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This paper is a review of the country's f1nanc1a1 mechax'
it stands at the moment. Sections I +to III describe the pr:
of that mechanism: the Central Bank, the commercial banks and th
and capital markets. Section IV examines the scope for monetary polic
in the Nigerian economy. Section V discusses several areas where the
monetary authorities will be required to concentrate their attentio
the near future. Because the entire financial structure is relatively
young, it is as yet too early to attempt a definitive apnralsal of 1
financial developments in Nigeria. But it does seem certain that ch
in financial institutions end practices are likely to proceed rapldxy‘”
in the next few years.

. Section I. Central Banking

Origins of the central bank

The legislation establishing the Central Bank in Nigeria was
passed on March 17, 1958. The Central Bank of Higeria Ordinance and the
Banking Ordinance of 1958 were based upon recommendatlons of a Bank o
of England official prepared at the request of the Nigerian auxhorltles.f

Earlier there had been a series of reports on the establish-
ment of a central bank in Nigeria. The first report, prepared by e
Mre. J. L. Pisher, an adviser to the Bank of England, in 1952 had this
to say:

"I conclude that it would be inadvisable to contemplate the
establishment of a Central Bank at the moment. It would be '
difficult to establish a Central Bank which cculd operate -
satisfactorily in such a narrow field., Moreover, it is hard w
see how a Central Bank could function as an instrument to pro-
mote the economic development of the country. But that is not

¥ Mr. Okongwu is a Nigerian Federal Government Scholar doing graduates
work in economics in the United States. He prepared this paper during
the summer of 1961 while employed in the Division of International
l’i Finance, Board of Governors of the Federal Reserve Systems
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to say a Central Bank would not be a useful coping stome to
~the banking system at a future time. Given further develop- E
. ‘nt«dfithe,iﬁdigen“ﬁs‘banking,system<and;a,growth inthe. . -
financial mechanism, the establishment of a Central Bank wud
be a logical and useful step in due course.'l .

~ Instead, Mr, Fisher »"sug:g;estea a three-step programme: (2) .
- transfer of the West African Currency Board from London to Africa; (b) the
‘establishment of a Nigerian currency board; and {(c¢) the establishment of

a bank of issue which would gradually become a full-fledged central banke

However, in 195k, a World Bank mission, which reported on the
economic development of Nigeria, took the view that the early establish-
ment of a central bank was to be recommendedf.g In the mission's view,
much of Mr. Fisher's caution was unnecessary; the political ard economic
advancement of the territory called for the creation of a central bank
even if its functions were limited at the outset.

, Then in 1957, the Federal Government invited Mr. J. B. Loynes,
an adviser to the Bank of England, to advise on the same 1ssue. His
::ep,or@/ became the basis for the promulgation of the Central Bark of
Nigeria Ordinance and the Banking Ordinance of 1958, The Central Bank
of Nigeria became formally operative on July 1, 1959 under the former

ordinance and supervised commercial banks under the latter ordinance ._2!;/

Ce;;tral Bank Ordinance 1958

The Central Bank Ordinance of 1958 is the basic law which set
up the central bank and defined its objectives, functions, and operations.
In general, the legislation is similar to central banking statutes through-
out the world. g

Objectives -- The principal objectives of the Bank " shall be
to issue legal tender currency in Nigeria, to maintain external reserves
in order to safeguard the international value of that currency, to promote

i/ J. L. Fisher, Report on the Desirability and Practicability of
Establishing a Central Bank in Nigeria for Promoting the Hconomic
Development of the Country (Lagos i953), page 18s . -

27 International Bank for Reconstructi n and Development; The Economic
Development of Nigeria (Baltimore 1955), pages 96-101, &

3/ Report by Mr. J. ‘B, Loynes On the Establishment of a Nigerian Central

ank, the
Watters, (Lagos 1957) s .
I,/ Central Bank of Nigeria Ordinance 1958, Nigeria Laws, No. 2l of 1958,
A T09-12k; Banking Ordinance 1958, Nigeria Laws Ho. 19 of 1958, A 81-91.

Trtrodiction of & Nigorian Currency and other Assoclated
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manetary stebility and a sound financial structure in Nigeria and to act
: as a banker and financial adviser to the Federal Governmentd ,

~ Authorized capital -- The Bank's capital is set at £1. 5 MIlllOn,
Wh@lly%owned’by the Federal Governmentm_/ A General Reserve Fund is to
receive part of the Bank's net profit. Haif of any remsining earnings
are to be used to retire the Federal Government obligations to the Bank
arising from the financing of the Bank's initial stock of currency, and
the balance is to be paid to the Federal Government. :

Bank's management -- The Board of Dirsctors include a Governor and
Deputy-Governor appointed by the Governor-General; and five other directors
appointed by the Prime Minister. An Advisory Committee made up of the
Federal Minister of Finance aﬁd.the Regional Ministers meetswith the
Governor and his deputy at least twice a year.

Honetary regulations -- The Nigerian pound is set at parify w1th
the British pound, thus preserving the link with sterling, The Bank has
the scle right of issue.

The Bank must keep a 60 per cent reserve against notes in
circulation and a 35 per cent reserve agalnst other demand liabilities
for the first five years; after that, a 4O per cent reserve against all
demand liabilities has been establisned. The reserves can consist of gold
and sterling deposits, U.K. Treasury and commercial bills, or gilt-
edged bonds of not more than five-year maturity.

The Bank's rediscount rate structure accords a preferential
status to Federal Government Treasury billc to encourage wider deaiings in
them, The minimum rediscount rate fer Treasury bills is to be at least
one per cent lower than taocse for advances secured by other collateral.

Margin requirements are also prescribed in respect of some ad-
vances: 75 per cent for advances secured by Federal Government securities
maturing within 20 years, 75 per cent for eligible bills of exchange and
promissory notes, and €0 per cent for those secured by warehouse warrants
or their equivalents.

Among prohibited activities, the Bank may not engage in commercial
activities or grant loans upon the security of any shares or pay interest
on deposits. On the other hand, the Bank is empowered, subject to the
Finance Minister's approval; to hold shares in any official institution for
promoting the development of the country's financial mechanism == ecgoy
in the money or depital markets -- provided that funds thereby involved
do not exceed 20 per cent of its General Keserve Fund,

57 Thus, regional governmenls are excluded from holding direct
interests.
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gradually approaéh the permlttad mérglns M

1959
July 15
Dec. 31
1960
July 15
Dec. 31
1961
July 15

Liabilities and Reserves of Central Bank of &1ger1a

'Table 1

7

_}mlted and 1t would onl

(In millions of pounds)

Per cent reser

Currency Total demand External )€
liabilities liabilities reserves Currency liabi
9.9 10.0 10.0 100.1
Sh.h 5745 She5 105.5
51.3 53.0 50.1 9746
77-1 7909 77&6 10056
65.1 67.8 63-9 9860

Source: Central Pank of Nigeria Returmss

F7!'The requlrement that the/banklng system maintain a uniform 11q ‘dlty
ratio is an attempt to avoid a discriminatory policy. But since th

expatrlate banks are in a stronger liquidity position than the 1nd1ge ous
banks this requirement may actually prove to be =

dlscrlmlnatorv. ,
7/ Gentral Bank of Nigeria Report, March 1960, pages 6-T.
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e Nonetheless, the assets of the @entral Bank have grown rapidl;
in its two years of operations as the Bank began to issue its own
- currency ir redemption of notes of the former West African Currency Boa
‘and to acquire the assets held by the Board against these notes. From
“July 31 to December 1959, the Bank's assets grew from £17 million to =
£58 million as may be seen in Table 2. By March 31, 1961, total assets
amounted to £76 million, The dampened expansion since the end of 1959
reflects in part seasonal shifts in the Nigerian economy as well as re-
duced redemption of Currency Board notes. :

. The Bank's assets are mainly in the form of external reserves.
These consist mainly of Eritish securities, balances held in British banks,
other sterling assets and minor Currency Board notes and coinm. .

The Pank first invested in Federal Government securities with
a purchase of 22 million of Treasury bills in March 1761. Since then,
Treasury bills have been issued at approxi: ately monthly intervals. Th
investments introduce a fiduciary element into the currency and will be
gradually expanded in keeping with the BEank's cautionary approach to the
permitted reserve minimum. i 1

Two technical regulations now limit the extent to whick the =
fiduciary issue can be expanded. In the first place, the outstanding
securities of a maturity exceeding two years in the possession of the
Bank shall not exceed 20 per cent of its total demand liabilities; v
secondly, the total amount of Treasvry bills outstanding at any time is
limited by the Treasury Bill Ordinance 1959 to no more than 10 per cent
of the estimated revenue of the Federal Government during the current
fiscal year. '

Rediscount and advance facilities of the Bank were first used
by the commercial banks in March 1960. The pattern of borrowings show that
the use of this credit was at a peak in the harvest months of November-
December {1960), and thus helped to finance the produce-buying activity of
that period. The downturn began in December, was very sharp in January
but began to turn up in March, as may be seen in the following changes
in the Pank's rediscounts (in thousands of pounds):

1960: March 0 1960: Nov. +1,730
April 0 Dec. - 90
May 0
June 0 1961: Jan, -1,320
July + 970 Feb. - 370
Aug, - 320 Mar o + Lo
Sept. - 650 Apr. + 700
Oct. + 150 May + 220

Bource: Central bank of Nigeria Returns.
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Table 2

Iiabili

ties, 1959 to 1961

1960

31

Mars

30 _

.

49.88

SheT1
2.00

e

1.1

L49.32

- 1.56
50,87

2452

- -

.08
1.08

61,90
1.29

63.19
2,00

07

Total assets =
total liabilities 17.18 31.38 57.95 57.86

Sl 56

66411

167

1.10

7756
1;58   

.06

82.hl

652

1.02
66.26
370
b
.18

76420

B

b) General reserve - - - -
¢) Nigerian currency in

curculation 16,82 30.28 Shalh 52.35
d) Govt. deposits - - 1.99 1.52
e) Bankers!' deposits - - 1.01 1.91
f) Other deposits - - .07 62
g) Total deposits =

(d)+(e)+(£) 0L W69 3.07 LaOl
h) Other liabilities .05 .11 1l .22

1.25
.05

52.24

3L
.26
028

.87
Al

1.25
05
58,18
53
5.61
.19

632
€0

1.25

.20

77,08
25

2.78
1.1h

/ 1.25

«20

6817
3.8L
1.33

.16

5.33
Sl

Notes: Discrepancies in totals are due to roundings @) inciudes both

A,

Federal and Regional Government deposits.

Source: Central Bank of Nigeria Returns.
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 Currency outstanding is the major item in the Bank's liabiiitiés;
Liabilities consist mainly of government deposits, arising out

of/the_;ank‘s role as banker to the Federal Covernment {and those .

Regional Governments which establish similar relationships with 1%) and

of deposits of the commercial banks. :

On seasonal grounds, the use of rediscount facilities will

reflect the level of bank deposits with the Central Bank or rather the
liquidity po%ltlon of the banks. If, as in HMigeria, much of the incr ease
in the money supply is manifested in increases in currency rather than
demand deposits especially in the harvest months Novembsr-December, tben
increased bank borrowing will be needed to finance currency drawings. The re-
serves of the banks at the Central Bank will be reduced to the same extent that
“bank loans are converted to currency, if no contrary action is taken.
At the same time, however, in order to improve their liquidity position
the banks will increase their discounting with the Bark. Thus, as reserves
fall, the use of rediscount and advance facilities at the Bank increases

until loans are paid back from January to March and the reserve 9031t10n :
of the banks consequently improves. Before and after the harvest months,
therefore, the reserve position of the banks would tend to be high and the
use of rediscount facilities reduced.

. Section II. Commercial Banking System

Dual commercial banking system

Nigeria ?as a dual banking systegcon81stln9cﬁ‘expatrlate and
indigenous banks. The expatriate banks?/ arose out of expanding trade
relations with the outside worid, particularly Europe. They are branches
of banks domiciled outside ngeria and their West African business usually
maxes up only a small portion of their total business. They tended to
concentrate on financing external trade and providing services for

8/ Gee W. T. Newlyn and D. C. Rowan, Money and Banking in British
Colonial Africa (Oxford: 195L), pages T72-122, for a fuller discussion

of both the expatriate and 1nd1genous banks, Also D. C. Rowan, "Native
Banking Boom in Nigeria," The Banker (London) October, 1951, pages 2lil=2493
idem, "Banking in Nigeria: a ~a study in colonial financial evolution,"
Eanca Nazionale de Lavoro, No. 22, July-September 1952, pages 1581754

G/ ihe most important are Barclays (D.C.0.), and Bank of West Africa.
Other banks include British and French Bank; Banque de 1'Afrique
QOccidentale, Berini /ﬁelrut Riyad (ngerlaf7 Bank, Chase Manhattan Bank,
Bank of America.




sed trading firms. As a result, they concentrated thei e
ses at the main commercial centers. Their loans were mair

*”' erm financing in keeping with British banking ﬁradltl‘Dnﬁ.j;./ . o

 In general, they were concerned with the provision of services
‘rather than the extension of ¢redit. They obtained the monopoly of
government and quasi-government business. Their contacts with African =
traders and with the population both as to deposils and advances were
limited. They restricted the use of their funds in Niperia and relied
instead on external capital markets. o

| African commercial banks -- African commercial panksll/ were
set up to serve African traders and busiressmen who could not obtain loans
from the expatriate banks and complained that the banks adopted a racially
discriminatory credit policy towards them.12/ Furthermore, the African
needed medium- and long-term finance rather than short-term finance and
also required institutions to collect and employ the small savings of the
African population. Lo

The need was, in short, to provide such functions as would draw
upon and prcemote a potential African market. The expatriate banks were
not interested in developing this business. African banking therefore
emerged in response to these demands.;_/ 5

'izg/ The larger trading companies (e.ges United Africa Company) were
usually able to finance themselves. |

};/'The‘most important are the African Continental Bank, the National
Bank of Nigeria, the Muslim Bank and the Agbonmagbe Bank.

12/ The expatriate banks usually countered that the African borrowers
colld not meet their credit requirements. However, see the African banks!
view expressed in the National Bank of Nigeria advertisement in the '
Tribune (Ibadan, February 20, 1952):

' By a concerted and well planned process of discrimination
the African Merchants were gradually eliminated from the
position of middlemen between the big European firms and
the African consumer and in their place was substituted
the alien immigrants. The Africans, according to plan, be-
came small retail traders and Civil Servants. This economic
strangulation could not have been possible if the African
had had a strong financial institution of his own.

PATRONIZE THE NATICNAL BANK OF NIGERIA
and retrieve your lost birthright.

;g/ Newlyn and Rowan think that Nigerian indigenous banks should be
seTiously studied because "first, the existing banks provide some evidence,
both directly and by implication, of the kind of gaps likely to be revealed
in the expatriate banking systems of other territories whenever African
commercial enterprise and ambition reach significant prcportions;rsedqﬁd,'
they suggest the general nature of the type of banking institutions likely
' to be well adapted to meeting African needs and promoting African capital
' accumvlation." Op. cite, page 96, o
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- The history of African banking dates from 192914/ Two short-
‘lived banks were attenpted in the first two years of the period, However,
the third attempt, the National Bank of Nigeria, was attended with much
success and encouraged other ventures. The result was a banking boom-and-
bust cycle of the forties, which has been described as the logical sequel
of a lack of a source of ultimate liquidity.l2/ Other difficulties
also contributed to this unfortunate result. i

Generally, the African banks were in a less liquid position than
the expatriate banks. In the absence of a source of ultimate liquidity,
they were exposed to much financial instability. But they were able to
provide medium- and long~term finance and to attract small savingse -

The mmortance of advances in the indigenous banking business
is shown by tae fact ihat they are their principal earning assets. For:
instance, advances for the National Bank in 1951 were 77.0 per cent of
total assets (about 37.5 per cent of deposits) and for the African :
Continental Bank over 60 per cent of deposits. The most common Se¢ rity
held by them against these advances have been property MOrtgages¢}é7?

Their deposits have been exclusively Nigerian though in recent
times they have received increasing amounts of government, quasi-government
and business deposits as independence was achieved (Ll "

Within the dual Nigerian banking system, there is a high level
of cooperation between the foreign and domestic banks. For example,
some of the expatriate banks are agents for the indigenous banks overseas,
while the reverse position obtains in Nigeria., Also, the new Bank of Lagos
is an exampie of joint enterprise between Nigerians and foreigners.

The Banking Ordinance 1958

Before 1952, commercial banking in Nigeria was unregulated except
in so far as the companies ordinance applied., In that year, a Banking 1§
Ordinance was promulgated mainly on tae recommendationsof the Paton Report

1L/ Toid., pages 97-122.

75/ This subject is dealt with by the writer in an unpublished paper on
the West African Currency Board.

16/ Newlyn and Rowan, op. cit., page 113.

17/ For example, the African Continental Bank is banker to the Eastern
Region Government while the National Bank is banker to the Western Region:
Government. The latter was nationalized early this year by the Western
Government and is under inquiry. The Banker (London) July 1961 {vol. cxi,
No. 1425) page 507. However, they contimue to do private commercial business.

18/ G. D. Paton, Report on Banking in Nigeria (Lagos: 1948). Banking
Ordinance, No. 15 of 1952. For a full discussion, see Newlyn and Rowan,
op. Ccit., pages 230-2L1; IBRD, op. cite, pages 155-156,
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~ The Ordinance required all banks to be licensed and gave broad powers to
the Financial Secretary as the licensing authority. To obtain a license,

~a bank had to satisfy the Financial Secretary that it vossessed the minium
caPiwx,)lﬁ/én adequate casn reserve against deposits and maintained '
satisfactory conduct.

The Ordinance, however, tended to restrict rather:-thanr ..
to promote development of the banking system and many banks were forced to
close their doors. The Finsncial Secretary, as the supervisory authority,
waswcertainly not a source of ultimate liquidity; he was in no position to
help "tide over" a substantially strong bank which experienced a run.

The Banking,Ordinance 1958, which was promulgated on the recommenda-
tioms of Mr. Loynesgg,/repealed that of 1952 and regulates commercial
banking activity at present. Under the Ordinance, the Central Bank is the
‘supervisory authority and all banks are required to obtain a license to
conduct business. The minimum paid-up capital for African banks is £12,500,
and for foreign banks £200,000. A reserve fund is to be established by

each bank to receive at least 25 per cent of its net profits so long as

the fund is less than its paid-up capital. o

o Prohibited activities include granting credit on the security

l'} of its own shares or unsecured advances in excess of £500 to any of its
directors or any business in which it has interest, and the holding of
shares in other business to the excess of 25 per cent of the sum of its
paid-up capital and reserves, unless such business is approved by the
Central Bank as promoting the financial mechanism or economic development
of the country.

A1l banks are required to maintain a minimum liquidity ratio to
be set by the central bank. The ratio is computed as a percentage of
specified liquid assetsgl/against demand and time liabilities. The ratio

as of November 1959 was 25 per cent.

15/ The minimum capital was set at £25,000, of which half must be paid
up in cash, for African banks, and a paid-up capital of £100,C00 for
foreign vanks.

20/ Loynes, op. cit. Also, Nigeria Laws, No. 19 of 1958.

P~

71/ That is notes, coin, balances at the Central Bank, bank balances

——

and money at call in Nigeria and the U.K.y Federal Government and U.K.
Treasury Bills,and fine bills, both Nigerian and sterling.



"!f“Qﬁa rs usually in Lagos (the Federal Capital) and with branches through-

'.J7;fﬁf,Nigeria’s banks are organized on the'branch<system,lﬁiihﬁheé&§~,7

~out the country. At the end of 19L49. the number of branches stood at llis
by the end of 1960 it had increased five-fold to over 200. VWith a popu~-

~ lation of about 35 million and a banking density of one of fice per 175,000
 population, further expansion is to be expected. e

~ The assets of Nigerian commericial banks have grown from £58

- million in 1955 to £120 million in 1960, as may be seen in Table 3.

~ Between 1955 and 1960, their cash = declined from 13 per cent to 7 per
cent of assets while local loans rose from 33 to LB per cent. The major
‘recipients of these loans have been in commerce, agriculture and con-
struction, as may be seen from the following estimated distribution of

~ bank loans (in millions of pounds): ko

i 1959 10
-Borzover Dec. 21 June 30 Dec. 31

Government o3 - 1.1
Public utilities - - s5
Financial institutions 3eld e 2.9
Agriculture 9l b7 12.0
Manufacturing 1.6 2 2.el
Construction 3.1 b 3.6
General Commerce 13.6 3 21.1
Miscellaneous 8.5 7 12.4

Total 1103 355 5645

Loans are highly seasonal and reach their peak in the produce-buying
season in November and December.

Local investments, after decreasing from 1955 to 1958, rose
sharply in 1960 even though they still comprise only 2 per cent of assets.
This expansion reflected the introduction of the Treasury bill. 4s the
bill market grows and the banks gain experience, this portion of their
portfolio should expand further. On the other hand, investments abroad
were reduced in 1960, a trend which should continue.

On the liability side, time deposits grew between 1955 and 1960
from £11 to €28 million while demand deposits grew only from £32 to £42
million. This trend can be explained by the propensity of the economy
to use (1) time and savings deposits as cash balances; and (2) currency
rather than bank money. :

The three-fold rise in balances due to banks abroad in TablédBJ
reflectsthe increased use of overseas funds to expand loans and advances
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Table 3

Nigemiapgﬁaﬁkinj

eria: Gommsrcial Bank Assetk and liabilities, 195560

ans and advances
stk
 Abroad
~ Balances due from other banks:
In Nigeria
~ Abroad

Total assets and
liabilities
Demand deposits
~ Time and S'&Vings deposits
' Balances due to banks:
¥ In Nigeria
Abroad

Cash
Loans and advances
Investments:
Local
Abroad
Balances due from other banks:
In Nigeria
Abroad

Total assets and
liabilities
Demand deposits
Time and savings deposits
Balances due to banks:
In Nigeria
Abroad

577
7.5
19.1

I,J-
.0

1.6
20.5

1956

677
6«

25.5

ol
Jd

1.8
21,8

577 _

67.1

1957

ol
.0

2.1
16.9

~(In millions of pouwnds and per cent)

3.5
15.9

7249

121

BA
238

31.6
10.6

1.8
5.3
12.9

33.0

.7
.1

2.8
35.4

35.4
10.7

3okt
742

10.1
37.7

.6
1

2.7
32 .2

100.0

100.0

37.3
1h.6

2.4
8.2

Lo0.3
17.8

39
5.6

In per cent

946
L7.3

5
0

2.9
23.1

8.3
L8.1

100.0

100.0

100.0 :

5L.8
18.3

3.1
9.1

52.3
15.8

5.0
1007

5l.2
20.0

342
11.2

50.5
22.3

L9
740

40O 3

2540

3.6
12.6

Notes: Discrepancies are due to rounding.

s

Figures

from Central Bank of Nigeria Annual Report.

Spupee: Digest of Statistics, Central Bank of Nigeria Annual Report.

Tor 1950 and 1960 obtained
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Ceﬁyéciéliy~ﬁheﬁfbreignx%ankgj>an& alsovﬁhe~cauntrytszgrowing,inﬁé;ﬁétiéﬁal

trade in waich it has been experiencing a deficit in the curren
~of its balance of payments., Finally, as a result of shifts of funds
- Niger: he net balance due from aoroad, a more useful concept, decl]

~ almost steadily from 1955 to 1960. g

~ In 1953, the World Benk Mission found that Nigerian banks were
5highmy;liquidrwith,§?§h and balances abroad equivalent to 69 per cent
refﬁtdtal'&apasitsgg; This high figvre reflected the low loan ratios
As loans have increased, the liquidity position has been reduced to L3
- per cent by the end of 1960, according to the monthly Digest of Statistics
of the Nigerian Government, | e

, In November 1959, the Central Bank set a 25 per cent minimum
liquidity ratio for the commercial banls.. Computation of the position of
the banks at the end of December 1959 and 1960, found in Table &4,
shows that their liquidity ratio declined from hh.lh per cent in 1959
to 40,06 per cent in 1960. .Thus, it would appear that the barks ha
further scope for credit expansion as the economy develops.

Table U

D Consolidated Liquidity Batios of Commercial Banks 1959-1960
' T (in miilions of pounds)

As at December 31 ,,-;; ‘,
Liquid assets ‘ 1959 T ~1960

Cash 8.L5 ~ 8.08
Balance at the central bank 1.01 © 1.5
Balances held with banks abroad 23.67 21,77
Call loans and bills discounted:
Total loans and advances 10.89 57.81
Less total loans and advances ex-
cluding call loans and bills
discounted 1G22 56,5k
67 ;/l¢27
Investment in Nigerian Treas. bills - Ev?.éB
Investment in U.X. Treas. bills 62 - 2/.,18
Total liquid assets 3442 35,43
Demand and time deposits 65.29 - 70.06
Balances held for banks abroad 12.69 - 18.37
Gross demand and time liabilities 77.98 88.43
Liquidity ratio , Ll 1l , __Lo.06
a/ Investments in Nigeria and the U.K. are mostly in Treasury bills.
Source: Central Bank of Nigeria Annual Report, Returns.

22/ IHRD, 05+ Cite, page 153



- Elen and the money supply oy £20 mllllon, acuordlng to the
~ Annual Re ort of the Central Bank. Thus, the !figerian banking systi now
. has Important influence on the domestic money supply. As the ec,,omy ]

‘ gﬂmeke‘,greater use of bank money, this influence should grow. -

Sectlon:III., Money and Capltal Marxets

: The money and,Cﬁ pital markets in Nigerla have a real hlstory
"of only about two years;— / and the public is not yet used to the -
: 1nsﬁruments handled in these markets. Therefore it is tco early

?tc do more than describe the operatlons of these markets.

Th’? money market

The dominant instrument on the money market has been tne Federal
&/ Government Treasury bill. Negotiable commercial instruments have been
'ﬂgv minimal, For example, as at December 1360, outstanding Treasury bills
were of the order of about £ million. Since call loans and bills dls-e
counted totaled some £1.2 miilion, bills alone were certainly much
lower. '

In Aprll 1960, the first public issue of €L million Treasury
bills took place%__/ Since then, bills have been issued at anproxlmately
monthly intervals. Since the Federal GovernmentSestimated revenue in
1960-01 was some £95 million, the amount of bills outstanding has not
exceeded £9 million, 26/ Bills are issued in denominations of £1,000, £:,OOO,
£10,000, £50,000 and £100,000.

23/ See, for example, Newlyn and Rowan, op. cit., page 165.

~ﬂ/ In 1941, savings certificates had been introduced under the ngerlan
Savings Certificate Ordinance (No. 7 of 1941), the proceeds of which were
divided between the U.K. Treasury and the Nigerian Government; in l9h6

a £300,000 issue of 3-1/l per cent Local Registered Stock 1956-61 was
of fered. An internal bill market was virtuallyrn-existent. There was;
in short, no organized money or capital market.

25/ In March, the Central Bank had taken up £2 million worth to relmburse
the Federal Government for expenses incurred on behalf of its currency '

issues.
26/ Under the Treasury Bill Ordinsnce 1959, total bills may not exceed

10 per cent of the estimated revenues




In1u1a11y5 tiie Bank took up substantial portions of eacn 1s7ﬁe,f'
uently these holdings were sold, laying the Lounda+}ons for the
O the,market "whlch is now operatlng smoothly."2 ,

fThe amount taken up by ‘banks and corporatlons, flnan01al
- titutions and the general public has been increasing as the Bank's
w;saare has declined, as may be seen in Table 5.

Table 5

Nigeria: Summary o T“easury Bill Lenders, 1960

, ___Applied for by: Rate of Prevalllngik; 
Total Banks, corpo- Total 1ssue L

amount “rations, Central amount % per

»efﬁered . public Bank issued ‘annun

o T @ TGy T 6y

(thousands of pounds )

_’;April 7 4,000 3,090 910 11,000 .63
- May 5 2,000 1,652 348 2,000 L.63 ho8
~ June 9 3,000 1,923 1,007 3,000 456 h.88
July 7 L4,000 3,760 240 11,000 5.69 B.58
y Auge b 2,000 I, 054 216 2,000 5.00 5450
.g;SQP@‘,a. 3,000 6,13k 300 3,060 5406 5,53
Octe 6 44,000 5 ,982 nil 14,000 5.00 5.36
Nove 3 2,000 5,429 127 2,000 h.13 uu

a/ The London rate is the average rate for ths month.
Source' Central Bank of Nigeria Report, December 1960.

The bill is now emerging as an investment medium in Nigeria.;§
In particular, commercizl bank hecldings of, and dealings in, Treasury
bills have increased and are at their peak in the seasonal pericd Hay to
November after which the banks engage in the financing of agriculture and
find it necessary to rediscount some of their bills with the Bank in. order
to restore their cash 9051tlons. Recent monthly bill holdings of comner01al
banks (in millions of pounds) were as follows:

1960 1961
March 0 LI- ol
April 261 h. . 8
May N3 6.6
June h 5 6 . 7

"fEZ/”ﬁgntral’BanKACf Tigeria Report, December 1960, page 17.



: 1ntroduction af an acceptance house whlch w111 deal with stock 1'
, bill finance and industrial finance, Informatlon regardlng its activ
is not yet available, but it is expected to provide a further source

of employment of short-term funds within the country.

 f$he;capita1~market

, Information,regardlng the activities of the recentl y esi b] shed
Lagos Stock Exchange is not yet available. However, a few signific
developments may be noted.

In the first place, the first Federal Government loan handled
by the Central Bank was floated in May 1959. It was a Federation of
Nigeria Development Loan for relending to the Northern and Eastern .
Regional Governments. Ten days were allowed for applications and the
disposition was as follows:

Offering Subscript on}

5% Fed. of Nigeria Development Stock 196l £400,000 ;
5~1/2 % Fed. of Nigeria Development Stock 1969 £600,000 £85 'OOOv
6% Fed., of ligeria Development Stock 1979 £1,000,000 £1,355, 00

A1l three stocks were oversubscribed. The response came mainly
from institutional sources -- Superannuation and Provident Funds (Pen31on
Funds), Sinking Funds and Corporations, Banks (including Post Office) and
Marketing Boards. The purely private sector subscribed about £100, .
The Central Bank considered the response to be "as expected" and "
encouraging in circumstances in which the general public is not ye+
accustomed to this type of investment."29/

287 Ibld., page 17.
?9/ Ibid., March 31, 1960, page 17.




'Vf iAug st 1960 John Holt Investment Conpany offered £100,000, 7-1/2 per

- eﬂand¢y, punllc issues of company shares have also taken :
t issue was made in February‘1“59 when the Nigerian Cement Compamy
~h4398 shares of £1 each at par.

ta?en plnce. In May 1960 the ngerlan Tobacco Comnanj .
K C00 Ordinary Stock in £l units. It was over-subscribed
"the.companyvdeclued to increasse the allotment to £200,000. Again in

r}fCumul”tlve Freference Stock in 10s units and £100,000 Ordinary Stock
~ 5s upits, Applications were made for £37,890 Preference Stock and
' £70 267:109, Ordinary Stock.

Thirdly, pending the operation of the Lagos Stock Exchange, the uia'

Central Bank set up an interesting machinery for dealings in Federation {:”
Bonds. A commercial bank notes names of buyers and sellers and forwards

them to the Bank where a central register is maintained. The Bank then

links a potential buyer- and seller and suggests a price at which the ;1b :
deal might take vlace, the price refleéting "the price of issue plus ,ﬁ'”f :
accru ed interest to the date of transfers“ég ‘Understandably, such a

‘price would not reflect the demand-supply position which would tend to
obtain in a more perfect market. ,

Fourthly, the Central Bank has recently been authorized to faiséf,
internally a gideral Government loan of £10 miilion of the following :
dlsposltlon'

£2m, 5% Fed. of Nigeria 2nd Development Stock 1967
£hn, 5-1/2% Fed. of Nigeria 2nd Development Stock 1977
thm, 6% Fed. of Nigeria 2nd Development Stock 1985

Qutlook for these markets

In the capital market, as in the money market, obligations of
the Federal Government have been the dominant instruments. No doubt as
the market grows and the public gains goocd experience in the media of
long-term investment, the volume of public issues will expand., An
important vehicle in this regard is the recently established Investment
Company of Nigeria concerned with channelling public funds to 1ndustr1al
developrent.

Further, in view of the absence of an efficient machinery for
ensuring adequate marketability of stocks and lack of experience on the,,
part of the public in the ecapital market, the public response to the First
Development Loan must be considered very’favorable. If the success of =

307 Ibid., page 18.

31/ W Test Africa (a weekly periocdical published in London), February 25,
1961, page 219.

Nb 1nformatlon 1s yet aval3able%&é}’,-,%
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the First Development Loan may be taken as an indicator then, in so far
as Nige,la is concerned, the significant thing for economic development
may well be the absence of institutions to mobilize and foster sav1ngs o
rather than the virtual nonexistence of such savings. -

If this view is correct, then the entire financial mechanism
needs to be strengthened where necessary or new institutions created,, ,
To a large extent, the development of these institutions will have to be
a responsibility uf the Central Bank. Thus, even though the money and i
capital markets have achieved some success, they are still in their
infancy,

Section IV, The Present Scope for Monetary Policy

The three standard goals of monetary- DOllC¥ are deng?d 'rlce~
stability, full employment and balance of payments stability.2< Whl

these policies are difficult to formulate precisely, they are inter-
related. For example, a policy of price stability may conflict with a'f*
full employment policy, while the latter would tend to put pressure on

the balance of payments; then inflation, full employment and 2 balance- ,
of ~payments deficit tend to coincide, while deflation, underemployment and
a balance-of-payments surplus can constitute the obverse side of the coin.

A policy of price stability, which aims at smoothing and :
sharp movements in the price level, would undoubtedly engender confidence
in the domestic economy and thereby contribute to the rapid growth of the
financial mechanism, in particular, and economic development in general,
But measurement of price stability must be recognized to be difficult
in Nigeria and price indices provide an unreliable guide for Central Bank
policy.

A full employment policy, as Professor Halm has pointed out, is
"not a precision 1nstrument.ﬁ§§ Again, in Nigeria it would be dlfflcult
to define it in any acceptable terms. Assuming, however, that it could
be formulated, such a policy would be limited mainly to the purely
market sectors ~- mining, constructlon, industrial, commercial and, perhaps,
export-agricultural sectors,

After all, fiscal and monetary policy are inseparable adjuncts in
formulating an employment pelicy. The effectiveness of monetary policy is
usually predicated on the assumptions that (1) bank money is the major
compenent of the money supply, and (2) bank credit is the major determinant
of money income. Given these assumptions, the Central Bank would then
use bank reserves to expand credit supplies.

—32/ George halm, Economics of Money and Banking, (Irwin: 1956), pages
2li6=51.
33/ Ibid.




jﬁbank actlon. In»such a caGe, tne tool of pe“sua51o 1
‘but one cannot be certain that it iir br117 51bn1fncant results.

We are thus ¢eft with fiscal policy. Effecting this in
undevelcped securltles market, such as exists in Nigerla, must 1imit
severely the effectiveness of Treasvry operations. This is not, of
jto deny the usefu’ s of a full 4,gment policy but merely to
'*lmlta 1ons that may‘be expected with monetary and fiscal measure

Given the fractional reserve system established by the« 4
Banking Ordinance, the domestic money supply is somewhat more ‘divor

from balance-of-payments fluctuations (and the cost of money suppl,
reduced) than under the Board system. t, as we have seen, the Ban
no longer take the external value of the currency as given: it is
a goal that has to be striven for.

What is the significance of balance of payments consideratio
on policy? The Bank can mitigate the deflationary consequences of
of -payments deficits via an expansiocnary policy, depending on the
the Bank's reserves, the marginal propensity to spend of the domes
economy and the marginal propensity to import: nif the Bank's reserv
were high and if the marginal propensities to spend an import were Ll
Bank would be able to pursue an expansionary monetary policy to a gr
extent and for a longer meriod than would be the case if reserves were
alrea&V'ne¢r Qhe prescribed minimum and if the marginal propensities
were high."32/

The Bank!s reserves, as we have seen, are to be lowered wf"
c¢aution to the prescribed minimum. Even if the reserves are always mor
than adequate, the marginal propensities in Nigeria are thought to be

Bh/’uee The excellent article by H. M. A. Onitiri in Proceedings of
Nigerian Institute of 001a1 and Economic Research (Ibadan, Decembe
”*§8), page BL. ,

35/ Ibid., page 83.




open market operat
“and the .

with market and a banking em
ninant of money incomes a

dwonemwhere~Bénk“aqtlonxbén:

yments stability is
1 economy: it would
2 esources for economic developme
i ABIDETeAURg rne tuations and also inspire external co
- in the currency and the economy. Therefore, balance-of-paymer
. stability should be regarded as an important consideration by the
Nigerian authorities.

~ To conclude, the scope for Central Bank action in Nigéri
is limited., The Bank has recognized this position in thes

present
words:38

"In present circumstances there is only very limited scope for
the employment of monetary measures dealing with expansionary
tendencies or balance of payments difficulties, should this
be necessary. It will clearly take time before capital

and money markets, which are still in very early stages, have
sufficient breadth and activity to make effective the employ-
ment of the instruments normally used by central banks to
influence credit conditions, but it may well be that this

will develop at a faster rate than has been anticipated."

Section V. Associated Problems of Central Banking

The scope for monetary policy, as we have seen, is limited
in Nigeria primarily by the lack of a sufficiently broadly-based financial

éé/'Between‘l9§O7§l and 1956/57 Gross National Income for Nigeria rose
by £219 million; the corresponding rise in imports for consumption by
itself was £110 millioy giving a crude rarginal propensity to import -
of about 0.5 This high figure in part reflects the increased rate of
government spending on development activity in the past few years.

3B/ Central Bank of Nigeria Annual Report, (December 1960) page 19.




g T ge AL
;devote much”tlme 1n the near future to theoe four proble

{a) The development of indigenous banking;
(b) The development of a local sectrities market;
(c) The development of agricultural credit; and
(d/ The centralization of foreign assets.

‘Development of indigenous banks

Note must be taken of the fact that, as previously state
Aindigenous banks are in a less liguid pos1t1on than foreign banksj;
ever, unlike foreign banks, they ergage in medZum- and long-term i
‘and have been successful in the attraction of small savings. I
property mor tgages are the most common security held by them ag
advances. The development of indigenous banks therefore centers arou
the need to ensure their liquidity and thus to encourage their unlque
role. :

Ligquidity can be assured by the prescrlptlon of a minimum =
reserve requirement, as Loynes has suggestpd, 39/ But it would be a.
mistake to think that this is the only or best way in which liquidi
be achieved., Reserve requirements are no substitute for good busine
conditions, rarketability and distribution of assets with regard to
liquidity and shiftability and a source of ultimate liquidity.

4 is surprising that while Loynes recognizes that property
mortgages are the most common security held by these banks and,furtheg
that to "forbid any such }endlng by law ... would create special problems~
in Nigerian condltlons,._ he urges against it. Newlyn and Rowan take
the opposite view. They maintain that the use of property mortgage“y S
security should be encouraged, that the Bank (apart from standing ready
to make advances agalnsu Government seaurities) should be empowered to

357 Loynes, Ops Cib., page 20.
L0/ Ibid., page 31,




uld make ‘such mortgages shlftable and thus reduce thn'””_w;-%*,fﬁ
triate banks! dislike of this type of asset. This would

Ma351st in Jlowering mortgage rates and thus mke 1t -
r to sell locally issued government Securltles ..., :

 aﬁa,

"it would go a long way to ensuring the liquidity of Afrlcan
~ banks since mortgages are the most common security held
t*by ‘them against advances."

Such rediscount 1ng wuuld be looked upon as "unorthodox" but
1t hanpens to apply to the peculiar Nigerian situation. What is
belng urged is that such rediscounting would assist the growth of the .
banking system and enable otherwise ineligible borrowers to make thnlr yf” ‘
contribution to economic development. '

But the problem has become complicated by the Loynes recommendatlcn
that there should not be "a relaxation of the standards set in the draft
statutes for the type of security against which the central bank =
ultimately lends to the other banks."ﬁg if he feared that lending by o
the Bank on mortgage security could lead to inflation perhaps this might =
be taken care of by a regulation that mortgage and similar securities form
a specified (variable) percentage of commercial banks! assets.

The contention that the Bank should aid the development of
indigenous banks is not because they have a poor liquidity p051tlon__/
but because they have succeeded in (1) meeting the demands of Africans for
short-, medium- and long-term finance; (2) encouraging small savings;
and (3) providing many ancilliary services for African businessmen.
Therefore, it is suggested that the emergence of a class of strong Afrlcan
entrepreneurs depends on indigenous banking development,

LI/ Newlyn and Rowan, op. Cite., pages 276-T.

12/ Loynes, op. cit., page 7.

L3/ with the deposit of official (especially Regional Government)
and quasi-official funds in some of these banks -- eeges the African
Continental Bank and the National Bank of Nigeria -- it may appear as if
their liquidity position has improved. This may not really be the case.
In the first place, these funds are liable to be transferred at any'tlme
by the governments. In the second place, under present arrangements,
the governments concerned may decide to elect the Central Bank as a t”, ,
depository for their funds. In short, this "source of liguidity" may prove
to be unreliable, ,



- 23 -

- Inaddition, the entire banking system should be made more
:~#quf€n¢ou6a The expatriate banks should expand their local 1c '
particulariy to the African population, and indigenous banks |
- stronger liguidity positiors even though they are expanding their

activities,

Development of a local securities market

Lack of information regarding the progress of the newly-established
Lagos Stock Exchange makes it difficuli to discuss this topic. But
Loynes has recommended that "any support given by the Bank to new
marketable issues should be marginal" and that it "should not be under
any obligation always to buy government securities on offer in the
market .. .. "!“‘é‘ i

However, it could be argued that such a policy, by depriving
locally issued securities of the necessary marketability, would hamper the
development of a securities msrket. Since the Bank would advise the
Government on the type of securities to be issued, it might (following
Loynes' suggsstion) of fer self-negating advice. It could happen that the
Bank might decide to refuse to buy governmen: securities from a seller,
and thereby precipitate a loss of confidence in the market, If the Bank

- was obligated to buy such securities and fully support the market, the
g. at traction of the local market for investors would be enhanced ; other-
: wise even if the local market offered higher interest rates than the
external (London) market, the latter might still be preferred. In time,
as the market proves that it is able to stend on its feet, the Bank would
reduce its support to a marginal extent. The IBRD mission similarly
stated:ﬂg

"In order to give publicly issued local securities the necessary
marketability and to make them suitable for the trust accounts
managed by the Bank, the Bank must be prepared to purchase

them at all times,"

On the other hand, it could be argued that such a restriction
on the Bank would tend to make it a passive instrument. This conclusion
finds support in the experience of the Federal Reserve System of the United
States in 1942-51, before the Treasury-Federal Reserve Accord. Because
of the resultant inflationary credit expansion, central bank support of
securities markets did not promote genuine  confidence in these markets
or in holding bonds as an investment.

LI,/ Loynes, op. cit., pages 20-21.
L5/ 1ERD, ops cit., page 99.




’5 ~j1m0rtgage securlty through commerclal banks and,cooperatlve 1nst

coie I&gemn

. J : -: In this way, pernaps
‘,;a genulne develonent of the.market»ccu¢d be achleved. :

f{Develppqgnt of agrtcultural'cradlt

, The Bank can, and should, encourage the Marketing Boar‘
xother associated institutions to develop the use of the trade bi
~in turn, it would rediscount for commercial barks. But the role of
trade bill, as we have seen, is minimal and will remain so for some

As before, this can be developed further by making these securit
ellglble for Bank‘redlscountlng. In addltlon, 51nce agrlculture

of Marketlng Boards, COOperatlve boc;etles and allled 1nst1tutlons
this field.

Wnatever mode of operation is adopted, it seems impossibl
escape the conclusion that the Bank should consider seriously the

of rediscounting mortgage security &f this type of credit is to rea
develop.

Further, owing to the nature of agriculture, agricultural ”redlt
cannot usnally compete on equal terms with other borrowing. This h
recognized in many other countries. The result has been a liberal
policy towards agriculturd loans and relatively favorable interes tes
for agricultural credit. A%{ present the ¢entral Bank has no such powers.
It would therefore seem desirable that the Bank (or its agent, the proposed
Kgricultural Bank) should be authorized to set special interest rates
for such credit or otherwise be in a position to influence them.

'L6/ Newlyn and Rowan, op. Cit., pages 113, 129, 133.
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The centralization of all foreign assets with the Bank is 1n
reality part of the balance-of-payments stability objective. It is a
pecularity of the Nigerian (and indeed, West African) situation that
a large volume of external transactions by-pass the banking system.,
This is only to be expected in a situation where Government and qua51~
Covernment agencies -- Marketing Boards and corporations -- (and, of
course, banks) do business directly with London. The gquestion arises,
therefore, whether the Bank would be more effective in the matter of
stabilization if it were merely "kept informed" about the external assets
of these bodies, as Loynes suggests, or if they were lodged with it;&lj

There are, of course, many cbjections to such concentration:
over-saddling the Bank with "1dle" or "unmanageable" assets, the
possibility of inflationary pressures developing and political control
over the activities of private enterprise. BEven if one were to assume
that these objections have a real basis, they would still be outweighed
by the advantages to be gained from concentration., First, Bank actlon,f
can be thwarted by opposite movements of these assets if 1t cannot

control them. OSecond, concentration would enable the Bank, in consultatlon

with the Federal Government to distinguish more clearly between reserves

to be earmarked for backlng, stabilization and relief of balance«of-paymepts

difficulties, on the one hand, and truly excess funds, on the otber.1 *

T .'gﬁynes, [ Eii” page b.
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s th ‘KammLe of the "powero Lakeh by the Central Bankf f Ce

e the holdm0 of overseas asseu31by;the commercial benk
need for workinz balances."hB/ The IBRD mission presen*ﬂ
. vfgument h9/ » , .

”“4ere1gn ausets of ﬂovprnmen+ and Seml-government oodles shoul_
. bs centralized, as is the case in nearly every country in
,W'World By far the greater part of Mlgerlan govermment, and em
~ govermment reserves is row held asbroad. This makes it particu-
 larly important that they be centralized in the state baﬂk’””ﬂ "
- consolidation of these sterling assets would have the advant age
of permitting Nlaerla to safs guard the external valup of its
currency with a small er level of foreign reserves than is
necessary when foreign assets are held 1nd1v1dually by separate
agencies. It would therefore permit maximum use of the
country's accumulated capital for development."

- In arrulng for centralization, H. M. A. Onitiri, of the
University College, Ibadan, has pointed out that the Bank is well
- placed to invest and manage them,;O/ it can, given concentration,
o -Separate assets for currency backing and for stabilization. purpose
’g,, ;snd finally, that concentration would ensure maximum economy in the.
- use of forei~n exchange reserves. In his view, in order to achieve
centralization with minimum difficulty, the Bank should be empcwer ed
to pay interest on assets lodged with it by official and qua31-of*1c;al'
agencies; ctherwise these bodies will have no incentive to transfer -

their assets to the Bank since at present they earn interest on tnem,;*7"

As Nigeria's earnings abroad continue to grow the question
of concentration will be further complicated. Even if the Nigerian ,
authorities do not decide to concentrate forei-n assets in the hands of
the Bank, they are bound to continue to be confronted with this '
problem in the future,

L8/ Wewlyn and Rowan, op. cit., page 275.
19/ IBRD, op. cit., page 97.
50/ Onitiri, op. cit., page 86-89.





