated deposit rate
mcredsed o 2.31 per cent in October 2010, up from
207 per centan September and 2.27 per cent in August
2010, The spread between the avernge maximum
lending rate and the consolidated deposit  rate,
however, narrowed 16 19,54 per cent in Octaber, 2010
from 20014 per cent in Septermber 2010, and 20.04 per
it i A ugust 201 0(Sanusi, 200 0)

On the whole; the immediate effect of the banking
reform 15 the rebound of public confidence in the
bunking system on account of enhanced capnal
strength. Major producers of goods and services in
Nigena now ook with rekindled hape that banks are
in u better state 1o provide necessary financial
supports  for their businesses, o enhance ther
centributions to the National Ecanomic Growth. The
dividend of the banking industry consolidation would
become more apparent as complementary nitiatives
are being taken joward  sustamable  cconomic
dgeveloprient of the country. The recently launched
micra findncial policy, the enhanced capital base and
consolulution of Inswrance Companies (Insurmnce
reforms policy), Re- capitalization of stock broking
[irms, are some of such initianves

Issues and Challenges

Banking reforms entuils the assumption of the private
sector as the drver of economc actvities and growth,
while the role of government is aligned to that of
providing & healthy  competitive level plaving
ervironment for players for the delivery of quality
services and products ar mmunal cosl. So far. several
reform measures had been underiaken in Nigeria 1o
meet the immediate challenges of evolving & vinle
anid competinve enviromment thst would stumokare
grefer cesource  mobilization, improved Onancial
imtermiedidtion, decpen and widen the money dnd
capital markets ond develop the private sector in the
praeess Thougl the ¢urtent redom measures have ao
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doubt vielded significant benefits there still stare in
the face of managers of the economy soime
lundmwmental challénges. Some of these challenges
are-highlighted below.

The widening interest tate spread, which s
suggestive of poor competion, mironng  the
Oligopolistic structure of the mdustry, remains o
discretignary factor in the markel, Government's
recent ability in the elimination of the sprend in the
foreign exchange market s an mdication that a
similar feat could be achieved in the narrowing of
interest rate spread if appropriated.

Complementarily, the achievement of pnice stability
st be pursued with Vigor as a stable inflation rate is
a precursor for investment and growth. Here
govermment'’s mtenlion lo migrate from monetary
targeting to mflation targeting deserves some
commendation. In addition, there is nead o
monetary authorities to ensure thit prowth in money
supply 15 in consonance with the output projection
with aview to curbing inflationary pressures.

Another issue of concern 18 the short-term nature of
banking system funds which had greatly hamstrung
hank's abibity to lend Jong-term. I was established
that domestic funds are indispensable i a country's
uest for development and that savings growth rute
was sluggish. In order to mobilize long term sayings,
Eovernmenl must, 45 a maller of prority, resusciiate
the dilapidared mifrastructural facilities For  the
effivient und low cost operations of business,
especially the small scale enterprises, Given the
quantum. of joformal activities in Nigena, the
provision of infrastructural facilities would not anly
hoost productivity {increased GDP), but also increase
income and savings of individuals and corporanons,
A reduced operational cost would mean more profit
(wiealth) and business expansion which would lead 1o
more employvment genaration and mereased demand
for credit.

Another challenge belore the government 15 the
holistie implementation of economic  reforms.
Hitherto, banging sector reforms were undertaken in
isniotion without complementary reforms of the
other sectors, more so, such refomm measures wore
trcongruently sequenced. This lad led to the prave
erosion of the successes of banking seetor reform and
the distortion of policies. Emenoga (2002 ) suctinitly
cuptures the reform process then as being hasty m the
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execution of the approved measures; partial in scope,
destiime of other concomitant adjustment measures,
und imconsistent. 1t was not surprising that i dad not
vield the desired results. Bearing in mind the inter-
linkages of the sectors, 1 becomes expedient that
reform measures must nol only cut across all sectors
butmust be properly sequenced,

In addition. while commending government Tor
undertakimp  Gscal reform measures such as the
benchmark pricing of oil, constitution of the cash
minnogement commillee, due process, budget defici
lienits, ete, the passing into law of the Fiscal
Responsihility Act by the National Assembly need to
be fast-tracked. The passage of the bill will not only
stem expansion i money supply but alse reduce
influnionary pressures in the economy as government
16 sratutonly restramed from resorting 16 the CBN fisr
s expendilure fingneing  even dn the face of
dwindling revenue, among ather benefits,
Furthermore, the CBNS intention to establish a
financial crime court m compunction with the EFCC i
long overdue. This will not only discourage
malpractices in the industry but-alsoe ensure the early
arbriration of cases brought before it; thiswill restore
sarty and boost confidence i the mdustry and hence
promote suvings and deposits a3 well as credit facility
for the promotion of nvestment in the economy
{ Lemio, 2005},

That notwithstanding. credit must not be taken sway
from the government on the carrent reform measures
o far, especially m the bunking sector and the re-
engimeering of the process of governance. In
recogmtion of the fact that a liberalized banking
sector without a corresponding supportive
survelllance armangement meht result in anti-social
behoviour by the banks, the CBN's supervisory and
survelllance apparatuses had been strenpthened with
the deployment of sophisticated and customized
wlormation technology applications: such as the
Flectronie  Financial Analysis and  Survetllonce
Swatem (EFASS), Real Time Gross Setlement
(RTGS) system and Consolidated supervision, el
The Bank is an addition pursuing vigorously the
attainment of full nutonomy to enuble it adequately
Face the challenges of the emerging banking sector
and the economy at lorpe, maddition, in appreciation
of the dearth of human capaeity in the financial sectar,
the Bank went into capacity batlding alliance with the
[ Hsespecially in core area hke risk management 14
lorestull prepent ol ihe crises of the 1990,

The tederol govermment sliould  pursue  with
transpaiency the current refarmms m the pension sub
seetor toa logieal coneluston i order to fully horness
the potentials of the sector for economue growth. The
domninance of the banking sector could be detrimental
1o the avernll objectives of development. given the
peculiarities of the industry and the shor=tenm nature
ol ity funds. The sector could serve as o ventable
soutee of long term funds for sustainable invesiment
However, the greatest challenge m this direction
remming the gaining of confidence of the people in
terms of the sustenance of the reforms bevond the
current administration,

In the same vein the conversion of commun ity banks
mto microfinanés  companies 15 an  innovative
scheme that would in no small measure simuliies
savings fur long term investment, as well as explore
the many ways of financing needs of the <nall and
miero enterprises in the poor urban and rural areas.
Hulme and Mosley (1996) opmed that such
microfinonee organizations: should be designed 10
cape with the problems entailed m lending o small
seale borrowers without collateral and . are Hkely o
need some form of public subsidy to cover the very
high sdministrative costs involved. Effort must
therefore be made o avoid a repeat of the “draming”
setivities of the emstwhile ruml banking system in
which rural brunches were used as conduin for
siphoning rural reseuroes to finnnce urhan nelvies.

One of the pillars ol the reform blue print is ensuring
that the linancial sector contributes to the real
economy. Rapad financislisation in Nigeno did net
benefit the real economy as much us had been
anticipated. Development Binancial institutions set up
for specific purposes such as howsinyg finance; tnde
linance and urban development have no fulfilled
therr mandates. Many suceesstul emerging markets
hﬂ"’ﬂ' “'ltnt."hﬂt‘d pruLLEth: L'_l.!'l.-'l."ﬂ'lr'l'll:l” ncliond
cnsure that the financial se2tar contribute 1o ihe renl
coomomy. Nigena can lewmm from counires with
successful tack records In creating  Bimancial
aceommodation for economic growth through
intintives. such ns development finance. foreign
direct investment, and venture capital and pubiic-
provide partnerships

Although, eccanomic growtl) hias been robist but 2
miijor challempe is how to sustam g translate iy
o new employment  opportunities. The link
between Lhe major growth drivers, particularly




aprieuliure and manufacturing, continue to be weak.
Hence, the manufacturing sector remains an
msigni feant contributor to growth. There is urgent
peed to address all bndmg constramts o growth,
Inudeguate or shsence of basic economic and sockal
mirastructure remains a major binding constraint on
Migerid's grawth and developmient. There are needs to
fast-truck the proposed reforms in some key sectors of
the ccopomy, notably power and oil/gay sectors, 1o
attract the much-needed investment and reduce the
huge unport bills o refined petrolevm products.
There 15 absolutely no reason why our refinenes
should not be functonal.

Resumption of credil to key productive sectors of the
edonomy 18 crucial because of the abvious medium-
te-long term nnplications for the real economy. This
reguires adequate regulatory interventions to develop
all sectors of the credit market {from micrefinance to
lwrger corporations. While: acceleration of eredit
murket reform such as dispute resolution mechanism,
arisdic bureau regulanon, ond leasing lws are very
atitical, adequate attention must also he given 10
development of public-private partnership
Framewerk. legal framework for rental markes, ere,

A mor challenge also bies noredoeme the high
legpding inkerest rate mn the face of low money market
rutes. Growing banking system liqudity is sull
desiruble snd, hence, the need o giickly bring the
banking System ceforms w closure. There 18 urgent
need 1o injeet fresh funds inlo the banks affected by
regulatory actions e addition 1o the remaval of the
“toxic assers”. This (s whene AMOON is very entical.
A wmmor chaellenge remmins how to sinke an
approprinte: balance berween monetary, fiscal and
other policies: There 15 s o limst o what monetary
policy et do 1o deliver economie priwth, Other
complementaty policies must be in place Banking
sector refore is o necessary but not a0 sufTicient
comdinion for economic growth and development,
Complementary  reforms 0 other arens of the
ceonomy, partieolarly o agoculre (o addition o
prerey sector mentioned gbove) o curb kah 1mpon
bl e foaeid (rece ) and reduoce demnnd pressure m e
loreiwn exd range mdrket, sne nbhsolulelvnecessary

Conclusion and Recommendations

Conclusion
The ustory of e Wigengn finanoal sysiem s reploe
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with several reform measurers articulated 1o meet the
challenges of the cconomy. While some of the relionm
objectives were mel, others were far from being
realized. This paper thus objectively exammed the
banking seclor reforms e Migenn vies-a =vies the
issues and challenges. The result of banking reforms
implemented in Nigeria in the last two decades is
mixid,

In spite of several challenges, it 18 gratifying to note
that no single bank in Nigeria has collapsed since
year 2003 and no depositor has lost is‘her money as
aresult of the banking sector crisis. Furthermore, the
siress test conducted recently on the twenty lour
banks by CBN has shown that the {inancial
soundness of the banks (both miervened and non-
imtervened ) has improved sigmificantly compared to
the crisis period. The banking system has been
stbilized and the nine most affected banks have
continued normal operations while modalities lor
injecting  fresh capial into them either by
shareholders or through acquisition and merger
wrrangements are being finalized. To o lurge extent
the reéforms have swececded in returning
mucroeconamic and banking svstem stability.

Growth in real savings had not nisen as expected
Ioterest rate spread perssstently widened  owing
largely 10 nsing milation: Too much emphasis was
ploced on interiest rates and savings mobalizanon
while the precursor 16 these (real mcome) wis
discounted. Credits 1o the priviite sector which the
industry detmand wis not made avidlable o There
is therefore the need to engender compentivensss
amnong the Gnancal institaiions. The study noted the
significant development in the banking sector and
bond markets but call for further deepening and
widening of the bond markel to broce up with (he
global chullenges. Specialized fnoneml insitutons
negd 1o be encouriged for the market segment 1hat
miaght not be attenctive to the banking industry. There
is grent need for the rejuvenation of social and
ceonomic mirastructucal Tciliies miven s poteniial
i mproving prodoctivity create wealth and mcrease
the much needed savings for long 1erm mvestment
Tl paper noted and commended currim @i of
government 1n strénpthenmg the prudéntial
ety bslon e bppnking nestitutioos

Thee mmain aim of the current banking reforms is o ke
a revy generadtion of banks with liege eapital base
camparable o wha s ehianable inthe ntemational
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financial markets, The msttutions should have
enough muscle to compete effectively m the glob:
linancial markets. They must also practice banking
cthically and efficiently, and command high public
confidence. It 15 hoped that if the carrent reforms 15
well implemented, it will ostively unpact on
meenng the developmem chalienpes facing the
Coumnlry.

Recommendations

The apex bank should ensure that governance be

practices are embedded in the bunking industry
meluding the CBN as well as ensuring that nisk-based
supervision (RBS)  principles, methodology and
processes are established across the CBN and NDIC.
Under the RBS, the CBN should establish a
programme mansgement structure within the CBN to
ensure that there is a high level of communication
with the industry, implementation quality is measured
and examiners acquire the necessary skills. A
manitaring mechanism to measure the programme's
impact and ensure a high level of responsiveness 1o
issues raisedd by the industry could also be established
The regulcion and regulatory framework reform
slogramine should review the regulations pnd
suidelines around the key causes of the crisis by
mdustry  regulators. harmonization and raising 1o
waorld-cluss standards of the supervision processes,
technology and people within the various financial
regulators: and establishment of a cenwre of
competence for international financial Reporting
Standard (IFRS ) and N-GAAP+ implementation,

Also the CBN should be transformed fo ensure good
corparate  governance, stronger information
management  system, people development, anl
cnhanced disclosure to levels expected in major
mvestor countries such as the United States, the
Lnited Kingdom, South Afnes, China and India.

There is urpgent need w check the excessive costs in
the banking system which is attributable, in the main,
to infrastructure cost. high salaries/emoluments for
execuhives and | or operational efficiencies. The
CBN should encourage the development of electronic
channels 1o drve down industry cost structure while
working with the banks 1o improve on the quality of
service delivery in onder to improve  customer
confidence. Nigenn presently has a [arge informal
sector which has been estimated by the Warld Bank (o
constitute about 57 9 per cent of Migena's Gross
National Product (GNP) This s figher than wha
obtains in Brawl, Ghana, Turkey, Malaysia and South

Africa. Developing o financial system that will ke
care of this lrge segment of the cconamy 1 of utmaost
necessity.

To ensunng that 1 banking sector contributes to the
real economy the CBN  should through the reforms:
evafuate on continuous basis, the eféctiveness af
existing  deveélopment finance institutions and
initiatives in agric.. wre, manufacturing, and impon-
export credits; take a public lead in encouragimg the
examination of critical issues for cconomic
development, such as the impact of mfrastructure e g
power, port and railway; lead further swdies on
potentials  of venture capital and private-public
partnership initiatives in Nigena, and cooperate with
Stute povernments in running pilot programmes that
w amed at directing the fnancinl sector’s
contribution to the Stute's socio-cconomic
development.
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