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The banking sector witnessed a number of developments during the first half of 2009.
Chief amongst those developments were the expansion of some Nigerian deposit
money banks(DMBs)to other African countries through acquisition and opening of
foreign branches, the adoption of the International Financial Reporting Standards
(IFRS) by some licensed banks and the restoration of the licence of Savannah Bank by
the Court of Appeal. In addition, during the period under review, the Central Bank of
Nigeria (CBN) amongst other things, deployed Resident Examiners to deposit money
banks, rolled out policies to shore up the value of the Naira and also cut the lending
rates by banks. In the second quarter of the year, a new Governor was appointed for
the CBN following the expiration of the term of the serving Governor. These and
developments in the Foreign Exchange market as well as movement in interest rates
during the period have been reviewed. Other areas discussed in the report include
developments in the stock market.

Financial Condition and Performance of Insured Banks in the First and
Second Quarters of 2009

By Research & Off-Site Supervision Departments

The overall financial condition and performance of the insured banks during the second
quarter of 2009 relative to the first quarter of 2009 were mixed. The total assets of the
industry declined during the period under review. Similarly, there was a slight
deterioration in the ratio of non-performing credit to total credit during the period under
review. However, the banks were capitalized whilst 20 out of 21 of the banks had
liquidity ratio above the minimum regulatory requirement

Promoting Economic Inclusion In Nigeria: The Role Of Deposit Insurance

By G.A. Ogunleye, Managing Director/Chief Executive

The paper examines the role of deposit insurance in promoting financial inclusion in
Nigeria. It addresses this issue by examining the place of microfinance institutions in
enhancing financial inclusion of Nigerians.

Does Financial Reform Raise Or Reduce Savings? Evidence From Nigeria
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By Iganiga, B. O. & Enoma, A. 1. (Ph.D)
Department Of Economics, Ambrose Alli University Ekpoma, Nigeria

The importance of savings at individual, corporate and national level cannot be
overemphasized. Since the commencement of comprehensive financial sector reforms
in Nigeria in 1987, various instruments of financial reforms have been introduced to
mobilize savings. Against this background, this paper examines the effect of these
reforms over the years on savings in a matched pair approach of pre-reform and post-
reform eras using trend and regression analysis. The major importance of our findings
Is that though the Nigerian financial sector reforms arsenal is growing in terms of size
and instruments, its impacts on savings mobilization is still relatively thin. To this end,
the paper emphasizes the need for proper manipulation of relevant monetary tools. In
addition, financial sector reform programmes should be properly spaced and sequenced
and most importantly, should be complemented by stable macroeconomic conditions
and adequate regulatory and supervisory arrangements.

Gauging Nigeria In Rural Finance: A Survey Of Country-Experience 0020

By Dr. Haruna Mohammed Aliero, Department Of Economics, Faculty of Social
Sciences, Usmanu Danfodiyo University, Sokoto

The paper undertakes a survey of three Asian countries and one African country to
analyse the efforts made by these countries in rural financial market development.
Thereafter, Nigeria's efforts at varying degrees and attention were also reviewed. The
paper finally argues that there is a serious need for government intervention in Nigeria
to develop its rural financial market. Specifically, the paper recommends that a Rural
Financial Market Development Strategy be evolved as well as a body to regulate rural
finance.



REVIEW OF DEVELOPMENTS IN BANKING AND
FINANCE IN THE FIRST & SECOND QUARTERS OF 2009

BY

RESEARCH DEPARTMENT

1.0 INTRODUCTION

The banking sector witnessed a number of developments during the first
half of 2009. Amongst those developments were the expansion of some
Nigerian deposit money banks(DMBs)to other African countries through
acquisition and opening of foreign branches, the adoption of the
International Financial Reporting Standards (IFRS) by some licensed banks
and the restoration of the licence of Savannah Bank by the Court of
Appeal. In addition, during the period under review, the Central Bank of
Nigeria (CBN) amongst other things, deployed Resident Examiners to
deposit money banks, rolled out policies to shore up the value of the Naira
and also cut the lending rates by banks. In the second quarter of the year,
a new Governor was appointed for the CBN following the expiration of the
term of the serving Governor. At the international scene, Liberia joined

Africa Finance Corporation.

Details of these developments and many others as well as the report on
interest rates on major financial instruments, the Naira exchange rate and

the average performance of quoted banks’ shares on the floor of the



Nigerian Stock Exchange (NSE) for the first half of 2009 are presented

below.

2.0 Expansion of Operations of Nigerian Banks Abroad
During the period under review, United Bank for Africa (UBA) plc acquired

56.4% shares of Continental Bank of Benin, Benin Republic. That
development according to UBA Plc marked its commencement of full scale
banking operations in the French West African country. The shares were
formerly owned by the Government of Benin Republic. The acquisition of
shares of Continental Bank of Benin was approved by the Central Bank of

Nigeria (CBN) and the Banking Commission UEMOA of Republic of Benin.

During the same period, Ecobank Group launched its banking operations in
Kampala, Uganda. That brought to 26 the number of countries in Africa in
which the bank has affiliates. According to a statement from the bank, the
launch would enable banking services to be easily accessed within the East
African Community (EAC) partner states namely, Uganda, Rwanda, and

Burundi where the bank already had visible presence.

In a related development, First Bank of Nigeria (FBN) Plc secured approval
from the China Banking Regulatory Commission (CBRC) to operate in
China. According to a statement from First Bank, the approval came after a
thorough due diligence process. This development provides First Bank of
Nigeria a solid foothold in the Asian region and the platform to blaze the
trail and provide both traditional and innovative financial services to the

government and people of China.



Similarly, CBRC approved Oceanic Bank’'s application to open a
representative office in Beijing, China’'s capital city. According to the
Management of the bank the move to have a representative office in
China, was borne out of the fact that the bank wants to service its Chinese
clients better and also leverage on the growth fundamentals of the Chinese

economy.

Trade analysts are of the view that the entry of First Bank and Oceanic
Bank into the Chinese market will ease banking operations between
Nigeria's growing business community in China and their Chinese
counterparts. In addition, these developments have further brought to the
fore the cross-border issues which should be of paramount importance to

the regulators in general and the Corporation in particular.

3.0 Resident Examiners Deployed to Banks by the CBN
During the period under review, the CBN deployed Resident Examiners

(REs) to banks as part of its measures to closely monitor activities in the
licenced banks in order to ensure a continued healthy state of banking
system. According to the CBN, the REs were to monitor the observance of
safe and sound banking practices and compliance with bank laws, rules,
regulations, and guidelines/circulars issued by the CBN. They were also to
continuously monitor and assess the banks’ financial condition and risk

management systems through participating in meetings as observers,



review of management reports and discussions with banks’ officials as and
when necessary. The REs were also authorized to attend banks’ Board and
Management meetings (including committees) as observers without
hindrance; query banks systems as and when necessary and carry all other

functions necessary to accomplish the objectives of supervision of banks.

Although the apex bank had barred banks from giving any form of
gratification, entertainment or remuneration to the REs, some stakeholders
were of the view that the CBN should rotate the REs. Some believed that
except the resident examiners were rotated, they stood the risk of being

compromised by banks.

4.0 Savannah Bank’s Operating Licence Restored By

Court of Appeal
Seven (7) years after the Central Bank of Nigeria (CBN) revoked the

operating licence of Savannah Bank, the Court of Appeal sitting in Abuja
ordered that the operating licence of the bank be restored. It would be
recalled that the bank’s licence was withdrawn by the CBN on February 15,
2002 over issues bordering on unethical business conduct and unhealthy
financial condition. Following that development, the official liquidator,
Nigeria Deposit Insurance Corporation (NDIC), formally handed over the
premises of Savannah Bank Plc to its owners so that the bank could
commence stock taking and the process of reopening the financial

institution.



5.0 Banks Engaged in De-Marketing Tactics

In what was suspected to be a build-up to the March 31 financial year-end
for majority of the banking institutions in the country, some banks, in a bid
to outsmart one another by way of accumulating deposits, resorted to de-
marketing tactics. De-marketing is a term used to describe competitors
trying to pull down one another by spreading destructive rumours about
others. The recent round of rumours was suspected to have been initiated
by some banks and stockbrokers though the identities of those responsible
for the rumours remained unknown. The major tool of the de-marketing
tactic was SMS where messages are sent stating that some banks are

distressed or unsound.

6.0 Guidelines For Non-Interest Banking Released By the CBN

The Central Bank of Nigeria (CBN) released a draft framework for the
regulation and supervision of non-interest banks in the country. This was
sequel to the increasing number of banks and other financial institutions
desiring to offer Islamic compliant products and services in Nigeria. The
CBN in a circular noted that the objective of the framework was to provide
minimum standards for the operation of non-interest banking in the

country.

A non-interest bank is a bank which transacts banking business, engages in
trading, investments and commercial activities, as well as the provision of
financial products and services in accordance with the principles and rules

of Islam jurisprudence. Transactions and contracts under this type of



banking were non-permissible if they involve interest, gambling,

speculation, unjust enrichment, exploitation among others.

The document was issued as an exposure draft for comments, suggestions
or inputs by stakeholders. The guidelines, which were being issued
pursuant to Section 28 (1) (b) of the CBN Act 2007 and the provisions of
the Banking and Other Financial Institutions Act (BOFIA 1991 as
amended). Amongst other things, banks offering non-interest banking
products and services shall were not to include the words, “Islamic” as part
of their registered or licensed name. They would, however, be recognized
by a uniform logo to be designed and approved by the CBN. The CBN
would require all the banks’ signages and promotional materials to carry

the logo to facilitate recognition by customers.

On the issue of financial reporting, the framework emphasized that all non-
interest banks operating in the country must comply with the Generally
Accepted Accounting Principle (GAAP) codified in local standards issued by
the Nigerian Accounting Standards Board (NASB) and the International
Financial Reporting Standards (IFRS)/International Accounting Standards
(IAS). For transactions, products and activities not covered by these
standards, the relevant provisions of the Financial Accounting Standards
(FAS) issued by the Accounting and Auditing Organisation for Islamic
Financial Institutions (AAOIFI), would apply.



7.0 Banks Agreed To Adopt A Common Year-End

During the period under review, the Bankers’ Committee which comprises
all the 24 banks’ Managing Directors/CEQOs, top executives of the Central
Bank of Nigeria (CBN) and the Nigeria Deposit Insurance Corporation
(NDIC) unanimously agreed to implement a common accounting year-end
beginning from December 31, 2009. According to the Governor of CBN, the
agreement was aimed at getting Nigerian banks to make full disclosure of
their exposures to risks in the financial sector, which invariably, would also

encourage greater transparency in the sector.

8.0 Update On CBN Lending Window

In the first quarter of the year, the CBN reviewed some policy guidelines in
respect of its continued efforts to ensure that the banking system remained
liquid despite the global financial crisis. The main ones included the
following:

Standing Lending Facility (SLF) Window

@ The daily Standing Lending Facility (SLF) of the CBN was made
open to all the deposit money banks (DMBs) and the Discount
Houses (DHS).

@ The rate for accessing this was to remain the CBN’s Monetary
Policy Rate (MPR), while the eligible collateral would continue to
be the Federal Government securities.

Repurchase Facility Window

@ The Repurchase (REPO) window of the CBN was made open to all

participants of the money market. This facility would be available



up to a maximum tenor of 90 days, while the eligible collateral
remains the Federal Government Securities.

@ The rate on the REPO window was still bench-marked to the CBN
MPR plus appropriate basis points to reflect the different tenors.

Expanded Discount Window (EDW)

In order to further expand the scope of liquidity injection into the

money market, the eligible collateral for accessing facility from the

EDW were to include non-FGN securities as follows:

* State Government Bonds

* NDIC Accommodation Bills

* Bankers’ Acceptances

* Guaranteed Commercial Papers

* Promissory Notes

@ Transactions on the EDW would continue to be for tenors
not exceeding 360 days whilst the rate on the EDW would
continue to be bench-marked to the CBN Monetary Policy
Rate (MPR) + appropriate basis points.

@ All DMBs/DHs were to have unfettered access to these
windows to meet their liquidity needs so long as they satisfy
the minimum regulatory requirements. However to prevent
arbitrage opportunities, any DMB/DH that obtained funds
from any of the CBN’'s lending windows would not be
allowed to, simultaneously, place funds in the inter-bank

money market.
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@  Any institution that engages in lending activities in the inter-bank
money market, having accessed the CBN window would be
sanctioned appropriately. Sanctions would include denial of access to
the CBN window for a period of 3 months in the first instance, and
for six months for the second time, while the third time offence
would attract a 12-month suspension from CBN’s money market
window. In addition, the institution would be made tol forfeit the

profits it would have made on the transaction.

9.0 Licenced Banks Adopted New Reporting Standards

During the period under review, some deposit money banks adopted the
International Financial Reporting Standards (IFRS) in the preparation of
their financial statements. The banks included Access Bank PLC, First Bank
PLC, UBA PLC and Zenith International Band PLC. The IFRS is a standard of
financial reporting and disclosure which is recognized globally/worldwide
that forms the basis of presentation of Audited Financial Statements for
global institutions. IFRS promotes transparency and enhances the reliability

of a financial statement.

The adoption of IFRS by the banks would ensure that the banks’ financials
are comparable to all other global institutions and therefore provide an
objective basis for making investment and economic decisions to a more
diverse base of investors. Also, the adoption of IFRS by the bank would
enhance shareholders’ value and bring added benefits to its business

relationships with numerous overseas correspondent banks, multilateral
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organisations and international investors that require financial statements

to make informed decisions about the bank.

In order to ensure compliance with all local laws and regulations, these
banks were to continue to prepare financial statements that meet the
requirements of all relevant accounting standards and Generally Accepted
Accounting Principles (GAAP), especially Statements of Accounting
Standards (SAS) of the Nigerian Accounting Standards Board (NASB)

alongside IFRS financial statements.

10.0 Two Banks Selected To Administer The Agricultural
Credit Scheme
During the period under review, the CBN selected two banks, namely, First

Bank of Nigeria (FBN) PLC and United Bank for Africa (UBA) PLC to
administer funds of the commercial agricultural credit scheme. The scheme
which would be financed from proceeds of the =N= 200 billion agricultural
bond, was a collaboration between the CBN and the Federal Ministry of
Agriculture and Water Resources, and was aimed at promoting commercial
agricultural enterprises in Nigeria. The bond would be floated by the Debt

Management Office (DMO) on behalf of the Federal Government.

In the guidelines released by the CBN, it was stated that the fund would be
made available to the participating banks to finance commercial agricultural
enterprises. Some of the commodities that would be financed through the

scheme include rice, cassava, cotton, oil palm, wheat, rubber, sugar cane,
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fruits and vegetables, livestock like dairy, poultry, piggery, as well as

fisheries.

11.0 Inter-bank Market For Micro-finance Banks Commenced

The Inter-Bank Market for Micro-Finance Banks was formally launched
during the period under review. The market had operated in the past few
months with the pioneer members trading actively among themselves, with
volumes of over N100 million. With the formal launch of the market, all

industry operators can now participate without any hindrance.

The Inter-Bank market was developed by the Financial Derivatives
Company as the project promoters and Kakawa Discount House as the
Settlement Institution. The market was launched because of the fact that
microfinance institutions with a single funding base face greater exposure

and vulnerability to the effects of exogenous shocks and market volatility.

It was expected that through the market, the country’s microfinance
institutions would be transformed into direct players in the Nigerian money
market. The market would provide opportunity for increased mobility of
funds among microfinance banking institutions thereby reducing their cost

of funds while improving their net interest margin.

12.0 Wema Bank Plc Acquired By Core Investors
A new core investor, XWH Investment Limited, acquired a total of 2.7

billion warehoused shares of Wema Bank Plc, representing 26.50 percent
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of the bank’s issued and paid-up share capital during the period under
review. The acquisition was done through a cross-deal on the floor of the
Nigerian Stock Exchange (NSE). The warehoused shares were a portion of

the holding of the O’'dua Investment Company Limited.

Odua Investment Company Limited, the founding investor of Wema bank
Plc, had planned to reduce its stake in the company from 40 percent to 10
percent in line with the directive from Central Bank of Nigeria (CBN) during
the consolidation programme that public (federal and state governments)
interest in banks should not be more than 10 percent post-consolidation.
As a result, 38.5 million ordinary shares of the bank were offered as a
special sale on the floor of the Nigerian Stock Exchange (NSE) last year.
But the sale was characterized by irregularities under the former
management of the bank and that led to the decision of regulatory

authorities to warehouse the shares.

13.0 Final Licence Granted To XDS Credit Bureau Limited By the
CBN
The Central Bank of Nigeria (CBN) during the period under review granted
final operating licence to XDS Credit Bureau Limited to carry on its work as
a credit bureau. The licence was granted in line with the CBN Act 2007
which empowers the CBN Governor to award licences to worthy
organizations. The credit bureau was granted the licence having met all
specified requirements such as sufficiency of equity, governance structure,

expertise of operational staff and internal controls.
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14.0 New Governor Appointed for Central Bank Of Nigeria (CBN)

President Umaru Yar’Adua appointed Mr. Sanusi Lamido Aminu Sanusi as
the new Governor of Central Bank of Nigeria (CBN). Mr. Sanusi replaced
the former Governor, Professor Charles Soludo, whose tenure expired on
3" June, 2009. Until his recent appointment, Mr. Sanusi was the Group

Managing Director (GMD), First Bank of Nigeria (FBN) Plc.

Born in 1961, Mr. Sanusi holds degrees in Economics from Ahmadu Bello
University, Zaria and Shariah and Islamic Studies from the International

University of Africa, Khartoum, Sudan.

15.0 New Managing Director Appointed For First Bank Of Nigeria
(FBN) Plc

The Governance Committee of the First Bank of Nigeria (FBN) Plc’'s Board
of Directors appointed Mr. Stephen Olabisi Onasanya, Executive Director,
Banking Operations & Retail Services as the bank’s new Group Managing
Director/Chief Executive Officer (CEO). Mr. Onasanya succeeded the bank’s
former GMD, Mr. Lamido Sanusi, who was recently appointed the Governor
of the Central Bank of Nigeria (CBN).

16.0 Liberia Joined Africa Finance Corporation (AFC)
Liberia signed the Instrument of Accession and Acceptance of Membership
of the Africa Finance Corporation (AFC) and by that action became the

newest member of the Corporation. Liberia has thus joined other African
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nations such as Nigeria, Guinea-Bissau, Gambia and Sierra Leone in the
AFC, an organization that was initiated by the former Governor of the

Central Bank of Nigeria (CBN) Professor Chukwuma Soludo.

17.0 The Central Bank Of Nigeria (CBN) Specified Accounting
Period for Banks
During the period under review, the CBN specified the maximum and
minimum number of months that will constitute the accounting period for
banks for the purpose of compliance with the common accounting year-end
scheduled to take effect from 31%' December, 2009. According to the apex
bank, a maximum accounting period of 18 months and a minimum
accounting period of 6 months are allowable as a full accounting year for

the policy.

As specified in the circular, banks whose year-ends do not coincide with
December 31, should inform the CBN of the number of months to be
covered by their next audited accounts bearing in mind the maximum and

minimum accounting period stated above.
A financial or accounting year-end usually refers to the period used for

calculating the annual financial statements of corporate entities or other

organisations.
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18.0 Interest Rates
The average interest rates prevailing in the system during the first half of

2009 are presented in Table 1.1

Table 1.1

AVERAGE INTEREST RATES FOR FIRST HALF OF 2009

Rates (%0) Increase/ (D
Financial January | February | March April May June ecrease)bet
Instrumen | 2009 2009 2009 2009 2009 2009 | Wveen
t January and
June
6.25 6.25 6.25 6.25 6.25 6.25 0.0
Savings
4.00 15.88 13.88 12.38 13.5 14.25 10.25
Call
8.25 17.12 17.08 16.02 14 18 9.75
7-Day
14.28 18.04 0.00 17.79 15.50 18.83 4.45
30-Day
60-Day 15.33 18.45 20.29 18.35 15.59 19.5 4.17
90-Day 15.54 18.20 20.58 18.28 16.42 19.88 4.34
15.92 18.33 20.88 18.42 16.84 20.17 4.25
180-Day
15.83 18.37 20.88 18.29 17.17 20.25 4.42
360-Day
24 24 24 24 24 24 0.0
Prime
Lending
9.50 9.5 9.75 8.0 8.0 8.00 (1.50)
MPR
9.50 9.5 5.24 6.12 7.45 6.24 (3.26)
T/Bills Rate
10.7 10.7 10.7 10.75 10.75 11.5 0.8
FGN Bond

Source: NDIC Market Survey

As shown in Table 1.1, rates on all types of deposits increased significantly
except for rates on Savings deposit which was stagnant for the six month
period. Paradoxically, the MPR, the rediscount rate, was down by 1.50

percentage points during the same period whilst the payable rate on
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government bills reduced by 3.26 percentage points. The changes in the

deposits rates during the period under review were due to market forces.

19.0 The Naira Exchange Rate
During the period under review, the CBN rolled out several rules,
regulations and policy guidelines to shape activities in the foreign exchange
market. Amongst the main ones, the CBN reverted to the Retail Dutch
System in intervening in the foreign exchange market as against the
Wholesale Dutch Auction System formerly in use. Other major policy

guidelines included the following:
- Funds purchased from CBN at the Auction could be used for eligible
transactions only, subject to stipulated documentation requirements.
Such funds were not allowed to be transferable in the inter-bank

foreign exchange market.

- Authorised Dealers were expected to return to the Central Bank of
Nigeria any unutilized funds within five (5) business days after
delivery, at the rate of purchase.

- Reduction In Forex Net Open Position (NOP) Of Banks from 10% to
1% of shareholders funds

- The Central Bank of Nigeria (CBN) barred oil firms, oil service
companies, the Nigerian National Petroleum Corporation (NNPC), the

Nigerian Ports Authority (NPA) and other government agencies from
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selling foreign exchange directly to commercial banks in the
country.. The ban which became effective from March 1, 2009, had
made the apex bank the only source of foreign exchange to banks
that bid on behalf of their clients at the Retail Dutch Auction System
(RDAS) which holds bi-weekly

- Deposit ,money banks were to apply for Bureaux De Change (BDC)
licences as a means of plugging all the loop holes in the system

- Bureaux de Change operators were classified into two: Class “A” and
Class “B”. Under the new guidelines, only Class A operators were
allowed to participate in the sale and purchase of foreign exchange;
prepaid cards; travelers’ cheques; have the authority to import
foreign exchange (subject to compliance with anti-money laundering
requirements); transfer money and participate in the CBN foreign
exchange cash auction.

@ Class A operators must have a minimum paid-up capital
of N500 million verifiable at all times. They must also
maintain a mandatory deposit with the CBN of
$200,000.00 that is non-interest bearing; must pay a
non-refundable application fee of N1 million, and an
annual renewal fee of N250,000.00. Class A operators
were also required to maintain IT infrastructure that
enables them to make daily returns to CBN.

@ Class B operators could buy and sell foreign exchange
provided they do not exceed $5,000.00 per transaction.

They could also source foreign exchange from
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autonomous sources.

According to the CBN,

these

guidelines were designed to promote efficiency and

effectiveness in the foreign exchange market.

Business travelers entitled to the Business Travel Allowance (BTA)

were barred from obtaining Private Travel Allowance (PTA) while on

the same trip and vice versa.

The above policy guidelines were expected to exert some positive

influence on the Naira Exchange rate during the period under

review. Presented in Table 1.2 are the Naira exchange rates in

different segments of the market.

Table 1.2
NAIRA EXCHANGE RATE IN THE FIRST HALF OF 2009

Market Segment

Exchange Rate (N to US$)

%change in the N/US$
Exchange Rate betwee

January and June, 200¢

January 2009 February March 2009 April 2009 May 2009
June 2009
2009

2.01

WDAS 143.8 145.5 146.08 146.215 146.75

145.84
Bureaux 13.3
De Change 146.3 150.75 166.25 147.83 178.25 168.75
12.94
Parallel Market 148 151.75 169 149 180.5 170

(PM)

Source: NDIC Market Survey

A review of the developments in the foreign exchange market in the first

half of 2009 indicated that there was relative stability in official (RDAS)



segment of the market throughout the period with the Naira marginally
depreciating from N143.8 to $1 in January 2009 to N146.75 to $1 as at the
end of June 2009 depicting a depreciation of 2.001%. That was still within
the -/+3%band targeted by the CBN. However, at the Bureau De Change
(BDCs) and Parallel Market the Naira sharply depreciated by 13.3% and
12.94% respectively probably as a result of inadequate supply to these
market occasioned by the strings of new policy guidelines put in place by
the CBN.

2.43 PERFORMANCE OF INSURED BANKS QUOTED ON THE
NIGERIAN STOCK EXCHANGE (NSE)

Statistics on the performance of insured banks’ share on the Nigerian Stock
Exchange as at June 22, 2009 are presented in Table 1.3. As evidenced
from the table, 21 insured banks had their shares traded on the stock
exchange. Ecobank Bank Plc was the price leader during the period under
review with a quoted price of 2796 kobo. Other banks that followed
included First Bank of Nigeria Plc (2081kobo), Union Bank Plc (1805 kobo),
Zenith Bank Plc (1604kobo) (United Bank for Africa (1155kobo) and GT
Bank (1300).

As can be observed from Tablel.3, the share prices of 16 banks were on
the upward trend during the period under review. That may be regarded as
are re-bound of those stocks given the collapse experienced in the past
quarters. The prices hares of three bank stocks via: Fidelity BANK,

Firstinland Bank and Wema Bank were on the decline whilst the share
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prices of Ecobank and Spring Bank remained dormant throughout the

period under consideration.

Table 1.3

Performance of Insured Banks’ Shares on the Nigerian Stock Exchange (NSE)
As At June 22, 2009 (With the comparative statistics of January 23, 2009)

Price

BANK Par Quotation Change Year's Year's Earnings Price/Earning

value k) Increase/ High Low /share Ratio (%)

k) Decrease k) (3] k)

Jan June

ACCESS BANK NIGERIA PLC 50 477 950+ 473 730 477 1.34 3.56
AFRIBANK NIGERIA PLC 50 614+ 905+ 291 961 614 1.24 4.95
DIAMOND BANK NIGERIA PLC 50 441+ 952+ 511 748 441 1.16 3.80
ECOBANK NIG. PLC 50 2,796 2,796 0 2796 2796 1.04 26.58
FIDELITY BANK PLC 50 415- 392- -23 469 415 0.47 8.83
FIRST BANK OF NIG. PLC 50 1,657+ 2220+ 563 2111 1657 1.81 9.15
FIRST CITY MONUMENT BANK PLC 50 391+ 870+ 479 615 391 1.17 3.34
FIRSTINLAND BANK PLC 50 338- 278- -60 445 338 0.47 7.18
GUARANTY TRUST BANK PLC 50 919+ 1300+ 381 1300 919 1.94 4.74
INTERCONTINENTAL BANK PLC 50 714+ 1234+ 520 1346 714 2.28 3.13
OCEANIC BANK PLC 50 777+ 821+ 44 1205 777 1.86 4.18
PLATINUMHABIB BANK PLC 50 610+ 760+ 150 1024 610 1.12 5.45
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Price

BANK Par Quotation Change Year's Year's Earnings Price/Earning
value (3] Increase/ High Low /share Ratio (%)
k) Decrease k) k) k)
Jan June
SKYE BANK PLC 50 444+ 719+ 275 859 444 2.03 2.19
SPRING BANK PLC 50 559 559 0 559 559 0.00 0.00
STANBIC IBTC BANK PLC 50 527+ 817+ 290 1090 527 0.56 9.41
STERLING BANK PLC 50 188 229 41 242 188 0.32 5.88
UBA PLC 50 858+ 1439+ 581 1340 858 1.89 4.54
UNION BANK NIG. PLC 50 1,262+ 1805+ 543 1627 1262 1.99 6.34
UNITY BANK PLC 50 187+ 258+ 71 300 187 0.09 20.78
WEMA BANK PLC 50 1,429+ 416+ -1013 1429 1429 0.55 25.98
ZENITH BANK PLC 50 1,419+ 1,604+ 185 2200 1419 2.62 5.42

Source: The Nigerian Stock Exchange, Lagos
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FINANCIAL CONDITION AND PERFORMANCE OF INSURED BANKS
IN THE FIRST AND SECOND QUARTERS OF 2009

BY

RESEARCH & OFF-SITE SUPERVISION DEPARTMENTS

1.0 INTRODUCTION

The condition and performance of the insured banks were mixed during
the period under review. Total assets of the banks declined from N14.93
trillion as at the end of the first quarter of 2009 to N14.80 trillion as at the
end of the second quarter of 2009, representing a decrease of 0.88
percent. The industry total loans and advances increased by 4.15 percent,
from N6.26 trillion as at the end of March 2009 to N6.52 trillion as at the
end of June 2009. Non-performing credits increased by 29.85 percent from
N494.01 billion as at the end of March 2009 to N641.48 billion as at the
end of June 2009. This impacted negatively on the overall industry’s asset
guality as typified by the increase in the ratio of Non-performing Credits to
Total Credits from 6.61 percent as at March 2009 to 8.36 percent as at
June 2009. Profit before tax (PBT) which amounted to N164.40 billion as at
the end of the first quarter of 2009 declined significantly by 42.97 percent
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to N93.75 billion as at the end of the second quarter of 2009. The capital
to risk-weighted asset ratio increased by 0.10 percentage points from
22.52 percent at the end of March 2009 to 22.42 percent at the end of
June 2009. The industry average liquidity ratio also increased slightly by
2.59 percentage points from 37.72 percent as at the end of March 2009 to
40.31 percent as at the end of June 2009.

Apart from this introduction, the rest of the paper is divided into three
sections. Section 2 presents the structure of assets and liabilities of the
banking industry, while section 3 examines the financial condition of

insured banks. Section 4 concludes the paper.

2.0 STRUCTURE OF ASSETS AND LIABILITIES

The total assets of the banking industry declined slightly from N14.93
trillion as at the end of March 2009 to N14.80 trillion as at the end of June
2009. The structure of banks’ total assets and liabilities as at the end of the
first and second quarters of 2009 are presented in Table 1 and Charts 1A &
1B below.
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TABLE 1

STRUCTURE OF BANKS’ ASSETS AND LIABILITIES
AS AT THE END OF MARCH AND JUNE 2009

Assets (26) 1t 2nd Liabilities (26) 1t 2nd
Quarter | Quarter Quarter | Quarter
2009 2009 2009 2009
Cash & Due from
Other Banks 17.36 15.45 Deposits 58.22 59.08
Inter-bank 8.46 5.98 Inter-bank Takings 4.34 3.35
Placement
Government
Securities 4,12 4.90 CBN Overdraft 0.86 0.47
Other Short-term
Funds 5.82 4.88 Due to Other Banks | 0.58 0.49
Other Borrowed
Loans & Advances | 41.92 44.04 Funds 0.00 0.00
Investments 9.88 11.77 Other Liabilities 14.76 14.27
Other Assets 8.44 8.73 Long-term Loans 1.92 2.63
Shareholders’
Fixed Assets 4.00 4.26 Funds 1.43 1.46
(Unadjusted)
Reserves 17.88 18.25
Total 100.00 | 100.00 | Total 100.00 | 100.00

Source: Bank Returns

NOTE: TOTAL ASSETS (=N= TRILLION) 1ST QUARTER OF 2009 14.93 2ND QUARTER OF 2009 14.80

OFF-BALANCE SHEET (As a Proportion of Balance Sheet Items) 23.84 %

%
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CHART 1 A: STRUCTURE OF BANKS' ASSETS FOR THE 1ST AND
2ND QUARTERS OF 2009

1st gtr 2009 2nd Qtr 2009

OCash & Due from Other Banks BWInterbank Placements

OGovernment Securities OOther Short-term Funds
B Loans & Advances/Leases OlInvestments
W Other Assets OFixed Assets
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CHART 1 B: STRUCTURE OF BANKS' LIABILITIES FOR THE 1ST AND 2ND QUARTERS OF 2008
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OShareholders' Funds (Unadjusted) B Reserves
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Like other previous quarters, the largest proportion of total assets during
the second quarter of 2009 was Loans & Advances, which accounted for
44.04 percent. That was higher than its share as at the end of the first
guarter when it recorded 41.92 percent of the total assets. The relative
share of Cash & Due from Other Banks declined from 17.36 percent as
at the end of March 2009 to 15.45 percent as at the end of June 2009,
which represents a decrease of 1.91 percentage points. Thus, it retained its
position as the second largest component of total assets. Total
Investment which constituted 9.88 percent of total assets in the first
guarter of 2009 retained its third position on the log, as its contribution
even increased by 1.89 percentage points to 11.77 percent in the second
guarter of 2009. However, Inter-bank Placements, which was the
fourth largest component of total assets at the end of the first quarter of
2009 with a contribution of 8.46 percent, declined to 5.98 percent as at the
end of the second quarter of 2009. The share of Other Assets increased
from 8.44 percent as at March 2009 to 8.73 as at June 2009. Similarly, Net
Fixed Assets also increased in its contribution to total assets from 4.00 as
at the end of the first quarter of 2009 to 4.26 percent as at the end of the
second quarter of 2009. On the other hand, Other Short-term Funds which
had a share of 5.82 percent as at the end of the first quarter of 2009

declined to 4.88 percent as at the end of the second quarter of 2009.

On the liabilities side of the balance sheet, Deposits accounted for 58.22

percent of the total as at the end of March 2009. That was slightly lower
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than its contribution of 59.08 percent at the end of June 2009. The second
largest liability of the banking industry as at the end of the March 2009 was
Other Liabilities which accounted for 14.76 percent. That was 0.49
percentage points higher than its contribution in the second quarter of
2009. Other sources of funding in the industry during the second quarter of
2009 included the following: Inter-bank Takings (3.35%); Due to
Other Banks (0.49%); Long-term Loans (2.63%); Shareholders’
Funds (1.46%); and Reserves (18.25%).

3.0 ASSESSMENT OF THE FINANCIAL CONDITION OF INSURED
BANKS

3.1 Asset Quality

The industry’s total loans and advances increased by 4.15 percent from
N6.26 trillion as at the end of March 2009 to N6.52 trillion as at the end of
June 2009. However, the quality of those assets deteriorated slightly
during the same period. Table 2 and Chart 2 present the indicators of
insured banks’ asset quality for the first and second quarters of 2009. Non-
performing Loans increased by 29.85 percent from N494.01 billion as at
the end of the first quarter of 2009 to N641.48 billion as at the end of the
second quarter of 2009. The proportion of Non-performing Credit to Total
Credit increased from 6.61 percent at the end of March 2009 to 8.36

percent at the end of June 2009. But, the proportion of Non-performing
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Loans to Shareholders’ Funds declined by 4.90 percentage points from
17.27 percent as at the end of March 2009 to 22.17 percent as at the end
of June 20009.

TABLE 2

INDICATORS OF INSURED BANKS’ ASSET QUALITY FOR
THE FIRST AND SECOND QUARTERS OF 2009

Industry

Asset Quality
Indicator (%20) 1st Quarter of 2009 2nd Quarter of 2009

Non-performing Credit to
Total Credit 6.61 8.36

Provision for Non-

performing Loans to
Total Non-performing 81.40 76.55
Credit

Non-performing Credit to
Shareholders’ Funds 17.27 22.17

Source: Bank Returns
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CHART 2: INSURED BANKS' ASSET QUALITY FOR THE 1ST
AND SECOND QUARTERS OF 2009

90+

1st Qtr of 2009 2nd Qtr of 2009

ONon-performing Credit to total Credit
@ Provision for Non-performing Loans to non-performing Credit
ONon-performing Credit to Shareholders' Funds

3.2 EARNINGS AND ROFITABILITY

The banking industry recorded a significant decline of 14.33 percent in
Interest Income from N597.70 billion in the first quarter of 2009 to
N512.06 billion in the second quarter of 2009. Similarly, Non-Interest
Income declined by 19.40 per cent from N203.20 billion in the first
quarter of 2009 to N163.80 billion as at the end of the second quarter of
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2009. Following the same trend, Operating Expenses declined from
N368.67 billion as at the end of March 2009 to N328.71 billion as at the
end of June 2009. Notwithstanding the latter, Total Profit Before Tax (PBT)
of the banking industry declined significantly by 42.97 percent from
N164.40 billion as at March 2009 to N93.75 billion as at June 2009. Table 3
and Chart 3 present the Earnings and Profitability Indicators for the

first and second quarters of 2009.

TABLE 3

EARNINGS AND PROFITABILITY INDICATORS FOR THE FIRST AND SECOND
QUARTERS 2009

Industry
Earnings/Profitability
Indicator 15t Quarter of 2009 | 2" Qtr of 2009
Interest Income (=N= Billion) 597.70 512.06
Non-Interest Income (=N= 203.20 163.80
Billion)
Operating Expenses (=N= Billion) 368.67 328.71
Profit Before Tax (=N= Billion) 164.40 93.75
Return on Assets (%) 1.10 0.63
Return on Equity (%) 5.81 3.28
Net Interest Margin (%) 3.28 2.57
Yield on Earning Assets (%) 6.10 5.22

Source: Bank Returns
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CHART 3: INSURED BANKS' EARNINGS AND
PROFITABILITY FOR FIRST AND SECOND QUARTERS OF
2009

1st Qtr of 2009 2nd Qtr of 2009

OReturn on Assets B Return on Equity

OYield on Earning Assets O Net Interest Margin

Following the decline in profitability, the industry’'s Return on Assets
(ROA) declined by 0.47 percentage points from 1.10 percent in March
2009 to 0.63 percent in June 2009. Similarly, Return on Equity (ROE)
also declined from 5.81 percent as at the end of March 2009 to 3.28
percent as at end of June 2009. Similarly, the Yield on Earning Asset
(YEA) also witnessed an appreciable decline from 6.10 as at March 2009
to 5.22 percent as at June 2009, representing a decline of 0.88 percentage

points.



3.3 LIQUIDITY PROFILE

The industry’s average liquidity ratio increased during the second quarter
of 2009 relative to the first quarter of 2009. Table 4 presents the indicators
of insured banks’ liquidity profile for the first and second quarters of 2009.
The average liquidity ratio increased from 37.72 percent as at the end of
March 2009 to 40.31 percent as at the end of June 2009. Thus, as at the
end of the period under review the ratio remained higher than the 40

percent minimum regulatory requirement.

TABLE 4

INDICATORS OF INSURED BANKS’ LIQUIDITY PROFILE FOR
THE FIRST AND SECOND QUARTERS OF 2009

Period

Liquidity

1% Quarter of 2" Quarter of

2009 2009
Average Liquidity Ratio (%) 37.72 40.31
Net Loans to Deposit Ratio (%) 81.35 82.10
Inter-bank Takings to Deposit Ratio 7.45 5.68
(%)
No. of Banks with Liquidity Ratio of
Less than the prescribed 40% 3 1

Source: Bank Returns
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From Table 4, it can be observed that the industry slightly reduced its
dependence on inter-bank takings as the ratio of Inter-bank Takings to
Deposits declined by 1.77 percentage points from 7.45 percent as at March
2009 to 5.68 percent at the end of June 2009. The number of banks that
could not meet up with the liquidity ratio of 40 percent prescribed by the
regulatory authorities also declined from 3 in the first quarter of 2009 to 1

in the second quarter of 2009.

3.4 CAPITAL ADEQUACY

On the aggregate, the banking industry remained adequately capitalized as
at the end of the second quarter of 2009. The average Capital to Risk
Weighted Assets Ratio far exceeded the required minimum of 10 percent.
Thus, the industry required no additional capital. Table 5 and Chart 4
below show insured banks’ capital adequacy positions as at the end of
March and June 2009.
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TABLE 5

INDICATORS OF INSURED BANKS’ CAPITAL ADEQUACY POSITION FOR THE
FIRST AND SECOND QUARTERS OF 2009

Capital Adequacy Indicator Period
15 Quarter of | 2" Quarter of
2009 2009
Capital to Risk Weighted Asset Ratio 22.51 22.42
(%)
Capital to Total Asset Ratio (%) 18.94 19.33
Adjusted Capital to Loan Ratio (%) 40.22 40.72

Source: Bank Returns
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CHART 4: INSURED BANKS' CAPITAL ADEQUACY FOR THE
FIRST AND SECOND QUARTERS OF 2009
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On the one hand, the Capital to Risk Assets Ratio increased slightly by
0.09 percentage points from 22.42 percent as at the end of March 2009 to
22.51 percent as at the end of June 2009. On the other hand, the Ratio of
Capital to Total Assets for the industry decreased from 19.33 percent in
March 2009 to 18.94 percent in June 2009. Similarly, the Adjusted
Capital to Loan Ratio declined from 40.72 percent as at the end of the
first quarter of 2009 to 40.22 percent as at the end of the second quarter
of 2009.
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4.0 CONCLUSION

The overall financial condition and performance of the insured banks
during the second quarter of 2009 relative to the first quarter of 2009 were
mixed. The total assets of the industry declined during the period under
review. Similarly, there was a slight deterioration in the ratio of non-
performing credit to total credit during the period under review. In terms of
earnings and profitability, the industry did not perform creditably well
during the period under review as most of the earnings indicators were on
the downward trend. Overall, the banks were capitalized whilst 20 out of
21 of the banks had liquidity ratio above the minimum regulatory

requirementg
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PROMOTING ECONOMIC INCLUSION IN NIGERIA:
THE ROLE OF DEPOSIT INSURANCE"

By
G. A. Ogunleye,
Managing Director/Chief Executive Officer
Nigeria Deposit Insurance Corporation

1.0 INTRODUCTION

Extant literature on economic development has recognized the need to
engage all sectors (urban and rural or formal and informal) in economic
activities as a strategy for achieving rapid and sustainable economic growth
and development. The goal has been achieved in many countries by
putting in place a well focused programme to reduce poverty through
empowering the people by increasing their access to factors of production,
especially credit. It is believed that by increasing their access to finance,
through the provision of micro-finance, the latent capacity of the poor for
entrepreneurship would be significantly enhanced thereby paving way for
their increased participation in economic activities and consequently reduce

poverty, increase employment and overall standard of living.

Over the years, one way successive administrations in Nigeria had

responded to the need for enhancing the participation of rural community

! The original paper was presented at the 7th Annual Conference of the International Association of Deposit Insurers
(IADI) hosted by the Federal Deposit Insurance Corporation (FDIC), Arlington, VA Washington DC, USA October,
2008.
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in economic activities was the creation of micro credit schemes. The main
aim of these schemes was to increase the productive capacity of the poor
and the vulnerable basically through the provision of credit facilities
thereby enhancing the pace of economic development in the country. This
is based on the fact that in Nigeria, for instance, for “ poor small-scale
agricultural producers and enterprises have long been identified to account
for a large share of the economic activity in developing countries,” Babalola
(1991). It is also generally believed that financial support for this group is
crucial for effective economic management and the process of economic

development, Umoh and Ibanga (1997).

The most recent addition to the stream of measures aimed at enhancing
economic inclusion was the micro finance policy which was launched in
December 2005. The micro-finance framework provided for the
establishment of micro-finance banks (MFBs) which are to serve as vehicle
for providing financial services to the economically active poor in the
society. In other to ensure the success of the initiative, the need for

effective safety-net, including deposit insurance was considered imperative.

The purpose of this paper is to indicate the role of deposit insurance in
promoting economic inclusion in Nigeria. In order to appreciate the
discussion better, the next section reviews the concept of economic

inclusion.
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2.0 CONCEPT OF ECONOMIC INCLUSION

Economic inclusion describes the process of overcoming the barriers that
prevent people from participating in the economic growth of the society to
which they belong. An inclusive society promotes economic, human and
social development. The elements of economic inclusion cover a whole
range of areas encompassing health, income, employment, education,

community and environment.

There is growing realization that while the ‘trickle down’ effect of economic
growth works, it takes too long a time. Hence there is a need to focus on
“inclusive growth”. Inclusive growth is a little more than just the benefits of
growth being distributed equitably; it is the participation of all sections and
regions of society in the growth process and their reaping the benefits of
growth. In a country like Nigeria, where a large section of the society is still
deprived of the benefits of growth, inclusive growth and the resultant
prosperity of the hitherto under-privileged would lead to substantial
increase in demand for the goods and services produced by the expanding
corporate sector, which will ultimately lead to a much faster growth of the

economy.

While economic inclusion is a broader concept and needs to be addressed
through various fiscal measures, one of the ways in which the financial
system can support economic inclusion is through ‘Financial Inclusion'.
Financial inclusion may be defined as the process of ensuring access to

financial services and timely and adequate credit, where needed, by
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vulnerable groups at an affordable cost, (Prahlad, 2005). Both theoretical
and empirical researches highlight the role of financial development in
facilitating economic development (Rajan and Zingales, 2004). At the cross-
country level, evidence indicates that various measures of financial
development are positively related to economic growth (King and Levine,
1993 ; Levine and Zervous, 1998). Even the recent endogenous growth
literature, building on ‘learning by doing’ processes, assigns a special role to

finance (Aghion and Hewitt, 1998 and 2005).

While in developed countries, the formal financial sector, comprising mainly
the banking system, serves most of the population, in developing countries,
a large segment of the society, mainly the low-income group, has little
access to financial services, either formal or semi formal. As a result, many
people have to necessarily depend either on their own sources or informal
sources of finance, which are generally at high cost. Most of the population
in developed countries (99 per cent in Denmark, 96 per cent in Germany,
91 per cent in the USA and 96 per cent in France) have bank accounts
(Peachy and Roe, 2004). However, formal financial sectors in most
developing countries serve relatively a small segment, often no more than
20-30 per cent of the population, the vast majority of whom are low income
households in rural areas (ADB,2007).
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3.0 LINKAGES BETWEEN ECONOMIC INCLUSION, FINANCIAL
STABILITY AND DEPOSIT INSURANCE

Financial intermediation through formal and well regulated financial
institutions is required to efficiently intermediate between savings and
investment. Apart from providing an intermediation role between savings
and investments, financial inclusion is important for ensuring economic
inclusion. Currently the financially excluded people tend to avail themselves
of savings services provided by mutual benefit groups and in some cases by
cooperative societies or by some get-rich-quick operators who lure the
savings from such excluded groups. Loan services are similarly provided by
indigenous moneylenders or other informal lenders, who might be charging
outrageously high interest rates or adopt harsh recovery practices.
Nevertheless such groups do depend heavily on informal sources as they
are readily willing to give loans without collateral at any time and also

possess intimate knowledge about the repayment record.

By ensuring access to formal financial system, the un-banked and under-
banked households can build savings and promote asset accumulation,
which ultimately would contribute to financial stability, all things being
equal. Thus, financial inclusion promotes financial stability by facilitating
inclusive growth. However, with more and more hitherto excluded
households coming within the fold of banking, the relevance of deposit
insurance gets more pronounced in as much as such households need to
be assured that their hard earned savings, kept as deposits with banks, are

protected. Without such assurance, financial / economic inclusion may not
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be sustained. Thus, financial/economic inclusion, financial stability and

deposit insurance are inter- related and mutually supportive.

4.0 ECONOMIC INCLUSION THROUGH MICROFINANCE POLICY
FRAMEWORK IN NIGERIA

The Nigeria economy is characterized by a large informal sector. Only

about 35% of economically active population has access to financial

services while about 65% rely on the informal sector. In fact, less than

2% of rural households have access to formal financial/banking services.

The aggregate micro-credit facilities account for about 0.2% of the Gross

Domestic Product (GDP) and less than 1% of total credit to the economy.

In response to the foregoing, successive administrations in Nigeria had
intervened through supply-led subsidized credit strategy. Notable among
such programmes were the Rural Banking Programme, sectoral allocation
of credits, concessionary interest rate, and the Agricultural Credit
Guarantee Scheme (ACGS). Other institutional arrangements were the
establishment of the Nigerian Agricultural and Cooperative Bank Limited
(NACB), the National Directorate of Employment (NDE), the Nigerian
Agricultural Insurance Corporation (NAIC), the People Bank of Nigeria
(PBN), the Community Banks (CBs), and the Family Economic
Advancement Programme (FEAP). In year 2000, Government merged the
NACB with the PBN and FEAP to form the Nigerian Agricultural Co-

operative and Rural Development Bank Limited (NACRDB), to enhance the
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provision of finance to the agricultural sector. It also created the National
Poverty Eradication Programme (NAPEP) with the mandate of providing
financial services to alleviate poverty. Most of the intervention agencies
had no sustainable sources of funding, hence, virtually all the initiatives

could not be sustained.

The ineffectiveness of the government economic inclusion strategies
obviously left a huge gap which the non-governmental organizations
(NGOs) sought to fill. For instance, since the 1980s, NGOs have emerged
in Nigeria to champion the cause of the micro and rural entrepreneurs,
with a shift from the supply-led approach to demand-driven strategy. Most
of the NGOs are charity, capital lending and credit-only membership based
institutions. They are generally registered under the Trusteeship Act as the
sole package or part of their charity and social programmes of poverty
alleviation. The NGOs obtain their funds from grants, fees, interest on
loans and contributions from their members. However, they have limited
outreach due, largely, to unsustainable sources of funds. To a large
extent, the NGOs’' initiatives through demand-driven strategy had
generated little impact on economic inclusion just like the government

supply-led credit strategies.

The observed ineffectiveness of both supply-led and demand-driven credit
strategies in broadening economic inclusion on the one hand, and the
existence of huge unserved and savings opportunities in the country, on

the other hand, largely informed the introduction of the micro-finance
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policy in 2005. The policy was introduced to complement the banking
sector reforms introduced in 2004 with a view to enhancing

economic/financial inclusion in the country.

According to the micro-finance policy framework, MFBs were promoted to
provide financial services to the economically active poor in the society.
The policy was targeted at creating an environment of financial inclusion to
boost capacity of micro, small and medium enterprises (MSMEs) to
contribute to economic growth and development through job creation that

would lead to improved standard of living and poverty reduction.

The specific objectives of microfinance policy are as follows:

@ Make financial services accessible to a large segment of the
potentially productive Nigerian population which otherwise would
have little or no access to financial services;

@ Promote synergy and mainstreaming of the informal sub-sector
into the national financial system;

@ Enhance service delivery by microfinance institutions to micro,
small and medium entrepreneurs;

@ Contribute to rural transformation; and

@ Promote linkage programmes between Universal/Development

banks, specialized institutions and microfinance banks.

The Microfinance Policy permits the establishment of two categories of

MFBs, namely:
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MFB operating as a unit bank with a minimum capital requirement of
#20 million; and
MFB operating in a State with a minimum capital requirement of &1.0

billion.

The policy framework also specifies the objectives of the creation of

microfinance banks as:

a.

Providing diversified, affordable and dependable financial services to
the active poor, in a timely and competitive manner, that would
enable them to undertake and develop long-term, sustainable
entrepreneurial activities;

Mobilizing savings for intermediation;

Creating employment opportunities and increase the productivity of
the active poor in the country, thereby increasing their individual
household income and uplifting their standard of living;

Enhancing organized, systematic and focused participation of the
poor in the socio-economic development and resource allocation
process;

Providing veritable avenues for the administration of the micro credit
programmes of government and high net worth individuals on a non-
recourse basis. In particular, this policy ensures that state
governments shall dedicate an amount of not less tan 1% of tieir
annual budgets for the on-lending activities of microfinance banks in

favour of their residents; and
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f. Rendering payment services, such as salaries, gratuities, and

pensions for various tiers of government.

Community Banks (CBs) hitherto in existence were allowed to convert to
MFBs provided they met the licensing requirements. Of the 1,259 CBs in
operation as at December 31, 2007, the total number that met the
minimum capital requirement of N20 million Shareholders’ Funds,
unimpaired by losses, and converted to MFBs were 607 as at the end of
2008. An analysis of the CBs that converted to MFBs showed that 308 CBs
had completed the process and obtained final licence, while 299 were still
carrying provisional approval as at December 31, 2008. Delays in
registering increases in capital, change of name and registration of new
directors at the Corporate Affairs Commission (CAC), due to non-payment
of penal charges for non-submission of statutory returns by the institutions
(despite the concessions granted by the CAC), were largely responsible for
the slow conversion of their provisional approvals to final licence during the

year.

In addition to the 607 CBs converted to MFBs, a total of 138 new micro-
finance banking licences were granted, while 95 approvals-in-principle
(AIPs) had been granted as at December 31, 2008. With that
development, the total number of approved MFBs as at the end of year
2008 were 840. Presented in Table 1 is the distribution of the 840 MFBs

on a state-by-state basis, including the Federal Capital Territory, Abuja.
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