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Abstract
This paper examined the recent cashless policy of the Central Bank of
Nigeria as a tool for innovation and transformation of consumers’
banking and payment habits as well as a strategy for driving the
development and modernization of Nigeria‘s payment system line with
vision 2020 goal of being among the top 20 economics by year 2020.
the problems and prospects of the policy were critically analyzed based
on a review of relevant literaturgl&ther research studies and findings
and the authors” observations Conclusion wa7i drawn that the
prospects of the policy are tremendous and it was recommended among
other things that more public awareness and enlightenment campaigns
be done by the CBN Authorities to ensure a sustainable success of the

policy.

In  consonance  with  the
“Transformation Agents” of the Federal
Government of Nigeria, the Central
Bank of Nigeria (CBN) under the
leadership of the former CBN Governor,

Aihaji Lamido Sanusi, introduced
in early 2011, the CASHLESS POLICY
into the Nigerian economy by whose
import all financial transactions such as
money payments, withdrawals and
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lodgments as well as retail and
wholesale buying and selling
transactions are to be done electronically
across the length and breadth of the
country.

According to the CBN (2011)
release on “Understanding the Cashless
Lagos Project”, the three key policy
trusts of the new measures are:

1. To drive development and
modernization of our payment
system in line with Nigeria’s vision
2020 goal of being amongst the top
20 economics by the year 2020. An
efficient and modem payment
system is positively correlated with
economic development and is a key
enabler for economic growth.

2. To reduce the cost of banking
services (including cost of credit)
and drive financial inclusion by

providing more efficient
transactions options and greater
reach.

3. To improve the effectiveness of
monetary  policy in  managing
inflation and driving economic
growth.

In addition, the policy aims at
curbing some of the negative
consequences associated with the high
usage of physical cash in the economy
including:

1. High risk of using cash such as
exposure to robberies and other

financial loss arising from fire and
flooding incidence.

2. High subsidy of few high value
transactions by greater population of
low value consumers.

3. Informal economy arising from huge
cash reserves outside the formal
banking system.

4. Inefficiency and corruption
connected with leakages, money
laundering and associated crimes.

The implementation of the cashless
policy commenced on January 1%, 2012
with a pilot scheme in Lagos, the
industrial and commercial nerve centre
of Nigeria. The scope was later extended
to Abuja and Port-Harcourt and
currently runs on both fill and skeletal
scales across the various states of the
Federation.

As laudable and lofty as the
CBN policy objectives are, the cashless
system of payment came as a completely
new innovative and a strange tool for the
transformation of the banking and
payments  habits of  consumers
nationwide, being  received by
consumers with mixed feelings across
the nooks and corners of the country.

Given the complex and
sophisticated technological nature of the
cashless system visa-vis the high level
of computer illiteracy of a large
proportion of the Nigerian population,
30 months after its introduction, many
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consumers are still unaware of or
unfamiliar with the cashless system and,
it is a common observation that business
transactions across the nation are still
carried on as usual on cash basis.

This  paper accordingly critically
examines the problems and prospects of
the CBN cashless as a tool for
innovation and transformation of
consumers payment habits and attempts
to chart a way forward.

Concept of Cashless System of
Payment

The cashless  system  of
payments is defined as a society where
financial transactions are functioning
operated or performed without using
physical coins or bank notes for money
transactions instead, credit cards or
electronic transfer of funds are utilized
(CBN 2011).

The CBN Cashless Policy,
however, modifies the nations cashless
system by introducing cash withdrawal
and payments limits. The requirement as
contained in (CBN 2011) “QUESTIONS
AND ANSWERS” Release is that all 3"
party cheque above N150,000 shall not
be eligible for encashment over the
counter. The value for such cheques
shall be received through the clearing
house.

For individuals, the limits are
cumulative daily limits each for
withdrawals and for deposits. Daily
withdrawal limit shall be N500,000
while daily free deposit limit is also

N500,000. Service charges shall apply to
every NIOO,000 excess withdrawal
above daily limit, Apart from the cash
withdrawal and cash deposit limits set
for individual and corporations in
Nigeria’s version of the cashless system,
other features of the system involve
payments in retail and wholesale buying
and selling transactions through
electronic banking commonly known as
B-Banking. James (2012) emphasized
the fact that the cashless system of
payments adapted by Nigeria in early
2011 is a prominent feature of E-
Banking System.

Electronic Banking System

E-banking system is the use of
computers and  telecommunication
facilities to carry out banking
transaction, such as cash withdrawals
and payments through cash dispensing
machines or Fund Transfer (James,
2012).

Daniel  (2009), additionally
defines B-Banking as the provision of
banking services to customers through
the internet, such services covering
mobile banking, find transfers and
Automated Teller Machine (ATM)
Services. Institutional and
Organizational Framework The CBN
regulates the pa3?ment system in
Nigeria. The key players in the system
are the Banks Discount House, Nigerian
Inter-Bank Settlement System (NIBSS),
Nigerian Stock Exchange, Cards and
Switching Companies, currently, over
1000 regular institutions provided
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financial payment services in Nigeria
including:

i. 24 consolidated deposit money
banks as at 31 Dec, 2012 with
many branches nationwide.

ii. 5 Discount Houses.

iii. 759 Micro Finance Banks
iv. 293 Burean De Change
v. 111 Finance House
vi. 90 Primary Mortgage/Institutions
vii. 6 Development Finance Institution
(CBN, 2012)

For the implementation of the
cashless system of payments, the CBN,
in addition to current existing
institutions, licensed six (6) Payment
Terminal Service Providers (PTSP) to
support and maintain Point of Sale *“ t
or selling transactions. The licensed
PTSP’s include:

i. ITEX

ii. E-TOP

iii.  Paymaster
iv.  Citiserve

v.  Easy fuel etc.

The terminals accept any type of
payment cards such as Visa Cards,
Master Cards, Genesis etc (CBN, 2012).

Trends in Electronic Payment
Some of the emerging methods

through which electronic payment are

made include:

i. Automated  Teller
(ATM)

ii.  Electronic Purse Wallet

iii.  Electronic Funds Transfer as Part
of Sale (EFT/POS)

iv.  Credit Cards

Machines

V. Debit Cards
Vi. Smart Cards
Vii. Mobile / U-Mobile

viii.  On-line/Internet Payment

iXx.  Electronic Marketing

X.  Electronic Cheques

xi.  Digitized E-Cash Payment
xii.  Digital Person-To-Person

Determinants of Consumers Payment
Choice

The various Payment Terminal
Service Providers (PTSP’s), in their
marketing strategies have deviced and
introduced a variety of electronic
payments devices. These have different
security  features and vary in
sophistication in a manner that influence
consumer’s preference as well as the
willingness of certain categories of
consumers to accept or reject available
choices.

Hogarth, Kolodinsky and Gahoe
(2008), in their study of consumer
payment choice and Mathew (2009) in a
similar study have identified the key
determinants of consumers’ payment
choices as follows:
a. Customers Wealth Level of
Income
Wealthy customers that are able to
fimd their obligations generally may
find automatic electronic  bill
payment arrangement  desirable
while customers that have unstable
financial inflows may not

b. Educational Level
The technicalities involved in some
electronic payment transactions tend
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to discourage less  education
customers  unlike the  highly
educated customers that find such
quite comfortable.

c. Employment Levels
Customers in employment where
salaries are paid through the banks
are more likely to use electronic
means of payment that self-
employed, small scale businessmen.

d. Personnal Preference
The customers consideration for
control, low costs, convenience,
privacy, recording keeping and
similar factors, have a great
influence in his choice of payment
instrument.

e. Transaction Specific Factors
The specific nature of the payment
being made, the specific location
and the relationship between the
partners involved, sometimes dictate
the payment choice required.

Problems of Cashless System of
Payment in Nigeria

In  developed nations with
advanced technology and efficient
infrastructures, the cashless system of
payments has been proved to be a very
powerful driver of economic growth and
development, as shown in the study of
Electronic Banking in the U.K. and
Republic of Ireland (Daniel, 2009).
However, in Nigeria, an emerging
economy, where the cashless system of
payment is an  entirely new

phenomenon, many challenges are
observed. Monan and Talbet (2012), in
their review of the first 12 months of
“Cashless Lagos Project”, identified key
challenges facing the system in the
following areas:
a. Network Reliability
Instability of Point-Of-Sale (P05)
networks is prevalent across all
operators and often posses a threat
to timely delivery of services.

b. Fraud
Prevalent manipulation and
unauthorized access into customers
ATM scanners have been observed
in many instances and is posing a
threat to customers confidence in the
systems.

c. Security
Customers have raised fears about
trust in agents providing cash-in and
cash- out services. The risks
associated with this needs to be
properly addressed.

d. Cheques
The issue of how charges should be
determined also needs to be
addressed. Despite CBN’s regular
guidelines on charges, many
frivolous and unexplained charges
are frequently debated to customers’
accounts.

e. System Stability
Frequent cases of default by deposit
money Banks and Microfinance
Banks often pose confidence crisis
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among customers whose fears need
to be allayed.

f. Literacy Issues
A considerable proportion of the
targeted populace are illiteracy
business men and woman arid
traders who need to be properly
trained on the use of the system to
avoid being defrauded.

g. Inadequate infrastructure
The lack of adequate and reliable
infrastructure, particularly power
(energy) supply, which often causes
interrupted services is a major
problem that needs to be addressed.

h. Social and Security Threats

In some parts of the country, social
and security threats to financial
institutions and facilities have also
posed serious challenges to the
spread and un-interrupted
implementation of the cashless
system.

i. Management of Change

The management of change from the
traditional methods of money
payments in buying and selling
transactions to the electronic
payment method is perhaps, one of
the greatest challenges facing the
innovation of cashless system of
payment.

Egwali, (2012), identifies the
need for a change in Nigerian’s banking
habits in order to maximize the gains or
success of the cashless system. He

observes that in a country with a
population of about 130 million
bankable adults, less than 50 million
persons have Bank Accounts.

This implies that tremendous
efforts will be required by the CBN to
capture about 80 million more bankable
adults into the cashless system.

Prospects and Benefit of the Cashless
System

Notwithstanding the challenges
currently facing the introduction of the
cashless system as a tool of innovation
and transformation of consumers
payment habits, a variety of benefits are
expected to be derived by various
stakeholders  from an increased
utilization of the e-payment system.
CBN (2012) highlights the potential
benefits as:

For Consumers

Increased  convenience, more
option, reduced risks, of cash-related
crimes, cheaper access to (out of branch)
banking services and access to credit.

For Corporations

Faster access to capital, reduced revenue
leakages, and reduced cash- handing
charges.

For Government

Increased tax collections, greater
financial inclusion and increased
economic development.

Conclusion
The cashless system of payment
aimed at ensuring Nigeria’s migration
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from cash transactions based economy
to cashless transactions economy is a
well conceived strategy for achievement
of Nigeria’s vision 2020 goal
notwithstanding the challenges currently
faced by the system, the probability for
ensuring its full success by year 2020 is
quite high.

Recommendations
Against the background of the
fact that the cashless system of
payments have been implemented in the
country for only 30 months to date, the
following recommendations are made
for improvement of the success:
1. Intensive Public Awareness and
Enlightenment Campaigns:
The CBN, Financial Institutions
and the Payment Terminal Service
providers needs to  ensure
consistent public enlightenment
campaigns to sensitize consumers.

2. Regulation
The CBN and other regulatory
authorities should ensure strict
adherence and compliance with
guidelines by all operators of the
systems.

3. Stability and Continuity of
Policies:
Notwithstanding the changes in
leadership of the Apex Bank
(CBN), the commitment to the
new policy should be consistent to
ensure its total success over time.
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