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COMPARATIVE USE OF MONETARY POLICY TOOLS IN
AFRICAN ECONOMIES WITH PARTICULAR REFERENCE TO
NIGERIA, ZIMBABWE AND KENYA*

Introduction

The cconomies of Nigeria, Kenya and Zimbabwe have
generally heen considered as being in the forefronmt of
African countries. Their monctary systems in particular
have been included among the most sophisticated in the
developing countries and hence have attracted the greatest
interest from students of compurative banking and Knancial
systems. Thus, there have been, in the last several years, a
number of studics on the Anancial systems of the three
economics.’ These studies are, however, often focused on
the institutional features of the financial systems rather than
on the actual behavioral characteristios of the systems
themselves, This paper intends to fill that gap 10 some
extent by examining monetary policy activities in the three
countries, with emphasis on the comparative use of various
monetary policy instruments.

The paper s divided into three parts und begins in part 1
with a brief summary of the institutional features of the
Nigerian, Zimbabwean and Kenyan financial systems. Part
[l is a comparative discussion of the various techniques of
monetary policy in Nigeria, Zimbabwe and Kenya. Part 11
ts a brief summary and conclusion.

“This paper is based substantially on the report of an attachment
programme [ had with the Reserve Bank of Zimbabwe and the Central
Bank of Kenya in 1982. The programme wis organised under the
auspices of the African Centre for Monetary Studies Dakar, Senegal
and sponsored by the Central Bank of Nigeria. In this connection, [ am
wdebted to a number of individuals for the production of this paper. §
should like, particularly, to acknowledge the debt to the Director of
Research and managemcent of the Central Bank of Nigeria for muking
It possible for me to conduct the study upon which this paper s based. 1
am ajso prateful te the heads of the economic rescarch units at the
Reserve Bank of Zimbabwe and the Central Bank of Kenya for their
useful assistance. The interpretation and choice of emphasis in the
paper are mine and I, therefore, take full responsibility for any errors
Or OMIssions.

'See, for example. Edward A. Arowolo “The Development of
Capital Markets in Africa, with particular Reference to Kenva and
Nigeria™, M F Staff Papers Vol 18, July 1971, pp 420472 Also see, D
C. Rowan. Maoney and Banking in British Colonial Africa, Oxford:
Clarendon Press 1934 and W. T. Newlyn "An African Monetary
Perspective,” in Essays in Money and Banking in Honowr of R, 8.
Sayers, eds. C. R Whittlesey and 1. 5. G, Wilson, Oxford: Clarendon
Press, 1968,

PART 1
The Financial Systems: Basic Features

The basic features of the three financial systems present a
general outlook of sophistication both in ferms of the
number of tinancial institutions available in the countries as
well as the various types of institutions operating in them.
The Nigerian financial system, for example, consists of the
Central Bank of Nigeria which was established in 1958, 22
commercial banks (with about 1.000 branches) and 8
merchant banks. The system also has four specialized
banking institutions (the so-called development banks), a
stock exchange, 13 stock brokerage houses, and about 80
insurance companies. Available as well as the National
Provident Fund which is contributory pension scheme for
both the public and private sectors and the Federal Savings

19

Bank (formerly the post office savings bank) designed,
cssentially, tor small savers . In the last two decades, the
Nigerian finuancial system has developed at a relatively rapid
rate from the rudimentary system in existence at the time of
independence from Great Britain in 1960.

Al the apex of the system is the Central Bank of Nigeria
which though established in 1938, did not begin operations
until July 1, 1939, Prior to its formation, the West African
Currency Board system was in existence in the country. The
activities of the Currency Board extended to all the then
British West African colonies: Nigeria, Ghana, Sierra
Leone, and the Gumbia. At that tme. Nigeria's currency
was backed one hundred per cent by sterling reserve, and
“the monctary system was neutral, that is, it did not
exercise discretionary control over the cconomy or on the
availability of foreign exchange”. * Thus, the West African
Currency Board could hardly be regarded as a monetary
authority since “it was simply a passive money changer.”

At the ume of its establishment, the Central Bank of
Nigeria was given wide powers with regards to the
formulation and implementation of monetary policy. These
powers were, however, somewhat curtailed following some
amendments to the Central Bank Act in 1968%. While the
Bank still enjoys a relutively good degree of antonomy in
maonetary  policy formulation and exccution, the final
authority with repards to the overall policy rests with the
Federal Government. It has, therefore, become truditional
to announce the Central Bank.s monetary policy as part of
the Governmnent’'s annual budget message.

Along with its discretional monetary control power, the
Bank is also entrusted with some other traditional central
banking functions including that of the issue of the national
currency and the maintenance of external reserves in order
to safeguard the international value of that currency. The
Bank is also charged with the role of banker and financial
adviser to the Federal Government.

Since 1977, 1t has become mandatory for all tinancial
institutions in Nigeria to have majority Nigerian equity
participation. This repuiation which is enforced under the
Nigerian Enterprises Promotion Act is designed to promote
the Nigerianisation of the economy. Thus. along with the
four  specialized  fnancial  institutions  that  are
Government-owned and operated®, every commercial and
merchant bank as well as all insurance companies in the
country have majority Nigeriun ownership. Compared to
the other two countries discussed in this paper, the Nigerian
financiud system is, undoubtedly, the most indigeniscd.

The Zimbabwean financial system is made up of the
Reserve Bank of Zimbabwe (the country’s central bank).
two discount  houses, five commercial banks, three
merchamt  banks. six finance houses, three building
societies. a privately-owned industrial finance corporation,
a publicly-owned industrial development corporation, a
stock exchange, a post office savings-bank and a number of
insurance companics. Unlike in Nigeria, however, most of
the private financial institutions have majority foreign
equity participation.”

The general impression one has of the Zimbabwean
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