SEC launches probe into N7.5trn equities crash 

 

Nigeria’s new securities regulator has launched a sweeping investigation into alleged abuses that contributed to a $50billion (N7.5trilion) equities crash in what had been regarded as a prime frontier market. Arunma Oteh, incoming director-general of the Securities and Exchange Commission that oversees sub-Saharan Africa’s second-biggest stock market, said that the investigation into brokers marked the start of a “transformation agenda” after a dramatic shake-down of the country’s banks.
 

The investigation “must send a signal that improper behaviour is not permissible and that the culture of impunity and recklessness which I understand is one that’s been associated with our markets in the last two years will not continue”, said Oteh in her first interview with a foreign media organisation since taking office in January.
Rampant speculation backed by often unsecured credit inflated an equities bubble that burst spectacularly in 2008. By the end of last year, the Nigerian Stock Exchange’s total capitalisation had fallen 70 per cent from its peak, losing some N7,5 trillion ($50billion).
What had been hailed as a white-hot investment opportunity had become one of the world’s worst-performing bourses. Nigerian financiers blame a combination of lax regulatory oversight and sharp practices at some banks and brokers for creating the crisis.
 

Defaulted margin loans made by banks to brokers contributed to a financial crisis that forced the central bank to pump $4billion in emergency funds into nine troubled lenders last year and fire the management at eight of them. As bank stocks account for some 60 per cent of market capitalisation, the sector’s woes heaped further downward pressure on the bourse. Nigeria’s 300 brokers remain mired in mistrust, hampering the return of confidence beyond stocks’ modest recovery this year.
“There are clearly indications that a number of the brokers, given the size of their exposure to margin lending, should have a negative net worth,” Oteh said, although she added that there were others “who have done things right”. She said the investigators would examine allegations of share-price manipulation and insider-dealing.
Any abuses discovered could draw heavy fines from the SEC or lead to civil or criminal legal proceedings, Oteh added. She said that a team from the US Securities and Exchange Commission would be advising its Nigerian counterparts on her reform plans.
Oteh did not give a deadline for the investigations but said that they were only part of plans to turn the struggling capital markets into an engine for realising the long-thwarted economic potential of Africa’s most populous nation and biggest energy producer. 
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