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MONETARY AND FINANCTAL SECTOR PO LICIES IN THE YEAR
2OOO BUDGET OF THE FEDERAL GOVERNMENT OF NIGERIA
BY
DR. M. O. OJO
DIRECTOR OF RESEARCH

CENTRAL BANK OF NIGERIA

INTRODUCTION

T

I
I

ne Nigeriar ecooolny

It is against this background

witnessed some anxious

of potential instability in the

moments during the

economy early.ih the fiscal Year
2000 that thamonetary and financial sector policies of the CBN
have to be examinedl. In the following analysis, an attemPtwillbe
made to appraise the abilitY of the
f
monetary

1999 fiscal year. Severe Pressures built-uP in the economy
mainly because of the exPansionary fiscal policy of the Federal
Government during the first five
months of the year. This was accompanied by high monetary expanson as the huge government
deficit was financed largelY bY the
CBN. This was exacerbated bY
the transfer of government sector deposits to the banks and the
resultant increase in theirfree reserves. However, as fiscal discipline was restored in the'second
half of 1999, the Pressures on the
exchange rate and domestic
prices moderated signifi cantlY'

However, the economY
faced renewed pressures and
some uncertaintY towards the
end of the y'ear as the CBN
gradually relaxed its tight monetary policy and the Budget 2000
was not considered earlY bY the
National AssemblY.

and inancial

programme

to stabilize the

economy and influence the efficiency of resources utilization
through the mobilization and
allocation of financial resources.
The paperis organised into seven
sections. Following this introduction which is Section 1, Section 2,
undertakes an evaluation of financial sector and general economic
conditions during fiscal 1999. The
highlights of the 2000 monetary
programme and other financial
sector policies are Provided in
Section 3, while Section 4 contains a brief appraisal'of the implementation of the 2000 monetary
programme upto MaY, 2000. The
major channels for imPlementing
the monetary and fi nancial sector
policies in the remaining Part of
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2000 are discussed in Section 5.
Section 6 outline the trust of the

proposed Stand-By Arrangement (SBA) with the lnternational
Monetary Fund (lMF), while Sec-

tion 7 summarizes and concludes the paper.

2.

EVALUATION OF FINANCIAL

SECTORAND GENERAI.
ECONOMIC CONDITIONS
DURING FISCAL 1999

2.1 Thrust of Economic and

The highlight of the 1999
economic programme of the
Federal Government was the
commencement in January of
Staff Monitored Programme
(SMP) with the IMF which was
aimed at domestic Price and exchange rate stdbilitY, as well as
encouraging Private sector-led
growth. The Programme Priori-

ties for the Year were the

,|

package, the two sets of
Athough the CBN's Monetary POlicy Circular No. 34 for Yeac 2000 was released much earlier than the fiscal
measures should be considered as a sirtgle economic policy package for the fiscal.year.
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achievement of a minimum of 3
per cent overall growth in the
non-oil Gross Domestic Product
(GDP), maintaining a single digit
inflation rate, as well as Promoting employment grow'th. These
targets were broadly in line with

the slance, of the

Federal
Governemnt Budget for fiscal
,r

ooo

gradual increase in the world price
of crude oil coupled wilh visible discipline in the fiscal operations of
the Federal Government in the second half of the Year helPed to mainmacroeconomic stability, not-

tain

withstanding the lifting of the direct
monetary PolicY instruments in the
latter part of the Year bY the Central Bank of Nlgerla. Further de-

velopments in sectoral

2.2 Review of

Sectoral
Economic Performance

Economic PolicY imPlemen-

tation went-off track during the
first five months of 1999 largelY
because of the unexpected large
fiscal deficit of the Federal Governmenr aristng from its determination to Prosecute successfullY
the political transition programmg
of the new military administration'

This and the raPid imPiementation of the PolicY transfer
public sector dePosit with tha
CBN to the banks resulted in ex-

cessive growth of domestic
liquidity and corresponding pressures in the economy The CBN
haC. once again, to resort to the

use of direct monetary Policy instrument, notablY, the mandatory
issuance of soecial treasury bills
(STBs) to banks and the requlrement that banks should Provide
200 Per cent treasury bills cover
for their foreign exchange demand at the Autonomous Foreign Exchange Market (AFEIvl)'
in addition to providing the initial
cash backing. lncrease in the
Minimum Rediscount Rate, cash

reserve ration and minimum liquidity ration were effected, but
were not adequate to stem the
growth of domestic liquiditY The

iv.

Pe

rfor-

mance during the Year are outllned
below:
i. Broad MoneY (Mr) a n d narrow lVloneY (M,) increased bY

31.4 Per cenl and199Per
cent, respectivelY, comPared
with t h e targets of 10 0 Per
cent and 4.1 Per cent and the
23.3 Per cent and 20 5Per cent
recorded in 1998.

ii. provisionaldata

showed that the

fiscal oPerations of the Federal
Government in 1999 resulted in
an overall budget deficit
amounting to 8.4 Per cent of
GDP comPared with the deficit
equivalent to 4 7 Per cent of
GDP in 19998. The bulk of the
deficit was incurred in the first
five months of the Year'
iii. The estimated growth in real
GDP was 2 7 Per cent in 1999
as against 2.4 Per cent in 1998'
Agricultural Production was
estimated to have increased bY
3.3 per cent compared with 3 1

per cent in the Previous

Year,

while the lndex of industrial Production fell bY 3 6 Per cent'
reflecting the lower Performance
of the mining sub-sector' Manufacturing caPacity utilization
edge uP slightlY from 34 9 Per
cent in 1998 to 36.0 Per cent in
1999.
17

The inflation rate assumed
a downward trend from June
until Decemberwhen the rate
was 6.6 Per cent compared
with 1 0.0 Per cent in 1998'
The reduced inflationary Pressures could be attributed to

the restoration of normal
supplY of Petroleum Products'

increased food suPPlY and
complementary f iscal and
monetarY Policies.

The

overall balance of

payments Position showed a
deficit of 3.1 Per cent of GDP
as against 7.8 Per cent of
GDP in 1998.
vi. lncrease demand Pressures
in the foreign exchange

market, due to the Persistence of domestic and exter-

inancial

imbalance,
induced signif icant dePreciation in exchange rates. How-

nal

f

ever, the Parallel Premium
which was 4.1 Per cent in
1998 declined to 3 0 Per cent

in 1 999

gross

external
TeseTve were estimated to be
US $5,450 miliion at the end
of December 1999, compared wlth US $7,'1000 million
at the end- December 1998'
At the level in December
1999, the gross reserve could
finance 7.6 montns of current
foreign exchange disbursements, compared with 9.2

vii. Nigerias

months in 1998.

viii. Under the

SM

May '1999, all
were missed.

P ending !n

benchmarks
ln contrast,
performance under the JulY -

April/June.2000
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999 programme
was sig nificantly bener as
most of the benchmarks
were met, including those on
December

1

3, HIGHLIGHTS OF THE
MONETARY PROGRAMME
AND OTHER FINANCIAL
SECTOR POLICIES IN THE
20OO FISCAL YEAR

gross offrcial reserves, domestic financing of the Federal
Government and the net do-

mestic assets of the CBN

)1

Overall Economic
Situation

Overall, economic performance was mixed in 1999. The

pressures in the domestic
economy, induced by excessive
government spending during the

first five months of the year
eased considerably owing to the
implementation of complemen-

tary fiscal and

monetary

policies. Also, mainly due to the
significant improvement jn agricultural production, the inflation
rate moderated persistenfly to a

single digit by endDecember
1999. But, industrial production
continued to be constrained by
infrastructural inadequacies.

The growth performance as
measured by the increase in the
GDP, though slightly better than
in 1998, remained inadequate to
address the mounting problem
of unemployment and poverty in

the country. The persisting
growth of domestic liquidity remained threat to the macroeconomic environment. The problems of over-dependence on
crude ojl exports, the dearth of
foreig n direct tnvestment inflow
and huge external debt burden
continued to increase the vulnerability of the economy to efrernal shocks. The 2000 Budget,

ward if monetary conditions improve so as to reduce transac_

The primary objective

of

mon-

etary policy in fiscal 2000 is the

3.1

i).

borrowing institutions, holding of
government debt instruments
and other eligibte first class

Policy Measures for
Short-Term Liquidity
Management

securities approved by the CBN.

Open Market Operations
The conduct of

OMO

re-

mains the major instrument of

the CBN will continue to encourage other financial institutions to
undertake the underwriting of the
primary issues of treasury bills.

lnterest Rate Policv

Interest rate policy will respond to changes in market conditjons and generally in conso-

iD

ments through its intervention
rates on various money market
assets such as the MRR, and the
stop rate at the weekly tender for

Treasury Bills.

ReserveRequirements

dress these problems.

per cent but will be reviewed down-

monetary

iv)

short-term liquidity management.
OMO will be conducted weekly in nance with the prevailing marke!
short-dated government securilies based technique of monetary
'
at the secondary market, while the managemeht. CBN will influence
discount houses will continue to act the levels and direction of
as principal dealers in the market, changes in interest rate move-

programme was designed to ad_

the

mum liquidity ratio applicabte to
both commercial and merchant
banks will remain at 40.0 per
cent, but will be reviewed downward as the problem of excess
liquidity abates.

sustenance of domestic price stability. The maintenance of ex- iii). Discount Window
ehange rate stability and generat
Operations
achievement of external balance
are considered critical for sustain_
Discount window operaing domestic price stabillty. The tions of the CBN will continue
to
grow,th in domestic liquidity will be support the
regular instruments
restrained to achieve the basic ob_ of short{erm
liquidity managejective of monetary policy. The ment.
Transactions at the CBN
moneta ry policy measures for window
will be conducted in the
2000 are functio na lly classified form of
short{erm, largely overbelow.
night loans, coljateralized by the

The cash reserve requirement applicable to only the. com_
mercial banks will remain at 12.0

particularly

tron costs to the banks. The minr-

18

As in the recent past, the
CBN will place emphasis on
creating a more com petitive
financial environment through
giving encouragement to the

Volume 24 N3 2
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introduction of alternative savings instruments at comPetitive
can lnrates in which the Public
ln this regard, the Bank will

en1988 to imProve the financial
and
vironment for monetary PolicY
to
nt
me
encourage the govern

vest
investcontinue to encourage
bY
ment in treasurY securities
also
non-bank Public and will
pursue initiatives to strengthen
the community banks to attracl
savings and enhance credii
s
deliverY to m icro-ente rPrise '
These actions will tend to
reduce the Persisting widespread between bank dePosit
rates'
and maximum lendlng
v)

Abolition of Direct
Monetary lnstruments

The mandatorY

sa

le of

banks
Special TreasurY Bills to
Treasury
and the requirement on
exBill cover for banks foreign
were dischange demand which
in 1993
mantled bY the CBN late
2000
will not be reintroduced in

3.2

PolicY Measures for
Medium to Long-Term
LiquiditY Management

ln order to comPlemenl
addresscurrent efforts aimed at
liquiding the Problem of excess
itv in tne economy ano Promot(

are being worked out

Policy Measures on - the
credit Operations ot

source lts long-term financing

Banks

needs from the capital market

3.3

ImProvement of the
Financial Environment

As in the Past' onlY banks
crlteria
vrhrcn meet the speci{ied
credit
will be allowed to grant new

As in the recent Past the

inCBN will Promote a vibrant
end' comter-bank market To this
are
mercial banks' liabilities that
requlresubiected to cash resei've

ment wlll exclude the banks

(net) in
collateralised placements
the inter-bank market including
the
the discount houses Also
ftnancial secCBN will sanitize the
tor to eliminate the remalnlng
pockets of fina ncial dlstress'

3.4 Policy Measures to
Promote

Structural

Changes in the Financial
Sector

A number of

structu ra I
chanqes have in the recent Pasi
lo
been Promoted bY the CBN
of the secrmprove the efficiencY
tcr. Tnese include the introoucticn

oi
of discount houses, fine-tuning

abofacilities in 2000 While the
sectoral allocation of

lition of
specicreciit and adherence to
fied orace Period on agricultural
,oanl will remain 'n 2OOO, banks
sPirit
are enjoined to abide bY the
guidethat led initiallY to those
lines.

There is an amendment to
the Agricultural Credit Guarantee Scheme (ACGS) The
Scheme's capital base is raised
from N 10O million to N1 0 billion
to enhance effective management of the exPanded Scheme'
The loan limit under the Scheme
is also raised from N5,000 to
loans'
N2O,0O0 for unsecured
000
and from N100,000 to N500
for secured loans Io individuals
to
as well as f rom N i 0 mrllion
borN5.0 million for corporate
ii
rowers. A refinancing scheme
for the
to be established to cater

banks
the functions of merchant
scale
needs of medium and large
merchant
and the conversion of
to commercial banks' among borrowers.
the
,n"reased financial savings
others. ln continued Pursuit of
Fedconso- 3.6. lncrease in the Minimum
CBN will explore with the
those obiectives and in
Paid-uP CaPital
to isthe CBN
eral Government the need
nance with global trends'
Requirement of Banks
Certifithat
sue the National Savings
will allow merchant banks
While the minimum Paid-uP
term seto
cate, a medium-to-long
meet the necessary conditions
banks' capital requirement for existing
curitv of 3-5 Years maturilY
convert to commercial
mil1998'
a clear banks will remain at N500
taken
has
Bank
which was aPProved in
the
Also,
the miniwork with
of universal lion (introduced in 1990,
SimilarlY, the bank will
oo.'iion on the issue
with a
mum Paid-uP caPital requirement
in
the Federal Government
banking. lt has approved Prrnbanks has been raised
view to resuming the floatation
tnl introduction of universal for new
rel- to 1.0 billion with effect from
"ior"
of Federal government DeveloPianXing in Nigeria and the
in
January 1, 2000
ment Loan Stocks susPended
evant guideline for its operations
19
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APPRAISAL OF
MONETARY AND
FINANCIAL
OPERATIONS,
JANUARY - MAY

4.2
2OOO

Economic activities have
been largely subdued since the
beginning of the fiscal year
mainly because of the delay in
actualizing the Budget for 2000.

4.1 Policy

Changes

Following the release of
the CBN's lvlonetary, Credit,
Foreign Trade and Exchange
Policy Guidelines for 2000 Fiscal Year (lvlonetary policy Circular No. 34), two amendments
have been announced. On April
11, 2000, the CBN's Minimum
Rediscount rate (tVlRR) was reduced from 18.0 per cent to 17.0

Macroeconomic
Developments

Owing to the delay in the
passing of the 2000 Appropriate
Blll by the Natronal Assembly,
Federal Government fiscal operations were ionducted in a
cautious manner during the first
four months of the year. Dunng
the period, Federal Government
retained revenue amounted to
N286.8 billion which was 122.1
per cent above the provisional
budget estimate. Total expenditure stood at N122.0 billion, indicatrng a decline of 28.4 per cent
below the budget estimate. The
fiscal operations of the Federal
Government therefore resulted in
an estimated surplus of N.164.g
billion Between January and April
2000.

per cent. lt would be recalled
that the IvIRR had been reduced
Monetary operations re_
from 20.0 per cent to 1g.0 per
sulted in lower monelary expancent in November 1 999. The resion. Provision data showed that
duction in the MRR was reflecM2 increase by 3.2 per cent at the
tion of the persistent easing of
end of May, while M1 increased
economic and market condiby 7 .7 pet cent. The growth in
tions characterised by declining
M1 and hence M2 was due to the
inflation rate and the increased
significant growth in foreign as_
inflow of funds into the banking
sets (net) of the banking system.
system. On April 26, 2000, the
Although most interest rates insecond amendment was ancreased during the period, they
nounced, involving a reduction
remained positive in real terms
in the cash ration for commeras the inflation rate moderated
cjal banks from 12.0 to 11.50 per
downwards. ln spite of the incent and the minimum liquidity
creased demand for foreign exration for commercial and ,merchange ty banks, transactions in
chant banks from 40.0 to 35.0
CBN's OMO were boosted sugper cent. The action ofthe CBN
gesting the sustained competiwas in line with the continuing
tiveness of the instrument as an
positive developments in the
investment outlet. Average yield
economy and the need to endeclined from 17 .O per cent in
hance activities in the financial
'1999 to 16.2 per
cent between
markets.
January and May. But average
20

bids and sales stood at N40.1
billion and N30.2 billion, com_
pared with N 15.2 billjon and
N14.0 biltion in 1999.

ln the real sector, output
growth was sluggish although
the oil sector output recorded a
significant growth. The most
notable development was the
fall in the inflation rate from 6.6
per cent at the end of 1 999 to
an estimated 2.7 per cent at the
end of May 2000.
ln the external sectot the
positive developments in the oil

sector boosted the external
payments position. The aver_
age oil price stood at US$27.53
per barrel by the end of May,
compared with US$.18.0 in De_

cember 1999. The nation,s
stock of external reserves stood
at US$6,759.7 mijlion at the end

of May

compared with
US$5,450.0 mitlion in December 1999. As a result of the in_
creased pressures in the for_
eig n exchange market, exchange rates in all the seg_
ments of the market depreci_
ated slightly relative to the level
in December 1999.

4.3

Outlook for the Rest of

2000
It is expected that as the
Budget for 20OO becomes operational, government activities
will pick up significanfly. How_
ever, fiscal policy is likely to re_

main prudent as long as the
projected deticit of 2.5 per cent
of GDP is not exceeded.

It should be observed,
however, that the monetization
(spending) of oil receipts is in

vo ume 24 NO
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itself expansionarY as it Puts
preisure on domestic liquiditY,
external resources, exchange
rates and domestic Prices in the
short-run. The increase in the
minimum wage and PumP Price
of will also induce inflationary
pressures in the rest in the rest
of the year. ln the circumstances,
monetary PolicY will be tightened
up appropriatelY.
MAJOR CHANNELS FOR
THE IMPLEMENTATION
OF MONETARY AND

FINACIAL SECTOR
THE
POLICIES I
SECOND HALF OF 2OOO

N

For the rest of 2000, a suc-

cessful imPlementation of the
monetary Programme will depend on what the CBN does in
its key areas of monetary oPera-

tions, as well as developments
in the rest of the economy The
main issues are discussed below.

5.1

hang in the banking sYstem. This
devetopment was also a reflection of the increasing Popularity
of the Treasury Bill TheCBNwill
pursue efficient application of the
instrument in the rest of 2000'
However, OMO is an instrument for day-to-daY management
of domestic liquiditY and maY not

succeed in addressing the Problem of an entrenched excess liquidity in the sYstem. Herice, the
CBN has made ProPosals,
adopted bY the federal government in the last three Years, for
the introduction of medium to
long-term instruments to be used
not only to reduce the excess liquidity in the economY but to mobilize savings for domestic investments. The instruments already
proposed bY the CBN are the National Savings Certificates and
the resuscitation of the Federal
Government DeveloPment
Stocks. These would a lso
enhance activities in the Capital

[/arket. Similar instruments'
OPen Market OPerations

There are three asPects of
OMO that are vital for its effectiveness. The first is that the
rates on OMO securities should
be competitive relative to rates
on other instruments in the sector. As a result of the increased
dynamism of CBN's interest rate
management in the past one
year, which saw their treasury bill

issue rate rise to record levels
before the slight downward adjustment late in 1999, activities
in the OMO market increased
tremendously and helPed to suP
port actions to address the Problem of the huge liquiditY over-

other than government securities,
could be introduced in the future'

The CBN is hoPeffl that such
instrument will be introduced as
economic activities Picks uP'
The third asPect of the OMO
instrument is the need to have an

optimal regime of reserve requirements and discount window
operations. Both the cash reserve
requirement (CRR) and minimum
tiquidity ratio (MLR) are currently
on the high side in sPite of the
recent reduction in these ratlo'
The CBN will adjust the ratios further downward when the monetary conditions are aPProPriate'
When this haPPens, banks trans21

action costs would decline and
should enhance credit oPerations for productive activities. ln
the same vein, changes in the

Minimum Rediscount Rate
(MRR) and volume of discount
window oPerations will aPProPriately comPlement other shortterm policy insti'uments to signalthe direction of interest rate
changes and helP to forestallthe
emergence of excess liquiditY
situations. However' if reductions in the CRR, MLR and MRR

are effected in an inaPProPriate
financial environment, there will
be sustained inci'ease in the
money suPPlY which Put more
pressure on external reserves
and the foreign exchange market, dePreciate the naira exchange rate and ultimately result in higher domestic Prices
This explains the cautious aPproach of the CBN to this issue.

5.2

INTEREST RATE
MANAGEMENT

lnterest rates are central to
the conduct of monetary Policy'
Any instrument that is aPPlied bY
the Central bank subsumes a
particular interest rate for its success. As indicated earlier, the

CBN has in the last one Year
employed the interest rate management as an active instrument
of liquidity management and resources mobilization and allocation. ln this regard, the Bank has
made the MRR the nominal an-

chor for its interest rate Policy
by evolving an MRR, which is
related to dePosit and lending
rates through the control of the
supply of and demand for bank

ApnUJune 2000
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reserves in its OMO, so as to
establish a 0esirable spread between the I\,4 RR and the market
rate of interest (inter-bank rate).
However, the Nigeria financial
markets are still not sophisticated and sufficiently competi-

tive to elicit the

correct

responses promptly. Hence the

CBN has become

more
pragmatic in its interest rate
management, while creating the

appropriate environment for a
more responsive interest rate
policy which will transmit the
correct s ig nals from CBN's
actions to market rates.
The impression created in

certain quarters is that the
interest element is perhaps the
dominanl and over-riding cost
factor in the production process,
hence the call for drastic administrative reduction in lending

rates. There

is,

however,
evidence rhal interest cost is
insignif icant when compared
with the high cost of imported
inputs and structural deficiencies in the production process
which need to be tackled to improve capacity utilization. Besides, studies have shown that
real interest rates. reduced below market equilibrium levels,
will only increase the demand
for investment but will decrease
actual tnvestment, since at low
interest rates it is difflcult to gen-

erate sufficient savings to finance investments and growth.

Thus, while the rnonetary authority is equally desirous of the
need for lending rates to decline
1o stimulate productive activities
and facilities the resumption of
growth, it is clear that resolving

the root problems in the financial
sector can only be effectively addressed through a gradual approach. lndeed, the CBN has
Jately intensified the use of moral
suasion, which has led to the
commitment of banks to support
the small-scale industries in the
economy. lt is also making efforts
towards reviving the community
banks as
viable instrument
for funding rural and community
enterprises.

I

dustry, including the commercial,
merchant and community banks,

finance houses and indeed the
development finance institutions.

The CBN has also set in
motion a strategy to induce appropriate structural changes in

through its immediate environment, the financial sector, there
is no gain saying that the sector

the financial sector, such as approvals for the conversion of
merchant to commercial banks,
as vr)ell as the proposed introduction of universal banking in the
counlry. Another welcome development that will improve the financial environment is the increase in the CBN's surveillance
activities which has resulted in
the prompt imposition of penalties on erring operators. This
trend will be sustained in the rest
of 2000.

must be sound and stable. ln this
regard, remarkable achievements

5.4

a

5.3 lmproving the Financial
Sector Environment

Since monetary policy is
transmitted to the economy

Consistency of Economic
Policies

were made in the last one-year
to improve the financial sector
environment in Nigeria. The per-

Needless to say that other

sistent destabilising factor in large

economic policies should

fiscal deficjts financed mainly by
the CBN has been curbed since
the second half of 1999. The prospects of sustaining this trend appear good as the relationship

complement the current monetary and financial programme.
Less burden will be placed on
monetary policy if other economic policy measures are directed at achieving short{erm
goals of macroeconomic stability and medium to long-term
goals of improved economic
groMh, external sector competitiveness and poverty alleviation.

between the Bank and the
government in that regard has be-

come more friendly. With this
development, the use of
destabilising direct instruments
for monetary management will be
unnecessary. Those instruments
that were introduced last year fol-

lowing the surfeit of fiscally induced liquidity expansion were finally dismantled late in 1999.
Similarly, the problem of distress
in financial sector has been
substatially addressed. In the outstanding issues in the banking in22

.i....;r-

2! No

As these issues are the subjects
for presentations by other facilitators, the only aspect discussed

below relates to the thrusts of
such sectoral policy measures:

(i). Real sector

po

licy

measures should bedesigned to reduce the bot enecks in the production

2
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e

the
enabling environment to ehhance adequate suPPlY
response to policy actions
f\ileasures are also needed
to imProve the utilization of

system and

Pro vi d

installed industrial caPacity'
External sector PolicY measures should be, made to
enhance our external comto
petitiveness

(ii)

so as

increase foreign exchange
earnings. This can b e
achieved through greater
regional integration in the

ECOWAS REGION'
greater efforts at export
diversification and Promotlng an increase in caPital
inflow, especiallY through
increased foreign direct
investment.
(iii)

Fiscal oPerations of the
various tiers of government
shoold be rationalized and
strengthened through noninflationary financing of

deficits, enhancing the
revenue efforts of the state
and local governments and
particularlY bY strengthening the Personal income
tax administration.
(iv)

is need

to
and
strengthen data suPPlY
dissemination to enhance
economic
efficiency

There

in

management. There is
urgent nee d to enhance
the capacity of keY PlaYers
in data generation and dissemination, such as the
Federal Office of Statistics,
National PoPulation ComStatistical
ission

and

to support increase in domestic
credit the bulk of which will be
extended to the Private sector'

Departments of government m inistries and
parastatals.

Also. as already indicated in the
CBN's monetary Programme, the
regutatory and supervisory services will be strengthened, while
the stability of the foreign exchange market will be Pursued'

6. THE PROPOSED STANDBY
ARRANGEMENT (SBA) WITH

THE INTERNATIONAL
MONETARY FUND
It is necessary to mention

th'-e

SUMMARY AND
CONCLUSION

7

current negotiations between
Nigeria and the IMF as the
agreed Programme of economic

This PaPer has reviewed

policy will affect the monetary and

the monetary and financlal Sector policies of the CBN during the
2000 fiscal Year. lt also dis-

other economic PolicY measures
in the 2000 fiscal Year. To Nigebe
ria, the Proposed SBA should
examined from both the historical perspective and the neces-

sary conditions for sustainable
economic growth to resume' For
nearlY one decade, the countrY
has not had anY formal relationship with the multilateral institutions, especially the IMF Such
formal relationship is a condition
for reducing some of our economic difficulties especially the
huge external debt overhangs
and inability to attract appropriate volume of forelgn capital inthis
flow. The ProPosed SBA is, in

regard, a welcome develoPment
from which the countrY should
maximize its net benefit in the
interest of the economY This will
also enhance international confidence in the economY The economic reform Programme under
the SBA is broadlY in line with the
main thrust of the Federal Government Budget for fiscal 2000
aland the monetary Programme
The
ready released bY the CBN
monetary Programme under the
SBA will attempt to reduce the
groMh of IiquiditY, but will ensure
thal real interest rates will decline

cussed the issues and Problems
of implementation of the policies'
As in the Past, the CBN's monetary and financial sector policies
were designed to manage short-

term and medium to long-term
changes in liquiditY' imProve the
financial sector, streamline the
credit operations of the banks
and strengthen their caPltal
base. The macroeconomic environment remained stable in the
flrstJive months of 2000 As"Public sector activities increase in the
second half, domestic Pressures
will incr6ase necessitating tighlfolening of monetary PolicY The
lowing are the concluding observations of the PaPer:
(l)

ln order

to

create the

conducive environment
for open market oPerations, there is a need for
the introduction of medium to long- term securities to eliminate t h e
persisting Probiem of

excess liquiditY in the
economy. Also,there
should be an optlmal

23
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regime of reserve requireinterest ratepolicy
ments and minimum rediscount rate. As monetary (iii) The CBN would pursue the
conditions jmprove, both
important goal of making
the CRR and MLR woutd
the financial sector sound
be reviewed downward to
andstable
effective

reduce the tra nsaction
costs to banks;

(il)

The CBN would continue
to be proactive and pragmatic in its interest r a t e
management by, among
other things, creating the
appropriate en v i ronment
f or a more responsive

for

transmission o f its monetary policy. CBN's financing of government fiscal
deficit should be curtailed
which will make the use of

direct monetary control

in-

struments unnecessary.
The elimination of distress
in the financial sector and

substance of appropriate

24

structural changes in the financial sector are furthe
steps of promoting financial
sector stability; and

(iv). Other economic policies
should complement the
monetary and financial
programme, especially in
the areas of maintaining
nlacroeconomic stability,
improved economic

groMh, external sector
competitiveness a n d
poverty alleviation
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billion comprising its share of
Federation Account of N457.0
billion, independent revenue of
N50 billion, privatisation proceeds of N20.0 billion and share

of VAT of N9.8 billion. Other
components of the reta!ned revenue of FederalGovernment include Education Tax of N5.5 billion and Customs Levies of N6.1
billion.

increasing expenditure on consumption may reduce productive
capacity of the economY. The
Budget provided the sum of
N341,526.5 million or 52.3 Per
cent of total exPenditure for recurrent spending. SeventY Per
cent of this amount is on noninterest payment compared with
92 per cent in 1999. CaPital expenditure on the other hand
would constitute 47 .6 per cent of
total expenditure compared
39.0 per cent in 1999 and 60.5
per cent in 1998 (Figure 1). lt is
important to note that a significant portion of this amount will
be on acquisitioh of asset, which
constitutes 62per cent of investment expenditure. S
per cent of total capital expenditure or N139,2Q9.6 million.will
be spent in the Economic Sector while N35,613.4 million or
11.4 per cent is allocated to road
development. lf faithfully implemented these allocations in
growth inducting sector of the
economy will contribute significantly to growth in domestic output.

ernment share of ecological fund
and N0.6 billion drawdown on toll
gate account. These adjustments
will bring the overall budget deficit to N96.5 billion representing
about 2.5 per cent of GDP. The
deficit is to be financed using a
combination of borrowing from the
domestic financial markets and
borrowing abroad particularly, the
multilateral institutions.

3,4 FederalGovernment
Expenditure
The total expenditure of the
Federal Government for the year

PART III

4

0

Analysis of Federal
Government Budget

2000 has been projected at
N653, 1 35.5 million, representing

an increase of N303,331.8 over
the 1999 estimates. As a percentage of GDP, government expenditure will be 16.7 per cent
in the preceding year. The higher
level of expenditure reflects increase in personnel cost the
implementation of poverty alleviation programme and the substantial allocations to the revamping of infrastructural facilities. The expenditure comprises
recurrent of N341, 526.5 million
of which N100,000.00 million is
for domestic debt service, and
capital expenditure of N31,608.8
million (Table 2).

4.1

Revenue Estimates

The budget projected oil
receipts at N1,340,000 million
which is 79.5 per cent of totalfederally collected revenue compared
to N759,000 million or 76.1 per
cent of total in 1999. Estimated
collections from oil sector was
60.6 per cent in 1998 The revenue estimate shows clearly that
the country has not succeeded in
breaking the economy's direct dependence on crude oilexports,as
economic diversification over the

4.3 Measuring

years lras been minimal. This

Deficit

makes the budget extremely vulnerable to international price of.

Cash based measures of
the budget deficit can be quite

crude oi!.

3.5

Overall Balance

misleading since govern,ment lndirectly resorts to the use of arrears to cope with difficulties. ln
the Federation Account there are
arrears on JVC cash calts and
externaldebt service, which has
accumulated over the years.

4.2 Composition
With a projected expendire of N653.1 billion and refiscal opergtions of go{/emment
will r€sult in a deficit of N104.7
However; expenditure will

reduced by N4.0'billion ad-

jystment on deferred custom
duty, N3.6 billion Federal Gov-

of-Federal
nt
Expe.nditure
Governme

'r
The contribution of public expenditure to growth and standard
of livirtg depends on its composition; Expenditure on basic infrastructure in trdnsport, power and
other essential govemment services enhance growth, whereas
34

the Budget

.

This means that fiscaldeficit has
been consistently underctated.
Similarly, personhel costfor FederalGovernment staff

at N129 billion in the budget may

have been underestimated

the road to fiscal discipline in order to avoid severe macroeco-

tions.

nomic consequences. Firstly, persistent budget deficit may not be
compatible with the maintenance
of low inflation. Secondly, the budget is extremely vulnerable to international interest rates and
prices crude oi!. Hence, expected

4.4

surplus from crude oil prices in
excess of $20 per barrel can vanish if oi! prices decline. Thirdly, if

given the new minimum wage
approved recently. tf the approve.d salaries and wages were
not adequately provided for in
the Federal Budget, government
fiscaldeficit may exceed projec-

Financing the budget
deficit

ln spite of the expected
drawdown on foreign loans to finance the deficit, it is important
for government to persevere on

the deficit is debt financed, the cost
of domestic debt service, which is
now market driven, willcontinue to

pressure on the budget. This
though non- inflationary can also
crowd out private investment.

,35

5.0 Concluding Remarks
lf price of oil in the i
market continue to rise
budget expectations and
diture does not rise in tandem,
nance is likely to constrain
achievement of most of the
jectives of the budget. However,
there is need to strengthen
ministrative capacity so that
get policies can be mgnitored

Real sector policy measure
should also be faithfully
mented to remove the
necks in the production
and to provide the enabling
ronment to ensure adequate

lly

response to policy

${

z!fo

FIGURE

N

1

o

,
E

Federal Government Recurrent and Capital Expenditure as Per Cent of GDP

E

18

16

14

12

I

o
o

1

0

(0
(D

o

s I
6

4

2

0
1

996

1

997

1

I 999

998

Year

fi

{i

l

-

Recurrent

-

Capital

Total

2000

TABLE

1

FEDERATION ACCOUNT OPERATIONS (BUOGET ESTIMATESI 1998.2000

(N'MILLION)
1998
(1)

SOURCES

OIL REVENUE
Governmenl Crude
Pelroleum Profil Tax
Rent, Royalty
Domeslic Crude
Upstaeam Gas Sales
Esimated Excess Crude Receipts Jan.-June,200
Other Oil Revenue
NON.OIL REVENUE
Companies Income Tax
Cuslom & Excise Dulies
Federal Govt. lndep. Rev. 1/

257.000 0

00

2000
(3)

% CHANGE BETWEEN
(2)& (3)
(1) &

759.600 0

1,340,400 0
718,360.0
242,550.0
138,690.0

76.5

60.6

76.1

79 5

64'4

0.0
50.9
0.0
9.7

43

42 6

437.000

41,000.0

0
140,700 0
85,000 0
93 300 0

00

3 600.0

00

00

167,000 0
2 5,000.0
50,000.0
12,000.0
40.000.0
0.0

238 800 0
30 500.0
76.000 0

216.000.0

.

0.0

14 000.0

0.0

52,200 0
8.300 0
5.000 0

Cuslonis Levies

00

0.0

Edur,ation Tax

0.0

0.0
0.0
52.800 0

Value
PSTF

-

Added Tax. ryAT)

Privlzation Proceeds

00

Defefied Cusloms Duly
Taxes

on

mported Pelrolelrm Products

30.000 0

104,3 00.0

40,000.0
7 4,800.0
21 ,300.0

(3)
421 6
'
12.5
154.4
-

345.600.0
65,000 0
100,000.0
50,000.0
65,000.0
0.0
20,000.0
6.100.0
5.500.0
4,000.0
30,000 0

106 S
160 0
66.7
316.7
62.5

0.0

424 000.0

998.400

0

1 686.000 0

291 .6

ALLOCATIONS:
.lolnl Venlure Cash Calls
(ll) IJNPC Priority Projects
(lll) Nalional Priority Projects
(lV) Enernal Debt Service Charges
(V) Transfer to Petroleum lrust Fund
(Vl) Transfer lo Federation Account
(Vll) Transfer 1o VAT Pool Account
(Vlll) Transfer for 13% Derivalion.
(lX) Transfer to other Accounts

424 aA1 0
55 000 0

998,400.0

372.7

00

23,700.0

1,686,000 0
260,000.0
30,000 0

54,000 0
44 000 0
30.000 0
189 000 0
40 000 0
0.0
12,000.0

0.0

00

137.600.0
8,300.0
566.800.0
52.200.0
0.0
27 .200.0

150.000.0
0.0
952,3 00.0
65,000.0
117,100.0
111,600.0

566.800.0
274,900.0
136,100.0

952,300.0
457,015.5
226,152.0
188,160.0

182,600.0

OISTRIBUTION OF REVENUE

(l) Federalion Account Alloc€tions
(i) Federal Government
(ii) State Government
(iii) Local Govemments
(iv) Special Funds
(v) National Judicial Council

(ll) Value Added Tax, Allocations
(i) Federal Govemment
(ii) State Government
(iii) Local Govemmenls

189.000.0
92,000.0

45,000.0
37.000.0
15,000.0

0.0
40,000.0
10,000 0
18,000.0
12,000.0

113,400.0

42,500.0
0.0

7A,6'i 2.5

52.200.0
7,800.0
26,100.0

65.000.0
9.750.0
32,500.0

13,300.0

22,7 50.0

1/ Comprjses sources of revenue within the jurisdiction of FIRS and transfer of OBll surplus
of the preceding yea( and loans rccovered from state govemmenls

Sources: Federal Govt. Budget Estjmates, 1998,

'1999 and 2000

72.7

632
11 8

1011.1

00
00
00

8
14.1

9.3
0.4

0.0

00

2000

14
8
6
2
4
1

2
2

4
4
3

205

39.4
5.9

239

31.6

142

7.6

2.8

14

59
30

9.4
0.0

5.2

3.9

08

0.0

0.0

0.5

1.2

0.0

0.4

0.0
0.0

0.0
0.0
0.0

2

7.1

5.3

18

689

100 0

100 0

100 0

68.9

100 0
13.0
0.0

100.0
18.3

100.0
15.4

12_7

0.0

0.0
8.9

245
100.0
300.0

-13

424
26.6

-100

1998

113.1

44.7

-

TOT L T:EOERALLY COLLECTEO REVENUE

(l)

% SHARE OF TOTAL
1999

1999
t2)

0

3.9

0.3
0.2

1.8

240.9

9.0

10.4

13 8

,100.0

-100.0
68.0

1.1

0.8

0.0

56.8

56.5

245

44.6
9.4
0.0

6.9

830.0

310.3

2.8

5.2
0.0
2.7

297.0

680

56.5

66.2
66.2
66.2
66.3

44.6
21.7
10.6
8.7
3.5

56.8

142.0
70.5
58.9
21.1

13.6

13.4

11.4

11.2

4.3

4.2

9.4
2.4

5 .2
0 .8
2 6

3.9
0.6

403.9
62.5

6.6

10,000.0

41
0.9

32
25

25.0
24.5
24.3

4.2
2.8

1

.8

1.9
1.3

F

TABLE 2
FEDERAL GOVERNMENT FTSCAL OPERATTONS (BUDGET EST|ilATES) 1998.2000
(N',MILLTON)

1

2

3.
4.

FEDERAL RETAINED REVENUE
(i) Share of Federation Account
(ii) Share of Value-Added Tax
(iii) lndependent Revenue of the Federal Government
(iv) Privatization Proceeds
(v) Others 1/

TOTAL EXPENDITURE
Recurrent Expenditure
Personnel Cost
Overhead Cost
Pensions, Gratuities & CRF Charges
Domestic Debt Service (interest)
Capital Expenditure & Net Lending
Land & Buildings
Acquisition of Physical Assets
Stocks
Research & Development
Road Development
Capilal Transfers:
Payment to Local Contractors
Payment of Debts on Nat. Priority Proiects
Others
Net Lending

OVERALL BALANCE
FINANCING
Drawing - Down on Foreign Loans
Domestic Financing
Banking System
Central Bank of Nigeria
Other Banks
Non Bank Public
Other Funds 2/

1/ lncludes PSTF Revenue, Special Allocation and AFEM Surplus Account Fund
2/ lncludes Draw done on Reserves and previous Cash balances
Sources: Federal Govt. Budget Estimate, 1998, 1999 and 2000

't998

1999

2000

344,209.0
92,000.0

301,700.0
274,900.00
7,800.0

0.0
230,209.0

5,000.00

556,565.5
457,015.5
9,750.0
50,000.0
20,000.0

0.00

19,800.0

352,209.0
139,000.0

349,803.5
212.819.3

653,135.3
341,526.5

56,000.0

110,059.90

129,245.0

61 ,000.0

61,269.00
25,190.40

10,000.0
12,000.0

22,000.0
213,209.0
n.a
'143,209.0
n.a
n.a
n.a

14,000.00

16,300.00
136,984.2
15,815.80

88,265.50
3,128.0
720.40
13,682.s0

71,354.4
40,923. 1
100,000.0
311,608.8
18,306.1
193,257.9

70,000.0
3,000.0
0.0
67,000.0

0.00

79.9
826.9
35,613.4
63,/1t 4.6
4,722.4
20,000.0

10,776.70

u,742.2

n.a

3,595.50

0.0

-8,000.0

-48,103.50

-96,569.8

8,000.0
0.0
8,000.0
0.0
0.0
0.0
0.0
8,000.0

48,103 5
00
48, 'l 03 5
00
0.0

96,569.8
96,569.8

11,776.7
1,000.00

0.0
0.0

0.0
0.0
0.0
0.0
0.0

48,103.5

0.0

@

