Capital market overhaul to renew investors’ confidence 
… Licences review may limit some banks from issuing margin loans 

Nigerian policymakers seemed to have joined in the quest for renewed confidence in the Nigerian capital market, after it was cut up by the global financial crisis and the banking sector reforms. 

Equity investors following trends at the Nigerian Stock Exchange must have seen that since the beginning of this year, the market was yet to sustain upward movement in stock prices, but had been marred by fluctuations in market activities as reflected in the continuous upward and downward movements of market indices. This is interpreted by analysts to mean that the market is yet to lure investors to make informed decisions. 

The decision to embark on capital market reforms in the near term is driven by how the Central Bank of Nigeria (CBN) governor, Sanusi Lamido Sanusi led reforms in the banking sector exposed the bubble capitals of the affected banks “The affected banks’ reports in the capital market were inefficient for investors to make informed decisions. The reports were poor, inaccurate and decisive,” Sanusi said. 

Meanwhile, with the next phase of the banking sector reforms coming up soonest, and the proposed examination of the operational license issued to banks to see if they are permitted to issue margin loans, there is likelihood that if a bank’s license does not reflect such, it would not be authorised to issue such loans going further. 

On the proposed capital market reform, Remi Babalola, minister of States for Finance said the federal government appreciates that a sound and robust banking sector is very critical for economic growth, adding that the CBN’s investigations in the process of its reforms revealed how lapses in the banking sector was created and predicated by the capital market. “The kind of reform we are looking at is not only in the banking sector but in the entire financial sector – banks, capital market, insurance / pension. We are ensuring that the capital market will be fully overhauled within the next few months. We are also trying to ensure that the overhaul will not have a negative effect on the entire economy,” Babalola said. 

According to Razia Khan, regional head of research for Africa at Standard Chartered Bank London, “there was a surprising high correlation between oil price and the performance of Nigerian Stock Exchange (NSE), despite banks dominating capitalisation. There was noticeable correlation between oil price movement in positive direction and the NSE performance. The question remains… how real were the gains?” 

“There just need to be a new culture of corporate governance. There has to be a lot of work in this direction to sustain the reform. There was also an inevitable rush to increase returns on shareholders equity.” Khan said.
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