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ABSTRACT
This research is‘exploratory and is intended to help us
- understand the diverse interests and forces that helped shape
various developments in the Nigerian banking industry, during
the pre-independence era. The study investigates the
activities of colonial banks in British Nigeria. Emphasis is
placed on the dealings between these colonial banks and the
Africans and the claim, by the Africans, that these foreign
institutions were unhelpful to thém. The motives and
activities of the indigenous banks, subsequently established
by the Africans, are also examined.

Furthermore, the study investigates the different modes
of bank regulation while Nigeria was a British Colony,
studying the extent to which bank regulation in Nigeria has
been influenced by that in other countries, and examining the
complex role of banking sector regulation in a developing
economy where banks have often been used overtly as
instruments of political policy. Special emphasis is placed on
the forces that helped shape the law and enforcement of
banking regulation and the structure of the emergent
regulatory institution.

This research makes a contribution in a number of areas:
(1) to our understanding of how banking regulation operates in
a highly politicised environment (2) to our knowledge of the
diffusion of banking practices and ideas and the significance
of political control and social contact to the diffusion
process and (3) to our appreciation of the forces shaping

banking regulation over a long period.
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CHAPTER ONE

INTRODUCTION

1.1 Preamble

This thesis investigates the diverse interests that
helped shape banking developments in pre-independence Nigeria.
The study is historical and relies extensively on archive
materials. To help us understand these developments, this
study appeals primarily to the two main theories of regulation
(public interest theory and capture theory).! Such theories,
it is hoped, will help provide insights and perhaps answers to
some of the questions that arise in the study of banking in
Colonial Nigeria. These questions include, among others: Why
did foreign banks come to Nigeria; Why were these banks
unhelpful to the Africans; Why did these colonial banks remain
unregulated for a long time; Why did the Africans establish
indigenous banks; What factors precipitated the indigenous
banking boom and (doom) of the 1940s and 1950s; Why were some
ailing indigenous banks helped and others allowed to wind up;
What factors impacted on the provisions of the 1952 banking
legislation; What precipitated the African Continental Bank
Crisis and why did the Colonial Government take so much
interest in probing it; Why was the Nigerian Central Bank set
up and what factors impacted on its 1legislation; Why did
Barclays Bank (Dominion, Colonial and Overseas) reverse its

credit discrimination policy, against the Africans, in the

! See chapter 2.
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1950s and why did this meet with disastrous results?

Answers to the above questions will make a contribution
in a number of areas: (1) to our understanding of how banking
regulation operates in a highly politicised environment (2) to
our knowledge of the diffusion of banking practices and ideas
and the significance of political control and social contact
to the diffusion process and (3) to our appreciation of the
forces shaping banking regulation over a long period. There
have been few, if any, studies focusing on the regulation of
a particular industry over such a long period in a developing
country. Subsequent chapters of this thesis will, therefore,
attempt to answer the above questions.

Evidence from this thesis shows that neither the capture
theory nor the public good theory can fully explain the
rationale for banking regulation in pre-independence Nigeria.
A combination of both theories leads to a better understanding
of the various banking developments in the colony. The
regulatory process, encompassing regulation formulation and
regulation implementation, is often politicised. In pre-
independence Nigeria, the Colonial Government, which
officially defended regulation on grounds of public interest,
saw regulation as a tool for protecting British banking
interests, where such interests were compatible with those of
the Colonial Government. Very little attempt was made to take
the needs and desires of the Africans into consideration.
While the Colonial Government relied on ’‘experts’ to achieve
its aim of influencing the regulatory process, African

Nationalists relied on nationalist sentiments to counter what

12



they considered as unfair regulation.

Throughout the pre-independence era, for instance, the
Colonial Government always encouraged British banks to merge
their interests in order to create monopolies. There was
besides no attempt to regulate the excessive service charge of
colonial banks in the colony.? When poorly capitalised, poorly
staffed and sometimes fraud infested indigenous banks emerged
with the aim of aiding Africans, the Colonial Government
reacted with regulation. Regulation was defended by the
Colonial Government and Bank of England ’‘experts’ on grounds
of public interest. Yet schemes like deposit insurance and
training facilities for indigenous bankers, which may have
served the public interest even more, were never put in place.
The fact that the United Nations and some other banking
experts recommended such schemes did not change this fact.?
Regulation that was thought to constitute an unnecessary
hindrance to the activities of foreign banks was conveniently
avoided, an example being the issue of banking inspection.*

Where external regulation is absent or weak, control
becomes mainly an internal matter. An example is in the area
of bank credit policy. The limitations of internal controls in
an era of change are developed in the chapter dealing with the
accounting and control consequences of a politically motivated
experiment by Barclays Bank (DCO) to liberalise its credit

policies towards Africans. The evidence in that chapter

? See chapter 3.
3 See chapter 4.
* See chapter 5.
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suggests that internal control is not always a substitute for
external regulation and that individual enterprises may not be
the best judges of their economic and political self.®

The Colonial Government also used regulation as a tool to
settle political scores. For instance, although the
circumstances surrounding the investment of public money in
the African Continental Bank (ACB) rightly provoked worry in
colonial circles, the main reason why the Colonial Government
expended enormous resources investigating the African
Continental Bank was to discredit the bank’s owner, Dr
Azikiwe, an "anglophobe" nationalist 1leader.® This thesis
further provides evidence that Colonial Office stopped at
nothing to ensure that its views reigned paramount. On the
issue of a central bank, for instance, the Bank of England
'expert’ who investigated it was instructed to stamp on the
idea. The Bank of England also employed questionable tactics
in order to get the International Bank for Reconstruction and
Development (IBRD), which took a contrary position on the
issue, to change its mind.” The next section will review the

existing studies on Nigerian banking history.

1.2 Literature Review

Banking developments in pre-independence Nigeria® have

> See chapter 8.

¢ See chapter 6.

7 See chapter 7.

8 The country that is now Nigeria first came into being
in 1914 with the amalgamation of Northern and Southern

Nigeria. For the purposes of this thesis, however, it is
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been a subject of research since the colonial era. Perhaps the
first comprehensive, but unpublished, study in this arena was
undertaken by Mars.’ Some subsequent researchers in this area
however benefitted from the Mars’s study. For instance, Newlyn
and Rowan (1954), which is widely cited as the foundation
treatise on banking in colonial Nigeria, acknowledged Mars'’'s
unpublished study.!® Newlyn and Rowan’s study, which covered
the period up to 1951, attempted to describe the monetary and
financial institutions then in existence and analyze the
operations of the existing institutions in the context of the
economic and social policies at the time. The text was
therefore contemporary and comparative, with little emphasis

on the archive. As Newlyn and Rowan explained:

The method we have adopted is comparative rather
than historical. Our concern has been with the
monetary and financial institutions as they are now,
and not in the way in which they have evolved over
the past.... This approach to the subject would have
been less justified if our primary purpose had been
to give an historical account of the development of
the territories’ monetary and financial systems.?

Brown (1966), following in the footsteps of Newlyn and
Rowan, described and analyzed the developments in the Nigerian

banking system from 1950 to 1963. Again, there was 1little

convenient to use "pre-independence Nigeria" even when we are
discussing events and territories prior to the amalgamation.

® The date of this pioneer study is unknown. However, a
"very brief extract" of the study was subsequently published
in 1948.

0 p.25. Also note that the sections of the book dealing

with Colonial Nigeria relied heavily on Rowan (1951, 1952).
1 1954, pp.v-vi.
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archival support for his thesis. Despite the above approach,
Newlyn and Rowan (1954) and Brown (1966) remain, till date,
the must important studies on banking in pre-independence
Nigeria.

Some of the colonial banks active in the region at the
time have also commissioned their own histories. An example is
the history of the Bank of British West Africa (Fry, 1976) and
the history of Barclays Bank (DCO) written by Crossley and
Blandford in 1975. Besides being narrowly focused on the
activities of each bank, such official histories sometimes
tend to cover the bank’s operations across a wide geographical
area with cultural, social and political differences. In-depth
analysis of specific regional problems is therefore not always
possible. This is mostly true for the official histories of
multinational banks. For instance, it is not surprising that
the official history of Barclays Bank (DCO)-with branches in
over forty countries-contains very little detail on the Bank’s
West African activities. Moreover such official histories
almost always present a partisan view of the bank’s
activities.?

This thesis adopts a different approach from that adopted
by Newlyn and Rowan (1954) and Brown (1966). My approach is
historical and I am mainly concerned with the wunderlying

processes and forces at work that influenced the various

2 Some evidence of this, with respect to the official
history of the BBWA, will be shown in chapter 3(7).
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developments in pre-independence banking in colonial
Nigeria.!®* Considerable amount of resources have been spent
searching the archives. This is so since archives usually
provide a much richer base for historical research than
published materials.

This thesis is unique in two ways: it introduces new
evidence, mainly from the Bank of England Archive,® into the
discourse of banking in colonial Nigeria.!® Secondly, by
relying substantially on regulatory theories and principles,
it attempts a re-interpretation of the various banking
developments in pre-independence Nigeria.

To help put the entire study in the context of the
political, social and economic changes that Nigeria underwent
prior to Independence, the next section will summarise some of
these developments. We shall in the main focus on political
changes. Indeed in Nigeria at the time, the speed for

political change determined "almost everything except the

3 With banking regulation being seen as ever more

problematic, it has become necessary to inquire into the
processes through which it has come to be and through which it
continues to change (adapted from Hopwood, 1981, p.294).

¥ We have chosen the cut off date of 1960, the year of
Nigeria’s Independence, for this study. This politically
strategic date 1is convenient because access to archive
materials on post independence Nigerian banking is not always
possible. This is mainly due to the widespread archival
practice of allowing considerable time to lapse before company
materials are made available. For instance, the Bank of
England has a minimum thirty year rule in this regard.
/
15 other archives used include those of the 1IBRD
(Washington DC), Barclays Bank (Manchester) and the Standard
Chartered Bank (London).

16 Materials from this very rich Bank of England Archive,
to the best of my knowledge, have never been used in the
discourse of banking in pre-independence Nigeria.
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weather and crops."?

1.3 Pre-Independence Developments in Nigeria

Prior to 1861 Africa, which was dubbed the 'dark
continent’ by European adventurers and traders, was a ’'no
man’s land’ and an 'every man’s land’.'® In those days there
was no uniform method of trading or uniform accepted means of
exchange even within territories.® In 1861, the territory of
Lagos was formally ceded to the British Government and it
became known as the Lagos Colony. It thus became the first
part of the present day Nigeria to come under British rule. In
1885, the British Government proclaimed the O0il Rivers

Protectorate?® over some parts of present day Southern

17 Report by J B Loynes, 30/6/60, Bank of England Archive
File Number 0OV138/1, p.23.

% Onoh, 1982, p.25.

1* This statement remained largely true up until the early
20th century. For instance, in 1912, it was asserted that "In
the Colony and Protectorate of Southern Nigeria, 1local
differences are well marked. The Western (or Lagos) Province
has arrived at a state of development permitting the use of
silver practically throughout its area. In the Eastern and
Central Provinces, on the other hand, trading by barter is
still carried on in a large extent, and although the use of
silver is spreading rapidly, we are informed that it is at
present received freely in only about half of the markets.
Native forms of currency known as "manillas", and brass and
copper rods and wires were formerly legal tender. They have
recently been demonetised but we understand that they are
still used to a considerable extent.... In Northern Nigeria,
the use of British silver is rapidly expanding, but there is
probably still only a comparatively small amount in
circulation. Cowries are used extensively among the natives,
and furthermore trade is carried on largely by means of
barter" (Emmott report, 1912, p.3).

20 A British Protectorate is an area administered by
Britain and defended by her. Britain is responsible for doing
all the things Governments do in a country and no other
country can interfere in any way within its boundaries.
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Nigeria.?#

In 1896, a number of British companies then operating
around the Niger, amalgamated into the Royal Niger Company.
The charter of the new company gave it powers to "administer,
make treaties, levy customs duties and trade in all
territories in the basin of the Niger and its affluents."??
This brought the Northern territories of Nigeria under the
influence of British traders. In 1900 the British Government
took over the administration of the Northern territories from
the Royal Niger Company proclaiming the area as the
Protectorate of Northern Nigeria. Also in the same year, the
administration of all parts of Southern Nigeria, with the
exception of Lagos, was unified under the Protectorate of
Southern Nigeria.?® In 1906, Lagos was made part of the

Protectorate of Southern Nigeria.?® Finally, in 1914, the

Legally a protectorate is a very much looser and vaguer form
of ownership than a colony but in practice, there is very
little difference. The same Government services extends to
both, the same staff look after both and the same laws apply
to both. Note however that while the inhabitants of a British
colony are British subjects in practically every way like the
English themselves, those of a protectorate are not British
subjects. They are called British Protected Persons (Niven,
1946, p.1l61).

21 It was not until 1891 that steps were taken by the
British Government to create an administration for this area.
In 1893, its name was changed to the Niger Coast Protectorate
with the new protectorate incorporating a larger area (ibid,
pp.166-167) .

%2 Ekundare, 1973, p.12.

2 This also incorporated a part of the territory
previously administered by the Royal Niger Company.

%% Lagos however retained its position as a colony having
a separate administrator and a legislative council which
passed laws as far as it was concerned (Niven, 1946, p.173).
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Protectorates of Southern and Northern Nigeria were
amalgamated to become the Colony and Protectorate of
Nigeria.?® The new Government constituted a Government-
nominated Nigerian Council of thirty Europeans and six
Nigerians. This council was however without legislative or
executive powers and its function was to advise the Colonial
Governor.?®

From the time of amalgamation, the whole concept of
colonisation was under threat. Opposition came mainly from the
then emerging class of educated Africans. By 1917, for
instance, they formed the National Congress of British West
Africa under the leadership of Caseley Heyford- a Gold Coast
(Ghana) Lawyer. The body, which had its headquarters in Cape
Coast (Ghana), was interested in uniting the four British West
African colonies of Nigeria, Ghana, Sierra Leone and Gambia
with the goal of self determination. Accordingly, it
maintained offices in each colony including Lagos. R A Savage
was the branch leader for Nigeria.

In its early years, the National Congress of British West
Africa focused mainly on constitutional issues. By 1920,
however, it had formulated its first clear economic policy

asserting that:

...the time has come for... the formation of a

?® In 1922, the area of Nigeria was increased by the
"Cameroons under British Mandate." At the end of the war, the
allied powers gave the German colonies to the neighbouring
states who held them under "mandate" being responsible to the
League of Nations for their administration (ibid, p.244).

%6 Blitz, 1965, p.3.
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Corporation, to be known as the British West African
Co-operative Association... to found Banks, promote
shipping facilities, establish Co-operative Stores,
and produce buying centres in such wise as to
inspire and maintain a British West African National
Economical Development.?’

In 1920, the Congress sent a delegation to London to petition
the Secretary of State for the Colonies. Their demands
included: the establishment of a legislative council in each
territory of West Africa, one half of whose members would be
elected Africans and the other half nominated; the
establishment of a house of assembly composed of members of
the legislative council, together with six other ’‘financial’
representatives elected by the people to control taxation,
revenue and expenditure; the appointment of Africans to
judicial offices and; the establishment of a West African
University.

The British authorities treated the congress with little
respect. Governor Hugh Clifford of Nigeria, for instance,
dismissed the members of the congress as unrepresentative of
Africans. Their British education, he asserted, made them
virtually foreigners and their idea of a West African nation
was dismissed as an absurdity.?®

By 1922 the growing demand by these educated Africans for
direct representation in the legislative council had forced

Sir Hugh Clifford, the Governor of the Nigerian Colony, to

27 Quoted in Kimble (1963, p.384).
28 plint, 1966, p.159.
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change his mind.?® The 1922 Constitution subsequently, for the
first time, enshrined the elective principle into Nigeria’s
political process.?® This, according to Sir Hugh Clifford, was
a step towards eventual self Government.?' The concession of
the elective principle by the British colonial administration
led to the constitution of the Nigerian National Democratic
party led by Herbert Macaulay. This became the dominant
political party in Nigeria for the greater part of the
interwar period. Although its programme included a statement
calling for ‘"equal treatment for native traders and
producers", its main focus was on constitutional issues.3?
Events during and after the Second World War further
accelerated political change in Colonial Nigeria. In August
1941, for instance, Prime Minister Churchill and President
Roosevelt met in Placentia Bay, in Newfoundland to make common
declarations of purpose with respect to the war. Their meeting
resulted in the Atlantic Charter, which declared among other
things, that the signatories to the Charter "respect the right
of all peoples to choose the form of Government under which

they will live."?® Apart from raising the fighting morale of

%% Ezera, 1964, p.26.

3 The Constitution of 1922 increased the size of the
Legislative Council to forty-six. Four of the ten Nigerians on
the council were elected. The council also had legislative
powers for the Lagos Colony and Southern Provinces. The
Governor continued to legislate for the Northern Provinces
(Blitz, 1965, p.3).

31 Ezera, 1964, p.27.

32 Coleman, 1958, p.198.

3 Quoted in Ezera (1964, p.39).
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the resistance elements in the Nazi occupied countries of
Europe, this declaration also acted as an added catalyst to
pro-independence nationalists in most occupied territories
including Nigeria. Though Churchill later declared that "they
had only European States in mind" when drafting the charter,
opposing powerful views at the time ensured the redundancy of
his declaration.?

By 1946, a new Constitution (Richards Constitution) was
introduced. It provided for a central legislature for the
whole country and three regional Houses of Assembly for each
of the three provinces. The most important achievement of the
Richards Constitution was the integration of the north and the
south for legislative purposes. The Constitution was however
criticised by Nigerian nationalists on the grounds that it
allowed Africans only discussions and no genuine participation
in the running of the country’s affairs.*® This led to the
review of the constitution only two vyears after its
introduction. It was subsequently replaced by the Macpherson
Constitution which came into effect in 1951. The Macpherson

Constitution granted increased regional autonomy and extended

3 For instance, President Roosevelt declared that the
"Atlantic Charter applied to all humanity." Similarly, the
Labour Party was at the time sympathetic to the cause of
colonised people. The colonial policy of the party was then
stated as follows "Labour repudiates imperialism. We believe
that all peoples of whatever race have an equal right to
freedom and to an equitable share in the good things of the
world." Other forces at work that helped accelerate the change
process include the rise of African journalists, the pressure
and lobbying activities of West African students abroad among
others. See (Ezera, 1964, chapter 3) for a detailed analysis
of these influences.

35 Ezera, 1964, p.77.
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to the Nigerians a fuller share in shaping policy and in the
direction of executive Government action. The desire for
greater regional autonomy and the need for a more precise
definition and clarification of functions between central and
regional governments led to a constitutional crisis in March
1953.% Two constitutional conferences were subsequently held
in London and Lagos to resolve the crisis. This resulted in a
new constitution in October 1954, which introduced a federal
system of government. Under the new system, Colonial Nigeria
was divided into five parts: the Northern Region, Eastern
Region, Western regions, the federal territory of Lagos and
the quasi federal territory of Southern Cameroons.?®’ In 1957,
the Eastern and Western regions were granted regional self
government. In 1959 the Northern Region gained regional self
government. Finally, in October 1960 Nigeria became an
independent nation.

The next chapter will examine the various theoretical
issues in the politiecs of regulation with the view of
developing a conceptual framework for this study of banking in

pre-independence Nigeria.

3¢ Ekundare, 1973, p.13.

37 In 1961, this territory decided, through a plebiscite,
to leave the Nigerian Federation and join the Republic of
Cameroon.
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CHAPTER TWO

REGULATION, CONTROL AND POLITICS

2.1 Introduction

Regulation generally suggests some form of intervention
in any activity, and ranges from explicit legal control to
informal peer group control by Government or some such
authoritative body.! Regulation sometimes stems from market
failure which usually occurs when market transactions give
rise to spill-over effects (or externalities) on third
parties, or when there is information inefficiency in the
market.? Some forms of regulation, however, tend to be
paternalistic in nature, often overriding the individual’s
right to choose, even when such an individual has all the
relevant information available to him.® For instance, it is
common practice for people to be prevented by law from driving
a motor vehicle without putting on their safety belts or
working under a contract of employment without contributing to
a pension scheme. But paternalistic regulation is sometimes
entwined with regulation on grounds of public interest. For
instance, the failure to wear a safety belt, when driving a

car, may give rise to medical costs which are borne by the

! Ogus, 1994, p.1l.

2 See Bromwich (1985, 1992) for an extensive discussion
of market failure.

3 Dworkin (1971) defined paternalism as "the interference
with a persons 1liberty of action justified by reasons
referring exclusively to welfare, good, happiness, needs,
interests or values of the person being coerced" (Quoted in
Ogus, 1994, p.51).
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taxpayers via the National Health Service Scheme.

The taxpayer thus has an interest in reducing such costs
and paternalistic regulation is one way of achieving this.
Taxpayers may also have to come to the rescue when the
individual is left indigent as a result of unwise financial
decisions such as a reluctance to save for years when paid
employment 1is no longer feasible. The end point of all
regulatory processes is to enshrine soﬁe code of conduct for
the regulated activity. Whatever rules that are finally agreed
upon usually have diverse consequences on various interest
groups. This has made the regulatory process-ranging over how
such regulation is proposed, formally considered and approved,
administered, interpreted, evaluated and altered-a political
activity.*

The aim of this chapter is to examine the various
theoretical issues in the politics of regulation with a view
to developing a conceptual framework for this study of banking
in pre-independence Nigeria. To achieve its aim, the chapter
is divided into six parts including this introductory section.
Part two discusses the two main theories of regulation while
part three examines alternative styles of regulation. Part
four discusses the special nature of the banking trade which
further impacts on its regulation while part five investigates
the banking regulation environment in the United Kingdom.

Finally, part six concludes the chapter.

* Lasswell (1950) defined politics as who gets what, when
and how. For the purposes of this study, we shall, in the
main, adopt the Chambers English Dictionary definition of
politics as the "manoeuvring and intriguing" involved in the
formulation and implementation of regulation.
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2.2 Theories of Regulation

Two main conflicting theories have evolved over time in
the attempt to explain both the origins and practice of
regulation: public interest and capture theories. The public
interest theory holds that regulation is supplied in response
to the demand of the public for the correction of inefficient
or inequitable market practices.®> It is therefore not
surprising that up till the 1late 1960s, most economists
regarded the growth of regulation as an attempt by Government
to improve upon the allocation of resources which would
otherwise occur in unregulated markets.® This belief was based
on the implicit assumption that some forms of activities,
business or otherwise, do not always function in the public
interest without supervision or control. This view has a
historical antecedent: regulation in the past (and even
presently) had almost always followed some form of crisis or
public dissent. For instance, it was the protest of the
populist farmers against the exploitative rates levied by
railroads that led to the creation of the Interstate Commerce
Commission in the USA.” The establishment of the Securities
and Exchange Commission is yet another example of a crisis

driven regulation.® The Food and Drug Act of 1938 in the USA

5 peltzman (1989, p.4) and Ogus (1994, p.15).

¢ Peacock, 1984, p.8.

7 See for instance, Huntington (1952).

8 Investigations subsequent to the great crash of 1929
revealed that the speculative fever of the 1920’s had been
worsened for thousands of small investors and speculators by
fraud in the touting of equity securities. For instance,
stocks were issued for worthless corporations without true
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was passed following a drug accident.? The 1962 Drugs
Amendments Act, also in the USA, was passed shortly after the
Thalidomide incident, even though the bill had languished.in
committee hearings for years.!’ Examples of crisis inspired
legislation in the United Kingdom include the Royal Exchange
and London Assurance Corporations Act (Bubble Act) of 1719.
This Act, which outlawed the joint stock companies of the
time, was a direct consequence of the widespread abuse of the
system, mainly in the form of fraudulent promotion of such
companies, culminating in the famous South Sea Company
Scandal.!' Likewise, the 1956 Clean Air Act, was a direct
consequence of the London ’‘killer smog’ of 1952.12

An implicit assumption of the public interest theory is

that regulation is, in the main, aimed at protecting the

information being made available to purchasers. Investment
companies affiliated with commercial banks also manipulated
market prices to the advantage of insiders and the distress of

outsiders. The consequence was legislation in 1933
(information disclosure regarding new securities) and 1934
(regulation of securities market) culminating in the

establishment of the SEC (Reagan, 1987, p.22).

® The drug involved was Elixir Sulphanilamide which
contained a poison that killed more than 100 people in
September 1937 (Temin, 1979, pp.94-95)

1 The bill gave the Food and Drug Administration (FDA)
authority to require that new prescription drugs be proven
effective for the announced purposes. This followed the public
disclosure, in the Washington Post, that there was a
widespread birth defect problem of truncated or missing limbs
in babies born to European women who had used the sedative,
Thalidomide, while pregnant (Reagan, 1987, p.20).

1 Edwards (1980, p.vi). This Act was repealed in 1825.

2 The incident which caused the death of 4,000 people,
in the area of Greater London, led to the Government
appointment of the Beaver Committee and the consequent
legislation (Gunningham, 1974, p.59).
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public. To achieve its aim, regulation based on the above
principle should aim at equipping the public with all relevant
information necessary for decision making. Regulation in the
public interest should also strive to protect the public from
monopolies and industries that generate substantial external
costs or benefits. This does not always happen in practice.®?
Furthermore, were this theory right, one should also expect no
support for regulation from regulatees.!* This has not always
been the case. In the United States, for instance, the
railroads supported the enactment of the first interstate
commerce act which was designed to prevent railroads from
practising price discrimination. This was because
discrimination was undermining the railroad’s cartels.?® Also,
American Telephone and Telegraph pressed for state regulation
of telephone services because it wanted to end competition
among telephone companies.®

Also, the image of Government as a costless and reliable
instrument for altering market behaviour has been extensively
questioned.!” Costs are incurred in the provision of data and
information to regulators. It is also possible for regulation

to reduce the reactive and flexibility capabilities of

3 posner, 1974, p.336.

¥ An implicit assumption of the public interest theory
of regulation is that public interest and the interest of
regulatees are dissimilar.

5 posner, 1974, p.337.

¢ Ibid.

17 gee, for instance, Posner (1970), Gerwig (1962) and

Stigler (1971).
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companies to adapt to changing environments.!®* Regulation
could also affect management style. Management, for instance,
may become more oriented towards satisfying the regulators
than towards meeting its proper business demands and
objectives.“'Based on the above, it has been widely claimed
that the costs of regulation are greater than any welfare
losses arising from inefficiencies in market based allocation
of wealth.

Empirical studies consequent to these contradictions in
the public good theory show little evidence that Government
regulation, especially in the form of state intervention, is
beneficial to the public.?® If regulation could no longer be
assumed to be implemented in the pursuit of efficiency
objectives, then it becomes legitimate to inquire into its
effective objective.

Stigler (1971) in a pathbreaking article? attempted an

answer asserting that "as a rule, regulation is acquired by

18 Regulated companies are sometimes required to seek
approval before adopting new technologies or venturing into
new areas.

% Gardener, 1986, p.29.

20 gtigler (1964), for instance, compared the performance
of a typical portfolio of new issues before and after the
setting up of the Securities and Exchange Commission which
attempted to impose regulations to ensure the accuracy of the
information accompanying the floatation of new shares. Stigler
similarly concluded that "grave doubts exist whether, if
account is taken of the cost of regulation, the SEC has saved
the purchasers of new issues one dollar". See also Gerwig
(1962) and Stigler and Friedland (1962).

21 The title of Stigler’s 1971 paper (The Theory of
Economic Regulation) is somewhat misleading. As Becker (1976)
emphasised, it is best to think of an economic theory of
regulation rather than a theory of economic regulation.
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the industry and is designed and operated primarily for its
benefit".?* This proposition has come to be known as the
capture theory of regulation.?® Bluntly put, the regulatory
agencies are captured by the industry they are supposed to be
regulating. In other words, regulation, far from supporting
the general public interest by achieving efficiency gains, is
enacted and implemented in the interest of specialist producer
groups.*

Proponents of this theory argue that people in their
political behaviour could not be assumed to be motivated by
fundamentally different forces than in their private choice
making behaviour. Self interest is usually put above all other
interests.?® The industry which seeks regulation must be
prepared to pay with two things a political party needs: votes
and resources. In non democratic societies, sometimes, the

price may be remarkably less: personal friendships with the

%2 p.3.

23 The capture theory was not new in 1971. Well known
versions had appeared earlier (see for instance, Bernstein,
1955) . What was new was its broad appeal to economists based
on the accumulating evidence of empirical research (Peltzman,
1989, p.5). -

24 gome scholars have since attempted a modification of
the basic capture model. For instance, Peltzman (1976) argues
that the complete capture of any agency by any group wold
imply that the activities of the agency were run exclusively
in the interest of that group. Such a policy must inevitably
arouse opposition from other groups who are adversely
affected, and a more likely outcome of the regulatory process
would be a balancing of opposing interests. The point of
political equilibrium in the Peltzman model will depend upon
the organisational costs faced by the two opposing groups.

2% For instance, it is a well known fact that the
allocation of television channels among communities does not
maximise industry revenue but reflects pressures to serve many
smaller communities (Stigler, 1971, p.7).
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junta members or family relationships could be very useful.?®
In general, people simply pursue their objectives, whatever
they are, using the resources available to them. Persuading a
customer to utilise one’s services will no doubt produce a
payoff, but so also can getting the Government to impose some
form of tariff on your competitors or to grant you subsidies.
In the pre-colonial and colonial setting, similar examples
abound. For instance, it has been argued that one of the
reasons for the establishment of British colonial rule in the
Southern Nigerian Coast was in response to the pressures of
British commercial enterprises operating in the area who
wanted to break down the middlemen system of which Ja Ja?’ was

the master.?®

26 This is perhaps because such governments are usually
less accountable. The absence of checks and balances
discourages reason and dialogue in decision making. Any
attempt, therefore to understand the mechanisms of decision
making under such systems becomes onerous.

27 In December 1863, the British Consul to the territory
described him as a "son of an unknown bushman, a common Negro"
who had been elected to head the Annie Pepple House."He is
young, healthy, and powerful, and not 1less ambitious,
energetic and decided. He is the most influential man and the
greatest trader in the river". Quoted in Dike (1956, p.184).

2% In February 1882, for instance, John Holt appealed to
the Foreign Office to protect one Mr Watts, a British trader
in the Qua Eboe River whom he claimed was a victim of Ja Ja’s
persecution. He further suggested the annexation of the coast
from Lagos to Cameroon as the only safeguard for the British
merchants. "These requests for annexation" commented a Foreign
Office Official "are becoming frequent" and they came almost
entirely from merchants and the Consul who needed direct
Government intervention "to break down the middlemen system of
which Ja Ja is the Champion".In June 1883, an internal memo of
the Foreign Office urged the annexation of Cameroon in order
to enable Britain "to obtain the great influence in the
interior now exercised by the Kings and Chiefs of Cameroon".
The memo further suggested that annexation would enable "the
white traders... [to] push into the interior and [so] get rid
of the services of the [Africans]... as middlemen". Quoted in
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But the interest divide was not always along colonial
lines: even among the Africans, variant interests existed. For
instance, the abolition of the slave trade was opposed not
just by the European slave traders but also by the African
middlemen. The King of Bonny, Africa’s greatest slave market,

once declared that:

We [i.e. the King and Council] think that the trade

must go on. That also is the verdict of our Oracle

and the priests. They say that your country however

great can never stop a trade ordained by God

himself.?®
While it may have been easier for a colonial business to
influence legislation in Whitehall in order to protect its
interests, the African businessmen might have found appeals to
nationalist sentiments a better and more effective way of
protecting their interests. The choice therefore between
market and political action is essentially an economic one and
will depend upon the relative costs involved and the chances
of success in each case.? It was this trend towards analysing
the use of political processes from an economic perspective,

rather than implicitly assuming that they are infallible

mechanisms for the production of the ‘public good’?' that led

Dike (1956, p.216).
% Quoted in Dike (1956, p.13).

30 Ricketts and Shaw (1984, p.14).
31 Society’s perception of ‘public good’ changes over
time. This is because such perceptions are determined by a
shifting interplay of a variety of forces: bureaucrats,
careerists, professionals, political appointees, legislators,
courts, interest groups, the media etc, with differing
objectives, views and stakes that are subject to change
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to the reappraisal of Government regulation.

Sometimes, regulation imposed on the grounds of public
interest may end up serving the interest of the regulated
group. An example of this can be found in the regulation of
the tobacco industry in the USA (The Prohibition of
Advertising Act of 1971). Here, it has been argued that it was
the industry, not the consumers, that benefitted from this act
which banned cigarette advertising in the broadcasting
media.?? Such benefits arose mainly because of the following
factors: (1) the ban on such advertising made the fairness
doctrine inapplicable;** (2) the industry saved money after
the ban because it reduced its advertising expenditures; (3)

industry sales increased significantly after the ban and; (4)

depending on the issues and the circumstances (Katzmann, 1990,
p.200) .

32 Before the industry was mandated to stop advertising
in the broadcasting media, it was low in the ranking of
profitable American industries. In the 1970’'s, subsequent to
the ban, they catapulted to the top (Doron, 1979, p.86). By
1972, the failure of the prohibition of cigarette commercials
had been realised in some quarters. For instance, Bruce W.
Wilson, then the Deputy Assistant Attorney General told the
Senate Consumer Sub Committee hearing that "the public
interest might be better served through the assumption of both
cigarette commercials and the anti-smoking messages that were
so prevalent before the broadcasting ban" (quoted in Doron,
1979, p.89).

33 According to the American Cancer Society, "While this
law [The Prohibition of Advertising Act] was hailed as a
victory for the anti-smoking forces, it could not be foreseen
that it would also produce a serious drawback. Since the
broadcasters could no longer advertise cigarettes, they no
longer were required to carry anti cigarettes messages. How
powerful these messages had really been was demonstrated by
what happened when they were no longer there. By the end of
1971, the per capita consumption curve for cigarettes had
begun to point upward again; then it continued to move up
gradually through 1972, 1973 and 1974" (quoted in Doron, 1979,
p.91).
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it helped the then existing local firms perpetuate their
control of the national market. This was so because the ban on
advertising made it difficult for new firms to enter the
market .

Public and private interests, it has also been argued,
are entwined. For instance, it has been suggested that the
best way to act in the interest of the public is by putting
your private interest first.?® In 1903, for example, Sir Harry
Johnston, one of the principal figures in the overthrow of
indigenous sovereignties in Southern Nigeria, advised that:

Between the White Nile and the Zambesi, the black

man’s interests must come first of all since the

lands he occupies are not in the main suited to the
white man’s occupation. We must educate the black

man to make the best use of his limbs, his land, his

intelligence, and our experience, advice and wealth.

Our return for these services should be the

commercial development of all Africa on a gigantic

scale with most profitable results to Europe and
Africa.?®

3 Doron, 1979, p.84. The Tobacco Industry in America has
undergone extensive changes since Doron’s work. This is
perhaps due to the ever increasing activities of the anti-
smoking campaigners. Doron’s findings, therefore, are unlikely
to be legitimate now. See for instance, Financial Times (18
March 1996, 9 April 1996).

33 According to Adam Smith "As every individual...
endeavours as much as he can both to employ his capital in the
support of domestic([k] industry, and so to direct that
industry that its produce may be of the greatest value; every
individual necessarily labours to render the annual revenue of
the society as great as he can. He generally, indeed, neither
intends to promote the public[k] interest, nor knows how much
he is promoting it... he intends only his own gain, and he is
in this, as in many other cases, led by an invisible hand to
promote an end which was no part of his intention" (quoted in
Raphael, 1985, p.70). The invisible hand theory is not without
its critics. See for instance (Hahn, 1982).

3¢ Quoted in Ofonagoro (1979, pp.158-159).
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It is also the shifting concept and varied interpretations of
'public good’ that has enabled the use of regulation to shield
major players in some industries from public scrutiny and
indeed to prevent competition in some.?’ Regulation, therefore
serves different purposes for different interest groups on
different occasions.?®®

Because of the ever shifting perception of ’'public good’,
shifting individual and group interests and perhaps the
entwinement of public and individual good, neither the capture
theory nor the public good theory has yet fully explained the
rationale for regulation.?® Interest groups and accidents also

impact on the method of regulation employed.

37 For instance, the 1905 Companies Act in the Gold Coast
(Ghana) prevented Gold Coast registered Companies from
engaging in banking activities. This legislation effectively
eliminated Africans from engaging in such practices. At the
time, the Africans,though an interest group in the Gold Coast
Economic arena, were not a political force to be reckoned
with. The political equation was altered in the 1940s. With
the imminence of independence, the retention of the native
exempt clause became politically inexpedient for the colonial
Government. Thus a shift from direct discrimination regulation
to those that appealed to economic reasoning and the
protection of the ’‘public interest’. -See Paton (1948a) and
Trevor (1951) for a general discussion of the pre-independence
regulatory changes in the Gold Coast banking industry.

3 There is 1little doubt that the national policy
objective of any nation is non static. For a society
transiting from colonisation to independence, the change in
its perception of public good may be drastic. The rejection of
the colonial system presupposes that the system acted more
against the interest of the Africans. Implicit in the
rejection of the colonial system, therefore, is a call for a
change of status quo. All components of the old system,
including its banking structures, must therefore come under
scrutiny with a view to restructuring them to satisfy the new
national interest.

3% There have been calls for a synthesis of the two
regulatory theories. See for instance, Reagan (1987, chap 2)
and Levine and Forrence (1990).
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2.3 Types of Regulation

There are in the main, two types of regulation:
Government regulation and self regulation. Government
regulations are sometimes administered through Government
parastatals or agencies. Such regulations are usually backed
by Statute laws established by acts of parliaments or military
decrees. They are therefore rules which are intended, in all
stages of their application, to be interpreted and enforced by
the courts. Such laws usually prescribe punishments for non
compliance. The power of statutes therefore 1lies in the
general willingness of society to obey the law and in the
willingness of the state to enforce the punishment for non

compliance.*?

Government regulation in some activities may
however be advisable. This is especially so in the arena of
social regulation*’ where externalities are widespread. An
example is the case of pollution. In such an activity, a
statute Dbacked regulatory regime may reduce both the
information and enforcement costs.*? Regulation by a third
party, unlike self regulation, also has the advantage of

ensuring the maintenance of the separation of powers

doctrine.*® This is so since it ensures the separation of the

0 BOE, September 1978, P.380.

‘1 This is the term generally used to refer to regulation
which typically affects a number of industries and is intended
to promote a general societal good such as clean air or water
(Wilson, 1984, p.203).

2 ogus, 1995, pp.107-108.

3 This may not hold when the regulatory authority is
'captured’ by the industry as it then becomes a front for the

industry.
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function of adjudication and enforcement of rules from the
regulated industry.*

Government regulation is however not without its
problems. State laws, for instance, are usually content with
the provision of minimum standards.*® This may be an incentive
to companies just to adhere to the minimum standards. Another
problem with statute laws is the fact that the very nature and
power of the law make its change a serious matter, not to be
undertaken frequently. Such laws therefore tend to be slow in
adapting to new developments and changing circumstances.
Finally, an inherent feature of statute law is that it tends
to be its letter not its spirit that the courts interpret and
enforce. For the above reasons, statute law, particularly
where it relates to the administration of regulation, is
sometimes framed in a manner which gives some degree of
discretionary authority to the regulator.*® It is the above
difficulties that make self regulation attractive to some
parties.

According to the National Consumer Council (United
Kingdom), self regulation, means that:

rules which govern behaviour in the market are

developed, administered and enforced by the people

(or their direct representatives) whose behaviour is
to be governed.?’

44 Ogus, 1995, p.99.

‘5 BOE, September 1978, p.379. This is perhaps because
laws and rules often reflect compromise rather than the
interests of any one group (Gunningham, 1974, p.61).

¢ BOE, September 1978, p.380.

47 National Consumer Council (NCC), 1986, p.1l.
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The extent to which these people control these rules can in
fact vary considerably*® mainly because of 1lack of a
homogeneity in the interests of the forces that drive self
regulation. Typically, the debate over the setting up of self
regulatory schemes does not address constitutional issues.*’
Self regulation, instead, usually arises out of two main
circumstances: to repel the threat of Government imposed
regulation®® or to curtail the activities of fringe operators
and protect industry reputation.®

The benefits of a self regulatory scheme could be
immense. For instance, by reducing reliance on statutes, self
regulatory schemes generally offer a speedier and more
flexible means of solving problems.??* Also by utilising the
skills of those involved in the business, self regulation
schemes may be able to overcome the information problems
sometimes faced by Government regulatory bodies, and standards
can conceivably be set higher than in a statutory scheme.®?

Finally, the costs of self regulatory regimes are normally

4 Ibid.

4% Graham, 1994, p.195.
¢ This extensively explains the advent of codes of
practice for the banking, press, advertising and building
society industries in Britain (Graham,1994, p.195).

1 An example of this is the British Board of Film
Classification. Its origins could, to some extent, be traced
to the uneasiness in the early cinema industry about the loss
of reputation due to the activities of fringe operators
(ibid) .

%2 Ibid, p.194.
53 1Ibid.
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internalised in the trade or activity which is exposed to
regulation.®*

Perhaps because of the variety of interests that impact
on self regulation, in practice it has not been without
blemish and some schemes have found it difficult to meet some
of the guidelines aimed at enhancing the credibility of self
regulation.®® Criticisms of such schemes include the fact that
such schemes do not necessarily cover all the firms in the
industry.®® The negotiation and bargaining necessary to
introduce a self regulation scheme, in some cases, also take
place without an input from third parties.®’ Finally, it has

been claimed that self regulation schemes have a poor record

5% In the case of independent public agencies, such costs
are usually borne by taxpayers (Ogus, 1995, p.98).

55 The NCC, for instance, recommended that self regulatory
schemes should adhere to the following guidelines: (1) the
scheme must be able to command public confidence; (2) there
must be a strong external involvement in the design and
operation of the scheme; (3) as far as practicable, the
control and operation of the scheme should be separate from
the institutions of the industry; (4) consumers and other
outsiders should be fully represented on the governing bodies
of such schemes; (5) the scheme must be based on clear
statements of principles and standards; (6) there must be a
clear, accessible and well publicised complaints procedure
where breach of the code is alleged; (7) there must be
adequate and meaningful sanctions for non observance; (8) the
scheme must be monitored and updated in the light of changing
circumstances and expectations and; (9) there must be a degree
of public accountability such as an annual report (NCC, 1986,
p.15).

*¢ Those who have not agreed to follow self regulatory
schemes are usually the source of consumer problems (NCC,
1986, p.6). Reynolds (1981) also asserted that as "a social
group grows and becomes more complex, the efficiency of non
market implicit controls declines. The group becomes more
heterogeneous, and general agreements on ethical values and
other institutional arrangements decreases" (quoted in Reagan,
1987, p.34).

*7 Ramsay, (1987, p.191) and Breyer (1982, p.179).
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of enforcing their standards against disobedient members.%®
Apart from all the above disadvantages, self regulation
is not always possible. For instance, the industry concerned
may be too diverse making it impossible for the level of
agreement necessary for such regulation to be obtained. An
example is the Estate Agency Industry in Great Britain, where
the Office of Fair Trading had for a long time encouraged the
industry to take voluntary regulatory measures but with little
success until the formation of the Ombudsman for Corporate
Estate Agents, which still covered only half of the industry.
This led to the enactment of the Estate Agents (Provision of
Information) Regulations, 1991, by the Government.®® 1In
general, the more the external consequences of an industrial
practice, the less acceptable self regulation becomes. An

example can be found in the banking industry.

2.4 The Special Nature of the Banking Industry

The banking industry is special in terms of regulation as
experience has shown that failure (bankruptcy) in this
industry has external consequences.®® The concern to safeguard
the viability of the depository industry arose from the fact

that financial failure had significant external effects that

8 Graham, 1994, p.195.

5 Ibid, pp.195-196.
¢ The supervision of banks, unlike the other non-
financial industries arises from the unique fiduciary
responsibility which bankers assume when they accept other
people’s money for safe keeping. It is therefore not
surprising that the defining activity for statutory control is
usually the act of deposit (Cooke, 1982, p.547).
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reached beyond the depositors and stockholders of the
financial firm.%® The depository institution played an
important role as the chief conduit in both the payment
process and the savings-investment process. Failure of
individual firms in the depository industry may 1lead to
widespread deposit runs that could overflow to other
depository firms.®% This has come to be known as the contagion
effect.®®

Institutional developments like the rise in inter bank

lending and various money market operations, propelled mainly

@ In an attempt to safeguard such depository firms, it
is usual for regulating bodies to set up entry barriers into
such activities. For instance, a licence is widely required
before any company can engage in banking functions. Licensing
conditions wusually include: a minimum paid up capital,
security clearance of the directors, availability of competent
manpower amongst others. Licensing is also sometimes
influenced by the overall macro-economic goal of the
territory. Established financial institutions also come under
regulatory scrutiny. The are usually subjected to various
capital adequacy, 1liquidity, reserve, risk management and
lending regulations.

62 The losses of depository failure are however not
constrained to the depositors and deposits. The external
effects are usually large. For instance the cumulative failure
of the depository industry has been identified by some
scholars as the reason behind the great depression of the
1930s (Spellman, 1982, p.9).

8 Justifying its support operations during the fringe
banking crisis of 1973, the Bank of England argued that it
found itself "confronted with the imminent collapse of several
deposit-taking institutions, and with the clear danger of a
rapidly escalating crisis of confidence. This threatened other
deposit-taking institutions and, if left unchecked, would have
quickly passed into parts of the banking system proper. While
the UK clearing banks still appeared secure from the domestic
effects of any run-indeed the money-market deposits withdrawn
from the fringe were 1largely redeposited with them-their
international exposure was such that the risk to external
confidence was a matter of concern for themselves as well as
for the Bank. The problem was to avoid a widening circle of
collapse through the contagion of fear" (BOE, 1978, p.233).
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by the spirit of competition with the aid of advancements in
information technology, have also added to the contagion
problem. There has therefore been a steady rise in the
entwinement of banks not just with their customers, but also
with other banks. Therefore no matter how small a financial
institution may be, the impact of its failure may be far
reaching on the entire financial system.®

The danger of contagion is particularly acute for the
banking system. If a cement manufacturer, for instance, fails,
the ill effects are likely to be felt most by those who have
had dealings with the institution. The repercussions for the
industry and the general economy as a whole will tend to be
much less serious. In fact, the competitors may inherit some
of their late rival’s market share. The above scenario can of
course occur in an isolated bank failure especially when the
reason for the failure can be clearly seen to be specific to
the bank or a group of banks. In certain circumstances,
however, the collapse of a bank could, in the absence of any
official action, lead to loss of confidence in the entire
banking system and a subsequent mass withdrawal of depositors’
funds from the system. In such a scenario, therefore, formal
disclosure requirements are likely to be of little practical

assistance. Irrespective of the bank’s balance sheet strength,

64 In line with this, the 1985 Annual Report of the
Federal Reserve Bank of New York, commented as follows "The
interconnections among institutions and markets in the new
environment get more and more complex. A shock that starts in
one market may spread quickly along this network until it
finds a weakness in some seemingly unrelated place. In fact
there is a growing tendency to build financial links along
regulatory fault 1lines where the responsibility for
supervisory oversight is weak, divided or clouded" (p.26).
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it may still be rendered insolvent by the actions of other
depositors.*®

Also the increased integration of the financial system,
which has resulted in the rise in inter bank dealings, has
also increased the prospects of contagion should one bank
fail. Therefore when the banking system co-operates to save a
distressed member, it is more of a self preservation act than
an act of charity. It is mainly on the above basis that it has
been possible to secure the co-operation of the banking
community in times of stress. For instance, during the 1973
secondary banking crisis in Britain, large sums of money
flowed out from the secondary banks to the clearing banks.
These funds were recycled back to the secondary banks through
the famous ’‘lifeboat operation’.®®

It is thus clear that it is the problem of contagion that
is the reason for preventing those who do not meet the minimum
requirement necessary to achieve the status of a bank or
licensed deposit taker from taking deposits. If the problem of
contagion did not exist, there might be a case for confining
regulatory action to only ’‘club members’ without going on to
formally bar non ’‘club members’®’ from carrying on depository
businesses.®®

But not all ailing banks have been saved in the past.

¢ BOE, March 1984, p.49.

66 Reid (1986, p.100).

¢7 BOE, March 1984, p.50.

¢ There 1is however a case for protecting the
unsophisticated depositor from the unreliable operators. This

will be discussed later.
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Between 1933 and 1982, 620 banks failed in the USA alone.®®
The size of a distressed bank, no doubt, plays a major role in
determining whether it gets helped.” In an economy
approaching political independence, this may create problems.
For instance, new indigenous banking businesses are likely to
be small with perhaps insignificant effect on the financial
systeﬁ should such banks collapse. Such banks therefore will
be unlikely candidates for assistance under the above regime.
It is perhaps because of this that the protection of infant
industries has become a reason for Government intervention in
banking (and other businesses) especially in developing
countries.” Size alone, however, is not the only explanatory
factor in the theory of which distressed bank gets

assistance.’ Other factors, no doubt, are usually part of the

¢ pale, 1992, p.8.

° For instance, the bailing out, in 1984, of Continental
Illinois, was justified by the then FDIC Chairman, Mr William
Isaac on the grounds that "closing the bank and paying off
insured depositors could have had catastrophic consequences
for other banks and the entire economy. Insured accounts -
totalled only slightly more than $3bn. This meant that
depositors and other private creditors with over $30bn. in
claims would have had their funds tied up for years in a
bankruptcy proceeding awaiting the liquidation of assets and
the settlement of litigation. Hundreds of small banks would
have been particularly hard hit. Almost 2,300 small banks had
nearly $6bn. at risk in Continental; 66 of them had more than
their capital on the line and another 113 had between 50 and
100 per cent. More generally, closure of a bank whose solvency
was apparently not impaired, in response to its liquidity and
confidence problems would have raised concerns about other
soundly managed banks" (Quoted in Dale, 1992, pp.9-10).

L This will be discussed later on in this section.

2 In the 1973 banking crisis, the ’lifeboat’ committee,
required the following conditions to be satisfied before
support was provided: (1) that the company seeking support was
currently trading solvently and was likely to remain solvent
provided it received 1liquidity support by way of recycled
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explanatory variables.

The desire by some countries to limit or preclude foreign
participation in a sector which is regarded as vital to the
proper functioning of the national economy and the attainment
of National policy objectives is yet another reason for
Government intervention in banking.” This is usually entwined
with the typical infant industry argument.’ It was in this

respect that the Reserve Bank of Australia cautioned that:

Banking is a key sector of the economy providing the
community with money balances and payments
arrangements. Control of ownership of banks should
therefore be maintained in Australian hands to
ensure concern for the National interest. Foreign
banks may be inclined to give prior place to
commercial advantage or to another country’s
national interest.”

The protection of depositors is yet another objective of bank
regulation. Subsequent to the financial crisis of 1929-1933,

banking regulators around the world emphasised this objective.

Such an emphasis drew its strength from the political and

deposits; (2) that the company exhibited sufficient banking
characteristics to justify inclusion in the scheme (the
possession of a section 123 certificate, for instance) and had
attracted a significant level of deposits from the public; and
(3) that the company did not possess any institutional
shareholders whose interest in the company was such that they
might properly be expected to provide the necessary support
(BOE, June 1978, p.233).

" Reserve Bank of Australia (1979, chap 12).

It is usually argued that it is necessary to offer some
form of protection to indigenous companies. Such protection is
required in order to protect them from the usually better
equipped foreign companies. This is necessary for the survival
and constrained development of indigenous companies (UNCTC,
1981).

> Reserve Bank of Australia (1979, chapter 12.6).
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social trends evident in many countries towards the protection
of customers and away from the principles of caveat emptor.’®
There is usually a case for deviating from the caveat emptor
principle in certain industries. This is especially so where
it is inherently difficult for the individual or consumer to
assess the goods or services he is buying or where the
learning process for society may be judged too costly or
difficult.

The fact that an institution is supervised may be taken
perhaps inappropriately, to mean that they have been given an
official seal of approval. It is as a consequence of this that
it may be argued that the supervisory authorities carry some
responsibility towards the members of the public. The belief
may also grow up that either the authorities will not allow
the institutions to fail or, where they fail, depositors will
be compensated.”’

Many countries have deposit protection schemes in
operation. In the UK, the deposit protection Board provides
protection for only 75% of deposits for total deposits of up
to £20,000. In the USA, where the bank failures of the 1930s
proved a more traumatic experience, depositors definitely have
a better deal: deposits of up to $100,000 are protected in
full.” The limitation in the protection of depositors in the
UK implicitly assumed that even the small man should not be

fully compensated for losses due to mismanagement. If a

¢ Blunden, 1977, p. 325.
7 BOE, March 1984, p.49.
® Ibid.
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depositor can earn a higher return by placing funds with
somewhat higher risks, full compensation may be an undue
incentive to continue in his ways as he will be earning all
the interest while the risks are borne by another party.”?

Banking regulation does not however only aim at
preventing banking failures. Banks may also be regulated to
ensure that they carry out their activities in accordance with
the wider economic and social objectives of the country. For
instance, it is not wunusual for banks, especially in
developing countries to be given credit policy guidelines
especially on the sectoral allocation of loans, either by
Government or the Central Bank. Banks have also been
instructed by the Government to avoid investments in certain
sectors of the economy, either by direct ban or by making it
unprofitable for them to do so.

Another reason for regulating the financial system stems
from the need to foster the efficiency and integrity of the
market by minimising the problems that may arise from
conflicts of interest on the part of market participants.
Here, there are various ways of ensuring that conflicts of

interests do not arise and, where they do, that they do not

A possible solution to the problem is to allow

privately run insurance schemes to cater for the protection of
the depositors. But this has its own problems: The possibility
of a claim does not only depend on systematic risks but also
on unsystematic risks. The incentive, on the part of
management, to behave with due care may be reduced if deposit
insurance can be purchased. Private insurers may tackle this
problem by varying the premium rates depending on the
riskiness of the deposit taker (BOE, March 1984, p.49).
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impact on the integrity of the market.?® In Britain, at least
before the Big Bang (1986), the broking function was separated
from the Jobbing function.® In other words, stockbrokers
could only act as agents to their clients and jobbers could
not deal directly with the investing public.?? The early bank
charters in the USA also enshrined the separation principle.
By 1930, however, such a separation system had been abandoned
in the USA and commercial banks had become the dominant force
in the distribution and underwriting of securities.?® Whether
the banking crisis of the early 1930s was a consequence of the
abandonment of the separation principle has remained a

contentious issue among scholars and banking practitioners

8 Fund management and bond issuing, for instance, involve
potential conflicts of interest, yet UK banks perform both
activities and are able to maintain the confidence of their
clients by ensuring that a Chinese wall of silence exists
between the different activities. An alternative way of
maintaining market integrity is to ensure full disclosure of
the activities of the market. This will enable customers check
that they are getting the going prices. The best approach to
adopt is open to argument. For instance, it could be argued
that the abolition of a single capacity could lead, through
agglomeration, to substantial economies of scale. On the other
hand, the information required to make the disclosure system
work could be very expensive both to produce and consume
(BOE, March 1984, p.47).

81 As a result of the Big Bang, jobbers were replaced by
market makers.

82 The above regulations changed in 1986. Both
stockbrokers and market makers are now able to act in dual
capacity. They can, for instance, deal directly with investors
(buying and selling securities from their own books), or act
as agents, putting deals together for clients on commission
basis. There are however rules in place to ensure that
investors are not disadvantaged under this dual capacity
system- See Bank of England (1985b, 1987).

8 See Dale (1992, chapter 2) for an analysis of events
leading to this abandonment.
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alike,® although the advent of the Glass Steagall Act
implicitly endorsed such a view. At this point, a detailed
analysis of the development of the bank accounting
requirements and the entire banking regulatory system in the
United Kingdom is necessary. This is especially so since
Nigeria was a British colony and was bound to be heavily

influenced by developments in Britain.

2.5 Earlier Laws Relating to Bank Accounting Systems

In the United Kingdom, the Bubble Act of 1719 limited any
form of partnership to six members.® The development of the
company in Great Britain was therefore restricted until the
act was repealed in 1825. By this time, the pressures of
industrialisation and the ever increasing demand for
investible funds encouraged a more diffuse ownership of
business.® The major problem then, however, was how to
encourage external investments in private enterprise while,
at the same time, providing adequate means of protection for
the investors. It was the above factors that led to the

initial production of financial reports for shareholders by

8 See also Dale (1992, chapter 2) for a review of the
debate.

8 The first two decades of the 18th Century witnessed
considerable speculation with firms beginning to operate on a
basis of a joint stock raised from the public and often
carrying on Dbusinesses in the Company’s name. This
development, which created enormous opportunities for the
unscrupulous, led to a series of fraudulent promotions.
Government responded by outlawing this type of business
enterprise (Edwards, 1980, p.vi).

8 Lee (1979, p.16).
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companies.®?’

The legislation on financial statements however did not
follow until 1844 when the Joint Stock Companies Act was
promulgated.® The provisions of this Act did not relate to
banks which were covered by separate legislation: the Joint
Stock Banks Act of 1844. This Act provided for the publication
of the assets and liabilities of joint stock banks, at least
once in every month. It also provided for the yearly audits of
the accounts of such banks by two or more auditors chosen at
a general meeting of shareholders. Only non directors could
act as auditors. The report of the auditors plus the balance
sheet and profit and loss accounts were to be communicated to
the shareholders yearly.®

Though the Joint Stock Banks Act of 1844 contained a
compulsory audit requirement, bank audits, at the time,
remained uncommon. This was mainly because only a few banks
were formed under this act which was repealed in 1857. Banks
were subsequently regulated under the general company

legislation at the time.’® Therefore, for most banks, audit

87 Ibid, p.17.

8 The provisions of this Act required a balanced, full
and fair balance sheet to be prepared, by the directors, and
presented to each ordinary meeting of shareholders. The Act
did not specify the form or content of the balance sheet and
also there was no mention of a profit and loss account. The
" Act further provided for the appointment of one or more
auditors, one of whom at least was to be appointed by
shareholders at a General Meeting.

8 gection iv of the Joint Stock Banks Act as reproduced
in Edwards (1980, p.18).

% At the time, the Joint Stock Companies Act of 1844 had
been repealed and replaced by the Joint Stock Companies Act of
1856. Though, the 1856 Act extended the accounting and
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remained optional until 1879 following the collapse of the
City of Glasgow Bank. Founded in 1839, the City of Glasgow
Bank failed in 1878. This had disastrous consequences for both
its creditors and shareholders (who did not have limited
liability) . The failure of the City of Glasgow Bank led to the
prosecution of its directors, and it was discovered that
balance sheets had been falsified as a result of
misdescription, and by overvaluing assets and undervaluing
liabilities.®® These events promoted an immediate demand for
legislation that would prevent such abuses.?® Several bills
were introduced in Parliament at the time. Those that provided
for the compulsory audit of the accounts of Joint Stock Banks
and their publication in a prescribed form were generally
welcome at the time.?® Though none of the bills was passed,
they no doubt influenced the provisions of the Banking and
Joint Stock Companies bill which resulted in the Companies Act
of 1879. The bill contained provisions for a compulsory and
independent audit and a uniform balance sheet. The provision

for a uniform balance sheet was however dropped at the

auditing provisions of the 1844 Act, it relegated it to an
optional appendix.

1 Tyson (1974) and French (1985, p.10).
2 Walker (1996, pp.313-4).

% nMany of the points are what a well managed bank might
not feel any great reluctance to make public; and the power
proposed to be given to auditors is not more than some banks
already concede. Publicly, it is the best check against fraud,
and this would be attained by the measure proposed"
(Economist, April 19 1879, p.446).
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committee stage.’ The accounting provisions of the 1879 Act,
which to some extent resembled those of the Joint Stock Banks
Act of 1844, made audits compulsory for banks with limited
liability,® but not for other companies.

The ability of shareholders to inspect company records
has also been a subject of regulation from the beginnings of
formal accounting legislation of companies in the United
Kingdom. For instance, the Joint Stock Companies Act of 1844
required that the books of joint stock companies be kept at
the principal place of business of the company. At all
reasonable times such books were to be open for inspection by
any shareholder of the company. The Companies Clauses
Consolidation Act of 1845 contained a similar provision, so
did the 1862 Companies Act.’® By 1908, the inspection of
company books by shareholders was no longer automatic.?’ This
1908 provision was retained in the subsequent Companies Acts
of 1929 and 1948. Because of the confidential nature of the

banking business, the availability of its records to all

9 gee Parker (1980) for a review of the debate at the
time.

% In 1855, the privilege of limited liability was added
to the other benefits which are commonly associated with the
attainment of separate corporate personality. This was not
however extended to banks until 1858.

% parker, 1990, p.61.

97 nThe directors shall from time to time determine
whether and to what extent and at what times and places and
under what conditions or regulations the accounts and books of
the company or any of them shall be open to the inspection of
members not being directors, and no member (not being a
director) shall have any right of inspecting any account or
book or document of the company except as conferred by statute
or authorised by the directors or by the company in general
meeting" (Section 105).
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shareholders is not always desirable. The deeds of settlements
of such banks, often for the above reason, did not normally
allow the inspection of the company books by all
shareholders.?®®

Apart from the above regulation of bank accounts (and
regulation through bank accounts), formal 1legislation
regarding the registration, regulation and activities of the
banking system in the United Kingdom is a recent day
phenomenon.® Although the Bank of England Act of 1946
conferred on the Bank of England, the powers to define a
'banker’ and authorised the Treasury to issue directions to
such parties, no such definition or directions were ever
issued. A bank remained legally undefined with no prescribed

legal requirement for the setting wup of depository

% parker, 1990, p.62.

% Before the 1979 Banking Act in the United Kingdom,
there were no specific 1legal requirements governing the
setting up of banks in the United Kingdom. There was also no
legal definition of a bank in the United Kingdom.

100 The nationalisation of the BOE under the BOE Act of
1946 brought a formal change in the stature of the Bank. The
Bank had however, for a long time, regarded its responsibility
and duty as directed to the national interest and always
subject to the ultimate authority of Government. Also,
although the Act provided a statutory basis for the exercise
of authority over banks, the Bank in practice has continued to
exercise its authority in this field without any radical
change in its modus operandi which rests on the 1long
established custom and use in acting as central bank and
controlling money markets. For a long time, the Bank has
accepted responsibility for the soundness of the financial
system in Britain. This responsibility developed out of the
19th century banking crisis. The successful handling of the
crisis by the Bank demonstrated that it was not necessary to
have statutory powers in order to make regulation effective
(BOE, Sept 1978. p.380).
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institutions.?® Other legislation of the time however gave
some guidance as to which institutions were generally
perceived as banks by the authorities. For instance, the
Exchange Control Act of 1947 provided a list of authorised
banks permitted to deal in foreign exchange. Also, the
Companies Act of 1948 authorised the Board of Trade to exempt
banking companies from the obligation to publish accounts in
full (schedule 8 banks). In other words, they were allowed to
maintain secret reserves. The criteria for being a schedule 8
bank were largely subjective. The status was usually offered
where the Bank of England believed that the bank in question
would be an acceptable member of the recognised banking
community.?® It was therefore only banks in these two
categories, sometimes partly overlapping, that the Bank of
England maintained regular contact with.!®®* Such supervision
was based on custom and acceptance rather than legal authority
under the Bank of England Act.'®® Depository institutions not
recognised under the Exchange Control Act and the 1948
Companies Act (fringe banks), were thus outside the scope of

banking regulation.

101 Norton, 1991, p.11.
192 Grady and Weale, 1986, P.36.

103 At the time, the British banking system was dominated
by a cartelized oligopoly consisting of the London Clearing
Banks and their associates in Scotland and Northern Ireland.
Together they held 85% of all commercial banking businesses in
sterling- domestic and foreign. The absence of effective
supervision over the fringe banks was partly because it was
wrongly supposed, in Bank of England circles at the time, that
these institutions would be absorbed by the primary banks
(BOE, Sept 1983, pp.363-365).

14 Norton, 1991, p.11.
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In most British Colonies, where British laws were almost
always transcribed, there was no 1legal <check to the
establishment of indigenous banks. Unlike in the United
Kingdom, where the Bank of England at least had the choice, if
they so wished, to establish contact with the fringe banks,
there was no such central bank in place in most of the
colonies. The belief, among the Africans, that the colonial
banks and indeed the entire colonial structures discriminated
against them led to widespread mistrust of colonial
initiatives, thus further reducing the chances of success for
any informal kind of regulation either from London or from any
kind of colonial structure within the colonies. It was
therefore difficult for the United Kingdom to transcribe its
informal model of regulation to the colonies. Furthermore, the
Bank of England apparently transcribed its philosophy of
maintaining contact with only ’‘club members’ to the colonies.
With most of the indigenous banks too small, in all respects,
to achieve ’‘club membership’, the Bank of England did little
to encourage informal regulatory contact with such banks.

Because of the relatively late development of formal
banking regulation in the United Kingdom, the Colonial
Government had no ready 'technology’ to transfer in the 1940s,
when they considered regulation for the banking system of

colonial Nigeria to have become necessary.'?® The Colonial

105 Tt would be foolish to impose the same system of
banking supervision on countries with diverse banking
structures. Compare for instance, the UK and the USA: the
former is a small integrated country with fewer than ten large
domestic banks all with large branch networks and a large
number of relatively small merchant banks. The USA, on the
other hand, has a federal structure and contains 14000 deposit
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Government therefore had to take a cue from the banking
regulation developments at the time in other British Colonies

especially, India and Pakistan.%

2.6 Conclusion

In subsequent chapters of this thesis an attempt will be
made to explain the various banking developments in pre-
independence Nigeria, in the context of the above theoretical

exposition.

banks all of them confined to particular states or smaller
areas (Blunden, 1977, p.326).

106 The diffusion of banking regulations and practices
from these colonies into the Nigerian banking arena will
become clearer later.
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CHAPTER THREE

FOREIGN BANKING OPERATIONS IN COLONIAL NIGERIA

3.1 Introduction

With the emergence of colonial rule in Nigeria, the
British soon put in place an economic and political system for
the smooth functioning of this territory. The Colonial
Government then went on to demonetise certain coins then in
circulation in an attempt to make British coins more
prominent. By 1880, for instance, formal legislation had been
put in place in the Lagos colony which provided for the
demonetisation of certain coins. The new regulation recognised
only British gold and silver coins and a few foreign gold
coins as legal tender.?

The resultant rise in the use of British coins was
however not without its problems: such coins had to be
transported from London to the West African Coast and then
carried manually inland. The cost of this transfer was not
only the transport costs. There were also interest charges
building up in London even while the coins were in transit and
also during slack trading periods when the coins were stored
locally in safes. The predilection of the Africans for silver
coins did not help matters either as this necessitated the

regular reordering of the coin stock for the colony.? The

! Ekundare, 1973, p.84.

2 It was not unusual, at the time, for such coins to be
melted for use as jewellery (See Newlyn and Rowan, 1954,
p.27) .
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above situation created the opportunity for the establishment
of some institution like a bank which would reduce the cost of
importing and distributing the silver coins as well as taking
them off the hands of the traders during slack trading
periods.?

This opportunity was first identified in 1871 when the
Bank of West Africa was incorporated® in London under the
Joint Stock Companies Act of 1862 and 1867.° The bank whose
head office was located in London was to have its first two
branches located in Sierra Leone and Lagos. The banks
prospectus specifically dealt with the need for and prospects

of such an institution. According to the prospectus:

The establishment of a Bank on the West Coast of
Africa has long been felt as the only means of
increasing European commerce and encouraging
commercial intercourse with the Continent of Africa,
as well as the only method of introducing additional
Capital, the want of which is one of the greatest
obstacles to the progress of the West African Trade,
and to the development of its immense agricultural
wealth, while the rapid increase in the commercial
relations between Great Britain and West Africa, and
the considerable investment of English capital
there, as well as the vastly augmented means of
communication by steam, demand the establishment of
corresponding financial facilities, more especially
the introduction of an efficient system of
Banking.®

3 Fry, 1976, p.10.

* There appears to be no connection between this bank and
the Bank of British West Africa which was established later
on. To the best of my knowledge, this attempt, in 1871, to
establish a bank in the West African colony has remained
undocumented in Nigerian banking history.

5 London Guildhall Library, Archive Division (MS 28528).

¢ MS 28528.
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On the profitability of such an institution, the prospectus

went on to contend that:

NO country at the present day offers a better
opportunity for establishing a highly profitable
Banking business than the British West African
Colonies, where the benefits of a Bank are wholly
wanting, and the facilities of trade are restricted
to a few large merchants whose interests are
naturally adverse to each other but who will gladly
avail themselves to its advantages when established.
It is moreover certain that many English Merchants
have only been deterred from trading with the West
Coast of Africa by the difficulty which exists of
obtaining reliable information as to the commercial
standing of the native and other traders. This
difficulty once removed, the trader of West Africa
would be brought into direct communication with our
home merchants through the medium of the Bank, and
an immense increase of trade must result by which
the Bank will necessarily profit largely.’

Despite the above detailed analysis of the opportunities
existing for a banker in the West African Coast, there is no
evidence that the bank ever opened for business.® It was not
until 1891 that another party capitalized on this opportunity
thus marking the advent of both commercial banking and foreign
banks into the Nigerian colony.

This chapter attempts an analysis of the rise of colonial
banks in pre-independence Nigeria. Emphasis is placed on the

various forces that impacted on their development and

7 1bid.
8 Several letters from the Registrar of Joint Stock
Companies inquiring whether the company was carrying on
business or in operation were never replied to. The company
was subsequently dissolved by notice in a London Gazette dated
5th June 1888- Public Records Office-Board of Trade (PRO/BT
31/2736) .
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policies. There were, sometimes, conflicts of interests
amongst colonial banks and even with the Colonial Government.
It is, for instance, argued that although the Bank of Nigeria
was set up to prevent the advancement of credits to Africans,
the Bank of British West Africa (BBWA)®’ strove to do so. It
was however discouraged from doing so by the Colonial
Government, which perceived the Africans as un-credit worthy.
Had the BBWA been encouraged to carry out its proposal, a
credit system adapted to the African environment might have
been established. This would have expanded the trade done by
the Africans. It would also have given more Africans the
opportunity to learn about the rules of bank credit. To
achieve its aim, this chapter is divided into eight parts,
including this introductory section. Part two traces the
origins of the African Banking Corporation which 1later
metamorphosed into the BBWA while part three analyses the
impact of seigniorage, arising from the use of British coins
in the West African Colony, on the pre-independence banking
system. Part four traces the origins of the Bank of Nigeria,
its policies and the events that led to its absorption by the
BBWA while part five deals with the foreign banks that were
subsequently established in pre-independence Nigeria. Part six
analyses the wunderlying interests that influenced the
behaviour of the various parties in the pre-independence
Nigerian banking arena while part seven examines how the
Africans acquired the image of being un-credit worthy. Part

eight concludes the chapter.

® The name was changed to Bank of West Africa in 1957.
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3.2 The African Banking Corporation

The moving force behind the establishment of the African
Banking Corporation was Mr George William Naville. He was the
Lagos Manager of the Elder Dempster Company, which was then in
control of the shipping business in the West African Coast and
therefore heavily involved in the importation of British coins
into the colony. With the support of the chairman of his
company, Sir Alfred Lewis Jones, he convinced the African
Banking Corporation!® to open an office in Lagos in 1891. Mr
Naville was appointed its first agent.'! This marked the
beginning of both commercial banking and foreign banks in
Nigeria. The bank immediately took advantage of the disorderly
system of currency supply to the West African territory. By
January 28th 1892, it signed an agreement with the Crown
Agents by which the bank was given the right to import new
silver coins from the mint into Lagos colony free of charges
for packing, freight and insurance.'? By May 1892, the bank
further consolidated its position by becoming banker to the
Colonial Government in Lagos.'® The gains of the bank did not
go down well with other European traders in the West African

territory. Protests from these European traders soon flooded

10 Established in 1890 as a British Limited Company based
in London, primarily to carry out banking business in South
Africa. The bank was taken over by the Standard Bank of South
Africa in 1921 (MS 28816).

11 Agreement dated 5th October 1891 (MS 28538).

2 ynder this agreement, other interested parties were
still free to order new coins from the mint with the Crown
Agents approval but they had to pay a premium of 1%.

B3 Fry, 1976, p.20.
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the Colonial Office claiming that its Lagos Manager had an
undue advantage by virtue of the fact that he was a banker,
shipper and trader.'* Also within the bank’s first year of
operation, Lagos was hit by a trade recession caused by a
local conflict between two rival tribes- the Ijebus and the
Egbas. This hampered trade by making the movements of persons
and goods very risky.! It was the combination of the above
factors that led the African Banking Corporation to develop
second thoughts about their Nigerian investment. They
subsequently invited Elder Dempster Company to take over the
Lagos operations of the bank. Elder Dempster obliged and on
the 31st March 1893, they took over the business of the
African Banking Corporation. |

The Elder Dempster Company instantly 1lost its
preferential treatment over the importation of silver and the
Governor of Lagos was soon instructed to close the official
account with the bank.'®* The reason given was that the
Colonial Government wanted such functions to be carried out by
a public bank and not a trading company like Elder Dempster.
Perhaps because of the initial protests received, the Colonial
Government also required that such an institution should be
absolutely independent and restricted from engaging in any

business other than that of banking.!’

4 Okigbo, 1981, p.78.
15 1bid.
* FPry, 1976, p.23.

7 Evidence of Leslie Couper before the Royal Commission
on Shipping Rings (1909, q.9117).
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To get around this problem, a ’‘public’ bank named Bank of
British West Africa was established in May 1894.!% Soon after,
the 'new’ bank entered into an agreement with the Crown Agents
of the Colonies under which the duties and responsibilities of
controlling and regulating the silver currency in Lagos were
transferred from the ‘Government to the bank. This new
agreement was slightly different from that which the
Government had with the African Banking Corporation in that it
conferred on the bank the sole right of silver import. The
bank swiftly consolidated its hold on the British West African
territories by entering into similar agreements with the
Governments of the Gold Coast Colony in 1896, Sierra Leone in
1898 and the Gambia in 1902.%°

The bank enjoyed the privilege of being the sole agents
for the importation of silver until 1912 when a special silver
currency was introduced for the West African colony.?® This
in itself was mainly as a consequence of the disagreements
over the control, sharing and nature of the seigniorage?!

arising from the importation of silver into the British West

¥ The majority shareholder was Sir Alfred Jones. Of the
3000 shares issued and paid up at the beginning of the bank,
Jones took up 1733 shares (Fry, 1976, p.26).

1 Evidence of Mr Leslie Couper before the Shipping Rings
Commission (1907, q.9117).

20 The bank however secured the agency of the currency
board in West Africa. In this capacity, it continued to deal
with the movement of British money in West Africa, though
relieved of control over the supply of it from the mint
(Milne, 1914, p.48).

2lgeigniorage is the profit Governments make from issuing
coins at a face value higher than the metals intrinsic worth.
It is the difference between the bullion price and the face
value of the coins made from it (Rosenberg, 1985, pp.595-6).
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African Colonies.

3.3 The Influence of Seigniorage

The advent of banking, entwined with formal colonisation
of Nigeria by the British, continued to advance the
monetisation of the economy and the rapid replacement of the
other forms of currency by sterling. An expanding volume of
trade ensured the continued absorbtion of British silver into
the British West African colonies. These imports, coupled with
the prospects of further future increases, soon enticed some
Colonial Governors to suggest that their colonies be allowed
to share in the profits accruing to the Imperial Treasury from
the issue of such silver coins in the colonies. On August 4,
1897, for instance, Sir Harry McCallum, the then Governor of
Lagos, made his views known on this subject. In a letter to
the Colonial Office, he asserted that:

16. The Acting Treasurer informs me that, £from
enquiries made by him, the annual absorbtion of
silver coins in this colony can be taken roughly to
amount at present to £80,000. A large proportion of
the coins imported find their way into the interior
in the way of trade and never reappear. Some are
buried, some are melted down for jewellery,
bangles, etc.

17. As these coins are the same in weight and
fineness as when the market price of silver was 60
pence per ounce, it does not require any close
calculation to see what a large annual profit is
being derived by Her Majesty’s Mint by their
manufacturing this silver for local absorbtion when
the market price stands at 28 pence.

18. I respectfully claim on behalf of this colony
that we should at least be allowed to participate in
this profit.??

22 Quoted in Newlyn and Rowan (1954, p.27).
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The Treasury however did not approve of the above proposal. In
reply to enquiries about the possibility of sharing

seigniorage with the colonies, it was asserted that:

My Lords do not view with favour the proposal to
take advantage of the predilection of African
natives for silver coins as a means of passing on
unlimited quantities of imperial tokens into that
continent. Experience has shown that the possibility
of ultimate return of such coins to this country is
by no means remote, as is suggested in the letter
under reply. They could not view the contingency
without apprehension as to the effect which might be
produced upon the currency, and even, it might be,
upon the finances of the United Kingdom. They are
not disposed to encourage an undertaking fraught
with such possibilities of danger out of regard
either to the immediate profit, with its
corresponding liability, which would accrue to the
Imperial Government, or to the share of profit,
without any corresponding share of liability, which
is claimed for Colonial Governments. Small as is the
claim of latter Governments to participate in the
profit on coinage supplied for their own use, they
would have a still smaller claim to derive any
profit from coins which they merely imported for
transmission to other parts.?

It was therefore concluded that:

If it is desired to obtain for the Colonies and
Protectorates a revenue from coinage, that end can,
in the opinion of this Board, be secured only by
adopting a token coinage of their own. To that
course, my Lords would have no serious objection to
offer, though, in view of its being adopted
primarily for the purposes of revenue, they think
great care would need to be exercised to restrain
the several Governments from the temptation to
overissue, with its consequent dangers in their
commerce and to their finances.?

It was under the above circumstances that Mr Joseph

3 1bid, p.29.
4 Ibid.
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Chamberlain, then Secretary of State for the Colonies,
appointed a Committee under the headship of Sir David Barbour,
in 1899, "to collect information and report on the currency of
the British West African possessions". The Bank of British
West Africa followed the proceedings of the Barbour Commission
closely. In fact, Sir Alfred Jones gave evidence in favour of
maintaining the existing status gquo. He also convinced the
Liverpool Chamber of Commerce to submit to the Colonial Office
that the introduction of a special colonial currency would
harm trade.?® Any change in the existing currency status guo
in the colony, it was believed, would adversely affect BBWA.
Any decision in favour of a special colonial silver currency
would indeed have involved the appointment of a supervisory
board. This, it was presumed, would have ended the bank’s
silver import monopoly.

Barbour subsequently contended that a special currency
for the West African Colonies was indeed practicable and had
several attractions. Given the preference of the merchants for
the maintenance of the status quo, his report refused to
recommend the introduction of a new coinage. Instead he
advised that the Treasury should release half of the profits
accruing from the issue of silver to the colonies.?*® As
efforts were being made to reconcile the views of the Treasury

with those of the Colonies, silver imports, which were

% Fry, 1976, p.39.

2¢ Though this report was never published, it contents and
recommendations were at the time widely known. See for
instance, Emmott Report (1912, p.5) and Newlyn and Rowan
(1954, p.30).
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£360,220 in 1900, dropped to £154,730 in 1901.%" This dramatic
drop questioned the colonies argument that there was no
likelihood of a relapse in the demand for these currencies.
This was perhaps one of the main reasons why the Government
decided to shelve the Barbour Report. It neither introduced a
new silver coinage nor allowed the colonies to share from the
seigniorage. The BBWA therefore, continued to enjoy its
monopoly of silver importation into the territories.

The matter was not however put to rest as the silver
imports into the West African colonies continued to expand
rapidly despite occasional fluctuations. In 1906, for
instance, £506,600 worth of silver was imported into the
British West African territories while £669,600 worth was
imported in 1909.?® Apart from the pressures from the
Government in the colonies for the issue to be opened again,
the Treasury was sufficiently worried about the increasing
dangers of the system to monetary control in Britain.?® The

increase in the silver exported to the colony was not just

27 Table 1.
28 Table I.

%% Armitage-Smith, an official of the Imperial Treasury
once asserted that "From the point of view of the Imperial
Government, I can only say that in my judgement the sooner the
change from sterling to local silver currency is made the
better. I regard the contingent liability connected with a
coinage which is not, strictly speaking, a token coinage,
because it is not submitted to a limit of legal tender, and
which is being absorbed at such an enormous pace by a semi-
civilised community, as a distinct danger to our currency
arrangements, and I think that if the interests of the
Imperial Government alone were concerned, so far from forcing
sterling on the Colonies I should be inclined to move for
substituting a local system" (Emmott Commission minutes of
evidence, 1912, q.195).
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rising in absolute terms. It was also rising relative to the
total amount of sterling silver in circulation in the United
Kingdom. For instance, in the five years ending with 1890, the
sterling silver imported into British West Africa was equal,
on the average, to about 2.7% of the sterling silver placed
in circulation in the United Kingdom. In the period 1906 -
1910, this proportion had risen to about 85%.3° Further
increase in this proportion was anticipated by the Colonial
Government based at the time on the continued substitution of
barter by cash transactions, the opening up of vast tracts of
country still underdeveloped and its attendant increase in
trade.*' The above factors subsequently led to the appointment
of another commission, headed by Lord Emmott, to reexamine the
matter in 1912.°% Despite the preference of the commercial

community for the silver import system,??

the Treasury had
their way and the Emmott Commission recommended the
establishment of a special silver currency for the West

African Colony, with a caution on the use of seigniorage.?*

3 Computed from Table 2.
31 Emmott Report (1912, p.7).

32 Their terms of reference were "To inquire and to report
as to the desirability of introducing into West Africa a
special silver coinage common to the five British West African
administrations, and also add to the desirability of
establishing a joint issue of currency notes in the same
territories, and to advise upon the measures necessary for the
regulation of the special coinage if introduced or for the
better regulation of existing currency in the event of a
special coinage not being adopted".

33 Emmott Report, 1912, p.8.

3% According to the Emmott Report, "after making every
deduction for cost of coinage and for incidental expenses,
there will, of course, be a very large '"profit" representing
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A west African Currency Board was subsequently set up bringing
to an end the BBWA’s monopoly over silver imports into the
territory. Long before then, in 1899, the Bank of British West
Africa lost its monopoly on operating in the Nigerian Colony

with the advent of the Bank of Nigeria.3*

3.4 The Bank of Nigeria

By the time the Niger Coast Protectorate came into
existence in 1893, there was already in existence a community
of powerful European traders in the territory. At the time
these European traders had put in place a working agreement
for the purpose of stifling competition, cutting down their
costs, maximising profits and reducing to a uniform amount the

prices paid for their commodities.?® To forestall the BBWA

the difference between the bullion and face value of silver
currency supplied to British West Africa. That country has
absorbed over 6 1/2 million pounds (face value) in silver coin
during the past 26 years and the absorbtion may be expected to
continue even if not at the same rate. For many years to come
the profit on supplying additional silver and on substituting
local silver for silver of the United Kingdom now in
circulation should be placed to reserve in order to meet any
possible demand for redemption. It would be premature to
express an opinion as to the probability that it will be safe
and practicable at some date hereafter to use any subsequently
accruing profit for administrative purposes. But we think that
at a comparatively early date the interest earned by the
reserve might be so used" (p.8-9).

35 Named Anglo- African Bank when it was established. The
name was subsequently changed to Bank of Nigeria in 1905.

3 In a letter to the Colonial Office, Sir Ralph Moor
suggested that "The firms of African Association, Messrs.
Miller Brothers and Co.and the Niger Company, have at present
a working understanding. This arrangement, though not
amounting to a division of profit, is a guarantee that these
firms respect the interests of one another and do not
interfere with one another’s existing trade. Any enterprise
in opening up would require by the agreement to be undertaken
jointly and no one of these firms can move alone. Further, the
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from gaining a foothold in their territory they set up the
Anglo African Bank®’ in 1899 and made a strong bid for the job
of importing silver into the colony and for the banking
business of the Government.®®* The Colonial Office obviously
knew that this bank would be of little assistance in the task
of establishing the British currency in the colony. This was
so since the companies behind the bank believed that the
maintenance of the barter system best served their interest.?®
Such an attitude was against the interest of the Colonial

Government which was pro- monetisation. Monetisation, it was

African Association and Messrs Miller Bros. and Co., who have
rival trading establishments in all centres of trade in these
territories, have a working agreement which includes other
rival firms established at such centres as to the proportion
of trade to be done by the representatives of each. In
consequence of this latter agreement, there is a handing over
of produce when the monthly proportionate division takes
place. This system is of course a deadly one to the
development of any enterprise in the territories and tends to
a cutting off of prices in payments made to the producers"
(PRO CO/520/15, Moor to C.0O., 26th Sept. 1902).

37 ofonagoro, 1979, p.376.

3% The close link between the bank and the three leading
European Companies in Southern Nigeria could be seen from its
interlocking directorships. According to Sir Ralph Moor "it
will be observed from the prospectus of the Anglo African
Banking Corporation that while their head offices are n
London, in Suffolk Street, Strand, near to the offices of the
Niger Company, there are agencies of the bank in Liverpool and
Glasgow which are the offices of the African Association and
Messrs. Miller Brothers and Co., respectively. There can be
little doubt that nearly the whole interest of the Anglo-
African Bank is in the hands of the three firms mentioned. The
directors of the bank represent in England that they are
anxious to undertake all legitimate banking business and to
assist in the development of the territories. The directors of
the three firms in question make the same representations, the
Bodies representing the bank and the trading companies being
identical" (PRO CO/580/15, Moor to the Secretary of State for
the Colonies, 26th September 1902).

3% PRO CO/520/8, The Butler Memorandum dated 9th September
1901, Part A.
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believed, would make both governance and the 1lives of
Government employees easier.?® The Bank of Nigeria was
therefore ruled out and the Colonial Government then
considered two other options: set up its own bank*' or invite
an established bank in British West Africa to establish in
Southern Nigeria. The Government opted for the latter. BBWA,
which was the obvious choice, was however not very keen to
accept this offer. Officially Alfred Jones, who for practical
purposes was the Bank of British West Africa, argued that it
was not possible to open a branch of his bank in Southern
Nigeria except at an initial loss which he was not prepared to

face.*?

His main fear may however have been the possible
repercussions that may befall both the bank and the other
interests of Elder Dempster should they cross the path of the
powerful European cartel then operating in Southern Nigeria.*?
These firms at the time practically had the whole of the trade
of Southern Nigeria in their hands and were apparently

resolved to prevent, by every means in their power, the

establishment of a bank there for the fear that the banking

40 nThe Niger Company does not do any cash trade, and I

have had considerable difficulty in arranging for Government
employees and soldiers who are paid in cash to purchase
necessaries and requirements at the company’s factories for
cash" (PRO C0O/520/1. Sir Ralph Moor to Alfred Jones, January
30 1901).

‘1 It was at the time proposed that a Government Savings
Bank be established. Such a bank was to encourage thrift among
the African population. A monopoly of the import and issue of
British silver currency and Government patronage for such a
bank, it was argued, was sufficient to make such a bank viable
-Moor to C.0., September 26 1902 (PRO CO/520/15).

42 PRO CO/520/8, p.280.
43 Tbid.
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facilities would, in the course of time, liberate the native
traders from the barter system under which the firms benefited
immensely.** In fact the expected line of action dreaded most
by Elder Dempster, should they set up their bank in Southern
Nigeria, was the possibility that these European firms would
retaliate by establishing an independent line of steamers to
West Africa which would have the effect of breaking the
monopoly enjoyed by Messrs Elder Dempster & Company’s line of
steamers.?* The above view was also deduced from the meeting
between Alfred Jones and Ralph Moor in England. Mr Butler in

his report of the meeting concluded that:

it was quite clear that Sir A Jones is not prepared
to defy the powerful combination of firms which at
present practically monopolise the trade of So.
Nig., and to whom the Anglo African Bank belongs, by
establishing a branch of the Bank of B.W.A. in
Nigeria. It was equally clear that, if he dare defy
them, or were forced into open warfare with them in
other directions, he would gladly open a branch of
his bank in Nigeria under an agreement identical
with that which he holds in the West African
Colonies. Nothing therefore, can be hoped from the
Bank of B.W.A. at present, unless Sir A Jones ceases
to fear the combination of the Niger Co., the
African Association and Messrs Alexander Miller
Bros. and Co., or unless his activities in other
directions or a difference of opinion as to shipping
arrangements or freights lead to hostilities between
him and the combination.*®

The Colonial Government clearly was in a dilemma: the existing

bank in the territory had no interest whatsoever in monetising

4 PRO CO 520/10.
45 PRO CO 520/10, P.521.
¢ Quoted in Ofonagoro, 1979, p.388.
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the economy while the BBWA feared reprisals from the powerful
European merchants should they establish in the territory. The
territorial Governor also realised that the monetisation of
Southern Nigeria could not effectively take place without the
co-operation of the powerful merchants.?’ He thus urged Alfred
Jones to come to an agreement with the commercial community.*®
This was not to be, at least not immediately, as the two banks
had different agendas. It was not until 1903 that the BBWA
accepted an invitation to become bankers to the Colonial
Government and to have the sole right of importing silver into
Southern Nigeria.*’ This was done, perhaps, with some form of
guarantee by the Colonial Government against possible
reprisals from the powerful European merchants in the
territory.

The fact that the Bank of British West Africa afforded
facilities to native traders thus rendering them independent

of the large European trading firms greatly offended the

47 w"At present, a cash system cannot be effectively

introduced unless supported by the commercial community, for
the firms trading here can always refuse to do a cash trade
with the natives.... I should suggest that if possible, your
bank come to some arrangement with the commercial community as
represented by the firms mentioned on the lines of giving them
some interest in the banking business- otherwise, I fear such
business will only struggle along under difficulties" (PRO
C0/520/1, Sir Ralph Moor to Alfred Jones, January 30 1901).

48 v _the wisest course would be for the BBWA to absorb
the Anglo-African Bank by passing over to the share-holders of
it such reasonable interest in the concern as would be
represented by the capital which they propose to subscribe" -
Moor to C.0., January 31, 1900 (PRO CO/520/1).

4% Ofonagoro, 1979, p.389.
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powerful European community.®® This was not surprising since
credit to the Africans was, at the time, a sore point for some
of these powerful European merchants.®® This was also one of
its greatest undoing as the Colonial Office would have nothing
to do with anything that stood in the way of the rapid
monetisation of the territory. For instance Montagu Ommanney,
then a Permanent Under Secretary in the Colonial Office,
concluded that:

So long as this spirit animates the Anglo African

Bank, the less the Government had to do with it the

better.5?
The firm’s ’‘report card’ in its early days of operation did
not help matters either. Moor in 1902 noted that:

the agents of the firms referred to out here watch

the transactions of the bank with great care and are

prepared to oppose it should any action be taken

that would amount to the encouragement of any

competition in trade. I am aware that the

representative of the bank has already experienced

such opposition and is subsequently unable to assist

the natives in becoming shippers of produce or to

encourage them in any way that would bring them into
competition with the Europeans.®?

He went on to assert that:

The representative of the bank contends that were he
given the exclusive right of shipping coins to the
Protectorate and the Government banking account, he

¢ PRO CO/466/30 Minute by Sir Montagu Ommanney, April 1
1903.

51 This will be discussed later in section 7 of this

chapter.
52 PRO CO 446/30, April 1 1903.
53 PRO C0/520/15, Moor to CO, 26th September, 1902.
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would be in a position to disregard the opposition
of the European agents and be prepared to carry out
all legitimate banking business. In this view he is
no doubt accurate and I have no grounds for doubting
hiss good faith in the matter. He is however bound
by the policy of his Directors, and I must candidly
admit I think it likely that the bank will be used
in preventing competition when I call to mind the
admission of at least one of its Directors made to
me personally in the presence of the Board, when the
Bank was inaugurated, to the effect that its
initiation was with the interest to protect the
exiSFing trade interests of the firms that started
it.

Moor also claimed that when he chided the bank’s local manager
for not encouraging the native traders, he (the manager)
replied that:
I am ordered from home to carry on a legitimate
banking business but I can not do it; it is
impossible for me to do it , because if I do it, the
agents out here will not come to me; if I were to
make advances to the natives, very well, they will
not take their cash from me and I shall lose all
their business.5s
He then concluded that the bank was formed by the Miller
Brothers, Niger Company and African association with:
-there was no blinking the question-with the
specific object of protecting their own trade and
preventing any other bank coming in to the area

where they carried on trade, and fostering rivals
and assisting rivals in their area.®>®

The above criticisms of the bank were partly dismissed and
partly explained by Mr Clifford Edgar, then one of the bank’s

directors. He claimed that Moor’s assertion that the bank did

54 Ibid.
%5 Shipping Rings Commission p.257-8.
%¢ Shipping Rings Commission, p.257.
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not grant banking facilities to Africans was baseless since
more than 400 accounts representing 75% of the total accounts
of the bank were operated by coloured people. He however
admitted that the bank was less forthcoming in granting of
credits to Africans. This he explained was due to the
provisions of the Recovery of Credits Proclamation of 1900

which contains the clause:

No court of law in the territory of Southern Nigeria
shall enforce against a native any obligation
incurred by him towards any person not being a
native of Southern Nigeria in respect of a
commercial transaction so far as it may be based on
credit.®’

This however was certainly not the main reason. The year
before the above proclamation was made, a key figure in the
group that later formed the bank, Mr A Miller, made it clear
that there were other reasons why they did not support the
granting of loans to Africans. Excerpts of Miller’s evidence

before the Barbour Commission are as follows:

Do you find the system of Barter on the river
districts suit you, or would you prefer to carry on
your business by means of cash transactions?-
Certainly, I prefer it as it is- that is barter.

I suppose you prefer it because it 1is more
profitable?- Well, put it this way, we fear that if
it was the Silver currency it would be 1less
profitable.

Well that is the same thing; you think if you used
silver, the trade would be less profitable?- Yes I
think it would. That is my reason. It has been
barter for many many years, century after century,

57 Royal Commission on Shipping Rings, p.417.
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and it answers very well. I quite understand that
that cannot go on always. It is a very slow
civilisation on the Niger territories.

Do you consider that the establishment of the Bank
of British West Africa has been of general advantage
to the trade of the Colonies?- I should not like to
say that at all.

You do not think so?- No, I do not think it is an
advantage to the trade. I think it is the other way.
In Lagos, for instance, it has played a lot of
mischief by giving these irresponsible natives
facilities.

You would advocate that the Bank should only give
facilities to certain individuals?- They come to
trade, these natives; they get advances on produce;
they have made a great deal of trouble in Lagos. We
do not find that so much on the Gold Coast. It is an
advantage so far as the real banking business is
concerned.

You would not propose that your bank at 0ld Calabar
should make advances to native traders against
produce; is not that a legitimate operation?- I do
not know what my other colleagues’ views are. I,
personally, am very much against it. We might be
driven to it for self-protection.

Does the Bank of British West Africa engage in
operations which, in your opinion, are not bona fide
banking operations?- They give advances and
facilities to native traders.

Just as they do to European traders?- Yes. I know
that I should get no facilities from them against
produce.

Is it not merely a question of the bank’s capacity
of forming an opinion of its relative credit of
customers?- I do not think they could form an
opinion so well as we could; they do not know the
natives as well as we do.

You state that the Bank of British West Africa has
been in the Thabit of making advances to
irresponsible people; you think that is detrimental
to you?- Yes I do.

Do you mean to your own trade or to the trade of the
colony generally?- To the trade of the colony
generally. It is not a wise thing.

The result of making these advances is, I presume,
to enable traders to compete with other traders?- I
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do not know.

Is the result to cut down prices?- I do not think
it.

What are the effects?- I have been told that the
bank in Lagos has been responsible for a great deal
of the breakdown of business there; a great many
people had to leave it. I am only speaking from
heresay.

...do you know that the bank is making advances to
men who, as a matter of fact, do not repay this
money?- I could not say that, but I know the result
of it. These people get money, and begin in trade,
and order things here, and go on for a year or two,
and then it ends in the Bankruptcy Court.

In the Niger Coast Protectorate, where you would
have this bank, you would not adopt this system of
making advances to the natives?- Not with my
approval; if they were responsible persons, we would
not mind.

If you had this bank, I presume you would expect to
have an agreement which would practically prevent
any other bank coming in on the same terms?- I do
not know, I am sure. I would not like to say that.
I could not speak for my colleagues. I do not think
there would be room for two banks, but if another
came, we might wind up. I do not think there would
be room for two.®®

His views were obviously taken seriously by the Colonial
Government. Several years later, it re-echoed as a
justification for not granting them monopoly over Silver

import: a Colonial Government Official concluded that:

it 1is impossible not to remember, in this
connection, the evidence given by Mr Miller before
the committee which reported on the question of a
local currency for W. Africa. He took strong
objection to the establishment of the Bank of Br. W.
Africa on the Ground that it afforded facilities to
the native traders and so rendered them independent

8 Evidence before the Committee on the Currency of the
West African Colonies - 1899 (Barbour Commission). See PRO CO
520/4, Folio 64-66.
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of the large European trading Houses.®®

Not surprisingly, therefore, the Government refused to have
anything to do with the Bank of Nigeria. What was rather
surprising was the choice of the BBWA despite the fact that it
arguably had the same monopolistic instincts as the Bank of
Nigeria and that its ownership structure was extensively
entwined with that of an established monopoly within the
territory- the Elder Dempster Company. The bank’s majority
shareholder, Alfred Jones, was a monopolist for all intents
and purposes. On Joining Elder Dempster as a Junior Partner in

1879, his first aim was to:

monopolise the whole shipping trade of the West
African ports and with this object, he absorbed
competing lines, British or foreign including the
British and African Steam Navigation Company.®°

In accomplishing the above goals, he was more than

successful.® Despite the clarity of his business objective

5% PRO CO/446/30, Minutes by Sir Montagu Ommanney, 1st
April 1903.

¢ Dictionary of National Biography (1912, p.379).

62 Before the end of the 19th Century, he had organised
the West African Shipping Lines Conference which controlled
all the shipping trade in the British West African Colonies.
Of the three co-operating lines in the conference, he managed
two which, under the shipping agreement, monopolised the
shipping trade between West Africa and the United Kingdom. The
remaining service to the European Continent was shared with
the third partner (Ofonagoro, 1979, p.372-373). An interesting
scheme devised by the West African Shipping Line Conference to
keep shippers in line was the introduction of the deferred
rebate system. Under this scheme, shippers paid 10% in excess
of actual freight charges. This excess was refunded only if
the company shipped exclusively, for the following six months,
through a member firm of the Shipping Conference (See evidence
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and the closeness of the BBWA to the Elder Dempster Company,
the Colonial Government still preferred his bank to the Bank
of Nigeria which they accused of lacking independence by
virtue of its connections with the powerful trading combines,
an offence the Bank of British West Africa was guilty of. The
reason for this contradiction in policy may not have been
unrelated to the close relationship that blossomed between
Alfred Jones and Joseph Chamberlain, then Secretary of State
for the Colonies.®® Also while the Colonial Government could
tolerate monopoly when it was in its interest, they could not
tolerate opposition to the monetisation of the Nigerian Colony
mainly because it had the potential of hindering their
operations in these colonies. In other words, the Colonial
Government frowned at monopolies only when they contradicted
their interest. This perhaps explains why there was no
attempt, at the time, to enact an anti trust law to combat the
'sins’ of the powerful European merchants of Southern Nigeria.

Subsequent to the signing of the contract between the
Government of Southern Nigeria and the BBWA, the Bank of
Nigeria launched an offensive in an attempt to reverse the
policy. The Shipping Rings Commission in 1907, for instance,

provided the bank an avenue to protest against the activities

of George Miller before the Shipping Rings Commission, Q4295-
4325) .

62 Alfred Jones "gave impressive support to Joseph
Chamberlain’s political campaign, even to the extent of taking
time off from his business to campaign in person for
Chamberlain in Cardiff" (Ofonagoro, 1979, p.381).
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of the BBWA and its associated companies.® Also in May 1908,
many of the West African merchants petitioned the new
Secretary of State for the Colonies, the Earl of Crewe, urging
him to end the monopoly of the BBWA over the importation of

silver.®

Concurrent with the protests were also moves to
merge the two competing banks. From 1906, for instance, Alfred
Jones had become very interested in a merger. He tried several
times without success.® In 1907 Lord Elgin, then the Colonial
Secretary, also recommended that the two banks should
amalgamate.®® It was not until 1912, three years after the
death of Alfred Jones that the Bank of Nigeria was finally
absorbed by the BBWA.%” The BBWA subsequently enjoyed an

uninterrupted banking monopoly in the Nigerian colony until

1916 when another foreign bank, the Colonial Bank, entered the

63 John Holt in his evidence before the Royal Commission
on Shipping Rings claimed that the "The conference Liners may
now therefore be regarded as a monopolistic trust embracing
the business of ocean carriers, traders, bankers etc., with
all other traders and even the local Governments as feeders
and completely in their grip. It cannot be a healthy state of
affairs for the interests of the community and the progress of
West Africa"- Royal Commission on Shipping Rings, Minutes of
Evidence (Q4823, April 30th 1907).

6 petition dated 26th May 1908 (PRO CO/ 520/73/3502).
® Fry, 1976, p.67.
6 Ibid.

¢7 The agreement provided for the winding up of the Bank
of Nigeria and for the sale, to the BBWA, of the Goodwill and
surplus assets over the liabilities of the Bank of Nigeria at
a price of £63,000 payable in cash together with an option to
subscribe and have allotted to the Bank of Nigeria or its
approved nominees, 13,000 Shares of £10 each (£4 paid) in the
BBWA at the price of £4. 16s. 11d. per share. This was subject
to the guarantee that the surplus assets of the Bank of
Nigeria amounted to £63,000 in value (Bank of Nigeria Limited,
Directors Report, Statement of Accounts and Notice of Meeting,
28th May 1912).
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Nigerian banking arena.

3.5 Other Foreign Banks

The Colonial Bank was established under the Charter of
June 1lst 1836 which authorised it to carry on the "business of
a Banker in Jamaica and other West India Islands and British
Guiana, and not elsewhere."® The restriction on its
operational geography was removed in 1916 via an Act of
Parliament.® Early in 1917, the bank opened two branches in
British West Africa, including one in Lagos, thus bringing to
an end the monopoly of the BBWA in the Nigerian colony.’® The
Colonial Bank soon discovered that West African conditions
were entirely different from those it was accustomed to in the
West Indies. For instance, agriculture in the West Indies at
the time, was in the main conducted on plantation lines by
persons and companies of European origin who also owned the
land. In British West Africa, the situation was different:
there was in general no European ownership of agricultural
land and cultivation was in the hands of Africans who were
mainly small scale farmers. Europeans in the West African

economy were therefore involved mainly in the activity of

68 Barclays Bank, 1938, p.31.
§ Ibid, p.59.

7 At the time the bank entered the banking arena in West
Africa, it was of comparable size with the BBWA. For instance,
the Colonial Bank had at the time an authorised capital of
£2,000,000, of which £300,000 was paid up. It also had a
reserve of £150,000 while the BBWA had an authorised capital
of £2,000,000 out of which £560,000 was paid up. The bank'’s
reserve was £220,000 (Fry, 1976, p.91).
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buying and selling.” Also, unlike in the West Indies, where
banking had an element of prestige and people had been
familiar with banks and banking for several generations,
social factors impeded such habits in West Africa. The keeping
of money in banks in West Africa, for instance, often had the
disadvantage of making its existence known to the depositor’s
family. This usually left the depositor vulnerable to their
demands.” It was the above factors entwined with the Colonial
Government'’s perception of Africans as un-credit worthy” that
made the Colonial Bank direct its policies mainly towards
meeting the needs of the European traders.™

The Colonial Bank soon started to compete for clients
with the BBWA. Apart from winning new clients, it also took
away clients from the BBWA and by 1919 the Governor of Nigeria
ordered the equal division of silver coin between the two
banks. Despite protests by the BBWA, the Colonial Office
approved the action of the Nigerian Governor.” The activities
of the Colonial Bank no doubt posed a threat to the BBWA which
soon moved to end the rivalry: in 1917, it proposed a merger
of the activities of the two banks. This was rejected by the

Colonial Bank.’ By 1926, the Colonial Bank was to become an

T Ibid.
72 Greaves, 1953, p.41.

73 Evidence of this view will be provided later on in this
chapter.

7 There is evidence that the banks credit policy for

Africans was discriminatory. See Chapter 8.
> Fry, 1976, p.93.
¢ Okigbo, 1981, pp.79-80.
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even bigger bank via a merger with Barclays Bank, Anglo-
Egyptian Bank and the National Bank of South Africa. The
resultant bank was named Barclays Bank (Dominion, Colonial and
Overseas) .

Competition between both banks remained fierce.”” BBWA
made two further attempts to merge the activities of the two
banks in 1934 and 1938. Both failed.’ It was not until 1945,
when the impact of the newly established indigenous banks,
mainly in propaganda terms, were beginning to be felt,? that
both banks decided to mend fences and sign a co-operation
agreement .®® The emergence of indigenous banks was therefore
one of the factors that helped encourage both banks to
reconcile their differences in order to present a united front

against them.

77 According to the official history of the Barclays Bank
(DCO) "Both banks employed a technique which involved first
spying out the land by an official who remained as unobtrusive
as possible. Next it would be necessary to negotiate, with
utmost secrecy, to 1lease premises for the bank and
accommodation for the officer in charge. Eventually one of the
spare branch outfits kept in constant readiness would be sent
out from Lagos with the prospective manager and a clerk,
perhaps to win the race by a short head, but sometimes to find
that other competitors were there a few hours ahead of us.
These feverish and sometimes undignified struggles came to an
end in February 1956 when a long-forgotten law was found which
prohibited expatriate companies from leasing properties and
opening for business without prior Government sanction"
(Crossley and Blandford, 1975, p.257).

78 Okigbo, 1981, p.80.

7 See chapter 4(2) for some evidence of the propaganda
strategies of the indigenous banks at the time.

8 The agreement titled "Co-operation Between Banks in
West Africa" was dated 1st January 1945. It existed until 21st
January 1957 but was replaced later by separate agreements for
each of the newly independent countries of former British West
Africa. A minimum of six months notice in writing was needed
to modify whole or part of this agreement (MS 28538).

85



In general, the 1945 agreement ensured that competition
between the two colonial banks did not lead to a price war.
Amongst other things, the agreement provided that: no interest
be allowed on current account credit balances;® a maximum of
1/2% per annum interest was to be paid on fixed deposits of 6
to 12 months duration and of 1% on fixed deposits of one year.
Fixed deposits were to be accepted from all Companies only for
a one year period except during the months of September to
December.?® No interest bearing fixed deposits was to be
accepted for 1less than six months or more than twelve
months;® interest on savings account deposit was pegged at
1% per annum and the maximum amount to earn deposit which
could be added to the savings account of any one customer in
any period of six months was also pegged at £50. In total, the
maximum balance on any one savings account to be allowed
interest was £500. The agreement further fixed minimum charges
for overdrafts, loans and local bills discounted;® minimum
service charges were also fixed for bank drafts and mail
transfers, cable transfers® and the issue of travellers

86

cheques. This agreement no doubt helped in making the

8 paragraph 3.

82 The essence of this provision was to "prevent trading
concerns putting at interest at the end of the produce buying
season surplus funds which can be drawn out at the
commencement of the next buying season" (Paragraph 4[i]).

8 Paragraph 4.

8 paragraph 6.

8 Pparagraph 17.

8 Paragraph 46.
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interest and service charges in the colony one of the highest
in the entire British Empire at the time.®’

In 1948, the British and French Bank for Commerce and
Industry was established in Nigeria.®® It subsequently became
a signatory to the West African Agreement. In 1959, another
bank with French origins- the International Bank of West
Africa (IBWA), a subsidiary of Banque Internationale pour
L’Afrique Occidentale (BIAO) was licensed in Nigeria.® It
also became a party to the West African Agreement. No
indigenous bank had the privilege of joining this agreement
until 1960 when the Bank of the North was admitted with great
reluctance.®® The reluctance to admit indigenous banks in
Nigeria as signatories to the bankers agreement was perhaps
because such banks were perceived, by the foreign banks as
being poorly capitalised, poorly staffed and having little or

no external alliances to pose any threat to these European

87 See for instance, Trevor (1951, paragraph 123), IBRD
Report (1955, p.155) and Greaves (1953, p.47).

8 This bank had French origins: The Banque Nationale pour
le Commerce et 1’Industrie (BNCI) had formed a London company
which, following the nationalisation of the parent company in
1945, became in London the British and French Bank for
Commerce and Industry. In 1956, it dropped the ’'Commerce and
Industry’ from its name (Okigbo, 1981, p.83).

8 Brown, 1966, p.24.

% A letter from an Assistant General Manager of Barclays
Bank to an Assistant General Manager of the Bank of West
Africa, dated 28th September 1960, asserted that "...although
the Bank of the North signified their willingness to sign this
Agreement several months ago, it appears they are aware that
the draft offered to them is a reduced version of that agreed
between the other parties and it seems that they are enquiring
why they have not been offered the opportunity of joining the
full agreement between the banks" (Barclays Bank Archives
11/853).
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banks. Allowing such banks to become signatories to the West
African Agreement would have resulted in the subsidising of
such indigenous banks by the foreign banks. Such subsidies
were imminent since the likely benefactors of the agreement
provisions, such as free Commission on Turnover (COT) for
inter-bank accounts would have been such indigenous banks.®
Once it was felt by the foreign banks that an African bank had
prospects for being a threat to the agreement, by undercutting
their rates for instance, such a bank was usually invited to
join. A case in point is the Ghana Commercial Bank.?%

No attempts in the form of regulation were made by the
Colonial Government to control the monopoly rates charged by
foreign banks at the time. This was possibly because the
foreign banks were the sole benefactors of the gstatus quo and
such policy did not contradict the interest or perceptions of
the Colonial Government, which was not always similar to that

of the colonial banks.

* gSee ‘'Private and Confidential’ 1letter dated 11th
January 1960, from Assistant General Manager of Barclays Bank
to Assistant General Manager of Bank of West Africa (BBA
11/853).

°2 In an internal memo of Barclays Bank dated 14/7/58 and
titled ’‘West African Agreement’, it was contended that "Now
that Ghana is independent, has its own Central Bank together
with its associated Bank, the Ghana Commercial Bank, and its
own currency, it seems the time has arrived when we should
consider having a separate agreement for Ghana, the
subscribers to be the B.W.A., the Ghana Commercial Bank and
ourselves. The British and French Bank are not at present
established in Ghana. It might be desirable for us to
endeavour to reach such an agreement as soon as possible
before the Ghana Commercial Bank achieves wider representation
than it has at present.... Otherwise, if we wait until the
Ghana Commercial Bank has a competitive branch system they may
decide to undercut us which could vitally affect the B.W.A.
and ourselves" (BBA 11/853).
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3.6 The Politics of Conflicting Interests

The various foreign banks and the Colonial Government, to
some extent, had different perceptions of the Africans and
different agendas as to how to treat them. The Bank of
Nigeria, for instance, was set up to keep other banks out of
the territory of Southern Nigeria in order to perpetuate the
trade by barter which gave them enormous control over the
Africans and their commodities. The Bank of British West

Africa was a ’'Free Standing Company’?®

set up to carry on
banking business in the west African colony. With no specific
banking experience to rely on, the bank kept an open mind and
was only interested in exploiting the vast untapped African
market. The key, it was believed, was not to shut the Africans
out, but instead to devise a system that promoted safe credit
lending to the Africans. In 1905, for instance, Alfred Jones

wrote to the Under- Secretary of State for the Colonies with

regards to the question of the:

establishment of some form of Agricultural bank in
West Africa for the purpose of making advances to
natives to enable them develop the agricultural
resources of the territories in the most expeditious
and efficient manner.%

His letter went a step further to identify the main impediment

to such a scheme as the:

 This has been defined by Mira Wilkins as a company
registered in England or Scotland to conduct business
overseas, most of which did not grow out of the domestic
operations of existing enterprises that had headquarters in
Britain (1988, p.281).

% Quoted in Cowen and Shenton (1991, p.29).
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existing native system of land tenure which in most
agricultural districts does not recognise any
individual private property in land.®®

This made it impossible for such land to be pledged in any way

as security by individuals having use of them when seeking

advances. Given the above circumstances, Jones concluded that:

the only 1lien which the native would in all
probability be able to create would be on the crop
which could not be regarded as sufficient security
for pecuniary advances for the lender could not
control the expenditure, and would have no guarantee
that the moneys advanced were employed to advantage
on the crop on which he might hold a lien.®®

To counter the above obstacle, Jones recommended that such
credit should be extended through tribal chiefs who should be
empowered to stand surety for the individual cultivator who

sought the credit. He further insisted that though:

tribal chiefs in council probably have not under
native law and custom the right to alienate tribal
land... legislation could no doubt create this power
if for a good purpose.?’
After all, he further argued, Chiefs had the right to collect
certain tolls on behalf of the Government and were in receipt
of Government subsidies which may be forfeited in the event of

a default and in fact as a last resort, could impose some form

of tribal tax in the event of a default by a member of the

% ibid.
% Tbid.
7 ibid.
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tribe. The above suggestions was dismissed by Olivier of the

Colonial Office who asserted that:

any prospects for lending money to cultivators in
West Africa is extremely premature.®

He went on to suggest that:

Banking... depends on security and security upon
local institutions and circumstance.... In West
Africa... security cannot be taken on the 1land

because there is no private right in it, and because
it is worthless without the cultivator and because
cultivation is not continuous but shifts from season
to season.®
He further argued that even the crops could not be used as
security since:
Even if the cultivator can be trusted to harvest
it,he cannot be trusted not to make away with it, or
to let his friends do so.... And the person is not

security because we have abolished slavery, the
primitive security for debt.?°

The matter did not however end here. There is evidence that
the Colonial Office sought the opinion of the Governors of
the West African Colonies on this matter. The Governors in
turn sought the views of residents and district Officers in
their respective Colonies. The replies from the district
Officers in Nigeria included that from one William Wallace who

concluded that such a scheme was unworkable because:

very few could be trusted to utilise the loan for

% T1bid, p.30.
% Ibid.
100 ThHid.
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the purpose for which they were intended.!®

The residents of Ilorin were also of a similar opinion
claiming that:
the Natives would never dream of employing the money
so obtained to improve their farms but would without
doubt use it in purchasing gorgeous cloth to deck
themselves with.%?
Based on the submissions of the district officers, Lord
Lugard, then Governor of the Northern Province, similarly
advised very strongly against the establishment of such a bank
arguing that however laudable its aims were, such a bank could
only encourage the inherent extravagance of the Africans, lead
to ceaseless litigations and irreversibly wreck the finances

of small chiefdoms.?!®

Following these assertions, the
Colonial Office again shelved the proposal.!®

Ofonagoro (1979) broadly agrees with the above arguments
but asserts that there was a change in policy as regards the
BBWA’a policy of ‘aiding’ Africans after the 1912 absorbtion
of the Bank of Nigeria. This he suggested was likely to have

been part of the ’‘unstated terms of the amalgamation

agreement’ arguing that:

101 1pbid, p.31.

102 1bid.

103 PRO CO 583/25, Folio 42.

14 The uniform opinion that the Colonial Officers held
about the Africans may be explained by the existence of a
homogenous bureaucracy at the time. This imposed a coherent
set of wvalues among Colonial Officers (See Ehrlich, 1973,
p.650).
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given the interests of directors of the Bank of
Nigeria and their policies regarding the
availability of credit facilities to African
traders, it is not unreasonable to assume that their
wishes in this matter were to be respected as a
matter of policy.!®

The above Ofonagoro’s view may not be very correct. There is
evidence to show that even after the amalgamation in 1912, the
BBWA still went ahead to press for the establishment of an
Agricultural bank to help native farmers. In 1914 for
instance, the 1905/1906 debate on Agricultural credit to
Africans was resuscitated by the management of the BBWA in a
letter to the Nigerian Colonial Governor, dated 22nd December
1913.'%¢ Before replying, Lord Lugard consulted the regional
Governors of the Northern and Southern provinces of Nigeria
for their views on the matter. Both advised against the
establishment of such a bank. According to Mr C L Temple, the

Lieutenant Governor of Northern Nigeria:

..an Agricultural Bank would not serve any useful
purpose in this country. I think that they would
rather foster the tendency, naturally very strong in
the African, to borrow money. The only security
which the agriculturist would give would be his
Right of Occupancy, or customary legal title. At
present, in this country he does not realise that a
Right of Occupancy or such title has an exchange
value and it is not at all desirable that he should
realise this. Farming... in this country does not
require a great deal of capital as neither paid
labour nor elaborate implements are employed. On the
whole, the natives seem to be quite able to till the
soil, and till the soil remarkably well, without the
assistance of foreign capital.!®’

105 1979, p.390.
106 PRO CO 583/25.
107 Tugard to Couper, 18th February 1914 (PRO CO 583/25).
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A G Boyle, the Lieutenant Governor of the Southern Province

argued along similar lines asserting that:

I consider there is no demand for an Agricultural

Bank in the Southern Provinces. The natives are,

generally speaking, quite well off to be able to

develop their lands without assistance from a bank.

I should also much deprecate them being allowed to

mortgage their lands to a bank and, as far as crops

go, the competition between the merchants for

" produce 1is so keen that they would have no

difficulty in getting an advance against their

crops, 1if they wished it. As a rule, however, they

like to hawk their produce from one to another until

they feel sure that they are getting the top

price.!%®
Based on the above feedback Lord Lugard, who was now the
Governor General of Nigeria, once again refused to sanction
the plan for the establishment of an agricultural bank.!® It
was this frustration from the Colonial Government on the
grounds, right or wrong, that Africans could not be trusted
with bank credit that prevented the proliferation of credit to
Africans rather than the so called unstated terms of the
amalgamation agreement between Bank of Nigeria and the Bank of
British West Africa. The bank was again forced to slump into
inaction as regards the lending to Africans project.

It was therefore the lack of co-operation from the
Colonial Government, which held a stereotypical view of the
Africans, that discouraged the Bank of British West Africa

from extending credit to Africans. This negative stereotype of

Africans by the Colonial Government may have also influenced

108 Thid.
109 1bid.
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Barclays Bank (DCO) in their adoption of a discriminatory
credit policy against Africans. With no experience in the West
African banking arena, such a bank was bound to be influenced
by the thinking in Colonial Government quarters. At this stage
it becomes important to examine how the Africans acquired this

image of being un-credit worthy.

3.7 Africans and Credit

Prior to the advent of banking in colonial Nigeria,
credit (trusts) was highly developed in several parts of
Southern Nigeria.!’® In transactions amongst Africans, for
instance, it was not unusual for people to be used as security
for debt and debt slavery was recognised in the customary law
of several African tribes.''! Credit was also well developed
in Afro-European trade. It was, for instance, the norm for the
European traders to use African middlemen in order to get
their goods into the African hinterlands as well as to bring
African products out to the coastal areas.

By the later part of the 19th century, some of these
African middlemen had become extremely powerful, to the
detriment of the interest of European traders. An example was
King Ja Ja of Opobo, who had a commercial organisation which

stretched over considerable areas and which employed several

11® ofonagoro, 1979, p.97.

111 such practices have long been abolished. For instance,
in 1912, Chief Ologbosheri of Benin accepted two people as
security for a loan of two pounds. The Colonial Administration
ruled this transaction to be similar to slave trading and
sentenced him to six months imprisonment (Igbafe, 1967,
p.706) .
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thousand people in various capacities such as canoemen,
traders, labourers, warriors and local buying agents.!'? By
the 1880s, Ja Ja and some middlemen from Brass and New Calabar
were attempting to break into the export trade, hitherto a
preserve of the European firms. In fact, Ja Ja succeeded in
arranging to ship his palm o0il to a Birmingham firm.!** Ja
Ja’s entrance into the export trade, until then a preserve of
the European firms, may have precipitated his subsequent
deposition by the Colonial Government in 1887.'* By entering

the export trade, Ja Ja obtained:

a higher price for his produce than he could have
done from the firms in Opobo, and at the same time
paid less for his mannillas than would have been
possible, again, in Opobo itself. In the
circumstances of the African trade at the time,
Europeans thus faced a double loss: not only did Ja
Ja take produce away from them; he also left them
with stocks of trade goods unsold. Also in competing
with them in the export trade, he had what appeared

12 Gertzel, 1962, p.362.
13 1hid, p.365.

114 Officially it was claimed that, in the main, Ja Ja was
deposed in order to help ensure the practice of free trade as
contained in the Berlin Conference agreements. There is
however evidence that the British Colonial Government promoted
free trade only when it was in its interest to do so. For
instance, Lord Lugard defended the amalgamation of interest in
the circumstances of the Royal Niger Company on the grounds
that it was "necessary for the purposes of mutual defence, and
to overcome foreign State- aided competition" (Lugard, 1965,
p.480). Similarly, in its final report, the United Kingdom
committee on Industrial and Commercial Policy, under the
chairmanship of Lord Balfour, similarly suggested that "every
encouragement should be given by the Government to the
formation of combinations of manufacturers and others
concerned to secure supplies of materials, and that, where it
appears expedient that the control of mineral deposits in
foreign countries should be obtained, all practicable support
should be given" (1918, p.37).
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to them as a most unfair advantage, since he paid
none of the commercial dues to which they were
subject in Opobo. It was this competition in their
own sector of the trade... which made them receptive
to the idea that Ja Ja should be deposed.!'®

Despite the deposition of Ja Ja, his hierarchy of middlemen

116

remained in place. The continuing squabble amongst the

European traders further strengthened their position.!'’ The
advancement of credit to Africans remained a tool for
competition amongst the European traders. The German traders
in particular saw the use of credit as a tool for colonizing
the middlemen and subsequently achieving trade monopoly with

the hinterland. As noted by Lord Lugard:

Liberal credit was a feature of German methods of
trade, and added greatly to their popularity with
the natives as traders.... These credits were
regarded rather as an advance of capital for trading
purposes than as a mere loan and their object was to
exclude competition and create monopolies.!®

Such liberal credit policies sometimes led to some arguably

119

unjustifiable credits being granted the Africans. Some

115

Gertzel, 1962, p.365.

116 This was so because the European merchants "refused to
penetrate inland, partly for fear of their lives and partly
because they were not sure that moving their firms into the
interior would necessarily enhance the principal aim of their
coming to the coast of West Africa- profit" (Nwabughuogu,
1982, p.367).

117 while there were frantic efforts to unify the British
trading interests in the region (see Flint, 1960, chapter 5),
the same could not be said of the German trading interests.

18 Lugard, 1919, p.41.

115 vA prominent West African Merchant remarked to me that
the abuse of the system of giving credit to native middlemen
was the curse of South Nigeria. He had been present in court
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European traders also used the opportunity to introduce some
"loan sharking" techniques into their transactions with the
Africans. For instance, the agents on a given river sometimes
combined to insist on paying a low and uniform price for the
produce brought by the middlemen from the hinterland. With
inadequate storage facilities and the risk of losing goods to
rodents and pests, prolonged resistance was certainly not a
viable option. The agents would further take advantage of the
middlemen by giving them goods on credit repayable in produce
at the dictated price for, in some cases, upwards of two

years.?°

Such tactics often proved counter-productive since
the middlemen often reneged on their promises, selling their
produce to other European merchants instead. Such European
buyers were usually tempted to break with their friends by the
prospects of securing for their firms a much larger share of
the trade.®

The proclamation by the British Government of the 0il
Rivers Protectorate led to the establishment of consular
courts for the territory. This brought most credit disputes
under the jurisdiction of the consular courts. Faced with
limited manpower, it became convenient for the Consular

Government to discourage credit sales in order to reduce the

court cases arising from such transactions. Subsequently in

when a case was heard in which a native with a borrowed canoe
and labour, who on his own showing had never possessed £5, was
found to be owing four different firms a sum of about £700 for
goods supplied without any guarantee whatever" (Lugard, 1965,
p.480) .

120 ofonagoro, 1979, p.99.
122 Thid.
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1894, the protectorate Government, urged on by the British
trading interests in the territory,'*® adopted a credit
policy aimed at discouraging the granting of credit to

Africans:

1. No assistance will be rendered by the Consular
courts of the protectorates in recovering trusts
issued by the European traders to the natives after
1st December, 1894.

2. Proceedings may be taken in the Consular Courts
for the recovery of "Trusts" issued by European
Traders to Natives prior to the dates above
mentioned and each case shall be dealt with on its
merits.

3. Such proceedings must be taken before 1st July,
1895, after which no "Trust" can be recovered
through the Consular Courts of the Protectorate.'?

This was followed by the Recovery of Credit Proclamation of
1900. The above regulations were supported by the British

Colonial Government on the grounds that:

It was considered that "trust" was given out to such
an extent, and so recklessly, that legitimate trade
was being seriously damaged by it: and with the
small staff at the disposal of the Administration,
it was found impossible to collect these "trusts"
through the consular courts and it was also deemed
advisable to discourage the giving out of "trust" in
every way possible.**

It is however unlikely that the pressure being put on the

122 gee Ofonagoro (1979, p.101).

123 The coming into force of this law as well as the
statutory limitation of the prosecution of cases entered into
between 1891 and December 1894 was extended to December 1 1895
(Quoted in Ofonagoro, 1979, p.101).

124 Moor to Colonial Office, PRO CO 444/2, October 30,
1899.
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consular court staff was the main reason for the proclamation.
Prior to the declaration of the Southern Nigeria Protectorate,
the European and African traders had put in place an effective
and efficient way of settling such trade disputes: Courts of
Equity. On the inception of such a court at Bonny, a

commentator noted that:

A commercial or mercantile association was...

formed, the members being the chief white and black

traders in the place, and the chair is occupied by

the white supercargoes in monthly rotation. All

disputes are brought before the Court, the merits of

the opponents are determined, and with the consent

of the King, fines are levied on defaulters. If any

one refuses to submit to the decisions of the Court,

or ignores its jurisdiction, he is tabooed, and no

one trades with him. The natives stand in awe of it

and readily pay their debts when threatened with

it . 125
With such a system in place, the Consular Courts did not need
to inherit such trade disputes in the first place. If indeed
the workload of the consular courts was an issue, one would
have thought that the Courts of Equity should have been
encouraged to continue dealing with such cases with some
occasional supervision from colonial officers. It is therefore
more 1likely that the protection of the British trading
interests was the main reason behind the recovery of credit
legislation. The British trading companies in the territory,
not surprisingly, quickly moved to exploit the new scenario

employing the African middlemen more as commission agents than

as independent brokers.'?® In effect these African middlemen,

125 Quoted in Dike, (1956, p.126).
126

Ofonagoro, 1979, p.107.
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who in the late 19th century possessed enormous powers and
were even beginning to challenge the European merchants in
export trade, were gradually but continuously reduced to mere
commission agents totally dependent on the Europeans merchants
for their survival.

It 1is therefore clear that the Colonial «credit
legislation in no small way assisted in breaking the back of
the African middlemen, who were seen as all powerful, and in
entrenching the supremacy of the British in Anglo-African
trade. The initial discouragement to granting credit to
Africans was therefore a trade motivated ploy aimed at curbing
the independence of the African middlemen. It had little to do
with un-credit worthiness on the part of the African.
Unfortunately, the trademark stuck and became the popular line
of defence for most of the colonial banks. For instance the
official history of the Bank of British West Africa, defended
the unhelpful attitude of British Banks to Africans on the

grounds that Africans:

did not as a rule, stick closely to the terms on
which bank credit was granted. It was a frequent
experience that the bank lent working capital to an
African for his business, but the owner would divert
the cash into buying or building houses as a private
investment. The bank would then find, when it came
to repaying the debt, that the business had been
'milked’ of capital and the loan could not be
recovered.?’

Had the study been non-partisan, perhaps Fry would have made

a real attempt to unravel the origins of this stigma.

127 pry, 1976, p.l16.
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3.8 Conclusion

This chapter has argued that the recovery of credit
policies, adopted by the Colonial Government in 1894 and 1900,
were simply a ploy aimed at entrenching the supremacy of the
British in Anglo-African trade. In other words, the Colonial
Government, urged on by British commercial interests in the
colony, used such regulation to promote the interest of
British traders. Furthermore, the 1945 agreement between
Barclays Bank (DCO) and the BBWA robbed Africans of any
benefits competition may have brought. In fact, the agreement
helped to make interest and service charges in the colony one
of the highest in the entire British Empire at the time. The
Colonial Government did little to regulate such high interest
charges arguably because foreign banks were the sole
benefactors of the status quo.

Since the colonial banks either did not aim to satisfy
the needs of Africans or were discouraged from doing so by the
Colonial Government, Africans had no choice but to set up
their own banks. The next chapter will examine the operations

of these indigenous banks.
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TABLE 1

IMPORTS OF SILVER INTO BRITISH WEST AFRICA (1900-1910)

Year

1900

1902

1904

1906

1908

1910

Amount
£
360,220
398,750
363,025
506,600

194,000

1,259,450

Source: Emmott Report,

Year

1901

1903

1905

1907

1909

1911

Amount
£
154,730
253,625
143,300
700,400
669, 600

874,850

1912, Appendix III, Table 1.

TABLE 2

Analysis of British Sterling Silver Issued for Circulation in
West Africa, in the United Kingdom and in other Sterling Using
Territories (1886-1911)

Average for
the Period
Territories
1886-1890
1891-1895
1896-1900
1901-1905
1906-1910

1911

West Africa United Kingdom

24,426
116,323
257,090
262,786
666,190

874,850

Source: Emmott Report,

920,088
761,039
796,425
234,150
781,073

1,219,766

1912, p.6.
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255,939
124,461
367,233
231,504
325,347

286,575



CHAPTER FOUR

INDIGENOUS BANKING IN COLONIAL NIGERIA

4.1 Introduction

Nigeria was the only country in British Africa that
developed an indigenous banking system' alongside the colonial
banking system.? Other Colonies were either overwhelmed by
colonial 1legislations which made it impossible for the

indigenes to establish banks,?

or their economies provided an
inadequate base for such commercial banking.* The reasons for
the advent of indigenous banks in Nigeria were not altogether

unselfish and their nurturing process was fraught with risks.

For instance the first attempt to establish an indigenous bank

! Banks incorporated within the Country and owned and
managed by Africans.

2 Newlyn and Rowan (1954, p.96), Brown (1966, p.24). Such
a banking system, "exhibits a paradoxical and potentially
dangerous dichotomy. One group of banks possesses ample
reserves, highly skilled executives, and long experience. It
maintains, however, a restricted branch system, provides
finance only for the most respectable and conventional
borrowers, and tends to engage in capital export. The other
group of banks, lacks capital, controls a small volume of
deposits, specialises in the finance of relatively risky
undertakings, and has no contact with a 1lender of last
resort... the result is not only a maldistribution of finance
but also a dangerous distribution of risks." (Rowan, 1952,
p.174). Note that some African Governments established
commercial banks in the dying days of colonialism. For
example, the National Bank of Ghana which was 100% owned by
the Government, was established in 1952.

3 In the Gold Coast (Ghana) for instance, the Companies
Act of 1906 prevented the establishment of any local Company
to carry out any form of banking operation and it was not
until 1950 that it was repealed via Ordinance Number 36.

* Onoh (1982, p.95).
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in Nigeria failed mainly due to mismanagement, accounting
incompetence, embezzlement® and the non co-operative attitude
and denigration of colonial banks.® Despite this set back,
further attempts were made and by 1960, at least 27 local
banks had been established of which 21 had failed.

This chapter examines the socio economic conditions that
led to the rise of these banks, the management of these banks,
the various challenges faced by these pioneer indigenous
institutions and the survival strategies adopted by them.
Other extraneous forces that worked in favour of some of these
indigenous banks, especially the political support from the

African run regional governments, will also be examined.

4.2 The Motivation for Indigenous Banking

Until Nigeria became independent in 1960, the Colonial
Government did very little to encourage neither the granting
of credit to Africans nor the development of indigenous banks.
Several ways of encouraging such indigenous banking and
promoting banking habits amongst Africans were public
knowledge at the time. A United Nations report in 1950, for
instance, recommended measures such as deposit insurance
schemes, rediscounting facilities and provision of guaranteed
Government or other public securities. As for the existing
foreign banks, the report further recommended that they should

be encouraged to reinvest profits which would otherwise go

5 Newlyn and Rowan (1954, p.98).

¢ Azikiwe (1956, p.3). See also National Bank Advert
(Daily Times 30 September 1961, p.1l1).
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abroad.” Even the Paton report of 1948, which was specifically
directed at the Nigerian banking system, recommended that the
Government give grants to the staff of these Indigenous banks
to enable them to acquire training abroad.® Few, if any, of
the above recommendations were implemented in pre-independence
Nigeria.® The inadequacies of the colonial banking structures
towards the goal of attainment of economic freedom by
indigenes, was not unique to Nigeria. In Ceylon (Sri Lanka),
for example, the Banking Commissioners, in their report of

1934, concluded that:

It was considered essential for the attainment of
this goal of economic freedom that the public should
have adequate financial assistance, so as to enable
indigenous capital and enterprise to participate
more actively in the trade and industries of the
country and, in particular, to cultivate and expand
the home markets in preference to the export
markets. The prevailing banking system primarily
designed to foster economic development by
requisitioning the aid of non-indigenous capital and
enterprise proved to be ill adapted, by the very
nature of its structure, to offer such
facilities.?®

The above inadequacy was also implicitly noted in the Gold

7 United Nations (1950, p.2-3).
8 Paton (1948b, p.17).

® Interestingly, the policies of these expatriate banks
received support from unexpected quarters. A prominent
traditional ruler (the Emir of Kano), when told by a visiting
Barclays bank delegation that the bank was to open a second
branch in Kano, expressed the opinion that the bank had lent
too much money not just to the to the Lebanese but also to the
Nigerian people. He also doubted the ability of the bank to
recover all its loans. This was understandably, "unexpected"
by the delegates (BBA 11/2272).

1 Report of the Ceylon Banking Commission (1934, para 4).
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Coast: In recommending the establishment of a National bank,

the Trevor report advised that such a bank:

should, as far as possible, be managed and staffed
by Africans and be created out of African capital.
Its object should be to meet the needs of residents
of the Gold Coast and to operate for the benefit of
African industry, agriculture, commerce and
trade.

Europeans were not seen as the only benefactors of the
status quo (pre-independence colonial banking). Accusing
fingers were also pointed at the Asiatic and Levantine
communities. A prominent Nigerian Parliamentarian'? once urged
the Finance Minister to withdraw all government money from the
BBWA on the grounds that the bank:

finances the Syrians and the Syrians use all this

money to buy goods and go to the rural areas and

undersell our people. And when our poor people go to

this bank, they will not give them the same sympathy

that is given to the Syrians.... The Syrians come

here with no beds. Somebody took them to this bank

for advances and they began to acquire property in

Lagos here, and many of our people are loosing their

land to Syrians just because they have no financial

backing.®?

In the Gold Coast, the feeling was also prevalent that the
Colonial banking system favoured the European, the Levantine

and Asiatic communities to the detriment of the Africans.*

Part of the reason for the unhelpful attitude of the

» Trevor (1951, para 155).
2 Mr Jaja Wachuku.

13 House of Representatives debate (10 August 1959,
p.1670) .

¥ Trevor (1951, para 46).
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colonial banks to Africans may be found in the history of
these banks. As noted in the previous chapter, the advent of
colonial banking in the Nigerian Colony was aimed initially at
providing banking services for the British commercial
enterprises then in existence.’ It was therefore not
surprising that they seldom established operations in
territories without British commercial interests.® The banks
therefore did not aim at satisfying the needs of the
Africans.!” The widespread belief that Africans were, in
general, uncredit-worthy was also a contributory factor to the
lack of interest of colonial bankers in their affairs.
Africans, not surprisingly, criticised the attitude of the
colonial banks.

Protests by African traders against the colonial banks
was first documented in 1912. Subsequent to the absorbtion of
the Bank of Nigeria by the BBWA, a pamphlet was published in
Lagos titled "an appeal from the native traders of Lagos to
the Financiers of Great Britain." The document alleged that
BBWA charged "rates which were excessively high... even...
exorbitant" and displayed "intolerance in business matters."

It argued that the amalgamation of the two banks had produced

> Rowan (1952, p.161).

1 Around 1950, for instance, the two British banks, which
controlled 90% of the bank deposits in Nigeria, operated only
23 branches in 17 towns of the territory (ibid, p.163).

17 Lack of interest in developing internal markets and in
assisting indigenous enterprise is a common feature of
expatriate banks in under-developed territories, particularly
in those possessing racially heterogenous societies- see
Economic Commission for Asia and the Far East (1951, Chapter
3).
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"consternation." It then concluded that "the crying need of
Southern Nigeria in the present stage of development of the
country is for banking facilities-for the establishment of two

or three banks."!® According to Fry:

The real grievances of the African traders were not
concerned with the British bank or banks as such but
with two aspects of the financial system. First,
African savings, private and public, were already
substantial in the inter war period, but the greater
part was held or invested in London rather than
converted into lending in West Africa. This was true
of private deposits in the banks as much as the
reserves built up by the West African Currency
Board, and after the war of the surplus funds of the
produce boards. Secondly, the great bulk of the
lending activity in West Africa, was carried out not
by the banks but by the European trading companies
which naturally lent to their produce buyers and
distributors rather than to independent African
competitors. In any case, lending was largely done
on the security of produce in store or in transit;
the problem of obtaining collateral security from
African traders was a real obstacle to change.?

Protests against the monopolistic nature of British banks
continued unabated. In 1916 Samuel Duncan?’ led a delegation
of African traders to London where they protested against the
monopolistic position of the British Bank of West Africa.
Their protest was coldly treated and they were referred back
to the Colonial government in Nigeria.* On his return,

Duncan published a pamphlet asserting that:

® Ccited in Newlyn and Rowan (1954, p. 119).
¥ Fry (1976, p.216).

20 Duncan was a Gold Coast (Ghana) Politician and

Business man organising anti bank protests rather than a
banker (Ayida, 1960, p.29).
21 pjibola (1986, p.36).
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Wealth 1is a ©potential factor governing all
departments of life among the civilised nations of
the earth today and the powers that be. If
therefore, we wish our claims for political freedom
to command attention, our educational progress and
attainments may serve us to some extent, but the
surest road for us to achieve success in this
direction is the accumulation of wealth. And the
only way in which we can best accomplish this is by
combination and co-operation by unity of interests
in our business relationships and transactions in
the various spheres and activities of commercial
enterprise.?

The roots of the monopolistic instincts of British firms
in general could be traced to the granting of a Charter to the
North Borneo Company in 1881 by the Gladstone Government in
Britain.?® Challenged in the House of Commons the following
year on this surprising return to seventeenth century
chartered company colonialism, Gladstone refused to rule out
the possibility of granting similar charters to British
entrepreneurs in other colonies.?* The opportunity created by
the Gladstone statement was immediately identified by George
Watts- a British trader based in Calabar. In a letter to his
Partner, John Holt, he stressed that Gladstone’s:

speech would fit admirably, any one wishing to

acquire power and territory on the West Coast- will

you please read the debate over and think of the

matter carefully as we could easily secure some good

places - there is the Rio del Rey- go in with Yellow

Duke and take sovereign rights over this place- the

Ada River, branching off the 0ld Calabar river on

the left bank going up- go in here with Henshaw

Toby- and other places I could mention. With the aid
of the principal man who trades there, there would

22 Ccited in Azikiwe (1956, p.2).

2 Oofonagoro (1979, p.307).

24

p.1195).

Hansard’s Parliamentary Debates (17 March 1882,
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be but little difficulty in securing the country:

and then go to Gladstone for a Royal Charter, to

1%mi} our powers, and at the same time to confirm

Though this unique opportunity to "acquire power and
territory on the West Coast" had been identified, it was the
results of the Berlin Conference on West Africa in December
1884 that made it an urgent necessity.?® Thus what had begun
as an excellent opportunistic idea for monopoly and profits-
based on Gladstone’s willingness to give the sovereignties of
non European people in Africa and Asia-away to British
commercial interests, had become, after Berlin, an urgent
necessity for satisfying the "effective occupation”
stipulation of that conference, as well as for British

commercial survival on the Niger Coast.?’ It was under these

circumstances that the BBWA entered the banking arena in the

25 Quoted in Ofonagoro (1979, p.307-308).

¢ In 1884, Germany seized Cameroons and Togoland
stimulating fears of competition from German firms amongst the
Delta Merchants. The decision of the subsequent Berlin
Conference to emphasize effective occupation as a criterion
for respecting prior claims to spheres of economic influence
did not help matters.

?” This was aptly summed up in a letter by Alexander
Miller of Messrs Miller Brothers and Co. to John Holt, dated
December 14 1884: "it is now abundantly clear that the Germans
are preparing to take a share of the trade, unless we lay our
plans to frustrate them; and the best way to do so is to put
shoulder to shoulder and prepare to deal with them singly as
they appear on the scene. In this way, we shall have the
benefit of (1) Occupation and (2) of Organisation. Another
advantage is that the delegates who went to Berlin have now
returned, and from what I hear they are satisfied that
something must be done for mutual protection and at once"-
Cited in Ofonagoro (1979, p.308). It was therefore not
surprising that the Niger Company was granted the Charter in
1886. This charter applied to the Lower Niger District only.
See also Ofonagoro (1979, chapter 7) for a detailed discussion
of the circumstances surrounding the issue of the Charter.
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Nigerian Colony. It was therefore not surprising that the bank
soon developed monopolistic instincts. The bank, at the time,
also had considerable support from the Colonial Government .Z?®

Although it had become clear by the late 19th Century,
that monopolies stifled trade expansion, the British
Government supported them when it was in their political and
economic interest to do so. It was in this context that Lord
Lugard argued that the amalgamation of interests of the Royal
Niger Company was necessary for purposes of mutual defence and
to overcome foreign State-aided competition. With such an
attitude, it is therefore not surprising that the Colonial
Government did not see any need in regulating banking
monopolies in Nigeria. This is not to say that the Colonial
Government’s interest in preventing the growth of ‘wild cat’
banks was not genuine and of benefit to the Nigerian economy.
Rather, the Colonial Government is indicted on its inability
to appreciate the fact that Africans, no matter how backward

they may appear by British standards and no matter how

2% gee two internal letters of the BBWA dated 25th June
1954 and 5th July 1954 (reproduced in Azikiwe, 1956, pp.9-10).
BBWA’s closeness to the Colonial Government was hardly
surprising as several prominent British Politicians and
Administrators were in various ways connected with the bank.
For example, In 1916, Lord Milner was the Chairman of the
bank. Before this he was the Governor General of South Africa
(a British Dominion Territory) and after his tenure in the
bank, he became the Secretary of State of the Colonies (1920).
Lord Milverton was once a Director of the BBWA Also Sir Frank
Baddeley, a one time Chief Secretary of Nigeria once sat on
the Board of the bank. Finally, Lord Harlech who was the
Secretary of State to the Colonies between 1922 and 1924 and
Post master General in 1931, ended his career as Chairman of
the bank in 1956 (Ajibola, 1986, p.35).
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unprepared they may have appeared for self rule,? needed a
banking system to support them in their level of development.
A task the British banks were unable to perform and the
indigenous banks, despite all their deficiencies, were in a
better position accomplish, at least in some respects.?3®

This belief by Africans that colonial banks discriminated
against them became both the driving force behind the
establishment of Indigenous banks and a propaganda tool to
ensure their survival. For instance, the Nigerian Trust Bank
was established to "champion the cause of Nigerian Economic
freedom" by ensuring that "the African Businessman is not
prevented from making a success in business by want of capital
and to see that the economic security is no longer the
exclusive right of the few but a common heritage of all

n3l

people. Similarly, a National bank prospectus of 1946

aimed at attracting shareholders to invest in the additional

shares of the company asserted that:

With the cessation of hostilities, the post war
trade requires larger resources and the African must
make sure he takes his own share of the post war
trade which will be immense. The bank, therefore,
requires all the capital it can get to enable it to
finance African business and enterprises. More and

?® J B Loynes, a one time Adviser to the governors of the
Bank of England, concluded after his visit to the West African
territory that "In the four British territories which in
varying degrees, are all extremely backward by western
standards and ill equipped for modern methods and techniques,
a political transition is taking place at a rate which
threatens to break the administrative, social and economic
continuity so essential to progress" -Bank of England Archives
(London) File Number (BEAFN OVé67/2, Folio 81lc, p.3).

3 Rowan (1952, p.173).
31 West African Pilot (2 August 1952).
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more foreign firms and entrepreneurs are arriving in
Nigeria to take advantage of opportunities which
Government development plans will provide and the
African must not allow himself to be left behind in
the race. With a big financial backing, his chances
are sure and certain.?®

In a newspaper advert by the same bank, this time aimed at

soliciting deposits from Africans, the bank claimed that:
By a concerted and well planned process of
discrimination, the African merchants were gradually
eliminated from the position of middlemen between
the big european firms and the African consumer and
in their place was substituted the alien immigrants.
The Africans, according to plan, became small retail
traders and «civil servants. This  economic
strangulation could not have been possible if the
African had a strong financial institution of his

own. Patronise the National Bank of Nigeria and
retrieve your lost birth right.3®

There is wunanimity of opinion among scholars that
Colonial Banks were unhelpful to the Africans in the entire
British West African region. What is in dispute, however, is
the reason behind such an unhelpful attitude. A detailed
analysis of this dispute will be undertaken in Chapter eight.
For now it will suffice to state that given the difficulties
the African traders had trying to raise capital, they had

little choice but to turn to money lenders who, as a source of

32 Ccited in Azikiwe (1961, p.210).

33 Quoted in Newlyn and Rowan (1954, pp.118-119). It was
perhaps against this background that the bank set for itself
the following objectives: (a) see that every Nigerian who is
likely to benefit from loans, advances and overdrafts is
encouraged by the bank; (b) help small-time as well as big
time businessmen to hold their own in the commercial fields;
(c) help Nigerians to establish industries and own properties,
and (d) operate and help in a way which will give Nigerians
confidence to dare in both the commercial and industrial
fields (Daily Times, 30 September 1961, p.11l).
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capital, were both uncertain and expensive,** particularly the
later.?*® This ultimately led them to establish their own

banks.

4.3 The Indigenous Banks

The first indigenous bank in Nigeria commenced operation
in 1929 with the acquisition by some Africans businessmen?®
of the Industrial and Commercial Bank, which was originally
established as an Overseas bank in London with the aim of
carrying out banking business overseas, but was still born
because of the outburst of world war one.?’ The philosophy
which animated the founding of this bank was summed up by one

of its founding members as follows:

it is evident that there is no law to prevent the
African from disposing of the efforts of his labour;
therefore, provided with an international business
link, he can market his own products, exchanging the
proceeds there-from for the purchase of foreign
merchandise he may require. These are facilities
that as a race we cannot expect these corporations
organised for the purpose of exploitation to supply;
but it is obvious that the opportunity exists for
mutual organisation. It is the foundation for that
organisation that the Industrial and Commercial Bank

3 Though many African Countries had money lending
legislations by the 1940s limiting interest rates chargeable
(Nigerian Ordinance Number 49 of 1949; Kenya Money lenders
Ordinance of 1933; Ugandan Ordinance Number 31 of 1951 and
Ghana Money Lenders Ordinance of 1940), most money lenders
usually found a way around it- See Trevor (1951, para 44).

3* This was one of the main complaints in Ceylon. It also
recurs in the Gold Coat report (para 49).

3¢ They include W Tete Ansah (Gold Coast), Candido de
Rocha, A A oshodi, P H Williams and D A Taylor (Nigerians).

37 Ayida (1960, p.29).
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Limited with its affiliations have brought....?®

This bank was however short-lived and went into liquidation in
1930. Very little was known of the internal operations of this
bank as indeed of most early indigenous banks.?* Though the
liquidators established that the authorised share capital was
£100,000, the state of the company’s record was so chaotic
that they could not determine the proportion of the share

capital that was paid up.*’ It was further claimed that:

the managing Director of the so called bank was a
man with a very shady past. The prospectus
originally issued by the "bank" was a highly
misleading document. It gave prominence to the names
of the company’s solicitors, auditors and secretary,
who were leading London firms. Those firms had never
been informed that their names would appear on the
prospectus and when their attention was drawn to it,
they ceased to have any dealings with the
company.... The liquidators found it impossible to
produce anything approaching the accurate statement
of the position. The 1liabilities (some of which
related to trading operations) were estimated at
£25,000. Of book debts estimated at £12,000, only
£40 was collected. Included in the book debts were
two substantial loans to the managing director and
a company under his control- not a penny of which
was recovered. It was also disclosed that the
company was a share pushing establishment of the
most blatant description; the accounts of many
illiterate depositors were found to have been
debited with monies due on application and allotment
of shares in respect of which no formal application
could be traced. A petition submitted to H.E the
Governor by shareholders and creditors stated that
there were 3,570 depositors with claims amounting to

3% Cited in Azikiwe (1956, p.3).
39 BEAFN 0V68/2 (Folio 42, p.1).
4° paton (1948b, p.7).
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£13,225. None of the depositors received

anything.*

The second indigenous bank that came into operation (the
Nigerian Mercantile Bank) also had a short and chequered
lifespan. Established in 1931, it had a share capital of
£10,000 of "which £909 seems to have been paid up in cash
initially." Here again, the main activity of the company
appears to have been "share pushing”.*? According to Newlyn
and Rowan, the establishment of this bank was an important
pointer to the credulity of the African public in banking
matters. This was so since the new bank had as one of its
original subscribers and managing director, the ex-managing
director of the collapsed Industrial and Commercial Bank.*?
Perhaps because of the above reason:

the bank found great difficulty in attracting either

deposits or capital from the public, despite the

very high rates it was prepared to pay upon the

former. If the figures revealed by its annual

reports are accurate, the gross rate of return

(defined as gross profits as a percentage of loans

and advances), which in one year exceeded 80

percent, makes it plain that it was engaged in

highly speculative money lending transactions with

what little funds it possessed. Despite this high

gross rate of return, the bank recorded losses in
each year of its existence.**

By 1936, the bank had failed.

*1 Ibid, p.8. Newlyn and Rowan (1954, p.97) claimed that
at the time of the bank’'s winding up, in 1930, its deposit
liability was estimated at £11,735. This was later raised to
£13,000.

42 paton (1948b, p.8).

43 1954, p.99.

4 Tbid.
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In 1933, the National Bank became the first successful
indigenous bank to be established.®* In its prospectus, its
Directors made a nationalistic appeal for patronage by
asserting that:

No people can be respected or regarded as a nation

unless it has its own national institutions and the

greatest of all national institutions is the
financial institution in the form of a bank. This is
therefore an appeal to one and all who have the
interest of her country at heart and are prepared to

work for her progress.*®
This was followed by the Nigerian Penny Bank which was short-
lived.?” It had an authorised share capital of £5,000 of which
£287 was paid up in cash. By 1946, the bank had failed. The
Official Receiver reported that "neither... (the promoter) nor
any of his associates had even a rudimentary idea of banking
or company practice and the bulk of the so-called assets will
prove to be unrealisable".*® Also, the Director of Audit
referred to the "fantastic way in which the affairs of the
company were managed."*’

In 1947, two other banks (African Continental Bank and

the Nigerian Farmers and Commercial Bank) were established.

Worried by the spate of establishment of such indigenous banks

% Lack of support and lack of profit led to a split among
the directors of the Mercantile Bank. T A Doherty, Dr A Maja
and H A Subair subsequently resigned from Mercantile Bank and
founded National Bank (Hopkins, 1966, p.146).

¢ Quoted in Azikiwe (1961, p.209).

*7 The exact year of its establishment is not known.

8 Quoted in Paton (1948b, p.8).

4 Ibid.
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and not unmindful of past banking failures, the Federal
Government,‘in 1948, appointed Mr G D Paton, a Consultant of
the Bank of England who had banking experience in Pakistan, to
"enquire generally into the business of banking in Nigeria and
make recommendations to the Government on the form and extent
of control which should be introduced."®® Paton’s report
culminated in the 1952 Banking Ordinance.®!

Preceding the enactment of the 1952 1law, Africans,
fearing the imminent clampdown on the establishment of
commercial banks following the setting up of the Paton
inquiry, had rushed to establish more banks before the advent
of regulation.’? The result was that by 1952, at least 24

local banks had been established.?® It was evident that the

0 The divergence in the literature as to the
circumstances surrounding the setting up of this Commission
will be examined in chapter 5(2).

1 In summary, the Ordinance required banks operating in
the Nigerian colony to: (1) have a nominal share capital of at
least £25,000 of which not less than £12,500 should be paid
up; (2) be licensed by the Financial Secretary in order to be
able to carry on banking business; (3) abstain from granting
loans and advances on the security of their own shares and
granting unsecured loans and advances in excess of £300 to any
one or more of its directors or to a business in which it or
any one or more of their directors had any interests; (4)
maintain adequate cash reserves; (5) maintain a reserve fund
out of net profit of each year of not less than 20% of such
profits until the reserve fund equals the share capital; (6)
refrain from paying dividend until all their capitalised
expenditure not represented by tangible assets had been
written off and (7) make periodic returns to the Financial
Secretary. See chapter five for a detailed analysis of the
provisions of the ordinance.

52 Brown (1966, p.26).
53 See table 3. Several of them were notorious for their
poor capitalization (see table 4), rapid expansion and

incompetent management. Little wonder most of them were
usually referred to as ’‘wild cat’ or ’'mushroom’ banks.
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majority of these indigenous banks were bound to fail,
especially with the advent of regulation.®® It was against
this background that a motion was moved in the Federal House
of Representatives for the immediate establishment of a
central bank.®® one of its main aims being to strengthen the
existing African banks.®® This motion did not go down well
with the Colonial Government appointed Financial Secretary,
who argued that Nigeria at "its stage of development" was
better served by a currency board than a central bank. He was
however prepared, perhaps due to the immense support the
motion received from the African parliamentarians, "to
reconsider the matter." This culminated in the revision of the
motion by the Government. The final version of the motion

approved by the House read as follows:

That as practical means of marshalling the financial
resources of this country for the purpose of aiding
Economic Development in all its phases, the
Government should examine the possibility of
establishing a Central Bank and report to this House

¢ It was then noted by a Nigerian Legislator, E O Eyo,
that "the moment this bill is passed into law, all the African
banks in this country will find themselves in a very tight
corner" (Nigeria House of Representatives Debates, 1952,
p.1127).

*> The motion was moved by K O Mbadiwe, a private member
of the house. Apart from being a "student of banking and
finance", the author is unaware of any evidence that Mbadiwe
had personal interests in any of the indigenous banks.

¢ The full motion read as follows "as a practical means
of consolidating the financial resources (including regulation
of Gold and Currency) of this country for the purpose of
rapid economic development in all its phases, as well as
strengthening the existing African Banks the Government should
initiate, organise and establish a Central Bank of the Nation
within two years of the passage of this motion"- See Nigeria
House of Representatives Debate (March 21 1952, Col 377).
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as soon as possible.®’

In essence, the Colonial Government did not consider it
important that such a central bank, if established, should
concern itself with helping and strengthening of the existing
African banks. Mass failure therefore followed with 16 of the

indigenous banks failing in 1954 alone.®®

4.4 Reasons for the Indigenous Banking Crisis

Contrary to the view of the Bank of England, the main
reason for the mass failure of the indigenous banks was the
enactment of the 1952 Banking Ordinance.® The very fact that
banks were given three years to meet with the conditions of
the Ordinance or face liquidation must have sent a warning
signal to the depositors of these unlicensed banks. This must

have subsequently led to a run on these unlicensed indigenous

®7 Nigeria House of Representatives Debate (April 9 1952,
Col 1181). This motion was described by the Nigerian
Government in a letter to the Colonial Office dated 1st July
1952 as "cumbersome and ambiguous." Indeed the Government was
forced to compromise on the motion instead of putting it to
vote because the motion had considerable support from both the
Government and non Government benches in the Legislature. "The
mover was therefore induced to amend his original motion but
naturally insisted in retaining as many of the original words
as possible. Consequently, 1like many compromises, the
resolution has succeeded in attracting to it the worst of both
parties" (BEAFN OV68/12).

58 gSee table 3.

% According to the Bank of England, most of these bank
failures "cannot properly be attributed to the requirements of
the banking legislation or to any positive action on the part
of the Financial Secretary. Such action as has so far been
taken has been limited to the collection and scrutiny of the
statutory returns and to the issue of licences to five banks
to which no official publicity was given" (Undated Commentary,
BEAFN OVé68/2, Folio 43E, p.2).
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banks. In the case of the Nigerian Farmers and Commercial

Bank, for instance, it was noted that:

From the moment the Licence was refused us, it meant
we had to <close down either immediately or
gradually... the importance attached to the Banking
Licence made customers to doubt the continuity of
our Bank. They embarked on withdrawal and
withdrawal... that no licence was being granted to
the farmers bank was always being pointed to. Even
no time was allowed for fixed deposits to stay for
the specified period: yet it was impossible for the
bank to recover the money given out as overdrafts
immediately.... Were it that we had a Banking
Licence, nothing could have made the customers
withdraw their money in thousands as they did....®°

Several other reasons have been adduced for the failure
of indigenous banks. For instance, the Banking Examiner at the
time identified the two chief contributory causes of bank
failure to be:

(1) bad management and the lack of accounting and banking
experience particularly noticeable in the ’mushroom banks
established in anticipation of the imminent regulation of the

industry®® and;

¢ Quoted in Newlyn and Rowan (1954, p.239).

®1 This lack of experience and bad management was usually
reflected in the over branching practices of some of the
failed banks. For instance, the Nigerian Trust Bank Limited
with a Paid Up Share Capital of £10,000 established 25
branches within one year of its inception (see table 4 and
West African Pilot, August 2 1952). The report of the Banking
Officer on the Nigerian Trust Bank in October 1953, noted that
the "Managing Director... has made every possible mistake. He
opened no fewer than 26 branches of which six were closed by
February 1953 and 17 during the last seven months. There now
remains only three branches operating... The reasons given for
the closing of the branches were lack of patronage, heavy
withdrawals, high overhead costs and dishonesty on the part of
the staff. Original proceedings have been taken against 5
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(2) fraudulent practices by some directors especially with
regards to goods sent by companies abroad to be surrendered
against the payment of bills fér collection. These goods were
sometimes cleared and surrendered or otherwise disposed of
counter to the instructions of the contracting parties and
without proper remittances being made.*®?

The above causes were not unrelated to the general
difficulties faced by most indigenous banks. These
difficulties, as articulated by a veteran indigenous banker

and one time Chairman of the National Bank, included:

(1) The inability of most indigenous bankers to
understand the limitations of the ability of the
banker to create money by loan deposit. Many writers
have regarded this failing as a derivative of the so
called inherent dishonesty and lack of integrity of
the African businessman. This is far from the case.
When a Managing Director gives a loan or an advance
to his wife or other nominees and buys an American
car with the proceeds, he obviously cannot
distinguish between income and <capital- a
distinction which is not all that easy even for the
sophisticated minds of economists. Dishonesty should
be based on self interest, not obvious self
destruction.

(2) Lack of capital, management personnel, technical
and operating staff: the problem is very acute in
banking because the highest standards are required
for efficient banking operations- there is the story
of a "one man" bank whose owner-Director is his own
Managing Director, Chief Accountant, Auditor and
General Manager, etc. Gilbert and Sullivan could not

members of the staff, 4 of whom have received terms of
imprisonment. The banking returns for the quarter ending 30th
June 1953 are long overdue. The manager has been given some
latitude on the grounds that fraudulent practices at the
branches have necessitated the rigorous checking of the branch
accounts and the institution of criminal proceedings by the
Police against various members of the staff have resulted in
the books being put in the custody of the court" (BEAFN
oves/2, Folio 110).

62 BEAFN OV68/2 (Folio 43e, p.2).
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have improved on the situation. When the authorities
forced him to £fill these posts, nominees were
appointed on meagre nominal salaries- a Chief
Accountant who never saw the ledger, an Auditor who
only signed on the dotted lines.

(3)..the fierce and intense competition the
indigenous banker now faces from the foreign banker
with his immense capital resources and first-class
management personnel and technical know-how....%

Though the National Bank Chairman may have in some cases
been right about his suggestion that bank failures of the
indigenous banks were due to lack of experience and reasons
other than fraud,® to suggest that this was mainly the case
was certainly an overstatement. The argument of ignorance
certainly does not hold in a situation where the Management
clearly takes actions with the intentions of deceiving a third
party. A case in point was the frantic attempt by the African
Continental Bank to meet the liquidity ratio requirements of
the 1952 Banking Ordinance.® Similarly, in the case of the
Standard Bank of Nigeria, which went into liquidation on 20th

September 1952, the Bank Examiner reported that:

6 Cited in Ayida (1960, pp.31-32).

¢ The 1952 voluntary liquidation of the Union Bank of
British Africa Limited was, for instance, not caused by
fraudulent activities (BEAFN OV68/2, Folio 43e, p.2). Also the
Banking Examiner in 1955, while reporting that all was not
well with three banks (The Cosmopolitan Commercial Bank
Limited, The Onward Bank Limited and the Pan Nigerian Bank
Limited), acknowledged that no "fraud is suspected in
connection with any of the above named banks, but they are so
under capitalised that their 1losses to date make them
insolvent and I have advised them to liquidate their debts and
to get out while the going is good as they have neither the
capital nor the experience to carry on the business of
banking" (BEAFN 0OVé68/2, Folio 45b).

65 See Chapter Six.
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An investigation into the accounts of the Bank
revealed a very serious state of affairs. The
directors are now facing four charges of stealing
and along with the Auditor, a further charge of
concurring in the making of a false balance
sheet . ¢

The above view of the Bank Examiner was further corroborated

by the bank’s winding up notice which asserted that the bank:

cannot by reasons of its liabilities, persistent

stealing, bad management, inexperienced accounting

and other difficulties carry on its business.®’

The case of the Industrial Bank of West Africa Limited
was not dissimilar. The December 1954 Banking Officers report
intimated that:

Two directors of the bank were sentenced to terms of

imprisonment for falsifying the books.... Since then

the bank has ceased to operate and it will formally

be refused a licence on the 22nd May, 1955, if it

has not by then gone into liquidation.®®
Allegations of fraud and embezzlement were also in the
forefront of the winding up of the Provincial Bank, Afroseas
Credit Bank and the United Commercial Credit Bank.®®

However, not all the indigenous banks failed. Of the 24

or so banks established between 1929 and 1952, four survived

¢ BEAFN OV68/2 (Folio 43e, p.1).
¢7 Daily Times (24 September 1952, p.1l).

¢ BEAFN OV68/3 (Folio 23, p.3).

89 See report of the Banking Officer on the Banking
position in Nigeria as at 31st October 1953 (BEAFN 0OVé68/2,

Folio 110).
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at least till 19607°. Their survival have in most cases been

Government aided and not ’‘Market’ driven.

4.5 Indigenous Banks and Government Support

Government support was a conspicuous factor in most of
the indigenous banks that survived in pre-independence
Nigeria. Arguing that foreign banks did not aim to satisfy the
needs of the locals, indigenous banks modelled themselves as
protest institutions determined to reverse the status gquo. it
was not surprising that these banks sought help from Regional
Governments especially when they came under the control of
Nigerian Politicians.” The Politicians on their side were not
unsympathetic to the dilemma of the local banks.” Chief
Obafemi Awolowo, then Premier of the Western Region, once

declared that:

I believe that it is generally known that one of the
cardinal policies of the Government is the studied
encouragement of indigenous banking institutions...
the Government intends to pursue vigorously its
policy of giving financial assistance to indigenous

® National Bank of Nigeria, African Continental Bank,
Agbonmagbe Bank and Merchants Bank.

> Brown (1964, p.3).

2 gsince most of these indigenous banks were protest
institutions, their inherent characteristics not surprisingly
differed from those of the Colonial Banks. One such
characteristic was the policy among African banks to mobilise
African savings and re-lend to African borrowers who for
various economic and 1legal reasons normally lacked the
collateral necessary in attracting loans from British banks
(Rowan, 1952, p.171). This trend was sanctioned by Sayers who
argued that though the underdeveloped territories do not want
wild-cat banks, they did however want banks which would lend
to persons who did have ability but lacked collateral (1947,
p.301).
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banks so that they may be better able to provide

credit facilities to Nigerian business men and women

and others who have profitable projects on which to

invest the funds thus provided them....”
The NCNC which then controlled the Eastern Region apparently
thought along similar lines and made the nationalisation of
all banks, upon attaining self government in Nigeria, one of
their party policies.™

Not all indigenous banks were however supported. Indeed,
in most cases, the indigenous banks that received Government
assistance all had some form of connection with the regional
governments. The African Continental Bank, which was the only
indigenous bank that received the support of the Government of
the Eastern Region, was established by Dr Nnamdi Azikiwe who
was the Premier of the Eastern Region at the time the support
was offered.’” Likewise, the decision, by the Western Region
Government, to support Agbonmagbe Bank’® was made at a
personal meeting between the bank’s Chairman and the Premier

of the Region. This decision to assist Agbonmagbe Bank was

? Western Region House of Assembly Debates (December 21
1956, p.51).

* This policy was based on the following principles: (a)
to discourage monopoly of monetary transactions by any one
bank; (b) to 1liberalise credit facilities for Nigerian
entrepreneurs; (c) to encourage the development of indigenous
Nigerian banking and {d} to plan for the eventual
establishment of a state bank. -

* See chapter six for a detailed analysis of the African
Continental Bank case.

7 In 1955, the Western Region Production Development
Board made a long term deposit of £25,000 (three years) with
the bank. In 1959, the bank also received £200,000 as a fixed
deposit from the Western Region Marketing Board. Of the
£200,000, £80,000 was converted into shares in the bank in
1960 (Brown, 1964, p.12).
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made:

indigenous banks. It was, for instance, the investment of the

Eastern Regional Government in the African Continental Bank

that

assistance was also instrumental to the survival of the

National Bank. A National Bank advert explicitly acknowledged

this

before Executive Council approval was obtained.
Although the purpose of the deposit was to help
’indigenous banking’ no investigation was made to
deter%;ne whether in fact the deposit would help the
bank.

Government support programmes did indeed help

saved the bank from imminent collapse.’ Government

as follows:

But the big brake (sic) came in 1952 when the first
Action Group Government, led by Chief Obafemi
Awolowo, was installed in Western Nigeria. Conscious
of the difficulties which had retarded the growth of
indigenous banks in the country for many years, the
Regional Government was instrumental in getting the
Regional Marketing Board and other Corporations and
agencies run by the Government to bank with the
National Bank. This was followed in 1953 by the
Marketing Board buying Preference Shares in the
bank. This was a turning point in the life of the
bank. It enabled it to enjoy some new advantages. As
part owner through the Marketing Board, the Regional
Government was not only interested in seeing that
the bank was run on proper lines but it was
determined to help in providing training in banking
for its personnel. Furthermore, the Dbanks
association with the Regional Government contributed
in no little measure to the rapid growth of the
banks branches both in nigeria and abroad. This
happy relationship existed until the Federal
Government asked the Regional Government to take
over the bank early this year.”

7 Ibid, p.15.
® See chapter 6.
” Daily Times (30 September 1961, pp.l1l & 17).
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Government support did not however always ensure the
survival of indigenous banks. A classic example was the
Merchants Bank which failed despite extensive support from the
Western Regional Government. Established in January 1952, the
Merchants Bank apparently had a very good start®. Within one
year, it was licensed by the Financial Secretary under the
1952 Banking Ordinance. Up till October 1953, the Banking
Officer was obviously very satisfied with the general conduct
of the bank- In his report, he noted that the Merchants Bank:

retains the services of a firm of Chartered

Accountants, Messrs. Sale, Stewart and Company, who

audit their accounts. In general, the bank appears

to be consolidating its position. There has been a

very gradual expansion in the current and deposit

accounts and the banking methods adopted appear to

be above reproach. No complaints have been received

against this bank either from the public, the other

banks or the police. The Merchants Bank maintains

only one branch in Lagos; it has withstood the

temptation to venture into branch banking.®
As time went by various Government Parastatals patronised the
bank heavily especially with deposits. As the Government
deposits grew the Bank’s Management became reckless, turning
all the favourable assertions of the Banking Officer in 1953
on their head. They displayed a total disregard for the

provisions of the 1952 Banking Ordinance. For instance the

Bank’s Managing Director, P J Osoba, was convicted and

8 Of all the banks established in the 15 months from
February 1951 to May 1952, it was the only bank to be licensed
and indeed the sole survivor after 1954 (see table 3).

81 BEAFN 0OV68/2 (Folio 110, pp.1-2).
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sentenced to prison for stealing £35,000 being part of a
£100,000 deposit by the Western Region Production Development
Board.®® A 1959 report of the Banking Examiner also found that
Chief Osoba and his Companies owed the bank over £67,000. This
contravened both Sections 7 (1) (a)® and 7 (1) (c)® of the
1958 Banking Ordinance. Also the Chairman of the Bank M A K
Shonowo operated three accounts which contravened the 25%
limit. Based on the above actualities, the Banking Examiner
noted that:

the Bank is in a very precarious state owing to the

Osoba position in the large number of dormant

overdrafts. If it were wound up now, it is almost

certain that its assets would not realise sufficient

to cover its liabilities to the public.®s
Despite the above problems, the Banking Examiner concluded
that:

if present difficulties can be overcome, it has the
nucleus of a sound banking system.?®¢

82 He used the money for the 10% down payment on a private
ship.

8 This prevented any licensed bank from granting to any
person credit facilities or advance of more than twenty five
percent of the sum of its Paid Up Capital plus Reserves. The
December 31st 1958 Balance Sheet of the Bank showed a paid up
Capital of £12,650 and reserves of £431 making a total of just
£13,103. The maximum permissible advance was therefore about
£3,275 (Brown, 1964, p.40).

8 Prohibited any bank from granting unsecured advances
in excess of £500 to any director or companies associated to
such directors.

8 Quoted in the Report of the Coker Commission of Inquiry
(1962, pp.16-17).

8 Tbid.
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This was not to be as the Bank’s licence was withdrawn on

September 23 1960 and it subsequently went into liquidation.

4.6 Conclusion

Since the colonial banks did not aim to satisfy the needs
of the Africans, poorly capitalised, poorly staffed and
sometimes fraud infested indigenous banks soon emerged on the
platform of aiding Africans, the Colonial Government reacted
with regulation which subsequently led to the failure of many
of these indigenous banks. Regulation was defended, by
Colonial Government and Bank of England ’‘experts’, on grounds
of public interest.?’ Yet schemes like deposit insurance and
training facilities for indigenous bankers, which may have
served the public interest even more were not put in place.
The fact that the United Nations and some other banking
experts recommended such schemes did not change this fact.®®
The damage of this colonial policy failure on the banking
habits of Nigerians was no doubt enormous.

The next chapter will attempt a detailed analysis of the
various forces that shaped the provisions of this 1952 premier

banking ordinance in the British Nigerian colony.

8 According to the Bank of England, the 1952 banking
Ordinance was designed to achieve the stability of existing
banks and to prevent the growth of ’‘wild cat’ banks (BEAFN
oves/2, P.42).

8 See chapter 4.
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TABLE 3
INDIGENOUS BANK REGISTRATION IN NIGERIA

1929-1960
Indigenous Commercial Banks Year of Remarks
Establishm
ent
The Industrial and Commercial Bank 1929 Failed in 1930
“ The Nigerian Mercantile Bank 1931 Failed in 1936
National Bank of Nigeria 1933
| Agbonmagbe Bank 1945 Now Wema Bank ||
Nigerian Penny Bank ? Failed in 1946
Nigerian Farmers and Comm<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>