Why banks are reluctant to lend to real sector - analysts 
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•Massive mop-up through TBs pushes up inter-bank lending 
Lack of effective credit rating agencies and misalignment among other factors are responsible for banks’ reluctance to lend to the productive sectors of the economy, analysts have said. According to them, the current scenario in spite of the fact that the economy is awash with liquidity portends danger to the economy. 

Even with the slashing of the standing deposit facility by the monetary policy committee, ostensibly to encourage banks to lend to the productive sector, not much has changed. Others also believe that the current apathy may not be unconnected with series of actions that took place in the financial market last year, typified by publishing of names of borrowers in the national dailies by the apex bank. This, according to them, has brought about suspicion between banks and their customers after the harrowing experience they went through last year. 

Although, official figures put lending rates at between 19 and 23 percent, there are some banks that are lending at between 14 and 15 percent, on selective basis, an indication that all is not well with the economy. For instance, CBN attested after the recent Monetary Policy Committee (MPC) meeting that “the annualised decline in aggregate domestic credit (net) as at January 2010 was 22.44 percent, compared with the provisional benchmark growth rate of 82.8 percent for 2010, while the annualised growth rate of private sector credit was -16.20 percent, significantly below the provisional benchmark of 31.54 percent, indicating that the private sector particularly, small and medium enterprises, were being starved of the much-needed credit.” 

BusinessDay investigations revealed that over N400 billion is in the industry with about half of it being transacted at the inter-bank market. 

According to Bismarck Rewane, chief executive of Financial Derivatives, in the current edition of the Monthly Economic News and Views at the Lagos Business School Executive Breakfast session, for the outlook for this month, “for inter-bank market to remain relatively liquid, rates are likely to remain low, increase in banks’ reluctance to lend outside the interbank market will keep the market liquid, with demand for Federal Government Bonds continuing to soar as there are no outlets. 

Former president of Nigerian Economic Society, Isaac Aluko-Olokun, reportedly observed that it is difficult to talk about growth in the last two months of the year because the economy is not out of the woods yet. “Our economy is suffering from the misalignment which is manifested by the disconnect between the money and banking sectors awash with liquidity on one hand, and the real sector, capital market, consumer sector and the rest of the economy starved of the funds on the other hand,” Aluko-Olokun said. 

However, analysts at Renaissance Capital said that the market appears to be driven largely by the retreat in money-market rates (with many investors looking to the equity market to improve their portfolio returns), expectations and positioning ahead of banking sector results, and positive market reaction to impending passage of the Asset Management Company Bill. Equity prices were driven mainly by locals on Friday, with a high volume of orders coming from pension funds, reflecting the lack of high-yielding alternative assets in the money market. 

However, in an apparent move to save inter-lending rates from hitting rock bottom where margins will become too low for banks to be interested in playing, the Central Bank of Nigeria (CBN) has intensified efforts to suck as much liquidity as possible from the system. The move, coupled with the withdrawal of N90 billion by the Nigerian National Petroleum Corporation is beginning to prop up inter-bank lending rates again. 

A source at the Financial Market Dealers Association of Nigeria (FMDA) told BusinessDay that there has been too much liquidity in the system, and as such inter-bank rates have gone far too low. The result is that the margin left for players in the market has become too small, thus further discouraging interest in the market. Most of the dealers in the financial market have since abandoned the money market for the Federal Government of Nigeria (FGN) Bond Market. Also, since the banks would not lend either to the real economy in spite of the liquidity surfeit, the CBN has decided to mop up available excess liquidity, at least to improve rates in the inter-bank market to encourage banks to lend amongst themselves. 
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