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IN ECOIIrAS COUNTRIES:
A COMPARATNTE AI{ALYSIS
.

By

Benji C. Onyido

Acting Deputy Director, Research Depaftment,
Central Bank of Nigeria, Abuja.
Interest rates play a crucialrole

in the efficient allocation o{ resources aimed at facilitating
growth and development of an
economy, and as a demand man_
agement technique for achieving
both internal and external balance.
Interest rate policies have been
arnong the most contentious of the
economic adjustment strategies
pursued in developing countries.
While programmes of financial liberalization aim at eliminating interest rate controls, there is no set
mechanism for attaining positive
real interest rates. The experiences
of many developing countries,
however, point to rhe importance
of the initial state of the economy,
in particular the macroeconomic
condition and the quality of pru_
dential regulations over the financialsystem.
This paper reviews the expe_
riences of developing countries in
the management of interest rates,
with emphasis on ECOWAS countries. While the Anglophone coun_
tries have adopted independent
interest rate policies overtime, the
Francophone members of the

lights the characteristics of interest rates in developing countries
and the requirements for a success-

ful interest rate reform. part
reviews the

III

expiences of selected

ECOWAS countries - Nigeria and
Ghana in the Anglophone zone,
as well as Cote d'lvoire and Sen-

egal in the Francophone zone,
while Part IV offers some concluding remarks.

Benji C. Onyido
Acting Deputy Director, Research Dept.
Central Bank of Nigeria

market rate reflects the cost at
which financial institutions may
obtain liquid funds in the market,
while the government bond yield
is indicative for the cost of longterm loans.

PART ONE
THE ROLE OF INTEREST
1.1 Adequacy and Structure
RATES
of Interest Rates
Interest rates perform several
A key elementin any effortto
important functions in that they
evaluate the adequacy of a given
influence a broad range of ecolevel of interest rates should be to
nomic decisions and outcomes.
check whether these rates are
They are similar in scope to the
positive in real termsl. A positive
influence of other economy wide
real interest rate indicates that
prices such as exchange rate and
nominal rates are rising faster than
the basic wage rate. As the reward
the rate of inflation while a nega_
for accumulating financial assets
tive real rate is a reflection of hlgh
and foregoing current consumpand rising inflation relative to the
tion, interest rates influence the nominal rate
of interest. Thus. de_
willingness to save. As a cost of
cisions on savings, borrowing and
capital, interest rates influence the
allocation of wealth between finan_
demand for loanable funds by difcial assets and goods involve a
ferent types of borrowers, includ_
comparison of the nominal rate of
ing private economic agents. The
return on financialassets with the
West African Monetary Union
discount rate reflects the cet at
rates
at which prices of goods are
(WAMU) have shared similar exwhich monetary authorities pro_
expected to increase. It remains
periences - a common currency
vide funds to the monetary system
to
add that low and stable infla_
(the CFA franc), a central bank
and indicates the monetary poli_
tion favours financial sector devel_
(BCEAO) and common monetary
cies being pursued. As market inopment. Moderately positive real
policies. The paper is divided into
terest rates are tied to it, changes
interest
rates are desirable as ex_
four parts. In Part I, the roles of,
in the discount rate produce im_ tremely
high real rates can cause
and factors affecting interest rates
portant announcement effects on
distress
among
borrowers and, by
are discussed while part II highthe credit market. The mone
extension among financial institu_
v
The real interest rate is defined as the
nominal rate of interest corrected for expected
inflation.
]
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tions, as well as constrain investment spending. Besides, if a coun-

try is hoping to attract foreign private capitalflows, domestic rates
should exceed international rates
in order to encourage investors to
borrow in the international markets.

The structure of interest rates
is equally important in evaluating
the appropriateness of a sYstem
of interest rates. Interest rates on
savings instruments (and lending
rates as well)should differ according to their intrinsic characteristics,
such as their riskiness, liquidity and
convenience of use' Velds on savings instruments (and loan rates)
should be positively related to their

riskiness and negatively related to

their liquidity. A term structure of
interest rates that offers insufficient
refurns to longer mafuritY dePos-

its could reduce the availability of
term finance for investmentUnder comPetitive conditions,
the spread between lending rates
and the average cost of loanable

funds should be just enough to
cover costs, risks and normal Profits. Large spreads indicate, in
rnany cases, the lack of comPetitiveness or government interuention in the financial markets'
Sometimes they reflect high intermediation costs, often arising from
a large portfolio of non-Performing loans or high oPerating costs'
In such cases. the spreads will most
likely resuh in low deposit and high
lending rates, with an inaPProPriate division of risk.

L.2 tmpact of lnterest
Rates on Economic Grourth
Interest rates can have a substantial influence on the rate and
pattern of economic growth bY
influencing the volume and disPosition of saving as well as the volume and ProductivitY of invest28
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ment. The theoretical basis for the
use of interest rate policy in stimulating investment is informed bY
the Keynesian investment theory
aswell asthe McKinnon and Shaw
savings and investment hYPothesis. The Keynesian th,"'.9 implies
that low interest rate, as a component of cost of funds, encourages borrowing for investment.
McKinnon and Shaw, on the other
hand, view administered low interest mte asdetimentalto increased
savings and hence investment demand. They argue that high interest rate induces savings which can
be thannelled into investment
while the phenomenon of negative real interest rate over a Prolonged period of time results in
negative consequences of which
include discouragement of savings
(as the true oPPortunitY cost of

capital is rarelY reflected),

misallocation of resources, credit
rationing bY government, and the
promotion of financial or market
dualism and capitalflight. It needs
be emphasized that the rate of
economic growth tends to be
Iaster in countries with relatively
well developed financial institutions and structure- An efficient
financial market {aciiitates intermediation of funds bY making Possible the transference of resources
from the surplus-spending units to
the deficit-spending units via the
interest rates mechanism, thus facilitating growth.

l.3a Interest Rates

and

Macroeconomic StabfitY
As has been noted, interest
rate policies have imPortant implications for the conduct of demand management Policies' For
example, the level and strucfure
of interest rates affect the abitity
of monetary authorities to maintain control over the rate of do-

1
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mestic credit exPansion' An integrated interest-sensitive financial
market would permit the use of
open market oPerations (OMO)
and discount rate mechanism
which constitute Potent tools of
rnonetary management.
Equally important is the imPact
which interest rates can have on
the balance of PaYments. High
rates of interest have the Potential to reduce aggregate demand
in the economY, therebY discouraging imports while encouraging
capital inflow and stemming outflow o{ mpital. It needs be stressed,
however, that the relationshiP between interest rates and caPital

flows cannot be divorced from
exchange rate issues, moreso as
international capital flight is encouraged the more over-valued a
particular domestic cunencY is'
Market interest rates influence
public sector revenues and exPenditures. High interest costs induce
a rationalisation of public expenditures while increased savings

generated through enhanced
yields could provide the authorities with a potential source of rev-

enue by way of taxes on interest
income. Positive real rates of interest also tend to stimulate the
demand for government securities

by the non-bank Public' with
salutory implications for monetary

management.

1.4

Factors Affecting
Interest Rates
Perhaps, a discussion of the

factors affecting interest rates is
necessary at this Point for better
appreciation of interest rate policies adopted bY governments.
Some of the factors include savings, investnent. inflation, government spending, monetary PolicY
stance, taxation and exPected rate
of devaluation.
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The price of any factor of production (land, labour and capital)
in a market system is determined
by the forces of supply and
demand. Saving constitutes the
supplv of credit while investment
represents the dernand for credit.
Thus an increase or decrease in
either of the two partly determines
the level of interest rates.

Inflation reduces nominal
value, hence lenders tend to in-

October,/December.. I 997

increased demand for money
which tightens liquidity and leads
to a rise in interest rates.
Other factors that affect interest rates include the term structure

(long-term funds attract higher interest mtes than short-term fuueds);
differentials between domestic and

international interest rates;

oliqopolistic structure of the inter-

bank market and insolvencv of
financial instifutions.

crease their real rate of interest by

their own expected rate of inflation in cy:der to compensate for
the loss in real value of theirmoney
arising from the inflation. Borowers are willing to borrow when it

is realised that goods purchased
through the loan will appreciate
by a factor of their expected inflation.

PART TWO
INTERRST RATE MANAGE.
MENT IN DEVELOPING
COI.'NTRIES
Interest rate policies, as an integral part of monetary policy, are
employed to facilitate the mobilization of domestic financial re

sources, stimulate economic

Government fiscal operations
growth, promote price stability
influence interest rates. Governand efficient resource allocation,
ment demands credit to finance
as well as attract foreign capital
fiscal deficits. The private sector
and curb capital flight. The effecis crowded out in the process, partiveness of the policies would,
ticularly when deficits are financed
however, deperrd among other
by the banking system, thus exfactors on the savings habit, the
erting an upward pressure on inspread of banking facilities, and
terest rates. In addition, monetary
availability of alternative financial
I policv, through expansions
and
assets.
contractions in the money stock,
can influence interest rates. Thus
2.1 Characteristics of
a restrictive monetary policy may
Interest Rates in Developing
lead to a rise in interest rates while
Countrles
an expansionary stance may re_
Studies by international and
sult in lower rates of interest. The
regional organisations including
combined effeclof income tax on
the International Monetary Fund
both the borrower and the lender
(lMF), World Bank and African
raises the market interest rates as
Centre for Monetary Studies
the borrower's demand for credit
(ACMS) in the 1980s indicated
rises and the lender's supply of
that most developing countries of
loanable funds falls. Sustained
the world (those in Latin America,
depreciation of the exchanqe rate
Asia and Africa) were characterleads to specr-dative activities in the
tzedby low and rigid interest rates,
foreign exchange market such that
administered by governments.
expectations about fufure deprewhich when conected for inflation
ciation and inflation affect pric_
were negative in realterms.
ing decisions of economic agents.
One of the reasons aclcluced
The channel of causation is the
for the prevalent low interest rate
29

structure in developing countries
is the immature status,-and in
some cases virtual absence, of

financial markets. Other important considerations include the
desire to increase the level of
investment and promote growth
of the private sector, obtain social
optimum in resource allocation.
keep financial costs down to avoid

possible inflationary effects of
interest rate liberalisation, as well
as lessen the burden of domestic
debt service on the govemment.
These arguments have, however. been punctured by various
studies and research findings.
Firstly, McKinnon and Shaw have
shown that real intqrest rates reduced below market equilibrium
levels will no doubt increase the
demand for investment but will
decrease acfual investment. since
at low interest rates insufficient
savings will be generated to finance
these investments. Secondly, available evidence also tends to contradict the assumption that selective reductions of interest rates to
preferred sectors of the economy
will significanfly improve the allocation of resources. In most cases
in which this hypothesis was
tested, results show that the effect
of seiective credit policies on
groMh and investnrent is minimal.
They key problem is that of the
fuqgibility of money, which makes
.it very difficult
to ensure that funds
are in fact used for their original
purposes. Thirdly, on the possi_
ble inflationary impact of interest
rates liberalisation. available esti_
mates of the ratio between finan_
cial costs and total production
costs indicate that financial costs
rarely exceed 10 per cent of the
total. Thus, the direct effect of an
increase in interest rates on
production is likely to be small.
Moreover. this increase will not
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necessarily be completelY Passed

on to consumers, as Price increases should redice demand.
Furthermore, interest rate increases are likely

to reduce the

hoarding of goods. therebY in-

creasing aggregate suPPlY.
Fourthly, the policY of low interest rate structure. adopted to minimise government's debt service
burden, has encouraqed governments to borrow from the banking system, especially the central
bank to {inance budget deficits,
with adverse imPlications for
macroeconomic stabilitY and Private sector growth.
. Crowing recognition of the
harm that administered interest
rates can cause has led manY governments to give market forces a
bigger say. Thus. governments in
developing and develolrd countries alike have deregulated interest rates as a major comPonent of
a broadly conceived Prograrrne
of financial reform. [n most L-atin
American countries (for examPle,
Argentina, Brazil, Chile, UruguaY,
etc.), lib€ralisation of interest mtes
has been accomplished. ln Asia,
Korea and MalaYsia have since the
mid-1970s maintained Positive
real interest rates. Presently, the
wave of financial sector reforms
seems to be sweePing across the
continent of Africa. In the West
African sub-region, Nigeria and
some other countries are vigorously restructuring their financial
systems, aimed at imProving the
functioning of their economies.

2.2 Coping with Liberalization
ln attempt to reform the financial sector. aimed at eliminating
interest rate controls and achieving positir,e real interest rates on
bank deposits and loans. countries
have adopted different strategies
which produced desirable results
30

in some and disastrous consequences in others. This underscores the need to evolve aPpropriate strategies that will assist de-

veloping countries embarking on
financial sector reform, including
those in the West African sub-region, to avoid certain Pitfalls and
hence ensure a successful transition.
In terms of sequencing,
macroeconomic stabilization and
stringent bank supervision must
occur before complete interest rate

Iiberalization. Macroeconomic
stabilization entails the elimination

icit-financing through the
banking system, keePing moneY
supply growth in check, minimal
inflation and extemal current accor.rnt equilibrium. Maintenance of

of

def

adequate banking, regulatory and
supervisory standards is essential
fol ensuring the viability and heahh

of the banking industrY. Besi&s.
interest mte liberalisation would be

ineffectual without them
ln terms of specific interest
rate stntegies, two tYPes of situations rnay be considered: low Lnflation and unacceptably high inflation. A gradual Programme of

interest rate liberalization that
maintains positive real rates can
proceed in the low-inflation countries, provided that banking supervision is strong and effectively enforced and that demand-management and other Policies are aP
propriate to maintain economic
stability. Wlthin this group, countries with relatively long periods of
price stability. achieved largely

through sound and credible
macroeconomic Policies, are good
candidates for fuIl interest rate lib
eralization, subiect to a strengthened system of Prudential regulations over the banking sYstem.
In high-inflation countries a
strong and credible stabilization

Fogramme and an equallY strong
set of prudential regulations are
generally the best initial PolicY
measures. In this reganC, Postpon-

ing the removal of interest rate
regulation may be apProPriate
until the monetarY situation has
been stabitized and banking super-

vision strengthened. A high-inflation country that has alreadY
deregulated interest rates can
strengthen the system of Prudential countries over the banking sector and implement a shong and
credible stabilization programme
that will stimulate the private sector. In the interim. if interest rates
appear out of control, it maY be
necessary to re-regulate nominal
interedt rates and maintain them
at positive real rates. Controls on
lending rates can then be removed
only after confidence in the banking system is restored. Policies
aimed at price stabil?ation be-ar
fruit and the financial position of
the business sector imProves.

PART THREE

THE EPERIENCE OF
SELECTED ECOWAS
.
COUNTRIES
ln this part, the exPeriences of
selected ECOWAS countries in thcuse of interest rates as a tool of
policy is reviewed. These countries
are Nigeria. Ghana, Cote d'lvoire
and Senegal. However, it is Pertinent to observe that while Nigeria

and Ghana have pursued independent policies, Cote d'ivoire and
Senegal as members of the West

African Monetary Union under a
common central bank, the
BCEAO, and with a common currency. have tended to share similar experience.
3.

f

Nlgeria

For most of the Period uP to
1986. the level and structure of

Vol.21 No 4

interest rates were fixed and administratively determined by the
authorities with periodic adjustments based on policy decisions.
In order to facilitate the flow of
domestic credit to priority sectors,
discriminatory lendlng rates were
fixed for loans and advances to
agriculture, manufacturing and
residential housing. The prevailing
rates were relatively low and often negative in real terms. The
rediscount rate did not play any
significant role in influencing the
cost and availability of credit, due
largely to its rigidity. The problems
of inefficient pricing and resource
allocation, lack of competition and
the underdevelopment of the financial markets. which attended
the policy at the time were among
the factors that made the adoption of deregulation a compelling
strategy.

Following the adoption of the
Structural Adjwtment Programme

in July 1986, a more
dynamic interest rate policy was
adopted. The policy of deregulation proceeded rather gradually
as the banks were allowed to
negotiate with their customers the
interest rates on time and savings
deposits above fixed minimum
levels while the lending rates were
adjusted upward subject to a maximum of 15.0 per cent. By August.
1987. allcontrols on interest rates
haclbeen abolished. With this. the
banks raised their deposit and
lending rates. The Central Bank,
however, continued to fix its minimum rediscount rate (MRR) to
indicate the desired direction of
interest rate changes. In line with
the new dispensation, the auction
system was adopted in late 19g9
for the pricing of treasury bills and
(SAP)

treasury certificates.

The transfer of public sector
deposits from the commercial and
31
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merchant banks to the Central
Bank in June, 1989 exeied further pressure on banks' liquidity
and interest rates. The tight liquidity situation in the banking system,

however, eased significantly in
1990. Despite the rapid growth
of domestic liquidity and the downward movement of the rate of inflation during the period, interest
rates did not decline, reflecting the
imperfections in the banking system. In the light of these distortions, it became evident that some
guidance was required for the orderly evolution of the financial

markets and the promotion of
growth and development of the
economy. Thus, an upper limit of
21.0 per cent was placed on
banks'lending rate in 1991 while
a lower limit of 13.5 per cent was
stipulated for savings deposit rate.
Despite the decline in nominalinterest rates during the period, real
deposit and lending mtes remained

positive through the year (see Table).

ln 7992, the ceiling on bank
iending rates was removed although banks were to observe a
maximum spread of 5 percentage
points between their average cost
of funds and their maximurn lending rates. fu a result, interest rates
rose steadily and steeply in line
with the movements of the rates
in the inter-bank funds market and
became increasingly negative as
the inflation rate ro-se. The upward
trend in market interest rates intensified in 1993. The spread between the average savings and
lending rates also widened generally, while inter-bank rates had
become distorted and highly volatile with the call rate averaging
110.0 per cent in mid-December,
1993 compared with the average

of 46.0 per cent at the end of
1992. The high interest rates

tended to discourage investments
while the volatile inter-bank rates
could not be conducive to the conduct of Open Market Operations
(OMO). Some of the identified
causes of the high interest rates
observed during this period included the huge fiscal deftcit of the
FederalGovernment and the consequent crowding out of the private sector in credit allocation:
deregr.rlation of interest rates which
conferred undue discretion on key
market players in pricing funds as
well as the arbitrating activities of
market speculators; high rate of
domestic inflation requiring compensating high nominal interest
rates; increase in the demand for
funds for the purchase of foreign
exchange; mopping up of the flscal deficit-induced excess liquidity

through the issuance of
stabilisation securities; distress borrowing by the insolvent banks and
the pervasive default in the money

market with consequent increase
in risk premium and penal rates.
These factors were accentuated by

the oligopolistic structure of the
banking system in which a few
banks constituted the major suppliers of funds in the inter-bank
funds market.
Against the background of the
above-mentioned factors, coupled

with the need to evolve a more
appropriate interest rate regime,
government decided to set the in_
terest rate strucfure of allfinancial
institutions lrom t994. Savings,/
deposit rates were fixed at l2-l1
per cent per annum while the
maximum lending rate was fixed
at 2l per cent (including all
charges). In the face of galloping
inflation and persistent depreciation in the Naira exchange rate.
what seemed crucial at the time

was the re-establishment of

macro€conomic statrility in order

,

;
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to ensure a more investor-friendly
regime. The improvements in government's fiscal operations as mirrored by the budget surpluses in
recent years. coupled with the
impact of liquidity management,
influenced the persistent decline in
inflation rate since mid-1995. The
regulatory authorities also intensified effort to dealwith defaults and
distress in the financial system to
enhance public confidence. This
included various failure resolution
options, including the liquidation
of terminally-distressed banks,
while the implementation of the
Failed Banks Decree(18)of 1994
provided an enabling environment
for sanitizing the system. Having

1980s with the decline in the rate
of inflation. Between 1991 and
L994, interest rates were Persist-

ently positive in real terms.

BY

comparison, Nigeria achieved rela-

tively low rates of inflation and
positive real interest rates between

1985 and 7987. Interest rates
were negative in real'terms in
1988 and 1989 and positive in
L990. They againbecame persistently negative between 1992 arfi

L996. The rate of inflation was
much higher in Nigeria between
1992 and 1995, compared with
that in Ghana. The rediscount rate
remained persistently high in
Ghana, relative to Nigeria, indicating tight monetary policY.

achieved some measure of
macroeconomic stability, interest
rates were again deregulated in
October 1996.

3.2

Ghana
As with Nigeria, the Bank of
Ghar"ra prescribed both the minirhum and maximum rates of interest before that country made
the transition to fully deregulated
rates, having successfully achieved

some measure

of stabilization.

Ghana also embarked on financial
restructuring programmes aimed
at restoring the viability of insol-

vent banks in order to imProve
tl-reir intermediation function. The

Non-Performing Assets Recovery
Law (1990) sought to remove
from the banks the burden of bad
debts and infuse new capital into
them to enable them restart normaloperations urder a new incentive.
Available data indicate that
Ghana witnessed galloPing infla-

tion between 1985 and 1987.
resulting in negative real interest
rates. However. efforts towards
achieving positive real interest
rates were eviclent in the late
.\L

3.3 Cote d'Ivoire and Senegal
Cote d'lvoire and Senegalare
two of the seven Francophone

countries of the West African
Monetary Union. The other members are Benin, Burkina Faso,
Mali, Niger and Togo. These countries have assigned the responsibility for conducting monetarY
policy to a common central bank,
the Banque Centrale des Etats de
l'Afriqr-re de I'Quest (BCEAO). The
common currency in use, the CFA
franc, which is freely convertible
and pegged to the French franc
at a fixed rate. has provided an
anchor for the economic and financial policies of member countries. These countries enjoyed the
advantage of exchange rate stability. the CFA franc having been'
pegged to the French franc at a
rate of CFAF 50 per Fl for 45
years prior to 7994. Uttle wonder these countries anchored their
adjustment strategy on the exchange rate in an attempt to deal
with observed economic problems
which became evident from the

mid-1980s and included the
uncompetitiveness of the export

1
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and import substitution sectors.
The onetime 50 per cent deviluation of the CFA franc in January
1994 was to be supported bY the
common monetary policy of the
Union based on strict mles, aimed
at preventing an excessive suPPlY
of currency from fuelling inflation.
As shown in the accompanying Table, Cote d'lvoire and Senegal adopted the same interest rate
policy as an integral part of a common monetary policy. Thus, the
rediscount rate, deposit and lending rates remained virtually the
same for the period in review.

Compared with the non-CFA
countries, prices were not only stable in Cote d'lvoire and Senegal,
inflation was lower (single-digit)

resulting in positive real interest
rates throughout the period uP to
1993. Thereafter. inflation galloped. reaching 26.1 per cent in
Cote d'lvoire and 32.3 pe.r cent
in Senegal in 1994, reflecting the
impact of the currency devaluation
at the beginning of the year. Consequently, interest rates were nega-

tive in real terms.
An important challenge facing
most of the countries in the CFA
franc zone and their centralbanks
is to strengthen and deepen financial intermediation and rbduce intermediation costs, the objective
of which is to enable the banking
sector to play a larger role in mobilizing financial savings and supporting economic activity. Improving intermediation would require
that troubled banks are addressed
as well as the strengthening of the
legal and regulatory framework.
At this point. it is convenient
to draw a general comparison.
Under a common monetary arrangement, the monetary mechanism in the CFA zone is characterized by administered interest
rates. including preferential rates
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for priorip sectors, among other
characteristics. This is why the
level of interest rates is the same
not only for Cote d'lvoire and Senegal but for other members oi the
Union as well (Benin, Burkina
Faso, Mali, Niger and Togo). With
stable and low inflation, interest
rates have consistently been positive in real terms. By comparison,
Nigeria and Ghana have made interest rate reform a major component of financial sector reform.
This has engendered competition
among the banks although the
same cannot be said of the countries in the CFA zone. Real interest rates have been negative in
some years and positive in other
years, reflecting the relatively high
and unstable inflation in those
countries.

PART FOI.]R
CONCLUDING REMABKS
There are lessons to be learnt
from the fore-going text. Firstly,
it is important to avoid distortions
in relative prices if only to ensure
optimum allocation of resources.
In this regard, interest rate reform
should be a component of the
broad package aimed at facilitating financial intermediation and

monetary management, as well as
enhancing economic growth in
developing countries. The expected real interest rates must
therelore be positive in order to
prevent unproductive hoarding of
goods or the financing of economically unsound pro,ects.

Secondly. macroeconomic
stabilization and adequacy of bank-

ing, regulatory and supervisory
policies are pre-requisites for interest rate liberalization. Thus, interest rate management will have

to go hand in hand with an improvemenl in the financial position of government. Only after its
borrowing requirements are reduced to manageable levels will the
government be able to engage in
a meaningful interest rate policy.
It is important to underscore the
role of bank examiners and supervisors in ensuring the viability and

health of the banking industry by
way of monitoring of banks and
enforcement of banking regula-

tions and policies, incltrding
prudential guidelines, lending
limits, minimum capital adequacy, liquidity ratios, and so on.
Ensuring the soundness of the
banking system is essential for the
effectiveness of monetary policy,

moreso as the financial instifutions

constifute an important channel
through which monetary impulses
are transmitted to the real sector
of the economy. A healthy banking system is also essential for the
evolution o{ orderly interest rates
and improvement in the system's
intermediation f unction.
Thirdly, there is need to review, on a continuous basis, interest rate developments even after
liberalising with a view to ensuring that the level and structure of
interest rates are adequate and
consistent with policy objectives
and that the unfolding scenario is
suited to the circumstances of the
country in which the reform is taking place- Chile, for example, had
recourse to regulation when it became obvious that the high level
of interest rates were becoming
counter-productive. In Nigeria, a
return to regulation in 1991 and

the adoption of the policy of
guided deregulation between
1994 and 1995 became necessary following the need to evolve
orderly interest rates. The controls
on interest rates were removed in
October 1996 upon the achievement of a reasonable measure of
macroeconomic stability
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INTEREST AND INFIATION RIITES IN MGERIA AND GHANA

1986

1987

1988

1989

1990

1991

1992

1993

7994

1995

1996

10.0

100

72 75

14 50

17 50

13.50

13 50

23.50

33.00

20.00

30.00

26.00
35.00

13.50

20 50

18.50
26 0-0

18 50

18.50

72.75
26.00

33.00

45 00

n/a

950

950

14.0

14.50

16.40

18.80

14.29

16 10

76.70

1,2.30

72.60

10.10

75.7 5

17.00

17.58

16.50

n/a

a

21.32

16.32

23.53

23 75

28.73

n/a

9.25

10 50
12.00

17,50
19 20
25.50

16 30
18.40
25 58

25.80
25.70

25.50
21.70

29 80

36.10

3i.20

39 10

19.10
20 80

n/a

LJ,IJ

31.50

20.20
21 00
29.00

20.20
20 80

n/a

20 01
20.80
23 00

n/a

a

10 20
39 80

38.30
31 40

40.90
25 20

50
37 30

13 00
18.00

44 50

57 20
25.00

57 00
24 90

72 80
59 50

29 30

1985
I

Rediscount Rate
Nigeria
Ghana

Savings Deposit Rate
(Commercial Banks)

Nigeria

Deposit Rate
Ghana

Lending Rate
(Commercial Banks)
Nigeriar
Prime
Maximum
Ghana (average)

11.75

27 17

20 00

5.50
10 30

540

hrflation Rate
(Percen change over
previous year, calculated

from consumer Price indices)
Nigeria
Ghana

24 60

-7

10. 10

n/a

o
Sources, (1) lnternational Financial Statistics Yearbook. 1996
(2) Central Bank of Nigeria Annual Report (Various lssues)
(3) Bank o{ Ghana Annual RePort
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INTEREST AND INFIATION RAIES IN SENEGAL
AND COTE D,ruOIRE
1985
Rediscount Rate
Senegal
Cote d'lvoire

10 50
10.50

1986

1987

1988

1989

r990

1991

1992

1993

r994

1995

850

8.50

9.50

8.50

850

11.00
11.00

i 1.00
11.00-

11 00

9.50

12.50
12 50

10.50
10.50

i0.00

750

7.50

10.00

7.50

7.50 lApril)

5.25

5.25
5.25

6.42
6.42

700

7

700

.75

t/a

n/a

7.00

775

n/a

8.50

a

n/,a

n/a
n/a

n/a
n/a

11.00

1996

Deposit Rate
(Commercial Banls)
Senegal

725

Cote d'lvoire

7.25

6.08
6.08

525

7.00

lending Rate
(Commercial Banks)
Senegal

Cote d'lvoire

14 50
14.50

13.50
13.50

13.50
13.50

13.58
13.58

15 13
15 08

16 00
16 00

15.00
16.00

16.7 5

17.50

n/a

16.75

t7.50

t/a

n/a
n/a

13.0
1.90

6.20
9.70

-4.10
6.90

-1 80

0.40

690

0.30
0.80

-1.80
1.70

-0.10

-0.60

1.00

r/a

2.20

32.30
26.10

7.90

4.20

14.30

n/a

Inflation Rate
(Percen change over
previous yeal calculated

Irom consumer price indices)
Senegal

Cote d'h.,oire

o

r
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