
Nigeria: the end of
a custody monopoly
Mgerio has become synonymous with corruption
and political and economic instqbility. But the reforms
ol President Olusegun Obosanjo, president for two
terms between 1999 ond 2007, hove restored hope
thot the most populous country in Africa is on course
for prosperity at last. Local custodians are betting on it

Orre effect of the forced consolidation
of the Nigerian banling industr/ in 2004-
2005 is an enlargement of the number oI
custodians. A sub"custody market domi-
nated for years by a single provider-
Stanbic, the Nigerian arm of the Standard
Bank of South Africa-now looks likely
to sport as many as four.

Chief among them is First Banl o{ Nigeria,
which has launched an aggressive interna-
tional mark€ting campaign (see sidebar).
Other local banks set to offer custody in-
clude UBA and Firct City Monument Bant
(FCMB). "rFe er-pect to take on interna-
tional accounts and subrustodian man-
dates by Septembeq" says Malcoln Gilrot
COO of IJBA Global Markets.

Stanbic, after calling off a proposed merg-
er with Oceanic Bank, was at press-time
poised consummate a regulator-approved
$400 million merger by tender offer with
IBTC Chartered Bank. The South African
banl has pursued a merger with IBTC,
which has total assets of $1.1 billion and
a netlvork of 56 branches in Nigeria, since
the lall of last year.

Ladipupo Balogun, the managing diredor
oI FCMB, sap the law obliges all interna-
tional inv€stors holding Nigerian assets to
employ a local custodiar Nig€rian pension
6mds are under a similar obligation and
Balogun points out that the local stock bro-
king and fund management communities
are about to face the same requirem€nt.

"Th€ Nig€rian Securities and Exchange
Commission is going to change the laws,
and stockbrokers will be required to have
s€parate custody accounts," says Balogun.
"This will ensure that they do not abuse
the furds. We expect at least four banks
to set up custody businesses. Our focus
will be on attracting th€ assets of the cap-
tive customers we have through our stock
broking and asset rnanagement business."

Custody thrives, of course, where savings
and stock markets meet. So it is no sur-
prise that the proliferation of custodians
in Lagos coincides with a new confidence
in the political and economic stability of
the country Th€ staglhtion and rnilitary
despotism of the 1980s and 1990s hav€
given way to a newly elected president



and an cconomy growing at 7 8% ,r year

even outside the dornnrant oil sector.

The grorving cconorny is attracring inter

national pordolio investo.s. Thc consoli

dation of thc banking sector, which saw

89 banks drrink to 25 berter-capitalized
groups, has helped. So has rcform of the

pension and insurance sectors, rvhich has

increased the volume of funds available

for rradnrg and investment. The Nigerisn

Stock Exchangc is absorbnrg the liquidity

with rewly listed instruments, inciuding

Excharge naded Funds (ETFS) and de-

rivarives linked to real esrare.

Farooq Orcagba, the head of straregy at

the Nigerian Stock Exchangc, says that

JPNlorsan, Rcnajssance Capiral, Rat1d

Merchanr BaDk and Deursche Bank arc

all exploring participation in the Nigerian

ETI' mrrket. Thc exchange is pretaring

an index of rhc 40 Nigerian srocks. It

largesr coqrncnt-to the dismay of the

excha.ge-is the banking sectu, but it

could form thc basjs of equhy derivative

instrumenrs as lvcll as ETFS.

Rules designed ro cncourage the launch of

closed end funds havc also been pubUshed

b-v the exchange. Rcal Estate Invesrment

Tfusts {RF-ITS)arc being developed roo,nl

an efforr ro cncourage i|vestnenr iD

physical infrastrucnrrc. The firsr RF.IT is

lorv listed on the exchangc, and Ofeagba

says rhat nany more a.€ "in thc pipcline."

ft is undcrstood that tbe Intemational Fi

nance Corporation is considering launch-

ing a REIT.

"\0e are lookng ro list a strucmred real

estarc fLrnd,rvhich rvill have downsidc pro-

rection with embedded ups;de optnm,"

explans Orcagba. "A private placenent of

Naira 5 billnu (i20 arillion) was success-

fuland we are going to try and list it on the

exchange. We wart thc guys who took ;r

up to realize $mc value. Once thar gers

going, nrcre and nore will cone along."
Acrivity ir thc local bond markets is

driven chicfly blr the need of dre newly

merged Nigcrian banks to raise funds to

meet rhe more olerous capital require

ments set by the Nigcrian central bank.

It has imposed a minnnun capit.l re
qui rement  of  $25 mi l lnrn.  Capi ta l  w.s

also needed to absorb thc 64 banks that

Regulatory chauges havc helped the bond

markets to meet these ncv fundraising re

quirements. Since June 2006, dcalers in

Mnds have been required tomakc a market

in all bonds, rather than thosc thc-v liked.

Cilroy says that bonds wofth Naim 500

billion have been issucd on the exchange

during the colrrse of thc last year, m.ny of

them acquired by interDatidal iDvestors.

The success of a boDd issuccl by UBA it'
self indicates rhe srrengrh of rhc merkct,
says cilroy. The 6rst ranche of dre 6!e-
ycar Nana 100 billion mortgage b,rcked
securnjcs were bought at a vield of 7.5 ba
sis poirlts over government bonds. An ini
tial yield of 9.98% h"s since ;mproled ro
9.75% on the back ofvigorous secoDdary
narket trading. Gilroy says rhe buyers in-
clude hedge funds as well :s loc,rl brnks

The necd for investment in housing s,ill
proDpt more mortgage b.cked issurnce,
predicts Gilroy. He expects strte govern
ncnts to ser up mortgage brnks, like rhe
Cerman Landesb.nken. Florvever, limna
trcns nr credit assessment know how is
likely ro rctard progress untiL a new credir
checking burcau is cstablished in 2008.

For a counlry with ar unforrLDarc inasc,
these are positivc devclopmcnrs. lt is sis-
Dificanr dut AIex Trotter, an inalyst with
Afrinvcst, is .o longer even talking About
obvnrus subjccrs, such as political stability
and corruption. lnstcad, hc is rvonling
:rbout rransacri()n costs. "Thc market
needs someone who can competc and
bring dorvn rhe high cost of transactiurs,"
he says. "Capital is abundanr, bur rvc
need sonerhnrg rhat s'ill reducc rhc fLic-
tio.al cost oi rransactions."

Local banls have responded to the opportu-
nity. Several have improved their credit rat-
ings tbrcugh consolidation and acquired
sorne knowledge of securities services by
acting as licensed pension tund custodians
urder the new pension legislatjon. FBN was
the 6rst m launch this service and the fi$t to
buy the S€ctech Custody 2000 pladom.

In terms of sub<ustody, Stanbic remains
the incumbent, and FBN will have to work
hard to dislodge the South AJrican bank.
But there is plenty oI scope to develop a do
m€stic clientele. As the capital market in
Nigeria grows, driven by pension firnds, in-
surers and the various collective tunds now
emerging, independent custody will thrive.
The FBN decision to enter dre business
looks soundly based.

First Bank of Nigeria enters the sub-custody business

At last, Stanbic Nigeria has a serious com
petitor for sub-custody business. Publicly
quoted First Bank of Niseria (FBN), on€ of
the best-capitalized and profitable to em€rg€
ftom the consolidation process o{ 2004-
2005, is offering settlement and asset-sen-
icing to foreign and dornesric custody cli-
ents off a technology pladorm purchased
from Sectech (s€e article on pag€ 22).

Ironicaly, FBN can claim a conmon origitr
with Stanbic The ancesty of both banks
lies in Standad Ba*. Like nany foreisn
banks in Alrica, its original oMers were ex-
propriated by nationalization, and FBN did
not recover irs poise until it was privatiz€d
asain. Its shares are now widely held, and
not only by Nigerians, allowing it to emerge

from the consolidation period in a better
strategic position than Stanbic.

Faced with the higher capitaliz-ation re-
quirement set by the Nigerian central bank,
sranbic came close to exiting the market.

It later held abonive merger discussions
with Oceanic Bank, but at presetime was
close to finalizins a rnereer with IBTC.

The uncenainries of the last two years have
unsettled network managers at the global
custodian banks. Their concem at times
during rhat period that they would be left
wirhout a custodian in Nigeria at all has re-
minded them o{ the need to encourage aL
rematives to protect their ciients' interests.


