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Determination, Issuance 1d distribution Of Currency In Nigeria
by
Alhaji M. A. Sadig*

Introduction

The purposc of this paper is to examine and discuss the subject of the Determination of
Currency Supply and its Distribution in Nigeria. Put in a more comprehensive sense, the paper will
attempt to explain the procedures and processes involved in the determination of the volume and
value of currency required to service the Nigerian economy and its distribution. The discussion
will incvitably Iead us into the issue of the determination of the structure of the currency  ichis of
paramouni importance in the overall currency management. It is not going to be a lengthy paper as
it is essentially a factual account of an on-going activity. For convenience, the paper is madc up of
four parts. We shall begin with a brief discussion about currency itself. including some high-
lights on the historical evolution of the Nigerian currency from the mid-1940s to the present day.
The second pant focuses on the determination of the volume. value and structure of the currency,
while the issue of distributing the currency o nere it is needed is the subject matter of part III.
The concluding fourth part touches on some new thoughts and ideas as well as the prospects for the
future.

PART 1

CURRENCY AND ITS HISTORICAL EVOLUTION
IN NIGERIA FROM MID-1940s

In the present day economic systems, currenc:  defined as that portion of the national mnoney
supply consisting of paper money (banknotes and coins). In developed economies where cheques
« wn on demand deposits or current accounts. as they are referred to in Nigeria. and other
electronic forms of payment are an important means of transaction, currency may actually account
for only a small percentage of the money supply. In contrast, currency accounts for a signific:
proportion of the 1otal money supply in developing countries including Nigeria, where the usage of
financial insiruments as means of payment is minimal. owing to a multitude of factors, a discussion
on which is obviously beyond the scope of this paper. According to Central Bank of Nigeria Annual
Report for 1994, currency. as defined above, accounted for 55.8% of the total money supply as at the
end of 1994,

From available records, the first West African Currency Board notes and coins were issucd in
1946. These remained legal tender throughout the four former British colonies of West Africa until
the first Federation of Nigeria currency nofes in the denominations of One pound. Ten shillings and
Five shillings were issued in 1959. These were replaced with the Federal Republic of Nigeria
currency notes in the same three denomimantions in 1965. Another series of Federal Republic of
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Nigcria currency notes in four denominations of Five pounds, One pound, Ten shillings and Five
pence  re issued into circulation in 1968. These were the last uotes issued in the three units of
pound. shilling and pence inherited from Britain as they were replaced by the first decimal notes
and coins in January. 1973 in the denominations of 34 0, N5 3¥1 and 50k notes and 25k, 10k, 5k. ik
and 1/2k coins. In February, 1977, an additional denomination of 320 was introduced. This was
the first Nigerian banknote to bear the portrait of a Nigerian Citizen, General Murtala Mohammed.
In July. 1979, new designs of 30, N5 and 1 notes, bearing the portraits of three other eminent
Nigerians and of the same size as the %20 note, were put into circulation. The standardization of
the four notes {except the 50k note) was aimed at enhancing operational efficiency and to save
costs. In April. 1984 all the denominations of notes. with the exception of the 50k note. were
re-issucd by merely interchanging their colours. This exercise s undertaken purely as a tactical
measure by the military admimstration which took over power in December, 1983. It was intended
to arrest the alarming rate of currency trafficking going on at the time. No further developments
occurred in the structure or design of the currency untii October. 1991 when the 850 note s
introduced and the N1 and 50k notes were coined. A completely new coin-range was also issued as
part of a major reform of the nation's currency structure, which we shall be discussing in greater
detail in the uext par of the paper.

PART 11

DETERMINATION OF CURRENCY (VALUE AND JLUME)
AND ITS STRUCTURE

Since the 1930s when the Gold Standard was abandoned. which made it no longer an
obligation on Governments to repay holders of currency in gold or other precious metals. the
responsibility for the determination of the volume and value of currency has become that of the
mon ryaut ritics. That is to say, the volume of currency to be produced tose  ce the economy
is now determined by actions/dccisions of the monetary authorities, specifically the Central Bank,
rather than by the supply of precious metals. The Gold Standard allowed holders of paper money
the lcgal right to obtain gold from the Central Bank in exchange at the established par vatue of the
currency.

As provided for in the various enactments since the establishment of the Central Bank of
Nigeria. the Bank has been charged with the responsibility (or empowered by law) for the issuance
of legal tender currency in Nigeria. This responsibility automatically includes the determination of
the structure, volume and value of the currene . The Bank is charged with the task of ensuring the
availe™lity of adequate stock of currency in proper denomination/mix to meet the demand of the
cconousy, based on the fact that the demand for currency is a denved demand. As stated carlier in
this paper. the Bank discharged this function for the first time in 19592 w 1 the first series of
Federation of Nigeria notes were issued in replacement of the West African Currency Board notes.
Duning that exercise, the entire amount of the West African Currcncy Board notes with a total face
valuc of 65 million peunds %130 million) circulating in Nigeria was redcemed. Thereaficer. the
deternunation of the quanti and value of the currency to be produced became a simple and
cvidenily subjective annual exercise nol based on any scientific approach. All that was being done
t  the few officers charged with the schedule was to look at the actual figures of
currency-in-circulation at the end of the previous vear and the figurcs at the end of the first
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haif of the current year. They would then examine the currency stock balance and combine all these
with their best judgement 10 make a decision on what next year's currency indent should be. In
other words, it was a purely an annual operational routinc

In the earlicr ars up to the mid-1980s. the forcgoing simpic procedurc of currency
determination served the purpose. apparently without any  ticcable problems. Thanks to the
stable and uncomplicated nature of the socio-economic situation of the country at that time.
However, the socio-economic circumstances of the nation began to assume some new
characteristics from 1986 with the introduction of the Structural Adjustment Programme (SAP).
The various principal economic/financial indicators began to move much vigorously than had
gver been witnessed earlier. Consequently, it bec  1e increasingly morc inappropriate to continue
the determination of the nation's currency requirements using those simplistic approaches. It was

ercfore. necessary to replace that traditional and pragmatic approach with a new more scicntific
and more rattonal methodology.

Thomas De La Rue Limited. a repntable British Secunity printer. hav _ a long standing
association with the Nigerian currency production. eame | rescue. The comnpany. which had
enjovcd similar association with over 100 other currency issuing authorities around the world, had
between 1973 and 1978 carried out a rescarch which cstablished the existence of close relationships
between the daily average wage and the rate of inflation in a given cconomy  th the countny's
currency structurc, volumes-in-circnlation and total value-in-circulation of the currency. Thus, the
D-metric system.as it is gencrally called. has come to be accepted and adopted by several countrics
as a reliablc methodology for the detcrmination of the right denomin  ins of notes and coins. the
volumes of the various denominations to be produced as well as the total value-in-circulation. The
D-metric mcthodology has shown that for an efficient currency management. it is necessary (0
adjust the currency structure periodically 1o ensure that the increase in the volume of currency
ts kept under control. The idea is to counter the effect of infl. *n which has becn identified as the
most distorting influence in any currency as it diminishes the purchasing power of the various
denonuinations of notes and coins. The primary task of currency management. therefore. is 1o try o
maintain the rclationship between the currency structure and the purchasing power of the wage at
all ttmes. In other words, in a well managed currency system, the nct effect of inflation on the
volume of notes and coins should be zcro.

Accordingly. the Bank decided to avail itself of the benefits of Thomas De La Rue research by
commissioning the company to undertake a comprehensive assessmeni of the Nigerian currency.
basecdont well-tested and well-tricd D-metric methodology. All the required statistical data werc
made available o the company to facilitate the study.. I do not intend 1o go into the details and
technicalitics of the report prescnted to the Bank in 1991 by Thomas De La Rue. Any of you who
1s particularly intercsted in such details can get hold of a copy of the report which is
available in Currency Operations Departiment.

The conclusions and recommendations of the study were that the country’s currency should be
restructured into five denominations of notes. namely. 35, 10, 320, 350 and 2100 and four
denominations of coins, namely, Sk, 10k. 50k and 2. It was the view of the report that
re-designing the note-range and cc  -range as reccommended will give a new currency structure
which will be much morc efficient and lcss costly to waintain.  Indeed, the report went further to
advisc the re-designing of the cntire range of both notes and coins into 310,320, F30_ /100 and
500 notes: 10K, 50k, .5, and 3O coins. According to the report. if such proposal was
adopted. the country would have no course to engage in any further designing of its currency for the
next 15 years.
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However. itis to be not  that currency supply (issuable currency) at any given point in time is
made up of two components - the mint notes and clean recycled notes. As a consequence of the
enormous escalation in the volume of currency in circulation witnessed in the last few years. as
shown in the table below, the proportion of mint notes over the total notes in circulation has
declined considerably.

Year Curency-in-circulation
1960 - 174.4 million

L970 == 370.0 million

1980 MN3.600.0 million
1990 ¥16,262.4 million
1991 25,7070 million
1992 39.235.4 million
1993 W60,980.5 million
1994 2496.057.5 million

As a cost saving measure, the Bank embarked on automated currency proccssing in 1987 by
acquiring 26 Autom : Currency Processing Machines, each capable of processing (i.e sorting the
notes into clean and dir  at least 10 boxes per day. More of the machines have been acquired over
the vears. bringing the total number of such machines in the present 14 processing locations
100, Four morc locations are due to be started between now and the middle of i« year, which will
bring the total number of locations and machines to 18 and 115, respectively. Without any doubt,
the currency processing project has made significant contribution towards meeting the nation's
supply nccds of issuable currency.

After geiting the supply in the strongrooms. in the form of mint and clean notes, there still
remains the equally important requircment of putting in place effective and efficie  distribution
arrangements. This aspect of the chain of activitics is extremely sensitive because the consequences
of any faitlure are instantly felt. Just imagine a situation whereby. due to faulty distribution arrange
ments. the bank is unablc to have the required volume and value of currency at the various
distribution locations in the country. even though there are stocks avz~ ble at other locations.
However, with imaginative and well-planned distribution arrangements. the effect of a tcinporary
shortage in the supply can be contained for quite a while. aibeit at a cost as stocks would have to be
redistributed.

Just as the determination of the volume and  lue of currenc_ sed 1o be carried out in the past
three decades, so also was its distribution. It was devoid of any scientific methodology. However,
in the casc of distribution, the procedure is by far more data-based and «  hat extent, morc realistic.
The wav it is done is to look at the actual stock position of each of the numerous branches of the
Bank on weekly basis. This is gencrally donc on Tuesday or Wednesday of every week. In normal
circumstances, the position used for the ¢ reise will be the actual daily stock position sent through
the courier. [n practice. more up-to-date positions are often obtained bv telephone. A delivery and
cvacuation programme is then prepared and approved. Except in extreme and rare situations. all
currency notes movements are by air while all coin movements are by road. in times of abundance
of mint notes. most of the m¢  ments naturally originate from Lagos. which is the source of the
mint n s, In lean periods such as now, when the position of mint notes is the worst in many
years. a lot of the movements are inter-state. invelving the movement of various categories of
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for cash from his banks, provided that his account is in funds, or there is an approved overdraft
facility for him. the bank is under an obligation to meet his cash demand, be it in M50 or in
whatever other denomination of currency is available. In other words, 31 million withdrawn from
the bank is still #%H million, whether it is iN50 notes or in3¥5 notes. The onty difference is that the
customer will be taking away from the bank either two boxes in=%50 notes or 20 boxes, as the casc
may bc. Onc has to admit that there arce social and other implications of having high denomination
banknotes in any cconomy. What needs to be done. therefore. is to strike a reasonable balance. In
this regard. it is my considered opinion that we ought to have in circulation in the country today a
denomination higher than the 450 we have.

The issuc of supply of the issuablc currency is expected to improve significantly in the not oo
distant futurc. The Central Bank has recently takeu a long over-due decision to get the commercial
banks to be actively and properly involved iu the arduous task of processing of used notes for the
purpose of recycling the clean notes as obtained in o * :r couutrics. This ven vital activity
has. over the vears, becn shouldered solelv by the Central Bank. Various attempts made by the
Bank in the past o persuade the commercial banks to sort their notes did not mect with much
positive response. The Bank, realising that it cannot alone cope with the processing of the cver
expanding volume of used notes. took a finat decision, directing the commercial banks to cmbark
on the sorting of their notes not later than April. 1997, The 2-year period of grace is neccssary (o
cnable the banks budget for and acquirc the appropriate currency sorting equipment. Appropriate
incentives have been provided for compliance as 1 as peualtics for non-compliance.

Thank you for vour attention.
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