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MONETARY AND BANKING POLICIES
IN THE 1995 FEDERAL GOVERNMENT BUDGET"*

By Dr. M. O. Qjo, Director of Research, Central Bani of Nigeria

INTRODUCTION

he central feature of a gov-

ernment budget is the
specification of a programme of
fiscal operations during a given
fiscal year. Such a programme
has a profound impact on the
economy, reflecting the size and

structure of revenues and ex- |

penditures, as well as the
magnitude and financing of the
budget deficit. Fiscal operations
are often used explicitly to in-
fluence the level and growth of
economic activity, the alloca-
tion of resources between dif-
ferent uses and the distribution
of income. However, govern-
ment fiscal operations usually
induce a rapid growth in ag-
gregate demand which has
adverse consequences on do-
mestic prices and the balance
of payments position. As a re-
sult, the fiscal programme in
the budget is usually supported
by other tools of macroeconomic
policy such as monetary and
exchange rate policies.

The focus of this paper is on
the role of monetary policy in
thebudget. Essentially, theaim
of monetary policy is to ensure
that the expansion in domestic
liquidity during a fiscal year is
consistent with the targets for
growth, inflation and the bal-
ance of payments. To achieve
this broad goal, monetary policy
in a budget attempts to stabi-
lize the economy, as well as
influence the efficiency of re-

source use in the economy
through the mobilization and
allocation of financial re-
sources. As expected, monetary
policy is a cornerstone of the
Federal Government Budget for
1995. The main objective in

this paper is to outline and

analyse the monetary
programme which forms part
of the macroeconomic policy
framework of the Budget. An
attempt will be made to explain
the background to the
programme framework, how it
is expected to operate and the
likely future policy direction.
Following this introduction, we
shall review the recent experi-
encein monetary management,
outline the monetary policy
measures in the Budget and
explain the modalities for
achieving the monetary policy
objectives. In the conclusion,
we shall touch on the factors
that are considered critical for
the success of the monetary
programme in 1995.

RECENT EXPERIENCE IN
MONETARY MANAGEMENT

It is instructive to discuss
briefly our recent experience in
monetary managementinorder
to appreciate the expectations
from the monetary programme
in 1995. The most appropriate
starting point of such a review
is 1988 when the so-called
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reflationary package was intro-
duced to stem the sagging
morale of the populace after
twoyears of austerity measures.
In the twoyears preceding 1988,
the stance of monetary policy
had been tight as required
under the adjustment
programme. Monetary and
credit expansion was modest
while the average inflation rate
was under 10 per cent (see
Tables 1-3). Following the re-
flation package in 1988, mon-
etary growth became excessive.
With the exception of 1989, the
growth of broad money (M2)
was above 30 per cent in each
year up to 1993. In 1993, there
was indeed a record increase in
M2 of 52.8 per cent. In 1994,
the increase in M2 is estimated
to be about 32 per cent. The
growth in M2 since 1988 has
largely been a reflection of the
movement in narrow money
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(M1), the target variable. The
growth of M1 ranged between a
low of 21.2 per cent in 1989

and a peak of 66.4 per cent in -

1992. During the six years
ending in 1993, M1 grew at an
annual average of 43.7 per cent
compared with the target of
16.9 per cent a year. In 1994,
preliminary estimates show
that the increase in M1 was
39.2 per cent which was almost
double the target rate of 21.4
per cent. The major factor in
the rapid monetary expansion
since 1988 has been the ex-
cessive growth in aggregate
domestic credit. It grew exces-
sively in 1988 and 1991-1994
when it recorded an average
increase of 49.9 per cent com-
pared with the target rate of
11.8 per cent. The upsurge in
credit to the economy in recent
years has been due largely to
the rapid increases in govern-
ment borrowing from the
banking system. Of the total
increase in credit to the
economy in recent years, the
government sector had ab-
sorbed not less than 75 per
cent. As a consequence, credit
to the government sector had
more often exceeded the targets
by wide margins. The bulk of
the credit to the government
sector was extended by the CBN
which on the average accounted
for roughly 80 per cent of total
credit to the government. Bank
credit to the private sector had
also grown significantly, butby
lesser magnitudes. Even then,
this could be linked with the
excessive government spending
which had enhanced the growth
of bank deposits and reserve
balances.

The monetary authorities
had, for the greater part of the
period, relied on the imposition

of credit ceilings on banks to
check the excessive growth of
domestic liquidity, but, as it is
well-known, this monetary
policy instrument had become
virtually irrelevant and its
gradual abrogation began on
1st September, 1992. The au-
thorities tried another instru-
ment - issue of stabilization
securities - which, as will be
discussed later, has not been
an ideal tool in the existing
environment. The CBN finally
moved to the modest applica-
tion of Open Market Operations
(OMO) from June 30, 1993.

The CBN's experiencein the
conduct of OMO in 1993 to
manage domestic liquidity was
a useful one in-spite of the
prevailing economic turbu-
lence. The banks responded
adequately to CBN's offerings
partly because of the contrac-
tion in the volume of activities
in the inter-bank funds market
and partly because of the sys-
tem of foreign exchange allo-
cation which encouraged banks
to accumulate high levels of
liquidity in short-dated Trea-
sury Bills to back up their de-
mand for foreign exchange. But
of greater significance was the
relatively attractive yields on
the securities. In 1994, how-
ever, the pegged interest rate
regime constrained the conduct
of OMO and the weekly primary
Treasury Bill auction, resulting
in the failure to sell the appro-
priate amounts of the Bills to
drain the excess liquidity in the
system. '

One consequence of the
disequilibrium in the monetary
sector has been the high vola-
tility in interest rate move-
ments. Interest rates moved
upwards under the influence of
several shocks. The first was in

1987 when all interest rates
were deregulated. The rates
which hitherto were adminis-
tratively fixed moved up vol-
untarily, but the resultant in-
terest rate levels were still
relatively low and generally
positive in real terms.
Expectedly, the deregulation of
interest rates engendered
competition among banks to
attract deposits. Subsequent
movements in interest rates
were largely influenced by the
increasing level of
macroeconomic instability and
distortions. In 1989, following
the withdrawal of public sector
deposits from the banks to the
CBN, there emerged a relative
scarcity of funds which induced
dramatic increases in interest
rates. Maximum lending rates
moved above the 30 per cent
level. The high rates persisted
until 1993 with aninterruption
in 1991 when an upper limit of
21 per cent was imposed on
lendingrates by the authorities.
Astheactions to control interest
rates in 1991 were largely un-
successful, the interest rate
regime was again deregulated
in 1992 and 1993 when maxi-
mum lending rates climbed to.
about 40-60 per cent. Inter-
bank funds rates climbed to
over 120 per cent. These high
rates induced the reimposition
of controls in 1994.

As indicated earlier,
macroeconomic distortions and
the response of the authorities
to these distortions helped to
sustain the high levels ol inter-
est rates since 1987. Among
the factors involved were:

(i) the crowding out of the
private sector in credit al-
location arising from the
huge government deficits
financed largely by the
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banking system;
the use of stabilization se-
curities to mop up excess
liquidity;
the increase in the num-
ber of insolvent banks
which engaged in distress
borrowing to stay afloat;
the skewed distribution of
bank reserves and the re-
luctance of liquid banks to
lend to banks with doubt-
ful credit rating;
the large incidence of
arbitraging, resulting in
layers of interest rate
spreads; and
the foreign exchange mar-
ket arrangement which
encouraged the tying up of
funds for market transac-
tions.
The overall effects of fiscal
imbalances, high monetary
expansion and volatile interest
rate movements on the real
sectors were unsatisfactory.
The increasing ratio of fiscal
deficit to GDP initiated the
distortions since 1988. The
rising fixing deficit was financed
by high-powered money which
induced rapid monetary ex-
pansion. This was a source of
high inflationary pressures
during the period. The persis-
tent exchange ratedepreciation
which emanated from the high
monetary expansion, as well as
highlevels of interestrates were
other sources of inflationary
pressures. Under these condi-
tions, real economic indicators
were below targets and failed to
engender the stability needed
for sustainable growth. For in-
stance, the growth of domestic
output began to decline rapidly
after 1990 under the adverse
influence of excessive demand
pressures. These affected also
the external sector as the bal-

(i)

(i)

(iv)

v)

(vi)

ance of payments position de-
teriorated further.

On the whole, monetary
management has been a night-
mare for the monetary authori-
ties since 1988. Most of the
time, intermediate monetary
and ultimate objectives could
not be attained. Monetary
management was to move {o
the market-based approach
whose implementation was
systematically phased out.
However, the apparent insta-
bility and frequent policy re-
versals constrained significant
progress in that direction as an
unusually large burden was
imposed on monetary control
to achieve below market in-
dicative targets. The economic
environment at the end of 1994
has, thus, made the demand
on monetary management in
1995 rather siringent. Among
other things, monetary and
banking policies in 1995
should:

(i) reduce drastically the ex-
cess liquidity in the sys-
tem;

prevent the emergence of a
new round of excess li-
quidity;

reduce drasticaily the rate
of inflation to a more ac-
ceptable level;

reduce pressures on the
external sector generally;
and

maintain a stable and ac-
ceptable exchange rate re-
gime.

(ii)

(iii)

(iv)

v)

THE MONETARY
PROGRAMME FOR 18985

The monetary programme
for 1995 is based on an alter-
native that is less than ideal,
but much better than the con-
tinuation of the unsatisfactory

situation of 1994. The ideal
monetary programme would
have been built on assump-
tions such as a rate of inflation
that is below 5 per cent, a bal-
anced budget and a growthrate
above 5 per cent. Given the
poor state of the economy in
the past several years, this
would be unrealisable in the
immediate future. It is consid-
ered more realistic to build the
programme on the following
assumptions: an inflation rate
of 15 per cent, a growth rate of
atleast 3 per cent and a modest
accretion to external reserves.
This alternative assumes that
the undesirable trends of recent
years would be gradually re-
versed through the implemen-
tation of relevant policy mea-
sures. Following from the choice
of this option, the targets of
monetary policy in 1995 in-

‘clude:

{ij,° an increase in narrow
money (M1) of 10.0 per
cent;
anincrease inbroad money
(M2) of 10.4 per cent;
an increase in aggregate
domestic credit (net)of 16.2
per cent;
anincrease in credit to the
private sector of 20.0 per
cent; and
an increase in credit (net}
to government of 14.2 per
cent.

To achieve these targets, the

CBN will, as in 1994, use as its

main instrument the conduct

of open market operations to
be coordinated with discount
window and reserve require-
ment policies. As will be ex-
plained later, the use of stabi-
lization securities will continue
although the instrument is still
regarded as a temporary one by
the monetary authorities. Other

()

(iii)

(iv}
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instruments of monetary policy

in 1995 are:

() amoreflexibleinterestrate
policy which allows finan-
cial institutions to main-
tain only a maximum
spread of 7!/, percentage
points between their de-
posit and lending rates
subject to a maximum
lending rate of21 per cent;
the continuation of efforts
to deal with defaults and
distress in the financial
system;
the continued use of credit
ceilings for banks which
do not meet the criteria
specified since 1992; and
the continuation of the
sectoral allocation of credit.

Most other monetary policy

measures in force in 1994 are

also retained in 1995 as out-
lined in Monetary Policy Circu-

lar No. 29.

(i1)

(i)

(iv)

OPERATIONAL MODALITIES
FOR MONETARY AND
BANKING POLICIES

After the review of the back-
ground to the present situation
of excess liquidity in the
economy and the expectations
from the monetary programme
in 1995, as well as the analysis
of the thrust, direction of the
targets and the instruments of
the programme, what remains
is to articulate the modalities
for ensuring that the various
monetary targets are achieved.
In this regard, we shall touch
on four main activity areas for
the monetary authorities:
dealing with the liquidity over-
hang, day-to-day liquidity
management, interest rate
management and dealing with
financial distress.

Liquidity Overhang

As indicated earlier, as a
result of the expansionary poli-
ciesgpf the last few years, an
excess liquidity now exits in
the economy. To start off the
fiscal year without further in-
creasing inflationary expecta-
tions and particularly to sup-
port the new foreign exchange
market mechanism, there is
need to reduce this liquidity
overhang to the barest mini-
mum level possible. The hub of
the new exchange rate regime
is the autonomous inter-bank
foreign exchange market (IFEM)
which is to be the market for all
transactions except those of
selected government transac-

tions. The exchange rate in the

IFEM is to be determined by
market factors. The CBN s,
however, to intervene in the

market with the aim of achiev-

ing an exchange rate which is
considered realistic in the light
of the prevailing market fun-
damentals. Initially, the aim
will be to prevent a precipitous
depreciation of the naira ex-
change rate in the IFEM vis-a-
vis the official rate through
demand management and
supply-sideinitiatives. Itis clear
that the CBN will, at this point,
not be able to intervene very
effectively on the supply side
because of the prevailing
shortage of foreign exchange.
Much will depend on effective
demand management by the

CBN. The monetary programme

for 1995 has thus taken action
toreduce the liquidity overhang
through the issue of stabiliza-
tion securities of N10 billion.
This will be in addition to the
continuing roll over of the ex-
isting stock of about N25billion.

Thislatestacticn of the CBN
has no doubt renewed the con-

troversies as to the appropri-
ateness of this instrument. In-
deed, the CBN had suspended
the active use of the instru-
ment since March 1993 in
readiness for the introduction
of OMO and the recognition of
its adverse side effects. The
phased repayment of the out-
standing stabilization securities
which have been rolled over at
maturity was to be considered
in 1994, but the problem of
excessive domestic liquidity
throughout the fiscal year pre-
vented action in that regard.
The intended phased repay-
ment of the securities out-
standing will continue to be
kept in view in the light of de-
velopments in the system'’s li-
quidity during 1995. The CBN
has, however, continued to pay
appropriate interest rates on
the outstanding securities. The
issue of stabilisation securities
is very effective in sterilizing
banks’ excess reserves, but
banks don't favour/the instru-
ment for the following reasons:
(i) Stabilisationsecurities are

illiquid, unmarketable

among banks and
undiscountable at the
CBN;

New issues tend to desta-
bilize banks’ portfolios;
The liquidity shocks pro-
duced by the issue of sta-
bilization securities cause
distortions in the interest
rate structure and inter-
bank operations; and
The allocation of the secu-
rities to banks on the basis
of their liquidity positions
may be inequitable and
could create liquidity cri-
sis for borderline banks.
The CBN itself has not been
comfortable wiili the se of the
instrument. Howcver, itshoul ™

(i)

(iii)

(iv)
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be made known that many cen-
tral banks, including those of
developed countries apply the
same instrument in various
guises or atleastreserveits use
for emergency purposes. Per-
haps, the challenge posed to
the CBN in this regard is how to
make the instrument accept-
able t banks while using it to
achieve the same objective. For
instance, stabilisation securi-
ties can be turned into a proper
money market instrument with
the attributes of statutory li-
quidity and marketability in
both the primary market and
the inter-bank secondary
market. They could also be
rediscountable or pledgeable for
discount window operations.
The issue rate would be at the
discretion of the CBN, attractive
and market oriented. These
conditions would be feasible as
soon as the interest rate regime
becomes more appropriate and
sustainable. If we envisage a
period when treasury securities
will become scarce as fiscal
deficits reduce, the develop-
ment of a CBN instrument, as
this reform points to, will en-
hance the use of OMO in the
system. However, the appeal of
the CBN is for cooperation to
restore economic stability
whichwill make it unnecessary
to continue to apply the in-
strument in its present form.

Open market Operations
If the liquidity overhang in
the economy can be eliminated
or reduced to the barest mini-
mum as indicated above, what
is left is to check the unneces-
sary growth of liquidity in the
course of the year. From mid-
i 1993, the CBN has applied
. OMO as an instrument for
' managing domestic liquidity on

a weekly basis. This will con-
tinue in 1995 and will be con-
ducted largely in government
securities a large proportion of
which is held by the CBN. OMO
will be coordinated with dis-
count window and reserve re-
quirement policies to ensure
the attainment of monetary
targets. Discount Houses will
also continue to be the main
intermediaries for the conduct
of OMO while they in turn will
as before engage in secondary
market dealings with other
dealers in the market.

It may be informative to ex-
plaininvery simple terms what
the CBN tries to do in the con-
duct of OMO. OMO by the CBN
involves the buying and selling
of treasury securities in the
secondary market with a view
to influencing the movement in
bank reserves which would in
turn impact on the other
monetaryaggregates, especially
interest rates, domestic credit
and the money supply. There
are three elements in the con-
duct of OMO. First is the de-
termination of the optimal de-
mand for bank reserves for
meeting the cash reserve re-
quirement, penalty deposits,
vault cash and cheque clearing
purposes. This optimal level of
reserves is determined in rela-
tion to the broad objectives of
macroeconomic policy as re-
vealed in the model of demand/
supply for money. Second is
the determination of the supply
of total bank reserves involving
the examination of the CBN
balance sheet regarding
changes in its foreign asset
holdings, credit to the govern-
ment and private sector and
other assets (net). Third is the
determination of the OMO tar-
get which is the difference be-

tween the supply and demand
for total bank reserves. If the
difference is positive, that is,
the optimal demand forreserves
exceeds the observed supply of
reserves, reserves must be in-
jected into the system by buy-
ing securities. If the difference
isnegative, thatis, the observed
supply of reserves exceeds the
optimal demand for reserves,
reserves must be sterilized by
selling securities. As principal
intermediaries through which
the CBN conducts OMO, Dis-
count Houses maintain current
accounts with the CBN through
which their transactions with
the CBN are either credited or
debited. Similarly, the banks
keep part of their reserves with
the Discount Houses for the
purpose of participationin CBN
OMO.

It should be observed that
the CBN has waited patiently
for an opportunity to effectively
use OMO to achieve simulta-
neously some intermediate ob-
jectives for stabilizing the
economy. If the situation is
stable, OMO will tend to
maintain the money stock, in-
terest rates and exchangerates
at sustainable levels that will
achieve price stability, desirable
output growth and acceptable
balance of payments position.

First and foremost, OMO,
as shown earlier, will aim at
influencing reserves in such a
way as to maintain the desired
growth path for the money
supply. OMO will also attempt
tokeep short-terminterestrates
within some desirable band. As

soon as the inter-bank funds

market becomes stable, the
inter-bank rate could be an
acceptable bench mark for such
rates and would be appropriate
if other rates in the system
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move in close sympathy with it

_and if the demand for credit is

responsive to the movement in
interest rates. Also, OMO will
attempt to stabilize the naira
exchange rate by ensuring that
the liquidity in the economy is
brought to a level compatible
with the equilibrium exchange
rate. Of course, the equilibrium
exchange rate is one that is
also compatible with a certain
level of inflation, output and
external reserves. To sustain
the equilibrium exchange rate,
the monetary authorities will
also undertake sales and pur-
chases of foreign exchange in
the foreign exchange market.

Ultimately, the efficacy of
OMO in the control of liquidity
in 1995 would depend to a large
extent on the success of inter-
estrate management. The need
toavoid an abruptderegulation
of interest rates as in the past
and as implied in the Budget
would suggest that the demand
for credit would remain strong
for the first few months of the
fiscal year, especially to cover
the larger naira amounts
needed to purchase the appre-
ciated foreign currencies. The
situation would change if fiscal
and monetary conditions per-
mit the interest rate regime to
besustainable andin alignment
with developments in the for-
eign exchange market which
could then witness an appre-
ciating naira exchange rate. All
these revolve around commit-
ment to macroeconomic sta-
bility.

Interest Rate Management

- Government faced a difficult
choice regarding the direction
of interest rate policy in 1995.
With the macroeconomic dis-
tortions in 1992 /1993 and the

ensuing hikes in interest rates,
there was justification for some
kind - of intervention to
normalise the interest rate
structure in 1994. In the event,
however, the monetary au-
thorities experienced difficulties
implementing the administra-
tively fixed interest rateregime.
The private sector demand for
credit became excessive and in
combination with the over-
valued exchange rateincreased
the demand for foreign ex-
change. Underlying pressures
on the already weak balance of
payments position also inten-
sified. Furthermore, the pegging
of the treasury bills issue rate
made it difficult for the CBN to
effectively apply OMO, which
was supposed to be the major
instrument of monetary man-
agement.

In consequence, one option
for interest rate management
in 1995 would have been to
allow interest rates to be fully
market-determined. If this had
been done in the midst of the
distortions that induced the
substantial increases in inter-
est rates observed in 1992 and
1993, another round of in-
creases in the rate would
probably take place with all the
adverse effects. With the expe-
rience of hindsight, the choice
of the interest rate policy for
1995 based on the fixing of a
maximum lending rate and
specification of a maximum
spread between the maximum
lending rate and deposit rate is
predicated on the need to free
interest rates gradually pend-
ing the emergence of the nec-
essary conditions for total de-
regulation. However, to sustain
the policy direction for 1995,
concerted efforts should be
made to restore macroeconomic

stability as underlined by the
fiscal and monetary
programmes in the 1995 Bud-
get. In particular, there is need
to:
() effectively control the
growth of domestic liquid-
ity to bring down the rate
of inflation;
reduce the banking
system’s financing of the
fiscal deficit to prevent the
crowing out of the private
sector;
review developments so as
to achieve greater
synchronisation between
interest and exchange
rates; and
apply moral suasion, ef-
fective monitoring and ap-
propriate penalties for non-
compliance with guide-
lines.
[n the medium to long-term,
the monetary authorities
should adopt a dynamic ap-
proach to interest rate man-
agement. As the financial
markets are likely to be im-
perfect for sometime to come
and given also the important
role of interest rates in increas-
ing savings and investment we
should get used to the idea of
some minimum intervention to
influence interest rate move-
ments. But the aim will be to
progressively deregulate inter-
est rate determination. One
approach that was adopted by
the CBN in the past is to specify
a maximum spread between
the average cost of funds to a
bank and its lending rate,
leaving it to determine the lev-
els of other rates in the struc-
ture. This approach is largely
market-related, but it may be
difficult to monitor as the cp-
erators may find it difficult to
calculate the costs of funds asz ¢

(i)

(iii)

(iv)
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required. In the final analysis
when optimum conditions
prevail in the economy and the
financial markets in particular,
the most acceptable approach
is to apply relevant monetary
policy instruments to influence
interest rates indirectly. As in-
dicated earlier, since the in-
terest rate is an important in-
termediate variable which af-
fects savings and investment,
it should, as much as possible
be free of encumbrances.

Checking Financial Sector
Distress

The issue of financial sector
distress has become rather
delicate. But it is clear that
dealing with this problem will
contribute immensely to the
success of menetary and bank-
ing policies in the 1995 Budget.
One is aware that the CBN and
NDIC take this matter seriously.
With regard-to banks, the two
institutions have determined
the financial condition of each
distressed bank and appropri-
ate actions have been agreed
on the modality for dealing with
defaults and distress in the
system to enhance general
confidence. At present, some
proposals by the two institu-
tions are being considered by
the government. Indicative of
the solutions to be considered
by the CBN and NDIC were the
' setions taken in 1994 which
¢ icluded take over, restructur-
i ing and outright liquidation of
izrminally distressed banks.
Recently, the issue of sanctions
against directors, officers and
borrowers whose actions re-
sulted in the plight of banks
had been addressed in a new
decree whose provisions will be
resolutely implemented in
1995.

Similarly, the CBN has con-
tinued to study the peculiar
problems of the finance com-
panies and taken some actions
pending the finalisation of the
design of a comprehensive
framework for more effective
supervision and optimal reso-
lution of the problems of dis-
tressed finance companies. This
framework is to be applied in
1995. It may be of interest to
note that the number of finance
companies declined from 752
in 1993 to 722 in 1994. During
1994, 19 finance companies
had their licences revoked while
11 had their Approvals in
Principle cancelled. Conse-
quently, there are now 291 fi-
nance companies with full li-
cences and 431 with Approvals
in Principle. In December 1994,
the CBN made some amend-
ments to the revised guidelines
for finance companies. These
were:

(a) the reduction, with effect
fromJanuary 1, 195 of the
Minimum Borrowing Limit
for finance companies from
N100,000.00 to
N50,000.00; and

the granting of forbearance
to finance companies in
the implementation of the
Prudential Guidelines. Fi-
narnce companies are now
granted a four-year period
to write-off shortfalls in
provisioning for risk as-
sets, subject to the condi-
tions that (i) accumulated
under-provising as at De-
cember 31, 1994 shall be
amortised overa maximum
period of 4 years and (ii)
pro-rated accumulated
shortfalls in provisioning
shall be charged together
with the current year's
provisions to the profitand

(b)

loss account for the year
before any appropriation
is made to statutory re-
serves, dividends for share
bonus issue.

CONCLUSION

The paper has discussed the
role of monetary and banking
policies in the achievement of
the objectives of the 1995
Federal Government Budget.
On the basis of the objectives of
the Budget and recent experi-
ence in monetary managemernt,
the expectations- from the
monetary programme for 1995
arerather stringentand include
the elimination of excess li-
quidity and effective control of
domestic liquidity so as to re-
duce the inflation rate signifi-
cantly and the pressures on
the external sector to engender
exchange rate stability. The
monetary policy measures and
their modalities were also ex-
amined.

The monetary programme
for 1995 is relatively more
grounded than in 1994 and
can effectively support the
Budget. However, the fiscal
programme should also be a
support to the monetary
programme with particular re-
gard to ensuring that the Fed-
eral Government borrowing
requirement from the banking
system is strictly adhered to.
The capability of the Federal
Government to implement the
fiscal and monetary
programmes appears greater,
but effective monitoring is
necessary to allow for appro- |
priate fine-tuning in the course
of the fiscal year.
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TABLE 1
MONETARY AND CREDIT TARGETS AND ACHIEVEMENTS
(PERCENT)

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 19942/
T A T A T A T A T A T A T A T A T A T A T A
Money Supply M1) g 8.2 6.5 8.7 78 (45 118 173 150 423 146 212 130 447 146 328 243 664 200 546 214 392
Credit to Domestic Economy 10.5 7.2 4.9 8.7 125 44 274 8.1 222 95 (14.1) 13.1 173 106 463 132 730 175 759 94 545
Credit to Private Sector 4.8 7.4 59 128 27.0 84 141 133 169 107 37 158 184 164 237 177 347 200 166 326 880
Credit to Government 15.0 7.1 4.3 59 2.1 1.5 103 25 285 83 (33.1) 109 183 0.0 825 7.7 1096 146 1207 0.0 412

Banks' Loans & Advances by Purpose

Commercial banks
Highly Priority Sectors: 75.0 68.2 754.0 684 780 692 500 419 500 454 500 460 500 462 500 486 5HOO0 474 500 532 700 600
Agriculture 10.0 88 120 100 150 118 150 129 150 153 150 153 150 159 150 157 150 148 150 164 180 163
Manufacturing 360 275 350 263 440 416 350 29.1 350 30.1 350 307 350 303 350 329 350 326 350 368 420 363
Other Sectors 25 318 250 316 220 308 500 581 500 546 500 540 500 538 500 514 500 526 500 468 300 400
Exports 1/ 100 7.4
Merchant banks <

High Priority Sectors: 79.0 59.1 790 615 79.0 62.1 /50.0 457 500 578 500 548 500 573 500 581 500 613 500 597 700 698
Agriculture 5.0 4.4 6.0 5.7 8.0 72 100 77 100 115 100 143 100 146 100 147 100 151 100 147 130 145
Manufacturing 410 319 410 316 560 453 400 380 400 463 400 405 400 427 400 434 400 462 400 450 450 444
Other Sectors 21.0 409 210 385 210 379 500 543 500 422 500 452 500 427 500 419 50.0 387 500 403 300 302
Exports 120 109

Note: Data in brackets are negative numbers

T = Target

A = Achievement

1/ Exports are classified 1inder High Priority Sectors
2/ Provisional
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TABLE 2
SELECTED INTEREST RATES (END - DECEMBER)
(PERCENT)
1984 1985 1986 1987 1988 1/ 1989 1990 1991 1992 1993 1994 2/
'l‘teasmy Bills Issue Rate 8.5 8.5 8.5 11.8 11.8 16.4 175 14.5 21.0 28.0 12.5
Treasury Certificates Rate (one year) 9.0 9.0 9.0 12.3 12.3 16.4 18.2 15.0 22.0 28.3 13.0
Treasury Certificates Rate (two years) 9.5 9.5 9.5 12.8 12.8 17.3 18.5 15.5 22.5 28.3
Minimum Rediscount Rate 10.0 10.0 10.0 12.8 12.8 18.5 18.5 15.5 17.5 26.0 13,5
Commercial Banks (Deposit Rates)
Savings 9.5 9.5 9.5 14.0 14.5 16.5 17.8 14.0 16.1 16.7 12.2
Time Deposits Maturing in
3 months 9.8 9.3 9.3 14.9 13.4 19.5 19.8 15.2 20.8 23.6 13.2
6 months ) 9.5 9.5 9.5 15.3 12.1 203 20.4 16.1 22.3 233 13.4
12 months - 9.8 9.8 9.8 15.8 143 20.8 209 16.5 22.1 24.0 13.8
over 12 months 10.0 10.0 10.0 15.8 14.3 20.8 219 16.5 20.5 28.0 13.8
Merchant Banks (Deposit Rates)
' Time Deposits Maturing in
3 months 145 252 219 18.2 38.8 377 14.0
6 months 15.0 26.6 23.1 18.8 38.6 38.6 14.4
12 months 15.5 272 24.4 19.0 36.6 39.1 14.7
over 12 months 15.5 27.2 254 19.4 35.1 39.8 14.8
Commercial Banks (Lending Rates)
Prime 12.5 9.3 105 175 16.5 25.5 26.0 20.2 29.8 36.1 20.2
Maximum 13.0 11.8 12.0 19.2 17.6 25.7 26.5 21.0 31.2 39.1 21.0
Merchant Banks (Lending Rates)
Prime 16.5 29.8 28.5 20.9 4.4 59.1 20.8
Maximum 176 29.8 29.0 21.0 48.1 61.5 21.0

1/ Computation of deposit and lending rates for merchant banks started in 1988.

2/ Provisional
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TABLE 3
MACROECONOMIC INDICATORS
(PERCENT)
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1/
Fiscal Deficit/GDP Ratio 4.2 4.3 10.3 4.2 8.5 7.9 8.3 11.2 10.1 12.3 9.8
CBN Financing of Deficit 0.0 27.0 75.1 245 75.3 70.1 824 91.6 85.2 61.7 83.4
Growth of Broad Money (M2) 11.3 10.3 1.3 33.2 33.3 8.2 40.5 32.8 49.1 52.8 32.3
Growth of GDP -5.1 9.4 3.1 -0.5 9.9 7.4 8.2 4.7 3.6 2.6 1.8
Inflation Rate 39.6 5.5 5.4 10.2 38.3 50.5 7.4 13.0 46 57.2 60.0
Average (N/$1.00) Exchange Rate Depreciation 2.2 14.0 485 56.4 12.5 38.4 11.8 15.8 42.7 21.8 0.6
Balance of Payments Position: 0.4 0.3 5.7 (18.3) (20.8) (23.0) (5.8 (15.8) (101.4) (42.1) (27.3)

Surplus (+)/Deficit (-){=N= billion)

Note: Data in brackets are negative numbers

1/ Provisional
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