Real reasons behind banking reforms, by CBN Deputy Governor

The Central Bank of Nigeria’s (CBN) objective in embarking upon the banking reforms is to promote a banking system that is sound, stable and efficient. A lot of reactions have trailed the process even as the apex bank uses every opportunity to explain the rationale behind the exercise. 

This was the response of Deputy Governor in charge of financial systems stability, Dr. Kingsley Moghalu, on the reforms in Lagos.
Excerpts: 

Full disclosure requirement 
We have sent out guidelines to banks on what to disclose in their last quarter report. We have a very comprehensive blueprint for the reform of the financial services sector. This includes industry remedial measures, and issues of regulatory framework review. It includes consumer protection and the reform of the Central Bank.

Stakeholders’ perception of the reform process 
We are trying to address those perceptions and that that is one of the reasons why we are represented at such forum as this. It gives us the opportunity to explain to stakeholders the reason why we are doing what we are doing. And why it is essential to protect the interest of depositors, which is the fundamental reason for the reform of the banking sector. 

There is no other important reason than that, and to ensure that we have a safe and sound financial system. Perhaps some people need to know more about that. But you must also realise that perceptions arise from two things. First of all, there is the overwhelming majority of Nigerians’ I think, that understand and support measures that the CBN is taking. 

There are those who do not fully understand why, which we are trying to explain. And there is a very small group who perceived that their vested interest have been affected negatively by these reforms and that group will always fight and kick. But I think we should not be distracted by their sound and fury. 

Reason for CEOs tenure limit 
I think you can see that the response of the banks to the new regulation has been positive and we have seen that some of them have very quickly announced successors. The whole point of that regulation is to establish a culture of succession planning. To establish a best practice corporate governance principle that there have to be term limits. 

Even the president of Nigeria cannot be there for more than eight years. Because the banking industry has to do with depositors’ funds; there is a public interest even though these are private institutions. Some people have asked why do you tell them how long their CEOs should stay if they are private institutions. .The reason is first because it is a public limited company. 

Even more importantly, these banks handle depositor’s funds. It always comes back to depositors’ interest. It is important that they have term limits so that people in their minds could begin to understand that there is a difference between ownership and control. That is a very fundamental point of corporate governance, the abuse of which ill a number of cases has created problems. 

Credit squeeze as a result of CBN reform 
First of all, you need to understand that all over the world, the first reaction of most banks to the financial crisis has been the instinct that is understandable: to hold on to whatever capital or liquidity they have and to watch cautiously, before releasing any money. That has happened in the United States and the United Kingdom. Having put that global perspective, I think we should know that contrary to the impression that has been created, credit in the Nigerian economy has actually grown over the past year. It may surprise you to know that, but that is the truth because we have done our research. And you know research is a much more reliable source of information than just perceptions that are not backed up by facts. 

Understandably, it is possible that because of the reform, some banks may be a bit cautious in terms of granting credit. But we have encouraged Nigerian banks to perform their roles, acting as inter-mediators to the real economy. We are also working on other aspects, with the government of Nigeria because the CBN is responsible for monetary policy, but not responsible for fiscal policy. We must work with other arms of government to create the overall environment that addresses more fundamental problems like power, in order for credit to flow to real businesses. 

It is apparent that the Government will have to playa major role in the transition of the Affected Banks. Injection of CBN loan and inter-bank guarantee has been critical in keeping the affected banks in operation and you know that recapitalization is unlikely without substantial government support. 

Reforms for the microfinance banks 
Certainly there is going to be fundamental reforms in the Microfinance banking sub sector. Those reforms include a lot of training that is being given to operators of micro finance banks. It includes a fundamental policy and strategy review of the micro finance policy in Nigeria. It will include a certification programme for operators, in which they are trained and certified so that you know that anybody who is running a microfinance bank, is actually qualified to run a micro finance bank. 

It will include training on corporate governance and risk management. So, you can expect a much more robust regulatory approach to micro finance banks. Retrenchment in the banking sector 
The question of retrenchment has to do with the nature of free market, because we are not in an economy that is run by state control. 

A situation that has developed such that many of those banks were on the brink of failure and the only thing keeping them alive is the CBN intervention; those funds were to contribute to their capital. Those funds were not for them to carry the salaries of workers. It is to enable them return to a profitable business model. 

What happens all over the world, not only in Nigeria, is that when companies are in difficulty, they tend to shed staff. It was not a CBN directive to the banks to do so. But it is their own independent judgement as independent companies and we cannot tell them how to hire or fire staff. 
We are trying to work with various parties involved to make sure there is a holistic solution going forward. 

Mechanisms for SME funding 
We have not had a good experience in funding SMEs in this country. We have tried the Small and Medium Enterprises Equity Investment Scheme (SMEEIS), which required banks to contribute 10 per cent of their profit after tax to fund small and medium scale industries, it has not worked. We have the Bank of Industry as well, which is supposed to be funding SMEs, but all these have not worked, so what are we going to do? 

What I want to tell you are that the reforms that CBN is embarking on is very comprehensive. We will not boast that we have solved all the problems in. Nigeria, but we are going to try to solve the problems for which we have the framework and the authority to provide solutions. And then work with other actors in the private sector including other arms of the government to address the rest. 

The governor of the Central Bank visited Malaysia in November 2009 and we met with the governor of the Central Bank of Malaysia. It was such an amazing experience for us. One of the biggest lessons we leant from that country was their model of SMEs funding and how the central bank is playing a major role in stimulating that process. 

The fundamental problem that we have in funding SMEs is that there are so many players in the Small and Medium Scale Enterprise universe. We have the Medium Entrepreneurship Development Agency of Nigeria (SMEDAN), we have the National Directorate of Employment (NDE) and a number of other agencies, all of them claims to be funding the SMEs. So, we are working towards the creation of an SME helmet that will bring all the agencies working on SMEs together, so that responsibilities would be very clearly shared, and there will be much more collaborative effort. 

That is one. Two, we are undergoing a thorough review of our development financing in the central bank which will include finance of our SMEs. So, we are considering the whole question of an SME bank, and we are also looking at the whole question of credit guarantees, because that is an important format. That’s to give an answer about the SME and what we are doing. So, we are working through some concrete measures to addressing the problems of SMEs and you would be hearing more about that in the next few months. 

The reform process is basically intended to encourage real sector growth by channeling credit to that sector through reasonably low lending rates and this is the outcome of Bankers’ Committee retreat at Enugu in December 2009. 

Responsibility of the regulators for what is happening in the financial system 
That is the question we get all the time and we are quite happy at that. Of course (we are not responsible as individuals for whatever decision that is taken but as an institution, we take responsibility. In terms of regulation, it is very clear that what happened, happened because there was some regulatory oversight. 

One of the reasons may have been that consolidation of the banks was such a big thing in the banking industry that a lot of effort was put on that process. And little time was spared to regulate and supervise the banks. But we are now looking at ourselves as an institution. We have a reform plan for the banks entitled enhance quality of banks. There are five components in the reform programme. 

One, industry remedial actions that include helping the banks to work through the issues of corporate governance, risk management in banks, quality of data that comes from the banks, financial crimes and so on. The second round reform is regulatory. framework review; where we look at the whole regulatory framework and all the rules and regulations and so on. Then strengthen them in such a way that they can support effective regulation. 

Included here are the question of disclosure and International Financial Reporting Standard that we are moving the banks towards. The third arm of the reform is risk-based supervision. Before now, we were supervising the banks on the bases of compliance. Now we are moving in practice to supervising the banks from the perspective of risk. 

When we do this, we are going to be looking at the main risk factors. What is the bank’s main line of business and how is it planning these businesses? We are assessing banks in this manner because the failure of individual banks especially when they are of systemic importance, to address their risk, leads to a kind of systemic risk. The fourth aspect of the reform of the banks is consumer protection. 

We will now put in place a very strong consumer protection framework for consumers of Nigerian financial products. And the fifth arm of the reform is CBN transformation. And that has to do with looking at us. The point am trying to make is that we are looking at ourselves in the context of what the responsibilities of regulators are. 

We are going to make sure that CBN regulate itself. We have already designed a code of conduct for regulators. And this is going to be discussed at the next Financial System Regulatory Consultative meeting. So, we are really looking inwards as well as we are looking outward, in terms of the reforms. The position of the Federal Government on the action of the Central Bank, unfortunately, I cannot speak on that. CBN will achieve its objectives by acting within the boundaries of the Nigerian legal framework and no action has been or will be taken by CBN without having reviewed and considered all the options available
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