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1.
INTRODUCTION

Strategies for accelerating the pace of growth and sustained economic development continue to occupy the political and economic reforms agenda of many developing countries.  Developed countries of the world had at one point or the other enunciated policies, programmes, schemes and plans to achieve their developmental objectives.  In each case, an array of stakeholders including government at various levels, political parties, central banks, and private concerns like financial institutions and others such as multilateral and bilateral institutions have had to collaborate.
Very key to the achievement of development is the need for proper identification of development priorities, the financing gaps, coupled with a clear vision and commitment to addressing them.  In most transition and developing economies such as those of Africa, the central banks play important roles in the development equation, owing to the fact that they possess the drive and capacity for policy drafting, clout for securing the buy in of government and other stakeholders to ensure conclusive implementation.  To the central banks, attainment/maintenance of monetary stability and sound financial system would require beyond its traditional roles, interventions that empower all sectors (agriculture, micro, small and medium enterprises, rural development, services, trade and commerce amongst others) of the economy to access financial resources and contribute to economic growth.   
The Central Bank of Nigeria has over the years played key roles in development financing, some of which have been subjects of discuss in many past AFRACA related fora. The paper highlights the need for the involvement of central banks in development financing in emerging economies and shares the experiences of the Central Bank of Nigeria in this regard.  
Following the introduction, section two details out the perspectives and importance of development financing in emerging economies. Section three examines central banks roles in development financing.  The forth section is devoted to the development financing roles of the central bank of Nigeria, followed by lessons learnt and rationale for central bank involvement in development financing in section five.  The paper is concluded in section six with recommendations.
2.
PERSPECTIVES AND IMPORTANCES OF DEVELOPMENT FINANCING IN EMERGING ECONOMIES
Following damages to life and property as a result of the Second World War and the enunciation of the Marshal Plan to reconstruct Europe, the quest for strategic plans for development has continued to increase amongst countries.  In the 1940s and 1950s, it was believed that developing countries had surplus labor and that, what was needed was investment to accelerate growth and development.  Walter Rostow (1960) identified five stages of economic growth, each requiring different levels of investment.  In 1953, Ragnar Nurske advocated his theory of massive investment in urban industrial sector as essential to capital formation and structural transformation.  This was followed by mainstream development theories in the 1950s and 1960s supporting the exclusive importance of finance and investment in development objectives.   Development experience in the 1960s and 1970s observed that, in addition to finance, quality of the labor force, technological capabilities of firms and appropriate governments policies and enabling environment were necessary compliments.  Even though development thinking today places less exclusive emphasis on finance, there is a considerable clarity as to the undeniable fact that financial resources are essential.  Growth and development do not occur by accident, they take place through conscious, adequate and sustained levels of effort and investment. 
The escalating poverty levels in many countries, criticisms of past development financing strategies, and increased awareness of the need for coherent policies and programmes that would contribute to the accelerated achievement of the Millennium Development Goals (MDGs) have renewed the impetus for development financing in this century.   In most developing economies, a significant gap exist between the perceived demand for investment and the availability of domestic resources, owing to missing or ineffective institutions, low per capita income and hence low savings, limited private capital inflow, low government budgetary provisions and inability of market forces to play right.  

It becomes imperative to create the needed environment for mobilizing local and foreign resources (public and private) and effectively channeling them for development purposes.  The approaches chosen by most countries involve the adoption of meaningful and sustained economic and financial sector reform programmes guided by long-term vision and mission.  Consistent and coherent policy reforms that improve the financial system are therefore very crucial to creating this environment.  Domestic savings in particular, offer the most reliable sources of investment for the economic and social sectors transformation and should be the focus of development finance policies.  

Contextually, development financing encompasses the philosophy, objectives, strategies, institutional policy, legal environment and economic agents that provide or enhance the purveyance of finance for productive activities.  Such activities include agricultural production, value addition to primary outputs from farms, export, manufacturing, infrastructure development, micro, small and medium enterprises, services, trade and commerce, mining, health, energy, environment and education amongst others. 
Countries circumstances and the drive to have competitive edge in global and sub-regional economic dynamics through properly articulated development programmes had spurred varied strategies amongst countries. However the pace of development and the choice of strategies adopted to achieve this depended on available local resources, political will of governments, conduciveness to foreign direct investments and or private investment.  

Some countries have established institutional arrangements to drive their development processes and objectives (see Table 1).  Across the continents of the world, agricultural development finance institutions, guarantees, export finance through specialized banks and schemes and other specialized institutions were created.  While some of these programmes were abrogated partly because of global trends and partly because of inefficiencies, some have persisted.   What ever part countries of the world have chosen, development financing are being attended to in countries that are making remarkable impact in development programmes.  Countries like Japan, South Korea, Singapore, Malaysia, China, Philippines all have specialized development banks.  The same obtains in South Africa, Zimbabwe, Mauritius, Hungary, Turkey, Croatia and Kazakhstan.  All these underscore the fact that no country with development mission would expect that mission to be accomplished without proper arrangements to provide needed finance.

Various instruments have been used by various countries, institutions to finance their development projects.  In addition to local financial instruments, bilateral, international organizations and agencies, international financial institutions and international capital markets have been explored by countries.  Common instruments include regular loans, grants, risk reduction and risk management instruments, donations etc. (see Table 2)

Table 1: Development Finance Institutions in Various Parts of the Work

	S/No
	Region
	Development Finance Institutions

	1
	Northeast Asia 

	· The Korea Development Bank(KDB) 
· Bank of China
· China Development Bank(CDB) 

· The Bank of Mongolia 

· Trade and Development Bank of Mongolia (TDBM) 

	2
	Middle East and Africa 


	· Zimbabwe Development Bank (ZDB) 
· Development Bank of Mauritius Ltd. (DBM) 
· Development Bank of Southern Africa (DBSA) 

	3
	Russia, Central Asia, and Eastern Europe 

	· Kreditanstalt für Wiederaufbau (KfW) 

· National Bank of Uzbekistan (NBU) 

· Development Bank of Kazakhstan (DBK) 

· Croatian Bank for Reconstruction and Development (HBOR) 

· Hungarian Development Bank Ltd. (MFB) 
· Encouragement bank, Bulgaria 

· Industrial Development Bank of Turkey (TSKB) 

	4
	Latin America and the Caribbean 

	· Banco de la Republica Oriental del Uruguay (BROU) 
· Corporacion Financiera Nacional, Ecuador (CFN) 

· Banco Nacional de Fomento, Paraguay (BNF: original language only) 
· Banco Nacional de Desenvolvimento Economico e Social (BNDES) 
· Corporacion Financiera de Desarrollo S.A., Peru (COFIDE: original language only) 
· Nacional Financiera S.N.C., Mexico (NAFIN) 
· Banco Nacional de Costa Rica (BN: original language only) 

	5
	Southeast Asia and the Pacific 

	· Development and Infrastructure Bank of Malaysia (BPIMB) 
· Development Bank of the Philippines (DBP) 
· The Development Bank of Singapore, Limited 

· Industrial Development Bank of India (IDBI) 

	6
	International Organizations 

	· The African Development Bank Group (AfDB) 

· Asia Development Bank (ADB) 

· Asociacion Latinoamericana de Instituciones Financieras de Desarrollo (ALIDE) 

· Association of Development Financing Institutions in Asia and the Pacific (ADFIAP) 

· Association of National Development Finance Institutions in Member Countries of the Islamic Development Bank (ADFIMI) 

· Central American Bank for Economic Integration (CABEI) 
· European Development Finance Institutions (EDFI) 

· Inter-American Development Bank (IDB) *Central American Bank for Economic Integration (CABEI) 
· PTA Bank (Eastern and Southern African Trade and Development Bank)  

· The World Bank (WB) 

· World Bank Institute (WBI)


Source: http://www.dbj.go.jp/english/links/index.html

In addition to country based development efforts, international development organizations have been equally undertaking strategic steps to meet development challenges at global, regional and grassroots level. 

Table 11: List of Development Financing Instruments
	S/No
	Source
	Instrument 
	Total Estimated Annual Revenues

	1
	Bilateral Organizations
	· Regular loans

· Soft (Concessional Loans)

· Grants 

· Debts relief


	ODA of US$40.7 billion in 2002 with US$39.7 billion grant component

	2
	International Organizations (UN)
	· Regular Grants

· Special Purpose Grants
	US$ 12.0 billion in 2002

US$3.6billin grant component

	3
	International Financial Organizations

a. Multilateral Development Banks

b. International Monetary Funds
	· Regular loans

· Soft (Concessional Loans)

· Grants 

· Debts relief

· Risk Mitigation Instruments

· Equity Participation

· Debt Reduction

· Short Term Financial Assistance

· Concessional Funds

· Debt Management and Debt Relief

· Issuing SDR

· Trust Funds
	World Bank and RDBs disbursed US$34 billion in 2002

Net Flow was US$ 14 billion in 2002

	4
	Private Sources

a. Corporations

b. Commercial and Investment Banks

c. Private Foundations


	· Foreign Direct Investments

· Concessions

· Grants, donations, social responsibility activities

· Loans

· Risk Mitigation and Risk Management

· Debt relief

· Grants and donations
	Net Flow was US$ 147 billion in 2002 and US$ 135 billion in 2002

Total disbursements US$ 23.4 billion in 2002 and US$ 135 billion in 2002

Grants US$ 12.3 billion in 2002 in 2002



	5
	International Capital Markets

a. Bonds and other debt Instruments

b. Equity Investments 
	· Bonds and related instruments

· Equity Investment 
	US$ 61.6 billion in gr0ss issuance 2002 




3.
CENTRAL BANK ROLES IN DEVELOPMENT FINANCING 

In Europe, as early as the 13th century, government enacted legislation to help rural and urban dwellers combat poverty.   The Bank of England has a department or unit that administers its small and medium enterprises financing.  In Asia and Africa, central banks play vital rural intermediation roles. For instance, Bank Indonesia is currently involved in promoting priority sector lending primarily in favor of MSMEs,  micro-credit project for the poor and near poor persons and self-help group linkage to banks. It also engages in information dissemination, promotion/supervision of micro-lending, technical assistance and capacity building for micro-finance providers/clients.    The Philippine Central Bank, enacts specific regulatory guidelines for  rural /microfinance banks.  It promotes appropriate financial market policies, implements specialized microfinance promotion schemes and initiatives (rediscounting facility, Credit Bureau, rating agencies).  Some intensive training and capacity building for the core group of micro-finance bank examiners and managers of microfinance oriented institutions are undertaken by the bank through international microfinance cooperation and other initiatives.  
Similarly, the Central Bank of Mauritius sponsors credit scheme for sugar farmers who are the major foreign exchange earners in the country.  The Bank of Uganda has a Development Finance Department (DFD) which managed various lines of development credit and term loans in collaboration with accredited financial institutions.  In The Gambia, the Central Bank consciously operates microfinance supervisory unit to take care of peculiarities of its rural credit market.   The National Bank of Ethiopia undertakes development finance activities by providing technical assistance and promoting investment in micro financing businesses.  The Bank of Ghana has been involved in rural credit support through its rural/community banking system and has a Rural Finance Department that monitored and formulated appropriate policy in rural banking.  The Bank of Sierra Leone had a Development Finance Division that supervised the rural banking and rural export credit guarantee scheme of the country, while the Bank of Liberia actively participates in rural financing, manages a credit guarantee scheme and performs other developmental functions for the country. 
In the late 1980s and early 1990s some developing countries attempted to play down on their developmental responsibilities based on perceived trends in the global economy.  Such decisions had to be reversed because of the need to support the real sector as the engine of growth in their national economies.  This situation informed the repositioning of the former Agricultural Finance Department of the Central Bank of Nigeria (CBN) to Development Finance Department and with wider mandates, one of the reasons for developing the Microfinance Policy, Regulatory and supervisory framework for Nigeria (2005), consolidation of banks in Nigeria (2005), the reformed pension scheme (2004) and major reason for enunciating the on-going “Financial System Strategy 2020” (FSS 2020).
4. THE DEVELOPMENT FINANCING ROLES OF THE CENTRAL BANK OF NIGERIA
Lack of access to adequate formal production credit in Nigeria has continued to impair the harnessing of the economic potential of the productive sector, particularly the real sector and hence its contribution to growth and development.  One of the main challenges facing the country today is the need to devise appropriate mechanism for enhanced flow of credit and indeed, other financial services to empower the disadvantaged sector of the economy and segments of the population to better their lives and contribute to development.

The CBN has been involved in various intervention programmes to improve access to needed finance for development as far back as the early sixties.  The interventions take the form of collaborative programmes with the government, development partners, and other private entities to initiate and implement policies, establish programmes, schemes, and development finance institutions/specialised banks that promote increased development financing activities.  

4.1
Strategies Adopted by the Bank
4.1.1
Creation of specialized Department

To drive the development finance mandates of the Central Bank of Nigeria, the Bank restructured and re-engineered the processes of it’s Agricultural Finance Department and renamed it Development Finance Department in 2003.  The core mandates of the Development Finance Department are to:

· Identifying commodities and development finance market failures as well as designing strategies and policies for addressing them.

· Formulating policies, regulatory and supervisory framework for micro, small and medium enterprises/rural and agricultural finance.

· Identifying development priorities, designing appropriate implemention strategies and finding alternative funding sources.

· Monitoring and evaluating the impact of development finance initiatives.

· Advising government and the CBN Management on development financing issues,  
· Implementation of some special programmes and schemes.

· Identifying, evaluating and coordinating international development finance assistance.

4.1.2
Implementation of specialized programmes and schemes
The schemes and programmes which the Bank had implemented over the years include:

(i)
Schemes for Financing of Primary Production

· Agricultural credit guarantee scheme

The Agricultural Credit Guarantee Scheme Fund (ACGSF) was established by Decree 20 of 1977.  The Fund has a capital base of ^3billion, contributed by Federal Government (60 percent) and Central Bank of Nigeria (40 percent).   Under the scheme, any defaults suffered by banks in the course of lending to the agricultural sector is settled to the tune of  75% of the defaulted amount after netting out securities pledged.    The aim is to encourage the banks to support the agricultural sector which they often perceive as too risky for financial intermediation.   It is also to raise the aggregate level of agricultural output and economic activities, create jobs and check rural – urban migration. The Bank has developed several products under this Scheme to further encourage banks to lend to agriculture. Such include the Trust Fund Model (TFM) etc.
· Agricultural credit support scheme

The Agricultural Credit Support Scheme (ACSS),  introduced in 2006 through the joint  initiative of the Federal Government and the Central Bank of Nigeria and the Bankers’ Committee. With a prescribed fund of ^50.0billion, the ACSS was introduced to enable farmers exploit the untapped potentials of Nigeria’s agricultural sector, reduce inflation, lower the cost of agricultural production generate surplus for export, increase Nigeria’s foreign exchange earnings as well as diversify its revenue base. At national level, its activities are carried out by a Central Implementation Committee (CIC), while those of  the Federal Capital Territory (FCT) and states are carried out by State Implementation Committees (SICs).  The Scheme is geared toward lending mainly to large scale commercial agriculture.
To access loans under ACSS, applicants (practicing farmers and agro-allied entrepreneurs with means) are encouraged to approach their banks for loans through the respective state chapters of farmers’ associations and State Implementation Committees. However, large scale farmers are allowed to apply directly to the banks in accordance with the guidelines.  ACSS funds are disbursed to farmers and agro-allied entrepreneurs at 14.0 per cent interest rate. While the farmer pay 8.0 percent  to the bank , the Central Bank of Nigeria off-set the balance 6 percent in favour of the borrower. The 14 percent is inclusive of all charges, thus reducing the effective rate of interest paid by farmers to 8.0 per cent.
· Interest Draw-Back programme
This was introduced with effect from 2003 lending season and has a capital base of N2.0 billion, separate from the ACGSF and funded jointly by the Federal Government of Nigeria and the Central Bank of Nigeria in 60:40 shareholding ratio. It was introduced to reduce the effective borrowing rate for farmers especially smallholders who borrow under the ACGSF.  

 (ii)
Policies/chemes for Micro, Small and medium Enterprises Financing
Small and Medium Enterprises Equity Investment Scheme (SMEEIS)
The Small and Medium Enterprises Equity Investment Scheme (SMEEIS) was initiated in year 2001 by the Bankers’ Committee  and requires that 10 (ten) percent of the profit after tax (PAT) of banks be set  aside by deposit money banks  annually for investment as equity and or loans in small and medium industries. 

For this purpose, a small and medium enterprise is defined as any enterprise with a maximum asset base of N1.5 billion (excluding land and working capital), and with no lower or upper limit of staff.  The activities in respect of which the SMEEIS funds could be applied include those in the real sector of the economy, with the exclusion of trading. Specifically the Scheme covers agro-allied, information technology and telecommunication, manufacturing, educational establishments, services, tourism and leisure, solid minerals and construction. However, the scheme was discontinued in 2007 and made optional. Banks are no longer required to mandatorily set aside 10 percent of their profit after tax for the scheme.
· Microfinance Policy
In Nigeria, the Central Bank perceives the provision of microfinance services as critical to its role of promoting development and maintaining monetary stability.  The Bank believes that the best approach to achieving that objective is through specially crafted private sector institutions.  On 15th  December 2005, the Bank launched the Microfinance Policy, Regulatory and Supervisory Framework for Nigeria to guide the activities of microfinance institutions and bring them under its supervisory and or promotional purview. 
The microfinance policy and regulatory guidelines aims to create an effective all inclusive microfinance sector capable of providing adequate financial services for millions of active poor Nigerians on sustainable basis.  It gives direction on harmonization of operating standards, professionalization and coordination of the operations of NGO-MFIs and microfinance banks.   It represents “a starting point for prosperity” as detailed out in the country’s National Economic Empowerment and Development Strategy (NEEDS).  The policy emphasizes partnership between people and government in the mobilization of resources for investment and productivity. 

The policy provides the legal authority for various institutions to provide microfinance services. These are as detailed out below:

· Universal Banks: Universal banks can either grant loans to micro entrepreneurs through established departments/subsidiaries or through linkages with microfinance institutions. The activities of such banks shall be subjected to the provisions of the guidelines for the regulation and supervision of MFBs.  
· Microfinance Banks: These are licensed institutions either as unit banks with ^20 million minimum capitalization or state wide banks with ^1.0 billion minimum capitalization.  These banks provide uncollateralized financial services to the  large segment of the potentially productive Nigerian population which have little or no access to financial services;
· Non-Governmental Organization - Micro Finance Institutions (NGO-MFIs): These are credit-only, membership-based microfinance institutions which have been playing key roles in microfinance. They can engage in the provision of micro credits to their targeted population.  However, they are not allowed to mobilize deposits from the general public. These organizations are being nurtured by the CBN on continuous basis to enable them meet the conditions for being licensed and transforming to MFBs. 
· Micro Credit Fund
In furtherance of efforts to ensure steady flow of funds in the Small and Medium Scale Enterprises (SMEs), particularly micro enterprises, the Bankers' Committee has with effect from February 2008, established a Micro Credit Fund (MCF).  The Fund has started operations with the balance of the Small and Medium Enterprises Equity Investment Scheme (SMEEIS) which was put at ^20.3 billion as at December 2007, while annual contributions of 5 percent of profit after tax would continue to be made by each bank to grow it to N100 billion by the end of 2010 by setting aside 5 percent of their profit after, annually. The major objective of the MCF is to complement the poverty and small and micro credit interventions of government and the activities of the microfinance banks in supplying a large but cheap source of finance to the small and micro entrepreneurs.  Under the Fund, state governments can engage in wholesale borrowing from the banks and on-lend to more entrepreneurs in their respective states through channels acceptable to the CBN.

 To access the fund, the states would have to put in place appropriate institutional arrangement for disbursing and recovering the amount to be accessed which shall be confirmed by the CBN, as well as monitoring mechanism to ensure efficient utilization.  In situation where the state governments are unable to exhaust the fund set aside by the banks in any year, micro finance banks and non governmental organisation micro finance institutions could borrow from the fund for on lending to small and micro enterprises.
(iii)       Promotion of Specialised Development Finance Institutions

Further more, the CBN has grealtly influenced the development of the Nigerian financial system through the promotion of and continued support to specialized development finance institutions. These include the following:

· Nigerian Agricultural Cooperative and Rural Development Bank (NACRDB)

· The Bank of Industry (BOI)

· The Nigerian Agricultural Insurance Corporation

· Federal Mortgage Bank of Nigeria (FMBN) and
· Nigerian Export-Import Bank (NEXIM) 

.

The central Bank of Nigeria share holding in the is forty percent sexcept in NEXIM where it has fifty percent contribution.  
 (iv)       Programmes for Technical Capacity Building of Institutions and Entrepreneurs 
· Training for Microfinance Banks Operators and Regulators
In order to achieve the objectives stated in the microfinance policy, the Bank is putting in place a microfinance management certification programme. The certification system is expected to develop skills and competencies required by the regulators and microfinance managers to efficiently and profitably run their respective institutions and provide sustainable services, in congruent with the best practices for the microfinance sub sector. The objectives of the programme include the following:

· To provide effective and appropriate standards for the microfinance sub-sector.

· To build the capacity of the microfinance practitioners in order to provide sustainable microfinance services.

· To offer all microfinance practitioners the opportunity to be certified.

· To create a strong, professional and self sustaining Microfinance Bank Certification process.  

· Entrepreneurship Development Centres
As a complement to its microfinance policy and also to ensure the sustained supply of skilled entrepreneurs  to take advantages available to Micro, Small and Medium Enterprises (MSMEs), the Central Bank of Nigeria (CBN) in 2006 initiated plans to complement the efforts of the Small and Medium Enterprises Agency of Nigeria (SMEDAN), National Directorate of Employment (NDE), National Poverty Eradication Programme (NAPEP), Industrial Training Fund (ITF) etc by establishing one Entrepreneurship Development Centre (EDC) in each of the six geo-political zones in Nigeria.  This is to encourage private entrepreneurship, self employment, job creation, income growth, poverty eradication and economic development.

The Centres provide physical structures, training materials, equipment, human resources and other facilities that are internationally competitive, effective and sustainable.  The EDCs have already commenced operation on eighteen monthes pilot basis in three locations namely Kano, Onitsha and Lagos.  It is expected that the Bank’s initiative will spur other stakeholders to support entrepreneurship education in the country. 

The CBN concept is hinged on five main components, namely principles, funding, practice, products and marketing.  Its is to build a pool of skilled customers for the MFBs and ensure that they do not go under in their servicing of micro clients. 
(v)
Financial sector reforms

· Consolidation of banks 

Consolidation of banking system is one of the most notable contemporary measures to shape and reorder the financial landscape in Nigeria.  It is aimed at repositioning the financial sector to achieve capital adequacy that is consistent with international standard and regulatory provisions, deliver adequate and appropriate services, particularly the funding of the real sector of the economy and ability to compete in the global economy.   The two key components of the consolidation were the (i) requirement for the banks to increase their shareholders funds to a minimum of N25 billion and  (ii) to consolidate their operations through mergers and acquisitions.

Consolidation in the Banking system was aimed at establishing a healthy banking sector that is better placed to perform its financial intermediation role at minimal cost and effectively providing needed services.   It was a deliberate policy response to correct obvious or impending banking sector crises and subsequent failures.  

As at today, total of 24 banks have emerged from 89 banks.  All have complied with the required minimum capital of ^25 billion.   These banks are now well capitalized and public confidence has soared and the banking system is now better placed to support development financing.   Some of them have increased their agricultural lending portfolios while others have been conceptualizing on infrastructure finance.  It is envisaged that cost savings through technological advances and risk diversification would free more funds for real sector financing, while competition resulting from participation of large banks would be expected to bring down the cost of borrowing and attract more private investors.  
· Financial System Strategy

Against the background of huge development potentials such as natural resources, industrialization, human resources, tourism, mining, the CBN in collaboration with the Federal Government of Nigeria launched the Financial System Strategy 2020 (FSS2020) in 2007.  The strategy derives from the believe that the financial system is the instrument for driving and sustaining economic growth and development in the country and repositioning it was imperative. 

The FSS 2020 is a robust strategic financial system plan that encapsulates reforms in the insurance, banking, pension funds management and the capital markets.  It is fully synchronized and integrated with the on-going economic reforms, articulated to support the seven point Agenda of the current adinistration ( provision of critical infrastructure, restoration of lasting peace to the Niger Delta region, through empowerment of the people, achievement of national food security, human capital development, improved land tenure and home ownership, national security and intelligence and wealth creation).  The key elements of the strategy are strengthening of the domestic financial markets, enhancing integration with external financial markets and establishment of an international financial centre, making Nigeria the financial hub of Africa by year 2020, using improved financial system as growth catalyst and maiatenance of macro economic stability.

.
4.2
Performance of Various Initiatives 
One of the crucial questions that will crave the attention of discussants in a programme of this nature is how far has the development financing initiatives of the Central Bank of Nigeria impacted on the economic development of the country.  In particular to what extent have these initiatives achieved the objective of increased flow of funds and investment for development purpose.  
The performance indices are as shown below:

	Intervention
	Performance

	Agricultural Finance:


	· ACGSF: 569, 940 valued ^22.5 billion as at August, 2008
· ACSS: ^109 valued 17.20 billion as at August, 2008



	SMEEIS:  
	· 332 projects worth ^26.0 billion financed as at August, 2008


	Microfinance Policy
	· MFBS: Over 770 licensed as at August, 2008

· Universal Banks With Subsidiary MFBS plans: 3 as at August, 2008 

· Universal Banks With Linkage Arrangements: 4 as at August, 2008
· Total assets/liabilities of the MFBs rose by 37.0% to ^75.6 billion

· Paid up capital of the MFBs increased by 35% to ^11.2 billion in 2007

· Shareholders funds increased by 70% to ^21.8 billion


	Banking Sector Consolidation
	· No of Banks: 24 as at December, 2007

· Number of branches increased from 3,468 in 2006 to 4,579 in 2007 (32% increase)

· Aggregate financial savings rose from ^1,867.8 billion in 2006 to ^2,949.8 billion (57%) in 2007

· Credit to the Private Sector increased by to ^2,289.2 billion (98.7%) in 2007 compared with 2006

· Ratio of total assets of banks to GDP increased from 71.7% in 2006 to 82.3% in 2007

· The DMBs total liabilities to GDP rose from 15.4% in 2006 to 17.6% in 2007 

· Banking sector contribution to market capitalization of quoted companies:

Year

Total Capitalization 
Banking Sector
%

Trillion ^

Trillion ^

2003:

1.3 


0.4


26.7


2004

1.9


0.7


32.4

2005

2.9


1.2


41.4

2006

5.1


2.1


41.2

2007

13.3


6.4


48.1

· Banking Sector contributed 66.3% of new issues in 2007



	Technical Capacity Building
	· EDCS: over 1000 university graduates and secondary school leavers trained in less than six months.
· Interim Capacity Building: over 3,200 MFB staff trained

· Training of Regulators: 60 already trained and another 60 to complete their training in September, 2008.




4.3
The Future Expectation
Central Bank of Nigeria main focus is to make Nigeria one of the twenty largest economies in the world by the year 2020. It intends to actualize this through its ‘Financial System Strategy 2020’’ (FSS2020) by consciously engaging in development finance initiatives that would create the desired environment for greater private sector participation in the funding of development projects.  

Some commercial banks in the country are proactively engaging in issues reating to infrastructural financing and diaspora mobilization initiatives. 

5.
LESSONS LEARNT AND RATIONALE FOR  CONTINUED CENTRAL BANK  INVOLVEMENT IN  DEVELOPMENT FINANCING

The statute establishing the CBN in section 27(1)(1) Decree No. 24 of 1991 states inter alia that the Bank shall be: “Promoting the development of money and capital markets in Nigeria or stimulating financial or economic development…” This saddles the Bank with the task of establishing a mechanism that would broaden the financial system to stimulate development financing in Nigeria.  The ultimate aim of such a role is to promote even development.  Because most African countries are at the bottom of the ladder of development, African countries Central Banks will need to support development financing for the following reasons:

(i) Challenge of Monitoring of Rural, Micro and Agricultural Finance Markets in the Economy

The pursuit of the traditional function of price stability, low inflation rates and long term growth would require not only paying attention to urban formal financial markets as is often the case, but also to the rural/micro financial markets.  This is particularly so, because majority of the population (about 75% in Nigeria), live, work and keep their financial resources there and as such, there is the need to build a financial system that caters for the majority. 
(ii) Need for Appropriate Intervention Mechanisms

Development finance, particularly at the grassroots, requires peculiar products in both money and capital markets.  For instance, while tangible collateral requirements are essential and effective in urban credit delivery, rural/smallholder/micro borrowers do not have such assets to pledge for loans.  Appropriate products and methodologies that requiring the promotion of the central banks  will prove worthwhile.  

(iii) The need to Provide framework for Properly Integrated and Effective National Financial System

The proliferation of informal and unregistered deposit taking institutions is typical of the 1990s even in the urban areas of many African countries.  Central banks should consciously devise means of determining the viability of these institutions and probably bringing them under formal license, regulation and supervision, while at the same time providing support for their effective and efficient operation.  This will require multi-disciplinary manpower that transcends what obtains in the regular departments of most central banks.  Highly specialized development finance staff could provide appropriate promotional guidance that will assist to remove often perceived inhibitive and restrictive posture of regulators.   

(iv) Complimentary Role on  Government Programme

Governments of African countries have the responsibility to look into ways of assisting the rural/micro sector particularly agriculture to grow, develop and contribute to national economic development.  This would be by way of special programmes, policies and strategies that cannot succeed in themselves without appropriate financial backing and support by central banks to encourage financial institutions and other services providers to participate in rural development.  In this situation, the banks would be depended upon to provide necessary financial counseling and guidance. 

(v) Experience From other Countries 

Various countries all over the world and their Central Banks are particularly conscious of the development financing.  They have realized that achievement of monetary stability hinges on how well they pursue a balance between urban and rural sector development.   Some have created special department to address the issues involved and as such, African central banks should follow suit as part of their own social responsibility.
6.
RECOMMENDATIONS AND CONCLUSIONS
The approach to development finance over the years had tended to be segmented, uncoordinated, politicized and largely unsustainable. Various institutional channels of delivery have been tried, targeting different sub-sectors with varying degrees of funding and sustainability. The most popular channels have been development finance institutions (DFIs) operating with treasury funds or concessionary multilateral financing.  The performance of these institutions has been constrained by the conflict of welfare and sustainability objectives with disappointing outcomes.  There is therefore the need to re-visit the entire strategy and delivery approaches to achieve synergy, cost-effectiveness and sustainability.  

In order for African central banks to effectively intervene in development the following are recommended:
· Creations of Specialized Departments to shoulder the development finance roles and responsibilities

· Properly trained staff with specialization in rural, micro, small, medium enterprises finance, agricultural finance, project management to man the development finance department

· Targeting of globally integrated and focused policies, programme and schemes that are seamlessly adapted to local environments.

· Promotion of support institutions for enabling the private sector to deliver financial services

· Strategic collaboration with relevant stakeholders in the drafting and implementation of relevant policies and programme

DEVELOPMENT FINANCE DEPARTMENT,

CENTRAL BANK OF NIGERIA,

ABUJA

SEPTEMBER, 2008
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