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ABSTRACT 

The Securities and Exchange Commission (SEC) of Nigeria's revised minimum capital 
requirements for capital market operators represent one of the most significant prudential 
regulatory reforms in the Nigerian capital market in recent years. While recapitalisation is 
traditionally justified on the grounds of strengthening institutional resilience, investor 
protection and financial stability, its implications extend far beyond balance-sheet 
strengthening. Recapitalisation influences intermediary diversity, competition, retail 
participation, financial inclusion, market accessibility, liquidity provision, operational 
resilience and the long-term development of capital markets. 

This paper critically examines the theoretical, regulatory and market-structure 
implications of the SEC recapitalisation framework and evaluates whether contemporary 
capital market regulation should continue to rely on uniform capital requirements or transition 
towards a more sophisticated risk-based and proportional regulatory architecture. Drawing 
on Financial Intermediation Theory, Delegated Monitoring Theory, Market Microstructure 
Theory, Financial Development Theory and Systemic Risk Theory, the study develops an 
integrated analytical framework linking recapitalisation, financial inclusion, market structure 
and systemic stability. 

The paper demonstrates that while stronger capitalisation enhances institutional 
resilience and investor confidence, uniform recapitalisation requirements may unintentionally 
generate market concentration, reduce intermediary diversity, weaken retail participation and 
constrain financial inclusion. The analysis further shows that capital market operators 
generate heterogeneous risks arising from differences in operational complexity, proprietary 
exposure, custody functions, liquidity obligations, technological dependence and systemic 
interconnectedness. Consequently, prudential requirements should be calibrated according to 
actual risk exposure rather than applied uniformly across all operators. 

Drawing on international regulatory experiences from the United States, United 
Kingdom, European Union, South Africa, India and Singapore, the study proposes a Nigerian 
Risk-Based Recapitalisation Framework grounded in the principles of proportional regulation, 
risk sensitivity, activity-based supervision, operational resilience, investor protection, financial 
inclusion and systemic stability. The framework seeks to align capital requirements with 
institutional risk profiles while preserving competition, innovation, accessibility and 
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sustainable capital market development. 

The paper concludes that the future of capital market regulation in Nigeria lies not in 
indiscriminate escalation of minimum capital requirements but in the development of 
intelligent, risk-sensitive and proportionate regulatory frameworks capable of simultaneously 
promoting financial stability, investor confidence, financial inclusion and market development. 
The proposed framework provides a practical pathway for strengthening the resilience, 
competitiveness and sustainability of the Nigerian capital market in an increasingly digital and 
interconnected financial environment. 
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1. INTRODUCTION 

 

Financial markets play a fundamental role in economic development by 

mobilising savings, facilitating capital formation, improving resource allocation and 

supporting investment activities. Within this broader financial architecture, capital 

markets serve as critical mechanisms through which governments, corporations and 

other entities access long-term finance required for economic growth and development. 

The effectiveness of capital markets depends significantly on the strength, integrity, 

efficiency and resilience of the institutions that operate within them. Consequently, 

regulatory authorities across the world continuously seek to strengthen prudential 

standards in order to protect investors, preserve market confidence and promote 

financial stability (Levine, 1997, 2005; Allen & Gale, 2000; IOSCO, 2018, 2024). 

In pursuit of these objectives, the Securities and Exchange Commission (SEC) of 

Nigeria introduced revised minimum capital requirements for capital market operators 

in 2025/2026 as part of a broader strategy aimed at repositioning the Nigerian capital 

market for greater resilience, competitiveness and sustainable development. The 
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revised framework represents one of the most significant regulatory interventions in the 

Nigerian capital market since the post-global financial crisis reforms and has generated 

considerable interest among regulators, practitioners, investors and academics. 

The rationale for recapitalisation is relatively straightforward. Inflationary 

pressures, exchange-rate depreciation, rising technology costs, cyber-security 

requirements, compliance obligations and increasing operational complexity have 

significantly eroded the real value of historical capital thresholds. Institutions operating 

under outdated capital structures may therefore lack the financial capacity required to 

support modern securities-market operations. Stronger capitalisation is expected to 

improve operational resilience, strengthen governance structures, enhance investor 

confidence and reduce the probability of institutional failure (Berger, Herring, & Szegö, 

1995; Basel Committee on Banking Supervision, 2011). 

However, recapitalisation also raises important questions regarding market structure 

and financial development. Capital requirements influence not only institutional 

solvency but also intermediary diversity, competition, liquidity provision, investor 

access and market participation. Excessively stringent requirements may encourage 

consolidation, increase concentration and reduce the number of market intermediaries. 

While such outcomes may strengthen individual institutions, they may simultaneously 

affect market accessibility and financial inclusion. Consequently, recapitalisation 

should not be viewed solely as a prudential exercise but also as a market-structure 

intervention capable of reshaping the architecture of financial intermediation within the 

capital market ecosystem (Acharya, 2009; Allen & Gale, 2000; OECD, 2024). 

The implications of recapitalisation are particularly important for retail participation 

and financial inclusion. Retail investors constitute an important component of capital 

market development because they contribute to liquidity, ownership dispersion, savings 

mobilisation and domestic capital formation. Smaller brokerage firms and specialised 

intermediaries frequently serve as important channels through which retail investors 

access securities markets. Regulatory reforms that significantly alter intermediary 
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structures may therefore influence market accessibility, investor participation and 

financial inclusion (Beck, Demirgüç-Kunt, & Levine, 2007; Demirgüç-Kunt et al., 

2018; Ozili, 2021). 

At the same time, developments in international financial regulation 

increasingly challenge the traditional assumption that all institutions should be subject 

to identical prudential requirements. Following the Global Financial Crisis and 

subsequent episodes of market disruption, regulators around the world have 

increasingly adopted risk-based, proportional and activity-based supervisory 

approaches. These frameworks recognise that financial institutions generate 

heterogeneous risks and therefore require differentiated regulatory treatment based on 

size, complexity, business model, systemic importance and operational characteristics 

(Goodhart, 2011; Haldane, 2012; FCA, 2024; ESMA, 2024; IOSCO, 2024; FSB, 2024). 

The growing international preference for proportional regulation raises important 

questions regarding the future design of prudential frameworks within the Nigerian 

capital market. Should recapitalisation continue to rely primarily on uniform capital 

thresholds, or should regulatory requirements be aligned more closely with institutional 

risk profiles and market functions? Can stronger resilience be achieved without 

undermining competition, financial inclusion and market accessibility? How can 

prudential regulation simultaneously support investor protection, operational resilience, 

market development and systemic stability? 

Despite the significance of these questions, much of the existing literature on 

recapitalisation focuses primarily on banking systems and capital adequacy while 

paying relatively limited attention to capital market operators. Similarly, relatively few 

studies examine the interaction between recapitalisation, retail participation, financial 

inclusion, proportional regulation and market structure within emerging capital 

markets. The Nigerian capital market therefore provides an important context for 

examining these relationships. 

Against this background, this paper investigates the theoretical, regulatory and 
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market-structure implications of the SEC recapitalisation framework and evaluates the 

case for a Nigerian Risk-Based Recapitalisation Framework. Specifically, the study 

seeks to: 

 Examine the theoretical foundations of recapitalisation and prudential 

regulation; 

 Analyse the relationship between recapitalisation, retail participation and 

financial inclusion; 

 Evaluate the role of proportional regulation in promoting systemic stability; 

 Assess the implications of the SEC recapitalisation framework for market 

structure and capital market development; 

 Review international regulatory experiences and lessons for Nigeria; and 

 Propose a risk-based recapitalisation framework capable of balancing 

resilience, investor protection, financial inclusion, competition and sustainable 

market development. 

The remainder of the paper is organised as follows. Section 2 reviews the relevant 

literature. Section 3 examines recapitalisation, retail participation and financial 

inclusion. Section 4 discusses proportional regulation and systemic stability. Section 5 

analyses the SEC recapitalisation framework and its implications for market structure 

dynamics. Section 6 reviews international regulatory experiences and lessons for 

Nigeria. Section 7 develops a proposed Nigerian Risk-Based Recapitalisation 

Framework. Section 8 discusses policy implications, while Section 9 concludes the 

study. 

 



40      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 
2.  LITERATURE, THEORY AND ANALYTICAL FRAMEWORK 

 

2.1 Capital Market Intermediation, Financial Inclusion and Market 

Development 

Capital markets constitute a critical component of modern financial systems because 

they facilitate the mobilisation of long-term savings, allocation of capital to productive 

investments, risk diversification, corporate financing, infrastructure development, and 

wealth creation. Financial development literature consistently demonstrates that 

efficient capital markets contribute significantly to economic growth through improved 

resource allocation, enhanced liquidity, lower transaction costs, and broader investment 

opportunities. Seminal studies by Levine (1997, 2005) established that financial 

systems promote economic development by facilitating savings mobilisation, 

information production, risk management, monitoring of investments, and efficient 

capital allocation. Similarly, Merton and Bodie (1995) identified the core functions of 

financial systems as facilitating payments, pooling resources, transferring risk, 

producing information, and enabling intertemporal resource allocation. 

Within this broader financial architecture, capital market intermediaries 

perform indispensable economic functions. Financial Intermediation Theory provides 

the principal analytical foundation for understanding the role of intermediaries in 

securities markets. Gurley and Shaw (1960) and Goldsmith (1969) argue that financial 

intermediaries emerge because they reduce transaction costs, facilitate information 

flows, and improve the efficiency of financial transactions. Diamond (1984) further 

demonstrates that intermediaries perform delegated monitoring functions, thereby 

reducing information asymmetry and agency costs that individual investors would 

otherwise incur. Although Diamond’s model was originally developed within the 

banking context, its underlying logic extends naturally to securities markets where 

brokers, dealers, underwriters, registrars, custodians, asset managers, and other 

intermediaries facilitate market participation and information processing. 
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However, important distinctions exist between banking intermediation and 

securities-market intermediation. Banking institutions engage primarily in balance-

sheet intermediation through deposit mobilisation and credit creation, exposing them to 

liquidity risk, maturity transformation risk, and potential bank runs (Diamond & 

Dybvig, 1983). By contrast, most securities brokers, particularly agency brokers, 

function mainly as transaction facilitators rather than balance-sheet intermediaries. 

Their principal risks relate to operational failures, compliance weaknesses, technology 

disruptions, conduct breaches, cybersecurity vulnerabilities, and reputational damage 

rather than deposit runs or credit losses. This distinction is fundamental to 

contemporary debates regarding recapitalisation and prudential regulation because it 

suggests that identical capital standards may not be appropriate for institutions with 

fundamentally different risk characteristics. 

The role of securities intermediaries extends beyond transaction execution. 

Brokerage firms facilitate investor access, provide market information, support 

portfolio management, assist with securities registration and settlement, promote 

investor education, and enhance market participation. In emerging markets, these 

functions assume even greater importance because financial literacy levels, 

technological adoption, and market familiarity often remain uneven. Consequently, 

brokers frequently serve as the primary institutional link between households and 

formal capital markets. 

Financial Intermediation Theory also emphasises the importance of 

intermediary diversity. Allen and Santomero (1997) argue that financial systems 

operate more efficiently when different categories of intermediaries coexist because 

they serve different investor segments, financing needs, and risk preferences. Diverse 

intermediary ecosystems promote competition, innovation, resilience, and market 

accessibility. In the Nigerian capital market, large institutional broker-dealers, medium-

sized firms, regional brokers, digital investment platforms, and retail-focused 

intermediaries collectively contribute to market development by serving heterogeneous 
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categories of investors. Excessive consolidation resulting from disproportionate 

recapitalisation requirements may therefore weaken the diversity of intermediation 

channels through which savings are mobilised and investment opportunities are 

distributed. 

The developmental significance of intermediary diversity becomes particularly 

evident when examined through the lens of Financial Inclusion Theory. Financial 

inclusion broadly refers to the ability of individuals and businesses to access and utilise 

affordable, appropriate, reliable, and regulated financial services. While much of the 

financial inclusion literature focuses on banking services, payment systems, and digital 

finance, capital market participation represents an equally important dimension of 

inclusive finance because it enables households to participate directly in long-term 

wealth creation and productive investment. 

Beck, Demirgüç-Kunt and Levine (2007) demonstrate that broader access to 

financial services contributes to poverty reduction, income growth, and economic 

inclusion. Demirgüç-Kunt, Klapper, Singer, Ansar and Hess (2018) further show that 

access to formal financial services enhances savings behaviour, financial resilience, and 

economic participation. More recent studies continue to emphasize that inclusive 

financial systems are essential for sustainable development and economic resilience, 

particularly within emerging and frontier markets. The World Bank (2024) similarly 

argues that inclusive financial systems strengthen economic growth, reduce 

vulnerability, and improve household welfare by expanding access to investment 

opportunities and financial services. 

Within capital markets, financial inclusion extends beyond access to bank 

accounts or payment systems. It encompasses the ability of households and small 

investors to purchase securities, invest in collective investment schemes, participate in 

public offerings, access investment advice, receive dividends efficiently, and benefit 

from capital appreciation. Consequently, capital market inclusion represents an 

advanced stage of financial development because it connects household savings directly 
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to productive investment opportunities. 

Retail investors occupy a central position within this process. A broad retail 

investor base contributes to market depth, enhances domestic ownership of securities, 

strengthens liquidity, reduces excessive dependence on foreign portfolio flows, and 

promotes market legitimacy. Emerging-market experience suggests that sustainable 

capital market development depends not only on institutional participation but also on 

widespread retail engagement. World Bank studies on capital market development 

consistently emphasize the importance of broadening investor participation as a 

mechanism for strengthening domestic capital formation and improving market 

resilience. 

The role of brokerage firms in supporting retail participation is therefore 

strategically important. Smaller and medium-sized brokers often maintain closer 

relationships with first-time investors, cooperative societies, family portfolios, small 

businesses, regional investors, and underserved communities than larger institutional 

firms whose business models may focus primarily on institutional clients, pension 

funds, foreign investors, and high-net-worth individuals. These brokers frequently 

perform educational, advisory, and relationship-management functions that extend 

beyond pure transaction execution. 

This observation introduces a critical policy dimension to the recapitalisation 

debate. Excessively stringent capital requirements may unintentionally reduce the 

number of intermediaries serving retail investors, particularly where smaller firms are 

unable to satisfy revised capital thresholds. Such outcomes may weaken access 

channels, reduce competition, diminish regional market penetration, and undermine 

financial inclusion objectives. Ozili (2021) argues that financial inclusion should be 

viewed not only as an access issue but also as an institutional design issue. In this 

context, the structure of regulation becomes a determinant of whether financial systems 

remain accessible to broad segments of the population. 

Recent international regulatory developments increasingly recognize the 
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importance of balancing prudential resilience with retail participation and market 

accessibility. IOSCO’s recent strategic priorities continue to emphasize investor 

protection, market integrity, retail investor participation, and systemic resilience as 

mutually reinforcing objectives of securities regulation. Likewise, ESMA’s evolving 

regulatory framework for investment firms increasingly incorporates proportionality 

principles designed to preserve market efficiency while maintaining adequate 

prudential safeguards. 

For frontier and emerging markets such as Nigeria, these considerations are 

particularly important. Recent World Bank evidence suggests that many frontier 

markets continue to suffer from underdeveloped capital markets, limited investor 

participation, weak domestic savings mobilisation, and insufficient financial depth. 

Strengthening capital market intermediation therefore remains a critical development 

priority. 

The implication for recapitalisation policy is therefore clear. Capital adequacy 

remains necessary for investor protection, operational resilience, governance quality, 

technological capability, and institutional sustainability. However, recapitalisation 

should not be evaluated solely in terms of stronger balance sheets. It should also be 

assessed in relation to its effects on intermediary diversity, retail participation, market 

accessibility, competition, liquidity formation, and financial inclusion. A regulatory 

framework that strengthens prudential resilience while preserving broad-based 

participation is more likely to support sustainable capital market development than one 

that focuses exclusively on institutional size. 

Accordingly, Financial Intermediation Theory and Financial Inclusion Theory jointly 

suggest that effective recapitalisation should strengthen the financial and operational 

capacity of capital market operators without undermining the intermediation channels 

through which investors access the market. Sustainable market development therefore 

requires a regulatory architecture capable of balancing prudential soundness with 

inclusiveness, accessibility, competition, and long-term developmental effectiveness. 
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2.2 Prudential Regulation, Risk-Based Supervision and Proportional Regulation 

Prudential regulation constitutes one of the most important pillars of modern financial 

governance. Its primary objective is to ensure that financial institutions possess 

sufficient financial, operational, governance, technological, and risk-management 

capacity to perform their functions safely, efficiently, and sustainably. Prudential 

regulation seeks to protect investors, preserve market confidence, reduce institutional 

failures, contain systemic risk, and enhance the resilience of the broader financial 

system. Although prudential regulation has traditionally been associated with banking 

supervision, it has increasingly become a central feature of securities-market regulation 

as financial markets become more interconnected, technologically sophisticated, and 

systemically significant. 

The theoretical foundation of prudential regulation derives from market failure 

theory, information asymmetry theory, agency theory, and systemic risk theory. Stiglitz 

(1989, 2000) argues that financial markets are inherently imperfect because information 

asymmetries prevent investors from accurately assessing the risk profiles of financial 

institutions. Consequently, regulation becomes necessary to mitigate market failures, 

reduce moral hazard, protect investors, and preserve financial stability. Similarly, 

Mishkin (2007) contends that prudential regulation emerges because unregulated 

financial markets may generate excessive risk-taking behaviour, adverse selection, and 

systemic vulnerabilities capable of undermining economic stability. 

One of the principal instruments of prudential regulation is capital adequacy. Capital 

serves as a financial buffer capable of absorbing unexpected losses, supporting 

operational continuity, enhancing institutional credibility, and strengthening 

confidence among investors and counterparties. Berger, Herring and Szegö (1995) 

identify several important functions of regulatory capital, including loss absorption, 

reduction of insolvency risk, mitigation of moral hazard, enhancement of market 

confidence, and promotion of prudent managerial behaviour. Within securities markets, 
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capital also supports investments in technology infrastructure, cybersecurity systems, 

compliance frameworks, governance arrangements, business continuity mechanisms, 

and operational resilience. 

The prudential rationale for recapitalisation is therefore well established. 

Financial institutions operating within increasingly complex markets face growing 

operational, technological, cyber-security, regulatory, and reputational risks. Capital 

thresholds that were considered adequate a decade ago may become insufficient under 

conditions of inflation, currency depreciation, technological transformation, heightened 

compliance requirements, and increasing market complexity. Periodic review of capital 

requirements therefore constitutes a legitimate regulatory response to changing market 

realities. 

However, contemporary prudential literature increasingly recognises that 

capital adequacy alone cannot guarantee institutional soundness or systemic stability. 

Goodhart (2008, 2011) argues that effective regulation requires a broader 

understanding of risk transmission mechanisms, institutional incentives, governance 

quality, and market structure. Similarly, Haldane (2012) observes that financial systems 

have become sufficiently complex that regulatory effectiveness cannot be achieved 

merely through the uniform application of increasingly stringent capital requirements. 

Rather, regulation must be aligned with the nature, scale, complexity, and 

interconnectedness of institutional activities. 

These insights contributed significantly to the emergence of Risk-Based Supervision 

Theory. Risk-based supervision represents a fundamental departure from traditional 

compliance-oriented regulation. Rather than treating all institutions identically, risk-

based supervision allocates regulatory attention, supervisory resources, and prudential 

requirements according to the probability and potential consequences of institutional 

failure. Under this approach, institutions that pose greater risks to investors, market 

integrity, or systemic stability are subject to more intensive supervision and stronger 

prudential obligations. 
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The intellectual foundations of risk-based supervision are closely linked to 

developments in systemic risk management and post-crisis regulatory reforms. The 

Global Financial Crisis of 2007–2009 exposed major weaknesses in regulatory systems 

that focused primarily on rule compliance while insufficiently addressing 

interconnectedness, leverage, liquidity vulnerabilities, and systemic contagion. In 

response, international standard-setting bodies increasingly embraced supervisory 

frameworks that emphasise forward-looking risk assessment, institutional 

differentiation, and systemic relevance. 

The Basel Committee on Banking Supervision (BCBS, 2011; 2021) emphasises 

that supervisory frameworks should allocate regulatory attention according to 

institutional risk profiles, systemic importance, leverage, liquidity exposures, and 

governance quality. Similarly, IOSCO increasingly advocates risk-sensitive approaches 

to securities regulation that consider operational complexity, client asset exposure, 

liquidity risk, technology risk, conduct risk, cyber-security vulnerabilities, and systemic 

interconnectedness. IOSCO's guidance for emerging market regulators explicitly 

recognises risk-based supervision as a central component of effective oversight of 

securities intermediaries. 

Risk-Based Supervision Theory is particularly relevant within securities markets 

because capital market operators are highly heterogeneous. Unlike banks, which 

perform relatively similar functions involving deposit mobilisation and credit creation, 

capital market intermediaries undertake a wide range of activities including agency 

brokerage, proprietary trading, underwriting, market-making, custody services, 

securities lending, derivatives trading, clearing operations, asset management, registrar 

services, and investment advisory activities. These functions generate significantly 

different operational, liquidity, market, conduct, and systemic risks. 

For example, a small agency broker that merely executes client orders under 

segregated custody arrangements poses fundamentally different risks from a broker-

dealer engaged in proprietary trading, securities underwriting, margin financing, 
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market-making, or clearing activities. The former is primarily exposed to operational, 

compliance, technological, and conduct risks, whereas the latter may generate 

substantial market risk, leverage risk, liquidity risk, counterparty exposure, and 

systemic interconnectedness. Risk-Based Supervision Theory therefore argues that 

prudential requirements should reflect actual risk exposures rather than institutional 

labels alone. 

This logic provides the intellectual foundation for Proportional Regulation 

Theory. Proportional regulation refers to the principle that regulatory obligations 

should be commensurate with the size, complexity, risk profile, business model, and 

systemic significance of regulated entities. Avgouleas and Goodhart (2015) argue that 

proportionality is necessary because uniform regulation may impose excessive burdens 

on smaller institutions while failing adequately to address risks generated by larger and 

more complex institutions. Herring and Carmassi (2016) similarly demonstrate that 

systemic importance depends not only on institutional size but also on 

interconnectedness, substitutability, leverage, operational complexity, and 

concentration. 

The growing international acceptance of proportional regulation is reflected in 

contemporary regulatory reforms. Within the European Union, the Investment Firms 

Regulation (IFR) and Investment Firms Directive (IFD) introduced a differentiated 

prudential framework that classifies investment firms according to their activities, size, 

client asset exposure, trading activities, and systemic relevance. The framework 

distinguishes among different categories of firms and imposes prudential requirements 

according to actual risk profiles rather than applying a uniform regulatory standard to 

all institutions. Recent reviews by ESMA and the European Banking Authority 

continue to reinforce proportionality as a central objective of the investment firms' 

prudential framework. 

Similarly, the United States applies differentiated prudential requirements 

across introducing brokers, carrying brokers, clearing brokers, broker-dealers, 
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investment advisers, and other categories of securities intermediaries. Capital 

requirements vary according to whether firms hold client assets, carry customer 

accounts, engage in proprietary trading, provide clearing services, or assume significant 

market exposures. This reflects the principle that institutions performing different 

functions should not automatically be subjected to identical prudential obligations. 

Recent international regulatory developments further strengthen the case for 

proportional regulation. The Financial Stability Board (FSB) has increasingly 

emphasised activities-based supervision and risk-sensitive regulatory frameworks for 

non-bank financial intermediaries. Recent FSB assessments highlight the growing 

importance of non-bank financial intermediation and stress the need for regulatory 

frameworks that address systemic risks according to actual vulnerabilities, leverage, 

liquidity exposures, and interconnectedness rather than relying solely on institutional 

classifications. 

The importance of risk-sensitive supervision has become even more 

pronounced as non-bank financial institutions continue to expand globally. Recent FSB 

evidence indicates that non-bank financial intermediaries now account for 

approximately half of global financial assets, increasing concerns regarding leverage, 

liquidity mismatches, interconnectedness, and systemic contagion. Consequently, 

modern regulatory thinking increasingly supports the principle of “same risk, same 

regulatory treatment,” whereby regulatory burdens are aligned with risk generation 

rather than organisational form alone. 

Within the Nigerian capital market, the relevance of proportional regulation is 

particularly significant. Capital market operators differ substantially in terms of 

business models, scale, client profiles, operational complexity, technology 

requirements, and systemic importance. Large integrated broker-dealers, custodians, 

market-makers, underwriters, clearing members, and market infrastructure institutions 

perform functions that may generate significant systemic implications. By contrast, 

many retail-focused agency brokers primarily facilitate investor access and trade 
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execution under highly regulated settlement and custody arrangements. 

The Nigerian market also benefits from important institutional safeguards that 

reduce the systemic consequences of brokerage failures. These include client asset 

segregation, Direct Cash Settlement mechanisms, Central Securities Clearing System 

(CSCS) infrastructure, enhanced market surveillance, Investor Protection Fund 

arrangements, anti-money laundering controls, cyber-security standards, and 

movement toward shorter settlement cycles. These safeguards substantially reduce the 

likelihood that the failure of a small agency broker would generate contagion 

comparable to that observed within banking systems. 

Risk-Based Supervision Theory therefore suggests that recapitalisation policy 

should be calibrated according to the actual risk profiles of different categories of 

operators. A differentiated framework may classify operators into three broad 

categories. 

Tier I Institutions would comprise systemically important entities such as market 

makers, proprietary traders, underwriters, custodians, clearing members, securities 

lenders, and market infrastructure providers. These institutions would attract stronger 

capital, liquidity, governance, technology, and operational resilience requirements. 

Tier II Institutions would include medium-sized broker-dealers, institutional brokers, 

and diversified intermediaries whose activities generate moderate levels of operational 

and market risk. These institutions would be subject to intermediate prudential 

standards. 

Tier III Institutions would comprise pure agency brokers, retail-focused 

intermediaries, and non-clearing brokers whose activities generate relatively limited 

systemic exposure. These operators would remain subject to credible prudential 

requirements combined with strong conduct supervision, technology standards, 

governance obligations, cyber-risk controls, and investor-protection measures. 

Such a framework aligns closely with contemporary international regulatory 

trends that emphasise proportionality, risk sensitivity, supervisory efficiency, and 
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systemic relevance. More importantly, it enables regulators to strengthen prudential 

resilience without unnecessarily undermining intermediary diversity, retail 

participation, financial inclusion, competition, and market development. 

The central implication of this literature is therefore clear. Effective recapitalisation 

should not be understood as a mechanical increase in minimum capital thresholds. 

Rather, recapitalisation should form part of a broader prudential framework that 

combines capital adequacy with risk-sensitive supervision, operational resilience, 

governance quality, technological capability, investor protection, and proportional 

regulation. Sustainable systemic stability ultimately depends not on imposing the 

highest possible capital requirements, but on achieving an appropriate balance between 

prudential soundness, market accessibility, intermediary diversity, competition, 

innovation, and financial inclusion. 

 

2.3 Market Microstructure, Systemic Stability and Regulatory Trade-Offs 

The relationship between recapitalisation, market structure, liquidity formation, 

investor participation, and systemic stability is best understood through the combined 

lenses of Market Microstructure Theory, Systemic Risk Theory, and Regulatory Trade-

Off Theory. Collectively, these frameworks explain how regulatory interventions 

influence not only the financial strength of institutions but also the efficiency, 

inclusiveness, resilience, and developmental effectiveness of financial markets. 

Traditional prudential regulation often focuses on institutional solvency and capital 

adequacy. However, modern financial economics increasingly recognises that systemic 

stability depends not merely on the financial condition of individual institutions but 

also on the structure of markets, the diversity of intermediaries, the quality of liquidity, 

the efficiency of price discovery, and the interconnectedness of market participants 

(Allen & Gale, 2000; Acharya, 2009; Brunnermeier & Pedersen, 2009). Consequently, 

recapitalisation policies must be evaluated not only from a prudential perspective but 

also from a market-structure perspective. 
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Market Microstructure and Capital Market Efficiency 

Market Microstructure Theory emerged as an important branch of financial economics 

to explain how securities are traded and how trading mechanisms influence market 

outcomes. Unlike traditional asset-pricing theories that assume frictionless markets, 

market microstructure focuses on the institutional processes through which information 

is incorporated into prices, orders are executed, liquidity is generated, and transaction 

costs arise. 

Kyle (1985) developed one of the most influential market microstructure 

models by demonstrating how informed traders, liquidity traders, and market makers 

interact to determine price formation. His framework established that liquidity is not an 

automatic characteristic of markets but rather the outcome of continuous interactions 

among market participants. Similarly, Glosten and Milgrom (1985) showed that 

information asymmetry significantly influences transaction costs because market 

makers adjust bid-ask spreads to protect themselves against adverse selection risks. 

O’Hara (1995) further expanded the field by defining market microstructure as the 

study of the mechanisms and outcomes of trading under explicit market rules. 

According to O’Hara, market quality depends on several interrelated factors, including 

liquidity, transaction costs, transparency, information dissemination, order-flow 

diversity, and trading efficiency. Hasbrouck (2007) similarly demonstrates that trading 

systems, intermediary structures, and information flows significantly influence price 

discovery and market quality. 

These insights are highly relevant to the Nigerian recapitalisation debate. 

Brokerage firms are not merely administrative intermediaries; they constitute essential 

components of the market’s liquidity-generation mechanism. Brokers facilitate order 

transmission, connect buyers and sellers, support investor participation, reduce 

information frictions, and contribute to price discovery. Consequently, the structure and 

diversity of brokerage participation influence overall market efficiency. 
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Recent market microstructure research continues to confirm the central 

importance of liquidity and intermediary participation in price formation. Omar (2026) 

finds that liquidity provision, order-flow diversity, and information transmission 

remain critical determinants of trading efficiency and price discovery in modern 

securities markets. Similarly, recent studies on market quality and liquidity demonstrate 

that intermediary competition improves market depth, narrows spreads, and enhances 

informational efficiency. 

The implication for recapitalisation policy is important. If recapitalisation 

significantly reduces the number of active intermediaries, market concentration may 

increase and order-flow diversity may decline. While larger firms may possess stronger 

capital bases and superior technology infrastructure, excessive concentration may 

reduce competition, increase transaction costs, weaken service accessibility, and 

diminish retail participation. Consequently, market efficiency depends not only on the 

strength of individual firms but also on the structure of intermediary participation. 

This issue is particularly relevant in frontier markets such as Nigeria where market 

depth remains relatively limited. Smaller brokers frequently serve retail investors, 

regional investors, cooperatives, SMEs, and first-time market participants. Their 

contribution to liquidity may individually appear modest, but collectively they expand 

the investor base and support broader market participation. 

 

Systemic Stability and Market Architecture 

Systemic Stability Theory extends the analysis beyond individual institutions to the 

functioning of the financial system as a whole. Systemic stability refers to the ability of 

the financial system to continue performing its essential functions—including trading, 

clearing, settlement, custody, liquidity provision, capital allocation, and price 

discovery—even under conditions of severe stress. 

Allen and Gale (2000) demonstrate that systemic risk arises primarily through 

interconnectedness among institutions. Financial distress can spread through direct 
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exposures, common asset holdings, liquidity shortages, confidence effects, and network 

contagion. Acharya (2009) similarly argues that systemic risk is fundamentally linked 

to correlated exposures and common vulnerabilities rather than the failure of individual 

institutions alone. 

Brunnermeier and Pedersen (2009) further develop this perspective by 

demonstrating the interaction between market liquidity and funding liquidity. Their 

liquidity spiral model shows that reductions in funding availability can trigger declines 

in market liquidity, leading to asset sales, price declines, and further liquidity 

deterioration. This mechanism became particularly evident during the Global Financial 

Crisis and has subsequently become central to contemporary systemic risk analysis. 

More recent international evidence reinforces these concerns. The Financial Stability 

Board (FSB) increasingly emphasises that systemic vulnerabilities arise not only within 

banking systems but also within non-bank financial intermediation sectors, including 

securities markets, investment funds, broker-dealers, and other market intermediaries. 

Recent FSB monitoring reports indicate that non-bank financial intermediaries now 

account for approximately half of global financial assets, significantly increasing 

concerns regarding interconnectedness, liquidity mismatches, leverage, and contagion 

risks. 

Similarly, recent FSB and IOSCO policy initiatives have focused on 

strengthening liquidity resilience, margin preparedness, and risk management among 

market-based financial institutions following episodes of market stress. 

However, systemic importance varies substantially across categories of 

institutions. A central counterparty, clearing house, securities depository, custodian, or 

market infrastructure provider performs functions whose disruption may affect the 

entire market. By contrast, the failure of a small agency broker operating under 

segregated custody arrangements may have significantly more limited systemic 

implications. 

This distinction is particularly relevant within the Nigerian capital market. The 
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existence of institutional safeguards such as the Central Securities Clearing System 

(CSCS), Direct Cash Settlement, investor protection mechanisms, electronic settlement 

systems, surveillance infrastructure, and client asset segregation substantially reduces 

the probability that the failure of an individual retail broker would trigger widespread 

systemic contagion. Consequently, systemic stability should be evaluated in relation to 

actual risk transmission channels rather than institutional size alone. 

Moreover, excessive concentration itself may become a source of systemic 

vulnerability. If recapitalisation encourages consolidation to the point where market 

activity becomes heavily dependent on a few dominant institutions, systemic risk may 

increase rather than decline. Concentrated markets often exhibit stronger 

interconnectedness, greater common exposures, and higher dependence on a limited 

number of critical intermediaries. Therefore, systemic stability requires a balance 

between institutional resilience and intermediary diversity. 

 

Regulatory Trade-Offs and Optimal Regulatory Design 

The interaction between prudential regulation and market development is best 

explained by Regulatory Trade-Off Theory. Regulatory interventions rarely generate 

benefits without costs. Policies designed to strengthen stability may reduce 

competition. Measures intended to enhance investor protection may increase 

compliance burdens. Regulations aimed at reducing risk may simultaneously restrict 

innovation and accessibility. 

The intellectual foundations of Regulatory Trade-Off Theory derive from 

welfare economics, information economics, and financial regulation literature. Stiglitz 

(1989, 2000) argues that financial regulation is necessary because financial markets are 

characterised by information asymmetries, externalities, and market failures. However, 

he also cautions that excessive regulation may create distortions capable of reducing 

efficiency, innovation, and market dynamism. 

Similarly, Barth, Caprio and Levine (2006) demonstrate that financial 



56      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 
regulation is most effective when it strengthens market discipline and prudential 

oversight without unnecessarily suppressing competition, entrepreneurship, and 

financial development. Effective regulation therefore requires balancing multiple 

objectives simultaneously. 

The recapitalisation debate represents a classic regulatory trade-off. Stronger 

capital requirements can enhance operational resilience, governance quality, 

cybersecurity capacity, technological investment, business continuity, and investor 

confidence. Better-capitalised firms are generally more capable of absorbing shocks, 

investing in infrastructure, and maintaining compliance systems. 

At the same time, excessively stringent recapitalisation requirements may generate 

unintended consequences. They may increase barriers to entry, accelerate market 

concentration, reduce intermediary diversity, weaken competition, increase operating 

costs, and diminish financial inclusion. Smaller intermediaries often play important 

roles in investor education, retail mobilisation, regional outreach, and market 

accessibility. Their displacement may weaken the developmental role of the capital 

market even while improving prudential indicators. 

Recent international regulatory thinking increasingly recognises these trade-offs. 

IOSCO's recent work on market liquidity, retail participation, and market resilience 

emphasises that investor protection, market development, and systemic stability should 

be pursued simultaneously rather than as competing objectives. Similarly, 

contemporary FSB policy frameworks emphasise the principle of “same risk, same 

regulatory treatment,” thereby promoting risk-sensitive rather than institution-

insensitive regulation. 

For emerging markets, the challenge is particularly acute because regulators 

must simultaneously pursue prudential strengthening and market deepening. Capital 

markets that remain shallow, concentrated, and inaccessible may struggle to mobilise 

domestic savings, broaden investment participation, and support long-term economic 

development. 
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Accordingly, Regulatory Trade-Off Theory suggests that effective 

recapitalisation should not seek to maximise any single objective in isolation. Instead, 

optimal regulation should balance prudential resilience, systemic stability, liquidity 

preservation, financial inclusion, intermediary diversity, investor protection, 

competition, and innovation. A proportionate regulatory framework capable of 

differentiating among institutions according to actual risk exposures offers the most 

effective mechanism for achieving this balance. 

In summary, Market Microstructure Theory demonstrates that intermediary 

diversity, liquidity, and price discovery are essential determinants of market quality. 

Systemic Stability Theory emphasises that financial resilience depends on market 

architecture, interconnectedness, and concentration rather than capital adequacy alone. 

Regulatory Trade-Off Theory highlights the need to balance prudential objectives with 

market development goals. Together, these perspectives provide a strong theoretical 

foundation for evaluating recapitalisation as a multidimensional policy intervention that 

affects not only institutional strength but also market accessibility, liquidity, 

competition, financial inclusion, and long-term capital market development. 

 

2.4  Integrated Conceptual Framework, Analytical Gap and Theoretical 

Synthesis 

The preceding discussions on Financial Intermediation Theory, Financial Inclusion 

Theory, Risk-Based Supervision Theory, Market Microstructure Theory, Systemic 

Stability Theory, and Regulatory Trade-Off Theory collectively suggest that 

recapitalisation should be viewed as a multidimensional regulatory intervention rather 

than a narrow capital adequacy exercise. Although each theoretical perspective 

examines different aspects of financial systems, they converge on a common 

proposition: sustainable capital market development depends on achieving an 

appropriate balance between institutional resilience, investor protection, market 



58      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 
accessibility, liquidity formation, competition, innovation, financial inclusion, and 

systemic stability. 

Historically, recapitalisation policies have been justified primarily on prudential 

grounds. Regulatory authorities frequently increase minimum capital requirements to 

strengthen institutional solvency, improve operational resilience, enhance governance 

standards, support technology investments, mitigate operational risks, and promote 

investor confidence. The underlying assumption is that larger capital bases enhance the 

ability of financial institutions to absorb losses and continue operating during periods 

of stress (Berger, Herring & Szegö, 1995; Goodhart, 2011). This prudential perspective 

has strongly influenced regulatory reforms in banking, insurance, securities markets, 

and other financial sectors across both developed and emerging economies. 

However, contemporary regulatory scholarship increasingly recognises that 

financial systems operate as complex adaptive networks in which institutional 

resilience represents only one dimension of market stability. Haldane (2012) argues that 

modern financial systems are characterised by intricate interconnections, feedback 

mechanisms, and behavioural responses that cannot be effectively managed through 

simplistic regulatory approaches. Similarly, Brunnermeier, Eisenbach and Sannikov 

(2013) demonstrate that financial stability depends not merely on the soundness of 

individual institutions but also on interactions among institutions, market structures, 

and regulatory frameworks. 

These insights imply that recapitalisation policies generate both direct and 

indirect effects. Direct effects include stronger capital positions, enhanced operational 

capacity, improved governance arrangements, better technological infrastructure, and 

increased resilience to shocks. Indirect effects may include changes in market 

concentration, intermediary diversity, investor participation, liquidity provision, market 

accessibility, and competitive dynamics. Consequently, evaluating recapitalisation 

solely on the basis of institutional capital strength may provide an incomplete 

understanding of its broader developmental consequences. 
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Financial Intermediation Theory provides the first component of the integrated 

framework. According to Gurley and Shaw (1960), Goldsmith (1969), Diamond 

(1984), and Levine (1997, 2005), financial intermediaries perform critical economic 

functions that facilitate capital mobilisation, information production, transaction 

efficiency, risk management, and resource allocation. Within securities markets, 

brokerage firms, dealer firms, custodians, registrars, asset managers, and other 

intermediaries facilitate investor participation and support market development. From 

this perspective, recapitalisation influences not only institutional solvency but also the 

capacity of intermediaries to perform their developmental functions. 

Financial Inclusion Theory contributes a second dimension to the framework. 

Beck, Demirgüç-Kunt and Levine (2007), Demirgüç-Kunt et al. (2018), Sahay et al. 

(2020), and Ozili (2021) demonstrate that broad access to financial services contributes 

to economic growth, poverty reduction, wealth accumulation, and financial resilience. 

Applied to capital markets, financial inclusion extends beyond access to bank accounts 

and encompasses participation in securities markets, collective investment schemes, 

public offerings, pension products, and other long-term investment opportunities. 

Consequently, regulatory reforms that significantly alter intermediary structures may 

affect investor access and participation, particularly among retail and underserved 

investor segments. 

Risk-Based Supervision Theory provides the third component of the 

framework. The Basel Committee on Banking Supervision (BCBS, 2021), IOSCO 

(2023), and the Financial Stability Board (2024) increasingly advocate supervisory 

systems that align regulatory requirements with institutional risk profiles, systemic 

importance, complexity, and interconnectedness. Risk-based supervision rejects the 

notion that identical institutions should be regulated identically and instead promotes 

the principle that regulatory intensity should reflect actual risk generation. This 

perspective suggests that recapitalisation requirements should vary according to 

institutional functions, activities, leverage, client asset exposure, and systemic 
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relevance. 

Market Microstructure Theory contributes a fourth dimension. Kyle (1985), 

Glosten and Milgrom (1985), O’Hara (1995), Hasbrouck (2007), and Easley, López de 

Prado and O’Hara (2012) demonstrate that liquidity, price discovery, transaction 

efficiency, and market quality depend critically on the structure and diversity of market 

participants. Intermediaries play central roles in transmitting information, facilitating 

trades, reducing transaction costs, and supporting market liquidity. Consequently, 

recapitalisation policies that significantly alter intermediary structures may affect 

market quality, liquidity provision, and price efficiency. 

Systemic Stability Theory introduces a fifth dimension. Allen and Gale (2000), 

Acharya (2009), Brunnermeier and Pedersen (2009), Adrian and Brunnermeier (2016), 

and the Financial Stability Board (2024) argue that systemic stability depends on 

interconnectedness, concentration, leverage, liquidity conditions, and institutional 

substitutability. Systemic importance is therefore determined not merely by 

institutional size but by the role an institution performs within the broader financial 

system. This perspective implies that prudential requirements should be calibrated 

according to systemic significance rather than applied uniformly across heterogeneous 

institutions. 

Finally, Regulatory Trade-Off Theory provides the integrating mechanism 

linking the preceding perspectives. Stiglitz (2000), Barth, Caprio and Levine (2006), 

Avgouleas and Goodhart (2015), and Herring and Carmassi (2016) argue that financial 

regulation inevitably involves balancing competing objectives. Measures designed to 

enhance stability may reduce competition. Policies intended to strengthen investor 

protection may increase compliance costs. Regulations aimed at reducing risk may 

unintentionally restrict innovation, market access, and financial inclusion. Effective 

regulation therefore requires balancing prudential objectives with developmental goals. 

Taken together, these theoretical perspectives suggest that recapitalisation generates 

multiple transmission channels. First, recapitalisation directly influences institutional 
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resilience by strengthening capital adequacy, governance capacity, technological 

capability, compliance infrastructure, and operational sustainability. Second, 

recapitalisation influences intermediary structure by affecting entry barriers, market 

concentration, competitive dynamics, and institutional diversity. Third, changes in 

intermediary structure affect liquidity formation, transaction efficiency, market 

accessibility, and investor participation. Fourth, these outcomes collectively influence 

market confidence, financial inclusion, systemic resilience, and long-term capital 

market development. 

The conceptual logic underlying the proposed framework is illustrated in Figure 1.  The 

sequence in Figure 1 highlights the central proposition of the paper: recapitalisation 

should not be evaluated solely by reference to capital adequacy outcomes. Rather, its 

effectiveness should be assessed in terms of its ability to strengthen institutional 

resilience while simultaneously preserving intermediary diversity, market accessibility, 

competition, liquidity, investor participation, and systemic stability. 
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The integrated framework developed in this study therefore proposes that 

optimal recapitalisation policy emerges from the interaction of six regulatory 

objectives: capital adequacy, risk sensitivity, market inclusion, liquidity preservation, 

competition, and investor protection. These relationships may be represented 

conceptually as: 

OR=f(CA,RS,MI,LQ,CP,IP)        (1) 

where: 
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OR = Optimal Regulation; 

CA = Capital Adequacy; 

RS = Risk Sensitivity; 

MI = Market Inclusion; 

LQ = Liquidity Preservation; 

CP = Competition; 

IP = Investor Protection. 

The framework implies that no single objective should dominate regulatory 

design. Excessive emphasis on capital adequacy may weaken inclusion and 

competition, while excessive emphasis on inclusion may undermine prudential 

resilience. Sustainable regulatory outcomes therefore require simultaneous 

consideration of all six dimensions. 

 

Analytical Gap in Existing Literature 

Despite extensive literature on recapitalisation and prudential regulation, several 

important gaps remain. 

First, the recapitalisation literature is heavily dominated by banking-sector 

studies. Research by Berger and Bouwman (2013), Demirgüç-Kunt, Detragiache and 

Merrouche (2013), and numerous subsequent studies focuses primarily on banks, 

deposit-taking institutions, and systemic banking crises. Comparatively little attention 

has been devoted to recapitalisation within securities-market intermediation, 

particularly in emerging and frontier markets. 

Second, existing studies frequently assume that stronger capital requirements 

automatically improve financial stability. Relatively limited attention has been paid to 

the potential effects of recapitalisation on intermediary diversity, market accessibility, 

competition, and investor participation. Consequently, the broader developmental 

implications of recapitalisation remain insufficiently understood. 

Third, the literature on capital market development and financial inclusion has 
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generally evolved separately from the prudential regulation literature. Studies of 

financial inclusion typically focus on access to banking services, digital payments, 

microfinance, and mobile money, while prudential regulation studies concentrate on 

capital adequacy and supervisory frameworks. Few studies integrate these perspectives 

within a unified analytical framework. 

Fourth, existing regulatory discussions often fail to distinguish adequately 

among categories of capital market operators with significantly different risk profiles. 

Small agency brokers, proprietary traders, custodians, clearing members, market 

makers, and market infrastructure providers frequently perform fundamentally different 

functions and generate different levels of systemic risk. Yet many regulatory 

frameworks continue to rely heavily on uniform prudential requirements. 

Fifth, there remains limited scholarly work examining how recapitalisation 

affects market microstructure outcomes such as liquidity, transaction costs, investor 

access, intermediary concentration, and price discovery. This gap is particularly 

pronounced within African capital markets where empirical and conceptual research 

remains relatively limited. 

The present study seeks to address these gaps by developing an integrated 

framework that simultaneously incorporates prudential resilience, risk sensitivity, 

financial inclusion, market microstructure, competition, investor protection, and 

systemic stability. Unlike existing studies that focus narrowly on capital adequacy, this 

paper conceptualises recapitalisation as a multidimensional market-structure 

intervention capable of influencing both prudential and developmental outcomes. 

Accordingly, the proposed Nigerian Risk-Based Recapitalisation Framework 

contributes to the literature by providing a theoretically grounded, policy-oriented, and 

development-sensitive approach to recapitalisation that aligns prudential requirements 

with actual risk profiles while preserving intermediary diversity, financial inclusion, 

market efficiency, and systemic stability. 
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3. RECAPITALISATION, RETAIL PARTICIPATION AND FINANCIAL 

INCLUSION IN THE NIGERIAN CAPITAL MARKET 

 

Retail investor participation constitutes one of the most important indicators of 

capital market development. While institutional investors contribute significantly to 

market liquidity and capital formation, broad-based retail participation remains 

essential for promoting financial inclusion, enhancing market depth, strengthening 

domestic savings mobilisation, improving market resilience, and supporting long-term 

economic development. Contemporary capital market development strategies 

increasingly recognise that sustainable financial systems require active participation by 

households, small investors, cooperatives, microenterprises, and other non-institutional 

market participants. 

The importance of retail participation has become even more pronounced 

following recent global efforts to democratise finance through digital trading platforms, 

fintech innovations, online investment services, fractional investing mechanisms, 

mobile investment applications, and enhanced investor education programmes. Recent 

initiatives by the International Organization of Securities Commissions (IOSCO), the 

World Bank, the OECD, and several national regulators emphasise that inclusive 

capital markets contribute to economic growth, wealth creation, and financial 

resilience. Retail investors are increasingly recognised not merely as market 

participants but as important contributors to market efficiency, liquidity formation, 

investor diversification, and financial stability. 

Against this backdrop, the recapitalisation of capital market operators raises 

important questions regarding the future structure of intermediary participation, 

investor access, financial inclusion, and market development within the Nigerian 

capital market. 
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3.1 Retail Participation and Capital Market Development 

The relationship between retail participation and capital market development has 

attracted significant scholarly attention over the past three decades. Levine (1997, 

2005) argues that financial development promotes economic growth by facilitating 

savings mobilisation, capital allocation, risk diversification, and investment efficiency. 

These functions are strengthened when participation extends beyond large institutional 

investors to include households and small investors. 

Similarly, Beck, Demirgüç-Kunt and Levine (2007), Demirgüç-Kunt et al. 

(2018), and Sahay et al. (2020) demonstrate that broad access to financial services 

contributes significantly to economic inclusion, poverty reduction, wealth 

accumulation, and economic resilience. Although much of this literature focuses on 

banking services, the underlying principles apply equally to capital markets because 

access to investment opportunities represents an important dimension of financial 

inclusion. 

Recent evidence from the World Bank continues to emphasise that deep and 

resilient capital markets are critical for mobilising long-term financing required for 

infrastructure development, housing, healthcare, industrialisation, and economic 

transformation. The World Bank further argues that diversified investor participation 

contributes to market resilience and sustainable economic development. 

Emerging-market evidence similarly highlights the developmental importance of retail 

participation. Recent OECD studies indicate that low retail investor participation 

continues to constrain market depth and liquidity across several emerging economies 

despite significant progress in financial sector development. Retail participation 

remains a key determinant of market accessibility, domestic ownership, and long-term 

capital market sustainability. 

The experience of advanced capital markets also demonstrates the growing 

importance of retail investors. Following the COVID-19 pandemic, retail participation 
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increased significantly across many global markets, driven by digital trading platforms, 

lower transaction costs, financial technology innovations, and increased investor 

awareness. IOSCO reports indicate that retail participation has become an increasingly 

important feature of modern capital markets, requiring regulators to balance investor 

protection with market accessibility. 

These developments suggest that capital market development should not be 

evaluated solely through market capitalization, trading volume, or institutional 

participation. Rather, sustainable development requires broad-based participation 

capable of supporting market depth, liquidity, and resilience over time. 

 

3.3 Financial Inclusion and Capital Market Accessibility 

Financial inclusion has traditionally been associated with access to banking services, 

payment systems, credit facilities, and insurance products. However, recent literature 

increasingly recognises capital market participation as an important dimension of 

inclusive finance. 

Ozili (2021) argues that financial inclusion should be understood as the ability 

of individuals and businesses to access, utilise, and benefit from formal financial 

services and investment opportunities. Similarly, Demirgüç-Kunt et al. (2018) maintain 

that true financial inclusion extends beyond account ownership to encompass 

meaningful participation in financial markets and wealth-building activities. 

Within this broader framework, capital market inclusion refers to the ability of 

individuals to invest in equities, bonds, exchange-traded funds, mutual funds, pension 

products, infrastructure funds, and other investment instruments. Capital market 

participation allows households to benefit from long-term economic growth, corporate 

profitability, and wealth accumulation while simultaneously providing productive 

sectors with access to long-term finance. 

Recent World Economic Forum research similarly emphasises the importance 

of expanding retail participation in capital markets as part of broader efforts to 
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democratise investment opportunities and promote financial inclusion. Retail investors 

increasingly demand accessible, transparent, affordable, and technology-enabled 

investment platforms capable of facilitating participation in capital markets. 

The World Bank further notes that many frontier and emerging markets 

continue to face significant challenges relating to investor participation, market 

accessibility, and financial deepening. Limited participation reduces market depth, 

weakens liquidity, and constrains the developmental contribution of capital markets. 

Consequently, regulatory reforms affecting intermediary structures must be evaluated 

partly in terms of their implications for financial inclusion and market accessibility. 

 

3.4 The Strategic Role of Capital Market Intermediaries 

Capital market operators perform critical functions that extend far beyond trade 

execution. Brokerage firms facilitate investor onboarding, investment advisory 

services, investor education, order execution, portfolio management, securities 

registration, dividend processing, and post-trade services. They also serve as important 

channels through which first-time investors gain access to capital markets. 

Diamond (1984) argues that financial intermediaries reduce information 

asymmetries and transaction costs by performing specialised monitoring and 

information-processing functions. Allen and Santomero (1997) similarly contend that 

intermediaries enhance financial efficiency by facilitating market participation and 

reducing barriers to investment. 

Within the Nigerian context, many small and medium-sized brokerage firms 

play important roles in expanding investor access beyond major urban centres. These 

firms frequently maintain relationships with retail investors, cooperatives, small 

businesses, professional associations, and local investment clubs. Their activities 

contribute to investor education, financial literacy, and market penetration. 

Recent IOSCO assessments continue to emphasise the importance of 

intermediary networks in supporting retail investor participation and investor 
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protection, particularly within increasingly digital investment environments. The rapid 

growth of online trading platforms has improved accessibility while simultaneously 

increasing the importance of effective intermediary oversight and investor education. 

Consequently, the structure and diversity of capital market intermediaries represent 

important determinants of market accessibility and financial inclusion. 

 

3.5 Recapitalisation and Intermediary Diversity 

A central issue within the recapitalisation debate concerns its potential effects on 

intermediary diversity. While stronger capital requirements may improve institutional 

resilience, excessively stringent requirements may also reduce the number of active 

market participants. 

Theoretical contributions from Barth, Caprio and Levine (2006), Herring and 

Carmassi (2016), and Avgouleas and Goodhart (2015) suggest that regulatory 

interventions often generate trade-offs between stability and competition. Higher 

capital requirements may strengthen institutional resilience while simultaneously 

increasing barriers to entry and accelerating market concentration. 

Within securities markets, intermediary diversity contributes to competition, 

innovation, market accessibility, and investor choice. Different categories of 

intermediaries serve different investor segments and perform different functions. Large 

integrated broker-dealers may specialise in institutional transactions and capital raising 

activities, while smaller firms often focus on retail participation, local market 

development, and investor outreach. 

If recapitalisation requirements disproportionately affect smaller 

intermediaries, the resulting reduction in intermediary diversity may weaken investor 

access, particularly among underserved investor groups. This outcome could 

undermine broader financial inclusion objectives even if prudential indicators improve. 

Recent international evidence similarly suggests that maintaining diversity within 

intermediary ecosystems contributes to market resilience, investor participation, and 
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long-term market development. OECD and World Bank analyses increasingly 

emphasise the importance of balancing prudential objectives with market development 

goals. 

 

3.6 Retail Participation, Liquidity and Market Resilience 

Market microstructure literature demonstrates that retail participation contributes 

significantly to liquidity formation and market resilience. Kyle (1985), O'Hara (1995), 

and Hasbrouck (2007) show that market quality depends critically on the diversity of 

trading activity and the availability of liquidity providers. 

Recent empirical studies continue to demonstrate the growing influence of retail 

investors on market dynamics. Research indicates that retail investor flows contribute 

significantly to market liquidity, trading activity, and information incorporation. Retail 

participation also reduces excessive dependence on institutional investors and foreign 

portfolio flows. 

Furthermore, recent evidence suggests that domestic investor participation may 

enhance market resilience during periods of external shocks by providing a more stable 

source of demand than volatile foreign portfolio flows. Although domestic participation 

is not without risks, broader investor participation generally contributes to stronger 

market foundations and greater financial resilience. 

For frontier markets such as Nigeria, this issue assumes particular significance because 

foreign portfolio flows often exhibit substantial volatility. Strengthening domestic retail 

participation may therefore contribute to greater market stability and reduced 

vulnerability to external shocks. 

 

3.7 Implications for the Nigerian Capital Market 

The preceding analysis suggests that recapitalisation should be evaluated through both 

prudential and developmental lenses. From a prudential perspective, stronger capital 

requirements may improve operational resilience, governance quality, cybersecurity 
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preparedness, technological capability, and investor confidence. These outcomes are 

important and consistent with global regulatory trends. 

However, from a developmental perspective, recapitalisation may also 

influence intermediary diversity, market accessibility, competition, investor 

participation, liquidity formation, and financial inclusion. Consequently, the 

effectiveness of recapitalisation should not be assessed solely on the basis of capital 

adequacy outcomes. 

The Nigerian capital market currently faces the dual challenge of strengthening 

institutional resilience while simultaneously expanding investor participation and 

deepening market development. Regulatory reforms that improve prudential resilience 

without undermining market accessibility are therefore likely to generate the most 

sustainable outcomes. 

This consideration provides a strong justification for adopting a proportional 

and risk-sensitive recapitalisation framework that aligns prudential requirements with 

actual risk exposures rather than applying uniform standards across heterogeneous 

categories of market operators. Such an approach would strengthen institutional 

resilience while preserving intermediary diversity, retail participation, financial 

inclusion, market liquidity, and long-term capital market development. 

Accordingly, the evidence reviewed in this section supports the central proposition of 

this paper: recapitalisation should be designed not merely as a prudential intervention 

but as a developmental policy instrument capable of simultaneously promoting investor 

protection, market accessibility, financial inclusion, liquidity formation, competition, 

and systemic stability. 

 

4.  PROPORTIONAL REGULATION AND SYSTEMIC STABILITY 

 

The pursuit of systemic stability has become one of the dominant objectives of 

contemporary financial regulation. Since the Global Financial Crisis (GFC) of 2007–
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2009, regulators across the world have increasingly strengthened prudential standards, 

enhanced supervisory frameworks, expanded capital requirements, and intensified 

oversight of financial institutions. These reforms have been driven by the recognition 

that financial instability can generate substantial economic costs through disruptions to 

credit allocation, investment activity, capital formation, employment, and economic 

growth (Acharya, 2009; Claessens & Kose, 2013; Brunnermeier, 2016). 

Within securities markets, the quest for systemic stability has similarly 

encouraged regulators to strengthen operational resilience, governance standards, 

cyber-security preparedness, risk management systems, liquidity arrangements, and 

capital adequacy requirements. However, recent regulatory scholarship increasingly 

argues that systemic stability cannot be achieved solely through the application of 

uniform prudential requirements. Rather, stability depends on the interaction between 

institutional resilience, market structure, liquidity conditions, intermediary diversity, 

market infrastructure, investor behaviour, and regulatory architecture (Allen & Gale, 

2000; Haldane, 2012; Avgouleas & Goodhart, 2015). 

Consequently, an important question arises within the Nigerian recapitalisation 

debate: should all categories of capital market operators be subject to identical 

prudential requirements, or should regulatory obligations be calibrated according to 

institutional risk profiles and systemic significance? 

This question lies at the heart of proportional regulation. 

 

4.1  Conceptualising Systemic Stability in Capital Markets 

Systemic stability refers to the ability of a financial system to continue performing its 

essential functions despite adverse shocks, market stress, operational disruptions, 

institutional failures, or periods of heightened uncertainty (Allen & Gale, 2000; 

Schinasi, 2004; FSB, 2024). 

Unlike traditional prudential regulation, which focuses on individual 

institutions, systemic stability focuses on the resilience of the financial system as a 
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whole. 

According to Schinasi (2004), a financially stable system should be capable of: 

 Facilitating efficient resource allocation. 

 Managing and pricing risks appropriately. 

 Absorbing financial shocks. 

 Supporting sustainable economic activity. 

Similarly, the Financial Stability Board (FSB, 2024) defines financial stability as the 

capacity of the financial system to withstand disruptions while continuing to provide 

essential financial services. Recent FSB assessments further emphasise that systemic 

vulnerabilities increasingly originate from both banks and non-bank financial 

intermediaries, including broker-dealers, investment funds, clearing institutions, and 

securities markets. 

Within capital markets, systemic stability depends upon Market liquidity; 

Trading continuity; Settlement efficiency; Custody integrity; Market confidence; 

Investor protection; Operational resilience; Cyber-security preparedness; and 

Institutional diversity. 

Therefore, stability extends far beyond capital adequacy alone. 

 

4.2  Systemic Risk and Capital Market Operators 

The literature on systemic risk suggests that not all financial institutions pose identical 

threats to financial stability. Allen and Gale (2000) demonstrate that systemic crises 

emerge primarily through interconnectedness and contagion mechanisms rather than 

through isolated institutional failures. Similarly, Acharya (2009) argues that systemic 

importance depends on the extent to which an institution contributes to aggregate 

financial risk rather than its individual probability of failure. 

Adrian and Brunnermeier (2016) further developed the concept of CoVaR, 

demonstrating that systemic risk should be evaluated according to the contribution of 

individual institutions to system-wide distress. 
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In securities markets, institutions differ substantially in terms of Activities 

performed; Client asset exposure; Trading activities; Leverage; Market 

interconnectedness; and Operational complexity. Consequently, a small retail broker 

executing agency transactions may generate significantly different systemic risks from 

a clearing institution, securities depository, market-maker, proprietary trading firm, or 

central counterparty. Table 1 illustratively shows the systematic risk characteristics of 

capital market operators. 

 

Table 1: Illustrative Systemic Risk Characteristics of Capital Market Operators 

Operator Category Primary Activity Systemic 
Importance 

Prudential 
Intensity 

Central Securities 
Depository 

Settlement and custody Very High Very High 

Clearing Members Clearing and settlement High High 
Market Makers Liquidity provision High High 
Proprietary Traders Trading risk assumption Moderate-High High 
Broker-Dealers Agency and proprietary 

activities 
Moderate Moderate 

Pure Agency Brokers Trade execution only Low Moderate-Low 
Investment Advisers Advisory functions Low Low 
Registrars Record keeping Low Moderate 
Source: Adapted from IOSCO (2023), ESMA (2024), and FSB (2024). 

 

Recent IOSCO and FSB policy papers increasingly acknowledge this 

distinction and advocate risk-sensitive supervisory frameworks that focus regulatory 

attention on institutions whose activities generate the greatest systemic implications. 

 

4.3  The Emergence of Proportional Regulation 

Proportional regulation has emerged as one of the most influential developments in 

modern financial regulation. The principle originates from the recognition that identical 

regulatory requirements may generate inefficient outcomes when applied to institutions 
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with different risk profiles, business models, and systemic significance (Goodhart, 

2011; Haldane, 2012). 

According to Avgouleas and Goodhart (2015), proportional regulation requires 

supervisory obligations to be aligned with Size; Complexity; Risk profile; 

Interconnectedness; and Systemic relevance. Similarly, Herring and Carmassi (2016) 

argue that systemic importance should be evaluated using multiple criteria rather than 

relying exclusively on institutional size. 

Recent international regulatory reforms have strongly embraced 

proportionality.The European Union’s Investment Firms Regulation (IFR) and 

Investment Firms Directive (IFD) classify firms according to risk exposure and 

systemic significance rather than imposing identical prudential requirements across all 

investment firms. Recent reviews by the European Banking Authority and ESMA 

reaffirm proportionality as a cornerstone of investment-firm supervision. 

Likewise, IOSCO increasingly advocates activity-based and risk-sensitive supervision 

as a mechanism for strengthening investor protection while preserving market 

efficiency and accessibility. 

Figure 2  shows the evolution of prudential regulation. 
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Figure2:       Evolution of Prudential Regulation 

 

Source: Author's adaptation from Goodhart (2011), Haldane (2012), IOSCO (2023), and FSB 

(2024). 

 

4.4  Proportional Regulation and Recapitalisation 

The application of proportional regulation to recapitalisation implies that capital 

requirements should be linked to actual risk generation rather than institutional labels 

alone. This principle is consistent with the regulatory maxim: 

“Same activity, same risk, same regulatory outcome.” 
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Recent FSB policy initiatives increasingly support this principle within non-bank 

financial intermediation. Under a proportional recapitalisation framework: 

 Tier I Institutions, Systemically important entities, which includes Clearing 

members; Market makers; Proprietary traders; Custodians; and Securities 

lenders, require  highest capital requirements, liquidity standard, stress testing 

and enhanced governance. 

 Tier II Institutions, Moderately significant operators, which include Broker-

dealers; Institutional brokers; and Underwriters, require intermediate prudential 

requirements. 

 Tier III Institutions, Low-risk entities, which includes Pure agency brokers; 

Retail-focused brokers; and Investment advisers, require lower capital 

requirements; strong conduct regulation; technology standards; and cyber-

security obligations. 

 
Table 2: Proposed Risk-Based Prudential Classification Framework 
 
Tier Operator Type Risk 

Profile 
Capital 
Intensity 

Tier I Market Infrastructure & High-Risk 
Intermediaries 

Very High Very High 

Tier II Diversified Broker-Dealers Moderate Moderate 
Tier III Agency Brokers and Advisers Low Moderate-Low 
Source: Author's Framework (2026). 
 

4.5  Risk Heterogeneity and Regulatory Design 

A central justification for proportional regulation is the existence of risk heterogeneity 

among financial institutions. Systemic Risk Theory emphasises that institutions differ 

substantially in their capacity to generate contagion effects, liquidity disruptions and 

market instability (Acharya, 2009; Adrian & Brunnermeier, 2016). 

Within capital markets, institutions perform a wide range of activities including: 

Brokerage services; Proprietary trading; Market making; Custodial services;Settlement 

and clearing; Fund management; Investment advisory; and Securities underwriting. 
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Each activity generates distinct risks and therefore requires different regulatory 

responses. 

For example, the failure of a major clearing institution may disrupt settlement 

systems and threaten market stability, whereas the failure of a small retail-focused 

brokerage firm may have limited systemic consequences. Similarly, market makers 

generate liquidity-related risks that differ significantly from those associated with 

registrars or investment advisers. 

Risk heterogeneity therefore implies that uniform capital requirements may not 

provide the most efficient approach to prudential regulation. Institutions generating 

higher risks should be subject to stronger requirements than those generating lower 

risks. 

 

4.6  Proportional Regulation and System Stability 

A common misconception is that proportional regulation weakens financial stability by 

imposing lower requirements on some institutions. In reality, proportional regulation 

seeks to strengthen stability by concentrating regulatory intensity where risks are 

greatest. 

The literature increasingly supports this perspective. Acharya (2009) argues that 

systemic stability depends on identifying and regulating institutions capable of 

generating broader market disruptions. Similarly, the Financial Stability Board (2024) 

emphasises that effective supervision requires differentiation according to systemic 

relevance. 

Proportional regulation enhances stability through several mechanisms: 

Improved Risk Allocation 

Regulatory resources are directed toward higher-risk institutions and activities. 

Enhanced Compliance 

Institutions face requirements that are more closely aligned with their operational 

realities. 
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Reduced Regulatory Distortion 

Lower-risk institutions are not subjected to excessive burdens that may discourage 

participation. 

Preservation of Diversity 

Intermediary diversity contributes to resilience by reducing dependence on a small 

number of dominant institutions. 

Consequently, proportional regulation can strengthen both stability and market 

development simultaneously. 

 

4.7 International Experience with Proportional Regulation 

International regulatory reforms increasingly reflect proportionality principles. 

United Kingdom 

The Financial Conduct Authority (FCA) and Prudential Regulation Authority employ 

risk-based supervisory approaches that differentiate institutions according to 

complexity, size and systemic relevance (FCA, 2024). 

European Union 

The Investment Firms Regulation (IFR) and Investment Firms Directive (IFD) 

represent one of the most advanced examples of proportional regulation. Capital 

requirements are linked to risk-generating activities rather than institutional labels 

(ESMA, 2024; Ferran, 2021). 

Singapore 

The Monetary Authority of Singapore integrates proportionality into technology 

governance, operational resilience and prudential supervision (MAS, 2024). 

India 

The Securities and Exchange Board of India adopts differentiated requirements for 

institutions with varying market functions and risk profiles (Narayan & Sharma, 2023). 

These experiences demonstrate that proportional regulation has become an important 

feature of contemporary financial regulation. 
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4.8  Proportional Regulation, Competition and Financial Inclusion 

The relationship between proportional regulation and financial inclusion is particularly 

important for emerging markets. Financial inclusion literature emphasises the 

importance of preserving diverse access channels within financial systems (Beck et al., 

2007; Demirgüç-Kunt et al., 2018; Ozili, 2021). 

Uniform regulatory escalation may unintentionally eliminate smaller intermediaries 

that play important roles in: 

 Retail investor mobilisation; 

 Regional market penetration; 

 Investor education; 

 SME financing; 

 Relationship-based financial services. 

Proportional regulation mitigates these risks by allowing institutions to remain viable 

while maintaining appropriate prudential standards. The approach therefore supports 

both financial inclusion and market accessibility without compromising investor 

protection. 

 

4.9  Relevance for the Nigerian Capital Market 

The Nigerian capital market provides a compelling case for proportional regulation. 

Capital market operators differ substantially in terms of operational complexity, 

systemic importance, technological capacity and market functions. 

The SEC recapitalisation framework seeks to strengthen resilience and investor 

confidence. However, the analysis in Section 3 suggests that uniform capital escalation 

may also influence intermediary diversity, competition and financial inclusion. 

Proportional regulation provides a mechanism for reconciling these objectives. By 

aligning prudential requirements with institutional risk profiles, regulators can 

strengthen resilience while preserving competition, accessibility and market 
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development. 

The approach is therefore particularly relevant for Nigeria as it seeks to 

modernise its capital market while promoting broader participation and sustainable 

growth. 

 

4.10  Synthesis 

This section has examined the evolution of prudential regulation and the growing 

importance of proportional supervisory frameworks. The evidence reviewed in the 

section suggests that systemic stability is a multidimensional concept that extends 

beyond capital adequacy to encompass liquidity, operational resilience, market 

integrity, investor protection, and financial confidence. 

The literature further demonstrates that financial institutions generate heterogeneous 

risks and as such systemic importance varies significantly across categories of capital 

market operators. Consequently, identical prudential requirements may not always 

generate optimal regulatory outcomes. 

The analysis demonstrates that and therefore require differentiated regulatory 

treatment. Proportional regulation offers a practical solution by aligning regulatory 

obligations with actual risk profiles, institutional complexity, and systemic 

significance. Such an approach strengthens prudential resilience while preserving 

intermediary diversity, competition, market accessibility, financial inclusion, and long-

term capital market development..International experience increasingly supports 

proportional and risk-based approaches as mechanisms for balancing stability, 

competition, innovation and financial inclusion. 

For Nigeria, proportional regulation offers a practical pathway for strengthening 

institutional resilience without undermining intermediary diversity and market 

accessibility. These insights provide the conceptual bridge to the detailed analysis of 

the SEC recapitalisation framework presented in the next section and ultimately 

underpin the proposed Nigerian Risk-Based Recapitalisation Framework developed 
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later in the paper. 

 

5. RECAPITALISATION, CAPITAL REQUIREMENTS AND MARKET 

STRUCTURE DYNAMICS IN THE NIGERIAN CAPITAL MARKET 

 

5.1  Overview of the SEC Recapitalisation Framework 

Recapitalisation represents one of the most important prudential instruments available 

to financial regulators for strengthening institutional resilience, protecting investors and 

preserving financial stability. Across financial systems, recapitalisation exercises are 

typically introduced to improve operational capacity, enhance governance standards, 

support technological modernisation, strengthen market confidence and reduce the 

probability of institutional failure (Berger, Herring, & Szegö, 1995; Basel Committee 

on Banking Supervision, 2011; IOSCO, 2024). 

Within the Nigerian capital market, the Securities and Exchange Commission 

(SEC) introduced revised minimum capital requirements for capital market operators 

as part of a broader strategy aimed at repositioning the market for greater resilience, 

competitiveness and long-term sustainability. The initiative reflects growing concerns 

regarding the adequacy of historical capital thresholds in an environment characterised 

by inflationary pressures, exchange-rate depreciation, rising compliance costs, 

technological transformation, cyber-security risks and increasing operational 

complexity. 

The prudential rationale underlying the SEC framework is broadly consistent 

with international regulatory trends. IOSCO (2018, 2024), the Financial Stability Board 

(FSB, 2024), the Monetary Authority of Singapore (MAS, 2024) and the Financial 

Conduct Authority (FCA, 2024) increasingly emphasise the importance of institutional 

resilience, operational continuity, technology governance and investor protection. 

Consequently, recapitalisation is no longer viewed solely as a mechanism for 

strengthening solvency but as part of a broader prudential architecture designed to 
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support sustainable market development. 

However, recapitalisation also generates broader structural consequences. 

Beyond strengthening institutional balance sheets, capital requirements influence 

intermediary diversity, competition, market accessibility, liquidity provision and long-

term market structure. As discussed in Section 3, these effects are particularly important 

for retail participation and financial inclusion. Similarly, Section 4 demonstrated that 

proportional regulation has emerged internationally as a mechanism for balancing 

resilience with market development. The SEC recapitalisation framework must 

therefore be evaluated not only from a prudential perspective but also in terms of its 

implications for market structure and financial development. 

 

5.2 Capital Requirements of Regulated Entities 

The Nigerian capital market comprises a wide range of regulated entities performing 

diverse operational, transactional, fiduciary, advisory, custodial, underwriting, and 

market-making functions. These entities differ substantially in operational complexity,  

proprietary exposure,  liquidity obligations,  settlement responsibilities,  client asset 

concentration, technological dependence,  and systemic relevance.  Consequently, 

capital requirements imposed on these entities should ideally reflect the nature and scale 

of the risks they generate within the broader financial system. The Securities and 

Exchange Commission (SEC), as the apex regulatory authority of the Nigerian capital 

market, periodically reviews minimum capital requirements for regulated entities in 

response to  inflationary pressures,  exchange-rate depreciation,  technological 

modernization,  cyber-security demands,  operational risks,  governance concerns,  and 

international regulatory developments. The revised 2026 capital requirements therefore 

represent an important attempt to reposition the Nigerian capital market toward stronger 

prudential resilience and operational capacity.  

The revised capital requirements presented in Table 3 demonstrate a significant 

upward adjustment across virtually all categories of regulated entities. The increases 
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reflect regulators’ concerns regarding the adequacy of existing capital structures in an 

increasingly complex and technologically driven financial environment. 

 A major observation from Table 3 is that the revised framework appears to place 

stronger emphasis on  operational resilience,  investor protection,  technology capacity,  

and systemic stability.   

First, institutions performing functions with broader systemic implications 

attract significantly higher capital requirements. Custodians, market makers and 

broker-dealers face some of the largest increases because their activities affect liquidity 

provision, settlement processes, asset safekeeping and market continuity. 

Second, the revised framework reflects increasing recognition of technology-related 

risks. Modern capital market operations require substantial investments in cyber-

security systems, digital trading infrastructure, cloud-based platforms, artificial 

intelligence applications, data management systems and operational resilience 

mechanisms (Arner, Buckley, & Zetzsche, 2023; MAS, 2024; OECD, 2024). 

Third, the revised requirements may generate different effects across categories 

of operators. Larger institutions may possess greater capacity to raise additional capital, 

whereas smaller firms may experience stronger compliance pressures. This raises 

important questions regarding competition, concentration and intermediary diversity. 

These observations underscore the need to evaluate recapitalisation not only in terms 

of institutional resilience but also in terms of broader market-structure implications. 
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Table 3: 2026 SEC Revised Minimum Capital Requirements for Regulated 

Entities in the Nigerian Capital Market 

S/N Regulated Entity 
Previous 
Minimum 
Capital 

Revised 2026 
Requirement 

Primary 
Regulatory 
Rationale 

1 Broker/Dealer ₦300 Million ₦2 Billion 
Combined agency 
and proprietary 
market risks 

2 Broker ₦200 Million ₦1 Billion 

Operational 
resilience and 
investor 
protection 

3 Dealer ₦100 Million ₦500 Million 
Proprietary 
trading and 
market exposure 

4 Issuing House ₦150 Million ₦1 Billion 
Underwriting and 
issuance risk 

5 Underwriter ₦100 Million ₦1 Billion 
Risk absorption 
capacity 

6 Registrar ₦150 Million ₦500 Million 
Data management 
and operational 
continuity 

7 Custodian ₦300 Million ₦3 Billion 
Safekeeping of 
client assets 

8 
Fund/Portfolio 
Manager 

₦150 Million ₦500 Million 
Fiduciary and 
operational risk 

9 Trustee ₦40 Million ₦300 Million 
Fiduciary 
obligations 

10 Rating Agency ₦20 Million ₦500 Million 
Analytical 
credibility and 
governance 

11 Market Maker ₦40 Million ₦2 Billion 

Liquidity 
provision and 
systemic 
importance 

12 
Clearing/Settlemen
t Institution 

Regulatory 
Determination 

Higher Risk-
Based 
Threshold 

Systemic 
settlement 
obligations 

Source: Adapted from SEC Recapitalisation Framework (2026) 
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Broker-dealers also face significant increases owing to the combination of 

agency functions and proprietary market exposures. Unlike pure agency brokers, 

broker-dealers may assume direct market positions and are therefore exposed to market, 

liquidity, and operational risks capable of generating broader market consequences. 

Underwriters, issuing houses, and fund managers similarly perform functions involving 

risk absorption, fiduciary responsibility, and market confidence, thereby justifying 

stronger prudential expectations. 

While the prudential rationale underlying these revisions is understandable, the 

revised framework also raises important policy questions concerning competition, 

intermediary diversity, financial inclusion, and market accessibility. The magnitude of 

the increases may create substantial capital-raising pressures for smaller operators, 

particularly retail-focused brokerage firms with limited proprietary exposure. Such 

institutions often play important roles in investor mobilisation, regional market 

penetration, financial literacy development, and retail market participation. Excessively 

stringent capital requirements may therefore encourage mergers, acquisitions, market 

exits, or industry consolidation, potentially reducing intermediary diversity within the 

market. 

This concern highlights the broader regulatory challenge of balancing 

prudential resilience with competitive market development. Although stronger 

capitalisation may improve institutional strength and investor confidence, excessive 

concentration may increase systemic importance among a smaller number of dominant 

institutions. The resulting trade-off between resilience and diversity has become a 

central theme within contemporary regulatory debates (Acharya, 2009; Brunnermeier 

& Pedersen, 2009; IOSCO, 2024). 

The SEC framework therefore raises a fundamental question: should all capital 

market operators be subject to similar prudential escalation regardless of differences in 

risk exposure, business model, systemic importance, and operational complexity? 

Increasingly, international regulatory practice suggests that effective prudential 
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regulation requires differentiation based on risk characteristics rather than uniform 

application of capital standards. This issue provides the foundation for the subsequent 

discussion of risk heterogeneity and the case for risk-based recapitalisation within the 

Nigerian capital market. 

 

5.3  Prudential Rationale for Recapitalisation 

Recapitalisation is fundamentally a prudential regulatory intervention designed to 

strengthen the capacity of financial institutions to absorb shocks, maintain operational 

continuity, and protect investors under conditions of uncertainty. Prudential theory 

suggests that adequately capitalised institutions are less vulnerable to financial distress 

and therefore better positioned to withstand market volatility, operational disruptions, 

technological failures, liquidity pressures, and governance weaknesses (Berger, 

Herring, & Szegö, 1995; Acharya, 2009). Within capital markets, capital serves not 

only as a financial buffer but also as a signal of institutional strength, credibility, and 

resilience. 

The traditional justification for recapitalisation derives from the capital 

adequacy principle, which argues that institutions should maintain sufficient financial 

resources to absorb unexpected losses without compromising their obligations to 

clients, counterparties, and the broader financial system. Capital therefore performs 

both a loss-absorption function and a confidence-building function. As Diamond and 

Dybvig (1983) and Allen and Santomero (1997) observe, confidence in financial 

institutions is essential for maintaining market participation and preserving the stability 

of financial intermediation. 

In contemporary financial markets, however, the prudential rationale for 

recapitalisation has expanded considerably beyond solvency considerations. Financial 

institutions are increasingly expected to maintain sophisticated technology 

infrastructure, cyber-security capabilities, operational resilience frameworks, data 

governance systems, business continuity arrangements, and regulatory compliance 
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mechanisms. The growing digitalisation of securities trading and post-trade operations 

means that institutional failures may arise not only from financial weaknesses but also 

from operational and technological vulnerabilities (IOSCO, 2024; OECD, 2024). 

Consequently, modern prudential regulation increasingly links recapitalisation 

to operational resilience. Stronger capital bases enable institutions to invest in cyber-

security architecture, artificial intelligence monitoring systems, cloud-based 

infrastructure, disaster recovery capabilities, and technology governance frameworks. 

These investments are particularly important given the increasing prevalence of cyber 

threats, operational disruptions, and technology-related risks within global financial 

markets (MAS, 2024; FSB, 2024). 

Recapitalisation is also closely associated with governance strengthening. Well-

capitalised institutions generally possess greater capacity to attract skilled personnel, 

implement effective internal controls, maintain robust compliance systems, and 

develop comprehensive enterprise risk management frameworks. Good governance and 

adequate capital are therefore complementary components of prudential resilience 

rather than independent regulatory objectives (Barth, Caprio, & Levine, 2006). 

Nevertheless, prudential strengthening should not be viewed exclusively 

through the lens of capital accumulation. International experience demonstrates that 

increasing capital requirements alone does not automatically produce safer or more 

efficient financial systems. Excessive reliance on capital-based regulation may generate 

unintended consequences, including reduced competition, diminished intermediary 

diversity, higher barriers to entry, and increased market concentration (Goodhart, 2011; 

Haldane, 2012). Effective recapitalisation therefore requires an appropriate balance 

between resilience, competition, inclusion, and market development. 

The central policy challenge is consequently not whether stronger capitalisation is 

desirable—it clearly is—but whether capital requirements are appropriately calibrated 

to the actual risks generated by different market participants. This issue leads directly 

to the question of risk heterogeneity among capital market operators. 
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5.4  Risk Heterogeneity Among Capital Market Operators 

One of the most significant limitations of uniform recapitalisation frameworks is the 

implicit assumption that all regulated institutions generate similar risks and therefore 

require identical prudential treatment. In reality, capital market operators differ 

substantially in terms of their business models, operational structures, risk exposures, 

market functions, technological dependence, interconnectedness, and systemic 

relevance. These differences imply that institutions contribute unequally to systemic 

risk and should not necessarily be subject to identical prudential expectations. 

The Nigerian capital market comprises a diverse ecosystem of intermediaries 

performing specialised roles within the financial system. Some institutions primarily 

facilitate transactions on behalf of clients, while others assume proprietary market 

positions, provide liquidity, safeguard assets, manage investment portfolios, coordinate 

settlement processes, or underwrite securities offerings. These activities generate 

different forms of risk and varying degrees of potential contagion. 

For example, a small retail-focused agency broker operating under segregated 

custodial arrangements typically generates limited systemic exposure. Such institutions 

facilitate transactions but generally do not maintain substantial proprietary positions or 

assume significant balance-sheet risks. Although operational failures may adversely 

affect individual clients, the broader implications for market-wide stability are usually 

limited. 

By contrast, institutions engaged in proprietary trading, underwriting, market 

making, securities financing, custodial services, and clearing operations often occupy 

strategically important positions within market infrastructure. Their activities create 

multiple transmission channels through which disruptions can affect liquidity 

conditions, settlement systems, investor confidence, and overall market functioning. 

The failure of such institutions may therefore generate wider systemic consequences 

extending beyond direct counterparties. 

Market makers provide a useful illustration of risk heterogeneity. Because 
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market makers are responsible for maintaining two-way quotations and supporting 

continuous market liquidity, disruptions to their operations may adversely affect trading 

activity, price discovery, and market depth. Similarly, custodians play critical roles in 

safeguarding client assets and facilitating settlement processes. Weaknesses within 

these institutions can undermine confidence in the integrity of the entire market 

infrastructure. 

Clearing and settlement institutions represent perhaps the clearest example of 

systemic importance. These entities operate at the centre of market infrastructure and 

facilitate the completion of securities transactions. Their interconnected nature means 

that operational or financial distress can rapidly transmit disruptions across multiple 

market participants. Consequently, international regulatory frameworks typically 

subject clearing institutions to more stringent prudential requirements than ordinary 

intermediaries (IOSCO, 2015; CPMI-IOSCO, 2012). 

The existence of such risk heterogeneity has important implications for 

prudential regulation. Uniform capital requirements may produce either under-

regulation or over-regulation depending on the institution involved. Where capital 

requirements are set too low for systemically important institutions, financial stability 

may be compromised. Conversely, where requirements are excessively burdensome for 

lower-risk intermediaries, competition, innovation, and market accessibility may be 

unnecessarily constrained. 

Recognising these challenges, regulators across major jurisdictions have 

increasingly adopted risk-based and proportional regulatory approaches. These 

frameworks seek to align prudential requirements with institutional characteristics, 

including size, complexity, interconnectedness, market function, operational profile, 

and systemic importance. Rather than treating all institutions identically, risk-based 

regulation differentiates supervisory expectations according to the actual risks 

generated by individual market participants (FCA, 2024; ESMA, 2024; IOSCO, 2024). 

For Nigeria, the recognition of risk heterogeneity provides a compelling rationale for 



Olowe R. A et.al. Recapitalisation, Proportional Regulation and Sytemic Stability              91 

moving beyond uniform recapitalisation requirements towards a more sophisticated 

risk-based architecture. Such an approach would enable regulators to strengthen 

prudential oversight of systemically important institutions while preserving 

competition, intermediary diversity, financial inclusion, and market accessibility. The 

broader implications of recapitalisation for market structure are examined in the next 

section. 

5.5 Recapitalisation and Market Structure Dynamics 

The effects of recapitalisation extend beyond prudential resilience and institutional 

solvency. Recapitalisation constitutes a market-structure intervention capable of 

reshaping the composition, behaviour, competitiveness, and developmental trajectory 

of financial markets. While capital adequacy requirements are generally introduced to 

strengthen institutional stability, their implementation frequently influences entry 

conditions, market concentration, competitive dynamics, liquidity formation, 

innovation, investor access, and intermediary diversity. Consequently, recapitalisation 

policies should be evaluated not only through prudential indicators but also through 

their effects on market structure and long-term market development. 

The relationship between recapitalisation and market structure has attracted 

increasing scholarly attention following major regulatory reforms implemented after 

the Global Financial Crisis. Regulators worldwide have strengthened capital 

requirements in banking, insurance, and securities sectors in response to concerns 

regarding systemic risk, operational resilience, technological vulnerability, and investor 

protection. However, a growing body of literature argues that recapitalisation may 

generate both intended and unintended structural consequences (Goodhart, 2011; 

Haldane, 2012; Avgouleas & Goodhart, 2015). 

Within the Nigerian capital market, these issues are particularly important 

because the market remains in a developmental phase characterised by evolving 

institutional structures, increasing digitalisation, growing retail participation, and 

efforts to deepen domestic capital mobilisation. Accordingly, understanding how 
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recapitalisation influences market structure is critical for designing regulatory policies 

that simultaneously strengthen institutional resilience and promote sustainable market 

development. 

 

Conceptualising Market Structure in Capital Markets 

Market structure refers to the configuration of participants, institutions, competitive 

relationships, and operational arrangements through which market activities are 

conducted. In capital markets, market structure encompasses the number and diversity 

of intermediaries, concentration levels, entry barriers, market infrastructure, liquidity 

providers, investor composition, and competitive dynamics (O'Hara, 1995; Hasbrouck, 

2007). 

Industrial organisation theory suggests that market structure significantly 

influences market performance. Bain (1956) and Scherer and Ross (1990) argue that 

concentrated markets may generate efficiencies through economies of scale while 

simultaneously reducing competition and innovation. Conversely, highly fragmented 

markets may promote competition but may also create challenges relating to 

supervision, coordination, and operational efficiency. 

Within securities markets, optimal market structure requires balancing 

efficiency, competition, innovation, accessibility, and stability. Market structure 

therefore represents an important transmission channel through which regulatory 

reforms influence market outcomes. 
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Figure 3:  Components of Capital Market Structure 

 
 

Recapitalisation and Market Concentration 

One of the most frequently observed consequences of recapitalisation is market 

consolidation. Economic theory suggests that higher capital requirements increase fixed 

operating costs and entry barriers, thereby encouraging mergers, acquisitions, strategic 

alliances, and market exits. 

Berger, Demsetz and Strahan (1999) argue that consolidation often emerges 

when regulatory reforms increase the minimum scale necessary for efficient operation. 

Similarly, De Nicoló, Bartholomew, Zaman and Zephirin (2004) demonstrate that 

stricter prudential requirements frequently accelerate concentration within financial 

systems. 

Empirical evidence from banking reforms across several jurisdictions suggests 

that recapitalisation may reduce the number of institutions while increasing average 

institutional size. Although larger institutions often possess stronger balance sheets and 

enhanced operational capabilities, concentration may also reduce competition and 

increase systemic interconnectedness. 
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Recent OECD studies similarly indicate that excessive concentration may 

reduce market contestability, discourage innovation, and weaken investor choice, 

particularly within emerging markets where intermediary ecosystems remain relatively 

fragile. 

 

Table 4: Potential Effects of Recapitalisation on Market Concentration 

Positive Effects Negative Effects 

Stronger institutions Reduced competition 

Better governance Increased concentration 

Improved technology investment Higher barriers to entry 

Enhanced resilience Reduced intermediary diversity 

Greater investor confidence Potential systemic concentration 

Source: Author's Synthesis from Berger et al. (1999), Goodhart (2011), OECD (2024). 

 

Market Concentration and Systemic Risk 

Conventional regulatory thinking often assumes that larger institutions are inherently 

more stable. However, modern systemic risk literature suggests that concentration itself 

may become a source of systemic vulnerability. Allen and Gale (2000), Acharya (2009), 

and Adrian and Brunnermeier (2016) demonstrate that systemic risk increases when 

market activities become concentrated among a limited number of highly 

interconnected institutions. Failures within concentrated systems may generate larger 

contagion effects than failures within more diversified systems. 

The Financial Stability Board (2024) similarly highlights the growing systemic 

importance of non-bank financial intermediaries and emphasises the need to monitor 

concentration risks within financial markets. 

Consequently, recapitalisation policies that significantly increase concentration may 

unintentionally create new forms of systemic risk even while strengthening individual 

institutions. 
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Figure 4: Concentration-Stability Trade-off 

 

Source: Author's Adaptation from Acharya (2009) and Adrian & Brunnermeier (2016). 

 

Intermediary Diversity and Market Development 

Intermediary diversity constitutes an important determinant of market resilience and 

development. Allen and Santomero (1997), Levine (2005), and Beck et al. (2007) argue 

that diverse financial systems are better able to serve heterogeneous investor needs, 

facilitate innovation, and support economic development. 

Within securities markets, different categories of intermediaries perform 

complementary functions. Large broker-dealers facilitate institutional transactions and 

capital raising activities, while smaller firms often specialise in retail participation, 

investor education, regional market development, and niche market segments. 

Recent World Bank research emphasises that diverse intermediary ecosystems 

contribute to market depth, financial inclusion, and capital mobilisation. Emerging 

markets characterised by broader intermediary participation often exhibit stronger long-

term market development outcomes. 

  



96      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 
Table 5:  Contributions of Intermediary Diversity to Market Development 

Dimension Developmental Contribution 
Competition Lower transaction costs 
Innovation New products and services 
Accessibility Wider investor reach 
Inclusion Broader participation 
Liquidity Enhanced trading activity 
Resilience Reduced dependence on few firms 
Source: Adapted from Levine (2005), Beck et al. (2007), World Bank (2024). 

 

Digital Transformation and Market Structure 

The rapid digitalisation of capital markets introduces an additional dimension to the 

recapitalisation debate. Fintech platforms, robo-advisory services, digital brokers, 

mobile investment applications, artificial intelligence, blockchain infrastructure, and 

automated compliance systems are transforming intermediary business models. 

Recent IOSCO (2024), OECD (2025), and World Economic Forum studies 

suggest that technology may reduce traditional scale advantages by lowering 

transaction costs and expanding investor access. Consequently, market structure 

increasingly depends on technological capability rather than institutional size alone. 

This development strengthens the case for risk-sensitive recapitalisation frameworks 

that recognise operational and technological capacity in addition to traditional capital 

adequacy measures. 

 

5.6 Market Structure Scenarios Under Alternative Recapitalisation 

Frameworks 

The structure of capital markets is highly sensitive to the design of recapitalisation and 

prudential regulatory frameworks. Different regulatory approaches generate varying 

outcomes in terms of market concentration, intermediary diversity, liquidity provision, 

competition, innovation, and systemic resilience. As illustrated in Table 4, a uniform 

application of high capital requirements across all market participants may strengthen 

institutional resilience but can simultaneously accelerate market consolidation by 
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raising barriers to entry and limiting the participation of smaller intermediaries. Such 

an outcome may reduce competitive pressures and increase concentration within the 

financial system. 

 
Table 6: Alternative Regulatory Outcomes 
 
Regulatory Approach Likely Market Outcome 
Uniform High Capital Requirements High concentration 

Uniform Moderate Requirements Moderate diversity 

Risk-Based Recapitalisation Balanced structure 

Proportional Regulation Diversity with resilience 

Activity-Based Regulation Risk-sensitive market development 

Source: Author's Framework (2026). 
 

 

Conversely, a uniform moderate capital framework may preserve a greater 

degree of intermediary diversity but could prove insufficient to address systemic 

vulnerabilities associated with large, complex, and interconnected market participants. 

This regulatory approach may therefore improve inclusiveness while potentially 

weakening the overall resilience of the market ecosystem during periods of financial 

stress. 

The contemporary regulatory literature increasingly supports risk-based and 

proportional approaches to prudential regulation as mechanisms for balancing 

resilience with competition (Goodhart, 2011; Haldane, 2012; IOSCO, 2023; FSB, 

2024). Under a risk-based recapitalisation framework, capital requirements are aligned 

with the risk profile, systemic importance, complexity, and interconnectedness of 

market operators. Such an approach enables regulators to impose more stringent 

requirements on systemically significant institutions while preserving market access for 

smaller and less risky intermediaries. The resulting market structure is typically 
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characterised by greater stability, improved liquidity, and a more balanced distribution 

of market participants. 

Proportional regulation extends this logic by recognising that market operators 

perform different functions and pose varying levels of systemic risk. Rather than 

imposing a one-size-fits-all regulatory burden, proportional regulation calibrates 

supervisory expectations, governance standards, operational requirements, and capital 

thresholds according to institutional characteristics. This approach has been 

increasingly adopted in several jurisdictions, including the United Kingdom, the 

European Union, Singapore, India, and South Africa, where regulators seek to promote 

competition, innovation, and financial inclusion while maintaining robust prudential 

safeguards (IOSCO, 2023; OECD, 2023). 

The most advanced stage of prudential regulation is represented by activity-

based regulation, where supervisory requirements are linked primarily to the nature of 

activities undertaken rather than legal form or institutional classification. Activity-

based frameworks are particularly relevant in modern financial systems characterised 

by fintech innovation, digital platforms, algorithmic trading, and increasingly blurred 

boundaries between traditional and non-traditional financial institutions. By focusing 

on the underlying risks generated by specific activities, regulators can respond more 

effectively to emerging sources of systemic risk while avoiding regulatory arbitrage. 

For Nigeria, the evidence suggests that a risk-based and proportionate recapitalisation 

framework offers the most appropriate balance between market resilience and market 

development. Such a framework would enable the Securities and Exchange 

Commission (SEC) to strengthen prudential oversight of systemically important capital 

market operators while preserving intermediary diversity, promoting retail 

participation, encouraging innovation, and supporting broader capital market 

development objectives. The challenge for policymakers is therefore not merely to 

increase capital thresholds but to ensure that recapitalisation policies are aligned with 
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institutional risk profiles and the broader strategic objectives of market efficiency, 

financial inclusion, investor protection, and sustainable economic development. 

 

5.8 Synthesis 

This section has examined the SEC recapitalisation framework and its implications for 

institutional resilience, market structure and financial development. The analysis 

demonstrates that recapitalisation serves important prudential objectives by 

strengthening capital adequacy, operational capacity and investor protection. However, 

recapitalisation also influences competition, intermediary diversity, liquidity provision 

and market accessibility. 

A key finding is that capital market operators generate heterogeneous risks and 

therefore may require differentiated regulatory treatment. The evidence further suggests 

that risk-based and proportional regulatory approaches offer greater potential for 

balancing resilience, competition and sustainable market development than uniform 

recapitalisation frameworks. 

The evidence reviewed in this section demonstrates that recapitalisation is 

fundamentally a market-structure policy as well as a prudential policy. While stronger 

capital requirements may improve institutional resilience, they may also influence 

concentration, competition, intermediary diversity, innovation, investor access, and 

systemic risk. 

The literature further suggests that sustainable market development requires 

balancing institutional strength with market diversity. Excessive fragmentation may 

undermine resilience, while excessive concentration may reduce competition and 

increase systemic vulnerability. 

These findings provide the foundation for the international comparative analysis 

presented in the next section and ultimately support the development of the proposed 

Nigerian Risk-Based Recapitalisation Framework. 
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6. INTERNATIONAL REGULATORY EXPERIENCE AND LESSONS 

FOR NIGERIA 

 

Financial regulation has undergone significant transformation over the past 

three decades as regulators seek to balance prudential resilience, investor protection, 

market efficiency, innovation, competition, and systemic stability. While 

recapitalisation remains an important prudential instrument, international experience 

increasingly demonstrates that effective regulation requires more than simply imposing 

higher capital requirements. Contemporary regulatory frameworks increasingly 

incorporate proportional regulation, risk-based supervision, activity-based oversight, 

and differentiated prudential standards designed to reflect institutional complexity, risk 

profiles, and systemic significance. 

Following the Global Financial Crisis (GFC) of 2007–2009, regulatory 

authorities across the world reassessed the adequacy of existing supervisory 

frameworks. The crisis exposed weaknesses in regulatory approaches that relied 

heavily on institution-based supervision while paying insufficient attention to 

interconnectedness, leverage, liquidity risks, operational vulnerabilities, and systemic 

contagion (Acharya, 2009; Claessens & Kose, 2013; Brunnermeier, 2016). 

Consequently, international regulatory reforms increasingly emphasised risk-sensitive 

supervision, proportional regulation, stress testing, operational resilience, market 

integrity, and systemic risk management. 

These developments are particularly relevant to emerging and frontier capital 

markets. As regulators seek to strengthen capital market institutions, important lessons 

can be drawn from the experiences of the United States, the United Kingdom, the 

European Union, South Africa, India, Singapore, and other jurisdictions that have 

implemented differentiated prudential frameworks. 

This section examines international regulatory experiences with recapitalisation 

and prudential regulation and identifies lessons applicable to the Nigerian capital 
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market. 

 

6.1  The United States: Activity-Based Prudential Regulation 

The United States possesses one of the most sophisticated securities regulatory systems 

in the world. Regulatory oversight is shared among the Securities and Exchange 

Commission (SEC), the Financial Industry Regulatory Authority (FINRA), the 

Commodity Futures Trading Commission (CFTC) and other supervisory bodies. Unlike 

many jurisdictions that rely primarily on uniform capital requirements, the United 

States employs an activity-based approach to prudential regulation. Broker-dealers are 

subject to the SEC Net Capital Rule (Rule 15c3-1), which links capital requirements to 

business activities, risk exposures, proprietary positions, customer asset holdings, and 

operational complexity (SEC, 2024). 

This framework recognises that securities intermediaries differ significantly in 

terms of risk generation. Firms that hold customer assets, engage in proprietary trading, 

maintain inventory positions, provide clearing services, or undertake market-making 

activities are subject to more stringent prudential requirements than firms performing 

limited agency functions. 

O'Hara (1995), Hasbrouck (2007), and Stulz (2019) argue that activity-based 

supervision improves regulatory efficiency because supervisory intensity is aligned 

with actual risk exposures rather than institutional labels alone. Recent SEC reforms 

relating to market resilience, cyber-security governance, operational risk management, 

and clearing arrangements further reinforce this risk-sensitive philosophy. 

Key Lesson for Nigeria 

The U.S. model demonstrates that capital requirements can be calibrated 

according to institutional activities and risk generation rather than imposed uniformly 

across heterogeneous market participants. 
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6.2  The United Kingdom: Proportional Supervision and Institutional 

Differentiation 

The United Kingdom has become one of the leading proponents of proportional 

regulation within financial markets. Prudential oversight of investment firms is 

undertaken primarily by the Financial Conduct Authority (FCA) and the Prudential 

Regulation Authority (PRA). 

Following post-crisis reforms, the United Kingdom adopted increasingly 

differentiated supervisory approaches based on institutional size, complexity, business 

models, and systemic relevance. Goodhart (2011), Haldane (2012), and Avgouleas and 

Goodhart (2015) argue that proportional regulation improves regulatory effectiveness 

by allowing regulators to focus supervisory resources on institutions that generate the 

greatest systemic risks. 

Recent FCA policy statements continue to emphasise proportionality as a 

guiding principle for investment-firm supervision. Firms are categorised according to 

risk characteristics, governance structures, operational complexity, and client 

exposures, with supervisory expectations adjusted accordingly. 

The United Kingdom also places significant emphasis on operational resilience, cyber-

security preparedness, governance effectiveness, and consumer protection rather than 

relying solely on capital adequacy requirements. 

 

Key Lesson for Nigeria 

Prudential resilience should be assessed through a combination of capital strength, 

governance quality, operational resilience, technology capability, and conduct 

supervision rather than capital adequacy alone. 
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6.3 The European Union: The Investment Firms Regulation and Investment 

Firms Directive Framework 

The European Union's Investment Firms Regulation (IFR) and Investment Firms 

Directive (IFD) represent one of the most significant contemporary innovations in 

securities-market regulation. 

Prior to IFR/IFD reforms, many investment firms were regulated under 

frameworks originally designed for banks. However, policymakers increasingly 

recognised that investment firms and banking institutions generate fundamentally 

different risks (ESMA, 2024; EBA, 2024). 

Consequently, the IFR/IFD framework introduced a differentiated prudential 

system based on:  Assets under management; Client assets held; Trading activities; 

Operational complexity; Market exposures; and  Systemic significance. 

Investment firms are classified into different categories, with prudential 

requirements varying according to risk profiles rather than organisational form alone. 

Recent reviews by the European Securities and Markets Authority (ESMA) and the 

European Banking Authority (EBA) indicate that the framework has improved 

proportionality while maintaining prudential effectiveness. 

 

Table 7: Key Features of the European IFR/IFD Framework 

Regulatory Feature Description Regulatory 
Objective 

Risk-Based 
Classification 

Firms classified by activities and 
exposures 

Proportionality 

K-Factor Methodology Capital linked to risk generation Risk Sensitivity 
Differentiated 
Supervision 

Variable supervisory intensity Regulatory 
Efficiency 

Governance Standards Enhanced governance obligations Investor Protection 
Operational Resilience Technology and continuity 

requirements 
Stability 

Source: Adapted from ESMA (2024) and EBA (2024). 
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Key Lesson for Nigeria 

The European model demonstrates that proportional regulation can strengthen 

prudential resilience while preserving competition, innovation, and market diversity. 

 

6.4 South Africa: Risk-Sensitive Regulation in an Emerging Market 

Environment 

South Africa provides one of the most relevant comparative cases for Nigeria because 

both countries operate within emerging-market environments characterised by 

developmental objectives, financial inclusion challenges, institutional diversity, and 

evolving capital market structures. 

The Financial Sector Conduct Authority (FSCA) has increasingly adopted risk-

based supervisory approaches that combine prudential regulation with market 

development objectives. Recent South African reforms place significant emphasis on: 

Market conduct; Investor protection; Operational resilience; Technology governance; 

Financial inclusion; and  Risk-sensitive supervision. 

Research by Coetzee (2022), Moyo and Firer (2023), and FSCA policy papers 

suggests that effective regulation within emerging markets requires balancing 

prudential objectives with developmental goals. 

 

Key Lesson for Nigeria 

Emerging markets require regulatory frameworks that simultaneously promote 

resilience, inclusion, competition, and capital market deepening. 

 

6.5 India: Balancing Investor Inclusion and Prudential Regulation 

India's experience provides particularly important lessons regarding financial inclusion 

and market accessibility. The Securities and Exchange Board of India (SEBI) has 

implemented extensive reforms aimed at expanding retail participation while 

strengthening prudential oversight. 
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These reforms include: Digital account opening; Reduced transaction costs; Risk-based 

supervision; Enhanced investor protection; Fintech integration; and Simplified market 

access. 

Recent SEBI reports indicate significant growth in retail participation, demat 

accounts, mutual fund ownership, and capital market inclusion. 

Research by Shah and Thomas (2020), Roy (2022), and recent SEBI publications 

suggests that inclusive regulatory frameworks contribute significantly to capital market 

development and domestic savings mobilisation. 

Key Lesson for Nigeria 

Prudential regulation should be designed in ways that encourage rather than discourage 

retail participation and financial inclusion. 

 

6.6  Singapore: Technology, Operational Resilience and Future-Ready 

Regulation 

Singapore represents one of the world's leading examples of technology-driven 

financial regulation. The Monetary Authority of Singapore (MAS) adopts a highly risk-

sensitive approach that combines prudential supervision with innovation, digitalisation, 

and operational resilience. 

Recent MAS initiatives place substantial emphasis on: Cyber-security; 

Artificial intelligence governance; Operational resilience;Digital infrastructure; 

Technology risk management; and Regulatory technology (RegTech). 

Recent studies by Arner, Buckley and Zetzsche (2023), OECD (2024), and 

MAS policy reports suggest that future financial stability will increasingly depend on 

technology governance as much as capital adequacy. 

 

Key Lesson for Nigeria 

Future recapitalisation frameworks should incorporate technology capability and 

operational resilience alongside traditional capital measures. 
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6.7 Integrating International Regulatory Lessons: Towards a New Prudential 

Paradigm 

The comparative experiences of the United States, the United Kingdom, the European 

Union, South Africa, India, and Singapore reveal a clear evolutionary pattern in the 

design of prudential regulation. Regulatory frameworks have progressively moved 

away from traditional capital-based approaches toward more sophisticated systems that 

incorporate risk sensitivity, proportionality, operational resilience, technological 

readiness, and activity-based supervision. This evolution reflects the growing 

recognition that financial stability cannot be achieved solely through capital adequacy 

requirements but requires a broader framework that addresses governance, market 

conduct, technological risks, operational vulnerabilities, and systemic 

interconnectedness. 

The progression of global regulatory thinking has been shaped by successive 

financial crises, technological transformations, and structural changes in financial 

markets. The global financial crisis of 2007–2009 exposed the limitations of purely 

compliance-based and capital-focused regulatory frameworks, leading regulators to 

adopt risk-based supervisory approaches and macroprudential oversight mechanisms 

(Goodhart, 2011; Haldane, 2012; FSB, 2024). Subsequently, the rapid emergence of 

fintech innovations, digital platforms, artificial intelligence, algorithmic trading, and 

cyber-security threats has expanded the scope of prudential regulation beyond 

traditional financial risks to include operational and technology-related vulnerabilities 

(Arner et al., 2023; OECD, 2024). 

The international evidence reviewed in this section suggests that the most 

effective contemporary regulatory frameworks combine five core elements: risk-based 

supervision, proportional regulation, activity-based oversight, operational resilience, 

and technology governance. These principles are increasingly reflected in IOSCO 

standards, Financial Stability Board recommendations, European Securities and 
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Markets Authority (ESMA) guidelines, Financial Conduct Authority (FCA) regulatory 

reforms, and Monetary Authority of Singapore (MAS) supervisory frameworks. 

Collectively, these developments provide an important foundation for designing a 

modern recapitalisation framework for the Nigerian capital market. 

 
Figure 5:   Global Evolution of Securities Market Regulation 

 

Source: Synthesised from IOSCO (2024), FSB (2024), ESMA (2024), FCA (2024), and MAS 

(2024). 



108      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 

Figure 5 synthesises this global regulatory evolution and illustrates how 

international prudential regulation has progressed from traditional capital rules towards 

integrated risk-based recapitalisation frameworks that simultaneously promote 

systemic stability, investor protection, financial inclusion, technological resilience, and 

sustainable market development. 

Figure 5 illustrates the historical progression of prudential regulatory 

philosophy from simple capital adequacy requirements towards comprehensive and 

integrated regulatory architectures. The framework demonstrates that modern financial 

regulation increasingly relies on multiple complementary dimensions of oversight 

rather than a singular focus on capital thresholds. Each successive stage expands the 

regulatory toolkit by incorporating additional mechanisms designed to address 

emerging sources of risk within increasingly complex financial systems. 

Figure 5 also highlights the convergence of international regulatory practice 

around integrated risk-based frameworks that combine prudential resilience, 

operational resilience, investor protection, market integrity, financial inclusion, and 

technology governance. This convergence is particularly evident in the regulatory 

approaches adopted by leading jurisdictions such as Singapore, the United Kingdom, 

and the European Union, where proportional and risk-sensitive regulation has become 

a central feature of supervisory policy. 

For Nigeria, the implication is that recapitalisation should not be viewed solely 

as an exercise in increasing minimum capital thresholds. Rather, recapitalisation should 

form part of a broader regulatory architecture that differentiates institutions according 

to their risk profiles, systemic importance, business models, technological capabilities, 

and market functions. Such an approach would align Nigeria with emerging global best 

practices while supporting the dual objectives of financial stability and sustainable 

capital market development. 

The lessons derived from international regulatory evolution therefore provide 

the conceptual foundation for the proposed Nigerian Risk-Based Recapitalisation 
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Architecture presented in Section 8. The proposed framework extends global best 

practice by integrating capital adequacy, proportional regulation, operational resilience, 

technology governance, investor protection, and financial inclusion within a unified 

prudential framework tailored to the specific characteristics of the Nigerian capital 

market. 

 

Table 8: Comparative Regulatory Lessons for Nigeria 

Jurisdiction Regulatory Innovation Key Lesson for Nigeria 

United States 
Risk-based supervision and 
systemic oversight 

Strengthen market surveillance and 
systemic risk monitoring 

United 
Kingdom 

Proportional regulation 
Differentiate requirements by size 
and complexity 

European 
Union 

IFR/IFD framework 
Align capital requirements with risk 
profiles 

South Africa 
Market inclusion and 
transformation 

Promote competition and financial 
inclusion 

India 
Tiered intermediary 
regulation 

Support growth of smaller 
intermediaries 

Singapore 
Technology governance and 
operational resilience 

Incorporate cyber-security and digital 
resilience into prudential regulation 

Source: Compiled from IOSCO (2024), FCA (2024), ESMA (2024), MAS (2024), FSB 
(2024), and OECD (2024). 

 

Table 8 demonstrates that contemporary financial regulation increasingly 

incorporates five core principles: Risk sensitivity; Proportionality; Activity-based 

supervision; Operational resilience; and Systemic-risk management. These principles 

appear consistently across the United States, United Kingdom, European Union, South 

Africa, India and Singapore. 

The evidence suggests that effective regulation no longer depends solely on 

increasing capital requirements. Rather, regulatory effectiveness depends on aligning 

prudential requirements with institutional risk characteristics while preserving 

competition, innovation and financial inclusion 
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6.8  Synthesis and Implications for Nigeria 

The comparative review of major regulatory jurisdictions reveals a remarkable 

convergence in the evolution of prudential regulation. Although regulatory systems 

differ across countries, contemporary reforms increasingly share common principles 

centred on risk sensitivity, proportionality, operational resilience, investor protection, 

technological readiness, and financial inclusion. These principles have emerged in 

response to growing financial complexity, rapid technological change, and lessons 

learned from successive episodes of financial instability. 

The evidence reviewed in this Section demonstrates that modern prudential 

regulation has evolved beyond traditional capital adequacy frameworks towards 

integrated supervisory architectures that recognise differences in institutional size, 

complexity, interconnectedness, and systemic importance. The experiences of the 

United States, the United Kingdom, the European Union, South Africa, India, and 

Singapore collectively suggest that effective regulation requires a balance between 

resilience and market development. Excessively stringent capital requirements may 

improve institutional strength but can also reduce competition and intermediary 

diversity, while excessively lenient requirements may undermine financial stability. 

A common theme across the jurisdictions examined is the increasing adoption of 

proportional and risk-based regulation. Rather than imposing uniform requirements on 

all market participants, regulators increasingly calibrate supervisory expectations 

according to institutional characteristics and risk profiles. Such approaches promote 

competition, innovation, and financial inclusion while preserving prudential soundness. 

Another major lesson emerging from international experience is the growing 

importance of operational resilience and technology governance. Financial stability is 

increasingly influenced not only by capital adequacy but also by cyber-security 

preparedness, digital infrastructure resilience, data governance, artificial intelligence 

oversight, and technology risk management. These considerations are particularly 

relevant for emerging markets where financial innovation is expanding rapidly. 
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For Nigeria, the synthesis of international experience supports the adoption of 

an integrated risk-based recapitalisation framework that combines capital adequacy, 

proportional regulation, operational resilience, technology governance, investor 

protection, and financial inclusion within a unified supervisory architecture. Such a 

framework would align Nigeria with evolving global regulatory standards while 

addressing the specific characteristics and developmental objectives of the Nigerian 

capital market. 

The insights derived from this comparative review form the foundation for the 

proposed Nigerian Risk-Based Recapitalisation Architecture developed in Section 7. 

 

7. PROPOSED NIGERIAN RISK-BASED RECAPITALISATION  

The preceding analysis demonstrates that recapitalisation is a multidimensional 

regulatory intervention whose effects extend beyond capital adequacy to encompass 

market structure, financial inclusion, investor protection, operational resilience, 

competition and systemic stability. Sections 3 and 4 established that retail participation, 

financial inclusion and proportional regulation constitute critical considerations in 

contemporary financial regulation. Section 5 showed that the SEC recapitalisation 

framework, while prudentially justified, may generate broader market-structure 

consequences. Section 6 further revealed that leading jurisdictions increasingly employ 

risk-sensitive, proportional and activity-based supervisory frameworks rather than 

uniform prudential requirements. 

Collectively, these findings suggest that future recapitalisation policy in Nigeria 

should move beyond traditional minimum-capital frameworks towards a more 

sophisticated regulatory architecture capable of simultaneously promoting resilience, 

inclusion, competition and market development. 

Accordingly, this section proposes a Nigerian Risk-Based Recapitalisation 



112      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 
Framework designed to align prudential requirements with institutional risk 

characteristics, market functions and systemic relevance. The framework integrates 

insights from Financial Intermediation Theory (Gurley & Shaw, 1960; Allen & 

Santomero, 1997), Delegated Monitoring Theory (Diamond, 1984), Market 

Microstructure Theory (Kyle, 1985; O'Hara, 1995), Financial Development Theory 

(Levine, 1997, 2005) and Systemic Risk Theory (Acharya, 2009; Adrian & 

Brunnermeier, 2016). 

The proposed framework seeks to balance six regulatory objectives: Capital 

Adequacy; Investor Protection; Financial Inclusion; Market Development;Operational 

Resilience; and Systemic Stability. These objectives form the foundation of the 

proposed regulatory architecture. 

Figure 6  illustrates the six mutually reinforcing objectives that underpin the 

proposed framework. Unlike traditional recapitalisation models that focus primarily on 

solvency, the proposed framework recognises that effective regulation must 

simultaneously strengthen institutional resilience, protect investors, support inclusion, 

promote market development, enhance operational resilience and preserve systemic 

stability. 

The figure therefore represents a significant departure from conventional capital 

adequacy approaches by incorporating broader developmental and prudential 

objectives. 
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Figure 6: Core Objectives of the Nigerian Risk-Based Recapitalisation 

 

Source: developed by the author(2026) 

 

7.1 Conceptual Foundations of the Framework 

The proposed framework is founded on three central propositions. 

 

Proposition One: Institutions Generate Heterogeneous Risks 

Capital market operators differ significantly in terms of operational complexity, 

proprietary exposure, liquidity obligations, technological dependence, client asset 
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concentration and systemic interconnectedness. Consequently, identical capital 

requirements may not produce optimal regulatory outcomes. 

This proposition is supported by Systemic Risk Theory, which demonstrates 

that institutions contribute differently to systemic vulnerability (Acharya, 2009; Adrian 

& Brunnermeier, 2016). 

Proposition Two: Capital Adequacy Alone Is Insufficient 

Contemporary financial stability depends not only on financial resources but also on 

operational resilience, governance quality, cyber-security preparedness, technology 

governance and business continuity (Arner, Buckley, & Zetzsche, 2023; IOSCO, 2024; 

MAS, 2024). 

Accordingly, prudential regulation should incorporate non-financial dimensions of 

resilience alongside traditional capital measures. 

Proposition Three: Stability and Inclusion Are Complementary 

The analysis in Section 3 demonstrated that retail participation and financial inclusion 

contribute to sustainable capital market development. Consequently, prudential 

regulation should seek to strengthen resilience without unnecessarily reducing 

intermediary diversity or market accessibility (Beck et al., 2007; Demirgüç-Kunt et al., 

2018; Ozili, 2021). 

 

7.2 Guiding Principles of the Framework 

The proposed framework is built around five regulatory principles. 

Risk Sensitivity 

Prudential requirements should reflect actual risk exposure rather than institutional 

labels. 

Proportionality 

Regulatory intensity should vary according to size, complexity, interconnectedness and 

systemic importance (Goodhart, 2011; Haldane, 2012; FCA, 2024). 
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Activity-Based Supervision 

Institutions performing similar risk-generating activities should be subject to similar 

regulatory treatment irrespective of legal classification (ESMA, 2024; IOSCO, 2024). 

Operational Resilience 

Cyber-security, technology governance, artificial intelligence governance and business 

continuity should form integral components of prudential regulation (MAS, 2024; 

OECD, 2024). 

Developmental Balance 

Regulation should strengthen resilience while preserving competition, innovation, 

financial inclusion and market accessibility. 

 

7.3  Tiered Classification of Capital Market Operators 

A key innovation of the framework is the classification of institutions according to 

systemic importance and risk characteristics. 

 Tier I: Systemically Significant Institutions 

This category includes:Clearing and settlement institutions; Central 

counterparties; Custodians; Large broker-dealers; Market makers; and Major 

underwriters. 

These institutions possess the greatest capacity to generate systemic disruption 

and therefore require the highest prudential standards. 

 Tier II: Moderate-Risk Institutions 

This category includes: Issuing houses; Institutional brokers; Portfolio 

managers;Fund managers; and  Medium-sized broker-dealers. 

These institutions generate moderate levels of systemic exposure and should be 

subject to intermediate prudential requirements. 

 Tier III: Lower-Risk Intermediaries 

This category includes: Agency brokers; Retail-focused 

intermediaries;Investment advisers; and Smaller specialist operators. 
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These institutions should remain subject to strong conduct regulation and 

investor-protection requirements but proportionate capital obligations. 

 

7.4  Risk-Based Capital Determination Framework 

The proposed framework separates capital requirements into two components: 

 Base Capital Requirement 

A minimum prudential threshold applicable to all operators within a category. 

 Risk-Sensitive Capital Adjustment 

Additional capital requirements linked to specific risk exposures. 

 

The proposed model is: 

 

Required Regulatory Capital = Base Capital + Risk Adjustment Factors                (2) 

 

Risk adjustment factors should include: Market risk; Proprietary trading risk; Custody 

risk; Settlement risk; Liquidity support obligations; Operational risk; Cyber-security 

risk; Technology risk; and Systemic interconnectedness. 

This approach aligns with emerging international practice under the EU 

IFR/IFD framework and modern IOSCO supervisory principles (Ferran, 2021; IOSCO, 

2024). 

 

7.5  Operational Resilience and Technology Governance Framework 

One of the most important innovations within the proposed framework is the formal 

integration of operational resilience into recapitalisation policy. 

Contemporary capital markets increasingly depend on: Electronic trading 

systems; Cloud computing infrastructure; Artificial intelligence applications; Digital 

onboarding platforms;Cyber-security architecture; and Real-time settlement systems.  

Consequently, future prudential regulation should require operators to maintain 

Commented [o1]:  
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minimum standards relating to: Technology governance; Cyber-security; Disaster 

recovery; Business continuity;Third-party technology risk; and Artificial intelligence 

governance. 

This recommendation is consistent with emerging international practice in 

Singapore, the United Kingdom and the European Union (MAS, 2024; FCA, 2024; 

OECD, 2024). 

 

7.6  Investor Protection and Financial Inclusion Safeguards 

A major objective of the proposed framework is to avoid unintended exclusionary 

effects arising from recapitalisation. The framework therefore recommends: 

 Transitional implementation periods; 

 Graduated compliance schedules; 

 Shared technology infrastructure; 

 Regulatory sandboxes; 

 Capacity-building programmes; 

 Proportionate reporting requirements. 

These measures allow lower-risk institutions to remain viable while maintaining 

investor protection standards. This approach aligns with evidence showing that 

financial inclusion contributes significantly to financial development and economic 

growth (Levine, 2005; Beck et al., 2007; World Bank, 2022). 

 

7.7  Proposed Nigerian Risk-Based Recapitalisation Architecture 

The overall architecture of the proposed framework is presented in Figure 8. 

Figure 7  integrates the principal components of the framework. The 

architecture links institutional classification, risk assessment, capital determination, 

operational resilience requirements, investor protection mechanisms and regulatory 

outcomes within a unified supervisory structure. 

Figure 7  demonstrates that recapitalisation should not be viewed as an isolated 
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capital exercise but as part of a broader risk-management and market-development 

framework. 

 

Figure 7  Proposed Nigerian Risk-Based Recapitalisation Architecture 

 

Source : Developed by the Author (2026) 
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7.8 Expected Regulatory Outcomes 

Implementation of the proposed framework is expected to generate several outcomes. 

Prudential Outcomes 

 Stronger institutional resilience; 

 Improved investor protection; 

 Reduced probability of institutional failure. 

Market Outcomes 

 Enhanced competition; 

 Greater intermediary diversity; 

 Improved liquidity conditions. 

Developmental Outcomes 

 Stronger financial inclusion; 

 Increased retail participation; 

 Enhanced capital mobilisation. 

Systemic Outcomes 

 Improved systemic resilience; 

 Better risk monitoring; 

 Greater market confidence. 

These outcomes collectively support sustainable capital market development. 

 

7.9  Theoretical and Policy Contribution of the Framework 

The proposed framework contributes to the literature in several respects. 

First, it extends recapitalisation analysis beyond traditional capital adequacy 

considerations by integrating market structure, financial inclusion and operational 

resilience. 

Second, it provides one of the first comprehensive frameworks specifically 

designed for recapitalisation within an emerging capital market context. 
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Third, it integrates proportional regulation, risk-based supervision and financial 

inclusion into a unified prudential architecture. 

Fourth, it provides regulators with a practical blueprint for implementing 

recapitalisation while preserving competition, accessibility and innovation. 

The framework therefore contributes simultaneously to theory, policy and 

regulatory practice. 

 

7.10 Synthesis 

This section has developed a Nigerian Risk-Based Recapitalisation Framework that 

responds directly to the limitations of uniform capital requirements identified 

throughout the study. The framework recognises institutional heterogeneity, 

incorporates proportional regulation, integrates operational resilience and preserves 

financial inclusion while strengthening prudential resilience. 

By aligning capital requirements with actual risk exposures and market 

functions, the framework provides a balanced regulatory approach capable of 

simultaneously promoting financial stability, investor protection, competition and 

sustainable capital market development. The policy implications of implementing this 

framework are examined in the next section. 

 

8 POLICY IMPLICATIONS FOR THE NIGERIAN CAPITAL MARKET 

. 

The proposed Nigerian Risk-Based Recapitalisation Framework developed in 

Section 7 carries important policy implications for the Securities and Exchange 

Commission (SEC), capital market operators, investors, policymakers and the broader 

Nigerian financial system. The central argument of the study is that recapitalisation 

should not be treated merely as an increase in minimum capital requirements. Rather, 

it should be understood as a strategic prudential and market-development instrument 
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capable of shaping institutional resilience, competition, intermediary diversity, 

financial inclusion, operational resilience and systemic stability. 

The preceding sections demonstrate that uniform capital requirements may 

strengthen institutional solvency but may also generate unintended consequences where 

institutions differ significantly in business model, risk exposure, systemic importance 

and market function. This finding is consistent with the literature on systemic risk and 

prudential regulation, which emphasises that financial institutions contribute differently 

to systemic vulnerability and therefore require differentiated supervisory treatment 

(Acharya, 2009; Adrian & Brunnermeier, 2016; Brunnermeier & Pedersen, 2009). It is 

also consistent with international regulatory developments that increasingly favour 

proportional regulation, risk-based supervision and activity-based oversight (Goodhart, 

2011; Haldane, 2012; IOSCO, 2024; FSB, 2024; ESMA, 2024; FCA, 2024; MAS, 

2024). 

Against this background, this section identifies the major policy implications of 

adopting a risk-based recapitalisation approach within the Nigerian capital market. 

 

8.1 Implications for SEC and Regulatory Supervision 

The first implication is that SEC should progressively move from a predominantly 

uniform capital-threshold model toward a risk-based supervisory architecture. This 

does not imply weakening prudential standards. Rather, it means aligning regulatory 

intensity with the actual risks generated by different institutions and activities. 

Under such an approach, higher supervisory intensity would apply to 

institutions that perform systemically significant functions, such as custody, clearing, 

settlement, market making, proprietary trading and large-scale broker-dealer activities. 

Lower-risk institutions, particularly retail-focused agency brokers and advisory firms, 

would remain subject to strong conduct and investor-protection standards but 

proportionate capital requirements. 

This approach would improve regulatory efficiency by focusing supervisory 
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resources on entities whose failure could generate wider market disruption. It would 

also reduce the risk of imposing excessive compliance burdens on lower-risk firms 

whose main contribution lies in retail mobilisation and financial inclusion. Such 

differentiation is consistent with the regulatory logic advanced by IOSCO (2018, 2024), 

FCA (2024) and ESMA (2024). 

For SEC, the practical implication is that future recapitalisation policy should 

be accompanied by a formal institutional risk-classification methodology, periodic risk 

assessment, risk-based reporting requirements and tiered supervisory intensity. 

 

8.2 Implications for Prudential Resilience and Systemic Stability 

The proposed framework reinforces the importance of prudential resilience but 

broadens its meaning beyond capital adequacy. Stronger capitalisation remains 

necessary because capital provides a buffer against losses and enhances confidence in 

financial institutions (Berger, Herring, & Szegö, 1995; Basel Committee on Banking 

Supervision, 2011). However, the study shows that capital adequacy alone is 

insufficient in increasingly complex and technology-dependent capital markets. 

Systemic stability also depends on liquidity management, governance quality, 

operational continuity, cyber-security preparedness, technology resilience and 

institutional interconnectedness. Acharya (2009) and Adrian and Brunnermeier (2016) 

show that systemic risk arises when individual institutional weaknesses interact with 

broader market vulnerabilities. Similarly, Brunnermeier and Pedersen (2009) 

demonstrate that liquidity pressures can amplify systemic instability. 

For Nigeria, the implication is that recapitalisation should be embedded within 

a wider prudential architecture incorporating stress testing, business continuity 

planning, technology-risk assessment, governance evaluation, cyber-resilience 

standards and systemic-risk monitoring. 
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8.3  Implications for Market Structure, Competition and Intermediary 

Diversity 

The study demonstrates that recapitalisation can alter market structure by influencing 

entry, survival, consolidation and exit among capital market operators. While higher 

capital requirements may strengthen institutional capacity, they may also encourage 

mergers, increase concentration and reduce intermediary diversity. 

The literature on financial development and market structure suggests that 

competition and diversity are important for market efficiency, innovation and investor 

choice (Allen & Gale, 2000; Levine, 2005; O’Hara, 1995). Excessive concentration 

may create new vulnerabilities by increasing dependence on a small number of 

dominant institutions. This concern is consistent with systemic-risk literature, which 

warns that concentration may increase the systemic importance of individual firms 

(Acharya, 2009; FSB, 2024). 

For SEC and market policymakers, the implication is that recapitalisation 

should be monitored not only in terms of capital compliance but also in terms of 

industry concentration, market share distribution, investor access, transaction costs and 

liquidity outcomes. Regulatory success should not be measured solely by the number 

of institutions meeting capital thresholds but by the quality, diversity and resilience of 

the market ecosystem. 

 

8.4  Implications for Retail Participation and Financial Inclusion 

As demonstrated in Section 3, recapitalisation has important implications for retail 

participation and financial inclusion. Smaller and retail-focused intermediaries 

frequently provide essential access channels for individual investors, regional investors 

and underserved market segments. They also contribute to investor education, financial 

literacy and relationship-based market access. 

Financial inclusion research demonstrates that broad access to financial services 

contributes to savings mobilisation, investment participation and economic 



124      International Journal of Finance, Securities & Investment Market, 1(1) 2026 
 
 
development (Beck, Demirgüç-Kunt, & Levine, 2007; Demirgüç-Kunt et al., 2018; 

Ozili, 2021; World Bank, 2022). Within capital markets, inclusion requires access not 

only to trading platforms but also to advisory services, brokerage networks, collective 

investment schemes and investor education. 

The policy implication is that recapitalisation should not unintentionally 

exclude smaller intermediaries that serve important inclusion functions. The 

proportional regulation principles discussed in Section 4 provide a mechanism through 

which inclusion and stability can be pursued simultaneously. Lower-risk intermediaries 

can remain active under proportionate capital requirements while being subject to 

strong conduct, disclosure and investor-protection standards. 

 

8.5 Implications for Operational Resilience and Technology Governance 

The increasing digitalisation of capital markets has elevated operational resilience and 

technology governance to core prudential concerns. Modern securities markets depend 

on electronic trading systems, digital onboarding platforms, cloud infrastructure, cyber-

security architecture, algorithmic trading tools, real-time settlement systems and data-

processing technologies. 

Recent regulatory literature shows that operational failures, cyber incidents and 

technology disruptions can generate market-wide consequences (Arner, Buckley, & 

Zetzsche, 2023; IOSCO, 2024; MAS, 2024; OECD, 2024). Consequently, 

recapitalisation should support the technological and operational capacity required for 

safe and efficient market participation. 

For Nigeria, this implies that capital requirements should be linked not only to 

financial strength but also to operational capability. Regulators should require 

operators, particularly systemically significant institutions, to demonstrate cyber-

security readiness, business continuity arrangements, disaster recovery capability, data-

governance systems, artificial-intelligence governance and third-party technology-risk 

management. 
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This would align the Nigerian capital market with emerging international expectations 

regarding future-ready financial regulation. 

 

8.6 Implications for Capital Market Operators 

For capital market operators, the proposed framework implies that recapitalisation 

should be understood as an institutional transformation agenda rather than simply a 

capital-raising obligation. Operators will need to strengthen governance, internal 

controls, compliance functions, risk management, technology infrastructure and 

investor-protection systems. 

Firms that treat recapitalisation purely as a funding exercise may fail to achieve 

the operational and strategic benefits intended by the reform. Conversely, firms that use 

recapitalisation as an opportunity to modernise systems, improve governance and 

strengthen digital capacity are likely to become more competitive and resilient. 

Operators should therefore align recapitalisation strategies with broader institutional 

development plans, including technology upgrades, human-capital development, 

cyber-security investment, risk-management enhancement and customer-service 

improvement. 

 

8.7 Implications for Investors and Market Confidence 

Investor confidence is central to capital market development. Investors are more likely 

to participate in markets where intermediaries are financially stable, operationally 

reliable, well-governed and effectively supervised. Recapitalisation can therefore 

improve confidence by reducing the perceived probability of institutional failure and 

strengthening investor protection. 

However, confidence also depends on accessibility, fairness, transparency and 

competition. If recapitalisation leads to excessive concentration or reduced access, its 

confidence-enhancing effects may be weakened. The proposed risk-based framework 

addresses this concern by combining stronger prudential safeguards with proportional 
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treatment for lower-risk institutions. 

This approach is likely to improve investor confidence while preserving market 

accessibility and choice. 

 

8.8  Implications for Economic Development 

Capital markets contribute to economic development by mobilising long-term finance, 

supporting infrastructure development, expanding corporate funding options and 

facilitating wealth creation. Financial Development Theory emphasises that efficient 

financial systems promote economic growth by improving capital allocation, risk 

management and savings mobilisation (Goldsmith, 1969; McKinnon, 1973; Shaw, 

1973; Levine, 1997, 2005). 

The policy implication is that recapitalisation should be evaluated in relation to 

its contribution to broader economic development. A resilient and inclusive capital 

market can support private-sector growth, infrastructure financing, SME development, 

employment creation and economic diversification. 

The proposed framework supports these objectives by seeking to strengthen market 

resilience while preserving competition, access and innovation. 

 

8.9 Implications for Future Regulatory Reforms 

The findings of this study suggest that future regulatory reforms in Nigeria should 

increasingly adopt integrated supervisory approaches combining: Risk-based 

supervision; Proportional regulation; Activity-based oversight; Operational-resilience 

requirements; Technology governance; Investor-protection standards; Financial-

inclusion safeguards; and  Systemic-risk monitoring. 

Such an approach is consistent with emerging global regulatory practice and 

provides a more sustainable basis for capital market development than uniform capital 

escalation alone. 

Future reforms should also incorporate periodic review mechanisms to account 
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for inflation, currency depreciation, technological change, market innovation and 

evolving systemic risks. This is particularly important in Nigeria, where 

macroeconomic volatility can rapidly erode the real value of capital thresholds. 

 

8.10 Synthesis 

The policy implications arising from this study reinforce the central argument that 

recapitalisation should be implemented as part of a broader risk-based and 

proportionate regulatory architecture. Stronger capital requirements are necessary, but 

they should be calibrated to institutional risk profiles, market functions and systemic 

relevance. 

For Nigeria, the challenge is not whether recapitalisation is necessary; it clearly 

is. The real challenge is how recapitalisation can be designed to strengthen institutional 

resilience without undermining intermediary diversity, competition, retail participation 

and financial inclusion. 

The proposed Nigerian Risk-Based Recapitalisation Framework provides a 

practical pathway for achieving this balance. By integrating prudential resilience, 

investor protection, operational resilience, market accessibility and systemic stability, 

the framework offers a forward-looking regulatory approach capable of supporting the 

sustainable development of the Nigerian capital market. 

 

9. CONCLUSION 

 

The Securities and Exchange Commission's recapitalisation initiative represents 

one of the most significant prudential reforms undertaken within the Nigerian capital 

market in recent years. While recapitalisation is traditionally justified as a mechanism 

for strengthening institutional solvency and protecting investors, the analysis presented 

in this study demonstrates that its implications extend far beyond capital adequacy. 

Recapitalisation influences market structure, competition, intermediary diversity, retail 
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participation, financial inclusion, operational resilience and systemic stability. 

Consequently, it should be viewed not merely as a capital-enhancement exercise but as 

a strategic regulatory intervention capable of reshaping the architecture of financial 

intermediation within the Nigerian capital market. 

Drawing on Financial Intermediation Theory (Gurley & Shaw, 1960; Allen & 

Santomero, 1997), Delegated Monitoring Theory (Diamond, 1984), Market 

Microstructure Theory (Kyle, 1985; O'Hara, 1995), Financial Development Theory 

(Levine, 1997, 2005) and Systemic Risk Theory (Acharya, 2009; Adrian & 

Brunnermeier, 2016), the study developed an integrated analytical framework linking 

recapitalisation, market structure, financial inclusion and systemic stability. The 

analysis demonstrated that capital market operators are inherently heterogeneous 

institutions that differ substantially in operational complexity, proprietary exposure, 

liquidity obligations, custody responsibilities, technological dependence and systemic 

relevance. Consequently, the application of identical capital requirements across 

institutions with fundamentally different risk characteristics may not always generate 

optimal prudential outcomes. 

A major finding of the study is that recapitalisation generates both prudential 

benefits and market-structure consequences. On the one hand, stronger capitalisation 

enhances institutional resilience, improves investor confidence, strengthens governance 

standards, supports technology investment and reduces vulnerability to financial 

distress (Berger, Herring, & Szegö, 1995; Basel Committee on Banking Supervision, 

2011; IOSCO, 2024). On the other hand, uniform recapitalisation requirements may 

encourage consolidation, increase concentration and reduce intermediary diversity. 

These effects become particularly important in emerging capital markets where smaller 

intermediaries frequently perform critical functions relating to retail participation, 

investor education, regional market penetration and financial inclusion (Beck, 

Demirgüç-Kunt, & Levine, 2007; Demirgüç-Kunt et al., 2018; Ozili, 2021). 

The study further demonstrates that recapitalisation has important implications 
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for retail participation and financial inclusion. Capital markets contribute most 

effectively to economic development when participation is broad, inclusive and 

accessible. Smaller intermediaries often serve as important channels through which 

individual investors, SMEs and underserved segments of society gain access to 

investment opportunities. Consequently, prudential reforms should be designed in ways 

that preserve market accessibility while strengthening resilience. The analysis suggests 

that proportional regulation provides the most effective mechanism for reconciling 

these potentially competing objectives. 

The review of international regulatory experiences reveals a clear evolution in 

global regulatory philosophy. Across the United States, United Kingdom, European 

Union, South Africa, India and Singapore, regulators increasingly employ risk-based 

supervision, proportional regulation, activity-based oversight, operational resilience 

frameworks and technology governance mechanisms rather than relying solely on 

uniform capital requirements (Goodhart, 2011; Haldane, 2012; FCA, 2024; ESMA, 

2024; IOSCO, 2024; FSB, 2024; MAS, 2024; OECD, 2024). Contemporary regulation 

therefore recognises that effective supervision depends not merely on increasing capital 

thresholds but on aligning regulatory requirements with institutional risk characteristics 

and systemic relevance. 

Against this background, the study proposed a Nigerian Risk-Based 

Recapitalisation Framework that integrates six interrelated objectives: capital 

adequacy, investor protection, financial inclusion, market development, operational 

resilience and systemic stability. The framework is grounded in the principles of risk 

sensitivity, proportionality, activity-based supervision, operational resilience and 

developmental balance. Unlike traditional recapitalisation models, the proposed 

framework recognises that institutions generate heterogeneous risks and therefore 

require differentiated prudential treatment. By linking capital requirements to actual 

risk exposures and market functions, the framework provides a more balanced approach 

to regulation while preserving competition, accessibility and innovation. 
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The study makes several contributions to knowledge. First, it extends the 

recapitalisation literature beyond traditional capital adequacy considerations by 

integrating financial inclusion, market structure and operational resilience into a unified 

analytical framework. Second, it contributes to the growing literature on proportional 

regulation by demonstrating its relevance within capital market recapitalisation. Third, 

it provides one of the first comprehensive conceptual frameworks specifically designed 

for risk-based recapitalisation within an emerging-market capital market environment. 

Fourth, it contributes to policy discourse by proposing a practical regulatory 

architecture capable of supporting both prudential resilience and market development. 

From a policy perspective, the findings suggest that the future of capital market 

regulation in Nigeria lies not in indiscriminate escalation of minimum capital 

requirements but in the adoption of intelligent, risk-sensitive and proportionate 

supervisory frameworks. Stronger capitalisation remains necessary and desirable; 

however, capital requirements should be calibrated according to institutional risk 

profiles, operational complexity, technological dependence and systemic relevance. 

Such an approach would allow regulators to strengthen resilience without undermining 

intermediary diversity, competition, retail participation and financial inclusion. 

The study also highlights the growing importance of operational resilience and 

technology governance within contemporary financial regulation. Increasing reliance 

on digital trading platforms, cyber infrastructure, cloud computing, artificial 

intelligence applications and real-time settlement systems means that future financial 

stability will depend not only on financial resources but also on technological capability 

and operational preparedness (Arner, Buckley, & Zetzsche, 2023; MAS, 2024; OECD, 

2024). Future recapitalisation frameworks should therefore incorporate operational 

resilience requirements alongside traditional capital measures. 

Notwithstanding its contributions, the study remains conceptual and policy-

oriented in nature. Future research may extend the analysis through empirical 

investigation of the relationship between recapitalisation, market concentration, 
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liquidity, financial inclusion and capital market performance within Nigeria and other 

emerging economies. Comparative empirical studies examining the effectiveness of 

proportional regulation and risk-based supervision across different jurisdictions would 

also contribute significantly to the literature. Additionally, future research may explore 

the interaction between recapitalisation, fintech innovation, artificial intelligence 

governance, cyber-security resilience and capital market development in increasingly 

digital financial environments. 

In conclusion, the central message emerging from this study is that 

recapitalisation should not be viewed solely as a solvency-enhancement mechanism. 

Rather, it should be understood as part of a broader regulatory architecture aimed at 

promoting resilience, investor protection, financial inclusion, operational resilience and 

sustainable market development. The proposed Nigerian Risk-Based Recapitalisation 

Framework provides a practical pathway through which these objectives can be pursued 

simultaneously. By aligning prudential requirements with institutional risk 

characteristics and market functions, the framework offers a forward-looking approach 

capable of strengthening the resilience, competitiveness and long-term sustainability of 

the Nigerian capital market in an increasingly complex and interconnected global 

financial system. 
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