)

r—y Pure

Bangor University

DOCTOR OF PHILOSOPHY

Loan management in Nigerian banks : a study of the efficiency of commercial banks'
lending function in a developing economy.

Adewunmi, Oluwole

Award date:
1981

Awarding institution:
Bangor University

Link to publication

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.

» Users may download and print one copy of any publication from the public portal for the purpose of private study or research.
* You may not further distribute the material or use it for any profit-making activity or commercial gain
* You may freely distribute the URL identifying the publication in the public portal ?

Take down policy
If you believe that this document breaches copyright please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Download date: 22. Nov. 2024


https://research.bangor.ac.uk/portal/en/theses/loan-management-in-nigerian-banks--a-study-of-the-efficiency-of-commercial-banks-lending-function-in-a-developing-economy(a712ae93-0acb-4eb6-91d7-441614bae082).html

LOAN MANAGEMENT IN NIGERIAN BANKS:
A STUDY OF THE EFFICIENCY OF COMMERCIAL

BANKS’ LENDING FUNCTION IN A DEVELOPING ECONOMY

OLUWOLE  ADEWUNMI

B.Sc. (Econs) Lagos; M.A. (Accounting & Financial Management) Sheffield
A.C.M.A.; A, I.B.; A.C.I.S5.; M.Inst.P.S.

A Thesis Presented in Fulfilment of the Requirements
for the Degree of Doctor of Philosophy of the
University of Wales

September 1981



TO MY PARENTS

MICHAEL AND IBITOLA ADEWUNMI



Declaration

Contents

11

CONTENTS

List of tables

List of figures

General notes

Acknowledgements

Summary

CHAPTER

1 INTRODUCTION

1 Background
2 Objectives of the Study
3 The Rationale of This Study
4 A Note on Interest Rates
5 OQOutline of the Study

METHODOLOGY
1 Introduction
2 The Hypothesis of This Study
3 The Concept of Efficiency
3.1 Efficiency in Banking
3.2 Definitional Problems
3.3 Practical Problems
3.4 The Measures of Efficiency.
4 The Samples
5 Data Gathering Procedure

THE ROLE OF FINANCE IN ECONOMIC DEVELOPMENT

1
2

Introduction
Finance and Economic Development

2,1 Early Views

2.2 Some Empirical Evidence

2.3 Theoretical Relationship

2.4 The Direction of Causality

2.5 Patrick's Demand-following and
Supply-leading Concepts

2.6 Financial Repression and the

Structuralist Hypotheses
Evidence from Nigeria
Conclusion and Policy Implications

11
vit
xvi

xviti
xix

rx

CNWR P

23

23
24
24
26
28
29

31
32

38
40



CHAPTER

iii

A SURVEY OF LENDING CONCEPTS, PRINCIPLES
AND PRACTICES

Introduction

An Overview
Lending Concepts
Lending Principles
Lending Practices

e W+

THE NIGERIAN COMMERCIAL BANKS' LENDING
ENVIRONMENT

1 Introduction
2 Overview of the Economy
2,2 Political Structure
2.3 Natural Resources
2.4 The Financial System
2.4.1 The Central Bank
4.2 Commercial Banks
4.3 Merchant Banks
4.4 Federal Savings Bank
4.5 Development Banks
4,6 Pension Funds
4.7 Insurance Companies
8 Finance Companies
3 The Money and Capital Markets
3.1 Money Market
3.2 Capital Market
4 The Regulatory Environment of the
Commercial Banks
S Government Policies and Strategies
5.1 Government Agricultural Policies
and Strategies
5.1.1 Future Developments
5.2 Government Industrial Policies and
Strategies
5.2.1 Future Developments

AN APPRAISAL OF AGGREGATE COMMERCIAL BANK
LENDING: 1960 - 1979

1 Introduction
2 Aggregate Lending Operations
3 Maturity, Security and Repayment Patterns
3.1 Maturity Pattern
3.2 Security Pattern
3.3 Repayment Pattern
4 The Role of the Agricultural Credit
Guarantee Scheme Fund (ACGS)
4.1 Opinion Survey
4.2 Observations
5 Summary and Concluding Remarks

Page

97

97
100
123
124
129
132

135
137
139
142



iv

CHAPTER Page
7 BANKERS' LIQUIDITY PREFERENCE AND THEIR
LENDING PRACTICES 144
1° Introduction 144
2 Measurement Techniques '’ 146
3 The Sample 149
4 Data Gathering 154
5 The Results 155
5.1 The IPT 155
5.2 The SLRQ 158
5.3 The SQI 169
5.3.1 Loan Policies 170
5.3.2 Marketing of Loan Services 170
5.3.3 Provision of Information and
Advice to Customers 172
5.3.4 Response to Credit Applications 174
5.3.5 Security for Advances 174
5.3.6 Problem Loan 177
6 Correlation of Liquidity Preference and
Lending Practices 179
6.1 Top-level Lending Officers' Response
to IPT 186
7 Summary and Concluding Remarks 190
-8 PLANNING AND CONTROL OF LOANS AND ADVANCES:
A COMPARATIVE STUDY OF NIGERIAN AND U.K.
COMMERCIAL BANKS' PRACTICES 192
1 Introduction 192
2 The Sample and Data Gathering Procedure 198
3 Analysis of Responses 201
3.1 Planning of Advances 201
3.2 Advances Management and Control 205
3.3 Lending Problems 214
3.4 Lending Related Services 218
4 Summary and Concluding Remarks 225
9 THE PERCEPTION OF NIGERIAN COMMERCIAL BANKS'
LENDING FUNCTION BY INDUSTRY 232
1 Introduction 232
2 The Sample 232
3 Data Gathering Procedure 236
4 The Results 238
4.1 General View of Banks 239
4.2 Differences in Banks 241
4.3 Lending-related Services 243
4.4 Credit Facilities 249

5 Summary and Concluding Remarks 2356



CHAPTER

10

11

12

13

SIMULATION EXERCISES: INTRODUCTION TO SOFI

1 Introduction

2 Simulation

3 SOFI (Simulation of Financial Institutions)
3.1 Features of SOFI
3.2 The Structure of SOFI

SIMULATION EXERCISES: AN EVALUATION OF THE
PROPOSITION OF THE STUDY

1 Introduction
1.1 The Approach
2 The Data of the Analysis
2.1 Opening Balance Sheet
2.1.1 Assets
2.1.2 Liabilities

2.2 The Operating Environment of Bank 1
3 The Initial Simulation Result

3.1 The Balance Sheet

3.2 The Performance Reports

3.3 Bank 1 vs Bank 1l(A)

3.3.1 Wwhat if the Loans-to-deposit Ratio

Increases to 60%?
3.3.2 What if Term Loans' Maturities
Lengthen?

Page

259

259
260
261
262
264

270

270
270
271
272
273
276
276
2717
277
281
282

283
285

3.3.3 What if Loan Loss Rates Increase? 286

4 Summary and Concluding Remarks

SIMULATION EXERCISES: CONTINGENCY TESTING OF THE

PROPOSITION OF THE STUDY

1 Introduction
2 Contingency Testing
2.1 Contingency Test 1 = (Doubled Lcan
Loss Rates)
2.2 Contingency Test 2 - (a 20% Jump in
Inflation Rate)
2.3 Contingency Test 3 - (Liquidity Crisis)
3 Summary and Concluding Remarks

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

1 Summary
2 Conclusions
3 Recommendations
3.1 Macro-level Efforts
3.1.1 Government Infrastructural
Support
3.1.2 Loans Rediscount/Refinance
Facilities

288

290

290
292

293
297

300
305

307
307
311
312
313
313

314



APPENDICES

I

II

III

IV-A"

IV-B

BIBLIOGRAPHY

vi

3.2 Micro-level Efforts
3.2.1 Planning
3.2.2 Management and Control of

Advances
3.3 Joint Efforts
3.3.1 Training
3.3.2 Credit Bureau
3.3.3 Co-operatives
3.4 Direction of Future Research

The Determinants of Nigerian Commercial
Banks' Lending Performance: A Statistical

Analysis

A Statistical Analysis of the Determinants
of Nigerian Commercial Banks' Attitude
to Risk

A Statistical Analysis of the "Liquidity
Preference" of Nigerian Commercial Bankers

Questionnaires
Letters of Request for Interview

Appendix Tables and Figures

Page

315
315

315
317
317
318

318
319

320 .

343

369
385
406
414

444



vii

LIST OF TABLES

Table Page
3.1 Some Monetary and Real Sector Statistics:

Nigeria, 1960-1975 39
3.2 Summary of Results of Correlation Analysis 40
5.1 Total Assets of all Main Institutions in the

Financial System as Per Cent of Gross Domestic

Product at Factor Cost: 1969/70-1974/75 « 65
5.2 Nigerian Commercial Banking System: Portfolio of

Assets 1960-1979 67
5.3 Nigerian Commercial Banking System: Portfolio

of Liabilities 1960-1978 68
5.4 Institutionalized Savings: 1962-1978 70
5.5 Banking System's Credit to the Private Sector 71 .
5.6 Money Market Instruments Outstanding 1960-1978 75
5.7 Holdings of Money Market Assets as at

December 1977 76
5.8 Industrial Securities Issued 1960-1975 77
5.9 Nigerian Government Development Loan Stocks Issues

1960-1979 78
5.10 Cumulative Distribution of Issues Made Securities

Listed and Companies Quoted, Nigeria 1960-1975 78
5.11 Holdings of Development Loan Stocks 80
5.12 Money Supply in Nigeria 1960-1978 81
5.13 Market Share in Financial Intermediation: The

Position in OECD Countries and Nigeria: 1975 . 82
5.14 Agricultural Earnings and Gross Domestic Product

(GDP) in Nigeria: 1960-1975 85
5.15 Value of Manufacturing Products and Gross Domestic

Product (GDP) in Nigeria: 1960-1975 92
6.1 Share of Loans and Advances Granted by Foreign and

Indigenous Commercial Banks, 1963-1979 929
6.2 Indicators of Efficiency of Operations by Commercial

Banks for the Period 1960-1978 101
6.3 An Analysis of Commercial Banks' Loans and Advances

(Actual Distribution) 1960-1978 104



Table

6.4

6.5

6.6

6.7

6.8

6.10

6.11

6.12

6.13

6.14
6.15

7.1

7.3

7.4

7.5

7.6

7.7

viii

Loans and Advances as a Percentage of the
Assets of Commercial Banking Systems in
Selected Developed and Developing Economies:
1970-1977

An Analysis of Commercial Banks' Loans and
Advances (Actual Distribution) 1960-1978

Prescribed Sectoral Allocation of Commercial
Banks' Loans and Advances: 1969-1978

Deviations from Prescribed Targets of Sectoral
Allocation of Commercial Banks' Loans and
Advances: 1969-1978

Maturity Pattern of Commercial Banks' Loans
and Advances: 1963-1979

A Comparative Analysis of the Maturity Pattern

of Commercial Banks' Loans and Advances: Indigenous
vs Foreign Banks for Selected Years Between
1963-1979

Maturity Pattern of Commercial Banks' Loans
and Advances

Maturity Distribution of Loans and Advances in
Selected OECD Countries, December 1975

Security Pattern of Commercial Banks' Loans and
Advances: 1963-1979

Distribution of Commercial Banks' ILoans and
Advances by Method of Repayment 1972 and 1979

London Clearing Banks: Term Lending 1973-1976

Loans Guaranteed by the Agricultural Credit
Guarantee Scheme Fund by State: 1978-1980°

Profile of Respondents (Operations-Level Lending
Officers) Background Statistics

State Distribution of Commercial Banks' Credit
to Selected Sectors: Annual Averages for
1972-75 :

Profile of Respondents (Top-Level Management
Staff) Background Statistics

Investment Preference Test: Operations Level
Lending Officers' Responses (summarised)

Investment Preference Test: Percentage
Distributions of Lending Officers' Preferences

Simulated Loan Request Questionnaire: Percentage
Distribution of Responses

Simulated Loan Request Questionnaire: Lending
Officers' Responses

Page

109

110

118

119

125

126

127

128

131

133
134

136

150

152

153

156

157

159

160



Table

7.9

7.10

7.11

7.12

7.13

7.14

7.15

7.16

7.17

7.18

7.19
7.20

7.21

8.1

L X

Simulated Loan Request Questionnaire: Type
of Advances Granted by Respondents

Simulated Loan Request Questionnaire: Amount
of Advance Offered by Respondents

Simulated Loan Request Questionnaire: Analysis
of Maturity Term Required by Respondents

Simulated Loan Request Questionnaire: Repayment
Terms Specified by Respondents

Simulated Loan Request Questionnaire: Type of
Securities Called for by Respondents

Simulated Loan Request Questionnaire: Factors
in Lending Decision (Summary of Responses)

Structured Questionnaire Interview for Branch
Managers - Responses

Structured Questionnaire Interview: Information
Provided to Loan Customers

Structured Questionnaire Interview: Collateral
as a Percentage of Loans

Structured Questionnaire Interview: Causes of
Lending Problems in Agriculture and Manufacturing
Sectors

Results of Rank Correlation Analysis

Results of Multiple Linear Regression

Investment Preference Test: Top-Level Lending
Officers' Responses (Distribution of %¥100,000)

Differences of the Means of Responses to
Investment Preference Test

Conceptual Distinction Between Strategic
Planning and Operational Control

Planning Department?

Planning for Loans and Advances?
Objectives of Lending Function

Sources of Lending Information

Sources of Information

Information is a Constraint in Lending

Usefulness of a Central Credit Bureau

Page

161

162

163

165

167

168

171

173

176

178

182

183

188

189

194
201
202
205
205
206
207

208



Table
8.10
8.11
8.12
8.13
8.14
8.15
8.16
8.17
8.18
8.19
8.20
8.21

9.2
9.3
9.4
9.5
9.6
9.7
9.8
9.9(a)
9.9

9.13
9.14

9.15

Co-operation in Exchange of Credit Information
Maintenance of Customers' Credit Files
Managers' Tenure in the Branches

Review of Managers' Discretionary Limit
Lending Problems

Solutions to Bank Lending Problems

Business Advisory Services Unit

Types of Advice Customers Call For

Role of Banks in Develépment Financing
Incentives Will Induce More Lending

Types of Incentives

Commercial Banks' Lending-Related Infringements
of Bank Regulations (Throughout the Lives of
Individual Banks)

The Sample

Profile of Respondents

Factors in Initial Evaluation of Bankers
Considerations in Decision to Change Bankers
General View of Bankers

Perception of Differences Among Banks
Perceived Ways in Which Banks Differ

Opinion of Competition Among Banks

General Satisfaction with Services

Types of Services Sought from Banks

Are the Services Sought Provided?

Request for Financial Advice

Responses Satisfactory?

Reasons for Not Requesting for Financial Advice

Provision of Information as an Important Function

of the Banks

Have Had Business Promotion Visits by Bankers?

Page
209
210
210
212
215
216
219
221
224
225
225

229
235
235
239
240
241
241
242
243
243
244
245
246
246

246

247
248



Table
9.16
9.17
9.18

9.19

9.20
9.21
9.22

9.23

11l.1
11.2
11.3
11.4
11.5

11.6

11.7
11.8
11.9

11.10

11.11

11.12

11.13

11.14

11.15

X1

Uses of Funds Borrowed from Banks
Perception of Differences in Lending Facilities

Perception of Respondents' Banks Lending
Practice

Respondents' Use of Sources of Funds Other Than
the Banks '

Reasons for Using Other Sources of Funds
Credit Constraint on Business Development?
Difficult Conditions for Obtaining Credit

Collatéral s a Cause of Failure to Obtain
Loans?

Decision Periods for the Analysis

Opening Balance Sheet Position

Basic Assumptions of the Analysis

Bank 1l: Summarised Balance Sheet Positions

Bank 1l: Term Loans Portfolio Maturity
Distribution (Summary)

Bank 1l: Investments Portfolio Maturity
Distribution (Summary)

Bank 1l: Performance Indices
Bank 1 vs Bank 1(A): Comparative Ratios Report

Bank 1 vs Bank 1(A): Comparative Performance
Indices

Bank 1(A)-1: Term Loans Portfolio - Maturity
Distribution

Bank 1 vs Bank 1(A)-1l: Comparative Performance
Indices

Bank 1(A) vs Bank 1(A)-1l: Comparative Performance

Indices

Bank 1l(A)-2: Loan Loss Rates (Per Cent Per
Annum)

Bank 1 vs Bank 1(A)=-2: Comparative Performance
Indices

Bank 1(A)-1 vs Bank 1l(A)-2: Comparative Performance

Indices

Page
249

250

251

253
253
254
255

255
274
275
278
279

280

280
281
284

284

285

287

287

287

289

289



Table

12.1
12.2

12.3

12.4

12.5

12.6

12.7

12.8

12.9

12.10
12.11

12.12

12.13

Appendix
Tables
I-1(a)

II-1A

ITI-2A

Contingency

Contingency
Indices for

Contingency
Indices for

Contingency
Indices

Contingency
Indices for

Contingency
Indices for

Contingency
Indices

Test

Test
Bank

Test
Bank

Test
Test
Bank

Test
Bank

Test

xii

(l): Loan Loss Rates

(1) : Comparative Performance
1

(1) : Comparative
1(a)-1

Performance

(1) : - Comparative Performance

(2) : Comparative
1l

(2) : Comparative
1(a)-1

(2) : Comparative

Contingency Test (3): Comparative

Report for Bank 1

Contingency Test (3): Comparative

Bank 1(a)-1
Contingency

Contingency
Indices for

Contingency
Indices for

Contingency
Indices

Test

Test

(3): Comparative

(3): Comparative

Bank 1

Test
Bank

Test

(3): Comparative
1(a)-1

(3) : Comparative

Performance

Performance

Performance

Ratios

Ratios Report for

Ratios Report

Performance

Performance

Performance

Cross-sectional Data for the Analysis of the
Determinants of Commercial Banks Lending

Performance

Regression Results Using 1979 Cross-Sectional

Data

The Means and Standard Deviations of Independent
and Dependent Variables

Cross-Sectional Data for the Analysis of the
Determinants of Commercial Bankers' Attitude

to Risk

Time Series Data for the Analysis of the
Determinants of Commercial Bankers' Attitude to

Risk

Page
294
296
296
297
299
299
300
302

302

303
303
304

305

330
331

340

346

347



Appendix
Tables

II-1

IT-2

II-3

ITI-1

IT1-2

III-3

ITI-4

III-5

Iv-1

V-1

Vi-1

xiii

Analysis Using 1979 Cross-Sectional Data

Results of Multiple Regression Analysis Using
1965(1)-1978(4) Quarterly Time Series Data

The Means and Standard Deviations of the
Independent and Dependent Variables for the
Cross-Section Analysis

Nigerian Bankers' "Liquidity Preference
Analysis of Variance" .

Individual Commercial Banks' Portfolio of
Assets: 1979

Average Percentage Distribution of Assets on Bank
Size for the Nigerian Banking System: 1979

Nigerian Commercial Banking System Portfolio of
Assets: 1960-1978

Aggregate Liquidity Ratios of Commercial Banks

Commercial Bank's Sources and Application of
Funds, 1973-1978

Interest Rates Structure 1980/81

Comparative Ratios of Profit Before Tax to

Volume of Business (PBT/VB) for Commercial Banks in

Selected Countries and Nigeria: 1970-1977

A Comparative Analysis of the Profitability of

Commercial Banks from Selected Countries: 1973-1977

An Analysis of Commercial Banks' Deposits, 1960-1978

Nigerian Commercial Banking System: Portfolio of
Liabilities 1960-1978

Number of Operating Commercial Banks and Their
Branches in Nigeria, 1960-1978

Individual Commercial Banks Portfolio of Assets
1979

Nigerian Commercial Banks: Cross-Sectional
Data for 1979

Nigerian Commercial Banking System: Portfolio
of Assets: 1960-1979

Nigerian Commercial Banks: Cross-Sectional Data
for 1979

Investment Preference Test: Operations-Level
Lending Officers' Responses .

Page
355

361

366
374
375
376
376
381
414
415
416

417
418

419
420
421
422
423
424

425



Xiv

Appendix Tables Page
VII-3 Simulated Loan Request Questionnaire: Factors
in Lending Decisions (Summary of Responses) 426
VII-4 Liquidity Preference Propensity to Lend and
Lending Practices of Nigerian Commercial Bankers 427
VII-5 Investment Preference Test: Top-Level Management
Staff Responses 428
X-1 Balance Sheet Categories 429-430
X-2 Modes Available in SOFI 431
XI-1 Sample of Detailed Loans Portfolio Array 432
XI-2 Sample of Detailed Investment Portfolio Array 432
XT-3 Profile of Ratios to be Tracked in the Analysis 433
XT-4 Bank 1l: Ratios Report 433
XI-5 Bank 1(A): Summarised Balance Sheet Positions 434
XI-6 Bank 1(A): Ratios Report 434
XI-7 Bank 1(A): Performance Indices 435
XI-8 Bank 1(A)-1l: Performance Indices 435
XI-9 Bank 1(A)-2: Performance Indices 435
XII-1 Bank l: Contingency Test (1l)-Performance Indices 436
XII-2 Bank 1(A)-l: Contingency Test (1) - Performance
Indices 436
XII-3 Bank 1: Contlngency Test (2) = Summarised
Balance Sheet ) 436
XII-4 Bank 1(A)-1l: Contingency Test (2) - Summarised
Balance Sheet Positions 437
XII-5 Contingency Test (2): Income/Expenses Levels 437
XII-6 Bank 1l: Contingency Test (2) - Performance Indices 437
XII-7 Bank 1(A)-l: Contingency Test (2)- Performance
Indices 438
XII-8 Bank l: Contingency Test (3) - Summarised Balance
Sheet Positions 438
XII-9 Bank 1(A)-1l: Contingency Test (3) - Summarised
Balance Sheet Positions 439
XII-10 Bank l: Contingency Test (3) - Ratios Report 439



Appendix
Tables

XIT-11

XII-12

XII-13

XIII-1

Xv

Bank 1(A)-1l: Contingency Test (3) -
Ratios Report -

Bank 1l: Contingency Test (3) - Performance
Indices

Bank 1(A)-1l: Contingency Test (3) -
Performance Indices

Reasons for Loans Becoming Uncollectable

Pages

440

440

440

441



Figure

4.1

6.4

6.5

6'6

8.1

8.2

8.3

xvi

LIST OF FIGURES

A Commercial Bank's Advances Information/Decision
System

Nigeria: The Constituent States and Their Capitals

Growth Rates of Total Assets of Nigerian Commercial
Banks: 1960-1978

Ratios of Loans/Population of Nigerian Commercial
Banks: 1960-1978

Growth Rates of Loans of Nigerian Commercial
Banks: 1960-1978

Ratios of Loans/Total Assets of Nigerian Commercial
Banks: 1960-1978

Ratios of Manuf. Loans/Total Loans of Nigerian
Commercial Banks: 1960-1978

Ratios of Agric. Loans/Total Loans of Nigerian
Commercial Banks: 1960-1978

Ratios of Loans/Derosits of Nigerian Commercial
Banks: 1960-1978

Ratios of A & M Loans/Term Deposits of Nigerian
Commercial Banks: 1960-1978

A Typical Bank Strategic Planning Process

A Typical Commercial Bank's Planning and Control
System

Broad Structure of Advances Management System
in the Bank

Structure of Advances Management System: Head Office

Structure of Advances Management System: Regional
Office

Structure of Advances Management System: Area Office
Structure of Advances Management System: Branch

Sources for Strategic Information

Page

55

63

102

105

106

108

112

113

115

116
195

196

199
199

200
200

200
227



10.1
10.2
10.3
11.1

Appendix
figures

X-1

X-2

xvii

The Structure of SOFI
The Typical Flow of a Data Accepting Mode
A Detalled Overview of SMODE

The Time Structure of the Simulation

SOFI Data Presentation (Graphics)

SOFI Data Presentation (Graphics)

265
267
268
274

442
443



(a)

(b)

(c)

(a)

(e)

Symbols

*

Rounding

nil
not available

Xvlilili

GENERAL NOTES

Totals may differ from the sum of the constituent
items because of rounding or multiple responses
from interviewees

Currency equivalent

Bl = £0.781

Numbering

Main chapters, tables and figures in Arabic numerals
Appendix tables and figures in Roman numerals

List of abbreviations

1l 1LDCs
2 OECD
3 IBRO
4 NIDB
5 NBCI
6 NACB
7 FMBN
8 NPF
.9 FSB
10 POSB
11 1GA
12 GDP
13 CBN
14 CDs
15 OFN
l6 SSIS
17 ACGS
18 1IPT
19 SLRQ
20 SQT
21 ECGD
22 MAN
23 NSE
24 FOS
25 CSNRD

Less Developed Countries

Organisation for Economic Co-operation
and Development

Inter-bank Research Organisation

Nigerian Industrial Development Bank

Nigerian Bank for Commerce and Industry .

Nigerian Agricultural and Co-operative Bank

Federal Mortgage Bank of Nigeria

National Provident Fund

Federal Savings Bank

Post Office Savings Bank

Local Government Authorities

Gross Domestic Product

Central Bank of Nigeria

Certificate of Deposits

Operation Feed the Nation

Small Scale Industry Scheme

Agricultural Credit Guarantee Scheme

Investment Preference Test

Simulated Loan Regquest Questionnaire

Structured Questionnaire Interview

Export Credit Guarantee Department

Manufacturers Association of Nigeria

Nigerian Stock Exchange

Federal Office of Statistics

Consortium for the Study of Nigerian
Rural Development

26 A or AGRIC - Agriculture
27 M or MANUF - Manufacturing
28 TERM DEPOSITS - Savings plus Time deposits



xX1xX

ACKNOWLEDGEMENTS

"Unless the Lord butlds the house,
i1t8 builders will have toiled in vain."
Pgalm 127-1

Thus, appropriately, my first words of thanks go to
God for providing the wisdom to guide me through this work.

The conception and definition of the subject of this
study did benefit immensely from the views of Prof. J.R.S.
Revell in 1976. 1In spite of his 'normally' tight schedules
he found time to assist in various ways during the last two
years as well. The fact that he also found time to read
through the draft of this thesis and offer useful suggestions
is very well appreciated. I am grateful for all his various
contributions.

Next my thanks to go my Supervisor who has been helpful
in shaping the project and doing the devil's work (as he
describes it) of critically examining every step taken to
ensure it is correct and in line with the goal of the exercise.
His painstaking assistance on the use of SOFI must, however,
be specially acknowledged with gratitude.

My programme has been unique in one sense - it has
benefited from the expertise of many members of the staff of
the Department. Mr Jim Maycock, Mr Ross Mackay, Mr J.D. Peake
and Dr Shanti Chakravarty have individually read through drafts
of various parts of this thesis and offered useful comments -
for improvement. Their help is gratefully acknowledged. 1In
addition to Dr Chakravarty, Dr Romano Adupa and Mr Patrick
Ogwang also read through the statistical chapters and offered
suggestions; and for this help I am thankful to them. I say
thank you, too, to Lekan Akinyebo, Tunji Akeju and
Bose Fatoyinbo for their help in reproducing the materials
used for the field work, and to my very good friend, Dr Ade T
O0jo, who assisted with some of the data collection. I am
grateful to all the bank executives in the U.K. and Nigerian
banks, industry executives in Nigeria, and the staff of the
Central Bank of Nigeria, who granted me interviews and provided
me with valuable material for this work.

On the domestic side, my big thanks go to my wife, Funlola,
and son, Femi, who agreed to be 'abandoned' and who have patiently
borne the 'pain' of my absence during the course of this programme.

Last, but by no means the least, my special thanks go to
Mrs G. Birkett, who diligently provided a secretary's (rather
than a copy-typist's) assistance that has helped immensely in the
presentation of this work.



Xx

SUMMARY

This study investigates the efficiency of commercial
bank lending in Nigeria against the background of the generally
held a priori assumption that there is an important.role for
these institutions in the process of economic development. As
the primary aim of the study is to identify and define approaches
for improving the lending function in Nigerian banks, it was
first necessary to examine various facets of this activity.
Thus an appraisal of the banks' lending record was undertaken.
Through a series of surveys the lending attitudes and practices
of the bankers were also investigated. To obtain an independent

but complementary view on these issues, an empirical study of

the perception of bankers and their lending services by their
customers was conducted. Finally a comparative study of loan
planning and control in U.K. and Nigerian banks was undertaken
in order to draw out possible lessons for Nigerian banking
practice.

These enquiries revealed important weaknesses in the loan
management of Nigerian banks. It appeared that their lending was
neither adequate nor appropriate. Loan planning and control were
also found to be either non-existent or deficient in the banks.

Building on these findings the next stage of this research
concentrates on measures that could be taken to improve bank
lending efficiency. To test the feasibility of the hypothesis
that Nigerian banks could be more efficient and yet remain safe
and profitable, a hypothetical 'efficient' bank was created and

simulated in both normal and crisis situations. The simulation
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results confirmed this hypothesis.

It is concluded that there is a need for the
government to provide essential infra-structural support
to both lenders and borrowers. The research results also
point to the view that the banks should improve their
management practices particularly in the light of the

practices in other developed and developing countries.



CHAPTER 1

INTRODUCTION

1. BACKGROUND

The study of banking is as old as the industry.
Mints (1970, p. 9) suggests that "attempts in English speaking
countries to explain the operations of commercial banks kegan
with the inception of these institutions, that is to say, iq
the second half of the seventeenth century in Great Britain and
in the 1780s in the United States." It was not until much later
and beginning with the seminal work of Schumpeter (1934) tha£
attention began to be focused on the relationship between
the financial system and economic growth and development. As
in most economic debates there have emerged many schools of
thought on this issue and particularly on the role of the
financial system in the process of economic growth. This almost
traditional tendency té dissent aﬁong economists has been
helped in this case by the plethora of interacting variables
that act jointly to determine the size, néture and pace of
economic growth. The most contentious point in these debates
today, however, is the weight to be assigned to the contribution
of the financial system in economic development rather than the
fact of the correlation of the two sectors (see Cameron, 1972).

Because of the greater need for rapid development in less
developed countries (LDCs), these countries have provided rich
case study materials for students in this field. Apparently in
view of the important intermediation role assigned to the
financial systems of most of these countries, these studies
have'generally started off with the implicit assumption that

the financial systems have a causative role in these countries'



development efforts. The studies have gone from this base to
appraise the role of the financial systems in LDCs. To name
only a few, these include Ojo (1974) on Nigeria; Taylor (1972)
on Sierra Leone; Islam (1973) on Pakistan; Bourne (1569) on
Jamaica; and Abdi (1977) on Eastern Africa.

All of these studies have three notable features in
common. The first is that they have all been very omnibus in
nature. Some have eithér sought to enquire into the role of all
aspects of the financial system or systems. Others have been
less ambitious but still considerably wide in scope. Many of’
these have concentrated on the role of commercial banks as
financial intermediaries, giving attention to various facets of
their activities - deposit mobilization, lending, etc. It
goes without saying that studies of this nature can hardly Le
expected to probe deeply into important aspects of commercial
banking such as lending. A second feature of these studies
is that they have sought to answer the question: how are the
financial systems or institutions performing? but without
asking why? This is probably to be expected given the very
wide-ranging nature of these enquiries. Finally, to a very
great extent, these studies have relied on published aggregate
data and neglected the views of bankers and customers. Inevit-
ably they thus conducted their enquiry with the "detached view-
point usually adopted by economists in analysing the behaviour
of economic units." (Cohen and Hammer, 1966, p. 1l17).

One can hardly cuarrel with this approach given the fact that
they were mainly concerned with the 'how' rather than the 'why'

of the operations of financial systems and institutions.



2. OBJECTIVES OF THIS STWDY

It is against this background that the present study is
conceived. An attempt is made to further complement these
undoubtedly significant and useful pioneering efforts; as well
as develop and improve on the insights they provide into the
working of the commercial banking system. » The primary aim of
this study is to enquire into the efficiency of commercial bank
lending in Nigeria. Put differently, the basic guestion this
enquiry seeks to answer is whether the commercial banks through
their lending activity are efficiently helping economic develop-
ment efforts in Nigeria. As much as data avaiiability permits,
in answering this question special attention will be paid to
the agriculture and manufacturing sectors. This is in view of
the crucial role these sectors play in the economic growth
and development of Nigeria (see Chapter 5). The time periocd-of
main concern to this investigation is 1960-1979.

Like previous studies an attempt is'made to examine how
banks perform their lending functions, using the records of
their operations. This is to facilitate an appreciation and
understanding of why they operate the way they do. Unlike
earlier studies, however, the focus is on one and indeed the
most important aspect of the commercial banks' operations -
lending. On a scale rarely undertaken by previous studies |
of this kind in LDCs, the bankers and their customers are
involved in this enquiry. This is so that first hand information
about how and why they relate to each other the way they do,
can be obtained.

The orientation of this study is both positive and
normative. It is positive in the sense that attempts are made

to learn and analyse existing lending practices and the banker-



customer relationships in order to answer the question: "What
is?" These efforts are made to provide answers for important
questions such as: Do Nigerian commercial banks lend enough in
the aggregate? Do they link this lending to national goals?

How do banks appraise the creditworthiness of their clients?
What extra-lending services do the banks provide in a deliberate
effort to improve the creditworthiness of their customers and
increase the volume of creditworthy projects in the economy?

How do customers perceive their bankers?

It is also normative in the sense that it is policy-
oriented, that is attempting to answer the question: What 6aght
to be? particularly in the light of "what is". To help support
the rational suggestions about "what ought to be", this study
appropriately uses as a backdrop the 'state of the act of bank
management' in the U.K. and to a lesser extent in the countries of
the Organisation for Economic Co-operation and Development (OECD) .
The aim is to see what lessons regarding loan management
techniques, rather than practices, can be learnt.

One of the big constraints of economic studies in LDCs
is data availability. The infrastructural facilities -
institutions, systems and procedures - for the generation and
dissemination of economic statistics are, to put it mildly, poor.
In addition to this problem, academic studieé such as this are
very often seriously handicapped by the fact that they do not
receive the kind of financial support that will enable useful,
extensive fieldwork. Because of these constraints, this study
has had to use macro-analyses to augment the main micro-
analyses. That is to say, aggregate statistics have had to be

employed as a basis for analysing the behaviour of the



institutions in addition to the cross-sectional and other

empirical micro-level data used.

3. THE RATIONALE FOR THIS STUDY

There are ﬁany good reasons why this study focuses
on commercial banks and their lending function. The first reason
is.the politico-economic strategy of Nigeria which is based on
the often-vaguely defined philosophy of mixed economy. The
one thing that is cleaf about the economic arrangements in a
mixed economy is that an important role is assigned to the
private sector and by implication to the financial system, in
general, and the commercial banks, in particular.

The commercial banks have traditionally and will in the
foreseeable future, play a dominant role in the Nigerian '
financial system. This is because they represent the core of
the system (see Chapter 5), In 1975, for instance, the
institutions accounted for 86.6 and 85.4%, respectively, of
institutionalised savings and the banking system's credit to
theeconamy (see tables 5.4 & 5.5 Furthermore they account for a
significant portion of the money supply in the form of demand
deposits (see also table 5.12) and are the conduit via which
monetary policies are effected. In the light of these,
Roussakis's (1977, p. xiii) statement that "no other financial
institution contributes more markedly to- the successful
functioning of a nation's economy than does its commercial
bank" is as true for Nigeria as it could be for any other
country. Such an important sector of the economy would appear
to deserve consistent and continuous studies of this nature.

In spite of this evidently pre-eminent place of commercial

banks in the Nigerian economy, there have emerged in the last



two decades a large'number and variety of government sponsored
specialist financial institutions to fill credit gaps in the
economy. Historically, it is known that new finéncial
institutions are established, in the main, to meet unsatisfied
and/or inadequately satisfied credit and other needs of the
economy. Besides, the government has indigenised the banking
system more markedly during the last decade, mainly because

of the system's inability and/or unwillingness to meet the
financial intermediation needs of the economy (see Nwankwo,
1980, pp. 70-8l). All these seem to raise questions about the
efficiency of the commercial banks and thus help to justify
the relevance of an enquiry of this kind. |

The emergence and growth of new credit institutiéns may
not for some time to come, sufficiently fill up the gap left
by the commercial kanks. Besides the commercial banks are
comparatively long established; they possess a corps of trained
personnel, and employ time-tested procedures and principles in
their business. They, therefore, have the kasic capacity for
performing efficiently the financial intermediation role in the
economy. Also, in comparison with government sponsored credit
institutions, the commercial banks, in spite of indigenisation,
are still relatively non-political institutions. All these
add up to one thing: properly-oriented, these institutions
'should be able to perform to the standard of efficiency expected
of them.

Of all the numerous functions of the commercial banks,
the lending operation constitutes the focus of this study. The
most obvious reason for this is that, loans and advances are by
far the largest single item in the asset structures of Nigerian

commercial banks. Lending also deserves the special attention



offered by this kind of study kecause commercial banking in
Nigeria is still basically a brofit making business and loans

and advances are the most profitable assets for the employment
of banks' funds. At the same time, loans and advances are the
most risky assets in a bank's portfolio. Indeed, "in no

facet of its operations can a commercial bank suffer sizeable
losses as quickly as it can on its commercial lending operation”
(Behren, 1974, p. 5). Lending is also important from a different
viewpoint. There is no better way in which banks can contribute
to the growth and development of their environments than by
providing productive investments which result in the promotion

of the welfare of the people. The practical problem of measuring
loqn-deposit feedback, i.e. the new deposité created by new loans,
still looms large. Following empirical studies Ly, amongst
others, Robertson (1970) and Bradley and Crane (1975), no one

can seriously dispute the evidence that new loans generate new
deposits. In addition it is also true that "lending is
instrumental in creating and maintaining good deposit relation-
ships which are essential for the furthering of bank lendirg.

The close and continuing contact established with the Lorrower

is also instrumental in broadening the market for other bank
services" (Roussakis, 1977, p. 96). From these self-interest
viewpoints, lending is important to kank management as much as

it might be to the economy as a whole.

44, A NOTE ON INTEREST RATES

In most developed countries

"... the range of rates that a kank may charge on
various kinds of loans will ke largely determined by
forces beyond its control, that is, the level of
rates in the market and the forces of competition.
Within these limits, the individual kank retains a



significant degree of flexibility for

establishing interest rate policies that will

help to determine the volume and character of

the bank's loan portfolio and to bring about

changes therein over time."

(Crosse and Hempel, 1973 p. 195)

Given this kind of operations scenario, interest rates policies
are an endogenous and important factor in the model of the
commercial bank lending decision.

This picture, however, differs wholly from the situation
in Nigeria and many other developing countries. In Nigeria
interest rates are administered (see Falegan, 1978, pp. 15-30).
At the beginning of every financial year (formerly in April but
now in January) credit guidelines which also contain the interest
rate structure directives are sent to all banks stating that
"until further notice, the following interest rate structure
shall be in force." (Monetary Policy Circular No. lO0.for 1978/79
fiscal year p. 6). This directive on interest rates specifies
the minimum and maximum korrowing and lending rates for the banks
(see table V-1). Furthermore, the methods for calculating these
rates are also specified. For instance, the 1978/79 credit
guidelines directed that "only the Reducing Balance Method shall
continue to be used to calculate interest charges on loans
payable in agreed instalments." (p. 7).

There are arguments for and against administered interest
rates in developing countries (see,for, Moore (1968), Ojo and
Adewunmi (1980a) and, against, McKinnon (1973) and Shaw (1973)).
It is not the intention of this researcher to contribute to this
debate here. What is more important to this study is the reality
of administered interest rates which Nigerian commercial Lanks

have always and still continue to live with. In the light of

this state of affairs, interest rates can, to all intents and



purposes, be regarded as an exogenous factor in lending decision
making in Nigeria. It is for this reason that this study has
very sparingly been concerned with the role of interest rates
in the management of loans and advances in Nigeria and other

countries in the comparative studies.

5. OUTLINE OF THE STUDY

This work is divided into 13 chapters. Chapter 2 presents
a broad, introd&ctory picture of the methods of analysis
employed. The next two chapters. are devoted to surveys of the
literature. Whilst Chapter 3 is concerned with a'review of the
literature on the role of finance in economic development,
Chapter 4 looks at the literature on lending concepts, principles
and practices. These two chapters provide the essential
analytical framework for the appraisal of commercial bank lending
operations in a developing environment.

For an appreciation of tﬁe context of this study, Chapter
5 provides a survey of the Nigerian commercial kanks' lending
environment. In addition to providing a picture of the economic
and financial system within which the banks operate, this survey
also highlights the dominant role played by them in the overall
financial intermediation activities in the country. Chapter 6
follows this up with an appraisal of aggregate and sectoral
analysis of commercial bank lending during 1960-1979.

The empirical results on the liquidity preference of the
commercial bankers and the relationship of this attrikute to
their lending practices are analysed in Chapter 7. Chapter 8
is a comparative study of planning and control of loans and
advances in the U.K. and Nigerian commercial banks.

The next three chapters are devoted to simulation
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exercises aimed at examining the proposition of the study.

SOFI, the simulation model used for these exercises, is
introduced in Chapter 10. The proposition that Nigerian commer-
cial banks could, without "damage", become more aggressive is
evaluated in Chapter 11, and contingency-tested in Chapter 12.
Finally, Chapter 13 concludes with a summary of the main

findings and the associated recommendations.
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CHAPTER 2
METHODOLOGY

1. INTRODUCTION

This chapter introduces the methodology of the analysis
used in examining the hypotheses of this study. These
hypotheses are stated in the next section. Section 3 considers
the general concept of efficiency and its relationship to the
banking industry. This is of paramount importance kecause of
the various interpretations given to this concept. Although
the word "efficiency" is an everyday one ".... problems involving
ideas of efficiency are so many and so intimately related to
each other that it is easy to slip from one sense of the word
to another, and so to confuse issues in the discussion." (Hall
and Winsten, 1959, p. 71). Finally in Sections 4 and 5,
respectively, the samples for the empirical study and the methods

of data gathering used are stated.

2, THE HYPOTHESIS OF THIS STUDY

In Chapter 1, the purpose of this study was stated as

that of enquiring into the efficiency with which Nigerian banks
perform their lending function and thus aid economic development.
The ktasic hypothesis of the study can thus ke stated as:

That the Nigerian commercial kanks are

inefficient in their lending function

and thus contribute less than they should

reasonably ke expected to the country's

economic develogoment.
The negative form of this proposition has no special significance

and is chosen only for convenience. This kroad hypothesis can,

however, be broken down into a collection of more easily handled
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and verifiable propositions as follows:

Hypothesis I. That the commercial banks have not sufficiently
helped in meeting on the aggregate the finance
needs of government development strategies and
plans, especially in ensuring that resources at
their disposal flow adegquately into the "preferred"

sectors of the economy.

hypothesis II. That the commercial kanks have not sufficiently
helped in making investment funds available for
the development of the strategic sectors of

agriculture and manufacturing.

Hypothesis III. That the commercial banks have not sufficiently
provided the essential lending related services
to their customers especially in the agriculture

and manufacturing sectors.

Hypothesis IV. That the commercial bankers' attitude to
development financing is orthodox and not conducive

to required and attainable levels of development.

3, THE CONCEPT OF EFFICIENCY

The need to measure the efficiency of economic systems
is important boih to the academic and the policy maker. The
academic arguments and dekates ox the relativa efficiency o=
industries and firms must be based on a well defined measurement
of the concept. The policy maker will consider as most econom-

ically rational the allocation of resources to different uses

if he can determine the relative efficiency of the beneficiary-
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units. In particular

"the policy implications of studies of economic
efficiency in the banking industry extend over

both the micro and macro economic levels. If the
efficiency of different groups of banks is measured,
it is possible to determine by how much banks could
be expected to expand their services through approp-
riate reorganisation or modification of the
regulatory environment without absorbing additional
resources in the aggregate. One could also draw
policy recommendations on the desirability of one type
of banking system over another."

(Richard & Villanueva, 1980, pp. 315—316)
This concern of all managers of resources, be it on the economy,
the industry or firm level, as well as of the academics, stems
from the reality of the scarcity of productive resources. In
all, to be able to sol&e resource allocation problems, some
measuring rod, based on a reasonably well defined concept of
efficiency, is a prerequisite.

Important as it is from both Ehe academic and practical
viewpoints, the concept of efficiency has remained loosely
defined in the literature (Farrel, 1957). The concept today
means different things to different people in different circum-
stances. As Lau and Yotopoulos (1971, p. 94) put it “.;economic
efficiency is an elusive concept in which the economist, the
engineer and the policy maker all have great stakes." A few
examples will help make the point. The cost accountant, for
instance, uses the ratio of standard cost-to-actual cost per cent
to measure productive efficiency (see Horngren, 1972, pp. 186-
226). An engineer describes the efficiency of his machine by
the relation of output-to-theoretical capacity or output/
theoretical capacity per cent (Amey, 1970). To the economist,
the economic efficiency of a firm or industry can be broken
down into two separate components - 'price efficiency' and

'technical efficiency'. "The former measures a firm's success
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in choosing an optimal set of inputs, the latter its success

in producing maximum output from a given set of inputé." (Farrel,
1957, p. 259). However, "once the adjective 'economic' is
dropped, efficiency becomes a rather nebulous concept, meaning

only 'success in achieving planned objectives' whatever they may

be." (p. 259).

3.1 Efficiency in banking. What can be appropriately described
as the path-breaking study in this area is the work by Alhadeff
(1954) on monopoly and competition in banking. Since then,
however, there have been numerous scholarly studies considering
the different sizes and structures of banking units and systems,
and economies of scale, operating performance and efficiency
(see Heggestad, 1979, and Richard & Villanueva, 1980, for
surveys). Nearly all of these works have been carried out in
the context of developed countries. The recent studies by 0Ojo
(1979) and Richard and Villanueva (1980) are some of the few
exceptions, based on developing countries - Nigeria and the
Philippines, respectively.

Most of the earlier studies were preoccupied with the
estimation and evaluation of the banks' efficiency within the
framework of their operating cost functions. It was not until
recently that attention came to be focused on the profit function
as well (Mullineaux, 1978). In a recent study, Richard and
Villanueva (1980) attempted what may be considered the most
comprehensive definition of economic efficiency in banks. It is
a definition which recognises that economic efficiency in banking
.1s a combination of both technical and price efficiency. They

argued that:
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"....technical efficiency relates to banks or groups of

banks which provide different gquantities of services

from an identical set of measured endowments of

productive inputs. Price or allocative efficiency

recognises that different banks succeed in varying

degrees in maximizing profits i.e. in equating the

value of the marginal product of each variable input

to its price." .
The interrelationships of the concepts of technical and allocative
or price efficiency were explained as follows: "Consider two banks
A and B with identical transformation function F(.) except for

a neutral displacement parameter, D

v = pPr(x,1), vP = pPr(x,L),

where V is output
X is the variable factor, and

L the fixed factor of production.

Equal technical efficiency requires DA = DB while

DA7-DB implies that bank A is more technically efficient. The
marginal conditions are DAF(X,L)/ X = KAQ, DBF(X,L)/ X= KBQ
where Q is the price of the variable factor and KA-’ KB »0. Equal

price efficiency requires KA = KB KAa'KB implies that bank A is

J
more price efficient. Perfect price efficiency for both banks

reguires KA = KB =1."

Because of the serious problems of methodology and data
availability, these studies of bank operating efficiency are
smeared with the mark of "nonuniformity and inconclusiveness of
evidence." (Mullineaux, 1978, p. 259). Apparently because of
these problems too, studies of banks' operating efficiency hate
been restricted to those quantifiable aspects of banking except
in a very few cases (see Abdi, 1977). This is understandable

given the environments of most of these studies. But this
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approach is not suitable for the evaluation of banks' operating
efficiency in developing countries, particularly if employed aloné.
This study will thus try to remedy this defect in basic

methodology.

3.2 Definitional problems. Qperating efficiency is a relationship

of output to input. In practice, however, the measurement problem
is complicated by two main factors. The first, which is partic-
ularly applicable to banking, is that for many services it is not
clear just what the unit of output is. Should loan output, for
example, be measured in terms of naira or number of loans? A
second problem, which is quite general and is encountered in
measuring operating efficiency of any economic unit, is to
determine a system of weights for comparing heterogenous outputs
and inputs. Even the small banks today provide several types of
credit as well as other services; thus labour and other inputs

are not homogenous. It is sometimes possible to segregate the
inputs attributable to each of several homogeneous outputs (by
means of, say, functional cost analysis) but even then, a system
of weights is needed to combine the inputs (see Guttentag and
Herman, 1967). It is worthy of note that there have been recent
attempts to by-pass some of the definitional problems.

Mullineaux (1978) has suggested the use of the concept of profit
function. "By definition the profit function expresses the maxim-
ized profit for a firm in a competitive situation as a function of
prices of output and variable factor inputs and quantities of the

fixed factors of production." (Mullineaux, 1978, p. 260).

3.3 Practical problems. There are a multitude of practical problems

as well. The first problem relates to the fact that the meaning
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of efficiency varies according to whose point of view we are
considering - the different interest units in a firm (managers,
workers, proprietors, creditors, etc.); the individual firm
or the community. The business firm, for example, will generally
be considered as efficient if good returns are earned on its
investments at the end of an accounting period. That is profit-
ability will be the measure of efficiency. But not everyone will
agree to the use of profitability as 'the' measure of efficiency.
Profitability after all, it may be argued, can be achieved at the
expense of bad labour relations, a bad maintenance programme or
an existing monopoly or monopsony situation.

Many development economists are becoming attracted to the
view that profitability does not truly measure the efficiency
of commercial banks in developing countries. They, therefore,
de-emphasise profitability in the evaluation of financial
institutions (see Abdi, 1977). The community will not conceivably
measure the efficiency of banks in terms of profitability but .
rather in terms of the contributions - tangible (i.e. real
economic growth and development) and intangible (community social
development). Indeed, this is not only true of developing
countries but of developed countries as well (see Greenberg, 1975).

Another important practical problem concerns the deter-
mination of what kiné of standard to use. This is important in
view of the fact that efficiency is not an absolute term and
must be related to some standard of comparison. In particular,
"bank effectiveness is a relative concept and its evaluation
implies a comparison of actual performance against standard of
some kind." (Kane, 1975, p. 60).

In measuring the efficiency of the Nigerian commercial

banks, for instance, does one use internal standards i.e. compare
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with similar financial intermediary groups or external standards

i.e. compare with banks abroad?

3.4 The measures of efficiency. One can hardly disagree with banking

practitioners when they say that

"there are no clear cut standards of 'effectiveness' by
which to judge the banks' lending record; the term is
a vague one and any overall assessment is bound to be
largely subjective ....Nevertheless, in considering
the effectiveness with which banks respond to the
demand for finance, it may be helpful to consider five
distinct questions (including):

(i) do banks lend enough in the aggregate?

(1i) do they allocate their credit appropriately
between different sectors of the economy?

(iii) are the terms on which they lend reasonable?"
(CLCB, 1977, p. 93)

Abdi (1977, p. 25) also suggests that

"the effectiveness of commercial banks and other

financial institutions in the economic growth of

developing countries can only be evaluated with a

specific objective in mind. Considering the general

scarcity of capital postulated in most developing

economies, a maximization of "productive investment"

finance subject to bank liquidity and earning

constraints will indicate effectiveness."
In the light of these, it appears clear that to undertake a
comprehensive, rigorous and realistic evaluation of the efficiency
of commercial banks involves the assessment of the gquantitative
as well as the qualitative aspects of their operations. That is
to say an assessmént of, not only loans and advances, deposit
mobilization, etc., but also of the provision of lending related
services such as investment advice, development of local
entrepreneurship and assistance in the generation of creditworthy
projects.

Hitherto, however, writers, management and policy makers,

in-attempting to assess the efficiéncy of banks, have mostly relied
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entirely on quantitative measures. This is becagse these are
easier to produce and defend theoretically. These measures
consist largely of ratios drawn from financial statements of banks
or central bank returns of the institutions (see Haslem, 1968,
and 0jo, 1979). Because they rely on financial statements, the
quality of which is sometimes suspect (Greenball, 1971), these
measures of efficiency must, by definitiop, be subject to
significant weaknesses. However, so far no substitutes or
surrogates have been found and they remain generally acceptable
measures of efficiency. In view of the weaknesses of the
quantitative measures of efficiency used alone, gqualitative
measures will be employed wherever possible and useful to
complement the quantitative measﬁres in this study. For example,
whilst quantitative data on the operations of the banks are used
to assess their aggregate and sectoral lending performance and
the appropriateness of such lending, the bankers' and customers'
responses to questionnaires are used to gauge the quantity and
the quality of "the intangible but economically and psychologically
important banking service, the offering of information, advice
or guidance to business firms." (Katona, 1957, p. 7). It is thus
a broad economic efficiency criterion that will be employed here.
The aim is to find answers to the central question of this thesis:
to what extent do the commercial banks contribute financially and
otherwise to the growth and development of the Nigerian economy?
It is noteworthy that questions about the broad economic
efficiency of financial institutions have always, traditionally
and historically, been asked in a general context (see Singh, 1976,
PP. 1-63). To take a recent example, the Wilson Committee in the
U.K. was asked "to enquire into the role and functioning....of

financial institutions in the United Kingdom and their wvalue to
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the economy." Both the enguiry and response of the. "clearers"
was undertaken in a broad spectrum that covered both gqualitative

and quantitative aspects.

4, THE SAMPLES

Only a broad picture of the samples selected can be
presented here. Detailed descriptions of the samples are
deferred to the appropriate places in this study i.e. the
relevant chapters where they constitute the basis of analysis.

In broad terms, there are two populations from which samples are -
drawn - the commercial banks on the one hand and the bank
customers on the other. There are two samples of banks, one each
rom the Nigerian and tﬂe U.K. financial systems. The Nigerian
sample consists of the 19 individual commercial banks, whilst the
J.K. sample consists of the big four clearing banks and Williams
and Glyns Bank. The concentration of banks' head offices and
even branches in Lagos and the availability of the aggregate and
cross—sectional data relating to these institutions at the Central
Bank of Nigeria in Lagos influenced the decision to select a
sample with the same boundary as the population. Comparability
with their Nigerian counterparts on the basis of commercial
banking activities was the reason behind the selection of the
sample of U.K. banks.

The sample of bank customers consists mainly of manufactur-
ing sector customers. This, as will be fully explained later, is
due to the fact that the attempt to select a suitable sample of
agriculture sector customers, full-time farmers with banking
connections, produced no useful results. The sample of manufactur-
ing sector customers can be broken down into two parts. The first

consists of the 44 manufacturing firms quoted on the Nigerian
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Stock Exchange (NSE). These represent the large firms. The
second paft consists of medium and small-scale manufacturing con-
cerns such as are typically located in industrial estates in

Nigeria.

5. DATA GATHERING PROCEDURE

The data on the Nigerian banks were obtained from three
main sources. Central Bank of Nigeria (CBN) publications - the

Economic and Financial Review and the Annual Report and Statement

of Accounts - provide the first source. Aggregate statistics on

the operations of the banks were obtained largely from these
sources. The second source consists of the Research and Bank
Examiners Departments of the CBN. This source provided the
cross=-sectional data drawn from the First and Second Schedules
of the individual banks' returns. Questionnaires administered
at the branches and head offices of the commercial banks constitute
the third source of data. Three methods of information gathering
(or types of questionnaires) were used to request information from
the lending officers at the operation level. These are:

(1) Simulated Loan Request Questionnaire

(1i) Investment Preference Test, and
(i1ii) Structured Questionnaire (see Appendixz IV _A)
The same questionnaire was used to obtain information about
planning and control in both the U.K. and Nigerian banks (see
Appendix IV.A). These questionnaires were personally administered
at the head offices of the selected banks in the samples except
in the cases of banks with head offices outside Lagos. Addition-
ally, however, the Nigerian bank executives were requested to
respond to the Investment Preference Test questionnaire.

Although the same structured gquestionnaire (see Appendix
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IVA-5 +‘as used to obtain responses from manufacturing customers,
two methods were employed. The large companies were sent the
questionnaires by post with stamped, self-addressed envelopes

for replies. The smaller manufacturing organisations were visited
and the interviews conducted personally by the researcher with
their executives.

To enquire abopt the role and performance of the government
sponéored Agricultural Credit Guarantee Scheme (ACGS) a structured
questionnaire (see Appendix IV.6) was sent to the Director of
the Scheme and this constituted the basis of an interview with

him on an appointed date during the field work.
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CHAPTER 3
THE ROLE OF FINANCE IN ECONOMIC DEVELOPMENT

1. INTRODUCTION

The major aim of this study is to find out how efficiently
the Nigerian commercial banks operate their locan function and thus
contribute toward the general economic development of the country.
Implicit in this objective is the assumption that financial
systems can contribute significantly to economic development.

Not everyone will accept this assumptign without question.

Views on the role of financial institutions in development can
be said to lie on a continuum, at one end of which there are
students who assert that financial institutions are neither a
necessary nor sufficient condition for development; and at the
other students holding the viewpoint that financial institutions
are not only a necessary but also a sufficient basis for
economic deéelopment. In between lie moderates who assign
varying degrees of importance to financial institutions in the
process of economic development.

"In essence three main issues exist regarding

the influence of financial intermediaries: first,
their impact on the growth of savings, especially
of the household sector; second, their role in
the financialization of these savings (that is,
savings in a financial form); and third their

ability to ensure the most efficient transformation
of mobilized funds into real capital.”

(Bhatia and Khatkhate, 1975, p. 133).

This chapter is divided broadly into four parts. The
next section is devoted to a review of the literature and
debate on the various aspects of the subject at hand. The

third part deals with the analysis of data to investigate the

evidence of the relationship between the monetary and real
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sectors of the Nigerian economy. Part four concludes with a
summary and the implications of the results of the analysis in

part two.

2. FINANCIAL AND ECONOMIC DEVELOPMENT
2.1 Early views

Schumpeter (1934) is generally acknowledged as the first
proponent of the view that financial institutions are a
necessary condition for, at least, the capitalist economic.
development. He asserts that for an economy to develop two
conditions are necessary and sufficient - financial institutions
and the availability of entrepreneurship. Among the more
important followers of this view, though sometimes differing in

mphasis, are Goldsmith (1969), Cameron et al. (1972) and Patriék
(1966). Goldsmith in his study of 35 developed and developing
countries calculated the financial interrelations ratio (i.e.

the ratio of financial instruments to the real wealth) for

each in an attempt to determine the relative financial develop-
ment compared to relative real development. He found that high
financial structure development defined by a high financial
interrelations ratio was also associated with high real develop-
ment implying that financial development is a prerequisite or must
go simultaneously with real development. Although Goldsmith's
measure of financial structure development - the financial
interrelations ratio -~ may be criticised on the basis of the

fact that not only economic but political’, and cultural factors
as well influence the levels of financial structure development,
the high empirical correlation between financial structure
development and real development is suggestive.

By looking at the historical economic development of
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developed as well as developing countries, Cameron et al.

were able to reach a positive conclusion on the roie of
financial institutions in development. Postulating that the
functions of the banking system are (i) intermediation (ii) to
furnish part or all of the means of payments or money supply,
and (1ii) the provision of entrepreneural talent and guidance
for Ehe economy as a whole, Cameron summed up the general think-

ing or consensus of the team by saying that:

"The way in which banks perform these functions

may well determine the degree of success of

the development effort. As intermediaries,

they may vigorously seek out and attract reservoirs
of idle fund which will be allocated to entrepreneurs
for investment in projects with a high rate of social
return or they may listlessly exploit their quasi-
monopolistic position and fritter away investment
possibilities with unproductive loans.™ (p.5)

The basic Schumpetarian thesis was virtually unchallenged
until the publication of the work of Gurley in 1967. 1In a study
of the development process of socialist and developing countries
he reached the conclusion that financial system development is
not a necessary condition for development. His thesis rests
on the important point that there are alternatives or substitutes
for the role of financial intermediation in the process of
development. Though differing thus sukstantially with the
hitherto "established view", Gurley nevertheless admitted that
financial institutions might be prominent contributors to
development "when there is a decentralization of decision-making,
specialization of savings and heavy emphasis on external rather
than internal financing of investments" (p. 104) which are
features of capitalist economic systems. Gurley's conclusion is

therefore true for a particular rather than a general case. For
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any of the substitute resource allocation mechanisms such as
tgxation to be employed in place of financial intermediation

the eminent feature of socialist societies must be present i,e.
centrally controlled planning. This condition precedent

seems to dent the validity of his thesis. One conclusion to

be drawn from Gurley's proposition is, however, that for those
developing countries such as Nigeria that have chosen the quagi-
capitalist path of development, %t will be "ideal“ to take the

view of the necessity of financial institutions for development.

2.2 Some empirical evidence

These early works have kindled great interest in the
study of the relationship between financial system and institut-
ions and economic development in both developed and developing
countries.. Most of the empirical studies have set out to
investigate the role financial institutions have plgyed in
particular environments - a sort of ex-post appraisal. Not
unexpectedly, most of these studies have been done as part of
doctoral work of devel;ping co#ntries‘ students. Among these, to
name a few, are Ojo (Nigeria - 1974), Taylor (Sierra Leone - 1973),
Islam (Pakistan - 1973), Bourne (Jamaica - 1969) and Abdi (Eastern
Africa - 1977). All without exception have concluded in the same
vein as Taylor (1973, p. 308) who wrote that: "From our study
it is evident that the financial system can make a valuable

contribution to economic development if appropriate measures are

taken, given the balance of payments constraint:

(2a) to mobilize more domestic resources

(b) to deal with the problem of securities for loans and the
special problem of lending to a large number of small

operators in the agricultural and small-scale industries
sectors; and
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(¢) to improve the quality of investment so as to increase

the productive capacity of the economy."
Given the capitalist economic development strategy adopted
in most of these countries and the pre-eminent pos;tions of the
financial institutions coupled with the inability and the lack of
political will on the part of the government to experiment with
other options like taxation as Gurley suggests, these
conclusions can be said to be inevitable.

The developed economies have not, however, been entirely
left out. Griggs (1971) and Greenberg (1975) have also enquired
into the roles being played by financial institutions in
selected American communities. Whilst Greenberg's study was
concerned with investigating the extent to which commercial banks
in Philadelphia carry out their traditional and developmental
functions, Griggs' work was concerned with the way selected bank
lending officers are aggressive in lending to and otherwise
assisting small scale and new businesses in Texas. Even for
their own highly developed capitalist economy, the findings of
both see an important role for their financial system in
geheral, and commercial banks in particular, in their community's
economic development process. Concluding for instance, Griggs
(1971, p. 1ll) notes that "the available information indicates that
there is a positive relationship between the ability and willing-
ness of commercial banks to lend credit and regional growth."
However, it is noteworthy that Greenberg (1975, p. 1) cautions:
"a banking system is only one of many factors that influence
economic activity, - therefore, an optimal banking system (defined
as one that allocates resources towards their most efficient uses)

may be necessary but not a sufficient condition for obtaining full
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employment of a region’s resources, attracting new resources
and promoting technélogical change." 1In all of these recent
studies both for developed and developing economies, one
striking point is common. Most, if not indeed all, have been
highly critical, justifiably based on the evidence revealed
by their empirical work, of the role of the financial systems
and the commercial banks in the different societies studied.

In spite of these studies, it will appear that this
debate on the role of finance and its relationships to real
development will continue for some time more. This is because’ the
fundamental question at the centre of the arguments remains
unanswered. Which causes or precedes the other - financial
development or economic development? These two development
processes in practice proceed simultaneously in a highly complex,
interacting, and inter-dependent fashion. This makes the
identification of any direction of causality, if indeed 6ne is
found to exist, difficult. Happily, however, the basic point
is not in dispute; that is that "the relationship between the
real and monetary variables is undeniable."™ (Porter, 1966

P. 347).

2.3 Theoretical relationship

This relationship has long been recognised by economic
theorists in the growth models. The simplest and earliest known
of these theoretical growth models is the now legendary Harrod-

Domar model represented by the following equations:

K = kY - (1)

K=Jd - (2)
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where K = Capital Stock
Y = National Income
J = Investment

k = dk/dt (the rate of increase of capital stock)

Equation (1) states that there exists a fixed relationship
described by the capital coefficient (or capital/output ratio)
between the stock of capital and production, ;nd equation (2)
merely expresses the theoretically expected equality between
the rate of increase of capital stock and investment given that
the two phenomena of a gestétion lag and of depreciation are
agssumed away. Undoubtedly this simplified ﬁodel is patently
unrealistic having assumed aw;y the influence of all factors

impacting on the level of national income other than capital.

F r the sake of the present analysis, however, two important
and relevant messages of this growth function are clear. One
is the central role of cépital in the production of the national
income and the second is the dependent relationship between the

two variables via the investment process (dk/dt).

1(2.4 The direction of causality

As noted earlier the first empirical work to reach the
conclusion of a positive relationship is that seminal study of
Goldsmith (1969). Recent attempts have gone further to try and
determine the direction of the causal relationship between the
real and monetary sectors. The current leadér of the Monetarist
school is the chief proponent of the view that the causality
runs from monetary to the real sector; this being part of the
continuing debate on whether money matters in economic activities.

Beginning with his 1963 study with Schwartz, Friedman has consist-
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ently held this view. By also inspecting the relationship
between money and the Industrial Production Index for US

time series data, Friedman (1969) confirmeé further this
assertion, having found a high positive relationship between
these variables. Sims (1972) has advancéd further than

Friedman and other Monetarists by asking and answering the
question: "Is there statistical evidence that money is
'exogenous' in some sense in the money-income relationship?"

(p. 540). The opponents of the view that the causal link

between monetary and real sectors runs from the one

to the ozier had argued persuasively to the effect that "money
might equally well react passively andjvery reliably to fluct-
uations in income" (p.540). Sims' study was aimed at clearing the
air by determining the direction of causality between thesé
sectors. With the aid of sophisticated regression éhalysis using
US time series data, Sims (1972) concluded that "the main empirical
finding is that the hypothesis that causality is unidirectional
from money to income agrees with post-war US data, whereas, the
hypothesis that causality is unidirectional from income to money
is rejected." (p. 540). This study has been replicated, for the
Canadian economy separately by the pairs of ﬁardland Bennett, and
Sharpe and Miller. The first two reached a contrary conclusion
after their analysis saying that "although Sims' result for the
United States supports the monetarist view of the role of money
in the economy, our finding for Canada offers no such support.”
(1974, p. 310). Sharpe and Miller also using Canadian data got
results that contradict this conclusion of Bath and Bennett

and support Sims'. Thus they wrote that "contrary to Barth and
‘Bennett's results, the Canadian case conforms to Sims' result for

the United States. The results are not conclusive but undirectional



31

causality is shown to exist between M and GNP and it runs in

the direction suggested by the modern quantity theorists." (p.290).

2.5 Patrick's demand-~following and supply-—leading concepts

A new and interesting dimension to the dekate on the
relationship between‘the real and financial sector of an economy
was introduced by Patrick in his 1966 paper. This he did by
the enunciation of the concepts of demand - following and
supply - leading finance. By these phrases he refers to the role
of financial institutions in the process of development as being
either passive and merely reacting to the demands for financial
services of the real sector (demand - following) or positively
active in devising and providing financial services for the real
sector in ;hticipation of demand for them (supply - leading).
Historically, Great Britain's example is generally claimed to
~ epitomize the demand - following type of financial institutions
development. On the other hand Japan and Germany provide examples
of supply - leading financial development in which financial
institutions are involved in industries not only as bankers
but also as entrepreneurs. Patrick, however, did appreciate and
note the important fact that these phenomena are not likely to be
static and unchanging all through the different stages of economic
development. He thus remarks that "before sustained industrial
growth gets under way, supply - leading may be able to induce real
innovation-type investment. As the process of real growth occurs,
the supply - leading impetus gradually becomes less important and
the demand-following financial response becomes dominant." (p.177).

In a brief but incisive empirical analysis of the role of
financial institutions in the economic development of Hong Kong

Stammer (1972) (in a follow-up to Patrick's work) found and
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confirmed these phenomena of demand - following and supply -
leading financial development. He, however, qualified Patrick's
generalization with regard to the need for the development of
new financial institutions to match increasing sophistication of
economic activities. He points out that for Hong Kong "changes
in the structure and operations of existing financial institutions
have been far more important than the development of new inter-
mediaries and the emergence of a complex financial market." (p. 324
What in practice happens largely

"....depends on whether existing institutions are

willing and able to expand their functions to

Ccreate or respond to the demands for new financial

services; if not new institutions will spring up.

Willingness depends on perception of opportunities

and on attitudes towards risk. The ability is

constrained not only by availability of resources,

but more importantly, by the legal-institutional
structure." (p. 324).

The central theme of Patrick's analysis is not, however, in
dispute - that there is an important role for the financial
sector at a certain stage of the development process and that
this role is growth-inducing. This "positive growth-inducing
aspect of supply-leading financial development is attributed to
its allocative efficiency and to its encouragement of entrepren-_
eurship." (Patrick, p. 327). More than any substance of the
debate, it is this "agreement" that is of paramount interest to
us here. This is because we envisage a role for the commercial
banks in Nigeria's econamic development in view of their unique

position in the nation's financial system.

2.6 Financial repression and the structuralist hypotheses
Before concluding this analysis it will ke instructive to

mention-two widely discussed hypotheses of the role of finance
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in economic development. These are the Financial Repression
Hypothesis and the Structuralist”;ypothesis. The leading
proponents of the financial repression hypothesis, unlike most
other writers on the subject, are categorical on the role financial
systems and inséitutions play in the development process. They
assert that it is nothing but growth-inducing except, of course,
that they are repressed. According to these apostles of the
financial repression hypothesis = Cameron et al. (1972),

McKinnon (1973) and Shaw (1973) = the sources of repression are
government legislation and policies such as legal restrictions'

on activities and interest rate policies that digggrt the full
operation of the market mechanism in fixing prices for financial
resources. These repressions, they claim, show their effects on
the limited savings generated because of inte;EEE_EEEé_ggilings on
deposits, limited loan resources because of loan rate ceilings

and sectoral allocation guide rules; and also on the continued
existence of rural and modern financial sectors - the so-called
"financial dualism".

These advocates of the free interplay of market forces,
undoubtedly sound convincing on theoretical grounds but on the
practicality of their argument they are less so. One reason for
this is that they all based their studies in advanced countries
and went on to interpret the result without sufficient qualific-
ations for the developing countries with entirely different
environments. The environments differ not only in variety and
volume of financial instruments and institutions but also in the
interrelations of the different subsectors and the sophistication
of activities and operators. These writers apparently think
"classical", visualising every financial environment as being

g
perfectly competitive. This apparent false basis of their argument
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corrupts their conclusions as the economic and financial environ-
ments in the developing countries are far from being perfectly
competitive. It is a fundamental misunderstanding and mis-
conception of the background to lending in developing countries
that can lead to the suggestion that re-aligning interest rates
alone will wipe out financial dualism.

The fact is that the rural/traditional lenders are more
flexible in their approach and this is possible because of the
excellent knowledge of their customers and of the socio-ecoﬁomic
factors that they possess. Similarly, re-alignment of interes£
rates may not automatically induce savers in these economies to use
modern financial institutions for savings either. This is because
of the long list of inconveniences associated with such a change.
Consider a saver who has to spend one naira in transport and set
aside half-a-day or more to reach a bank to save only twenty
naira. Finally, nowhere in the Western World, known to this
writer, is there complete and unfettered use of loan resources
by the commercial banks in particular - the most capitalistic
and free economies inclusive. The reason is simple. Credit
is so central to economic activities, which in turn is potentially
politically sensitive, that no government wants to abandon its
allocation and use to the price mechanism without some sort of
intervention from time to time. In developing countries with
imperfect markets, inadeguate information and painfully insuffic-
ient resources, the need to "administer" the allocation of
financial resources through interest rate structuring and credit
guidelines becomes even more compelling.

The second hypothesis - the structuralist hypothesis - is
based on the work of Gerschenkron. The kernel of Gerschenkron's

(1962) thesis is that the role (and the ability) of financial
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institutions in the economic development of a country depends on
the structure of the economy at any particular time. Rather ambig-
uously he tried to classify countries at the threshold of
industrialization into a list with the very advanceq countries

at the toﬁ and most backward countries at the bottom. At the top
end of this list is Britain, midway Germany, and at the bottom

is Russia, indicating down the line the degree of backwardness.
Based on his historical analysis of the role of financial
institutions af the point of industrialization in Europe, he
_argues that in highly industrialized economies like Britain tﬂz
role of financial institutions can be expected to be minimal since
great reliance was placed on internal finance by the entrepreneurs.
Germany on the other hand - the moderately backw;rd economy - had
to rely rather heavily on the financial institutions gecause of

the limited resources available to enterprises and the needs of
the large scale-units of business. The unimportant role for the
financial system and the prominent role of the public sector in

the development process of ﬁussia is perhaps inevitable from

his description of that country's economic and financial environ-

ment at the point of entry into the industrialization stage:

"The scarcity of capital in Russia was such that no
banking system could conceivably succeed in attracting
sufficient funds to finance a large-scale industrial-
ization; the standards of honesty in business were so
disastrously low, the general distrust of the public
so great, that no bank could have hoped to attract even
such small capital funds as were available, and no
bank could have successfully engaged in long-term
credit policies in an economy where fraudulent Lbankruptcy
had been almost elevated to the rank of a general
business practice." (pp. 19-20).

Gerschenkron's description of Russia then can be repeated today
for many developing countries.

Although this description may fit most countries today,
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unfortunately his implied prescription is irrelevant for two
major reason;. First, commercial banks in these countries
already have a substantial stranglehold on the financial
resources of the economies as the main financial intermediaries.
Second, the governments of these countries, having elected the
capitalist path of development, fashionably described as Mixed
Economy, have not now the political will to undértake the
unpalatable decision of centralising economic decision-making.
Apart from being politically explosive, the use of taxation in
place of finéncial intermediation is not humanly possible given
the abysmally low levels of income in these countries.
Gerschenkron's analysis is nevertheless\useful for putting the
role of financial institutions in the general process of develop-
ment in perspective and for identifying a role for the financial
system at some stage of industrialization or development. However,
we basically disagree with the implicit view that because of the
enormous problems associated with financial intermediation in
developing economies such as "business honesty", "fraudulent
bankruptcy®, etc., the only option or the suitable substitute
mechanism is centralization of financial resources. Rather than
accept Gerschenkron's alternative,
"eee+ in many underdeveloped countries, the establish-
ment and nurturing of financial institutions and
markets have been deliberate objects of government
policy, by widening the range of financial titles
avallable and ky making for a more developed capital
market, it is hoped that these intermediaries will
increase the rate of saving and encourage a more
efficient distribution of investment fund. This

attitude, at the very least, allows the financial
sector more than an entirely passive role.”

(Stammer, 1972, p. 318)
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As noted earlier, most of the revéaled historical and
empirical evidence of the relationship between the real and
monetary sectors of the economy relates to developed societies.
With particular regard to the role of commercial banks, which
institutions constitute our empiricai platform in this study,
only very little has been done for either developed or developing
economies. The best known in this class is that study by Abdi
for the economies of three Eastern African countries - Tanzania,
Kenya and Somalia. Like most of its predecessors it is broad
based, that is to say, it focuses on all aspects of the wider .
issue of financial intermediation and its impact on the real

sector development.

*"The study concentrates on the operations of the
commercial banking systems of Eastern Africa with
a view of resolving a few key questions about
their development and performance. Other questions
include how well the banks have met some requirement,
indispensable for economic development such as
monetization of the subsistence sector and innovations
in the services provided to both the monetary and
non-monetary sectors." (Abdi, 1977, p.2).
To answer these questions, he analysed the three main functions
of these institutions in these countries - savings mobilization,
lending, and the provision of banking services outside urban
areas. The effectiveness of savings mobilization was measured
by the time series analysis of the relation between Lkank deposits
and money supply and bank liabilities and GNP; the extent to which
the banks' loans and advances were allocated to the government's
defined priority sectors also was used to gauge their performance
and contribution to development. Finally, the extent of rural
branching measured the banks' conscious move to eliminate

financial dualism in the economy and thus contribute to economic

development. He concluded to the effect‘that.on all criteria
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considered the commercial banks in these East African countries
performed poorly due largély to "identifiable economic
constraints" - inadequate loan demand, poor entrepreneurship and
infrastructure and suggested a concerted effort on the side of
both the institutions and the governments to eliminate these

constraints.

3. EVIDENCE FROM NIGERIA

The above analytical review of the revealed evidence of
some assoclational and directional relationship between the
monetary and real sectors of the economy, we think, is a useful
starting point for this study. Evidence of this association
from empirical analysis of Nigerian data will however, provide
a firmer and more authentic base. In the light of this, the
time series data in Table 3.1 were analysed. Since
our interest is limited to evidence of association between the
real and monetary sectors of the economy, correlation analysis
was the obvious choice. The selected important (and available)
variables in the two sectors as in the table were correlated as
follows:

Money supply and Gross Domestic Product

Loans and Advances and Gross Domestic Product
Loans and Advances and Manufacturing

The results of computer runs are presented in table 3.2. The
first analysis between Money Supply and Gross Domestic Product
(GDP) produced results indicating a very high degree of
association with a correlation coefficient of :865105 (see table
3.2). Next are the analyses between loans and advances and GDP

on the one hand and Manufacturing on the other. These analyses
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Table 3.1 Some Monetary and Real Sector Statistics:
Nigeria, 1960-1975
(¥million)

Year Money Supply Camercial Banks (e:9)24 Manufacturing
Loans & Advances

1960 240.8 104.0 2,244.,6 80.6
61 243.0 120.0 2,373.4 88.2
62 252.5 153.0 2,630.8 93.4
63 264.7 178.9 2,806.4 151.8
64 305.0 244.8 2,914,0 157.8
65 316.9 242.3 3,080.6 164.8
66 344.8 298.0 3,210.0 192.2
67 312.4 274.9 3,051.8 196.0
68 328.1 225.7 3,140.8 231.2
69 426.8 242.7 3,278.2 270.4

1970 608.4 351.4 3,485.8 311.0
71 628.9 502.0 9,442.1 475.1
72 700.5 619.5 11,177.9 460.3
73 827.1 753.4 11,993.0 570.1
74 1,178.4 938.0 13,135.5 626.5
75 2,044.1 1,427.3 14,410.7 683.9

Sources: (1) Central Bank of Nigeria, Economic and Financial
Review (various issues)

(1i) Federal Office of Statistics Digest of Statistics
(various issues)
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Table 3.2 Summary of results of correlation analysis

Variables Correlation F - value D.F.
coefficient

MON ===§ GDP .865105* 41.6453 1, 14

LA =—p MAN «931840* 92,3225 1, 14

Key MON = Money Supply (M2)

GDP = Gross Domestic Product
LA = JL,oans and Advances
MAN = Manufacturing

Significant at the 0.0l per cent level

produced correlation coefficients of .930551 for Loans and
Advances and GDP and .931840 for Loans and Advances and Manufactur-
ing. It is noteworthy that all these coefficients are significant

at the 0.0l per cent level.

b4, CONCLUSION AND POLICY IMPLICATIONS

Although these results are not in any way conclusive
nor do they indicate any directional causality, the high
correlation coefficients obtained are positively suggestive of
some strong association between the real and the monetary sectors
of the Nigerian economy.

The policy messages of the analysis are perhaps obvious
enough. Given the political and economic path chosen by the

country, it appears it has no choice but to assign an important
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role to the financial sector in the economic development

process, It must be noted, however, that at no stage of her
dévelopment process has Gerschenkron's description of European
economies been appropriate for Nigeria. Consequently, his views
on the roles of a financial sector in given development situations
can hardly be worthy of more than a cursory note. Given the

fact ghat Nigeria operates a development strategy loosely
described as 'mixed economy' - in which an important role is
assigned to the private sector - the financial system which is an
economically 'efficient' instrument for mobilizing resources in

a quasi-capitalist set-up, must be developed if the sector is to
play its.rolée effectively. The Nigerian financial sector is

far from depicting a perfect market situation - there is no
perfect (or adequate) information, the operators lack skill and
experience and there is near complete absence of a financial press
to inform the community. In these circumstances, financial
intermediation cannot ke effective if orthodox. Unorthodox
approaches such as borrowing short and lending long, as the German
banks have successfully practised, must be employed, albeit with

caution.
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CHAPTER 4
A SURVEY OF LENDING CONCEPTS, PRINCIPLES AND PRACTICES

1. INTRODUCTION

In the previous chapter the revealed evidence of
the relationship between the financial sector and economic
development was reviewed. Consideration must now be given to
a survey of lending concepts, principles and practices. These
have had and will continue to have considerable influence on
the modus operandi of the banking industry anywhere in the
western world. It is because of this potentiality (influence)
that the survey in this chapter is in place.

Section 2 presents an overview of the issues, whilst
section 3 is specifically concerned with a review of lending
concepts. The next two sections, too, are specific - section 4

on lending principles and section 5 on lending practices.

2, AN OVERVIEW
A cursory survey of the literature will reveal that
banking unlike other disciplines, still lacks a consistent
and coherent theory or set of theories. In one of the rare
attempts at banking theory development, Klein (1971, p. 205)
acknowledges this state of affairs when he wrote that:
"eeee in spite of the importance of commercial
banking both as a major financial intermediary
and as an important link in the monetary transmission
process, there is little consensus as to what
constitutes a workable and productive theory of the
banking firm."

Some excursion into the banking literature will also confirm

Pringle's (1973, p. 990) assertions that:
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"eeee little has been done in the way of
developing theories to explain the results of
optimizing behaviour on the part of individual
banking units. Yet such theories are needed as
a basis for research in a number of areas."

From an examination of the few attempts made so far,
one can suggest some reasons for the continued absence of
a banking theory or theories. Two approaches, in the main,
have been taken by those who have attempted to develop banking
theories. One group, the mathematically-oriented, has tried to
reduce the variables involved into measurable quantities and
equations. The other group has restricted itself to pure
non-quantitative explanations. To name just a few, Klein (1971)
and Hester (1966) belong to the first group; .whilst Adam Smith
(1937) and Galbraith -(1963) belong to the second. As is ‘
clear from the above-quoted statements by Klein and Pringle,
the first group has not achieved much to date. This is
perhaps because the most important variables in the banking
firm's behaviour equation and model are simply not sufficiently
quantifiable as yet. Such variables, for example, include
the quality of bank management and bank-customer relationship.
It has not been feasible, either, to find suitable surrogates
for these variables given the present state of knowledge. Not
surprisingly the product of this group consists of partial
explanations of the banking firm's behaviour. Even where such
exercises have been concerned with some specific aspects only
of the banking operations, the resulting models have failed
to capture the total picture of such operations (see Cohen,
Gilmore, and Singer, 1966). Generally, it can be said thaf the
more sophisticated these attempts have been, the more divorced

from reality the products - i.e. the models of bank behaviour.
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Galbraith (1963) is the best known in the other group of
- students that employ the non-quantitative approach. His

and others' descriptive approaches have not been more successful
in producing a comprehensive and generally acceptable theory
of the banking firm. Whilst, for instance, Galbraith was able
to explain admirably the different ways a bank behaves in
isolated situations and sometimes offered the rationale behind
the éécisions, on issues of credit-rationing, credit-worthiness
and credit risk, he however failed to tie all these together

to make a model of the banking firm's behaviour. That is to °
say a model sufficiently describing how these interdependent
decigsions can be synchronized into a prediétable behaviour
pattern of the bank.

It does not appear as if any of these divergent approaches
is likely to produce the much desired banking theory and thus
£fill an important academic gap for the benefit of bankers and
banking students. This is particularly so because, as Friend
(1977, p. 117) notes: ".... much of current research in finance
seemed more likely to lead to advances in methodological
niceties than substantive knowledge.®™ He also warned that
"methodological elegance should not be considered a substitute
for substance, and by substance I mean solution of real world
and not artificial problems."” (p. 117). There is thus,
apparently, a need for a combination of the best in these two
approaches, if fruitful results are to be expected from these

effofts.

3. LENDING CONCEPTS

In the area of bank lending, there exists some conceptual-

izations-of banks' behaviour which are commonly inappropriately
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labelled as theories. These concepts have evolved from the
early days of the banking industry. Although not generally of
great academic interest or preoccupation,. the practical
influence of these concepts 1s enormous. Like folklores they
have passed from generation to generation of bankers. More
importantly, they have and still considerably influence lending
behaviour of bankers including the modern, unorthodox, management
-scientist bankers (see Roy and Lewis, 1971, ép. 17-21). The
strong influence of these concepts on generations of bankers
can be explained by the fact that the concepts are "statements
of basic realities of commercial bank lending."™ Over time the
changing circumstances of the lending environment - legal,
institutional, monetary and economic - have led bankers to
update but not discard these time-tested ideas. Thus today we
find i

"....many credit managers have one foot in yesterday

and the other in tomorrow. The foot planted in

yesterday is the commitment to practices that have

evolved over the years. The foot poised over

tomorrow is the awareness of changed conditions,

new techniques and new facilities that have made

many of yesterday's practices outmoded"

(Roy and Lewis, 1971, p. 17).
In a logico~historical order, the existing loan concepts

can be listed as:

The Real Bill Doctrine

The Shiftability Theory

The Anticipated Income Theory

The Liability Management Theory.
According to Mints (1970, p. 29), "the real bill doctrine was
first adequately enuciated by Adam Smith." 1In essence the real
bill doctrine (also known as the productive/commercial loan

theory) postulates that if the bank can restrict its assets

to real bills of exchange (i.e. bills supported by goods in
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transit) this will:

(a) "Automatically limit, in the most desirable
manner, the quantity of bank liabilities.”

(b) "Cause them to vary in quantity in accordance
with the needs of business."

(c) "Mean that bank assets will be of such a

nature that they can be turned into cash on

short notice and thus place the bank in a

position to meet unlooked for calls for cash.”

(Mints, 1970, p. 29)

It can be appreclated from this statement that the real bili
doctrine was conceptualized to have a consider&bly pervading ]
influence not only on bank lending but also on general economic
activities. If adopted strictly, the doctrine was expected
to serve as the monetary control mechanism in the economy,
adjusting money supply to changes in aggregate economic activity.
With the passage of time, the doctrine has become restricted to
that aspect emphasising the reasonableness of bankers lending
short against short-maturity assets such as bills of exchange.
Bankers believed rather strongly, in the early days of this
doctrine, that since their resources were repayable at short
notice, such depositors' monies should be employed in correspond-
ingly short-term and self-liquidating advances, if they were
going to be able to meet calls for such deposits.

At the time this doctrine reigned supreme in the banking
industry, it is instructive to note that there did not exist
enough secondary reserve assets which could have served as a
liquidity buffer for the banks. Even existing government
securities were not readily marketable as the secondary markets
for them were either very narrow or non-existent. The banks'

main source of liquidity, apart from cash was their loan

portfolio. Understandably, therefore, banks were wary, and
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wisely too, at the idea of advances that did not match, in
maturity, their liabilities.

By the 1920s, the commercial banks' attitude to lending
was beginning to deviate slightly from the prescriptions ogo
the real bill doctrine(l). A few developments-led to this.
One of these was the increasing change in the structure of
their total deposits towards a greater proportion being
accounted for by the less volatile savings and time deposits(z).
A second important factor was the gradual but steady growth in -
government's borrowing from the public. This resulted in .
increases in volume and variety of securities available and
suitable as secondary reserve assets for banks. Furthermore,
markets for these gilt-edged securities developed and expanded.
All these changes led to the development of the doctrine of
asset shiftability - i.e. the shiftability theory. With readily
available "shiftable" open-market financial assets, the banks
felt that the doctrine of commercial credit need not continue
to chain them to short-term loans only. After all, they
thought, they could make good their liquidity shortages, if any,
by shifting to the market their short-term money market assets
i.e. the new government. securities. "Actually, the bankers view-
ed this development not sé much as a violation of the productive

credit theory but as an extension of it and an improvement on it."

(RKreps Jr. and Wacht, 1972, p. 18).

(1) In the U.K. Noticeable changes came later in the early 1960s

after the publication of the Radcliffe Report in 1959
(see CLCB, 1977, p. 76).
(2) These (savings and time deposits) being largely retail
deposits in Nigeria are less volatile.
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This doctrine has an important, though not unique,
limitation. Like the self-liquidating loans, shiftable assets
can only be expecteé to generate liquidity in 'normal' times.
In money or liquidity crisis, the shortest of short-term loans
or the most shiftable of reserve assets might fail to yield
desired liquidity. This is because during a liquidity crisis,
every asset holder wants to shift his illiquidity to other
persons and institutions and no one, in the process, succeeds
in acquiring cash by shifting assets (loans or securities). The
doctrine of asset shiftability is thus valid in 'normal’
times only or in special circﬁmstances. An important element
of the special circumstance is ;pat there musé-exist a central
bank willing to act as a "lender of last resort", either

directly to the banks, or in the unique case of the U.K.,

indirectly through the discount houses, during a liquidity
crisis. Nevertheless the birth of this doctrine led to.
marked changes in the lending attitude of banks, who began to
feel more safe and confident to make longer-term advances.

In 1949, Prochnow enunciated a new loan theory known as
the "Anticipated Income Theory". This concept is a product of
Prochnow's comprehensive study of banks' term loans. He found

in this gtudy that

".eeoln every instance, regardless of the nature
and character of the borrower's business, the
banker planned liquidation of term loans from
anticipated earnings of the borrower. It (liquid-
ation) is not by sale of assets of the borrower
as in the commercial or traditional theory of
liquidity nor by shifting the term loan to some
other lenders as in the shiftability theory of
liquidity but by the anticipated income of the
borrower."

(see Woodworth, 1971, p. 157).

The importance of this theory is that it emphasised a future-
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oriented approach to bank advances. It has enhanced what is

now popularly known as the cash flow approach.to lending.

Rather than tie the repéyment prospect of a loan to a one-time
event such as the importation of a particular commodity, the
sale of which repays the loan, a more general system approach is
now taken by bankers. Ever since, greater consideration has
come to be given to the potential improved income generating
ability of the borrower. Following this re-orientation in

lending, it has now.

". ..abecome more and more accepted that in addition

to the short-term, self-liquidating loans, banks

could also properly make loans which did not generate
their own repayment but were to be repaid instead

out of the borrowers' anticipated income. It was

the general adoption by bankers of this anticipated
income approach to lending that permitted banks to

safely begin making the longer maturity, non-self-
liquidating loans - term loans to business, real

estate, mortgage loans and consumer instalment”loans -
that now constitute well over half of all commercial bank
lending.” (1)
(Kreps Jr. and Wacht, 1972, p. 19)

The launching in 1961 of Certificates of Deposit (CDs)
by large New York money market banks introduced a new dimension
into commercial baﬁk lending and has indeed led to the emergence
of "The Liability Management Theory". The possibility of
raising substantial deposits by the issue of CDs now means that
another source of liquidity is opened up fo£ the banks.
Consequently, the banks need not be unduly constrained as to the

size and maturity of their advances by lack of resources.

(1) In a review discussion on this chapter, Mr Maylock, a

former Economic Adviser to the Midland Bank Limited
and a Director of the Institute of European Finance at
the University College of North Wales, Bangor, noted
that this "re-orientation" did not become generally
observable practice in the U.K. until the late 1960s.
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"According to this doctrine, it is unnecessary to
observe traditional standards in regard to self-
liquidating loans and liquidity reserves since
reserve money can be borrowed or 'bought' in the
money market whenever a bank experiences reserve
deficiency."

(Woodworth, 1971, p. 158).

Although the emergence of CDs brought to birth the
concept of liability management, it should be appreciated that
this is not the only source of creating or acquiring liquidity
by a bank via increases in liabilities. Deposits (savings, time,
current), new capital, long-term loans, debentures, Eurodollar .
markets and Bankers Unit Fund (in Nigeria) are additional sources
of liquidity. A proper liability management, the doctrine
explains, should generate enough liquid resources to a bank as and
when desired; thus eliminating the constraints of any earlier
concepts of bank lending. Once again, it should be noted, that
like all other sources of liquidity discussed so far, only
recourse to the central bank as a lender of last resort is
reliable during a liquidity crisis.

An undoubtedly important development relevant to the
foregoing analysis, worth noting, is the establishment by banks,
mostly in developed countries, of subsidiary credit institutions
and instruments. In the U.K., for example,

"..ssthe clearing banks have developed merchant

banking services and medium term lending. In

the late 1950s all the banks made investments

in the finance sector; these interests were ration-

alised in the early 1970s so that most clearing banks

now have a single wholly-owned finance house subsid-

iary. Specialist subsidiaries have developed leasing

and factoring services, and all the banks are involved

in credit cards."

(CLCB, 1977, p. 20)

According to Hanson (1979) these developments came about as a

result of threats, for different reasons and from different

quarters, to the traditional functions of the banks, namely,
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deposit-taking, lending and money transmission. The more
important aspect of this episode, however, is that the emergence
of these institutions and instruments has gone a long way to
change the size and the whole complexion of the loan portfolios

of commercial banking groups.

4, LENDING PRINCIPLES

It ought to be stated at the outset that one cannot
generalize with any measure of authenticity about lending practices
in the banking industry. This is because each bank's lending .
practice is more a variant rather than a replica of the other
banks'. ;ndeed "two lending officers sitting side by side in the
same bank may react differently to the same loan request.”
(shapiro et al., 1969, pp. 14-37). In Nigeria, for example, one
can, therefore, expect 19 different varieties of lending practices.
For a general or global survey, this kind of variety must be
multiplied for the number of countries considered. To compound
the problem further these practices are constantly changing in
response to changes in the lending environment.

Commercial banks are uniquely multi-purpose lenders,
satisfying the needs of commerce, industry, agriculture, etc.
For their lending practices to be appropriate and useful, these
have to be tailored to fit these different functional lending
operations. This also further introduces complexities into .,
loan practices of banks.

Practices, in general, again depend on a number of
varying factors such as the economic environment of lending, the
experience and expertise of the banker, the 'tradition' and ,
'culture' of the individual bank, ané the personality of the

individual engaged in the lending function.
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In spite of these complexities and varieties, there

still exist some generally accepted basic principles and
practices in bank lending. An attempt will be made in the follow-
ing paragraphs to consider these points of congruency in bank
lending practices and to highlight the important differences among
countries. The relevance of-all these is that we are enabled at
the end of the day to see to what extent lending practices in
Nigeria are in line and up-to-date compared with the practice in
the industry at large. More importantly it will be possible to
compare and contrast lending principles and practices in Nigeria
with those in other countries and to questién the appropriateness of
these for a developing environment. Also by this analysis we shall
be establishing some kind of criterion for judging the efficiency
of Nigerian commercial banks on the ground of adaptiveness.

Common elements are found among banks in the_principies—»
that guide their lending rather than in the actual practices.
The well-known 4-Cs of bank lending are’basically the guiding
principles for all bankers irrespective of their experience,
environment or orientation. These principles are character,
capacity, capital and collateral in a generally agreed order of
importance to lending deci;ion-making. Like the loan concepts,
these principles have become reliable tools in the hands of
lending bankers, young and old. Indeed these "sound priﬁciples
and standards can be likened to an anchor from which a boat swings
with wind and tide. While its position shifts in response to
changing circumstance, the boat never breaks its tie with the

ground tackle." (Mathis, 1975, p. 25).

5 LENDING PRACTICES
Based on the above principles, bankers' analyses of loan

Proposals are done from two different but practically complementary
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viewpoints. These are the "going-concern" and the "gone-concern"
bases (Mather, 1979, p. 23). A going-concern view of a business
assumes that the business has a long and even infinite future
ahead. Consequently its assets and financial capability are assess-
ed in the light of this outlook. This approach is not only forward
-looking but positive and optimistic. The gone-concern approach,
on the other hand, assumes the worst event of a liquidation and
then assesses the worth of the borrower in that "closing-down"
situation. It is a pessimistic and rather negative approach.
Bankers, however, defend any criticism of this approach by
pointing out that even the most realistic and promising
propositions can become a failure for reasons completely outside
the control of the business. This calamity may not, with a most
intelligent forecast, be foreseeable at the time of the advance.
Whilst bankers may not generally allow this pessimistic view to
influence too negatively their decisions, it has the distinct
advantage of enabling them to assess just how badly they will
come off an advance if the worst happens to the loanee. 1In
practice, happily enough, both approaches are used in reaching
lending decisions by most bankers, particularly in the case of
sizeable loans. Thus rather than being mutually exclusive, these
approaches are complementary, as they §hould be.

In the rest of this section, we shall consider the level
of delegation of authority, credit evaluation system and security
considerations, in lending practices of selected countries. This
review is done with specific reference to the observed practices
in Germany, France, Italy, Japan, U.S.A. and the U.K. Data
availability more than anything else defines the choice of these
countries as examples (see IBRO, 1978).°

Banking practice with regard to the delegation of authority
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is similar in all of these countries. Branch managers have
varying credit limits that are usually a function of their
experience, qualifications and responsibilities. Proposals
beyond their stated 'limits' of discretion go to higher authorit-
ies, with the Head Office at the apex of the structure as the final
arbiter. 2Among all these countries, the U.S.A. operates a
distinctly different system. Instead of a branch manager and
higher officers considering lending proposals in turn, the U.S.A.
makes an extensive use of the committee system at all levels of
lending decision-making. The important advantage here is that '
thé system considerably enhances the lending limits of the lower
levels of management in the hierarchy of loan decision-making
process.

Except in Italy, credit evaluation in all these countries
is based largely on the analysis of financial statements dating
back to five or a minimum of three years. This is supplemen?ed
with cash flow analysis and the assessment of the character and
other qualities of the proprietors or management (see figure 4.1
for a general flow process of loan evaluation procedure). The
Italian exception is due to the general unavailability in the
country of reliable financial statements on which any useful
analysis can be based. This makes the banks fall back heavily on
the knowledge of their customers.

There is a considerable degree of flexibility in the
bankers' demand for securities in these countries. Invariably
secured advances constitute low proportions of total lending in
all countries except in Japan, where the secured advances
amount to as much as 40% of all loans. Italy has the lowest
proportion with only 4% of all its advances secured. Apparently

in these ' countries as in the U.K. "the banker's experience has
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Fig., 4.1 A Commercial Bank's Advances Information/Decision System
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taught him to make loans'to people rather than upon the security
of things." (Sayers, 1967, p. 192).

In the final analysis a bank's contribution to the
development of its community must be measured in terms of the
increase in the volume and quality of tﬁe 'products' and services
it is able to provide through its financial and related services.
The bank's level of contribution is influenced by both its
relationship with the industry and government influence or control.
In theory government control of banks exists in all these countries
in varying degrees. In practice, it is least pronounced in the'
U.S.A. For example, credit ceilings or similar restrictions of
credit volume and allocation are still unknown to the American
bankers. In Italy and France, governmént influence on the use
of credit is well pronounced. This is probably to be expected
in view of the fact that government has considerable financial
stakes in the banks in these countries. The three biggest
banks in France are owned by the government and with the govern-
ment operated refinancing facilities, it is able to exert
considerable influence on the size and allocation of aggregate
credit. Similarly in Italy, government ownership of interest in
banks is substantial; and with this goes considerable control
over credit allocation. In other countries there is little or no
government direct equity interest in banks and government control
is, at the best, only subtle. The monetary authorities in the
U.K. have resorted to credit control intermittently since 1955,
rather severely, however, between 1965 and 1971 (Blunden, G. 1975).
Competition and credit control (CCC) was introduced in 1971
giving true meaning to the concept of "perfect competition”.

The free atmosphere of CCC was, however, short-lived as the CORSET -

the special supplementary deposit requirement - was introduced in
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December, 1973.

With regard to lendiné to an individual borrower, there
is in all the countries being considered some restriction on the
maximum that can be lent. In the U.S.A., lending to a single
borrower is limited to 10% of the bank's capital fund; in
Germany, Italy and France, where central credit risk services
are organised by either the central bank or a government agency,
there are requirements for credits above specified sums (FF22,000
million in France, DM one million in Germany, and Lire 30 million
in Italy) to be reported to these institutions, although no '
outright ceilings are imposed on lending to a single customer.

Though controls can significantly influence credi£ creation
and allocation by commercial banks, it is the nature of the
relationship of banks to industries that substantially dictates
the level of financial assistance and co-operation between the
two. Due largely to tradition, and financial and economic history,
there are to be found differenceé from country to country in the
ways banks relate to and assist industries via their lending and
allied services. In the U.S.A. unlike in all other countries,
banks are forbidden by legislation from taking equity interests
in non-financial businesses. The relationship is limited,
therefore, to that of banker and customer. The same formal
relationship is largely true for the U.K. and their industrial
clients even though there is no legal prohibition on banks taking
equity interest in industries. The banks, however, take equity
interests in industrial concerns, indirectly, through their
subsidiaries and participation in Finance for Indﬁstry and
similar institutions. It is worthy of note that

"....there are good grounds for believing that the

traditional relationships between the clearing banks
and their industrial customers are undergoing a
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permanent change. The banks are much more involved in
their customers' affairs than they were a decade ago,
and the involvement is likely to increase still
further in the next few years."”

(Financial Times, June 6, 1981)
In the 1940s, the Italian government acgquired interests in the
big industrial concerns of the country. With its ownérship of
interests in commercial banks as well, it is natural that the
relationship betweeﬁ these two subsectors be a close one.
Traditionally, banks in Germany have always had close association
with the industries through their ownership of equity inte?estg
in businesses. This closé association involves the appointment
of bank personnel to the boards of the industrial concerns in
which they have financial inéerests. German shareholders often
appoint banks as proxies and these substantially boost the
powers of the banks, not uncommonly leading to a situation in
which they can conveniently block proposals requiring a three-
quarters majority. However it is generally accepted that banks
have used their power to promote industrial growth and have also

come, when necessary, to the rescue of ailing companies" (IBRO,
Although Japanese banks are not as committed on a long-
term basis like their German counterparts, "semi-frozen loans are
the rule with usually no serious consideration of full repayment
of short-term loans or periodic clean-ups" (Mathis, 1975, p. 125).
The relationship between industry and the banks in France is close
for the same reasons as in Italy i.e. government ownership of
financial interests in both subsectors of the economy.
"French industrial companies rely heavily on the big
banks and the special credit institutions for
investment finance, much of which is project related.
As a result, the big banks, with the encouragement of
the authorities and in close co-operation with the
special institutions, have acquired detailed and in-

depth knowledge of the technical operations of their
customers. Following the example of American banks
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they have set up industrial departments which
are staffed by specialists.”
(Philip, 1977, p. 25).

In sum it can be said that there is little doubt that
these relationships between banks and industries have signific-
antly influenced and enhanced the levels of the banks' contrib-
utions - financial and otherwise - to the development of their
business environment (see table 6.4).

In passing it is instructive to note that the lending
function, like other functions of commercial banks, is not now
treated in isolation. Up to the end of the 1950s banks wére
pre-occupied with "asset management". The major concerns of bank
management were the maintenance of "adequate" liquidity and the
required reserve asset position; whilst the liability items were
treated somewhat as exogenous variables. With the arrival of the
CDs and the ability to 'buy' liabilities, attention was turned to
"liability management" (Komar, 1971). Because of the inter-
relationship of the assets and.liabilities of the bank these
early piece-meal approaches are inadequate in handling bank
problems.. Also "the computer has made it possible for Lkanks
to evaluate multitudinous impacts that alternative decisions
have on income statement and balance sheet relationships."

(Baker Jr. 1978, p. 43). Thus today, the banks approach is a
general systems one. Particularly in advanced countries, banks of
all sizes now pay some attention to asset/liability management
rather than to any one side or function in isolation. This is
understandable because, after all, loans, investment and other
functions are subsets of the total bank and their management
policies and tactics must be incorporated into the overall asset/
liability management. The benefit of this approach to bank lending

is that it allows a general systems view of this function to



60

be taken. Management is enabled to see how the loan function
affects and 1s affected by the other functions of the bank.
This is the basic approach taken in_}he simulation exercises
in Chapters 11 and 12; and hopefully, the exercises will help

make the point more clearly.
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CHAPTER 5
THE NIGERIAN COMMERCIAL BANKS’ LENDING ENVIRONMENT

1, INTRODUCTION

In this chapter the essential elements of the economic
and financial environment of bank lending in Nigeria will be
analysed. From this analysis, it is hoped the relative importance
of the commercial banking system in the financial intermediation
activities in the country will be revealed. As a consequence,-
the rationale for expecting a more dynamic approach from these
institutions will hopgﬁully become better appreciated.

Additionally, a review of the policies and strategies of
the government for the agricultural and manufacturing sectors
will be undertaken. This will be done in the belief that these
issues can have both deleterious and helpful effects on the
level and effectiveness of banks'financial and other assistance
to their environment.

Section 2 1s concerned with an overview of the entire
politico-economic system; The Nigerian money and capital markets
are considered briefly in Section 3 for one main purpose - to
see the role of commercial banks in the savings and credit
activities in these markets. The legal framework within which
the banks operate is considered in section 4 . Sections 5 and 6
deal with government policies and strategies, respectively, for

the agricultural and manufacturing sectors.

2, OVERVIEW OF THE ECONOMY

2.1 Size and geography
The Federal Republic of Nigeria came into formal existence

in 1914 with the amalgamation of the Northern and S&uthern British
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Protectorates. It is situated in West Africa and bounded by the
Republic of Benin to the west, the Cameroons to the east, Niger
and Chad to the north and the Gulf of Guinea to the south (see
figure 5.1.

The country lies completely in the tropics and its
vegetation stretches from dense forest in the south through
savannah to semi-~-desert areas in the far north. Occupying a
land area of 913,072.64 kilometers, Nigeria is the most populous
country in Africa and the fourth in the Commonwealth (after
India, Bangladesh and Pakistan). With a population estimated
a over 80 millions, Nigeria has half the population of the
sixteen West African States and one of every four black Africans

is a Nigerian.

2.2 Political structure

Nigeria was granted political independence by Britain in
1960 and became a Republic within the Commonwealth in 1963.
Throughout the post-independence era, Nigeria's political system
has been disrupted four times - thrice in 1966 and once in 1975 -
all as a result of coup d'etats and counter-coups. Thus from
January 1966 to September 1979, Nigeria had a military government.
When the country returned to éivilian rule in 1979, it adopted
a presidential system of government modelled on the lines of the
USA and in contrast to the pre-1966 Westminster type; and it
became the fourth largest democracy in the world.

The administrative structure of the country has changed
many times since 1914. 1In 1954, the country was divided into
the Western, Eastern and Northern Regions and a Colony of Lagos.
A fourth region, the Mid-Western, was created in 1963. The

milit&iy rulers restructured the country twice during their reign -
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first into twelve States in 1967 and then into the present
nineteen States in 1976 (see figure5.l).

Nigeria has three tiers of government ~ the national, the
state and the local government authority (LGA).

In foreign policy and relations, Nigeria is non-aligned

but it is, partly due to colonial history, transparently pro-West.

2.3 Natural resources

Nigeria is well endowed in natural resources. Among the
major mineral resources are petroleum and natural gas, tin-ore;
coal, columbite and uranium. The country is also rich in soils
and vegetation. The important forest, agricultural and allied
resources include cocoa, groundnuts, tobacco, rubber, cotton,
palm products, hides and skins, timber, ginger, beniseed and
soya beans. The main food crops are yam, rice, plantain, cassava,
millet and guinea corn. At present wheat and potatoes are keing
increasingly grown. Tropical wild-life of all sorts also abounds
in the country's forests.

Petroleum is, however, by far the most important resource
of the country. Presently, Nigeria is the world's sixth largest
exporter of petroleum. It is estimated that petroleum alone
earns for the country about ¥25 million each day and accounts for
over 80% of the total foreign exchange resources. This has
turned Nigeria into Africa's wealthiest nation, with a total gross
domestic product (GDP) that is about one-third of the other 49
black African nations combined and nearly equal to that of South
Africa. The GDP has increased phenomenally in recent years. As
can be gauged from Table 3.1 (column 4), it has gone up from
¥9,442.1 million in 1971 to ¥14,410.77 million in 1975 and nearly

doubled within the decade (1971-1980) to ¥18,740 million by the
end of 1980 (see also Vincent, 1980 p.1l4).
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-2.4 The financial system ‘
Data with which to estimate the size and appreciate the
structure of the financial system are paltry. Table 5.1 presents
available information on this subject. Total assets of the
financial system have grown from ¥895.5 million in 1969/70 to
¥3,226.4 million in 1974/75. In the main this growth is attribut-
able to the increased monetization of o0il revenues by the
government. As a percentage of Gross Domestic Product (GDP),
the financial system's assets hovered around the 20% mark duripg
the same period - being 25.2% in 1969/70, 19.5% in 1971/72
and 22.4% in 1974/75.

Table 5.1 Total assets of all main institutions in the financial
system as per cent of Gross Domestic Product at
factor cost: 1969/70 - 1974/75

Year Total assets GDP Total assets
(¥ million) (¥ million) as per cent of
GDP
1969/70 895.47 3,549.30 - 25.2
1970/71 1,304.57 '5,290.30 : 24.7
1971/72 1,303.08 6,684.70 19.5
1972/73  1,643.40 7,346.90 22.4
1973/74 1,984.88 8,670.50 22.9
1974/75 3,226.39 14,410.70 22.4

Sources: (a) Annual Reports and Statements of Accounts of the Main
Institutions in the financial system

(b) Federal Office of Statistics, Lagos
(c) Third National Development Plan, 1975-80
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2.4.1 The Central Bank

The Central Bank of Nigeria (CBN) is at the apex of- the
financial syétem. The CBN was established in 1959 under the
Central Bank of Nigeria Act 1958. It is a government-owned and
controlled institution with the usual central banking traditional
functions. In addition the CBN has developmental functions, that
is to say, it has responsibility for the promotion of economic
development. These responsibilities - traditional and

developmental - are defined precisely by the Act as

*... to Issue legal tender currency in Nigeria; to
maintain external reserves; to safeguard the
international value of that currency, to promote
monetary stabilityand sound financial structure
in Nigeria, and to act as a banker and financial
adviser to the Federal Government" ’

(Section 4(1) and (2))

2.4.2 Commercial banks

Commercial banks are next in importance to the CBN in
the Nigerién financial system. The commencement of banking
operations in Lagos in 1892 by the African Banking Corporation
marked the beginning of commercial banking activities in
Nigeria. The bank wound up only two years later, however, and
was taken over by the Bank of British West Africa (Fry, 1976).

As at the end of 1979, there were 19 individual banks - (11
indigenous and 8 foreign) - operating in Nigeria. With
indigenisation this dichotomy exists more in practice than in
theory.

The assets and liabilities of commercial banks have
increased phenomenally in the last two decades (see tables 5.2
and 5.3). Loans and advances, and deposits being parts of these,
have also witnessed high growth rates. More importantly, however,

the share of commercial banks in total institutionalized savings
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in the economy has remained proportionately high (see table5.4 ).
Although the figure has gone down from 91% in 1962 to 86.1% .

in 1978, the lowest percentage recorded throughout this period
was 72.3% in 1967. The predominant position of the commercial
banks in savings mobilization as demonstrated by these figures
appears to be too obvious to require mentioning. The

dominance of the commercial banking sub-system in the financial
intermediation process is completed with its significant share
of the entire banking system's credit to the private sector.

As can be seen from table 5.5 the commercial banks have
contributed between 73% and 97.6% of thg banking system's credit
during 1963-1978.

2.4.3 Merchant banks

Merchant banking activities were conducted in Nigeria
between 1960 and 1969 by Philip Hill (Nigeria) Limited and
Nigerian Acceptances Ltd. These two merged in 1969 &nd were
the first to be statutorily registered as a merchant bank under
the name of Nigerian Acceptances Limited. By 1980 there were
five merchant banks operating in the country.

The total assets of these institutions increased from
N3l.3 million in 1973 to K423.9 million at the end of 1978
(0jo and Adewunmi, 1980a,Chapter Four). The intermediation
role of the institutions has been relatively small. Though
savings in the merchant banks have risen from ¥7.2 million in
1971 to ¥M109.8 million in 1978, these have represented,
respectively, only 1.5 and 4% of the total institutionalized
savings of the economy (see table 5.4).

Similarly growth in loans and advances has been remarkable

in absolute naira terms rising from a mere ¥14.0 million in 1973
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Table 5.5 Banking system's credit to the private sector
(¥ million)

By Commercial Banks

Year Total
Amount % of total

1963 1l04.8 88.9 84.8
1964 121.0 118.1 97.6
1965 141.0 134.3 95.2
1966 156.8 148.5 94.7
1967 148.0 137.4 92.8
1968 148.4 112.0 75.5
1969 162.9 119.8 73.5
1970 478.0 349.0 73.0
1971 591.2 497.6 84.2
1972 750.2 609.2 81.2
1973 845.4 736.9 87.2
1974 1,070.2 919.8 86.0
1975 1,770.1 1,512.1 85.4
1976 2,417.8 1,898.8 78.5
1977 3,514.4 3,027.7 86.2
1978 4,623.9 4,093.5 88.5

Sources: CBN, Annual Report and Statement of Accounts (various issues)
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to ¥194.2 million in 1978. This peak figure in 1978, however,

represents only 0.02% of the banking system's credit to the

economy.

2.4.4 Federal Savings Bank (FSB)

Up to 1972, the Post Office Savings Bank (POSB) was
operated as an arm of the Posts and Telecommunications Depart-
ment. The Federal Savings Bank Aﬁt (No. 38 of 1974) changed
its name and made it autonomous with retrospective effect. As
the Act states the "Savings Bank is established to provide a
ready means for deposit savings and so to encourage thrift."

Table 5.4 shows that the savings mobilization impact of
the bank has been small. Worse still, it has been declining
in relative importance as a contributor to total institutionalized
savings - from a percentage share of 6.5 in 1962 to 0.3 in 1978.-
The bank does not engage in commercial lending. Rather it has
always been required under the various statutory instruments

governing it, to invest its surplus resources in government

securities.

2.4.5 Development banks

There are four principal development banks in Nigeria.
These are the Nigerian Industrial Development Bank (NIDB); the
Nigerian Bank for Commerce and Industry (NBCI), the Nigerian
Agricultural and Co-operative Bank (NACB), and the Federal
Mortgage Bank of Nigeria (FMBN). Except for the NIDB, where 1%
of the equity is owned by individual Nigerians, all these banks are
owned by the Federal Government.

"From its inception in January 1964 to March 1979, the

bank (NIDB) sanctioned a total of ¥310.2 million..." (Osha, 1979
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p. 23). As at 31§t March 1978 the NBCI Board had approved
investments in a total of 119 projects or enterprisés since its
inception. The magnitude of approved investments totailed
approximately ¥146,000,000 .... (NBCI, Annual Report 1978).
The NACB in its first five years of operations approved a total
of N286.3 million for 177 projects and disbursed ¥124.4 million
(NACB, Annual Report 1978). Although these institutions have
sanctioned huge sums of money their intermediatory role must be
measured in terms of the actual disbursements they made. The
annual average of disbursements recorded by the institutions has
been relatively small - N9.0 million by NIDB, ¥26.95 million by
NACB and N12,0 million by NBCI (Adewunmi, 1980a, pp. 12-13).

As can be gauged from table 5.4, the impact of the
FMBN in savings mobilization has been relatively small - accounting
for 0.4% of total institutionalized savings in 1963 and 0.6% in
1978. The institution provided ¥13.3 million for housing finance
in 1972, ¥14.8 million in 1973 and ¥31l.5 million in 1975 (Ojo
and Adewunmi, 1980a,Chapter Seven).

2.4.6 Pension funds

The National Provident Fund (NPF) a contributory pension
scheme for non-pensionable private sector employees is the
major pension/provident fund in Nigeria (Adewunmi, 1980c). The
NPF was established in 1961 under the National Provident Fund
Act of that year. It has increased its contribution to
institutionalized savings from ¥1.0 million (or 2.4%) in 1962
to N252,.5 million (or 9.0%) in 1978. Like the Federal Savings
Bank, the NPF is statutorily obliged to invest its surplus
resources in government securities. Its direct contribution to

private sector in%estment is, therefore, nil.
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2.4.7 Insurance companies

. Insurance business was commenced in Nigeria as long ago
‘as 1921 when the Royal Exchange Assurance opened an office in
Lagos. But the size and impact of this sub-sector of the
financial system on financial intermediation remains small. By
1960, total assets of all insurance companies operating in
Nigeria were only ¥2.0 million; eighteen years later, at the end
of 1977, the figure stood at ¥532.0 million (see Ojo and
Adewunmi, 1980a,Chapter Eight). However, the long-term portion
of this sum, that is life fund, amounted to only ¥N1l24.1 millioh.
Since the maximum long-term investment the insurance companies
can do depends largely on the size of this (life fund), the
institutions' financing role in the Nigerian economy has keen
little. Indeed until 1977 when the Re-insurance Corporation of
Nigeria Act was promulgated requiring 20% of the premiums of
insurance policies to be re-insured locally, most of the insurance

companies' premiums were re-insured abroad.

2.4.8 Finance companies

. Bentworth Finance is the biggest and indeed the only
officially known finance company in Nigeria. The others are so
small and insignificant that they can operate outside-the frame-
work of the Hire Purchase Act 1958 (Orimalade and Adewunmi, 1979).
With assets/liabilities totalling ¥18.5 million in 1977,

Bentworth Finance's intermediation role in the Nigerian financial

system can be described as very small.

3, THE MONEY AND CAPITAL MARKETS

3.1 Money market

The money market was launched in 1960 with the first issue
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Table 5.6 Money market instruments outstanding 1960-1978

. (N million)
End of Treasury Treasury Commer- Cert.of Bankers Eligible
year bills cert. cial deposit unit dev.loan Total
papers fund stocks

1960 18.0 - 2.3 - - - 20.3
1961 34.0 - 2.2 - - - 36.2
1962 48.0 - 6.2 - - - 54.2
1963 60.0 - 14.8 - - - 74.8
1964 68.0 - 30.1 - - - 98.1
1965 80.0 - 42.0 - - - 122.0
1966 128.0 - 60.1 - - - 188.1
1967 170.0 - 34.4 - - - 204 .4
1968 240,0 __ 20.0 5.1 - - - 265.1
1969 340.0 142.0 4.5 - - - 486 .5
1970 556.0 236.0 6.0 - - - 798.0
1971 616.0 256.0 11.2 - - - 883.2
1972 616.0 286.0 9.3 - - - 911.3
1973 616.0 286.0 7.9 - - - 909.0
1974 616.0 286.0 15.4 - - - 917.4
1975 616.0 228.0 32.4 2.5 40.0 - - 918.9
1976 616.0 652.0 27.1 40.2 115.0 - 1,450.3
1977 691.0 900.0 26.3 35.9 368.6 24.7 2,046.5
1978 816.0 1,800.0 45.7 106.8 114.2 27.3 2,910.0

Sources: (1) The Bullion, Vol., 2, No. 1 p.l2

(2) CBN Annual Reports and Accounts, Dec. 1978
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of Treasury Bills by the CBN. From that modest beginning, the
money market has grown gradually and by 1978 had six different
instruments (see table 5.6). Total value of money market
instruments has risen from the small figure of ¥20.3 million in
1960 to ¥2,910.0 million at the end of 1978. It is worthy of
note that Certificates of Deposits (CDS), which today constitute
a major as well as a growing source of deposits for American and
European banks, and which have made their loan supply functions
highly elastic, constituted a small proportion (0.04%) of total
money market instruments outstanding in Nigeria at the eng of ~
1978.

The CBN, commercial banks, merchant banks, State
governments, and others (including NPF, FSB and Insurance Companies)
are the princi§a1 participants in this market. As is evident from
table 5.7 the commercial banks dominate the activities on the
market accounting for 74.6% of total assets outstanding as at

December 1977.

Table 5.7 Holdings of money market assets outstanding as at
December 1977 (in ¥ m)

Central Camer—- Merchant State Others Total

Name Bank cial banks Govts.
banks
1. Treasury bills 160.9 295.9 26.9 23.7 183.5 690.9

2. Treasury certificates 79.6 808.7 4.8 - 6.9 900.0
3. Bankers' Unit Fund .

eligible development - 337.1 10.3 - 21.3 368.7

4, loan stocks - 24.7 - - - 24,7

5. Certificates of Deposit - 35.9 - - - 35.9

6. Camercial papers - 23.7 2.6 - - 26.3

TOTAL 240.5 1526.0 44.6 23.7 211.8 2046.6
PERCENTAGES ) 11.75 74.6 2.2 1.2 10.25 100

Source: CBN, Annual Report and Statement of Acocounts (December 1977)
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3.2 The capital market

The Nigerian Stock Exchange was established in 1961.
The narrowness of the market can be gauged from Table 5.8
which shows the size of industrial stocks issued between 1960
and 1975; table 5.9 which shows the value of government stocks
issued between 1960 and 1979; and table 5.10 which shows the
numbers of securities issued and listed as well as of companies
gquoted. From these data it will be seen that government stocks
have been dominant on this market. A total of ¥1,066,710 million
had been raised by government through the Development Loan Stoéks
between 1960 and 1975 (CBN, 1979(a), p. 1l41l) compared to

N¥99.6 million raised by private-sector companies, via the

market.
Table 5.8 Industrial securities issued 1960 - 1975
Number of securities Cumilative number Cumilative
quoted as at end of of public issues as amount of
Year year at end of vear isswes as at
end of year
Equities| Debentures & Equities| Debentures & (24'000)
Preference Preference
Stock Stock :
1961 3 1 3 1 1,220
1969 8 2 9 2 7,775
1970 9 2 10 3 15,675
1971 14 2 15 3 59,415
1972 21 6 22 9 69,159
1973 25 6 26 9 83,424
1974 35 6 36 9 98,174
1975 35 6 36 9 99,625

Source: The Nigerian Stock Exchange
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Table 5.9 Nigerian Government Development Loan Stocks, Issues,

1960-1979
Stock . Amount of
_ isswe
(in ¥'000)
Federation of Nigeria Development Stocks:

Federal Republic of Nigeria Development Stocks:
1lst - 4th 106,000
Sth - 8th 146,000
9th - 12th 320,000
13th - 1l6th 1,265,000
17th - 18th 1,000,000
TOTAL 2,867,000

Source: The Nigerian Stock Exchange

TARLE 5.10 Cumulative distribution of issues made, securities listed and
campanies quoted, Nigeria 1960 - 1975

Cumilative Number of | Number of Securities No.of Canpanies
Year Issues made as at 31/12| listed as at 31/12 cquoted as at 31/12
Govt. Indus- Covt. Indus—
stocks | trial Total | stocks | trial | Total | Industrials
1961 2 3 5 6 4 10 3
1962 3 7 10 8 8 16 7
1970 11 15 26 30 19 49 12
1971 12 19 31 32 24 56 - 18
1972 13 25 38 34 31 65 28
1973 15 28 43 38 34 72 . 28
1974 16 36 52 40 44 84 28
1975 17 39 56 42 44 86 38

Source: The Nigerian Stock Exchange
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Overall, the relative contribution of this market to the
process of capital formation has been evidently small. A
cursory inspection of table 5.11 shows once again the important
participation of commercial banks in this market. Other than
the CBN, these banks are the most important single-group holders
of Development Loan Stocks in the economy.

From the above analysis it appears clear that the commercial
banks are by far the most important financial intermediaries in
Nigeria. Furthermore, their contribution to money supply and
consequently to the levels of economic activities can also be
gauged from table 5.12. With so high a proportion of the savings
and advances markets in their hands, and so big a role in the
money and capital markets being played by them, it is no
exaggeration to state that the commercial banks hold the key to
the growth and development of the Nigerian economy, given the
country's politico-economic structure. In advanced countries of
the world, commercial banks are less dominant in the financial
systems (see table 5.13) and correspandingly. less is demanded of
them. But because they are very dominant in Nigeria, as in most
developing countries, a rather unique, pivotal role is expected

of them.

4, THE REGULATORY ENVIRONVENT OF THE COMMERCIAL BANKS

The period between 1892 and 1952 can be aptly described
as a period of unregulated banking in Nigeria. The first initiative
at controlling banking activities in Nigeria was taken in 1948
when Mr G.D. Paton was commissioned to "enquire generally into the
business of banking in Nigeria and make recommendations to the

government on the form and extent of contfol which should be
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Table 5.1l Holdings of Development Loan Stocks
(in ¥'000)
Bolder 31.12.77 31.12.78
(a) (b) (a) (b)

Central Bank 216,349 826,586
Commercial Banks 243,489 143,544
Merchant Banks 6,629 500°
Individuals 1 '648 1l 7 680
Insurance Companies 57,151 69,344
State and Local Governments 3,501 3,894
Savings—-type Institutions 572,893 160 680,023 . 160
Statutory Boards & Corporations 8,909 9,336
Other Corporations and Companies 16,474 12,380
Agricultural Credit Guarantee Scheme - 9,092
Federal Government 1) 30 30
Special Funds with CNN 651,519 400,586
CBN Sales not Classified 36,959 40,556

TOTAL (Gross) 1,815,711 160 2,197,711 160

(1) Includes - Bankers Unit Fund; Stabilization Securities and Statutory
Deposits by Insurance Companies

(a) Internal holding
(b) External holding

Source CBN Annual Reports and Statement of Accounts
(December 1978) p. 47.
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(1)

Table 5.12 Money supply in Nigeria: 1960 - 1978
(N million)
Year Currency Demand 2) Money Demand Deposits
(Dec.) outside Deposits Supply as Percentage of
Banks Money Supply (%)

1960 79.2 38.4 117.6 32.6

1961 79.3 39.3 118.6 33.1

1962 79.8 42.5 122.3 34.7

1963 84.5 47.1 131.6 35.8

1964 98.9 53.6 152.5 35.1

1965 100.5 58.0 158.5 36.6

1966 108.6 63.9 172.5 37.0

1967 207 .4 106.0 313.4 33.8

1968 183.1 145.0 328.1 44.2

1969 252.7 174.1 426.8 40.8

1970 342.3 266.0 608.4 43,7

1971 354.5 274.4 628.9 43.6

1972 385.2 314.9 700.1 45.0

1973 435.9 391.3 827.2 47.3

1974 569.8 608.5 1,178.4 51.6

1975 1,030.7 1,013.4 2,044.1 49.6

1976 1,351.2 1,941.8° 3,293.0 59.0

1977 1,940.8 2,853.6 4,794 .4 59.5

1978 2,157.2 2,628.6 4,785.8 54.9

Notes: (1) Money supply is defined as currency outside banks plus demand
deposits at Commercial Banks plus domestic deposits with the
Central Bank less Federal and State Governments' deposits
at Commercial Banks.

(2) Demand (current) deposits with the banking system not of
Government (Federal and State) deposits.

Sources: CBN Economic and Financial Review (various issues 1960-1978)
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Table 5.13 Market share in financial intermediation: the
.position in OECD countries and Nigeria: 1975
(in percentages)

. Loans and
Country Ieading financial intemmediaries Deposits advances
Uunited Kingdam London clearing banks 17.0 12,1
Gexmany Savings banks 21.5 16.1
France National kanks 18.1 17.5
Italy Savings Pledge banks 18.4 11.0
The Netherlands The Big Three 15.2 16.9
Switzerland Cantonal banks 18.0 22.5
Sweden Big four camercial banks 24.4 18.4
Japan City banks 20.5 21.3
The United States Camercial banks 35.5 31.6 .
Nigeria Camercial banks 86.6 85.4

Sources: (1) IBRO "Banking Systems Abroad" (London, IBRO, 1975)
Appendix 1A - °A

(2) Ojo, Ade T. and Adewumi, 'Wole "Banking and Finance in
Nigeria" (Mimeograph) University of Lagos, 1980

introduced" (Paton Report, 1952, p.l). His recommendations
led to the enactment of the 1952 Banking Ordinance. 1In 1958, a
banking ordinance was enacted to up-date and countenance the
new dimension in Nigerian banking introduced by the birth of
the CBN. The current regulatory laws are embodied in the
Banking Act of 1969 and the CBN Act of 1958 and their subsequent
amendments.

Like the 1952 and 1958 Ordinances which it replaced, the
1969 Banking Act contains important regulatory features concerning
bank supervision, and examination, minimum capital requirements,
licensing requirements, the observance of ligquidity ratio and
the maintenance of reserves.

Before considering the system of control, it will ke
useful to highlight the objectives of the controls exercised by

the CBN. These are stated as:
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() the development of a sound banking system

(ii) the protection of depositors and other creditors
of the bank

(114) the provision of adequate banking services
in all parts of the country

(iV) the promotion of rapid economic development
throughout the country

(v) the allocation of bank credit in accordance with
government economic guidlines and priorities
such as the programme of industrialization and
indigenisation of the economy

(vi) the maintenance of internationally accepted
standards and practices in the banking industry

(Olashore, 1977)

The specific regulatory devices employed for these purposes

are Credit Guidelines (selective credit control), Liquidity Ratio,

Cash Ratio, Special Reserve Requirements, the issue of Stakiliz- .
ation Securities and interest rate —structuring.

'Credit guidelings' has since 1964 been the major ineru-
ment of monetary control employed by the CBN. This is so,
understandably, because all other orthodox market-oriented tools
are largely unemployable in Nigeria in view of the narrowness
and ill-integrated nature of the money and capital markets (see
Falegan, 1978, pp. 15-30). With the credit guidelines, the bank
seeks to control the aggregate volume and expansion of credits
in the economy as well as the sectoral allocation of these

credits. To ensure such loans and advances are available to

borrowers at 'affordéble' prices, the commercial banks' interest

rates structure is annually prescribed by the CBN (see table V.l).

Apart from the initial minimum capital requirement, the
CBN seeks to ensure that the banks' capital base grows with

their level of operation by requiring the constant maintenance
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of a capital fund to deposit ratio of‘lzlo. A similar ratio
is also required to be maintained between loans and advances

and capital funds.

5. GOVERNMENT POLICIES AND STRATEGIES

5.1 Government agricultural policies and strategies

In terms of policy, at least, a new and considerable
attention is being given to agriculture in Nigeria today. This
is in recognition of the role this sector has played in the
past, and will inevitably play in the future in Nigeria's
economy. Between 1960 and 1970, agriculture accounted for over
50% of the Gross Domestic Product (GDP), recording 63.4% in
1960 and 51.3% in 1970 (see table 5.14). The sector's contrib-
ution has regrettably decreased consistently since 1971. Though
agricultural production increased in value from ¥1,787.4 million
in 1970 to ¥3,399.7 million in 1971, it had only retrogressed to
the N3,372.7 million mark by the end of 1975. It will be seen,
therefore, that whilst at first one may attribute the decreasing
percentage contribution of the agricultural.sector to the
increased contribution of petroleum, the recorded value of
agricultural production in the 70s, in spite of considerable
inflation in the economy during the period, clearly demonstrates
a reduction in the sector's output. The valqe of agricultural
exports has also not improved significantly over the period.
With sufficient allowance for increased use, locally, of agricul-
tural produce, an increase from ¥282.5 million in 1960 to
8297.8 million in 1974 is obviously not a satisfactory record
particularly for a developing country. As a further confirmation

of the poor performance of the agricultural sector, it can be

noted that food imports have gone up from ¥57.8 million in 1970
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Table 5.14 Agricultural Earnings and Gross Domestic Product (GDP)
in Nigeria: 1960 - 1975 (N million)

Year GDP Value of Agric. Agricultural Value of Agric.
(1974/5 prices) Products Earnings as Exports
% of GDP
1960 2,244.6 1,423.8 63.4 282.5
1961 2,373.4 1,465.2 61.7 283.0
1962 2,630.8 1,609.6 6l1l.2. 260.0 -
1963 2,806.4 1,675.0 59.7 285.9
1964 2,914.0 1,678.0 57.6 303.9
1965 3,080.6 1,691.8 54.9 327.3
1966 3,210.0 1,784.4 55.6 292.5
1967 3,051.8 1,713.0 56.1 264.5
1968 3,140.8 1,726.0 55.0 263.7
1969 3,278.2 1,743.8 ° 53.2 278.7
1970 3,485.8 1,787.4 51.3 280.5
1971 9,442.1 3,399.7 36.0 265.2
1972 11,177.9 3,575.3 32.0 190.1
1973 11,993.1 3,351.8 27.9 278.4
1974 13,135.5 3,246.5 24.7 297.8
1975 14,410.7 3,372.7 23.4 267.3

Source: Olayide, S.0. "Economic Survey of Nigeria," p.26

Annual Abstract of Statistics (various issues)
Federal Office of Statistics, Lagos.
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to ¥439.4 million in 1976 and to ¥790.3 million in 1977 (Semowo,
1979 pp. 13-16). In spite of these displeasing performances,

it 1s reckoned that "the agricultural sector provides employﬁent
for about 67% of the active population" (Olayide, 1975, p. 24)
of the country. From all these it is abundantly clear that

this sector has constituted the backbone of the economy until

only recently. Furthermore

".e.sagriculture and its related activities will
continue to be the mainstay of Nigeria's economy

in the foreseeable future. In the first place,

the sector will continue to furnish the bulk of

the nation's employment opportunities. Secondly,
with population growth rate of about 2.5 per cent
annually, urbanisation and real incomes projected

to rise sharply, the demand for more and better
staple food as well as animal products is expected
to grow at a rate of about 5 per cent and 7 per cent
per annum,respectively. Finally, agriculture will
have to meet most of the country's raw material
requirements for local industry and for export which
will continue to be an important earner of foreign
exchange."

(Third National Development Plan, 1975-80, p.8)

Between 1967 and 1970, the country was engaged in a civil
war which inevitably came first on the society's list of
priorities for the period. Understandably, in the light of
this, government gave little or no attention to the sector up
to 1970. The end of the war coincided with a great upsurge in
revenues from oil. Short-sightedly the country's authorities
thought that this new revenue source had made agriculture
unimportant. The neglect of agriculture, therefore, continued.
By 1975, however, unmanageable inflation, embarrassingly high
food import bills and a decline in o0il revenue were more than
enough to show that the neglect of agriculture up till then

was unwise. The urgent need to reverse her priorities having
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been realised, the government defined one of its objectives

in the sector during 1975-80 plan period as: "....evolving
appropriate institutional and administrative apparatus to
facilitate a smooth integrated development of the aéricultural
potential of the economf as a whole." (Third National’
Development Plan 1975-80, p. 67).

In the revised public sector capital programmes under the
1975-80 plan, the agricultural sector was allocated a total of
¥1,681.7 million out of a total projected expenditure of
N43,314.0 million. Provisions were also made for the develop-
ment of existing research institutions in the country and the
establishment of new ones to undertake comprehensive studies
into the problems associated with local crops and to devise
scientific methods of getting increased yields from crops and
livestocks. Four agricultural production parastatals have
also been established during this plan period by the federal
government (Obayan, 1977, pp. 19-22).

Another important scheme of the government worthy of note
here is the Operation Feed the Nation (OFN) programme. Providing
finance is not the primary goal of this scheme. The aim is to
arouse the consciousness of Nigerians to the need to be self-
sufficient in food production and to point out to individual
Nigerians that they can contribute eminently toward the
achievement of that goal. The financing aspect of the programme
is concerned with the subsidizing of agricultural inputs such
as fertilizers, pesticides and improved seedlings.

The Nigerian Agricultural and Co-operative Bank has been
mentioned above as one of the development kanks. But an

analysis of government's agricultural policies and strategies

can not be complete, without at léast, some reference to the bank.
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As we noted earlier, this bank was established as a bold

and deliberaée effort of government to enhance agricultural
production ‘and related activities by providing direct finance

to the sector. 1Its resources, and consequently its contributions
to agricultural finance are, however, relatively small.

There are basically two ways in which the monetary
authorities influence the flow of credit to the agricultural
sector as part of the gove;nment's development effort in the
sector. Directly and indirectly. Up to 1968, the CBN rediscounted
Marketing Board Produce Bills and gave direct loans to the Boérds
as well. Since 1968, however, the CBN by virtue of the Central
Bank of Nigeria (Amendment) Act 1968, had become "the sole
source of credit for Marketing Boards (Commodity Boards
from April 1977) purchases of export produce®" (Section 293).

By 1970, for instance, total CBN financial support to the Boards
amounted to N86.2 million. During 1977 and 1978, the Commodity
Boards received aﬁvances totalling ¥250.3 million and ®¥426.0
million respectively from the Bank.

Indirectly the CBN has encouraged commercial banks to
lend to agriculture by prescribing in its credit guidelines the
minimum proportion of their total loans and advances that should
go to agriculture. To ensure compliance with these directives,
the Bank with effect from April 1977 decreed that where a
commercial bank's total loans and advances fall short of the
prescribéd minimum of 6%, the shortfall shall ke deposited
with the CBN at no interest for as long and to the extent that
the shortfall continues. Such depésits were not to count towards
the determination of the offending bank's liquidity~ratio. In
the 1979/80 guidelines, it has been stated that such shortfalls

shall.not be returnable automatically as the CBN will deposit
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the amount with the Nigerian Agricultural and Co-operative
Bank to be utilized for agricultural production and development.
As.an incentive the CBN allows commercial banks to count out
loans to agricultural sector in calculating the permissible
increase in their individual aggregate 'monthly increases in
loans and advances (CBN, Credit Guidelines, 1979/80).

-Even 1f commercial banks gave a minimum of 6% of all
their loans and advances to the agricultural sector, obviously
this would not have, most probably, been adequate. The need
to encourage the flow of more credit to the sector led to
the establishment of the Agricultural Credit Guarantee Scheme Fund.
A statutory instrument titled the "Agricultural Credit Guarantee
Scheme Fund" states that the objective of the scheme is to
provide “"guarantees in respect of loans granted for agricultural
purposes by any bank in accordance with the provisions of the
Decree" (p.l): The limit of liability of the fund in respect of
any guarantees shall apply to loans up to a maximum of 850,000
in the case of individuals and ¥1*O million in the case of
co-operative societies or companies. The Fund's initial resources
of N100.0 million were contributed in the ratio of 60:40%
respectively by the Federal government and the CBN.

The scheme began operating on 3rd April 1978.

"A total of ¥1l7.4 million has been loaned out to

Nigerian farmers under the Agricultural Credit

Guarantee Scheme as at March this year (1979). 1In

all, 516 loans have been guaranteed during the first

year of operation of the scheme. Credit to the

agricultural sector of the economy increased in 1978

compared with 1977. The total amount of loans outstanding

to the sector at the end of December 1978 was ¥230.5

million compared with ¥146.2 million at the end of

December 1977 an increase of 6l1.6 per cent ... The

Agricultural Credit Guarantee Scheme is expected to

have made some impact, however small it may be, on

the granting of loans to the agricultural sector

" during the year."
(ACGS Report 1978, pp. 2-3)
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5.1.1 Future developments
It is the view of the architects of the Fourth National
Development Plan 1981-85 that the objectives of the Federal,

State and LGAs in this sector will focus on the promotion of:

"(a) increased production of food and other raw materials to
meet the needs of a growing population and rising
industrial production;

(b) increased production of livestock and fish to meet
domestic needs and create a surplus for export;

(c) increased production and processing of export crops with,
a view to expanding and diversifying the country's foreign
exchange earnings; in this respect a target of seven years
is being set for the revival of our cash crops;

(d) the expansion of employment opportunities to absorb the
increasing labour force of the nation; and

(e) the evolution of appropriate institutional and

administrative apparatus to facilitate the rapid development
of the country's agricultural potential."”

Broadly, the strategies of the government will be
unaltered but the instruments will be sharpened to ensure
effectiveness. Incentives such as income tax relief for pioneer
enterprises, duty free importation qf farm machinery, additional
investment allowance of 10% and provision for carrying forward of
losses for tax purposes will continue to be available.

It is noteworthy that agricultural production and process-
ing has been transferred from schedule II to III of the Nigerian
Enterprises Promotion Act 197? which means that foreigners can
now own 60% of the equity in an agricultural enterprise. The hope
is that this move will attract foreign private investments to this

sector and thus enhance the achievement of the set policy objectives
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5.2 Government industrial policies and strategies

Organised industrial development did not really commence
until after independeﬁce. In the words of the Nigerian
Industrial Policy and Strategy (p.7) "....economic activity
before independence was almost entirely commercial.” Almost
inevitably, therefore, early efforts at industrialization were
geared towards import-substitution manufacturing.

With her resource endowments and potentialities Nigeria
is now faced with the opportunity and the challenge for signific-
ant industrial development.

"The domestic market is-large and expanding and

can provide the leverage for competition in the
export market. The emerging entrepreneural group
in the country is dynamic and capable of exploiting

the potentials in both the domestic and world
markets."

(Third National Development Plan 1975-80, p.147)
Industrial development in general and manufacturing in

particular are, however, still at their infant stages in
" Nigeria. As can be gauged from Table 5.15, the contribution of
manufacturing t& the GDP during 1960-1975 ranged between 3.6%
in 1960 and 9.4% in 1970. The input and output structure of the
subsector also confirms the rudimentary nature of the activities.
What manufacturing that takes place in the subsector is dominated
by mere assembling. Industrial input costs, for instance, average
over 50% for the industry and are as high as 90% for motor body
building and high technology engineering. Output is dominated
by low technology light industry products such as food,
beverages and tobacco, textiles and wearing apparels which account
for over 50%. The present situation is the product of a lack of

foresiéht by the various governments of the country and their
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Table 5.15 value of Manufacturing Products and Gross Domestic Product

(GDP) in Nigeria: 1960 - 1975 (¥ million)
GDP Value of Manf. Products
Year (1974/75 prices) Manf. Products as % of GDP
1960 2,246.6 80.6 3.6
1961 2,373.4 88.2 3.7
1962 2,630.8 93.4 3.6
1963 2,806.4 151.8 5.8
1964 2,914.0 157.8 5.6
1965 3,080.6 164.8 5.6
1966 3,210.0 192.2 6.2
1967 3,051.8 196.0 6.1
1968 3,140.8 231.2 7.6
1969 3,278.2 270.4 8.6
1970 3,485.8 311.0 9.5
1971 9,442.1 475.1 5.0
1972 11,177.9 460.3 4.1
1973 11,993.1 570.1 4.8
19 4 13,135.5 626.5 4.8
1975 14,410.7 689.3 4.7

Source: Olayide, S.0. "Economic Survey of Nigeria"p. 54.
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unwise industrial policies (Usoro, 1974, pp. 243-254).
The colonial government policies restricted industrial activities
to the.processing of the primary produce of the country for
export, whilst preserving the local manufactured products'
markets for the outputs of their home industries. At independ-
ence, the indigenous government, anxious to attract investors,
adopted an ill-conceived open-door industrial policy which cared
less about the industrial linkages effect of manufacturing
activities, whilst solving the immediéte balance of payments
problems by import substitution manufactures (Usoro, 1974,
pp. 243-254). It was only at the beginning of this decade that
the government started to enunciate dynamic industrial develop-
ment policies and to also put them into operation. Whilst the
present policy maintaiﬁs the package of incentives for investors
interested in establishing in the country, it does emphasize the
need for sizeable and planned increases in the local value-added.
part of production. |

The Nigerian Indigenisation programmes have on their
part the twin objectives of encouraéing foreign investors with
high technology know-how into the more sophisticated industrial
activities like fertilizer, agro-allied and chemical products
manufacturing and preserving the low-technology field for the
indigenous persons, as a training ground for budding entrepreneurs.

In addition to creating a favourable atmosphere for
industrial development governments of the country have also taken
substantial direct interest in industry. In partnership with
foreign public and private investors, governments are participat-
ing in large industrial ventures such as iron and steel complexes,
petrol-chemical plants and motor assembly. In a way this is in

recognition of the weakness of the private sector.
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The gradual take over of the NIDB and the establishment
of NBCI represent important indications of the seriousness of
current industrial initiative of the government. These banks
have been established, as noted earlier, to provide not only
financial assistance to indigenous entrepreneurs but to remove
the known bottlenecks of industrial development. These bottle-
necks include the acquisition of managerial and technical
expertise, articulation of investment projects, the provision
of investment advice and guidance including post-investment
support and superyision.

Through the use of Credit Guidelines the CBN has sought
to increase commercial banks lending to the sector by prescribing
minimum percentage of their loans aﬂd advances that must be alloc-
ated to the sector. As for the agricultural loans stipulation,
any short-fall in the prescribed loan allocation to manufacturing
by a commercial bank is passed on to the NIDB for its use and no
interest is paid to the commercial bank-owner of the funds.

Finally the small-scale industries schemes (SSIS), adminis-
tered by the states and the Industriai Development Centfés
established by the Federal Government are the other notable
industrial programmes of the government (see Third National

Development Plan, pp. 147-174).

5.2.1 Future developments
The overall objective of government policy with respect

to the manufacturing sector includes:

(a) the removal of identified constraints i.e. restrictive
industrial and administrative practice, shortage of
industrial manpower, and inadequate infrastructural
facilities;

(b) maximization of local value-added through utilization of
local raw materials, backward integration of industries;
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(¢) industrial manpower development and employment
generation;

(d) rapid development, acquisition and adaptation of
technology;

(e) promotion of export-oriented industries, and

(£) 1industrial dispersal.

In order to achieve these objectives the government has
adopted a strategy that seeks to promote and encourage directly
and indirectly the development of manufacturing and allied
activities. Full recognition is given to the vital role of
private enterprise and initiative.

As the principal government agency with responsibility for
the formulation and execution of the country's industrial
policies, the Federal Ministry of Industries plays two major
roles in the sector - the regulation of the pattern and
direction of industrial development and assisting the establish-
ment and expansion of manufacturing concerns. To assist
industries start and grow to maturity, the go;ernment provides
a number of incentives and gives effective protection to
manufacturers. The inceqtives and concéssions granted to,

industries include:

(1) Pioneer Status which qualifies a firm for a tax holiday
of 3 to 5 years;

(11) Approved Users Scheme under which manufacturing firms are
allowed to import certain raw materials either free of
import duty or at very concessionary duty rates;

(11i) Accelerated Depreciation of Capital investments;

(iv) Customs (Drawback) Regulation which allows manufacturers
to reclaim duties paid on imported raw materials used for
the manufacture of goods which are exported;

(v) Dumped and Subsidized Goods Act 1958 under which the
government can impose special duties on imported goods
to protect industries in Nigeria if it believes that:

" (a) the entry of such subsidized or dumped goods will
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(vii)

(viii)
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threaten or cause material injury to
potential or existing industries, .and

(b) such action will not conflict with the
country's obligations under international
Agreements to which she is a party e.g. GATT;

Graduated Excise Tax Reduction for Local Value-Added,

a scheme under which the government grants excise duty
concessions to manufacturers that achieve increased levels
of their local value-added;

Fully Integrated Agro-Based and Food Processing
Industries that can show that they utilize local
resources to a large extent are entitled to substantial

concessions in excise duty payments; and

Research and Development expenditures are tax deductible
where justified to be relevant to the operations of the
manufacturing concern and prior permission has been
obtained if to be undertaken abroad.
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CHAPTER 6
AN APPRAISAL OF AGGREGATE COMMERCIAL BANK LENDING: 1960-1979

1, INTRODUCTION
Appendix I is devoted to the statistical analysis of

£he determinants of commercial banks' lending performance in
Nigeria. This anaiysis is useful for the understanding of the
results of the lending operations of the banks as it sheds light
on the background to these activities. A critical examination

of the lending operations of these institutions is instructive

to the extent that we are enabled to say whether or not they h;ve
been efficient in the terms defined.

Against this ﬁseful background we shall in this chapter
attempt a detailed examination of the results of commercial banks'
lending operations for the period 1960-1979. AdmitEEEEZL_E§9
ultimate aim of every study is the improvement of the system or
procedure that is the object of study. Detailed evaluation of
performance is also usually a first step in this process. It
is this line of thinking that provides the rationale for the
exercise in this chapter.

As noted in Chapter 2, financial profitability measured
by net return on capital employed (ROCE), return on total assets,
or in absolute naira terms, is an inadequate basis for ev;luating
the efficiency of banks in a developing environment. The
performance of Nigerian banks on the basis of these criteria
and compared to banks in other parts of the world is, undoubtedly,
good. This can be gauged from Tables VI-1 and VI-2.

Since this is not an issue of primary focus here, we shall not

spend time examining this aspect of the banks' lending activities
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further. Of course, the importance of profit cannot be

entirely denied. The very continued existence of a bank, its
ability to lend in increasing amounts and to undertake risky
investments, depend considerably on good profits being made.
However, on its own, in a developing economy where banks

maximize their oligopolistic position to earn huge returns, profit
ought not to be and is not now generally regarded as a basis

fér evaluating their efficiency (see ABDI 1977).

The data employed in the following analyses were obtained
largely from the aggregate statistics of commercial bankipg
operations as published periodically by the CBNl. In addition
to the time-series data from these sources for the 1960-1978
period, cross-sectional data for 1979, obtained from CBN's
Research Department, are also used. Where data availability
permits, the analyses include separate considerations of
indigenous and foreign banks. These further analyses are under-
taken in the hope that they will provide more insight into the
variations (if any) in the behaviour of these separable groups
of institutions within the system. This dichotomy is, of course,
also important in view of the shares of the loans and advanzés
market accounted for by these groups. All through the period
under consideration, a very large propor?ion of the loans and
advances activities in the commercial banking industry was
accounted for by the foreign banks (see table 6.1). By 1979,
in spite of the growth in the number of indigenous banks over
the years, the foreign banks were still in control of 64% of this

market.

= See bibliographical references.
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Table 6.1 Share of loans and advances granted by foreign
and indigenous commercial banks, 1963-1979
(in percentages)

Year end Foreign banks Indigenous banks Total
1963 73.0 27.0 100.0
1964 74.4 25.6 100.0
1965 73.9 26.1 100.0
1966 72.6 27.4 100.0
1967 74.1 25.9 100.0
1968 73.5 26.5 100.0
1969 Tk * *
1970 * * *
1971 * * *
1972 62.8 37.2 100.0
1973 59.3 40.7 100.0
1974 58.2 41.8 100.0
1975 60.0 40.0 100.0
1976 67.6 32.4 100.0
1977 66.8 33.2 100.0
1978 (1) 66.2 33.8 100.0
1979 63.8 36.2 100.0

Note (l) October

Sources: (1) CBN, Economic and Financial Review (June 1969)

(2) Ogbe, N.E. "A Comparative Analysis of the
Structure of Commercial Bank Credit Operations
in Nigerian States: 1972-75". CBN, Economic
and Financial Review, (December 1978) p. 53.

(3) CBN, Research Department.

Section 2 focuses on broad aggregate lending activities of
these banks. Section 3 examines these aggregate lending activities
in some depth by considering the maturity, security and repayment
patterns of loans and advances. Section 4 reports an empirical.
study of the Agricultural Credit Guarantee Scheme Fund and

Section 5 presents the Summary and concluding remarks.
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2, AGGREGATE LENDING OPERATIONS

The results of the analysis in Appendix.I.indicate some
of the determinants of bank lending performance. Before examining
the aggregate performance of these banks here it will provide a
useful background if we note the trends in the explanatory
variables of the .analysis. These variables include total assets,
total deposits, capital funds and branches.

As can be gauged from table 5.2 the total assets of these
banks have grown sig_nificantly over the years. From ¥235.8 million
in 1960, total assets increased consistently, except for 1967,
until they reached the figure of ¥9,105.7 million in 1978. The
growth rate has ranged between 6.04% in 1967 to 58.6% in ‘1974,
with an average annual rate for the period of 24% (see tal:ale 6.2 & figure6.1).
Little if any of this growth, however, is real as inflation has
proceeded at about the same pace during this time.

Total deposits of commercial banks have also increased
phenomenally - absolutely as well as a percentage of total
liabilities - during this period. More importantly, time and
savings deposits accounted for over 50% of total deposits during
12 of the 19 years between 1960 and 1978 (see table VI-3).

From 40% in 1960, it rose to a peak of 59.4% in 1972; declined
gradually thereafter to reach 43.1% in 1977, and picked up to
49.1% in 1978.

- Capital funds were 2.7% of total liabilities in 1960 (see
table VI-4). At the end of 1978, these amounted to 2.9%. In
between these years, the ratio moved as high as 10.0% in 1962 and

was as low as 2.4% in 1977.

In absolute terms the number of bank branches in Nigeria
had 307% increase over the 1960-1978 period (see takle VI-5).
Annual g.rowth rates ranged between 9.6% in 1970 and 21.6% in 1978.
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The recent high growth in bank branches, it ought to be noted,

is due partly to the Rural Banking Scheme of the CBN (see Olashore,
1979, p. 51). Under this Scheme, commercial banks are obliged

to open a certain number of branches in specified rural locations

within prescribed periods of time. As can ge seen from Table VI-5

branches per bank have doubled in number between 1960 and 1978,

and the number of persons per branch has been more than halved

from 271,568 to 120,089.

All these developments, as we learnt from the analyses in '
Appendix I do influence the level and efficiency of bank lending.
Having noted briefly these changes in the explanatory variables,
as a background to the performance evaluation here, an examination
of. the lending operations of the banks can now be made.

Total loans and advances have increased from ¥114.0 million
in 1960 to N4,114.7 million in 1978 (see table 6.3). This
phenomenal growth is also manifest in the loan penetration ratios
(l.e. total loans to population) over this period. This ratio
has increased from only 2.21 in 1960 to 50.93 in 1978(s§:tﬂﬂe52&fnnne
6.2). Put in another way, loan per capita has increased from
N2.21 to X50.93 within this period. Overall, loans and advances
increased at an annual average rate of 23.3% between 1960 and
1978. This is, however, slightly behind the 24% ratg of growth of
total assets for the same period. 1In two years - 1967 and 1968 -
aggregate loans and advances actually declined, whilst investments
in Treasury Securities increased. It is noteworthy that the
negative growth rate in 1967 was higher for loans and advances
than for total assets. In 1968, whilst total assets increased by
24.7% loans and advances declined by -17.9%. (Seetahle 6.2& figure 6.3).

The net result of these developments can be seen in table 6.2
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The ratio of total loans-to-total assets rose from 48.3% in 1960
to a peak of 62.5% in 1966. It .-fell modestly in 1967 to 61.2%
but sharply the next year to 40.3, undoubtedly partly due to the
war situation in the country. This ratio has fluctuated between
30 and 45% ever since. (See table 6.2 and figure 6.4).

Efficiency in resource use in banking, as in all other bus-
inesses indeed, must have a lot to do with experience gained from
practice. If this is true, it would be rational to expect year
after year an increasing proportion of commercial banks' resources
invested efficiently (i.e. in loans and advances). Unfortunately,
the above statistics of the operations of these banks do not suggest
that this is happening. -

To examine this performance in other dimensions, table 6.4
presents a comparison of the ratio of total loans-to-total assets
for five countries including Nigeria. Two of these countries -
Japan and Great Britain - are developed; the rest - Jamaica, Ghana
and Nigeria - are developing. Of all these countries, only Ghana,
a country with an ailing economy, has a set of ratios as low as
that of Nigeria for the period 1970-1977. While other members of
this group have higher ratios than Nigeria, it does appear that
the Nigerian banks are improving this position again in 1977.
Nevertheless, these admittedly sparse data do suggest room for
improvement in Nigerian banks' lending volume.

With special reference to the agricultural and manufacturing
sectors, table 6.5 shows that the percentage allocations of loans
and advances have been less than desirable. Loans and advances
to agriculture declined from the peak figure of 25.3% recorded in

1

1965 to 1.3% in 1967 and has only been able to "crawl" back to a

See page 1lll for an explanation of this sharp drop.
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Table 6.4 Loans and advances as a percentage of the
assets of commercial banking systems in
selected developed and developing economies;
1970 - 1977
Country 1970 1971 1972 1973 1974 1975 1976 1977
Japan * . * 65.1 63.3 62.2 61.5 61.0 *

Great Britain
Ghana
Jamaica

Nigeria

55.0 52.0 72.5 76.0 77.0 70.0 71.0 71.0
40.0 49.4 36.6 36.1 39.7 32.6 31.2 29.5
* 72.0 76.3 65.4 * 68.8 65.8 55.6

30.5 39.3 43.1 42.5 33.4 35.7 33.3 36.0

Sources: Computed from:

(1)
(2)

(3)

(4) °

(5)
(6)

Bank of Tokyo, Japan, Semi-annual Reports (various issues)
British Banking and Other Financial Institutions (London:

HMSO, 1974)

Central Statistical Office, Monthly Digest of Statistics
(London: BMSO, various issues)

Bank of Ghana Quarterly Economic Bulletin (various issues)

Bank of Jamaica Report and Statement of Accounts (various issues

Twenty Years of Central Banking in Nigeria (Lagos, Nigeria:
Research Department, Central Bank of Nigeria, 1979) p. 12.
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5.6 level in 1978. Manufacturing sector on the other hand has,
however, received increasing percentage allocation of loans énd |
advances. Except for 19751)when an 0.8% allocation was recorded,
there have been steady increases in loans to this sector as
a percentage of total loans - from 4.3% in 1960 to 27.6% in 1978(2).
But how do the growth rates of loans and advances to these sectors
compare with those of total loans? The answer to this question .
will be useful as an indicator of the response of the commercial
banks to CBN's "urgings" for increased resource allocations to
these sectors. Furthermore, the nature and speed of these reépohses
will undoubtedly measure the efficiency with which the banks
perform their lending function.

Loans to agriculture have increased over the 1960-1978
period at an annual rate of 31%; for the manufacturing sector
it is 252.2%. In both 1966 and 1967 substantial negative growth
rates were recorded for loans to agriculture. This was due to
the fact that commercial banks witﬁdrew their advances to Marketing
Boards because of the prevailing war situation. These events
revealed that commercial banks financed mainly the marketing end
of agricultural activities rather than the essential production
aspect. The banks' lack of interest or little faith in agriculture
can be more clearly understood if it is appreciated that these
Marketing Boards' advances were readily rediscountable at the CBN
and were therefore first class assets in terms of ligquidity and
safety. It will be true to say that these banks have not been
able to reach their 1965 level of percentage loans allocation to
the agricultural sectoé%&ecause they can no longer finance the

Marketing Boards (see CBN, Annual Report, 1968).

) See note in table 6.2 for an explanation of this sharp drop.
3 See figure 6.5
See figure 6.6
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Loans-to-deposit ratio measures the extent to which a bank
has invested its internal resources in the most lucrative’ asset
avallable to it. Also "the loan-deposit ratio constitutes a
rather crude measure, although the bestﬂévailable index, of the
extent to which different types of banks ....(meet) local credit
needs" (Kohm, 1964 p. 16). In a developing country like Nigeria,
where the market for CDS is insignificant and undeveloped, this
must be much more true. The aggregate loans and advances-to-
deposit ratio of the banks has been relatively high throughout the
period, ranging from 113.8% in 1967 to 51.0% in 1976. The averéée
ratio for the period is 77.7% (see table 6.2 and figure 6.7).

Given the Nigerian financial environment with its paucity
of long-term financilal resources and sources, commercial banks'
loans to the agricultural and manufacturing sectors, to be
effective, must be as long term as the nature. of productive
activities in these sectors. Time and savings deposit resources
will ideally be required for such advances. But to what extent do
the banks use such resources for these purposes? We can obtain
an indication of this from the ratios of agricultural plus
manufacturing loans-to-time plus ;avings deposits in table 6.2
The banks' performances were relatively good in the early 1960s.
During this period loans and advances to agriculture and
manufacturing sectors represented between 45% and 74.5% of time
Plus savings deposits. Thereafter, in spite of the increases in
these deposits, loans to these strategic sectors have not, as will
be expected, correspondingly increased. The ratio has, during
this later period, been as low as 4.8§ in 1973 and as high as
52.54% in 1978. (See figure 6.8).

It has been demonstrated that the commercial banks are the
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dominant financial intermediaries in Nigeria. It was also noted

in Chapter 5 that c¢redit guidelines are the principal
instruments of monetary control in Nigeria. In the light of\

these facts and also because the Nigerian economy is operated
within the framework of five-year plans, the "adjustments in banks'
portfolios in conformance with the development plans and

strategies will be considered indicative of their performance”
(Abdi, 1977, p. 77).

Table 6.6 shows the specified credit guidelines for the
distribution of loans and advances by the banks between 1969 and
1979. Against this expected distribution there are in table
6.5 the actgal percentage allocations of loans and advances by.
the banks. The net result of matching tables 6.5 and 6.6
is presented in table 6.7.- These deviations in table 6.7 can best
be appreciated against the background of the aims of the credit
guidelines. Breoadly put, the principal purpose has been to
encourage the banks to inject financial resources into the most
productive (i.e. job-creating and local value-adding) sectors
(see Falegan, 1978, pp. 15-30). Thus minimum allocations have
always been specified for the "preferred" sectors - "production”
and "services®". Maximum desirable allocations have also been set
by the guidelines for the "less preferred" sectors - "general
commerce™ and "others". The philosophy behind all these, it may
be useful to note, derives from the recognition of the allocational
inefficiencies of the market mechanism in an economic environment
in which conditions for thé ideal theoretical perfect competition
are non-existent. Rather than allow the existing imperfect
system to misallocate available resources, countries like Nigeria
and Holland, for example, intervene directly through the instrument

of deveiopment plans. The credit guidelines to the commercial
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banks are thus given to ensure that credit resources are
allocated to support planped productive activities in various
seciors of the economy. It appears rational‘that the efficiency
of these banks be measured in terms of their compliance with these
directives. Non-compliance of the banks is sure to frustrate and
disrupt the overall plan for the economy and no banking system,

so acting, can be adjudged efficient, however profitable.

The banking system's allocations of credit to the production
.sector deviated from target throughout the 1969-79 period -
five times positively and five times negatively. Since minimum
credit allocation is set for the sector, one may be tempted to
congider the positive deviations as desirable. But the
desirability depends very much on the source of the deviations.
Real estate and construction have been a major contributor to these
deviations. More of the advances ko these sectors have, however,
been in respect of government construction contracts for roads,
bridges, etc., rather than for residential accommodation. That
this is so is partially supported by the action of the CBN in its
1978/79 monetary circular. In it and in subsequent oﬁes, the CBN
has specified that advances for residential buildings should
constitute, at least, half of the 10% for the sub-sector.

Whilst the banks have been éhger to finance short-term
advances to construction firms with guaranteed payments by
governments, they have been transparently reluctant to support
the agricultural sector. The banks have failed to meet all
prescribed targets of credit allocations to this sector. Negative
deviations were as high as -74.3% and -85.5%, respectively, in
1969/70 and 1971/72. To be properly appreciated, the seemingly

small deviations between 1972 and 1977 must be related to the
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percentage allocations prescribed for the sectors. Monetary
circulars 4-6 for 1972/73 - 1974/75 directed that a minimum of

4% of all the banks' loans and advances be allocated to agriculture.
Subsequent circulars since then have asked for a minimum of 6%. It
seems an evidence of the inefficiency of these banks that these
rather low targets have not been met once. Not only that, margins
of deviations have been as wide as -3.4% and -2.2% respectively,

in 1975/76 and 1976/77.

The performance of the banks in the other subsector of
specific importance to this study (i.e. the manufacturing sectof)
has been equally uninspiring. In 1970/71 and 1971/72 the banking
system allocated more to this subsector by 19.0 and 70.0%
respactively. In all other years the deviations have‘been negative.

"Services" sector and the "production" sector both make up
the "preferred" sectors of the economy. Thus minimum credit
allocations have also always been prescribed for this sector. As
can be gauged from table ¢.,7 the banks have given less than the
minimum required in all the years between 1969 and 1979 except for
1970/71 and 1971/72. .

Of course, as may be expected, the failure of the banks in
the preferred sectors is made up in less preferred sectors. The
"others" sector has consistently had more than the prescribed
minimum credit allocation. There is, however, a desirable trend
of increasing under-allocation of credit to the "general commerce"
sector in recent years. From -2.3% in 1974/75, the decline has
gradually proceeded to reach -6.9% in 1978/79. Whilst it is
easy to see this as a sign of improvement in the allocational
efficiency of the banks, an informed observer may realise that
this development is likely to be, at least, partly due to the

continued strict control of imports by the government. The
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econqmically desirable activity of exporting has not, for
instance, had the expected financial assistance from the banks
as the data in table 6.,7will show. A significant proportion of
the negative deviations in credit allocations to the "general
commerce" sector has, indeed, been contributed by shortfalls in
credits to the "exports" sub-sector. It is probably against the
background of this trend and to underline the importance of the
"exports" sub-sector that it is now included in the preferred
sector of the economy (see Credit Guidelines for 1979/80).

In all, the analysis in table 6.7 shows that Nigerian banké
have deviated undesirably from credit targets set by the CBN in
conformity with the development priorities of the government. This
it should be mentioned, is in spite of the growth in their
resources and facilities. Undoubtedly this makes the growth in
aggregate and seqtoral loans and advances noted earlier in this
chapter much less impressive and an indication of efficiency. To
the extent that these deviations hamper rather than help planned
economic activities, it is fair to say that the banks have been
inefficient in their lending function. 1In defence of this kind
of view, it i1s common for banks to claim'that they have been
responding to the particular demand function facing them. This
can be easily countered by reference to the fruitful business
development activities of banks in Japan, Germany, America, and, to
some extent, Britain (Gaulton, 1973)1. The examples of these
countries demonstrate beyond doubt that banks can stimulate the
"right" kind of demand for their resources, and thus satisfactorily
alter the "undesirable" demand function they are faced with. Indeed

"there is growing evidence that progressive bank practices are

See also Bibliographical reference Nos.
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antecedent to a vigorous demand for credit" (Crosse and Hempel,

1973, p. 192).

3. MATWRITY, SECURITY AND REPAYMENT PATTERNS

The usefulness of any advance depends on the appropriateness
of such advance. The appropriateness can be defined in terms of
the type of advance - overdraft, short-medium-or long-term; the
conditions for and the repayment programme of, the advance. An
important criterion for judging the efficiency of a lending function
is, therefore, the "appropriateness”. '

It is a common paradox in many financial systéms of the world
to have huge unused lines of advances at the same time as
industries are acutely short of funds. For an example, the London
clearing banks were able to EETEEEEEEte, almost convincingly, in
their submission to the Wilson Committee, that they have sukstantial
unused advances waiting for use by industries (CLCB, 1977, p. 89).
Unilever in their own submission to the Committee stated, inter
alia, that one of their financing problems arises from the fact
that "longer-term, fixed rate finance has not been available in
the past 5 years in adequate amounts or on acceptable terms"
(Unilever's Submission, 1977, p. 9). The coméﬁny is not short of
financing offers: "As a result of our strong balance sheet, the
banks and financial institutions are keen to lend more to us than
we need to borrow; (p. 7). But such advances as are offered
are often inappropriate.l It is only when this kind of paradox is
resolved, when the advances demand and supply functions are
sufficiently synchronised, that the banks' lending activities can
be said to be efficient. This is why an examination of the

maturity, the security and the repayment patterns of loans and

1l of course goverrment policies that fostered a high interest rate environment
during this period were also relevant in this connexion.
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advances by these banks is useful here.

3.1 Maturity pattern

Table 6.8 presents the maturity pattern of the commercial
banks' loans and advances for the period 1963-1979. The first
thing to observe in these statistics is that the maturity pattern
has hardly altered over the pefiod.

"Although the banks have been more active in providing

finance for industry, the maturity structure of

commercial banks loans and advances has remained

virtually unaltered throughout.... They have remained
preponderantly short-term of the orthodox self-liquidating

type." ,
(Vincent, 1980, p. 17).

Between 1963 and 1975, the proportion of the banks'advances maturing
within one year ranged between 86.6 and 95%. Of the remaining 20%
or less, about 17% mature in 1-5 years and the rest after 5 years.
During this period, the indigenous banks' loans and advances
maturing after one year were proportionately more than the foreign
banks. In 1963 and 1968, respectively, 17.3 and 17.6% of the
indigenous banks' loans and advances had maturity of over one year
(see table 6.9). Comparatively, the foreign banks' proportion of
loans maturing after one year was 5 and 4.7% respectively for these
years. Although bpth groups of banks had modestly improved on
this maturity pattern by 1979, the indigenous banks still had a
thin edge over the foreign banks. This can be seen from the cross-
sectional data in table 6.10. The average proportion of indigenous
banks' loans and advances maturing at the end of 1979 - 78.55% -
is slightly below the industry's average of 79.51%. On the other
hand, their loans maturing between 1-5 years and after 5 years are

above the industry's average. The foreign banks' performance is a
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Table 6.10 Maturity pattern of Commercial Bank's loans and advances, 1979
) (in percentages)

Maturing period
(1)

Banks Within 1-5 After Total

1 year years - 5 yrs

A 85.46 7.62 6.92 100

B 73.44 22.54 4.02 100

Cc 83.08 10.24 6.68 100

D 71.29 22.98 5.73 100

E 73.74 26.26 0.0 100

F 78.93 18.60 2.47 100

G 95.60 4.40 0.0 100

H 85.09 13.92 0.99 100

I 80.26 19.74 0.0 100

J 85.18 13.25 1.57 100

K 93.17 5.83 1.00 100

L 95.34 3.82 0.84 100

M 91.44 5.27 3.29 100

N 81.37 14.00 4.63 100

P 79.17 12.73 8.10 100

Q 57.09 41.60 1.31 100

R 82.51 13.04 4.45 100

S 39.14 51.57 9.29 100

T 79.43 14.10 6.47 100
All banks( Mean 79.51 16.92 3.57
(A-T) s.D. 13.40 12.40 2.96
Foreign Mean 80.83 15.82 3.35

banks (
(A“B) s.D. 7.60 7046 2.71
Indigenous Mean 78.55 17.72 3.72
banks (

(I-T) s.D. 15.80 14.47 3.00

Source: Appendix Table VII-1l

(1) For desirable anonymity the alphabet has been used instead
of actual names.
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reverse of the indigenous banks'. Proportionately more of their
loans.and advances mature within one year than the average for
the industry and less mature between 1-5 years and after 5
years.

Although international comparisons may be of limited
guidance in banks' efficiency evaluation given the considerable
differences in institutional and environmental factors, the
performance of selected OECD countries presented in table 6.1l
is sufficiently indicative of the fact that the Nigerian banks'
advances maturity patterns are the exception rather than the
rule. None of the banking systems in this takle has less than
40% of its loans in medium-plus long-term advances. This
figure is more than double that recorded by Nigerian banks in

their best performance year - 1979.

Table 6.11 Maturity distribution of loans and ‘advances in
selected OECD countries, December, 1975
(in percentages)

Country
Germany France Japan wsA K
Short-term (40 59 26 60 53
Mediumterm ( 18 50 (40 (47
Long-term 60 23 24 - ( (
Total 100 100 100 100 100

Source: Inter-Bank Research Organisation (IBRO) Banking Systems Abroad
London 1978.

Lending to the agricultural and manufacturing sectors to
be 'appropriate' must be long-term. This is so that the resources

might match the long-term productive activities in these sectors.
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As a way of assessing to what extent the banks lend 'appropriately'
to these activities, it may be helpful to relate loans and advances
maturing after one year to total loans and advances to agriculture
and manufacturing. Evidently in this way the numerator of the
resulting ratio is inflated. It assumes that all loans'maturing
after one year are made to these sectors. In reality this is

‘"most unlikely to be true. Thus the ratios in table 6.2 are a
positive exaggeration of the banks' operating statistics. Even
discounting this exaggeration as we do, the ratios range between
13.9 and 75.9% in the 1963-1975 period. This record does not

seem wholly commendable. Judged on tlie evidence here, the banks
hav not apparently provided these sectors with the appropriate

advance.

3.2 Security pattern

The second 'appropriateness' factor to be considered is
security i.e. the requirement of security for advances. This is
a very important issue in bank lending in all less developed
countries (LDCs). In LDCs the collateral standards are inevitably,
however undesirably, foreign. It has to be because these are
imported as part of the banking practices of foreign banks. It
is not the fact that the standards are foreign that makes them
unsuitable. What makes them practically and functionally
abhorrent is that they do not fit the banking and financial
environment into which they have been transplanted. Life policies,
conveyances, stocks and shares certificates and similar collateral
are usually available from the borrower when requested in
advanced countries.\ They are available and almost commonplace

because these financial instruments have keen systematically

developed by business practices and customs in these countries.
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In LDCs, however, these are a rarity. 1If the availability of
these collateral 1s a prerequisite for adv&nces in these
countries, it will only serve to restrict aggregate credit.

In addition to insisting on rather hard collateral
standards, Nigerian commercial banks put excessive emphasis on
security for advances. This is not so even in advanced
countries where they can be furnished with relative ease. For
example in the UK "the greater part by amount of the clearing
banks' lending is advanced to customers without any security
being taken" (CLCB, 1977, p. 1l1ll). Similarly in all OECD
countries, "the large banks usually prefer good lending on an
unsecured basis to loans that need to be supported by some form
of security" (IBRO, 1978, p. 37). Contrast these statements
with the practice in Nigeria as succinctly put by a distinguished
Nigerian banker: "Our environmental constraints-have made us make
rather.hgenhnm contribution to the world's banking practice by
our insistence on valuable security as a necessary precondition
for an advance" (Olieh, 1979 p. 47). That this is truly the
situation is borne out clearly by data in tables 6.2 and 6.12

The ratio of secured loans-to-total loans has been
increasing steadily over the last two decades. From 63.4% in
1963, it rose to 79.9% in 1975 and by 1979 was at a relatively
high level of 88.3% (table 6.2). As can be seen from table 6.12
most of these Qecurities are in the form of real estate, plant
and equipment. Others in the "otherwise secured" category include
financial assets such as treasury securities, stocks and share
certificates.

Ideally all business practices must be adapted to suit
the operating environment. Unless this is done, the operations

are not likely to be efficient, socially or economically. This
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is just as true of banking as it is of any other business.
Consequently, Nigerian bankers must appreciate the role of
collateral in credit operations. As Crosse and Hempel (1973,
P. 202) advise: "A realistic collateral policy should serve to
improve credit-worthiness enough to enable bank management to
make economically desirable loans and should not be used to

rqstrict credit.”

3.3 Repayment pattern

The maturity and repayment patterns of loans are undoubtédly
intricately related. The repayment schedule, as distinct from
the maturity of a loan, is an important factor of "appropriateness"
in lending. Whilst the maturity pattern may be suitable for a
borrower, the repayment schedule may not. An advance that has
a repayment schedule out of tune with the cashflow ability of a
bor ower is not likely to be very helpful to him. There is little
doubt that "companies often find it desirable to reéeive a term
loan with repayment schedule tailored to their cashflow”
(Mathis, 1975, p. 72).

As table 6.13 shows, a high proportion of Nigerian
commercial banks' advances are of the overdraft type. In 1972
and 1979, the percentage of advances repayable by specifically agreed
instalments were, respectively, 19.4 and 28.6%. All these leave
a very small part of total loans payable at the end of the term
oﬁ the loans in one single instalment.

The disadvantages of overdrafts have been noted in all
the major commissions of enquiry into the British economy in
recent years (Radcliffe Report, paras 941 and 942; Bolton Report,
paras 12-20 and 12-21, and Wilson Report, para. 147). 1In

response to the criticisms of overdrafts as a source of finance,
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Table 6,13 Distribution of commercial banks' loans and advances
by method of repayment 1972 and 1979

Method of repa " ?gﬁ;ﬁs Percentages
1972 1979 1972 1979
I. Ovexrdraft 463.4 3,068.61 | 76.6 67.8
II. Repayable by specifically agreed
instalments 117.5 ° 1,29.75 | 19.4 . 28.6
ITI. Repayable by one single instal- )
ment . 24.0 162.96 4.0 3.6
TOTAL 604.9 4,528.32 }100.0 lOO.Q

Sources (1) Ojo, J.A.T. "Financial Sector and Econcmic Development -
with Special Reference to the Nigerian Capital
Markets". Ph.D. Thesis, University of Wales (1974).

(2) Central Bank of Nigeria, Research Department, 1980.

banks have always been eager to point out that whilst in theory
the overdrafts are short-term, repayable on call, in practice most
of them can be regarded as medium-and long-term lines of finance.
This is because "the overdraft facility of a viable firm is rarely
terminated completely and some advances run until they become in
effect medium or long-term finance, so the borrower may come to
rely on them as a permanent part of the firm's capital" (Bolton
Report, para 12.20). But in 1969, the credit squeeze revealed
"the unwisdom of allowing overdrafts to be regarded as in effect,
medium term or even permanent capital"™ (Bolton Report para. 12.21).
It is also noteworthy that the above statement makes it clear
that only "viable firms", in the main, can hope to use overdrafts
in this way. Yet it is the "unviable firms" that most need the
facility.

In a developing country like Nigeria, the number of "viable

firms" can nearly be counted on the fingers. More importantly,
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the presently small, struggling, unviable firms,‘which are in

the majority, hold the kef to the growth and development of

these and indeed most economies (Bolton Report para. 3.7). If
indeed as the banks claim, overdrafts are implicitly medium-to-
long-term advances, what stops them from explicitly making them so?
In the US, for example, "the development of the term loan as a
uniquely and appropriately 'bankable' loan classification can ...
be viewed mainly as a result of a more realistic approéch toward
resolving a situation which already had existed" (Kreps and Wacht,
1972, p.- 71) . Also in the UK there has "been increasing .
tendency for lending to industry to take the form of term loans
with periods of between twg and seven years and sometimes longer
and with repayment geared to particular circumstances." (Wilson
Report, para 147). Table 6.14 which shows the records of the
clearing banks' lending over 1973-76 period kears testimony to
this statement. Nigerian commercial banks can emulate these
examples of development-promoting bank lending practices to great

advantage. For one, their lending will be more efficient than it

is now.
Table 6,14 London Clearing Banks: term lending, 1973-1976
(in percentages of total loans)

Category of recipients 1973 1974 1975 1976
Contractual lending to non-personal borrowers 26.9 27.6 36.7 40.4
Special export finance schemes 3.7 7.9 7.5 7.0
Percentage of contractual lending and
special export schemes to total lending 35.6 35.5 44.2 47.4

Source: CLCB p. 276.
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4, THE ROLE OF THE AGRICULTURAL CREDIT GUARANTEE SCHEME FUND (ACGS)

The Nigerian authorities employ a "stick and carrot”
approach to the banking system with regards to agricultural credit.
The ACGS represents the carrot which the authorities dangle
before the banks as an inducement to make credit; and the credit
guidelines and the attendant penalties for non-compliance represent
the stick. Earlier in this chapter the credit guidelines were
appraised. The role of the ACGS will be examined here. As noted
in Chapter 5 the ACGS Fund is managed by the CBN. To obtaiﬁ
official view of the role of the Scheme, a structured questionnaire
was used (see Appendix IVA-3). Before analysing the interview
responses it will be instructive to consider the recorq of
performance of the ACGS.

Table 6.15 shows the loans guaranteed by the ACGS between
1978 and 1980. It will be noticed from the table that there has
been significant increases in agricultural loans, probably inducea
by the Scheme. Total loans granted under the Scheme have increased
from ¥11.3 million in 1978 to 333:6 million in 1979; and had
recorded ¥20 million by the end of the.first half of 1980.
Apparently, therefore, one can say the carrot is working success-
fully as a bait to entice commercial banks into a field of lending
they have always been reluétant to move into. But are these
credits reaching the real farmers?

Many studies including Oluwasanmi and Alao (1965). Galletti
et al. (1956) and Osuntogun (1980) have indicated that the scale
of production of Nigerian farmers is very small and the credit
requirements also correspondingly small. For instance, Osuntogun
(1980, p. 42) found that "the average amount of credit used per

borrower varied from ¥92.4 in Ondo State to ¥155.9 in Oyo State."
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Table 6.15 Loans guaranteed by the Agricultural Credit Guarantee
Scheme Fund by State: 1978-1980
Amount
State No. of loans (¥''000)
197811979 19803 1978 1979 1980
Anambra 16 50 32 247 .4 1,283.1 319.2
Bauchi 15 132 101 1,271.2 1,543.3 986.9
Bendel 18 96 35 558.2 6,701.3 1,641.0
Benue 3 5 3 290.5 140.5 13.0
Borno 12 21 4 - 178.4 739.2 53.0
Cross River 13 13 22 483.5 288.8 404.2
Gongola - 15 7 - 501.5 244.0
Imo 26 88 35 605.3 1,704.4 571.7
Kaduna 77 170 89 -985.6 3,138.6 668.5
Kano 22 229 48 627.8 3,185.4 1,904.7
Kwara 44 38 18 2,043.1 814.8 307.9
Lagos 5 16 21 | 300.0 3,203.1 3,437.8
Niger 3 12 9 83.0 202.6 157.0
Ogun 15 22 10 772.8 2,291.0 1,162.6
Ondo 1 14 9 25.0 358.9 1,546.0
Oyo 22 84 45 1,013.6 3,976.9 3,911.2
Plateau 8 41 16 688.7 854.3 1,029.0
Rivers 16 18 13 434.6 2,036.0 1,155.2
Sokoto 25 41 23 657.7 633.0 264.7
¢
TOTAL 341 1,105 540 | 11,284.4 33,596.7 19,773.6
T 341 < 1,105 < 540
Average size of loan (in N'0O0O) 33.1 30.4 36.6

Sources: (i)

(11)
Notes: (1)
(2)
(3)

ACGS Fund, Annual Report and Statement of Accounts for 1978 and 1979.

Central Bank of Nigeria, Agricultural Finance Department.

April - Decemb

exr

January - December

January = June
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In contrast table 6,15 shows that the average loan under the ACGS
has ranged betweeﬁ H§0,4OO in 1979 and ¥36.,600 in 1980. Given

the general smallness of Nigerian farmers, it can be stated with

a high degree of confidence that this Scheme has hardly touched
them. Yet this group of farmers account for over 90% of
agricultural outputs in Nigeria (see West Africa, 16 March 1981

p. 567). Two unintended consequences are likely to emerge as a
result of this trend. The Scheme may not succeed in increasing
food and other agricultural outputs as the credits are likely to -
be diverted b& the absentee farmers who apparently now benefit

most from the Scheme. Even if success is attained, new economic
and social problems are likely to emerge as a result of the operation
of the Scheme. Food and other agricultural products may be aplenty
but paradoxically many will be starving at the same time. This

is because small holder farming will become uncompetitive and
unattractive. A huge proportion of the labour force currently
engaged in agriculture will be teméted to join the presently
growing migration to the cities for jobs. The unplanned nature

of the releaée of labour from agriculture, the size of the labour
force involved and the near suddenness of the developments will

inevitably lead to unmanageable unemployment and urban problems.

4.1 Opinion survey

Against this background let us now examine the official
view on the ACGS as put in an interview with an Assistant
Director of the Scheme during the researcher's fieldwork.

@l. What concrete evidence exists of the nature and size of
agricultural credit gap in Nigeria?

A, (a) - Number of applications made under the Scheme so far.
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Q4.

A.

Q5.
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Qb'.
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(b) Comparison of loan applications and loan approvals by the NACB.

(c) Lack of compliance, by the commercial banks, with the CBN credit
guldelines on credit to the sector.

(d) Generally agriculture being a growing sector will always need
finance.

What, do you feel, i8 the rationale for the choice of the
ACGS a8 a means of zmprovzng agricultural finance and
development?

Banks were reluctant to lend to the sector as evidenced by deviations
of loans granted from loans prescribed under the credit guidelines. So
the Fund came to guarantee and remove or minimize the risk element in
agricultural lending.

Some people feel that an agricultural credit refinance 8scheme
will be a better means of motivating the commercial banks to
expand eredit to the agricultural credit sector. What is
your view?

"This step was taken because the CBN is sure, from the records in its
hands, that the banks are very liquid and thus the need for refinancing
does not arise. The problem is with the attitude of Nigerian bankers."

Do you think that the commercial banks are doing enough to
promote agricultural.development in Nigerita? If yes, in
vhat ways?

"We can answer this question by looking at the deviations in loans to
agriculture and the prescribed minipa.”

Agricultural credit i8 of the nature of development finance,
do you think commercial banks in Nigeria should be actively
tnvolved in this kind of business?

"Yes, and loans to agriculture must be medium and long-term in nature."

In what other ways, do you think, commercial banks can be
encouraged to increase their commitments to the agricultural
sector?

(a) Establishment of agricultural insurance schemes.

(b) 1Increase in the interest rates, which presently are too low,
especially for the small banks.

(c) Provision of extension services to assist the farmers.

(d) Provision of infrastructural facilities - storage facilities for
produce, water, electricity, good roads and general development of
the rural areas.
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But banks must also accelerate the training of agricultural credit
analysts to help appraise loans properly. 2all of these will make
lending and borrowing smoother.

@?. The provision of collateral is the most stringent condition
of eredit-worthiness small borrowers find hard to meet in
most developing countries like Nigeria. Given the finaneial
weakness of the average Nigerian farmer how can he raise
a loan from the bank today in spite of the Guarantee Scheme?

A. "Attempts are being made to solve some of these problems. For example,
the banks have been told that a letter or certificate from the district
or village head, a Chief Agricultural or Extension Officer could be
accepted as evidence of the right of a farmer to cultivate a particular
plece of land.”

Q8. Everything considered, it appears that under the present
arrangements in the Scheme only the 'big' farmers can
benefit from the operations of the ACGS. What can be done
to extend the benefits of the Scheme more widely to cover
the large number of needy farmers who in the end hold the
key to the country's agricultural development?

A, (a) Banks must establish their presence in the rural areas by
opening branches.

(b) Farmers must form and/or be formed into viable co-operatives to
facilitate lending.

Q9. To what extent would you say the ACGS has begun to achieve
1ts aims?

A, "There is difference in credit to the sector as per the Fund's reports;
it has gone from N1ll.3 million in 1978 to N33.6 million in 1979."

Ql0. What can you suggest as a bank aid for the development of

agriculture in Nigeria?

A. Increased credit facilities plus increased support services - advice
on finance, on agricultural projects, etc.

4.2 Observations

It appears clear from the above interview that the premise
on which the ACGS leans is neither sound nor well informed. To
be able to solve the agricultural output problem, the constraints
must be identified and well-defined. Obviously the authorities

have based their decision to establish the Fund on a numbker of
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'ifs'., For instance, as can be seen from the answer to guestion
one, one is that if the banks do not comply with the credit
guidelines then they can be inducea to by a scheme such as ACGS.
Osuntogun's (1980) study has, however, shown that whilst the
agriculture sector is thirsty for credit and will absorb almost
as much as it can get, this may not necessarily lead to
increased production and availability of agricultural produce.
This, as he notes, is because some of the credits are more likely
to be used for purposes other than those aimed at increasing
agricultural production. -

It is true that banks are generally reluctant to lend to
agriculture in Nigeria as in most developing céahtries. But
is it mainly because of the risks? Maybe not. The typical
farmer in these environments is small, and on the whole they.
number in millions requiring small credits.-iﬁﬁzr;;:;jcore
administrative credit problem that is real and daunting in these
countries. It has little, if anything, to do with risks in
lending. Thus it is doubtful whether eliminating the risks in
agricultural lending alone will do as much as dent the problem.

Furthermore, there is no doubt that banks are in business
to undertake risks. If not, there may be no justification for
their handsome profits. The banks on their part appreciate this
and have developed lending principles, procedures and practices
that enable them assess, minimize and thus profitably undertake
these risks. The banks' traditional defence of their unwillingness
to lend on term basis to agriculture and indeed to any sector
is premised on the fact that they borrow short, in the main,
and cannot thus prudently lend long. A Scheme such as the ACGS
which seeks to minimize agricultural credit risks is not likely

to solve this kind of problem. What it will appear the banks
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need is a 'window' for rediscounting portions of their term
loans' portfolios as and when the need arises. This facility
guarantees for them the desirable liquidity of their term loan
assets and consequently gives them confidence, as well as
boosts their willingness to part with their deposit resources
on a term basis. This approach has been successfully tried in
a number of developing countries such as India (see Bhatia and
Khatkhate,. 1975), Pakistan (see Islam, 1973) and Ghana (see
Oogbe, 1975).

Another daunting credit problem is that of the credit-
worthiness of farmers. The concept of credit-worthiness, though
higtly central to the process of credit appraisal,is a wide and
ill defined one in the literature (Murray, 1959, pp. 74-75).

Algebraically, it can be described as follows:

where:

Cw = credit worthiness

Cs = credit standard
E

economic conditions

c
1 ability to lend

>
"

=
]

Management attributes

0
"

Quality of credit risks’

The credit standard (Cs) is determined by conditions set for
collateral and interest; economic conditions (Ec) refers to the
prevailing optimism or pessimism in the business environment;
ability to lend (Al) depends on government's credit control

and the bank's deposit kase; management attributes (Ma) are

the lending officers' attitudes towards different types of credits,

their motives and experiences. The quality of credit risks (Qc)
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is determined by the financial health of the borrower, the
prospects for revenue generation and the rating of the borrower's
character.

Provided a customer is adjudged credit-worthy, a bank may
be expeéted to lend willingly in the absence of 'stick and
carrot'. Thus any strategy or tactics aimed at improving credit
flows to the agriculture sector must be preoccupied with the
solution of the credit-worthiness problem. The ACGS can help
in 1mprov1ng'the credit-worthiness by acting on some of the
determinants i.e. Cs, Ec' etc. For example, if the provision
of collateral is deliberately and prudently.deemphasised and/or
steps are taken to improve the acceptability of the available
collateral, the credit standard (CS) will become more easily
att inable. However, the ACGS does not in any way Emprove the
credit-worthiness of the borrower. Nor does it attempt to do so.
Rather it requests banks lending under the Scheme to ensure that
all their lending criteria are satisfied by borrowers, which
condition puts more pressure on the banks and makes them more
meticulous and stringent in their assessment of the credit-

worthiness of their customers.

5., SUMMARY AND CONCLUDING REMARKS

The last two decades have seen tremendous growth in the
assets/liabilities of Nigerian ‘commercial banks in general. As’
will be expected, and as indeed we have seen in the foregoing
analysis, there has been corresponding growth in their aggregate
loans and advances. Over the period, however, there have Leen
less than desirable structural changes both in the asséts and
loan portfolios of the banks. For instance, compared to other

banking systems, these banks continuously allocated a lower and
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decreasinq proportion of their resources to loans and advances.
An undesirably hiéh proportion of their loans and advances |
remains short-term, showing no expected correlation between
their lending experiences and the "appropriateness" of their
lending.

Whilst banks elsewhere the world over are progressively
de-emphasising security as a basis of loan approval, the
Nigerian banks are taking the reverse view of security; The
ratio of secured loans-to-total loans is continually rising.
There are two main dangers this trend poses for bank lending.
First, many economically desirable loans with good prospects for
not only financial but social returns may fail ﬁo pass their
credit evaluation test. Second, this practicé may lead to over-
reliance on collateral to the neglect and detriment of other
important credit evaluation criteria such as cash flows, bank-
community relations, and loan-deposit relation. All these are
sure to injure rather than enhance the efficiency of loan
. management in these banks.

"Today's banker .... cannot serve the legitimate credit
needs of his community unless he is prepared to deal with the
many different types of loans demanded by the bank's korrowing
customers (Crosse and.Hempel, 1973, p. 33). Where a bank
offers short-term advances for use in long-term resource-needing
economic sactors such as the agricultural and the manufacturing,
the bank will not be meeting the credit needs of its customers.
In spite of a load of incontrovertible evidence of high profit-
ability, no such bank should be adjudged efficient in a developing

environment.



144

CHAPTER 7
BANKERS'” LIQUIDITY PREFERENCE"AND THEIR LENDING PRACTICES

1, INTRODUCTION

An attempt was made in 2AppendixIIT to enquire into the
'liquidity preference' of Nigerian commercial bankers. This
enquiry was carried out by subjecting the results of their
investment actions to statistical test. Through the use of
multiple regression analysis an attempt was also made in
Appendix IT to identify the determinants of commercial banks'
attitude to risk. In that analysis, as in the analysis of
Appendix ITI only.the banks' charactgristics were used. Not
surprisingly the results, though positively suggestive, were
not entirely and satisfactorily definitive. One reason for this
was that some of the factors influencing bankers' propensity to
take risks were not incoréorated.

A banker's decision to accept or avoid risk in lending is
a function of many factors. These include the important lending
concepts, principles and practices he has learnt and applied
(see Chapter 4). It also depends on his experience and the
information available to him. To a great extent, his psychological
make-up - his values, motives and attitudes - play an important
role. Indeed, empirical evidence suggests that "in a large
measure, whether a bank will lend or not is a function of the
personality of the banker involved."™ (Luckett and Lages, 1964,
P. 42). 1In the light of these important operational facts, it
will be useful for our research to understand the level of
bankers' willingness to accept or avoid risks in personal
investments. That understanding or knowledge can provide guidance

to management to take the right steps to improve lending officers'
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performances by re-orientation and/or changes in procedural
rules and the policies relating to advances. This exercise is
important because, willy nilly, riskylending must be done in a
developing environment if there is to be growth and development.
More so that "numerous writers .... have suggested that a loan
officer's decision to lend in uncertain, unfamiliar and marginal
situations is strongly influenced by the loan officer’'s pe?sonal
proclivity to accept or avoid risks.®™ (Griggs, 1972, p. 125).

In this chapter an attempt is.made to measure
this 'personal proclivity' to accept or avoid risks by Nigerian
loan officers at all levels of management. An enquiry is also
mada into the lending practices and attitudes of ldan officers.
Thirdly, the level (if any) of relationships between lenders'
liquidity preference or 'personal proclivity' to accept risk
and their lending practices are examined. If indeed a significant
relationship is found to exist between these attributes of loan
officers, bank management can better 'manage' the advances
function given the liquidity preference of their operational-
level officers. It is hoped too that the results of the
analyses here will complement and enrich the findings in Appendices
IT and IIT and facilitate better understanding of the micro-level
factors influencing lending efficiency.

The measurement techniques used in these enquiries are
presented in Section 2. Section 3 discusses the samples and
Section 4 explains the data gathering procedures. The.results of
the analyses are presented in Section 5 and Section 6, whilst
Section 7 concludes the chapter with a summary of the foregoing

and remarks on the findings.
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2. MEASUREMENT TECHNIQUES

Three measurement techniques are employed:
(a) " The Investment Preference Test (IPT)

(b) Simulated Loan Request Questionnaire (SLRQ)
(¢) Structured Questionnaire Interview (SQI)

The IPT was 'invented' by Litzinger (1963) and has been used

subsequently by Griggs (1972); the SLRQ was fiést used by

Shapiro et al. in-l969. Because of environmental and institutional

factors, in particular, these techniques have been substantially

redeveloped for use in this enquiry. As necessary, these differ~

ences will be noted iﬁ the description -of each technique below.
The IPT was used to assess the personal risk-taking

preferences of the individual lending officers. The questionnaire

(a ~opy of which is presented in Appendix IVA-2) consists of

four sets of financial assets. Although the four asset portfolios

in the questionnaire differ in the actual financial instruments

contained, they are all basically identical in structure. Each

portfolio contains five financial instruments varying from one to

five in descending order of safety, profitability and liquidity.

For an example set 1 consists of:

4% Treasury Bills

4% Commercial Bank Deposits

7% Federal Government Development Loan Stocks 1996

9% Guiness Nigeria Limited Debentures 1990
Bata (Nigeria) Limited Ordinary Shares

HoNwy

Financial assets C, D, and E in all the portfolios are those
listed on the Nigerian Stock Exchange (see Daily Official List
for 1/2/80). The private sector securities - debentures and
shares - included were among the 'Blue Chips' on the Stock
Exchange at the time of this exercise.

The respondeﬁts were asked to assume that they had saved

up the sum of ¥100,000, and wished to invest this in financial
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assets. They were requested to 1n§icate how they would prefer to
allocate that saving to the different assets availaﬁle in each
of the portfolios considering them to be mutually exclusive.

The request for the completion of this questionnaire
assumed that the loan officers were capable of recognising and
appreciating the differing nature of each of the assets in the
portfolios. This assumption was based on the fact that the
indigenisation exercises that took place prior to this study had
generated'tremendous country-wide interest in financial assets.
In addition, as many of the sales of shares were by‘public issues,
the commercial banks, as "collecting bankers" were centrally
involved. Because many of the buyers of shares were doing so
for the first time, they looked to their bankers for advice on
the investment of their funds in these assets. All of these
circumstances were enough to 'force' the bankers to take interest
in the subject of stocks and shares and to equip them with the
basic understanding requi;ed for dealing with this questionnaire.
Happily nothing turned up from the responses received to
contfadict this assumption or indicate it to be overestimating.

The SLRQ consists of four separate loan proposals (see
Appendix IVA-l. These proposals were prepared drawing on the
writer's working experience in the bank, particularly as an
advances clerk, and on the knowledge of the lending environment
in Nigeria. Whereas the SLRQs of previous studies employing
this technique are the same for different applicants, the four
proposals here are significantly different,one from the other.
Four classes of borrowers and the two sectors of special concern
to this study were covered by the set of SLRQs. To highlight

an environmental peculiarity, two of the loan proposals had no

financial history.
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The first proposal is a request for an agriculture
advance. Mr Sanni Fasasi, the proposer, represents an“afflueﬁt“
peasant farmer in Nigeria, who should, by his financial standing,
obtain the most favoured treatﬁént, if any peasant is to get one,
from the bank.

The next loan proposal is from a would-be industrialist.

Mr Christopher Adebiyi, the prospective loanee is at the point

of embarking on a 'vertical' expansion of his business. 1In
Nigeria, the big names in manufacturing today - UAC, PZ, Nigerian
Breweries - have graduated from import-wholesale-retail business.
Thus Mr Adebiyi can be seen to be following known precedents.

The important difference, however, is that he is a small operator.

The third case is another agriculture borrowing propésal.
This time it is from a farming concern, with industry-type
organisation and management. .This is a rare case in Nigeria.
With recent government emphasis on large-scale agricultural
production, this class of application is most likely going to
growv.

Loan proposal iv is from an established manufacturing
company. It is typical éf the aggressive entrepreneurship among
the indigenes who are anxious to participate effectively in the
growth and development of. the economy. Because of the boom in
the market for the company's products, the proprietors are
contemplating an ambitious expansion plan.

In writing up these cases, an attempt was made, deliberately,
to make the proposals as 'rosy' and acceptable as possible. 1If
these fail to gain the sympathy of the bankers, then the fate of
millions of undoubtedly worse cases can be imagined.

The last technique used is the SQI based on structured

questidnnaire (see Appendix IVA-3). Twenty-two questions on
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various issues relating to lending policies, practices and problems
were asked. ‘The questionnaire at the end also requested for bank
branch and respondents' statistics. As most respondents were °
reluctant to complete the section relating to educational back-
ground, this section was cancelled out to avoid rejection of

questionnaires.

3, THE SAMPLE

The sample can be broken down into two. The first, that
of operations - level lending officers and the second of top-
management - level lending officers. The operations-level loan
officers include branch managers, sub/assistant managefs.and
advances officers. The 38 respondents in the first sample come
from these main groups of lending officers who have primary
responsibilities for the analysis, assessment and eitger approval
or recommendation of advances proposals to top management. The
second sample consists of 28 top-management - level lending
officers.

From the profilg of the first sample of respondents in
table 7.1 it can be seen that the age range is between 27 and
45 years, with mean and standard deviations being 37.4 and 4.3
years,respectively. The average number of banks they have had
working experience in is 1.7 with standard deviation of 0.7.

The banks the respondents belong to range in size from
small to big banks. The biggest amongst these had total assets
of ¥2,621.4 million and total loans and advances of ¥813.82
million at the end of 1979. At the lower end, the smallest bank
had assets worth N104.04 million and a loan portfolio of
¥52.2 million.

In terms of number of staff at the branches covered, the
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sizes also range from the very big to the very small. The size
range is from ls’to 200 staff; the average being 88. Measured
in terms of the number of accounts, branch sizes vary between
those with 500 and 1300 current and savings accounts, respectively,
and those with 45,000 current and 18,000 savings accounts. Of
all current accounts, manufacturing and agriculture accounts
represent between 2-10% and 0.01-10%, respectively. On the
average, manufacturing accounts represent 6.4%_(standard dé?iation
3.2%) and agriculture accounts 2-7% (standard deviation 2.9%)
of current accounts.

Five states‘'were covered in the sample. Lagos State had a
lion's share of respondents with 63.1%; Oyo State had 23.7%,
Ondo State 5.5%, and Borno and Bendel 5.3% and 2.6% respectively.
This will appear to be a fair representation of the country in
the light of the state di;tribution of loans and advances. As
table 7.2 shows, Lagos State alone took 39.9% of agriculture
loans and 66.5% of manufacturing loans for the whole country during
1972~1975. Together these five states in the sample accounted
for 60.3% of all agriculture loans and 75.9% of all manufacturing
loans.

The industry coverage is also significantly wide. 1In
terms of the number of individual institutions, 53.0% of all
banks were covered by the sample. These institutions between
them held 83.2% of total assets; 83% of total loaﬁs and advances;
and 82.9% of total deposits. (See table VII-1l).
Finally, 50.0% of the sample banks were indigenous and the other
half foreign banks.

The mean age of the respondents of the second sample is

39.2 years (standard deviation 6.2 years) and the ages range between



*sosayjuaied uf sbufpiuey Aaumuoz

*gL6T *O°Q ‘MoTAS9Y TeTOURPUTJ pue OTFWOUODT NED ' *GL6T-ZL6T :S93e3s UeTIabiN
ut suot3zexadp FITPoID Yued TETOISUMOD JO 2INn3onI3ls 9yl Jo sysiteuy safiexedwo)d ¥ "IA°N ‘8qb0 :90anog
ot (2) (11) (6) (s) (2) (%) (1) (9) (21) (g) (2) (01)
¢'8 9°Z L9 9°8 poET AR NS 6°LT A T°0 q°cT z°8 9°¢ JUSURTDA0D)
ot (2) (6) (9) (31) (8) (5) (s) (1) (01) () (2) (11)
9°01 9°T 0 G°0 c't 6°9 Sy 9°¢q 6°0 6°L L°E L°O UOT IR0 TUnNULINO
® uorjelxodsuexy,
oot (2) (2) (9) (21) (2) (6) (s) (1) (11) (%) (g) (01)
g /A 8°T G°C 8°0 8°T 9°T £°t 6°€9 C°T L°9 T°8 €°1T spexy O3
b -
L (1) (01) (11) (9) (g) (L) (2) () (8) (3) (8) (11) SNop 3 S3ICAL
g et €°C 8°0 9°G . 8°S G°*S 8°0T 6°6 | A4 6°6T 6°C 8°0 syxodxy
ot (z) (8) (9) (11)  (01) (g) (%) (1) (31) () (2) (6)
9°g 8°¢C Ly 1°2 Ve v°9 VL V1S £°0 6°¢t 8°L G°¢ ajej3sy Te=d
oo (2) (6) (%) (01) (11) (2) (s) (1) (11) (2) (9) (8)
¥°S 01 £°S 9°0 1°0 y°¢E. 8°t G°99 1°0 L°L 9°t G°C SurmaoeInuey
ot (g) () (6) (21)  (01) (2) (5) (1) (4) (9)  (01) f8)
0°0T Z°L £°¢ 8°¢ T°¢ rAN O] § €°L 6°6E 9°¢ T°L T°€ Ve am3 MO TIby
moucoa
aTOoyM Ised SISATY 3S8M  3Ised TRIIUSD ISOM sobeT ., exemy oue) Texjuspneszerd I03098
9YL uIxd3S°SM  Y3Nos Y3IION YIION YIION -PTINW 3sed onuag o Twouooq

(sabejuaoaad) ¢1L-zZL6T IOF sabexane Tenuue
$SI03098 PIFOS[SS 03 ITPA ,Siued TeOISULD) JO UWOTINGIIASTP sge3ls g° L oidel



153

30 and 50 years (see table 7.3).' It will be noticed that this
mean is higher than for the operations-level loan officers; the
age range also differs with slightly higher starting and finish-
ing points. The Qorking experiences of these respondents in
terms of the number of banks they have worked is very similar to
what was recorded for the first group. Over 76% of the
respondents earn ¥20,000 and below indicating that many of these
top management loan officers are located in the lower half of the
top management hierarchy (see Appendix IVA-7). The concentration
of head offices of banks in Lagos is demonstrated by the percentage
of total response in this sample coming from Lagos State - 89.4%.
Oyo State and Kano State share the balance equally with each

accounting for 5.3% of total responses.

Table 7.3 Profile of respondents (top-level management staff)
background characteristics

Personal Environmental
(A) Age (A) State coverage
gegn 32'% State . $ of total
Range 30-50 T response
(B) Working experience g;gos 8g‘§
(Number of banks) Kano 5.3
giegn é; 100.0
Range 1-3
(C) salary
Class (¥N) $ of respondents
o -— 1,500 52.9
1,500— 20,000 23.5
20,000— 25,000 17.6

Above 25,000 6.0
100.0
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i, DATA GATHERING

The three measurement techniques = IPT, SLRQ aqd SQI -
were employed in gathering the data. To these three question-
naires were attached a general letter of introduction from my
Supervisor (see Appendix IVB-1) and another letter dealing
with procedural issues relating to the questionnaires from the
researcher (see Appendix IVB-2). These documents were delivered
personally to the sample lending officers and appointmehts for
collections made. In a significant number of cases, particularly
among branch managers and sub/assistant managers, the.questionf
naires were refused on the ground that prior permission had not
been sought and obtained by the researcher at the banks'
head offices. In consequence of these experiences, apbroaéhes
for permission were made to the banks' head offices and/or
their training scheels—(see Appendix IVB-3). Two of the tfaining
schools and a number of head offices obliged by either providing
a letter of introduction to specifically named managers or by
sending the questionnaires directly to managers for me to follow
up (see Appendix IVB-4). These methods of delivering the
questionnaires were, of course, in addition to the personal
calls the researcher was also making at the same time on lending
officers. Given the high initial-rejection rate, and the very
low probability of getting the guestionnaires completed by
respondents, no scientific sampling method could reasonably be
employed. The researcher had to knock at as many managers! doors
as possible both directly and indirectly.

In only two cases did the researcher succeed in "retrieving"
the partly or fully completed questionnaires on a second visit.
Number of calls in all other cases ranged between three and six

with distribution of the number of calls highly skewed to the
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right. In all about 100 questionnaires were distributed to

these operations-level lending officers. With 38 total response
received, this gives a moderately successful response rate of
38%. If, however, only the fully completed and useable question-
naires are counted, the response rate drops to 24%.

On the assumption that the top-management level lending
officers would be better disposed towards attending to research
questionnaires and given the very small size of their question-
naires (the IPT), names of the head office advances management
staff were gathered from the banks' annual reports and from
interviewees the researcher met for the completion of the
qu.stionnaire used for the analysis in Chapter 8. fhe IPT
questionnaires were mailed, along with letters of introduction
and stamped addressed envelopes, to 44 of these lending officers.
In addition each of the 19 head office questionnaires (see
Appendix IVA-4 had attached to it an IPT questionnaire for the
interviewee., This was done under the assumption that the respondent
to that questionnaire will in all probability be, in some
important way, connected with advances mcanagement. Out of the
total of 63 IPT questionnaires (44 plus 19) sent to this class of
respondents, 28 were received back directly by the researcher ad via

the post. Thus the response rate for this sample was 44.4%.

5. THE RESWLTS

5.1 The IPT. Twenty-six of the thirty-eight loan officers who
responded to the set of questionnaires completed useable IPT
questionnaires. Their responses are listed in table VII-2.
Table 7.4 gives a summary of these responses. Since the
assets A-and B in the IPT can properly be regarded as liquid

assets, they have been grouped together. The other assets,
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Table 7.4 Investment preference test: operations-~level lending
officers' responses (summarised)

Respond- Financial Assets
ent A+ B C D E
1l 44.5 5.0 20.0 32.5
2 12.5 12.5 42.5 32.5
3 30.0 10.0 10.0 50.0
4 51.25 18.75 18.75 11.25
5 77.5 . 6.25 7.5 8.75
6 53.75 8.75 11.25 26.25
7 58.75 18.75 8.75 13.75
8 - - 25.0 75.0
9 60.25 10.5 1.75 25.0
10 58.75 20.0 13.75 7.5
11 22,5 12.5 35.0 30.0
12 80.0 5.0 10.0 5.0
13 50.0 10.0 20.0 20.0
14 40.0 6.25 22.5 31.25
15 35.0 '25.0 22.5 17.5
15 70.0 7.5 15.0 7.5
17 52.5 20.0 16.25 11.25
18 75.0 10.0 7.5 7.5
19 2.5 7.5 62.5 27.5
20 62.5 10.0 21.25 6.25
21 45.0 16.25 21.25 17.5
22 48.75 20.0 23.75 . 7.5
23 60.0 1.25 17.5 21.25
24 72.5 7.5 10.0 12.5
25 77.5 6.25 6.25 10.0
26 26.25 32.5 21.25 20.0
N 26 26 26 26
Mean 48.74 11.85 18.91 20.50
S.D. 22.10 7.43 12.38 15.32
Range 0o - 80 0o - 32.5 1.75 - 62.5 5 - 75

Source: Computed from collected questionnaires
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although being generally long term in nature have been left
separate because each possesses some distinctive feature with
regard to safety, maturity or profitability.

As evident from table 7.4 the respondents would prefer to
invest a substantially high proportion of their resources of
¥100,000 in liquid assets such as treasury bills, treasury
certificates and commercial bank deposits. On the average they
would put nearly half (48.74%) of their savings in these liquid
assets. Sums to be invested by individual respondents range from
NO-N80,000. Table 7.5 also shows that 11 or 42.3% of the
respondents would prefer to invest up to 49% of their cash
resources in liquid asséks A + B; 9 respondents or 34.6% of this
sample would invest béfween 50 and 69% and 6 or 23.1% would invest
betwzen 70 and 100% in A + B,.°

The Federal Government Development Stocks were the least
favoured financial assets. The mean allocation of resources by
the respondents was 11.85% (standard deviation 7.43%). The
unattractiveness of this asset to the respondents is also evident

from the range of individual allocations - between 0-32.5%.

Table 7.5 Investment preference test: percentage distributions
of lending officers' preferences

Allocation of funds Financial Assets

(percentage of total) Number of respondents % of total response
A+B C D E A+B Cc D E
0 - 49 11 26 25 24 42.3 100 96.2 92.4
50 - 69 9 o 1 1 34.6 (o) 3.8 3.8
70 =100 6 o (o] 1 23.1 (o) (o) 3.8
26 26 26 26 100 100 100 100
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On the average, the respondents would invest 18.91%
(standard deviation 2.38%) of their resources iﬁ debentures of
variocus first class companies listed in the IPT portfolios.
Individual allocations to these assets, however, vary from a low
of 1.75% énd a high of 62.5%. As table 7.5 shows, 25 respondents or
96.2% of the sample would invest between O - 49%
in this asset whilst only one respondent or 3.8% of the total
would invest between 50 and 69 ¥ of his resources.

Finally, 20.5% (standard deviation 15.32%) of the
respondents' resources would, on the average, be allocated to
private companies' shares. Amounts allotted for these assets bgﬂ
individuals wvaried between 5.0 and 75%. Notably, a high proportion
of the re;pondents, as with debentures, would put less than half

of their savings in these assets. Twenty-four respondents or 92.4%

would allocate between O and 49 ¢ : whilst 1 or 3.8%, each, would
allocate between S0 . and 69 ¢-° and between 70 and 100%, to
these assets.

Almost convincingly, these responses indicate, once again, the
"liquidity preference" of the commercial bank lending officers. It
is clear from the above analysis how, using their personal savings,
they would prefer the safe, short-term low-yielding financial
assets to high-yielding, first class, long-term private and
public securities.

5.2 The SLRQ. The simulated Loan Request Questionnaire was put
to the lending officers to obtain their reactions to specific loan
proposals. Table 7.6 gives a summary or broad picture of the
responses. Only 5.7% of the respondents would give approval to
all the advances requested; 31.4% would approve three out of the

four pioposals; 42.8% two proposals, 17.1% one proposals and 3%
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Table 7.6 Simulated loan request questionnaire: percentage
distribution of responses

Responses Percentage of total
4 positive responses 5.7
3 positive responses 31.4
2 positive responses 42.8
1l positive response 17.1
O positive response 3.0
100.0

would say 'no' to all the proposals.

The réasons given for these decisions could be instructive
in assessing the pattern of responses (see table 7.7). For
example, some-.of the respondents said 'yes' to the agriculture
advances with the qualificétion that the advances are granted
under the CBN operated Agricultural Credit Guarantee Scheme
(ACGS) (see Chapter 6 ). This may be regarded as a useful
indication of the fact that the ACGS is helping to alter bankers'
attitudes to agriculture lending and may in the long-run prove
an effective 'bait'.

Various reasons were also given for the bankers 'no'
answers. One of these was the poor financial position of the
applicant. This is surprising in view of the apparent good
financial picture of the applicants painted in the proposals. It
would appear that these kinds of responses reflect the depth of
the conservatism of the bankers. One of the most intriguing
reasons given for the rejection of loan proposals was "no security
offered". This reaction can be interpreted as meaning that,
however good a proposal is on its own, it may still fail to get
bankers' sympathy just because it lacks collateral support. As
the kinds of collateral traditionally demanded by bankers are
invariably unavailable to small and growing businesses in a

developing environment, this emphasis on collateral must be
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Table 7.7 Simulated loan request questionnaire: lending
officers responses

’

Respond~ Loan proposals No. of
ent 1l 2 3 4 positive
responses
1 No~ Yes NoS Yes 2
2 No Nod No@ " Yes 1
3 Yes Yes No No 2
4 No .4 Yes No No 1
5 Yes Yes No Yes 3
6 Yes Nodg Yeﬁ No 2
7 Yesd ) Yes No No 2
8 No Yes Nog Yes 2
9 No Yes o No Yes 2
10 No Yes Yes Yes 3
11 No No Yeg Yes 2
12 Yes Yes No Yes 3
13 No Yes Yes No 2
14 No a Yes No Yeg >
15 Yes Yes No® No 2
16 No© Nod N odd Yes L
18 No Yes No No 1
21 No Yesd Yes Yes 3
22 No Yes No Yes 2
23 Yes No d Yes No 2
24 No Yes Yesa Yes 3
25 Yes® No - -
26 NO Yes - -
217 Yes Yes Yes Yes 4
28 No, Yes Yes No 2
31 No Nodd No a Noe 0
32 No Yes Yea Yesd 3
33 o No No . Yes 1
34 Yes No Yes Yes 3
36 Yes No No Ye§ 2
37 No No d Yes No 1
38 Yes Yes Yes No 3

Source: Computed from collected questionnaires (Re - Appendix II.l)

Under Agricultural Credit Guarantee Scheme
Poor financial position of client
Client should join a co-operative society

Overdraft onl - f = Personal loan _onl
Excessive Y g = No security offer%d

Notes:

a
b
. C
a
e
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regarded as a matter of great concern and a formidable
impediment to aggressive 1ehding in Nigeria.

The responses of the loan officers can be understood more
with the aid of table 7.8. It can be seen from this table that
only 35% of the respondents said 'yes' to the first proposal which
required a term loan. On the other hand, 67% of the respondents
said 'yes' to the second proposal which asked for an overdraft
facility. A very similar pattern of response is repeated for
the other two proposals. Whilst 46% gave approval to the term
loan in proposal III, 68% abproved of proposal IV, an overdraft-

advance.

Table 7.8 Simulated loan request questionnaire: Type of
advances granted by respondents

Proposal Type of advance ?ercgntage of responses
Positive Negative Total
1 Term loan 35 65 100
2 Overdraft 67 33 100
3 Term loan 46 54 100
4 Overdraft 68 32 10

At the end of each loan proposal, seven identical questions
were asked to learn two main things - the conditions under which
the advances would be granted and the factors influencing the
lending officer's decision.

Irrespective of the sum applied for, respondents were asked
to indicate the maximum amount they would lend to the applicants.
For loan proposal I, 73.3% would lend the applicant the full
amount requested, 20% would offer various sums below the sum

applied for, and 6.7% would grant sums above that amount (see
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table 7.9). As the table shows, this pattern of respoﬁse is
repeated for proposals II and III. fn the case of proposals IV,
however, 80% would approve the exact sum required, 8% and 12%
respeczively would grant sums below and above the request. On
the average 66.3% would grant the loan amounts, 22.9% amounts
below and 10.8% amounts above the request.

In practice it is not in all cases that customers are
able to estimate precisely their financial needs. The loan
ultimately approved on the basis of an application is usually the
result of a thorough appraisal of the customer's needs by both
the banker and the customer in collaboration. Arbitrarily higher
or lower sums than called for in the application are undesirable
from the points of view of both tﬁe banker and the ‘customer. Apart
from this note of caution these responses cannot form the basis of

any strong inferences or conclusions.

Table 7.9 Simulated loans request questionnaire: Amount of
advance offered by respondents (in percentages)

Loan Proposals
. I II III v Average
Full request 73.3 64.0 47.8 80.0 66.3
Below request 20.0 20.0 43.5 8.0 22.9
Above request 6.7 16.0 8.7 12.0 10.8
100.0 100.0 100.0 100.0 100.0

How appropriate were the advances offered by the
respondents? To enable one to answer this question, the respondents
were requested, in the questionnaire, to indicate the maturity,
security and repayment patterns they would call for if the
advances were granted. Table 7.10 presents the analysis of the

maturity terms the lending officers would request. The Mean



163

Table 7.l10 Simulated loan request questionnaire: analysis of
maturity term required by respondents (in years)

Loan proposals Average

Respond- maturity

ent
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Source: Computed from collected questionnaires
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maturity period requested for loan proposal I was 1.65 years
(standard deviation 0.85 years). The maturity period ranges

from one to four years. For ldan proposal II, the Mean maturity
period was 2.32 years (standard deviation 1.58 years). Loan proposal
III had the highest maturity period at 2.78 years (standard
deviation 1.83) and the last proposal had the lowest with an
average of 1.34 years (standard déyiation 1.0 year)., As the last
column of table 7.10 shows, the average maturity pattern specified
by respondents for proposals I-IV ranges between 1 and 5 years.
This pattern does not differ noticeably from what was Oobserved

in the analysis of the banks' loan portfolios in Chapter 6 thus
confirming these bankers' preference for short-term advances.

The repayment pattern specified by the respondents is as
pFesented in table 7.11 For loan proposal I, 17.6% of the
respondents wanted repayments by way of overdraft; 64.8% by specific
instalments and 17.6% would determine repayment only on the basis
of cash flow projections. The repayment patterns for loan
proposals II and III are, as can be seen from the table, similar
to that for loan proposal I, with the majority of respondents
wanting repayments by specific instalments. In the case of loan
proposal IV, 79.2% of respondents wanted repayment by way of
aberdraft; 4.2% by specific instalments and 16.6% on the basis
of cash flow.

Repayment by specific instalments can be found to be very
popular with these bankers. The danger in this, however, is that
it is too rigid an approach to loan repayment. Cash flows of
businesses, in general, do not have either the regularity or
Steadiness which this pattern of repayment apparently envisages.
Specific repayment schedules are thus unlikely to fit the repayment

ability.oﬁ the borrower and to this extent may be a very unsuitable
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Table 7.1l Simulated loan request questionnaire:
repayment terms specified by respondents

Respond—- Loan proposals . Moratorium
ents 1 2 3 4 - specified’
l° - SI SI oD Yes
2 - oD oD oD No
3 oD SI - - Yes
4 - ST - - . No
) oD oD - oD Yes
6 SI oD ST - No
7 SI SI oD - No
8 - oD - CF No
9 - SI - oD No
10 - ST ST . oD No
11 - - SI oD No
12 - oD oD oD No
13 - SI SI oD No
14 - SI - oD Yes
15 SI CF - - No
16 - oD oD CF No
17 CF - SI (0))) No
18 - . SI - - No
19 - SI SI - Yes
20 - SI SI oD No
21 - SI SsI OD No
22 - - - oD No
23 SI - ST oD No
24 - SI - - No
25 SI SI - - No
26 - CF - - No
27 ST SI SI - Yes
28 - SI SI - Yes
29 SI SI - oD No
30 CF CF  CF oD No
31 oD oD - oD No
32 - SI SI SI Yes
33 - - SI CF No
34 SI - oD OD No
35 SI - - - Yes
36 SI - - CF No
37 CF - - (0))) No
38 SI SI SI - Yes
0D = Overdraft 17.6% 24.2% 23.8% 79.2%
SI = Specific Instalment 64.8% 65.5% 71.4% 4,2%
CF = Cash flow 17.6% 10.3% 4.8% 16.6%
Total 100.0 100.0 100.0 100.0
Morato.x:ium spec:!;fied = I¥Ice>s glg %%
Total i0o.0

Source: Computed from collected questionnaires -
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practice in lending. It is noteworthy that less than 18% of
the bankers recognised the need to tailor loan repafment to
cash flow. 1Ideally, however, the repayment pattern of a loan
should fit the customer's cash flow expectations. If this is
not the case, the customer is likely to find himgelf in a
situation in which he either has too much or too little cash
resources, thus creating a cash management problem for him and
his bankers.

All the advances requested in the loan proposals are in
connection with long-term investments. It will thus be expected
that it would take time before the increased earning ability of |
the borrower, ex-post investment, is realised. Repayment
schddules should ideélly, therefore, take this gestation period into
congideration. Only 26.3% of the lending officers would, however,
offer the borrowers a moratorium to enable the newly injected
inv stment funds to work through the production - sales -
collection process to generate cash for reééyment. (See table 7.11).

Security for advances, as has been noted in Chapter 6
is an important issue in bank lending in developing countries.
Respondents were asked if they would request that the proposals
they approved be secured, and if so, by what kind of security?

In case of loan proposals I and IV, 11.8 and 4.2%, respectively,
would lend unsecured (see table 7.12). None of the respondents
would, however, lend unsecured to loan proposals II and III.
These once again reflect the near obsession of the bankers with
security. .

Where advances are to be secured, an average of 17.1% of
the lending officers would want simultaneously three different
types of securities; 49.5% would want two types of securities; and

29.4% one type (see takle 7.12). Types of securities include
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Takle 7.12 Simulated loan request questionnaire: type oZf
securities called for by respondents
Respondents Loan  Proposals . Total No.  Average No.
1l 2 3 4 of of
securities securities
1 - D,A J,A D,A 6 2
2 - D DA D,A 5 1.7
3 A D - - 2 1.0
4 - D - - 1 1.0
5 B,C D,C - H,J,A 8 2.7
6 DB F HA - 5 1.7
7 D D D,A - 4 1.3
8 - A - H,C,A 4 2.0
9 - HA - H,C 4 2.0
10 - HA H,C H,C,A 2 1.0
1 - - D D 2 1.0
12 E D c C.H 5 1.7
13 - c H - 2 1.0
14 = HA - CH 4 2.0
15 D,B D - - 3 1.5
i-?, - H,C,A HCA  HCA 9 3.0
1s D - D,H D,A 5 1.7
19 - H - - 1 1.0
2 - D D D 3 1.0
- HA E,H H 5 1.7
g- - D.C.A D,C D,C 7 2.3
hy D,H,B H,Aa - 5 2.5
23 F,G - D,A J.A 6 2.0
24 - D,.C,A E D,C,A 7 2.3
3 E,D,C D - - 5 2.5
26 - - - - - -
27 K H,FA HA - 5 1.7
28 - AH A - 3 1.5
29 ~~B,D F,AH - F,A 7 2.3
0 AH H,C,A J,.C,A AH 10 2.5
k1] F,A - - H,C 4 2.0
32 - D,A E,J,A H,C,A 8 2.7
33 - - D,A H,A 4 2.0
K’} E,B - J,E J,A 6 2.0
33 E,D - - - 2 2.0
36 E - - H,C 3 1.5
37 - - H,A K 2 1.0
38 K C E - 3 1.0
Calling
for 3 securities 5.9 25.0 12.5 25.0) Mean 17.1
*2 . 52.9 28.6 58.3 58.3) 49.5
* 1 security 29.4 46.4 29.2 12.5) = 29.4
® 0 - 11.8 0.0 0.0 4.2 ) 4.0
Total 100.0 100.0 100.0 100.0
Key: Personal guarantee of proprietors/directors

RagrrayxHnoOowy

Personal guarantee of third parties
Floating change over current assets
Mortgage of real estate
Agricultural Credit Guarantee Scheme

Lien on deposits
Lien on vehicle

Mortgage of fixed assets
Mortgage of all assets

Unsecured
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guarantees, mortgage of real estate, etc. (see table 7.12)
Finally this questionnaire asked respondents to state

the factors influencing their decisions to lend or not to

lend by assigning weights to some listed factors. The responses

of the lending officers are as summarised in table 7.13., The

financial position of the applicants is rated highest with 19.5%.

This can be interpreted to mean that the financially strong

applicant stands a better chance of obtaining advances than the

weak ones. In an environment with many nascent business units,

this approach is unlikely to help the process of constructive

lending and the growth and prosperity of business on which the
lenders ultimately thrive.

Table 7.13 Simulated loan request questionnaire: -factors in
lending decision (summary of responses)

Weightings

Factors Mean Standard

deviation
(a) The applicant's financial position 19.5 8.2
(b) The applicant's management 18.8 12.1
(c) The potential growth of the industry 12.7 7.4

(d) The potential place of the applicant's -

business in the cammmity 5.8 5.8
(e) Established bank loan policies 16.3 11.0
(f) The bank's financial position 9.3 17.6
(9) Security offered 8.6 12.4

Source: VII-3

The applicants' management also rated high in the
respondents' list of considerations for advances. This undouktedly
is a very prudent thing to do by a banker who is not only interested
in recovering other peoples' monies he lends but in helping his

clients to success. But in a situation in which management
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expertise is a rare commodity, the availability of high-class
management to a growing business that can hardly afford it must
not be rated unduly hlgh a factor in lending decisions.

The potential growth of the industry and the potential
place of the applicant's business in the community were rated
12.7 and 5.8% respectively. 1In a developing business environment,
the forward-looking and aggressive banker should give much higher
weighting to such factors as these ;ather than the first two
factors, which demonstrate the present and not the potential
'strengths' of the borrowers. The reality of the moment is that
most of the borrowing businesses in Nigeria are 'enterprises-of-
'tomorrow' and unless a banker is able to share this vision with
them and provide neeéssary support today, neither the bankers nor

the businesses can expect to realise their full potentials for

growth and development.

Established bank policies and the bank's financial
position were 5150 considered as important factors. With excess
liquidity in the banking system (see CBN Annual Report 1979) it
Is not easy to see how the respondents can rate the bank's
financial position as high as nearly 1l0%.

Given the bankers' observed interest in security, it is a
little surprising that only 8.6% weighting was given to this
factor here. The inference probably is that having given so much
weight to the applicant's financial position and management, once
the applicant fails on those considerations the security offered

really would not make any differenée to the lending decision.

5.3 The SQI. This structured questionnaire for lending officers
at the branch level was prepared to elicit some related information

that neither the IPT nor the SLRQ could provide. Some clarifications
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of issues could also be obtained from responses to the questions
posed here.

On the average, the responéents to the SQI had been
managers for 4.5 years (standard deviation 3+4 years); the
periods, however, range between 1 and 12 years (see table 7.14).
At the time of the survey, the respondents had been in their
branches for between 0.4 and 3 years, and on the average 1.4
years (standard deviation 0.9 year). The average period the
managers stay in the branch is 2.6 years (standard deviation 1.0
year) ; but the periods could be as short as 1.5 years and as long

ﬁs 5 years. (See table 7.14).

5.3.1 Loan policies. The respondents were asked if they operate
with written loan policies, and what they thoughf the advantages
and disadvantages were. Thinking that the CBN credit guidelines
are loan policy documents, most of the managers answered in the
affirmative. When asked to produce the loan policy documents,

it became clear that something other than CBN "credit guidelines”
was implied by the gquestion. On the whole none of the respondents
operated with a written loan policy. Under the false impression
that the credit guidelines represented loan policies, some
managers noted the advantages and disadvantages which might be
useful in assessing the role of the CBN credit guidelines. The
advantages of credit guidelines include "standardization;
consistency; and objectivity of lending."” Among the disadvantages
are "robs manager of his discretion; reduces flexibility; and

reduces initiative."

5.3.2 Marketing of loan services. The bank managers' responses

to questions on this subject indicate that little is done by
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714 Structured questionnaire interview for
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Nigerian baqks to market their lending services. Advertisements

and personal calls by bank officials on clients are said to be

the major media of loan marketing. That little is done is

revealed by their answers to the question which asked them to

state their role in the marketing activity. None of the respondents
could state anything more precise than "solicitation”,
"exploitation","customer visitation™ and "personal contacts".

Many of the respondents, ﬁowever, are aware of the benefits of

"visitations" to customers:

"It provides banks with up-date information on clients";
*it makes the customers feel wanted"”; and

*it enables bankers to advise customers e.g. on
the introduction of fertilizers to farmers."

5.3.3 Provision of information and advice to customers. Table
7.15 shows the percentage of respondents providing the different
types of itemized information to the clients. Whilst a very high
proportion indicated that they provide advice and information,
only 17% provide more. Among the other types of information are
advice “"about government policies" and "need to keep accounting
records.” Provision of information and advice is a vital
supporting service banks in LDCs must provide. Many of the
borrowing customers simply lack the capacity to generate this
information or obtain it direct. Even in a developed society
like Britain this is considered an important aspect of bank lending
as it has been found that branch managers provide as many as 15
different types of advice to their borrowing customers (Back, 1977,
pp. 222-3),

But do customers call for the banks' advice? As many as

83.0% of the respondents said their clients often call, and 17%
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Table 7.15 Structured questionnaire interview: Information provided
to loan customers

Respondents
Type Not
Providing providing Total
On general econaomic conditions 78 22 100
On specific industry or business 78 22 100
Advice on expansion, reconstruction, etc. 74 26 100
Advice on investment of surplus funds 69 31 100
Credit information 82 18 100
Others* 17 83 100

* Includes (a) "about govermment policies”
(b) "need to keep acocounting records"”
(c) “company organisation”
(d) "staff matters"
(e) "marketing and on products"
(f) "general advice”

sald they seldom call. One reason g;ggg_igg;some customers"
tendencies not to call was "ignorance". This should not be
surprising however. Banks and bankers are strange elements in
Nigeria and generally in developing societies (see Pant, 1971, p.87).
That is to say that they are not part of the evolution of the socio-
economic systems. Even in advanced countries, however, customers,
particularly the small ones, shy away from their bankers. Back
(1977, p. 223), for instance, found that "just on half of the
owner/managers considered they required no‘advice from their bank
NaNAgers eceoee”

Only a few of the banks have business advisory units. Many,
however, employ agricultural officers who provide some advisory
services to agriculture customers. All the respondents said they
make business calls on their customers. Although the purposes of
calls were not all too clear, a distinction must be made between

ex ante and ex post investment (or credit) visits. The former



174

which seeks to break new ground is more in the nature of marketing
activity. It is inspiring that most of the respondents (87.0%)
believed that bankers should act as advisers to businesses.

How do the bankers get to know their customers intimately?
‘Social clubs' was the most frequently mentioned forum of meeting
and knowing customers. Given the paucity of social clubs outéide
the major cities, this must be an inadequate means of contact.
Furthermore, the main users of these social clubs are known to be
government employees and employees of private big businesses
rather than the small to medium sized business- proprietors the

bankers really need to know more 1ntimatéif.

5.3.4 Response to credit applications. Hooker (1970) has

sugjested that "loan applications tend to be an inverse function

of the incidence of loan rejections."” 1In the light of this
suggestion it is instructive to know whether the respondents answer
'yes' or 'no' to loan applications from the manufacturing and
agriculture sectors. Half of the respondents answer 'yes' or 'no'
to applications for advances from these sectors;‘40.0% advise on
"alternative credit facilities and institutions“ and 10% send

such requests to their head offices. There was no indication in the
responses that the bankers offered help in improving the credit-
worthiness of the loan prbposals. In sharé contrast, however, the
president of an aggressive bank in the United States proudly notes
that "....everyone of our town's industries grew up here from small-
scale beginnings....Our bank financed each one in its early stages
sometimes employing considerable ingenuity to find ways of keeping

the loan bankable." (Crosse and Hempel, 1973 p. 208).

5.3.5 .Security for advances. There was apparently a general



175

awareness among the respondents about the reasons for the banks'

demand for securities on making a loan. Some of the answers are:

"something to fall back on in case of default”; and

"to guard bank's position in case of adverse

developments”,
A significant number (26%) of the respondents apparently see the
role of collateral rather differently. This sécond group believes
security is taken

"to keep the customer aware of the loan agreement"; and

*"to check on customer's w;ntpn disregard for loan

agreements".
If bankers take these kinds of view of security, they are likely
to be tempted to ask for as much collateral as they can obtain
irrespective of the value of the loan. That this supposition may
be true in practice is indicated by the data in Table 7.16.
This attitude is typical of the 'judgemental' banker identified by
Shapiro et al. in their study: "He tended to impose conditions
which assured the bank of a superior position with regard to other.
creditors in the event thé company would fail." (Griggs, 1971, p.63).

This kind of attitude has very adverse effects on the
borrowing customer. Firstly, he will be denied that "excess"
part of the security mortgaged to his banker for use as
collateral support for other advances elsewhere. Secondly it will
hurt psychologically as the borrower believes that exceésive coll-
ateral is taken from him because the banker has little or no
faith in him and his business. However, there is little doubt
that the banker-customer relationship must be yrapped up in
sufficient mutual trust and confidence for it to be smooth and

fruitful. After all, trust begets trust.
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rable 7.16 Structured questionnaire interview: Collateral
as a percentage of loans

Collateral percentage of loan Proportion of total
(%) respondents asking
50 - 99 18.2
100 - 150 59.1
151 - 200 4.5
Depends on proposal 18.2
Total 100.0

The kinds of collateral accepted by the bankers have
been shown in the SLRQ above. Their responses to question 16
confirm their preferences as stated earlier in table 7.12.
But what kinds of collateral do they feject? These include
"house furniture", "cars", "trinkets"™ and "untitled land".
Judged by the traditional collateral standards, these items are
normally not acceptable to bankers. Operating on these standards,
however, will represent "arm-chair”™ banking. Without any doubt
these are valuable items in Nigeria. The values bestowed on
these assets go beyond the monetary to include intrinsic. As one
respondent-banker said, "the banks' best security in agricultural
lending is that while the street trader can run away tomorrow,
the last thing a dedicated farmer will do is abandon his land."
This can also be said for an 'untitled' building. It will appear
that, in these (trinkets, untitied land and buildings) there
exists a large quantity of collateral for advances in Nigeria.
It only needs to be made acceptable to lenders. This will require
that bankers change their standards, by fine-tuning rather than
lowering, to suit the business environment. There is little doubt
that government support in the form of facilitating legislation

will be forthcoming if the bankers take the initiative. It is
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noteworthy that the signs of cﬁange in this area are emerging,
however sloﬁiy. For an example, one of the respondent-bankers
is already doing the unorthodox for according to a manager:

"«.. farm crops are now accepted as collateral after -inspection

by agricultural officers."

5.3.6 Problem loan. An important aspect of lending is the

management of problem loans. With answers such as:

"erratic movement in account";
“failure to keep repayment terms"; and

"reduced turnover”

the bankers indicated that-théy are well aware of the signals for
identifying problem loans. Of all the respondents, however, on;y
4.3% would:

"invite customer, discuss and advise him".
The rest would:

"draw up a call programme"; and

"ask for repayment of advance."

It is the conservative banker, however, who tends to look at a
firm from the viewpoint 6f likelihood of failure - the gone-concern
approach - rather ‘than offer the borrowing firm counsel and take
action to ensure the success of the firm. The efficient and
effective banker will not abandon his client's ship at the sight
of the weakest storm. Moreso in an environment in which most of
the borrowing firms are just going through their teething period
with consequent and inevitable fluctuations in their financial
fortunes.

Whilst it is important for the banker to identify problem

loans as early as possible, it.is essential for the bankers'
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experience and the benefit of their clients to know the causes,
for this 1s an important way of taking the effective corrective
actions aimed at attacking the problems at the roots. The causes
of lending problems identified by bankers are listed in table 7.17.
The highest percentage of respondents identified managerial
incompetence as a cause. Another 21.7% named a closely related
cause of loan problem as overtrading. These are not completely
unexpected in view'of the nationwide shortages of management
expertise (Fourth National Development Plan).

Table 7.17 Structured questionnaire interview: Causes of lending
problems in agriculture and manufacturing sectors

Causes Percentage of respondents+

Diversion of funds 39.1%

:lnccmpetence(l) 65.2%
Failure of projects(2) 52.2%
Overtrading 21.7%
Bad faith 21.7%
Govermment actim/mctim(3) 30.4
Collateral requirements 17.4%
High production costs 4.33%

(1) includes lack of technical know-how

(2) includes poor harvests due to 'act of God' and bad weather

(3) includes unpredictability of policy changes on imports and
infant industry protection

+ totals do not add up to 100 because same respondents identified
more than one cause

Failures of projects due to 'bad harvests', 'bad weather', ‘act
of God' were mentioned by over half of the respondents. The
'inertia effect' of the experiences of the 1973/74 drought must
have contributed to the high popularity of this cause among
respondents. Nevertheless, it is an important cause that demands
attention and action such as, for example, crop insurance.
'Diversion of funds' and 'bad faith', two closely related

causes were mentioned by 39.1 and 21.7% of the respondents,
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respectively. These are important issues that must be noted
in the light of the éuggestion that one of the reasons why no
banks could engage in long-term lending in Russia was that the
"standards of honesty in business were so disastrously low"
(Gerschenkron, 1962, pp. 19-20). In this regard the recent
Bankruptcy Act 1979 is a step in the right direction.
Pé;ticularly for the manufacturing sector, government action
and inaction were frequently mentioned by respondents as a major
cause of problem loans. In a rather directionless manner, the
government has been known one day to shut the doors against
competing imports to give the infant industries the desirable
protection, only to throw them wide open the next day, thus
exposing these industries to foreign competition that sometimes

takes the form of dumping.

6. CORRELATION OF LIQUIDITY PREFERENCE AND LENDING PRACTICES

The analysis of the IPT questionnaires above showed that
the lending officers involved possess a high preference for
liquidity in investing their private savings. The analysis of
the SLRQ has also pointed to the lending officers' attitudes and
practices concerning such issues as security, and other terms
of lending. Two behavioural aspects of the lending officers
have been revealed. These are very instructive. But the more
important question appears to be: is there a significant relation-
ship between a lending officer's investment taste and his
propensity to lend as well as his lending practice? For example,
will the lending officers with the investment tastes revealed
by the IPT engage in the lending practices indicated by the SLRQ?
The answers.to these questions are attempted in this section

by correlating the liquidity preferences of the lending officers
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and their propensity to lend and also their lending practices
(see Table VII-4). |

Because the data come from a population about which
nothing 1is known regarding the distribution (this being a pioneer
study on the Nigerian environment) and because also the respond-
ents to both the IPT and the SLRQ 'ranked' their answers, a
suitable statistical method for this analysis is the spearman
rank-order correlation(l). By using this method the analysis
will benefit from the advantages order statistics have "for
data in behavioural sciences in which 'numerical' score may be
precisely numerical in appearance only", as in the case here (see
Siegel, 1956, p.3). For instance an advantage of this technique
is that it does not require "numerous or stringent assumptions
about parameters" and therefore fewer qualifications in drawing
inferences from the results. It is nevertheless an efficient
technique, howeveg. "The efficiency of the Spearman-rank
correlation when compared with the most powerful parametric
correlation, the Pearson r, is about 91.0%" (Siegel, 1956, p.213).

Siegel (1956, p. 210) suggests that

" ...1lf the subjects whose scores were used in

computing rs were randomly drawn from some population
we may use those scores to determine whether the

two variables are associated in the population. That
is, we may wish to test the null hypothesis that the
two variables under study are not associated in the
population and that the observed value of rs differs
from zero only by chance."”

Thus some hypotheses will be raised and examined for the purpose
of the enquiry being undertaken in this section. On the whole,
nine hypotheses are raised and tested. The first deals with the
liquidity preference and the observed propensity to lend of the
respondents. The other eight deal with the liquidity preference

and lending practices relating to maturity, security, concern

(1) The Chi-square test could also have been used but this produced
no different results.
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‘for the bank's financial position, etc. The t-test will be used

to examine the significance of the observed relationship. A

hypothesis will be accepted if the observed t value is significant

at the 0.05 level. Broadly the null hypotheses can be stated as:

the bankers' liquidity preference is not related to propensity to

lend;

and their liquidity preference is not related to lending

practices.

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

The hypotheses to be tested are stated specifically as:

The greater the liquidity preference of a lending officer
in making personal investment decisions, the greater his
propensity to lend.

The greater the liquidity preference of a lending officer
in making personal investment decisions, the greater the
average maturity of the advances he makes.

The greater the liquidity preference of a lending officer
in making personal investment decisions, the greater his
concern for the applicant's financial position.

The greater the iiquidity preference of a lending officer
in making personal investment decisions, the greater his
concern for the applicant's management.

The greater the liquidity preference of a lending officer in
making personal investment decisions, the greater his concern
for the future growth of the industry of the applicant.

The greater the liquidity preference of a lending officer
in making personal investment decisions, the greater his
concern for the potential place of the applicant's business
in the community.

The greater the liquidity preference of a lending officer
in making personal investment decisions, the greater his
concern for established loan policies of the bank.

The greater the liquidity preference of a lending officer
in making personal investment decisions the greater his
concern for the bank's financial position.

The greater the liquidity preference of a lending officer
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in making personal investment decisions, the greater
.his concern for security for the advances he makes. -

The results of the Spearman rank-order correlation %nalysis

are presented in table 7.18. As can be seen from this table,

the null hypothesis is accepted in only one of the nine cases,
i.e. in the case of hypothesis 7. That is to say that this
analysis shows that there exists a significant relationship
between a lending officer's liquidity preference and the estab-
lished loan policies of his bank. All the other hypotheses are
rejected as the observed t-values of the correlated variables '

are not significant at the chosen 5% level.

T ble 7.18 Results of rank correlation analysis

Hypothesis Spearman rank-order t(l)
coefficient of correlation

1l 0.1206 «570
2 0.0406 .213
3 ~0.1166 .551
4 -0.1067 «303
5 0.0726 .398
6 0.0997 .565
7 -0.4020 10.550*
8 -0.1848 .882
9 0.2641 1.284

* Significant at the 5.0% level
Note (1) t =rs [/ N=-2
. l-r52

Because these variables may be related to the liquidity
preference of bankers in off-setting or complementing ways, the
one-to-one analysis above cannot be considered final. It is useful

to consider simultaneously the effect of the nine variables on
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liquidity preference. Multiple regression analysis is one
method of doing this.

Aithough an overwhelming number of the hypotheses were
rejected 1n the light of the evidence above, the result of a
multiple linear regression indicates that there exists some
strong relationship between the liquidity preference of a lending
officer and his lending practices. Table 7.19 shows that the
multiple correlation coefficient of this relationship, R, is
0.73035. This coefficient is also significant at the 10% level.

Table 7.19 Results of multiple linear regression

Variables being hypothesised to be R R F
related to liquidity preference

1 Propensity to-lend 0.07037 0.00495 0.1095
2 Lending practices 0.73035 0.53341 2.144%*

,* Significant at the 10.0% level

That is to say, it is in 10 out of ioo cases in which one may
be wrong in assuming a strong relationship between the liquidity
preference of lending officers and the totality of their lending
practices, if samples of Nigerian bankers are randomly taken and
examined for this relationship. The coefficient of multiple
determination, R2, which is 0.53341, also shows that 53% of the
variations in the lending practices of Nigerian lending officers
can be explained by their preferences for liquidity.

However, the relationship between the liquidity preference
of the lending officers and their propensity to lend is very
weak as demonstrated by the coefficient of this relationship,

which' is 0.07037. Apparently the rather strong presence of
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requests for overdraft advances (503 of the advances proposals)
in the SLRQ must have made the lending officers more willing to
approve applications in this exercise and thus boost their
observed propensity to lend.

The direction of the relationship of the variables
hypothesised to be related can be observed from the signs of
the rank-order coefficients in table 7,18 Do the observed
relationships as indicated by the coefficients support, at

least basically, these statements of hypothesis?

Hypothesis 1. The sign of the coefficient of relationship

between the two variables is positive indicating that this
statement is basically true. In interpreting this result, however,
the influence of the presence of overdraft proposals amongst the

four applicants must be countenanced.

Hypothesis 2. Surprisingly, the sign of the coefficient of
relationship of the variables of this hypothesis is positi;e.

. 4 priori thinking would suggest that a lending officer with a’
high preference for liquidity would méke short maturity'édvances.
This result indicates the reverse to be true for the data of

this analysis.

Hypothesis 3. The statement of this hypothesis is contradicted
by the sign of the coefficient of relationship between the
variables. This relationship is also at variance with the high
rating given to the applicants' financial position in lending

decisions as observed in the analysis of SLRQ above.

Hypothesis 4. As in Hypothesis 3, the sign of the coefficient of

relationship of the variables is negative, thus indicating the
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statement of the hypothesis to be untrue. This result

deviates from the observed high rating given to the appiicant's
management by respondents in the SLRQ. 1In practice it may be that
the inability of lending officers to assess properly the
applicant's financial position and his management might lead to
his being less concerned for these issues as these results

indicate.

Hypothesis 5. The coefficient of relationship of these variables
is positive indicating that the statement is basically true.

This is unexpected however, as a lending officer with high
liquidity preference is not likely to be the futuristic kind of
banker who will give much thought to the long-term prospects of
the borrowing customer's industry. His concern will be for the

przsent and at best the immediate rather than the future prospects.

Hypothesis 6. The concern here is again with the future potential
of the borrowing customer. The sign of the coefficient of
relationship is, however, the same as in the last hypothesis.

Thus the comments made there are equally. valid here.

Hypothesis 7. The coefficient of the relationship of the variables
has a negative sign. This indicates that the more a banker is
interested in liquidity, the less concerned he is for the-lending
policies of the bank. Ordinarily, however, one would expect a
lending officer with high preference for liquidity to be
conservative and to be more likely to play the lending game strict-
ly according to the rules rather than the spirit of the bank

policy.

Hypothesis 8. The coefficient of relationship between the variables

of this hypothesis has a negative sign. This means the statement



186

of the hypothesis is not supported by the result of correlation
analysis. This result, however, corroborates the evidence in
Chapter 6 where it was found that a negative relationship
exlists between the ratio of time plus savings deposits-to-

total deposits and loans and advances to agriculture

Hypothesis 9. 1In the light of the results of the analysis in
Chapter 6 and the analysis of the SLRQ above, the positive
relationship found to exist here between the lending officer's
li&uidity preference and his secgrity requirements is not

unexpected.

6.1 Top+Level lLending Officers' Responses to IPT

When a loan proposal is above the lending limit of an
operations-level lending officer, it is passed on, with
recommendations, to higher levels of management. In Nigeria,
this higher level invariably means the head office as area and
regional offices are not often used for this purpose. To a
significant extent, therefore, the investment behaviour of these
higher level officers does influence lending. Because of this
it is useful to examine their preferences for investments as was
done for their counterparts above. The primary aim, however,
should be to answer the question: are the liquidity preference
attitudes of these toprlevel 1lending officers the same as those
of the operations-level lending officers?(l) If no significant
differences are found, in the light of the observed relationship

between liquidity preference and lending practice, it will be

(1) This obviously important question was never raised by
earlier studies employing similar IPT techniques.
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reasonable to expect the lending practices of these officers to
be similar to those observed in the case of operations-level
officers above. If, however, they differ, one wéuld expect
different lending practices and lending decisions from thése
higher lending officers.

In examining the question posed above, a basic hypothesis
is subjected to empirical testing. This hypothesis is that the
Means of the distribution of cash resources to financial assets
by operations-level lending officers (ioi) do not differ from those
of the top-level lending officers (X,). that is §01= ﬁTi
(1=2a+B, C, D, E).

A t-test using a two-tailed test of significance was
employed in determining whether there were significant differences
batween these Means, that is, determining the probability of nen
f om the ratio:

s s
= M M 9.1
)
G (0 +T,)

N .
where 5’?51 + Ti) i1s the ‘estimated standard error of the

t

difference between the two sample means.

First, however, let us examine the distributions of cash
resources to financial assets by the top-level lending oféicers
and note how they differ from those of the operations-level
lending officers. Table 7.20 shows that on the average, the
top-level lending officers would allocate 39.8% (standard
deviation 27.2%) of their resources to liquid assets. Although
this is lower than was observed for the operations-level officers,
this mean allocation to assets A + B is still much bigger than

the mean allocations to either of assets C, D or E. In other
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Table 7.20Investment preference test: Top-level lending
officers' responses (distribution of ¥100,000)

Financial Assets

Respondent
A+B C D E
1 45 o] (o] 55.0
2 57.5 o] 30.0 12.5
3 33.0 © 36.25 21.0 9.75
4 13.75 10.0 22,5 53.75
5 14.5 14.25 . 28.75 42.5
6 o] o (o] 100.0
7 o) o 25.0 75.0
8 53.75 16.25 18.75 11.25
9 o) o] 100.0 o]
10 25.0 25.0 37.5 12.5
11 45.0 20.0 25.0 10.0
12 92.5 o) 5.0 2.5
13 72.5 o] 15.0 12.5
14 40.0 o] 45.0 15.0
15 60.0 8.5 15.0 16.5
16 37.5 21.25 25.0 16.25
17 40.0 15.0 32,5 12.5
18 25.0 27.5 - 25,0 22.5
19 20.0 30.0 25.0 25.0
20 83.75 5.0 6.25 5.0
21 70.0° 13.75 7.5 8.75
22 88.75 6.25 5.0 (o]
23 27.5 27.5 7.5 37.5
24 o] o] 50.0 50.0
25 71.25 -0 27.5 1.25
26 30.0 23.75 26.25 20.0
27 27.5 21.25 30.0 21.25
28 41.25 20.0 22.5 16.25
N 28 28 28 28
Mean 39.8 12.2 24,2 23.8
S.D. 27.2 11.5 19.4 24.2
Range 0-92.5 0-36.25 0-100 0-100

Source: Table VII-5
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words, both groups of lending officers possess high preference
for liquidity. The smalles£ share of cash resources, as with
the operations-level officers, go to Federal Government Loan
Stocks. About the same share of cash resources waé alloc;ted
here to debentures and shares of quoted companies - 24.2%
(standard deviation 19.4%) and 23.8% (standard deviation 24.2%)
respectively. These are higher than were recorded for operations-
level lending officeés and make for the differences in the
groups' liquidity preferences as expres;ed in the resource
allocations to A+B financial assets.

On the basis of this comparative analysis, one can only
ey pect marginél differences in the investment behaviours of the
t o groups éf lending officers. Are these differences statistic-
ally significant? 'The results of the analysis in table 7.21
p ovide the answer to this question. Using P = 0.05 and degree
of freedom n = 52, none of the t-ratios in this table is as
high as either 1.684 (for n = 40) or 1.671 (for n = 60) (see
Croxton and Cowden, 1955, pp. 750-751). Therefore we conclude
that these differences are not statistically significant and

accept the stated hypothesis.

Table 7.21 Differences of the means of responses to
investment preference test

Financlal Ioan Head office Mean t-ratio
assets officers management difference
(1) (2) (3) (4) (5)
A+ 48.74 39.80 8.94 1.30
(22.10) (27.20)
C 11.85 12,20 -0.35 -0.13
( 7.43) (11.50)
D 18.91 24.20 -5.29 -1.16
(12.38) (19.40)
E 20.50 230% -3.3) -0058

(15.32) (24.20)
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It can be concluded from this result that the investment
behaviour of all levels of lending officers in Nigeria is the
gsame. Given that there is a correlation between lending officers'
liquidity preference and their lending practices, it can be\
expected that lending officers at all levels of management in
Nigeria will make similar lending decisions. Since tables 7.4 and
7.20 indicate that these lending officers of all levels of
' management have high preference for liquidity in making personal
investment decisions, long-term loan proposals will be expected to
get a 'cold’ reception from them. This is not only a rational and

logical inference, but it is a restatement of the lending

attitudes of Nigerian bankers observed in Chapter 6.

7. SUMMARY AND CONCLUDING REMARKS

In the foregoing pages of this chapter an attempt has keen
made to examine the personal investment behaviour of lending
officers in Nigerian commercial banks. Employing a set of
hypothetical loan requests (the SLRQ) and a structured question-
naire (SQI), the lending practices and attitudes of these officers
have also been examined.

The findings provided additional evidence that lending
officers at all levels of management have a high preference for
liquidity. The analyses also indicate that there exists a high
correlation (R = 0.73035) between the liquidity preference of
operations-level lending officers and their lending practices.

The individual lending practices (except 'concern for established
loan policies of the bank') and the propensity to lend were,
however, found not to be significantly related to lending officers'
preferences for l:i:quidity.1

These findings reinforce the observations on the results of

1 See pages 183-184 for a suggesticn of a reason for this result-.
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the analysis in Chapter-6. These pointedly suggest that
Nigerian lending officers have a high preference for liquidity
and that they engage in 'undevelopmgptal' lending practiCﬁf.
The implications of these results for both the banks' and the
country's growth and development are far-reaching. More so
because the current Fourth National Development Plan 1981-85
places great responsibilities on the shoulders of the banks. 1In
the words of the Plan (West Africa, 16 March, 1981, p. 560):
"....banking institutions will be expected to play a more
dynamic role in the area of stimulation of investment and
channelling of such investment to priority sectors of the
economy."™ A fulfilment of this obligation implies that present
approaches and attitudes to development financing by the
bankers must alter significantly because investing in priority

sectors of the economy calls for unorthodox, aggressive banking.
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CHAPTER 8

PLANNING AND CONTROL OF LOANS AND ADVANCES: A COMPARATIVE
STUDY OF NIGERIAN AND U.K. COMMERCIAL BANKS’ PRACTICES

1. INTRODUCTION

In any industry or organisation, success in today's
uncertain and competitive business environment rests crucially
on planning and control. This is particularly true for banks
given their operating environment that is characterised by
"increasing competition from bank and non-bank sources; technology;
increasing scarcity and cost of deposits and capital; pressures
from employees for higher salaries and stockholders for better
market performance or higher dividends." (Conover, 1976 p.18).
It is, indeed, plausible that the rather excessive liguidity
preference as well as the less aggressive attitudes of Nigerian
bankers observed in the previous chapters of this study may be
the result of inadequate planning. Without good planning and
control, bankers, in theory at least, will tend to be over-
cautious, providing for more buffer stock of liquid resources
than can be justified by potential requirements and consequently
be reluctant to provide term loans and advances.

Relatively, in recent times the need to plan and the way
to do it have engaged the attention of koth academics and
management so much that planning has Lkeen elevated to the status
of a discipline and a science (see Cohen and Hammer, 1966; Eilon
and Fowkes, 1974). Although banks have not keen in the fore-
front of this "race", they have demonstrated sufficient interest
by developing and employing highly sophisticated planning and
control technigues for the management of their institutions (see

Bradley and Crane, 1975; for a brief review of formal bank
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planning see Gardener, 1979 Chapter 5).

Although planning and control are, in practice, closely
intertwined activities, there are some fine distinctions between
them as can be gauged from table 8.1. Planning is usuglly
divided into two parts - strategic planning and operations
planning. Strategic planning is the process by which a bank
defines its long-term objectives as well as the strategies and
tactics that will help att;in them. Three distinct but related
processes can be identified in a strategic planning activity.
The first involves the determination of the goals to be attained
during the plan period and giveﬂ all the "circumstances" -
resources, and constraints - under which the bank will have to
operate. The second entails the specification (generally in
quantitative terms) of the set of actions that are envisaged to
help achieve the set goals. Finally the third step is an
attempt to realistically consider the plan and make allowances
for estimable deviations and gaps. (These processes can be seen
clearly from figure 8.1.

Whilst strategic planning is concerned with the broad
long-range prospects of a bank, the operations planning activities
are focused on the detailed annual budgets for the various
functions and variables in the bank's management model - the
sizes and structures of loans and investment portfolios, levels
of revenues, costs and profits, etc. .To all intents and
pPurposes the operations plan is a subset of the long-range plan.
Figure 8,2 depicts a typical commercial bank's planning and
control system.

Because of the useful role the planning and control exercise
plays in the smooth and efficient management of a bank, it is

important in a study which seeks to enquire into the performance
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TABLE 8.1 CONCEPTUAL DISTINCTION BETWEEN STRATEGIC PLANNING
AND OPERATIONAL CONTROL

STRATEGIC PLANNING

OPERATIONAL CONTROL

1. Non-programmable decisions Programmable decisions

2. Mainly external but also some Internal information largely
internal information required required

3. Information designed for plann-| Information mainly for control
ing purposes !

{. Top management's responsibil- Middle and line management's
ity responsibility

5. Information essentially Information mainly historical

futuristic

6.

Information requirement
rarely explicitly defined

Information requirement
essentially explicitly defined

1.

Activity non-routine even if

* continuous

Activity is very routine in
nature .

Activity usually affects whole
organization and may mean
'life or death' for it

Activity usually affects
sections of the organization
and essentially not crucial

Types of activity: setting
marketing policies; setting
personnel policies; new
products development; analysis
of competition; strategy
development; analysis of bus-
iness opportunities; general
environmental studies; etc.

Types of activity; stock
control; recruiting; dismissal;
placements; production control;
etc.
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of a banking system to probe the level and quality of this

key organisational input. For this purpose a comparative

study of the Nigerian and U.K. commercial banks was conducted.
The aim was that of killing two birds with one stone. First
the exercise will aid the study of the weaknesses and strengths
of the Nigerian commercial banks' practices in this field.
Secondly it will enable a comparison with the praét;ce in an
older and more advanced banking system for whatever lessons

can be learnt therefrom.

Many things make this comparative exercise approériate.
The traditional political and economic links between Nigeria
and tHe U.K. are long and strong. In terms of training and
technology, the Nigerian banking system borrows and buys from
the U.K. Directives and central bank guidelines on the allocation
of credit resources are employed as a tool of monetary regulation .
in both countries albeit with varying degrees of severity .

{see Falegan, 1978 pp. 15-30 (for Nigeria), and Hanson, 1979
p. 5 (for the U.K.)).

Although many environmental, institutional and legal
differences exlst between the two banking systems, these do not
invalidate a comparison of this nature. This is because
planning and cont£bl are management techniques adaptable
to suit environments that may vary widely in socio-politico-
economic elements and conditions. And after all, the essence
of planning and control is that through the exercise attempts
are made to predict, control and contain (if possible) these
environmental and other influencing factors.

In the rest of this chapter, the sample and the data

gathering procedure are discussed in section 2. The responses

of the bank executives interviewed are analysed in section 3
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and in. section 4 a short summary with concluding remarks is

presented.

2, THE SAMPLE AND DATA GATHERING PROCEDURE

Five of the six clearing banks in the U.K. and the 19
operating banks in Nigeria were selected as the sample. This
selection enables the closest practical comparison of like with
like i.e. typically commercial banks with country-wide branching
networks and advances organisational structures in both
countries (see figures 8.3 through 8.7).

The interviews were conducted on the basis of a structured
questionnaire (see appendix IVB). The U.K. questionnaires
were administered first. A request wa; made to each of the
banks' head offices for an interview based on the questionnaire
sent out previously. Just as these banks did in 1976 when this
researcher contacted them for interview on a similar study
(see Adewunmi, 1977), all of the banks responded indicating
w@llingness to discuss the questions. Appointments were mgde
and, to the researcher's delight, ready ;nd well prepared
bank executives were met each time in the 5 banks.

. For the Nigerian survey the same questionnaire was used.
One each was sent to the 7 banks with head offices outside
Lagos with a request to respond by post. This was done because
there were no funds available to the researcher for the field
work. Only 3 responded eventually. The questionnaires for
the other banks, 1l in Lagos and 1 at Ibadan, were delivered
personally and interview appointments made. In half of these
cases only were interviews given on the second visit. Among
this half of 6 respondents were 3 expatriate bank executives -

French, British and Indian. In other cases a minimum of
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Figure 8.3 Broad structure of advances management system

in the Bank
U.K. Nigeria
HEAD OFFICE HEAD OFFICE
REGIONAL OFFICES AREA OFFICES

AREA OFFICES BRANCHES

BRANCHES

Figure 8.4 Structure of advances management system: Head Office
(U.K. and Nigeria) i

(Strategic Planning Level)

Board of Directors
Chief Executive
Deputy Chief Executive
Senior General Managers
Divisional General Managers
Deputy General Manééers
Regional Managers

Advances Staff
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Figure 8.5 Structure of advances management system:
Regional Office (U.K.)

(Management control level)

Executive & Non-Executive Director
Deputy Executive Director
Advances Manager
Assistant Advances Manager

Advances Staff

Figure 8.6 Structure of advances management system:
Area Office

(Management control level)

U.K. Nigeria
Local Directors Area Managers
District Managers- Assistant Area Managers
Assistant District Managers Advances Managers
" Advances Manager Assistant Advances Managers
Assistant Advances Manager Advances Staff

Advances Staff

Figure 8.7 Structure of advances management system: Branch

(Operational control level)
U.K. and Nigeria

Manager
Sub-Manager
Accountant
Sub-Accountant

Advances Staff
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two and a maximum of four calls were required before an
interview was finally granted. On the whole, 15 banks in
Nigeria responded to the questionnaire. The remaining four,
however, do not represent a significant proportion of the’
banking system. These accounted for 3.4% of the system's
assets, 4% of the deposits and 4.2% of the loans and advances

as at the end of 1979 (see table VII-1).

3. ANALYSIS OF THE RESPONSES

The questionnéire covers the areas 6f advances such as
(1) planning; (2) management and control; (3) lending problems;
and (4) lending services. The analysis below is presented

under these headings and in this same sequence.

(1) Planning of advances

The overall corporate plan provides a basic framework
for loans and advances planning and control. A bank that does
not think of a total organisation plan is not likely to consider
planning for advances. If it does, the exercise is unlikely
to be very productive as piecemeal plans ignore the essential -
organisational interfaces and interdependence (Warren, 1973).
The first question was thus naturally directed at this basic
of planning.

@. Do you operate a planning department in your bank? When
was it established and what i8 its existing strength?

Table 8.3 Planning Department?
Nigeria U.K.
(per cent) (Per cent)
Yes 60.0 100.0
No 40.0 0.0

loo.o * - 100.0
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All the U.K. banks and 60% of the Nigerian banks in the
sample responded affirmatively to this question. Planning
departments were established by the U.K. banks 10-11 years ago.
The first bank to do this in Nigeria started a department in
1972; and as many as 50% of the banks with a planning depart-
ment opened them between 1979 and 1980. The staff strengths
range widely in both countries - between 8 and 50 in the U.K.
banks and 2 and 40 in Nigerian banks.

Given the central bank guidelines and directives in both
countries, what is the manner and duration of loans and advances

——

planning in the banks? The bank executives were asked:

Q. How do you plan for your loans and advances given the
central bank directives in this regard? And for how long

ahead?
Table 8.4 Planning for loans and advances?
Nigeria. U.K.
(per cent) (per cent)
Yes 33.3 20.0
No : ) 66.7 80.0
100.0 100.0

‘Only 20% of the U.K. banks' and 33.3% of the Nigerian
banks' executives éaid they plan for the levels of their
advances. Even in these cases, planning is limited to the
establishment of budget targets. The remaining large majority
of institutions in the two banking systems do not plan their
loans and advances. One or two respondents in both countries
even felt that it is impossible for them to plan because of the
volatility in the changes in the demand function they face from

time to time. Not unexpectedly only one of the respondents, a
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U.K. bank executive, said his kank engages in five-year plans
that are annually rolled over; that is to say at the end of
each year, another .year is added to the 'tail' of the five-
year plan. The others who plan or kudget for loans and advances
do so for only one year ahead. ‘

What is the level of employees' involvement in the planning
process? Is it in planning parlance a 'bottom-up' or 'up-

bottom' approach or both?

Q. To what extent do bank officers outside the planning
department participate in the planning exercise?

In banks where planning or budgeting are done, the particip-
ation of managers is limited to the supply of inputs in the form
of estimates of their expected levelg of loans and advances in
the coming year. Standard 'returns' forms are used in a majority
of cases. On one side of this kind of form are the details of
the year's operations of the branch; and on the other are the
specified expected changes in performances }n the next year. As
the managers said they do not usually have to supply the assumptions
for theilr estimates, all that conceivably happens is that each
year's performance figures will be simply, and many times
unrealistically, extrapolated.

The next question relates to loan policies. Policies provide
.the essential guidance for the planning exercise and credit
operations. "Credit management makes two kinds of decisions in
the process of credit granting. The first establishes the
quality of credit granting the organisation chooses to accept.
This is called a policy'decision.“ (Roy and Lewis, 1971, p. 19).

In the light of these the bank executives were asked:
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Q. Does your bank operate its loan function with a writtien

loan policy? Any loan policies specifically for

agricultural and manufacturing lending?

In both the U.K. and Nigeria, none of the respondents'

banks operates with a written loan policy. The CBN credit
guidelines are widely assumed to constitute enough lending policies
for the banks in Nigeria. How then do the banks provide guidance
of any kind to their loan officers? The dirgctives of the central
banks are copied to the loan officers for their guidance. 1In
addition they are supplied with the 'Handbook', a bank encyclopaedia
on all issues including lending, which is occasionally supplemented
with head office circulars.

The bankers were mrext asked:

Q. To what extent do these policy gutidelines aid or constrain
lending at the operational levels of management?

As they did not operate with loan policies, the answers were
obvious and predictable - no opinion.

Another important issue im planning for any operation
is the definition of the objectives (see Terleckyj, 1970). Unless
the goals of a process, a system or an operation are clearly
defined, the efforts to reach those goals may be directionless.
It is also true that "the main risk we run in incorrectly
identifying our objectives is that we may choose a wrong target
of attack." (Adewunmi, 1977 p. 78). These considerations prompted

the researcher to ask the question:

Q. What are the objectives of your bank's lending function?

Profit maximization was very frequently mentioned by the

bank executives. All the U.K. bank executives and 66.7% of their
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Table 8.5 Objectives of lending function
Nigeria U.K.
(per cent) (per cent)
Profit maximization 66.7 100.0
Development of the economy 80.0 60.0

Nigerian counterparts listed this as the important goal of their

lending functions. 1In nearly all of these cases, profit maximiz-
ation was said to be not only an important but a primary objective
of the banks' lending activities. The other important objective

mentioned was the development of the economy; 60 and 80%,

respectively, of the U.K. and Nigerian bank executives mentioned

this, (see table 8.5).

(2) Advances management and control
The basis of all planning and control activities is
information. Without appropriate and timely information no

tangible success can be achieved in these activities. It was

then considered in place to ask:

9. What are the main kinds of information required for your
lending function and activities of planning, control and

operations?
Table 8.6 Sources of lending information
Nigeria U.K.
(per cent) (per cent)
Cashflow/feasibility reports 60.0 80.0
Business financial records 40.0 80.0
Project related information 100.0 100.0
Environmental - the economy/industry 20.0 20.0

In view of the fact that most of the banks in the U.K. and

Nigeria do not plan for their loans and advances, it was not
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surprising that only 20% in either sample mentioned environmental
information. Rather they were more interested in the business
and project related information required for the management and
control of their advances. Cash flow was commonly mentioned by
the U.K. bank executives whilst the Nigerians, saying the same
thing, used the term, "feasibility reports." It is noteworthy
that in spite of the great attention currently given to cash
flow/feasibility reports, the scrutiny and analysis of business
records by bankers are still very important. Whilst 80% of the
U.K. bank executives mentioned this, however, only 40% of the .
Nigerians did. The basic nature of the need for advances to
satisfy the time-honoured principles was underlined in the
bankers' responses to this question. All respondents in both
countries said they would call for information on capital,
ch racter, collateral and capacity - the 4-cs of bank lending.
Also mentioned by all respondents was information for the
verification of the purpose, the amount, and the lengths of
advance.

What are the bankers' sources for this information? Do they.
rely entirely on their customers or do they make an effort to

obtain information by themselves?

Q. How do you presently obtain this information?

Table 8.7 Sources of information
Nigeria U.K.
(per cent) (per cent)
Customers 100.0 100.0
Internal sources 26.7 80.0

As it would probably be expected, customers were a major

source of this information as noted by all bank executives. The
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other main source of information mentioned by respondents was
internal - 80% and 26.7%, respectively, of the bank executives
in the U.K. and Nigeria. These will appear to indicate the
levels to which bankers in both countries try to augment
customers' information with.internally generated information.
It is paradoxical and rather unfortunate‘too that it is in
Nigeria, where customers have comparatively less capacity for
generating information, that the bankers apparently rely more
on them for this.

Given the state of information supply the question was

asked:

Q. Does lack of information ever constrain your lending

activities?
Table 8.8 Information is a constraint in lending
Nigeria U.K.
{per cent) (per cent)
Yes 80.0 100.0
No 20.0 0.0
100.0 100.0

All the U.K. bank executives said that lack of information
is a constraint but added that this is from the point of view
of their customers. That is to say, problems arise only when
their customers are either unable or unwilling to supply
required infoimation. On the other hand 80% of Nigerian bank
executives consider that lack of information is a constraint.
The other 20% were of a different opinion as they kelieve that
"you can always ask for more from the customers."

Can an outside organisation such as a central credit bureau

help to increase the information resource of the banking system
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and of the individual banks? Specifically the question was:

Q. To what extent, do you think, a central credit bureau
would help improve the information resource of the
banking esystem, and in particular your bank?

Table 8.9 Usefulness of a central credit bureau
- Nigeria U.K.
(per cent) (per cent)

To a great extent 66.6 0.0
To some extent 20.0 0.0
Will not help 6.7 100.0
No opinion 6.7 0.0

100.0 100.0

Noticeably, all the U.K. bank executives said it will not
be of any help. Most are satisfied with the services of private.
agencies such as Dun and Bradstreet which they presently use.
Others opined that an attempt to organise a central credit bureau
will come against legal and political problems as many people will
see it as an assault on individuals' privacy.

The absence of any privaée or indeed any type of credit
bureau in Nigeria probably explains the responses of the bank
executives. Only 6.7% felt that it w;ll not help; and another 6.7%
have no opinion. All the rest thought it will be useful - 66.6%
"to a great extent," and 20% "to some extent.”

There is little doubt that the quantity and quality of the
information resource of the banking system and of the individual
banks can be greatly enhanced by the exchange of information among
the institutions. Do the bankers appreciate this? If they do,
to what extent do they collectively and individually work for it?

Thus the bank executives were asked:
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. To what extent do commercial banks presently co-operate in
the exchange of eredit information?

Table 8.10 Co-operation in exchange of credit information

Nigeria U.K.
(per cent) (per cent)
To a great extent 26.7 50.0
To a little extent 53.3 50.0
Hardly 6.7 0.0
No opinion ' 13.3 0.0
100.0 100.0

Over half (53.3%) of Nigerian bank executives in the sample
felt the co-operation between the banks in this regard existed
only to a small extent. About 27.0%, however; felt the banks
co-operate to a great extent. Amongst these, many thought that
.the co-operation worked particularly well with the big five
banks. Half of the U.K. bank executives on the other hand felt
that their banks co-operate to a great extent but the other half
thought it is only to a little extent. As for the quality of
information, all respondents with an opinion on the issue described
the information exchanged as terse and inadequate. A U.K. bank
executive succinctly put the opinions of most respondents when he
said that: "... reading the reports is an art."

To some extent the maintenance of customer creéit files
helps to build a useful data-resource on individual loan customers

of the bank. So the bank executives were asked:

Q. Does your bank maintain customer credit files? What kinds
of information are available therein?



210

Table 8.11 Maintenance of customer credit files
Nigeria U.K.
(per cent) (per cent)
Yes 86.6 100.0
No 6.7 0.0
No opinion 6.7 0.0
100.0 100.0

All the U.K. bank executives and 86.6% of their Nigerian
counterparts said their banks keep customer credit files. Half
or 6.7% of the remaining Nigerian respondents said their banks
do not; whilst the other half or 6.7% had no opinion on the
issue. The files kept are said to contain general informgtion
relating to the advance. These include the application forms
completed for the advance, cash flow analysis, correspondence and
all available financial records of the business and the project
against which advances are made.

An overwhelming majority of advances are processed and
administered at the branch. 1In the light of this the branch
managers are an important factor in lending. To be able to deal
with customers in an informed way, they need to know them
sufficiently well. So we asked the bank executives who control

the movements of these branch managers:

Q. How long, on the average, do your branch menagers stay working
in a branch? Do they stay long enough, you think, to get to
know their customers?

Table 8.12 Managers' tenure in the branches

Nigeria U.K.

(per cent) (per cent)
Minimum: 2-3 years 46.7 0.0
Average: 3-4 years 0.0 50.0
Maximum: 4-5 20.0 0.0
Until promoted 26.6 53.Q
‘As long as he has a good report 6.7 —_—

100.0_ 100.0
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The respondents indicated the minimum, the average and the
maximum period their branch managers stay in a branch before
being moved to another one. (See table 8.12). A small number
of respondents, 6.7% among the Nigerian bank executives said
their managers remain in their branches as long as they have
good reports and until they are promoted. Each executive
believes that the practice is suitable for his bank's policies
and experiences. All the U.K. bank executives noted that in
the specific case of agriculture, their managers tend to stay
longer in their branches and even when moved, this movement is
within the same agricultural region as much as possible. In all
other cases too, these bank executives said that conscious
efforts are always made by their banks to develop specialist
bank managers by keeping them in specific agricultural or indus-
trial areas.

Because of the uncertainties of the business world, govern-
ment action, "act of God", the human element, etc., the best
thought-out plan may still get out of course. It is because of
this that control is necessary. In the particular case of lending,
control is essential to ensure the safety of the bank's money

and its liquidity position. Thus the bank executives were asked:

Q. How does management im your bank control the quality and the
quantity of advances? And how successfully do you think?

The banks' practices, in this area of lending in both
Nigeria and the U.K. are identical. The main means of control
of quality frequently mentioned by all respondents are manager's
discretionary limit, inspections by auditors and head office
staff. Quantity control is exercised by way of monitoring

the lending activities at the branches and providing feedback
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to managers and requesting them to keep in line with existing
credit guidelines. All consider the methodé successful.

As managers' "discretionary limits" are one of the
important means of controlling the quality of advances, the
executives were asked if these are reviewed to take account of

changes within the banks' environments.

Q. How often do you review the credit limits of your credit
officers, mainly the branch managers?

Table 8.13 Review of managers' discretionary limit

Nigeria U.K.

(per cent) (per cent)
Annually 53.4 60.0
Between 2-4 years 13.3 20.0
As necessary 20.0 20.0
No opinion 13.3 0.0
100.0 100.0

Branch managers' discretionary limits are reviewed
annually according to 53.4 and 60%, respectively, of the
Nigerian and U.K. bank executives. These limits are reviewed
between two and four years according to 13.3 and 20% fespect-
ively, of the Nigerian and U.K. bank executives, whilst 20% of
respondents in both countries said reviews are undertaken
when considered necessary only. Factors.such as inflation,
competitiveness and managers' performance are taken into
consideration in the reviews.

As part of the control of the quality of advances, banks
may want to check the use of the discretionary limits by their
branch managers. The bank executives were, therefore, asked:
Q. -Does your bank routinely review the loans and advances

granted by its loan officers? What form does this review
take?
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Routine checks are made on branch managers' lending
operations in both bankiﬁg systems. These are done as part of
the review of periodical returns on advances from the branches.
Bank inspectors, auditors (external and internal) and head
office advances control staff also make checks on their routine
visits to branches.

In spite of good advances planning and control, some loans
may still go bad i.e. unpaid when due. A proper loan collection
procedure not only helps loan recovery but discourages
potential defaulters. The following questions were thus put to
the bank executives in this regard:

Q. What i8 your bank's defaulted loan collection procedure?
Bow effective i8 this procedure in recovering defaulted
loans as well as discouraging loan default by customers?

Once again the procedures are very similar in both
countries. It is a process that usually begins with inviting
the customer to discuss his financial problems, followed by one,
two or three letters of formal demand. If these first two
- steps fail, most banks' procedures require that the dossiers on
such loans be sent to the recovery/legal departments for
further action. The debt recovery department, as appropriate,
realises the securities and sues for the balance, if any. Some
banks in the U.K. and Nigeria take steps, usually at the end
of the recovery exercise, to inform 'the world' of the
defaulters' failure to make good their obligations to the banks.
In the U.K. names of defaulters are notified to the private
credit agencies and in Nigeria their names are published in the
national dailies.

A report in the form of the age analysis of loans may help
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to call attention to overdue loans. This way recovery activities
are stepped up early enough to be helpful. If deemed necessary -
the loan can be declared bad so that the loan portfolio

balance can represent truly realisable assets. In view of

these, the bank executives were asked:

Q. Does the bank request its lending officers to submit a
periodical age analysis of loans? Any other periodic
reports on loan portfolio?

In neither the U.K. nor Nigeria are periodical age
analyses of loans called for by management. The reason given
by the bank executives is that the ages of loans are normally

noted on the various advances returns.

() Lending problems

One good way of solving lending or indeed any problem
is to identify it and the causes. Two questions were asked -
one to identify the problems and the.other to define the causes.
As very interrelated responses were given, these two questions

are presented and analysed jointly here.

Q. What, in your view, are the causes of loan losses
particularly in the agricultural and manufacturing lending
sectors? Could you give me any idea of your respective loan
loss ratios?

Q. What are the spectial problems of lending to the agricultural
and manufacturing sectors? How could these problems be
alleviated or completely eliminated and what, do you think,
8hould be the role of commercial banks im the exerctise?

How much more could you.have lent, say, last year without
these problems.

As may be expected, some of the problems mentioned are
common to both countries and to both the agriculture and

manufacturing lending. Bad management was mentioned by all
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Table 8.14 Lending problems

General (U.K. and Nigeria):
Bad management
Unwillingness to repay
Government policies, actions and inaction
Nigeria (Agriculture and manufacturing):
Over~diversification
Bad lending judgement
Inadequate monitoring by banks
Concentration on collateral rather than cash flow
Funds diversion -
Nigeria (Agriculture only):
Crop failure
Secondary or absentee farmers
Inadequate infrastructure - storage facilities, etc.
Lack of inputs - fertilizers, animal feeds, etc.

Lack of rural branches
Demand for feasibility reports under ACGs

respondents in both countries. Another problem mentioned by all
respondents is government policies, actions and inaction

which result in inéerest rate changes, inflation and wide fluct-
uations in demands and prices. Lastly in both countries, about
one-quarter of respondents talked of the unwillingness of
customers to repay their loans.

In addition to these common problems, the Nigerian bank
executives highlighted other problems. Those which apply to
both the agriculture and manufacturing sectors include over-
diversification and funds diversion. Encouragingly enough the
banks' executives were able to note the faults in themselves that
are part of the causes of the overall lending problems. Concen-
tration on collateral to the detriment of cash flow was one of
these faults in the banks' lending practice. The others are

bad lending judgement and inadequate monitoring of loan use by



216

customers.
Six categories of problems were mentioned by the
Nigerian bank executives with particular reference to agriculture.
Crop failure and secondary or absentee farmers were most frequently
mentioned by respondents. Other important problems are lack of
rural branches, inadequate infrastructural facilities such as
roads for traﬂsporting farm produce to markets, and storage
facilities; lack of inputs such as fertilizers and animal feeds;
and the request for feasibility reports for lending under ACGS
which leads almost inevitably to the,product;on of many bad and'
substandard reports even when farmers are able to produce one.
Having diagnosed the problems, the bank executives also
. offered some 'prescriptions' that could helpawe some of these

ills of bank lending. There are two principal ways in which the

_Table 8.15 Solutions to bank lending problems

U.K.: Better marketing of bank services
Banks to set aside funds to help small
businesses

Nigeria: Education of entrepreneurs in business
management
Closer contacts between banks and customers
Provision of more advice and assistance by
the banks
Farmers to form co-operatives to enable banks
lend to them in bulk
U.K. bank executives view the solution to these problems. One
is the better marketing of bank services. Half of the respondents
also suggested that the banks, in lieu of increased long-term
lending to the agriculture and manufacturing sectors, should
create a special fund out of profits and reserves for lending

to small businesses. (See table 8.15).

The Nigerian bank executives suggested that there is need
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to educate the entrepreneurs in general business management.
Closer contacts with their customers and the provision of more
advice and technical assistgpce were also mentioned. A very
important suggestion made by a large numker of the bank executives
was put by a representative respondent as: "farmers to form
co~operative societies to enable banks to lend to them in bulk.*”
_ Given the small size of the average Nigerian farmer this
suggestion is not surprising but more importantly, it should be
well considered by the authorities.
All respondent bank executives in Nigeria and the U.K.
were very reluctant to talk about their loan loss ratios for
the agriculture and the manufacturing sectors. The truth probably
is that the banks do not prepare this kind of statistics. Never-
th less, the U.K. bank executives were absolutely certain that
the loss ratio for the agriculture sector is lower than for the
manufacturing sector and in most cases negligible. This is
because of the various governments' guarantees and 'supports'
(see Ministry of Agriculturel979). The reverse was the case in
Nigeria, where the agriculture loan loss ratio is said, by all of
the bank executives, to be many times higﬁer‘than in ménufacturing.
None of the bank executives in both countries could give
an idea of the level of locans and advances that could have been
achieved had the problems mentioned above not existed. This is
undoubtedly due to the fact that the banks do not plan for their
loans and advances. To get a general impression of the difference
between the potential and actual aggregate loans and advances to
these sectors for Nigeria the permissible level of loans and
advances can be compared to the actual loans and advances reported
by the banks. When this is done it will be found that the

Nigeiian commercial banks could have lent ¥141.0 million and
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¥10.8 million more, respectively,to the manufacturing and

agriculture seétorsl.

(4) Lending related services

The success of lending operations may be enhanced
considerably by the quantity and quality of lending-related
services provided by the banks. If banks lend and provide
financial and management advice in addition the chances of the
success of such borrowers are better than without such help
especially in an environment where alternatives in this regard.
are hard to come by. Several key questions were thérefore

raised to enquire about banks' efforts in this field.

Q What kinds of lending-related services do you offer
your customers?

All the U.K. bank executives and 60% of Nigeria's said

their banks provide some lending related services. In the U.K.,

however, use is made rather extensively of the specialist units

1. Total loans and advances, Dec.1977 = ¥3,074,578,000
CBN credit guidelines permissible increase as at
Dec. 1978 = 30% of N3,074,578,000 = 922,373,400
Permissible aggregate loans & advances Dec. 1978 = ¥3,996,951,400
CBN credit guidelines prescribed allocation of —
credit to the manufacturing sector, Dec. 1978
32% of ¥3,996,951,400 = 1,279,024,400
Actual cammercial banks recorded loans and
advances, Dec. 1978 1,137,987,000
Shortfall in loans and advances to manufacturing 141,037,400

CBN credit guidelines prescribed allocation of
credit to the agriculture sector, Dec. 1978

6% of ¥3,996,951,400 = 239,817,140
Actual cammercial banks recorded loans and
advances, Dec. 1978 = 228,990,000

Shortfall in loans and advances to agriculture 10,827,140
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departments and/or subsidiary companies (see also Hanson, 1979).
The sort of services offered were broadly defined as pre- and post
-investment advice by agriculture officers and other specialist
staffs. In Nigeria the provision of information on foreign
partners was very frequently mentioned. Money management advice
especially to the small and medium sized businesses was said

to be an important service by bank executives of both countries.

The reasons given by the 40% bank executives in Nigeria who
said their banks offer no lending related services include:
"we are in a seller's_market"
"we have no business advisory unit"

"because we are a small bank".

Do banks have an organisational unit for the provision

of these services? The question asked was:

Q. Do you have a business advisory services unit? When was
it established and what ie the staff strength?

Table 8.16 Business advisory services unit
. Nigeria U.K.
(per cent) (per cent)
Yes 20 80
No 80 20
100.0 100.0

only 20% of the Nigerian bank executives said their banks
have a business advisory services unit. These units are manned
by between four and ten senior staff and have been in existence
between one and seven years. .A large majority of banks in this
sample - 80% - however, have no business advisory service units.
The reverse is the, case in the U.K. where 80% of the respondents

answered this question in the affirmative. Many of these units
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are relatively long established with the earliest being
12 years ago and the latest three years. Comparatively these
units are also better staffed than their Nigerian counterparts.
It is the practice amongst these banks to have, at least, one
advisory service officer in every regional or area office.

In banks where there exist business advisory units, what

help do they give to the branches?

Q. NWhat kinds of support services are provided by the bank's
advisory services unit to the branch managers?

Both in Nigeria and in the U.K., these units help branch
managers' and customers' relationships. Where new customers are
going in to a manager's district, for instance, advance
ii1formation on this is provided to the manager concerned by the
unit. Also the officers of the unit visit old customers and
provide written reports on their businesses to the branch
managers concerned.

Apart from the business advisory services unit, is there any
‘task force' with specific respondibility for acquiring new -

clientele?

Q. Do your bank's business promotion officers (if any) make
business calls on new and old customers? Of what benefit,
do you think, are these calls to the bank as well as to the
customers?

None of the Nigerian respondents' banks have business
promotion officers. 1In the U.K. 60% have, whilst 40% rely on
thelr branch managers, area and regional offices' management
staff for their business promotion. The primary responsibility
of these promotion officers is to engaée in "cold calls to

establish relationships" between the banks and new customers.
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As an alternative or in addition to bank;' initiative in
offering advice to old and new customers, do these customers ask

the banks for advice?

Q. Do customers call on your bank for advice? If
yes, what types of advice?

Table 8.17 Types of advice customers call for

Nigeria U.K.
(per cent) (per cent)

Reliability of intending partners/suppliers 26.7 0.0
Advice on government regulations - imports

etc. 6.7 0.0
Financial advice e.g. loan or overdraft 53.3 100.0
Investment advice e.g. use of surplus

cash . 53.3 100.0
T chnical viability of projects 26.7 20.0
Market conditions for products 6.7 20.0
Administration of their business 20.0 .20.0
Legal advice 6.7 0.0
Accounting 6.7 20.0
Taxation 0.0 100.0
Insurance 0.0 100.0
Debt recovery 0.0 20.0

All respondents in both countries answered this gquestion
in the affirmative. The lists of advice offered by the banks
are similar to a large extent. Financial and investment advices
are usually called for by customers in both countries as can be
seen from the percentage of respondents mentioning these - 53.3%
in Nigeria and 100% in the U.K. The offer by U.K. banks of
taxation and insurance services accounts for the fact that all
the U.K. respondents said their customers call on them for advice
on these services.

Except during a liquidity squeeze, banks are always able
and willing to support bankable projects. In all economies, the

problem is usually that of lack of enough creditworthy projects.
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This explains why banks, today, engage in business advisory
services and the marketing of their loans and advances. What

do the U.K. and Nigerian banks do in this regard?

Q. In what positive and concrete ways do you feel your bank
helps to increase the volume of creditworthy projects
in the economy?

Less than 25% of respondents in both countries provide any help
towards increasing the volume of creditworthy projects. Those

who help in Nigeria, for example, responded thus:

"we assist in reformulating projects"”

"by reshaping projects and making them bankable".

In the U.K. the responses were sometimes less positive and varied

widely too. For instance, one respondent said:

"a good proposal is given careful attention
and moulded into a better one"

and another said:

"we only help projects with over 50-50
per cent chance of doing well."

The other respondents said their banks provide no help aimed
directly at inéreasing creditworthy projects. Some Nigerian

respondents in this group said:

"customers have to meet our requirements
or we throw the proposals back to them"

"we don't advise on viability, we ask
them to see consultants.”
In the same vein a representative U.K. bank executive said that:

"we are not involved in new projects, we wait
for on-going ones to come along."

A similar question was asked in relation to the creditworthiness
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of bank customers.

Q. In what waye does your bank help to improve the
ereditworthiness of your clients?

The U.K. banks, according to the respondents, try to
help but this is largely by way of referring customers to the
banks' subsidiary companies and the advisory services units. 1In
Nigeria where these specialist units are uncommon, branch manag-
ers are expected to provide as much help as they can.
Noticeably, in all, there was no specific mention of a way
in which banks help improve their customers' creditworthiness.

Do the banks engage in marketing activities and in
particular with regard to the agricultural and manufacturing
sectors?

Q. How does your bank positively market its loans and
advances services especially to the important agricultural
and manufacturing sectors?

Between 60 and 70% of respondents in both countries said
their banks engage in'the mg;keting of the loans and advances
services. In both countries, from the bank executives' responses,
it is clear that the banks engage mainly in image building
advertisements. However, in addition, about 20% of U.K. bgnks
hold seminars for farmers.

The other 30 to 40% of bank executives said their banks
do not engage in the marketing of loans and advances. The

reasons for this include:

"no need because demand exceeds supply"

"a bank markets its loans only when it is
over-liquid.”
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Given the obvious fact that the agriculture and
manufacturing sectors are the backbone of any economy, do the
banks consider they have a part to play in financing development

in these sectors?

Q. What,do you think, should be the role of commercial
banks in development financing?

Table 8.18 Role of banks in development financing

Nigeria U.K.
(per cent) (per cent)
Positive 40.0 40.0
Passive 40.0 60.0
No opinion 20.0 0.0
100.0 100.0

Two out of every five of the bank executives in the
samples consider that the banks have a positive role to play.

One Nigerian bank executive described this as a "leading role" '
and a U.K. respondent went further by saying that the obligation
is "crucial to banks' survival today."

A significant number of the U.K. bank executives - 60% -
and 40% of their Nigerian counterparts said that the banks should
have no part in development financing. In the words of a U.K.
bank executive:

"development should be a major concern
of the government."

But would any incentives make the banks change their
attitudes to development financing?
Q. Would more incentives from the govermment induce your bank
to lend more to the strategic sectors of agriculture and

manufacturing? If yes, what kinds of incentives do you
have in mind?
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pable 8.19 Incentives will induce more lending?
Nigeria U.K.
(per cent) (per cent)
Yes 80.0 \60.0
No 20.0 : 40.0
100.0 100.0
Table 8.20 Types of incentives
Nigeria % U.K. 3
Tax incentives 33.3 Refinancing 33.3
Increase in interest ECGD~-type
rates 20.0 guarantees 66.7
Increase ACGS to 100%
& extend to mfg 33.3

Rediscount facilities 6.7

A majority of respondents in both countries thought
some incentives from the government might induce bankers to
undertake more development financing. This was the view of
80 and 60%, respectively, of the Nigerian and U.K. bank
executives. The types of incentives called for are as in
table 8.20. The Nigerian bank executives will want more tax
incentives such as acceleraﬁed write-off of losses on rural
branches, increase in lending rates, increase in ACGS and
extension of it to cover the manufacturing sector and rediscount
facilities. Guarantees such as are offered by the ECGD and
refinancing facilities are the main incentives the U.K. bank
executives thought might encourage increase in development

financing.

i, SUMMARY AND CONCLUDING REMARKS

A number of important issues are raised in the above

comparative analysis of the practices of commercial banks in
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the U.K. and Nigeria with regards to planning and control of
advances. Although it can be said that the U.K. commercial
banking system as portrayed in this analysis is far from the
'ideal' (if i;deed the 'ideal' exists) some useful lessons

can, however, be learnt by the Nigerian commercial banking.system
from it.

In both countries, planning specifically for the levels
of advances is rarely done. In the U.K., however, corporate
planning as a part of the overall management of the banks is
undertaken more widely than in Nigeria. This is clear from £he
existence of planning departments that are well staffed with
specialists.

With regard to the provision of information, it appéars
evident that the U.K. banks make greater efforts to generate
more internally. On the other hand the Nigerian banker would
rather lean harder on the customer to obtain the éuantity of
information required for advances. In the two banking systems,
however, it will appear that more can still be done to improve
their ;nformation resources by intensively tapping the
numerous available sources as identified in figure 8.8.

As the Nigerian bank executives noted there is great
need for a central credit bureau in the financial system
particularly because of the absence of private agencies such
as Dun and Bradstreet in the U.K. The level of co-operation
in the exchange of information amongst the Nigerian banks leaves
a lot to be.desired. For example, an enquiry into three sister
banks in 1976 revealed that a large number of customers borrowed
simultaneously from more than one of these banks without one
bank knowing of their customer's relationship with the others.

The basic methods for the control of the quality and the
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quantity of advances in both countries are identical. With
the extensive use of computers in the U.K. banks, it has been
possible to control the quantity of adéances satisfactorily.
The weakness in the system of guantity control employed shows
up clearly in the Nigerian case. Because it is an after-the-
event type of control, the banks have found their advances out
of control many times as can be seen from‘table 8.21. without
computers capable of providing daily balances for loans and
advances for the banking units as in the U.K., there is greater
need in Nigeria to engage in planning, which is.an effective
control-in-the-~future.

The U.K. commercial banks recognise the pecﬁiiar
nature and requirements of each area of the country with the
predominance of industry, agriculture, mining or manufacturing.
This is shown in their conscious efforts to develop and use
specialist managers who by virtue of their long and continuous
stay in an area become adept in dealing with the typical lending
problems of the areas. This apparently good idea has not yet
gained recognition and acceptance among the Nigerian bank
executives for managers are very frequently transferred from
one corne;_of the country to another.

Unlike in the U.K., only a few banks in Nigeria have a
business advisory unit. None of the banks engages business
promotion officers either. Although many claim to have marketing
departments, little marketing beyond corporate image building
is being done. The generally held view that banks market their
services when supply exceeds demand is patently erroneous. The
marketing of services differs from that of physical products.

Whilst the marketing of physical products encohrages you to buy
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Table 8.21 Commercial banks' lending-related infringements
of bank regulations (throughout the lives of
individual banks)

Bank Number of years

of e:idr.::ex;;:e Liquidity ratio Ioans in excess Increase in
g deficiency of statutory advances during
maximum liquidity ratio
&eficiency
1 2 3 4 5
A over 30 43 9 39
B 10-20 5 - 3
C 10-20 56 41 42
D over 30 - 1 -
E 20~0 2 2 1
F 20-30 4 1 3
G 1-10 1l- - 1
H 1-10 - - -
I 1-20 10 - 7
J over 30 16 - 3
K 10-20 6 3 5
L 1-20 1 1 1
M 1-20 22 - 16
N 20~-30 1 4 6
o) 1-20 11 - 10
P over 0 6 4 5
Q over 0 - 6 -
R over 0 3 18 -

Source: Classified information - (colums 3, 4 and 5) -
not to be referenced.
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and will be deemed successful if demand increases

significantly as a result, the marketing of bank lending
services does not only inform and encourage customers to demand
the services but it also assists in their proper and egéicient
use, thus increasing the product quality. The difference arises
from the fact that the former subject of marketing is an end
product whilst the latter is an input factor.

It is gratifying that bank executives in both countries
noted the fact that the methods of their operations may cause
some of the problems in lending. It can be expected that thé
solutions suggested may help in the amelioration of the
problems. The success of the efforts to solve lending problems,
however, will depend largely on the bankers' willingness to
change their attitudes to development financing. At the
present a large number of bank executives in the samples for
this enquiry appear to see only a passive role for the banks in
development financing. Given the experiences of India (see
Adewunmi, 198la) and Ghana (Ogbe, 1975), there is little doubt
that the 1ntr9duction of refinancing and guarantee schemes
will go a long way to altef the bankers' view and attitudes
to development financing.

The Nigerian bank executives have suggestea that farmers
should form co-operatives so that they can be enabled to lend
to them in bulk. This suggestion is not novel for it has been
put forward by conferences and seminars in the recent past in
Nigeria (see Ijere and Osuntogun, 1981). The small ;ize of
business units in both the agricultural and manufacturing
sectors in Nigeria justifies this repeated emphasis. Given

that situation, it will be near impossible for banks to
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increase their lending significantly.to these sectors
except this important step is first taken. Thus the
governments of the country must now give greater -attention
to the co-operative sector to enable it organise into

viable and creditworthy units.
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CHAPTER 9

THE PERCEPTION OF NIGERIAN COMMERCIAL BANKS’ LENDING
FUNCTION BY INDUSTRY

1 . INTRODUCTION

So far this study has focused on one side of the opinions
and picture of the lending function - the bankers' side. The
statistics of bankers' operations and their response to
questionnaires have been analysed and interpreted. To obtain an
independent opinion of the efficiency of their lending, it
seems only appropriate to ask the recipients of these services.
In this—;ay a balanced view of the lending operations of the
banks should be obtained. As the reséarcher is an outsider
to the banker-customer relationship, it is hoped that many of
the candid opinions that customers will hesitate to put t6 their
bankers can be expressed in response to his questiohnaire.
Hopefully these views of the customers so obtained might provide
a basis for self-examination for the banks and lead to desirable
improvements in their operations.

The sample of respondent