
Honourable Remi Babalola 23
rd
 October 2007 

 

Page 1 of 9 

KEYNOTE ADDRESS DELIVERED BY THE 

HONOURABLE MINISTER OF STATE FOR 

FINANCE, REMI BABLOLA, FCA, HCIB,  

AT THE 1ST ANNUAL BANKING & FINANCE 

CONFERENCE OF THE CHARTERED INSTITUTE 

OF BANKERS OF NIGERIA  

 
 

CATALYZING EMERGING ECONOMIES 

THROUGH FINANCIAL SERVICES 
 

 

President and Chairman of Council – Mrs Madubueze, All Past 

Presidents of the CIBN, other members on the high table, a very warm 

morning to all our members, distinguished ladies and gentlemen.  

It is my pleasure to join you today for this important and timely 

discussion of the theme “Catalyzing Emerging Economies through 

Financial Services.” A few months ago, I would have been sitting in the 

audience as a private sector practitioner and a member of this glorious 

body of professionals. Today, I stand before you representing the 

President and Commander-in-Chief of the Armed Forces, Alhaj Umaru 

Musa Yar’adua, GCFR. Given the importance of the financial system 

in the development of any economy, it is imperative that this type of 

engagement takes place often in the service of our fatherland. 
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The President said this morning at the breakfast session and I 

quote “We expect the Financial System to play a more visible role in 

supporting the Real Sector”. 

Role of the Financial System 

2. Financial systems have long been acknowledged to play an important 

role in economic development. The financial sector is recognised as a 

catalyst of economic growth, provided it is well-organised, developed, 

robust and healthy, otherwise it becomes a cancer or poison. The benefits 

accruable from a healthy and developed financial system relate principally to 

its savings mobilisation and efficient financial intermediation roles.  

 

3. First, through the financial intermediation functions of the financial 

institutions, savers and borrowers are linked up and this reduces transactions 

and search costs. Second, they create liquidity in the economy by borrowing 

short-term and lending long-term. Third, they reduce information costs, 

provide risk management services and reduce risks involved in financial 

transactions. Fourth, the intermediaries bring the benefits of asset 

diversification to the economy. Fifth, they mobilise savings from atomised 

individuals for investment, thereby solving the problem of indivisibility in 

financial transactions. Finally, mobilised savings are invested in the most 

productive ventures irrespective of the source of the savings. 

 

4. In a situation where the financial system is repressed, it is clear that 

the above benefits will be lacking. In this type of situation, there would be 

need for reform in order to: 
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• increase the size of domestic savings channeled through the formal 

financial sector;  

• improve the efficiency of financial intermediation; and  

• enhance the effectiveness of monetary policy.  

 

Financial Sector Reforms 

 

5. The primary objective of virtually every economic reform programme 

is to achieve high and sustainable growth. In doing this, the major drivers of 

such growth, such as agriculture, manufacturing and trade services are given 

adequate attention. However, for the reforms to have the desired impact on 

the real sector, then it is essential that the financial sector must be reformed 

too.  This is because of its critical role in the mobilisation of financial 

resources and because it acts as a conduit for monetary policy actions to the 

real economy. Hence, many African countries have implemented financial 

liberalisation programmes as a component of structural adjustment 

programmes under varying financial structures and different macroeconomic 

conditions. 

 

6. The main objective of financial sector reform, broadly defined, is to 

increase the size, improve the efficiency and raise the diversity of the 

financial system of the reforming economy. This objective is attained 

through financial liberalisation which is viewed as the process of moving 

towards market determined interest rates as well as market-determined 

prices on all classes of financial products; banking system characterised by 

symmetric entry and exit conditions to all participants; increasing 

internationalization or the opening up of domestic markets to international 
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competition; and limited barrier to the introduction of new financial 

products.  

 

7. Not long ago, our financial system was characterized by interest rate 

controls, selective credit guidelines, ceilings on credit expansion and use of 

reserve requirements and other direct monetary control instruments. The 

apathy of banks towards small savers, particularly at the grass-root level, not 

only compounded the problems of low domestic savings and high bank 

lending rates in the country, but also reduced access to relatively cheap and 

stable funds that could provide a reliable source of credit to the productive 

sector at affordable rates of interest. The structure of the banking system 

promoted tendencies towards a rather sticky behavior of deposit rates, 

particularly at the retail level, such that, while banks’ lending rates remain 

high and positive in real terms, most deposit rates, especially those on 

savings, are low, if not negative. In addition, savings mobilisation and 

lending at the grass-root level need to be encouraged. 

 

The Reform of the Financial System 

 

8. The overall agenda for the reforms as it affects the financial system 

include the following: 

• Ensuring exchange rate and price stability 

• Managing interest rate for stability and development 

• Macroeconomic coordination 

• Vigorous pursuit of the developmental role of the Central Bank 

• Improvement of the payments system 
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• Financial sector diversification and regulatory reforms 

• Strategies for integrating Nigeria’s financial system into the African 

regional and global financial system 

 

9. The first phase of the economic reforms designed to ensure a 

diversified, strong and reliable banking sector was the strengthening and 

consolidating the banking system. This was expected to ensure the safety of 

depositor’s money, play active developmental roles in the Nigerian 

economy, and make Nigerian Banks competent and competitive players in 

the African regional and global financial system. The overall beneficiaries of 

the reforms were the ordinary depositors who will have the assurance of the 

safety of their funds, the entrepreneur at all levels who will have a stronger 

financial system to finance their businesses, and the Nigerian economy 

which will benefit from internationally connected and competitive banks 

working to mobilize international capital for the development of Nigeria. 

 

Vision 2020 

 

10. The successful execution of the NEEDS initiative creates enormous 

responsibilities for the financial system. At the same time, Nigeria has been 

recognized in a report by Goldman Sachs as one of the 11 countries in 

the world with the people and resources that have the potential of being 

one of the 20 biggest economies by the year 2020; hence the tag Vision 

2020. 
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11. Empirical studies have shown that the financial development 

growth nexus move in tandem with the traditional growth determinants 

– investment rate, employment growth, etc. The implication is that 

financial sector development is crucial for Nigeria to be able to sustain 

growth in the future. 

 

12. There are some questions to ponder;  

• What is the financial depth of our economy measured as broad 

money (M2) to GDP? 

• What is the level of our Bond market development? 

• What is the proportion of private borrowing, i.e. credit to the private 

sector as a percentage of non-oil GDP? 

• What proportion of money is outside the banking system? 

• To what extent are banks able to create money through the granting 

of credit facilities? 

These questions and many more should occupy our minds in our race to 

2020. 

 

13. It is clear that this vision cannot be achieved without a virile 

financial services sector. In the Nigerian case, it has been suggested 

that we need a minimum GDP growth rate of at least 13% annually 

over the 13-year period. The responsibilities of the financial services 

sector include the following: 
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• Provision of long-term financing for big projects, especially 

financing of infrastructure, with emphasis on power, transport and 

water. 

• Financing the development of local content in the oil exploration and 

production, and other extractive industries 

• Financing agriculture to achieve the target growth rate of 6% p.a, and 

achieve a food export target of USD$3billion by 2007 

• Financing for the construction of affordable houses, and provide 

mortgages of appropriate tenors at affordable interest rates. 

• Provision of start-up and working capital for SMEs 

• Provision of venture capital for commercialization of technological 

innovations. 

• Provision of micro-credits to strengthen the informal sector, increase its 

productivity and reduce poverty 

 

Challenges 

 

14. The financing requirement of NEEDS from 2003-2007 has been put at 

N7.5 trillion (US$57.15bn). The desired financing has to be of medium and 

long term nature, at single digit. Lending rates are in the region of late teens 

and beyond, and lending is concentrated in the short term owing to the 

dearth of long term savings. The quantum of government domestic debt by 

way of Treasury bills and bonds alone (about 72%) relative to domestic 

deposits constitutes a major impediment to project financing. 
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15. The huge gap between financing needs and the available financing 

capacity represents major area of concern in the reform process. In order to 

improve the capacity of the financial services industry to meet the national 

financing requirements of our emerging economy, the following imperatives 

appear necessary: 

 

• Reduction in Government demand for credit to induce interest rate 

reduction and increase the quantum of credit available to the private 

sector.  

• Mobilisation of cheap long-term savings: 

A major step in this direction is the Pension Reforms just concluded. This 

is a framework for creating a substantial pool of long term funds under 

efficient management. 

• Eliminate inefficiencies and wastes in the management of public sector 

interventions in specialised sectors. The model of using specialised 

development institutions to meet the needs of the real sector, which 

financial institutions relying purely on market forces would avoid, 

appears to have achieved limited success globally, and is even worse in 

our local case. This is the case with numerous government institutions 

and parastatals, most of which have over lapping functions and are 

bugged down by bureaucracy.  

• Also, fiscal incentive could be given to commercial banks as an add-on 

for mortgage finance, project and development lending.  

• A related development has been the reform of the Insurance sector, 

though not yet concluded. The industry’s equity base is being 

strengthened to enhance their underwriting and risk retention capacity. 
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• With specific reference to the banking sector, the diversification of the 

productive base of our economy remains a fundamental challenge of 

economic management, and banks will increasingly be challenged to 

become more innovative in their intermediation function and especially 

to increase financing to the productive sector.  

 

Conclusion 

 

16.  Nigeria’s economy is fundamentally changing for the better. While it is 

settled that the private sector has become the main source of sustainable 

growth, its access to external finance through the financial system is 

extremely limited. A growing share of our savings should be invested in 

expanding the productive capacity of the economy, rather than in real estate 

and foreign financial markets. 

 

17.  The financial services sector has a critical role to play as we journey 

towards the year 2020. No nation has successfully developed in recent 

history without a robust financial services sector. As practitioners, we must 

all contribute our quota towards achieving this aim. Available evidence 

suggests we are on the right path. We must continue with more endeavour. 

 

18.  I thank you all for listening. 

 

Remi Babalola 

Honourable Minister of State for Finance 


