SEC may redirect capital formation towards real sector

There are strong indications that the Securities and Exchange Commission (SEC) has concluded plans to redirect capital formation from the capital market towards real productive sector to finance growth of the economy. 

Director General of the Commission, Ms Arunma Oteh, dropped the hint recently during an interactive session with market operators at the Nigerian Stock Exchange (NSE) where emphasised the role of the capital market in the larger economy. 

She said: "I do think that the capital market is extremely important to any economy, much more so to our own economy. Over the years we have been dependent on oil. And government has made extreme effort to have a more diversified economy. I do think that the capital market will help us do that because enterprenuers can raise funds capital in the market to foster innovations, sponsor innovations, and to create job. It is extremely important to our own economy".

While noting that the country is peopled by hard-working industrious people, the SEC DG maintained that the market was extremely important in helping the country realise its own potentials
If this happens, it will probably be the first time any DG of SEC would be linking the role of the capital market to the development of the economy. Before now, emphasis about capital formation through the capital market had been focused on capital formation for the services sector. 

Commenting on this planned shift of emphasis, the Managing Director of Lambeth Securities Limited, Mr. David Adonri, explained that the financial markets intermediate in the process of capital formation.
He affirmed that since the inception of the capital market, the market had focused on aggregating short-term capital for the service system to the detriment of real productive sector. 

"And because the real sector has been starved of funds, service sector now has so much long term capital than they require. And because they don’t have the culture of diverting capital to the real sector, they now transfer it to service the real sector abroad out of the country. That is why you now see exotic cars being imported into the country through trade finance, and all sorts of appliances that are manufactured outside the country", said the stockbroker.

While drawing a line between two kinds of capital formation –short-term and long-term capital formation, Adonri said that while it is the duty of the money market to form short-term capital with which to finance short-term activities in the economy, it is the duty of the capital market to form long-term capital which is used in financing capital expenditure and development in general in the economy.

According to him, short-term capital mobilisation has been a dominant factor in capital intermediation, requesting the SEC DG to redirect the financing capacity of the market away from its service oriented financial aggregation into the real sector capital financing.
"It will now be better for the regulators to promote deliberately the financing of the productive real sector in strategic manner. The capital that will now be formed in the market will now be strategically positioned towards developing Nigeria’s engineering infrastructure

"The components of heavy industrial base is the metallic industry which comprises of ferrous and non-ferrous metal. Secondly, the power sector, thirdly the energy industry. It is the underdevelopment of these three sectors of the economy that denied the country engineering industry that is required to drive light industrial sector in a sustainable manner and also other heavy activities. So the process of capital formation will become even more strategic gearing towards financing heavy engineering productive base,” Adonri stated.
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