Bank cautious disposition, not liquidity, sustaining credit squeeze 

 

Data on aggregate balances of banks with the Central Bank of Nigeria (CBN) between January and March this year suggest liquidity alone cannot be blamed for the lingering credit squeeze in the economy, BusinessDay investigations can now reveal.
 

The data obtained by BusinessDay showed a consistent balance in the region of N300 billion with the CBN. On a particular day, the banks’ balance with the CBN was as high as N700 billion. The CBN may have responded to the burgeoning aggregates by reducing the interest banks can receive on their balances with the apex bank to one percent, from two percent during the last monetary policy committee (MPC) meeting.
 

The consistent averages over a three month period suggest that the funds cannot be classified as short term but a reflection that although liquidity is not much of a problem, banks are simply unwilling to lend. Analysts attribute this to the cautious disposition prevalent among banks to the few asset options that they now have. In the last four years, banks have concentrated their lending in the importation of petroleum products, property, the stock market and in currencies, especially the dollar. However, their fingers had been burnt in these areas and banks are now more cautious than ever.
 

Analysts also point to the complications associated with the new level of provisioning required for any non-performing loan. This complication arises because, in some cases where banks lend to manufacturing companies, the provisioning between commercial loans and project loans are not treated differently. For instance, in project finance, a bank could allow for a year or two of moratorium. However, the absence of rule separating commercial from project loans means that after 90 days, some project loans are classified as non-performing, driving the provisioning levels.
The current lull in lending activities by banks has implications for their profits in the short and medium terms. Indeed, it may extend the time it will take the banking industry to bounce back to profit. The current behaviour is a reflection that banks are comfortable with a safe one percent interest rate per annum from the central bank than take credit risks at above 15 percent per annum.
Another evidence of the cautious approach is the amount of funds that banks are putting into government bonds, despite their low yields. Last week, 91-ay, 182-day, and 365-day bonds were doing 1.044, 1.5, and 1.9 percent respectively, well below inflation expectations for the Nigerian economy. It is also below the interest paid depositors for their deposits. Twenty year bonds are doing 7.6 percent, whereas three-year bonds are attracting between 2.5 and 4.5 percent. Analysts point to the fact that these bonds are fully subscribed as evidence that there is long term fund in the financial industry.
Low confidence in the operating environment of the banks is seen as the main reason for the credit squeeze. The apex bank said recently that the “liquidity position of banks against the backdrop of declining private sector credit implies that the banks are reluctant to lend to the real economy”. However this has implications for businesses. The CBN had equally stated that “financing conditions, especially for businesses and firms are likely to remain difficult in the near term as financial institutions continue to maintain a cautious approach to credit extension”.
Early results of the BusinessDay /LCCI survey also corroborate the implications of banks’ current approach for businesses. So far, results show that over 90 percent of firms that responded say they are affected by the credit squeeze. 
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