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Nigerta is undertaking another round of financial
veforny as o vesult of crisis experienced in the sector
post consolidation. The paper reviews the bamk
consalidation policy introduced in 2004 and the erisis
that followed It was concluded that weak
supervision was the mafor catse of the crisis which
sugpested a need for review of nat anly the structure
af the banking svstem e also the regulatory
archirectre and the faws and resulations soverning
aperaiions of the financial secior It is suggesied thai
a specialized aoency be established fo fake over the
prudeniial  supervision of all deposit taking
insttitions and a council fo oversee the co-ordination
af the wotivities af all regulatory agencies in the
Simancial sector

Introduction

Migera s undertuking another round of [inancal
reforms. This s coming at the heel of a financial crisis
experienced by the sector The reforms are being
infroduced just three yvears after an earlier round of
reforms which saw the consolidation of the banking
seclor

Banking consolidation policy, which started in 2004,
was nformed by the peneral state of the Nigeran
banking imdustry which was fragile with a number of
banks classificd as unsound (Soluedo, 2004) The
banks had persistent liquidity problems coupled with

poar assel quality. The new policy was aimed at
addressing the challenges faced by the sector so thai it
could be saved from collapse. In addition (o
consalidation which involved increase in minimum
capital requirement, the issue of diversification was
to be addressed in the second phase of the policy.
Fuithermore, post-consolidation banking industcy
operators were expected to adopt best practices in
corporale  governance and improve on scll-
regulation,

Post-consolidation banking sector in Migeria was a
greatly improved one which witnessed dramatic
growth. The policy implementation was adjudged 1o
be successful, though as noted by Sanusi (2010),
“"neither the industry nor the repulators were
sufficiently prepared lo susiain and monitor the
sector's explosive growth™

But as Migenans and the Migerian auithonties were
counting the zains of consolidation, some disturbing
trends started manifesting themselves, These trends
made the systern vulnerable o crisis, 1L was this
siluation that the global linancial erises and recession
mel and worsened (Sanuosi, 20109,

This paper aims atreviewing the bank consolidation
policy and role playved by the supervisory authoniies
during and after the consolidation. The post
consolidation crisis will be reviewed taking inta
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consideration, the action or maction of the Central
Bank. The supervisory structure of the financial
sector will alao be assessed and suggestion will be
profiered

The paper is divided mnto five sections. Section one is
this niroduction. Section two  discusses the
conselidation of the Nigerian banking sector, its
implementation and its aftermath, Section three
reviews the supervision of the Nigerian financial
systerm and the mstitutions invelved, while section
four discusses the post-conselidation crisis in the
financial sector and the attempt by the authority to
landle the crisis. Section five, which is also the last,
draws some conclusion and offers suggestions, The

suggestions include the need to review the legal

[ramework for linancial sector supervision and the
supervisory architectire,

Banking Sector Consalidation <
Binking reforms penerally have resulted from
deliberate policies ammed at ensuring healthy banking
environment. The messures could include reformmg
the regulatory and supervisory framework or deposit
msurance, and resolution mechanism. Issue of capital
adequacy s also given promimence ag it is believed
Hat loss absorption capacity of the banks could be
enhanced with optimum capital level. Consolidation
15 one way of achieving this. Consolidation leads to
reduction in the number of banks while at the same
time mereasing the stzg and concentration ol U
emergent banks. I, thus reduces mdustry risk by
eliminatimg weak banks and treating epportunity for
diversification.

Muotivation for consolidation, however. vades from
country o country -und s time specific (Berger, et al,
2003) The motive for consolidation in Nigeria as
noted by Solude, (2004) was to build a competitive
and bhealthy financiyl system that could suppart
Migeria's development efforts while at the same time
avonding systemic risks. What prompted the
introduction of bank consolidation was thus the
noticeably weak struetural and operational base of the
banking system. The system was characterised by a
number of madequacies which include low capital
base. large number of small and weak banks with
telaively few branches (CBN, 2005). Many banks
were also found o be involved in unethical banking
practices which resulted in huge insider related non-
performing credits. As a result of these inadequacies;
the banking sector was not capable of meeling the

couniry's nieeds, It wag to correct these inadequacies
that the consolidation pelicy was mitiated. he policy
had three components.
a)  Review of the capitalization of the findneial
inslilutions
b} Improving the financial infrastructire
¢} The reform of the regulatory and
supervisory framework.,

When implemented fully the reforms were expected
1o deepen the financial system bath in termis af
volume and diversity mthe products offered.

The consolidation policy was started i the middle of
2004 with the review of the minimum capital
requirement, Baoks were now required to have
N25hillion as minimum capital and all banks were
expected to comply with the new requirement belore
theend ol Decamber, 2{H)5.

In implementing the reform, the Centeal Bank took
certan decision aimed at ensuring that the objectives
of the policy were achieved within the stipulated time
frame (CBN, 2005}, Atthe end of the period ziven to
banks to consolidated, 25 emerged havine met the
new minimum capital: achieved mostly through
mergers and acquisition. Of the 89 banks oxisting
before the imtroduction of the policy, 14 were not able
to scale through inspite of frantic ¢fforts to do so, The
hanking licenses of the 14 banks were withidrawn and
the banks slated for liguidation. The 14 were
however, marginal banks that accounted for 6.5% of
the total deposit of the ndustry (CBN, 200530,
Winding up orders were sought from the counts by
the NDIC in sccordance with the existing laws. Final
windimg ovders were flowted by the courts o9 banks
and a provision order was pranted for twe (NDIC,
2006)

In the resolution of the banks for which winding up
orders were got from the courts, CBN and NDIC
adopted  the purchase and assumprion (P&A)
resclution option under which “arrangement healthy
bunks were invited 1o take up private sector deposit
habilities in exchange for a portion of (he failed
bank's assets.” Four banks have been acquired by
December 2007 under this armngement (CBN, 2006;
28). However there are still legal issues and
challenges to overcome in the resolution of the banks.

Consolidation i Nigeria was adjudged w be
successiul. The post-consolidation hanking sector is




m

o preatly improved one. Reports show significant
mmprovements noa number of fmencial indicators
| The guality of banks assets improved considerably
Ratio of wen-performing credis 1o toral oredis
reduced between 2004 and 2006, It was 23.08% in
2004 1 reduced 1o 20.13% i 2005 and 7-92% m
2006 The draste decrease in 2006 “was partly due 1o
the fuct that the greater proportion of the non-
pertarming loans o 2005 belonged (o zome of the
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insured banks that were clased m 2006 (NDIC,
2006:17). Senous efforts wt debt recovery by the
banks ulso contributed 1o the drop m the ratio of non-
performing credits o the toml credius: Ths
improvement i1 asset quality in also reflected in the
deap in the ratio of aen-performimg loans o
stakeholders' funds. This and other indicatons e
shownintable 1.0 below;

Table 1.0: Banks' Assets' Quality Indicators

Sources: NDIC 2004, 2005, 2006,

In additian o the above, NDIC alse reports
prprovemienls in the banks' capital adequacy (NDIC
2005, 2006, Furthermmaore, some of the igger banks
recorded sigmificant growth o deposit base depieting
improsved  level of depesttors” confidence  (NINC.
2004 X1 Asd result of these developmients, there wns
an bmprovement in the operational capacity of the
banking sector after consobidotion. But these
developnents came with new challenges,

The morease in camtal base angd growth in deposit
encopreged hanks 1o move o sueh oreas as
infrastructure and ol ond gos finoncing, Banks also
diversified then businesses into other sectors of the
coonory il across thie Borders into other countries.
Mgt ol the new banks huve rrvestment in insaronee
and capiial market undertaken through subsidianes, A
mitimiber of trem wlso have aperation inother countries
whieh operations expanded mpadiy,

Hankmng consolidnton encouraged the developmemt
of  diversified, large and incrensingly complex
Arincin] institation inothe country, Under pressute
some of these mstitutions shifted to riskier portfolios
| neross financial products and services which though
beneficiol could also affect the risk 1o both individual
financind institution and the fooocal system o as a
whole

I 200 2005 200N
Total Credit {Nbn} 1519.76 183218 284010
Non-Perdopming Credits (Nbn) 150).82 36876 22508
Hatio of Non-Performing Credits/ ol Credin (%) 3308 2013 T2 I
Fatio of Non-Performing Credils Stakeholders' funds (%a) | 105,30 3901 2206

Banks were put under tremendous prassure 1o deliver
high returns 1o meet stakeholders” expectutions, This
came m the face of decreasing profitability owimg o
declining mareins due t the increase in capital. Both
returm on esset (ROA) and rewrn on equity (1ROE)
had dechned considerubly (N 2005, 2006,
Banks wore, therefore imduced 1o migve into new and
riskier areas whers thoir chmpelence wis sometime
lited. This called for greater monitoning by the
authorities o prevenl these activities frovm
threatenmg the stability of the system.

The Central Bank and other authorities made elfors
1o swengthen the system wilich  meluded  the
followimg:

1) Discourapging bunks from peating loans o
the public sector,

21 lssuance ol new prudeéntial giidelines,

3 Amendments o banks and other Brancil
institutions Act (BOFLA ) 1o limil the consull
of loans manted 1o one borrower and
requiring mstders 1o declare their inderesi i
any such loans.

4} Developing framework for svstemic distress
managemenl.

Despite these efforts, more needed 1o be' done,
ramewark for the supervistom of the emerging
complex and diversified bankmg structures needed
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further strengthenimg, This need was emphasized hry
the NDIC mits 2006 report. In that report. the NDIC
faulted the risk management systems of most of the
consolidated banks. It observed that most of the
consolidated banks had not yet instituted appropriate
risk management system to monitor and control the
tisks inherent in their operation, This and some
unresolved issues in some of the banks mednt that
there was o need for “close monitoring hy the
repulitory/supervisory anthorities in order (o ensure
the safety and soundness of the banking systern™
(NI, 2644

Financial Sector Supervision In Nigeria

Banking supervision has the primary objectives of
promonng and developing sound banking system th
is secured and able to meet customer needs through
the provision nf wide range of financial services. This
15 made possible through ensuring that banks comply
with extant prudential regulations and Tews thit
ensure hagh standard of banking and professional
conducts.

Traditionally, fnancial regulation and supervision
have been conducted through the Central Bank,
Mimistry of Finance and some other specialised
supervisory agencies. Bul many coumres have, in
recent imes, carnied out some regulatory reforms, ino
number of cases due 1o erisis experienced by the
system. Some reforming countries have consalidated
the regulatory institutions, in instatces creating one
regulator for the financial system. Many countrics
however, still retain multiple supervisors: at least one
each for banks, insurance and securines. Debates are
however, sull going on in a number of countoes as W
‘whether the supervisory structore should be
reformed, and if so, in what direction’ {Masciandaro,
etal, 2007),

Ihe debate on the type of bankmg supervision
architecture 1o be established revolves around the
need for an appropnate structure with adequate and
clearly defined scope of activitics 1o be supervised.
The supervisory agency should also be independent
of pohitical mampulation. The argument is whether (o
have a single regulator for the whole financial system
or have a system of multiple regulators each handling
a scement of the systems There are arguments for and
agrannst both stands ( Barth et al 2002 Brault, | 999,

In Nigena, a system of multiple regulators exists in
which each segment of the lnoncial sector has s

regulatory agency with a committee. Financial
Services  Regulation Coordinating Commiliee
{FSRLOC), coordinating the activities of the vanous
agencies: The regulatory structure for the financial
mstitinons remained largely unchanged overtime
even theugh the financial environment has
underpone  fundumentsl changes. The regulatory
framewark is thus not good enough to be able 1o
menitor the now greatly enhanced banking sector No
effective oversight was provided by the CBN and
otherregulators.

The establishment of the FSROC wis Tacilitated by
the Central Bank o ensure a holistie approich to the
supervision of the financial sector through
coordination of the activities and consultistion smonge
the various regilatory apencies. It was an off shoot of
financial services coordimating comrmittes, The
committee, winch remamed dormant onnl 1994
when it was revamped following legal recognition
accorded it by the CBN Actofl 1991 (as Amended) has
the following members {Ogunleye, 2000014

o UHNGovernor - Chuirman

e Federal Ministry of Finunee

s Seourilies and Exchiange Commission

«  National Insurines Commission

«  Corporate Affies Commession

In addition, following sit wm the commiliee s
ohservors;

o Nigerin Depasit Insurance Corporation

»  MNigerian Stock Exchange.
The mandate of the Committee is the co-andination of
supervision. of financial onstitutions and e
artieulation of strategies for the promotion of sound
and sale practices in the financial system Five sib-
commitiecs were established (o hiandle wotivities of
the committee. These are sub-committees on

»  Financial sector distress

«  Harmonization and co-ordmation

»  Legnlondenforeement

«  Inlormation sharmg

«  Financial market development.

For the repulatory stueture 1o be efeclive there
should e effective co-ordmation between  the
various  fimandinl - sector  regulators, There was
however; little co-ordmation between the Various
Tmuncials sechion regulators. Sunust (2000) writes
that mspite of “widespread knowledge of banks
malpractice, and propensity for repulatory arbitroge,




FERCC. the coordinnting body for financial
regulutors did not meet lortwo vears during the ime™
The problem was Further compounded by ibsence of a
[ramework for consohiduted bank examination,

Post-consolidation Banking Crisis And New
Banking Reform

Nal long after concluding the consolidation process.
some  disturbing trends started manifesting
ihemselves an the Nigerian banking system. There
were crises in d couple of banks while the whale
hanking sector was not setthed 1o the task of financing
thereal sector of the economy, Muny banks kept going
hack w the capital market to rase more MOoney even as
their interiul strucnire seemed weak.

Mt af the new banks, it was found, were vet to put
appropriate visk management framework that would
enable them monter and contral the risks inherent in
their operations, This was reported by NDIC who
further ndicated that there were still unresolved
wsues 0 some consolidited banks. NIIC reported
that @udit of these banks reveaied material
musrepresentations of Mnancial positions of some
constituent banks (INDIC, 20067,

According to NBIC, the adverse effect of these
misreprescntations now ind in the future would be
enormons and ealled for “clese monitaring by the
repulatory supervisory  autheorities™ (NI,
2006441 Mot lang after, these adverse effectssurted
mnpifesting themselves in two banks: Spring Bank
and Werma Rank

Crisis sturted in Sprivg Bank in My 2007, a few
muonths after the completion of the consolidation
CBN sacked the board of the bank and took aver
guntral Inselveney was cited Bs reason for (e
removal of the direetors amd inkeover of the bank
througeh o notice issued by thie Central Bank dated i
June, 2007 This was contrary o earlivr confirmation
by the Central Bank that Spring Bank_ us at 1" January,
2007 td N30.6 billion share capital contribured in
varving proportion by the six banks that merged 1o
[arm the new entity. Central Bank. however, assured
the nation that any diseetor of Spang Bank found
culpable wonld he prosecuted and that depositor
Frinds o the bank were safe.

ThHe erses in Wema Bunk manifested itsel§ before the
Cemrd Bamk was nble o resolve the cnsis m Sprng
Bk, The Chief Excoutive of the hank was seot on

gty Banking Sectoe Bevend the Retowom, Wi ol foe CFNY

compulsory leave to allow the Central Bank and
NIHC inspect the ook of the bank. The allegations
were that the management ol the banks
misreprosented the quality of ther assets. The
newspapers were full of claims and counter elams on
these issues: bul whatever the case, this and the cuse
af Spring Bank coll to question the acclaimed suecess
ol the banking consolidation programime and the role
played by the Central Bank in the process.

FinBank Ple is another case wiich strenpthens the
suspicions that the CBN did not perform its role well
Though the bank was not incnsig, like the other twa
hanks, Central Bank in a letter dated 247 December,
2007 confimmed that First Inland Bank (as FinBank
was then known) did net meet the manditony
N2abillion capital requirement. A portion of the letier
rends

The bunky  shareholders’ fundy
were N22hillion and NI8billion ax
at April 2007 and 25" February
20006 respectively, These balances
fall shorr of the capial
reguirement of ticensed bank.

This comtradicted CBN report thit “as af the énd of
December 2006 all the 25 banks, met the required
minium shareholders (unds of N23 billion

(BN, 2006:79). 1t was nol surpnising therefore, thi
FmBark Ple was one of the banks thal were found 1o
e i dire sitwianion. Tl was one of the banks inken aver
by the Central Bank afler sacking the exccutrve
management and providing liguidity suppart.

From these vases it would be taken that some ks
cotild not meet the mindmum capital reguirenens
amd CBN could not aetect or f detected. UBN, lor
whatever rensons allowed them to pass as successiul
It was this vulonerable banking structure that was 1o
fince the glibil Ananciol crisis

By August 2008 sirme bianks were in serous liguidity
problems and Central Bank had o give them sone
financial support. An Expanded Disconmt Windo w
(EDW) was put in place through which the CBN
extended credin facilities 1w the hanks. The facilites
were eollaernlised wsmg, conumercial papers: aod
hankers aceeptunces. A number of banks were
r:p-,:ﬂ:;,l. les e nmie Pt horrowers from e
window due to the extreme situation they fourd
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themselves n,

Altempls were also made by the CBN 1o assure the
nation that the banking sector in the country was not in
oo serious o situation. In a special presentation, the
CBN Govemnor, in March 2009, tried to allay fears of
Nigenans about the global financial crisis as at
affected the system. He further listed responses of the
autherities t thecrisis{ Soludae, 2009).

The Central Bank Govemnor, i his presentation,
indicated that the Central Bank lad tightened
regulations and supervision of the banking sector. The
tesponses included the enforcement of code of
corporale govemnance. the strenpthening of co-
ordination between financaal sector regulaters and the
mtreduction of consolidated and risk hased
supervision. Thése are in addition to the introduction
of Internaticnal Financial Reporting Standards
(IERS) To strengthen regulatory capacity, The Banks
and Chher Financial Institutions Act (BOFIA) was
reviewed,

some statistics were also provided during the briefing
winch was all in efforss to show that the banking
system was not in oo bad 4 shape. Banks' 1otal loapn as
at the end of February, 2009 was put at N8.173 trillion
with only 10% being non-performing. Tt was also
estimated that by the end of 2009 about 7.4% of total
banking credit would be non-performing. Average
capital adequacy ratio was 22% sceerding to the
Central Bank. This wag among the highest in the
world (selude, 20090, By June, 2009 4 new CBN
Governor wag appointed. On assumption of duty, he
found that the situation was far from one portrayed by
the CBM in March of the same year. [n view of this,
special examination of five banks was undertaken
Jeintly by CBN and NDIC.

The banks were found to have high level of non-
performing loans, most of 1 insider velated. |he
percentage of non-performing loans to total loans
ranged from 19% w0 48% Additional provision o
loan loss was therefore required. Agerepate loans for
the five banks stood at N1, 143 buillion representing
H1L81% ol total loans. The five banks according to
Central Bank accounted for “39.93% ol loans,
22.99% of deposits and 31:47% of total assets as ai
May 31, 20007 (Sanvsi, 2009). The Central Bank,
therefore went ahead (0 remove the Maunaging
Directors and Executive Duectors ol the concerned
banks and appainted new ones to head the banks.

The scope of the speaial examination wis widened
1o cover all the 24 banks, Ths led 1o the sacking of
the board of addiional three banks and the
appointment of new CEOs and Executive Directors.
This brings to c1ght banks taken over by the Centrul
Bank. The directors were subsequently chisrged ta
court, In addition to the eight, two more banks that
were found 1o be in distress were given fime (o
recapitalise and restiucture their operations.

After the reviews, the CBN decided to start a new
regimée of reforms which seeks to review the current
banking model which was considered o have
exposed the banks to greater risks. The relorm was
built sround four pillars (CBN,_2010).
Enhancement ofthe quality of Barik.
Establishing financial system stabil iy,
Evolutionof healthy financial seciorn,
Ensuring that the financial sector contnbute
effectively to the development of the real
sector ol the cconomy.

PP e

It is hoped that the new reform will ensure offective
depositor protection and eflective regulation of
banks. The existing universal banking maodel ts to be
teviewed and anew model inlroduced.

Universal banking which allows banks o venture
mnto other subsectors of the financial system was
introduced in 2001. The policy expunded the range of
financial services banks can engage in, In addition o
traditonal banking services, universal banking
allows banks 10 engage iy investment banking and
other capital market acuvinies and msurance [t thus.
allows single bank to meel toral financial needs ol &
customer. This has greal implication for the
regulation of'the system (Ogonleve, 2000), Under (e
universal banking model, especially afrer
consolidation, Nigerin banks grow in size and
agpressively expanded their operations  both
domestic and imternational.

The new model retumns the sector 1o “narrow
banking™ in which retail banking is separated from
corporate banking, This s expected o fueilitate
betier risk mansgement and supervision, in addition
to iwolating risks associated with other activities
within the system. It is provided in the reform
docnments that banks wishing o hold interest in non-
bank mstitutions, must transform o non-operating
holding company to hold investment 1 he
subsidianes. Without holding company (HOL D CO.)




it will be mmpessible for banks 1o have direct
nwnership of non-bank subsidiaries.

The new model comes into effect in 201 1 amd consists
ol the following
«  Cilobalbank - N 100 billion capital required
o National Banks N25 billion capital
«  Reponal Banks (these are allowed 10 operate
i 5-10 comagious states) require NI15
bl lion share capital.
« Specialised Buanks Ginclude Morgage
Banks, MFBs, Interest Free Banks) are
required to have N5 billion capital.

Banks have already started taking position in
readingss for the implementation of the new banking
regime. Some banks have established a helding
company while some, like GTBank huve divested
from their subsidharies. One bank. Wema Bank, was
reported 1o be preparing to apply for license to operate
asregional bank.

Canclusions And Recommendations

From the foregoing, ene can conclude that weak
sipervision had contributed grently 1o the crisis in the
financial sectar The cost of the orisis to the Nigenan
ceotiomy 18 #lso enormous. This suggests a need for i
review. not only of the strueture of the bankimg
system, hut also of the regulatory architecture and the
rules and regulations that govern the operations of the
[inaneial system.

Umversul bonking mode] which the new structure
seeks o replace s pot completely 1o blame for the
crstss The new midel will also not be asolution if'the
remilatory system 15 weak, 18 s suggesied that a
comprehensive review ol the financial system be
conducted. In addition to the structure, all major
legislutions goverming banking business be reviewed
after which supervisory srchiteeture will be desiened
for the new svstem. The following Acts are to be
reviewed
o Bunks and Other Financial Institubions Act
(BOFLA )
o Central Bank of Nigeria Aot (CBNACT)
o Migeriin Deposit Insurance  Corporation
(NDICACT) '

Where necessary, other related acts ke the Securitics
and Investmemt Act should alse be appropriately
wirended.  Provisions should be made an un

e e
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appropriate legislation to make o difficult for any
povernment agency to change the banking system
without public debate and or recourse 1o the Mational
Assembly. This will prevent the agency from turninge
the country’s banking system into a laboratory fo
testing ideas held by leadership of the agency even
when such ideas may not be appropniate for the needs
of the country.

Gamg hand in hand with the review of the laws will

be a review of the supervisory architecture. It 18
recommended that the responsibility {or the
prudential supervision of the banking system be
delcgated 1oa specialised independent agency. It will
be the responsibility of the agency 1o 1ssue all the
needed prudentinl and other guidelines to help
strengthen the system and make it more efficient.
Though Central Bank will lose direct supervision of
the banking institution, it will sull retain
responsibility  for maintaming financial  stubility
meluding provision of liquidity support. This will be
imaddition to s role in the payment system.

Co-ordination of the aetivities of wll regulaory
agencies n the sector con be improved by the
establishiment of 3 coordinating council to replice
FSROC. The council should be mdependent of the
Central Bank with members drawn from each of the
repulatory  agencies, It should also have some
independent members. The churman of the councit.,
who should be a person of knowledge and high
inteprity, will be appomted by the President and
confirmed by the National Assembly,
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