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RECAPITALISATION AND NIGERIAN CAPITAL MARKET D‘EVELOPMENT

" OMANKHANLEN ALEX EHIMARE

Dapartment of Finance, Covenant Universily, Ola, Nigeria

eveloping countries, domeslic capital markets have fallen short of expeclations in spite of the
Is for financing development. The recent Bank recapilalization has awaken us up about I
L and he opportunity it offers for investors. T, he faclors hindering the Nigerian capital marke
will help us to see why the capital markel has not developed as expecled.

er examines 1heé background leading lo the new increase in the capital base of the Nigerian
Cenlral Bank of Nigeria (CBN), ihe irlended objeclives for il and ils benefil lo (he economy. -

1 a review of the historical perspective of the Nigeria Capital Development is under taken and
efits the presenl recapitalization has breaght lo the Nigerian capital markel developmenl is

Alsoh

over, he advanlages a well developed capilal markel confer on the economy is revealed. econ
: ; i The &

1 seen thal the depth of the capital markel is a function of investment education and lhe the n

8l publicily creales for opportunities in the stock market. il o ' :

N_

999, the Basel commitlee issued a draft of the new capital accord: for bank: capital. This is _
38 accord. However, before full implementation was achieved, it brought out a second proposa;
, which extensively expanded the 1999 document. Following extensive and global commenls,.

alive document was released on April 2003, (Imala 2004). i

he released of the second consultative document on the new capital accolrd in January 200
commillee on supervision set up a commiltee for the implementation of the new accord
cord commillee hosled a well-attended workshop in August 2002 to sensitize the operators

stem to the implementation of the new accord, (Imala 2004). It is based on this that the ne
N25bn was reached for banks in Nigeria B R

U rpdes . (HAECT R g

the NEEDS document also encourage an increased capital"béée«for.lhe?--. inancial institutions
obowale (2004) the NEEDS document promises to among other components of the strategi

olEnL saial
e of low capitalisation, poor governance practices and of financial intermédiaries
s lo the regulatory authorities

e actual announcement of the upward review of the capital base fromﬂ%lqilli_on to N25hillion |
ke of the appointment of Charles Soludo as the new Governor of Central Bank of Nigeria.’
osits lhal lhe decision is to encourage mergers and acquisition with a view to* strengthening
19 he banking industry. Il is envisaged thal lhis will enhance efficiency, size, and

oles of the banks. The prolagonists of recapilalizalion claim il is a global phenomenon which
be lell oul.

one bank in South Africa has larger assets than all 89 banks'ii’ Nib“‘q'ji‘_albéﬁﬁﬁbiﬁecil“'!And'lhal
= an important ingredient for success in the globalizing world. According’to Soludo, it is the
gerian banking system to voluntarily embarked on consolidation in'line with the global trend
2 the need for legal and supervisory frameworks to facilitate same. :

=going, it is clear thal the consolidation is to achieve four basic 'things- Vi
> of banks, lo creale room for m
2al sector of the economy.

&

ic 'things-"viz: the removal of
ergers and acquisition and to ‘enable bankshave the capacily.
In addition, that our banks will be' financially ' solid to_ compele

¢ this paper include:

background leading to the recapitalisation

objeclives for it and its benefit to the economy e e
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-~ included is the historical perspective of the Nigerian capital markel dev
and the advantages a well developed capital market have on a developing economy.

the Problem

itnessed continued efforts to widen deepen and improve trading condition in the capital market.
=12 banks through operating were technically an financially weak to fund the real sector of the
to compete globally. Most investors do not have much information ‘about the' capital markel.”
arket is not.developing as expected hence it is not contributing to the economic development of

=search sludy the choice of the data collection method should have bearix'\g"-an’e}i‘Eeleuance to the
study. This research topic being theoretically inciined, secondary data was mainly used.

ecapitalization

=nefit is anticipated for the banks and the econcmy generaily'wheﬁ ‘the new capital level of N25
-ved. Among which are: 0

ance the liquidity of the banks thus boosting their ability o ‘ﬁnanq:e?;prgje.at‘.‘s‘-‘_tlhat require large
capital which before now would have been pretty difficult except through consortia or
= : frved

-1t of a merger and acquisilion only the very best manpower will have a place in the new banks
erge. : : ; :

= room for efficient and effective clearing system as only few-'banks_wm_ bge:-"ilﬁ'ﬁ'b_l_\‘:éd in the

use under the direct supervision of the Central Bank of Nigeria. A statutory role which the CBN

- 1o four big banks called settlement banks. SH il

~ase the amount in real terms borrow-able by &n individual as no indiviclual is entitled to borrow
=i=nt more than 25% of the bank’s capital. TR S '

% the consolidation process the CBN has decided to establish an Asset Méhaﬁehenl Company
 1zke care of non-performing credits. S e

the above, the AMC will help clean up the accounts of the banks and provide them with the
Squidity to boost their operations, thus making them allractive for possible merger and/or

[
Aot sesr Gy penil

cently shown that our capital market is deep enough to accommodale;iarge issue of shares as we
in the successful initial public offer of Zenitq International Bank and Guarantee Trusl Bank

tly raised over N70billion.

R G B e R el 5 SRR

= of clean lending otherwise called policy lending wherein loans are granted to highly placed

-=< is one of the major sources of fund leakage in the Nigerian Banking System (Olashore, 1988).
—nitalization does not address this issue instead it is going to make more money available for
5 have no regard for the way depositors and shareholders fund are used. ;i cos o o

Deposit Insurance Company (2003) reported total bank fraud to be N1.29 billion in 2002 and
illion in 2001 while N12.94 billion was recordea as attempted fraud, Sincejthe Nigerian banking
=25 not been able to stop this menace, recapitalization would be Meamingless. il winnt e -

de of supefvising authorities in monitoring bank operations in Nigeria leaves much to be desired.
=l guidelines and other past banking regulatory policies were sound in-.conceptioniand content but
Jlementations were criminal in nature. The situalion where CBN and NDIC inspeclors were
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-< in the society because of other non-banking considerations and without collatéral of any sort in
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financially induced to endorse documents indicatin
distressed after a shorl lime is unparcionable. Wit
these inslitutions,

g all is well only for the same banks to be declared

h the same crop of people still in the employment af
recapilalization may not necessarily strengthen the banking system. ‘

Presently banks engage in non-banking

functions like selling of pl‘wonef-“ré‘cha%e? ards ‘and ?exa:jﬂnaﬁmn
forms.  Wilh more money coming in from this recapitalization, they may be templed to go into mos

trading, that is, buying and selling rather than finance economic aclivities that would revilalize the
economy. :

One of the evil effects of liberalized firancial system is capital flight. Given the great disparity in fore
exchange, an investor from foreign exchange advantaged country with little amount invested in Nige

will own large shares and invariably have colossal sum of dividenc earned and transferred to his home
country. Also this oulflow increases through time. ;

This is bound lo encourage money laundry as dubious inveslors with

money can float companies abroad
and use them to transfer fareign currency to the countr

y under the disguise of foreign direct/porfioly

investment in our banks. Also it will increase inflow of foreign goods in the economy as the banks wi :i%
have much money lo engage in direct : 2
ORETICAL FRAMEWORK i
= Nigerian Capital Market T g &

The world “capital”, used in this context, implies a long-term commitment on the part of the lender and
g-lerm need for the funds on the part of the borrower. Thus, strictly speaking the capital encompasses any.
psaction invelving long-term debt or equily obligations. Luckett (1984). There are two segments of the:
ital markel, the security market.in which securities are used and the market for negotiated finance. The
ital markel for securilies is further divided into two: the primary and ‘secondary markel. \When ney
wiilies like shares, stock and bond are issued they are sold_initially in the 'primary markel. But when |
ders of lhese securilies want (o resell them the securities are resold in the secondary markel, Thus 1]

ary markel is a markel for inilial issue while (he secondary markel is a markel lor subsequent trading
urilies. Anyanwokoro (1999) ehyvites e

Nigerian Capital Market a Historical Perspective on lts Development

According to Dada (2003)The origin of the Capital Market started ‘with'the ‘recommmendation of Barba
pmillee in 1959, The firsl altempl at eslablishing an organized capital'market began 'on Seplember 1
o, wilh the incorporalion of lhe Lagos Slock Exchange, through ‘the joint effort of the Central Bank of
eria (CBN), Investment Company of Nigeria (later NIDB) and the Nigerian Business Community. Later, th
ange was statulorily empowered in 1961 by the enactment of the Lagos Stock Exchange Act Th
ange commenced operalion on July 5, 1961 wilth thirteen securities. During the teething stage, Ih
ange received considerable financial and other assistance from government through the institution

ed to above.

Some major evenls occurred in 1962 which had salutary eflects on the development of the infant marke
se included the recall of Nigerian investments from London by Nigerian Produce Marketing Compan

N), the promulgation of the Exchange Conlrol Act 1962, and the establishment of the Capital Issue
mittee (CIC) under the auspices of the Central Bank of Nigeria. Though withoul any legal backinfg,lh_
operated like an ad hoc consullalive bady to ensure the orderly development of the market by regulalin
= prices and liming of public issues of securities so as nol to overlax lhe'absorplive capacily of I
ding capital market. Sl | &

Lok oS
i

Despite these efforts, aclivities in the market were generally ass"e_rssﬁ’ed o be low in the twelve yea
een 1967 and 1971, as the market was little known by the populac"eT_il_(_':‘b\jirér,r_\lijien_t’ remained a dominan
player especially in the new issues market by regularly ﬂoaling_4':déy§el;qphjt]é;jlfl;:{Qan:_ stocks as a way o
laling the market. As al lhe end of 1971, government had floated 39 securities compared to 13 equite
8 industrial loan stocks. Similarly, the market was characterize

d by few operators (10), no c
2enous company and poor infrastructural facilities. - ;

i

owever, government aclion in enacting the first Nigerian Ente_rp[_i;s,é_zs;;Promotion Act (NEPA) in i19!/
obliged specified alien enterprises to indigenize part of their ownership, made a remarkably posilive
2ct on the development of the market. Within three years of this enactment, twenty'new companies wefe
d on Lhe exchange, compared to thirteen in twelve years (1960-19711). Again,'following the report of lhs
el sel up in 1975 lo review the 1972 indigenizalion exercise, the'" second ‘_/‘\‘Cl was enacled in 1977
sibly lo correct the “failures” of the firs! exercise. The rejuvenated 1977 Act brought more companies inlg
arket and consequenlly, more listi

.
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=0ening lhe miarket, Al the height of ils ompliance in 1979, 39 ne

w companies were
= in that year alone. }

digenization programme and government's del

iberate floaling of stocks, four olher
= impacted positively on the development of the ¢

apital markel as we have 1t loday.

- Capital Issues Commission Act 1973, which form

and introduced statutory regulation into the market.
of the defunct committee. For example,
=2nd hme at which public issues of corpor

ally established the Capital Issues
The funclions were not in any way
it continued the functions of determination of
ate securilies were made.
e Okigho Committee was set up o undzrtake
Wilh respecl to the capilal market, the cemmitte
£ wholly or partially accepted. Amongst these were: establishment of the Securities
mission (SEC), to replace the Capital Issues Commission. Consequently, the
ange Commission Act was enacted in 1979. the Act made SEC the apqggw
2pital Market in Nigeria. In addition to taking over the funclions of the Capilal Ssue’s
#s empowered fo regisler securilies, operators, stock exchanges and mainlain

a comprehensive review of the Nigerian
e made a.number of recomimendations.

%Q%U@lq_gy.r i

e marketl to prevent abuse and practices (hat may be detrimental Lo} the oTdemyr
Capital Market in Nigeria. In 1988, its functions were enlarged to include approval and
and acquisitions and other forms of bsiness combinations. e

'L accepted the need for the Stock Exchange to spread out, it however rejected the use
s0ional Exchange to achieve this objective.  Rather, government estabiished the
ange with frading floars in lLagos, Kaduna, and Parl-Harcourt. In mid-1980's, three
tsha were added with an office in Yola. In 2004 a new

oors, Kano, lbadan and Oni :
new exchange the Abuja stock exchange was established

n Benin city: In addition, a

S0 recommended a new secondar

urity and yield of the inslrument
Dr'S.

y pricing system for Government stocks to make
Hitherto, it was priced al par, making them quite
“ment Programme (SAP) was launched in 1986 to redress serious macra weonomic
“gramme included the rationalization of the public sector through: divestment of
s and debl conversion programmie Consequently, governmen commencec!
Merests in some public companies, some of which were effected through O.ff_er for

=se shares lo the investing public further increased the number of tradable securities
s improved market deplh. ) it it

) was introduced to-attract
stringent listing .conditions: of the

R & I Rt R

was launched, the Second-tier Securities Market (SSM
> the market which hitherto could not meet the more

-I€ securities increased as a result of implementing SAP, with much
=pital markel, [n lhe posl-SAP era, lhe market i
'ng capital funds in lhe process of wealth cre
P activities tended to portray. Policies an
=xample, the pricing function hitherlo performed by SEC was (ransferredito: markel
s for new issues and stockbrokers for existing issues.) In addition, the deregulation
and interest rates, which were the pillars of SAR, encouraged many companies to

long-term funds which only the capital markel could provide. Thus in the late:80s, i
= 1ssues in e markel which further increased the market depth. slan s

nd Assessment Criteria

~wider impact on
became a lruly capitalist instrument:
ation rather lhan as a vehicle for wealin
d strategies tended to be more market

orts to widen, deepen and improve Irading conditions in (he Nigerian Stock Market.
sl scheme was launched in 1990 as a way lo bring small investors indireclly (o
ol the Markel. The period equally recorded a significant increase in the number of
rokers) The Stock Exchange launched the Central Securities Clearing System
n a more efficient securities settlement system. As a result of this ‘innovation: |

prove from T + 15 or more, in seme cases in the past, to T + 5. The NS‘E also
9ing System (ATS) in 1988, : At LHe

s 0f i
191

-
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Table 1: NSE's Growtn Trends 1961
e L ERdS U6 |

2005 :
“ - e R [ 7119810
No. of quoteq Companies 3
No. of lisled securilies 13 '}
Tolal Mk, capilalization (Billion N) | ng 263.3 | 257 Trillion : \’
d Vol. of Securilies traded (M) 334 216 602.3 |
Value of Securilies Tr.

aded (MMN) | 2.3

136.3'| 7.73
Value of new shareg (MMN)

3,954

NSE all Shares Index

5266 | 25831 47 J
No of Siack

hmking Firms e 226 Satdhan R J

) Na
SEC, I'og

Souree NSE P s ailed by Dagan (2003)

Table 1 Compared the pe
Based on the T
there was 4 g
increase volun
o meet Ihe

rformance of the Nigerian capital between 19
able 1 above jt G

an be seen that though the indices has shown an incre
reater increase in gy the indices by the year 2005 more th
e of shares offer

ifferent banks"fal wan
New recapitalisalion amount : ‘

Reorganiza[ion of the Capital Market

In 1998 government decides (o repeal all laws inhipiti
set up to identify such laws. -

laws governin
molion to reform, moderniza ang in[ernatfonalized the Ni
the demands ang challen ;

61 and 2005,

ase 4
an have happen befo . th
[ o the capital markel 1o

B

Asa result, g Le
ndment and/or al
economy thal m

gal Commit
Brogalion

achinery wa
gerian Capital Markel and make it more respo)
dalenges of the pew Millennium, Arising from these me
was floated in 1998 The Central banj

of Nigeria (CBNy), National Insuranc
Nigerian Deposi Insurance Corporation (NDIC), ang

other interesteq private sector organizitione
“advised byGovemmeni lo Lal decision, Before (hat time, a pane| with Deangie
as Chairman, was set up to review the Nigerian Capital Market. Although 1
the Government Whitg Pap :

neither the report of Ihe san
+ Some aspects of the report that have become
knowledge are set below, Lo

asures, the Abuja Sloch By,
e Corporation of Nigeria i

the urgenl need lo
securilies, volumes

i | A
i — )by 1 . %
®  proposal to set Uup a new Slock Exchange ang 'ename the current Stock Exchange :
* issues of Administration and Government of the Stock Ex"change i_n parlicular and the capital m'_éir,
general; gang g K ;

achieve rapid growth jn virtually
and valye issued and

i : “Capital Marke( (fsmb
raded ete). i i) e 1o - ‘

FACTORS THAT HINDERED THE DEvV

The development of ti
There have not bhe
and capit

he Nigerian capj
€N a consig|
ai account policies.

Also tr

i ansparency and jnfo
information

. ) ! b i ) =7 ; i
rmatlion infrasiructure such as Proper auditing, accounling and grag
are generally lgw. : BT W

Furthermore. banking soundness with focys on 'prudentia#'regufatf

In addition,

oNns and supervis
been removed.

portfolio holding a"r‘rd:intejfééi

e ity
there were restrictions in t,rategfhough the restriction

ion are low

Hels e

EFFECT OF RECAPITALIZATION ON THE NI ITAL MARKET [
Underdeveloped or poorly funcnonlng capilal markets {
inveslors, invest

i 'S typically are f'l!jquit! and expensive, | toiers
ments is adversely affecieg if raising local capita| i
costs also hinder the capital rai

Capital is diffic costly.  liliquidity s, high
sing efforts of corporations. " " ' 4 ’
The recapitalization |y

as clearly shown that
deep has been debynked by the succe

transaction

he hitherto held view R4t
88 of the banks thal wenl to the

(RER VR '

3, 1ol
: :f"_u\’.

apital markef v
Lo raise fungs

‘the Nigerian ¢
capilal marke

.
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ational Bank ang Guaranlee Tryst Bank succeeded in raising over N7p hillion
g to the capital market,

aggregate e

securities to be 5

vailable for purchase
=l markel

nere by increasing the v

arieties of securities i
eeded in mobilizing fun

s that were virtya
vestment.

lly idle or from the informal sector 1o ihe capital

blicity that is going on about the Bank recapitalizati

apitalization have made most people Aware
= and invest in the ownership of shares

apital oulflow as avenues for investing the funds in the capital market
=ation abound.
=sed remitla

nce of foreign Currencies from abroad.,
ES. :

These remittance are heing used

to
i .p#r"‘ R
=sed number of participant in the capital markel. Wity special reference o I;\a'nlfs' lhe_fe
on the Nigerian stocc exchange by December 2003 But as Octohe
excha

nge while some others

are awaiting approy

ider distribution of equities (especially the banking equity)
Bes in a few but powerful hands, :

al to consummate

r 31 200§;§&1}ﬁrﬁi5§]ﬁh e
their merger glsid

by dis Couragiﬂ(_j the

POEVELOPED CAPITAL MARKET 1N A ECONOMY

“ortant benefits of having a wel| developed capit

ic policy level, the capital market wil provide

=ntral hanl ang thereby, reduce lhe need for dj
especially its deficils.

al market in an economy.

G
funding of budgets
amaging monelary .

avenue for domestic
reclt and potentially d

iR Abdaen oW i

= [0 avoid a'build up of forei
“entation of monetar
solicy instruments.

gn currency- cenominate| debt.

It can also sirengthen‘the;.
y targets or inflation objectives and ¢

an enable the use of market °

arket-oriented funding of
= long-term lhrough deep an

& wan b

government budget and defici
d liquid markel for securilies.
well developed capital
wough greater competitio
markel can help the fi
€ capital market can com

IR L Sy
s will redyce debt service
seconomic levels, a
1al intermediation tr

WS 1

market can increase overall financial
n and development services,

nancial/system from being
Plement bank financing. 0
" @ well developed capilal market commercial banks are forced to ‘develop
2le credit more competitively. ‘ LN L

1 .
H & et H BT

a primarily bank-oriénted to

ks Loy
new

'+

market entails the

creation of an exten
vefits for the entire fin

sive information legal and
ancial system_ ‘

institutional | -

having a wel| developed Capital market in an economy include:

Ses are allocaled into their
°f capital by helping to

most efficient and profit

able use,
increase {he amounl

That is it help to
of domestic say

ings llowing inlo

from fraud and decei| and hence inslill the confidence needer for orderly growlh
= economy.

" appropriate P

rices for securities through its price determination role
“nd inviestments necess

GG
and development, ' 0l e
y removing bolllenzcks whic

quale liquidily without avhich funds will muc
=l for economic ang industrial development

ary for economic growth
ansfer of securities b h may breed inefficiencies and
ade

h less freely find (heir way info




CONCLUSION

A developed capilal markel is an imporlant facilitator of economic growth and cleﬁe!opmen‘._ M
recent recapitalization savings have been mobilized more than ever before and channeled into the |

> A¥
With these funds in the banking sector it is expect that they will have positive effecl on the econo i Tl
removal of impediment lp, lhe capital market development il will be able lo perform ils funclion «spg

mabilization of fund for produclive investment.

The conlinued success on the development of the Nigerian capital market rest on both the oyi,:;--=1<:»a':
al all have make sure they obey all rule and regulations guiding their aclivities and the governmel
should make sure that there is a consistent macroeconomic policy framework especially in relation o |
monetary, exchange rale and capital accounl policies. !

_Baseq on the success of the banks in raising money from the capital market which was greally Lelp
their publicity and aggressive markeling it is seen that the deplh*of the capital matkel is.a (el

investment education and the awareness that publicity creates for opportunities in the stock marke!

RECOMMENDATION
The following points are our recommendalions.

First there is need lo have over-the-counler Market (OTC) which will help to prolect investors [y pio
a formal, orderly and transparent system for trading in the securities of unquoled public companic:
facilitate compliance with the law which requires that securities of public companies can only b
SEC-regislered brokers/dealers. L

Secondly, there is the need to plug the gap in the secondary market system involving the absane
forum for formalized trading in the securities of unquoted public c_lep‘qnies by having a form for il

hei
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Thirdly, the Abuja stock and commodily exchange: should:

supporled and encouraged o fu
properly. :

Fourthly, the government should release the report and while Saper on the Dennis Odife Caipsitan
reform.

Filth, the government should ensure there is a consistent macroeconomic policy frameworl. i
fiscal, monetary, exchange rate and capital account policies. :

Sixlhly, operators. of the banking syslem should be made by the regulatory authorilies in the
market to adhere o prudenlial regulations and supervision.

bl LNEIHE : f
Finally, the regulators should be well strengthened lo enable them monilor the capital markel and
sure the operators obey all rules and regulaiions, IR : |
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