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COMPARATIVE USE OF MONETARY POLICY TOOLS IN 
AFRICAN ECONOMIES WITH PARTICULAR REFERENCE TO 

NIGERIA, ZIMBABWE AND KENYA* 

Introduction 

The economies o f Nigeria, Kenya and Zimbabwe have 
generally been considered as being in the forefro nt of 
African countries. Their monetary system in particular 
have been included among the most sophisticated in the 
developing countries and hence have attracted the greatest 
interest from stude nts of comparative banking and financial 
systems. Thus, there have been, in the last several years, a 
number of studies on the financial systems of the three 
economies. 1 These studies are, however, often focused on 
the institutional features of the financia l systems rathe r than 
on the actual behavioral characteristics of the systems 
themselves. This paper inte nds to fill that gap to some 
extent by examining mone tary policy activities in the three 
countries, with emphasis on the comparative use of various 
monetary policy instruments. 

The paper is divided into three parts and begins in part I 
with a brie f summary of the institutiona l features of the 
Nigerian, Z imbabwean and Ke nyan financial systems. Part 
II is a comparative discussion of the various techniques of 
monetary policy in Nigeria, Zimbabwe and Kenya. Part III 
is a brief summary and conclusion. 

*This paper is based substantially on the report of an attachment 
programme I had with the Reserve Bank of Zimbabwe and the Central 
Bank of Kenya in 1982. The programme was organised under the 
auspices of the African Centre for Monetary Studies Dakar, Senegal 
and sponsored by the Central Bank of Nigeria. In this connection, I am 
indebted to a number of individuals for the production of this paper. I 
should like, particularly, to acknowledge the debt to the Director of 
Research and management of the Central Bank of Nigeria for making 
it possible for me to conduct the study upon which this paper is hased. I 
am also grateful to the heads of the economic research 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 e rrors 
or omissions. 

1See, for example, Edward A. Arowolo "The Development of 
Capital Markets in Africa, with particular Reference to Kenya and 
Nigeria". IMF Sraff Papers Vol.18, July 1971 , pp 420-472. Also see, D. 
C. Rowan. Money and Banking in Brirish Colonial Africa, Oxford: 
Clarendon Press 1954 and W. T. Newlyn "An African Monetary 
Perspective," in Essays in Money and Banking in Honour of R . S. 
Sayers, eds. C. R. Whittlesey and J . S. G. Wilson, Oxford; Clarendon 
Press, 1968. 

PART 1 

The Financial Systems: Basic Features 

T he basic features of the three financial systems present a 
general outlook of sophistication both in terms of the 
number of financial institutio ns available in the countries as 
well as the various types o f institutions operating in them. 
The Nigerian fina ncial 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 
merch:>rtt banks. The system also has four specialized 
banking inst itutions (the so-called development banks), a 
stock exchange, 13 stock brokerage ho uses, and about 80 
insurance companies. Available as well as the ational 
Provident Fund which is contributory pension scheme for 
both the publ ic and private sectors and the Federal Savings 
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Bank (formerly the post office savings bank) designed, 
essentially, for small savers . l n the last two decades, the 
Nigerian financial system has developed at a relatively rapid 
rate from the rudimentary system in existence at the time of 
independence from G reat Britain in 1960. 

At the apex of the system is the Centra l Bank of Nigeria 
which though established in 1958, did not begin operations 
until July I, 1959. 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 Gambia. At that time, Nigeria's currency 
was backed one hundred per cent by sterling reserve, and 
" the monetary system was neutral, that is, it did not 
exercise discretionary control over the economy or o n the 
availabil ity of foreign exchange" . 2 Thus, the West African 
Currency Board could hardly be regarded as a monetary 
authority since "it was simply a passive money change r. "3 

At the time of its establishment, the Central Bank of 
Nigeria was given wide powers with regards to the 
formulation and implementation of monetary policy. T hese 
powers were, however, somewhat curtai led followi ng some 
amendmen ts to the Central Bank Act in 19684

. While the 
Bank still enjoys a relatively good degree of autonomy in 
monetary policy formu lation and execution , the final 
authority with regards to the overall policy rests with the 
Federal Government. It has , the refore, become traditional 
to announce the Central Bank.s monetary policy as part of 
the Government's annual budget message. 

Along with its discretional mo ne tary 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 inte rnational value of tha t currency. T he 
Bank is also charged with the ro le of banker and financial 
adviser to the Federa l Government. 

Since 1977, it has become mandatory for all financial 
institutions in Nigeria to have majority Nigerian equity 
participation. Th is regulation which is enforced under the 
Nigerian Enterprises Promotion Act is designed to promote 
the Nigerianisation of the economy . Thus, along with the 
four specialized financial institu tions that a re 
Government-owned and operated5

, every commercial and 
merchant bank as well as all insurance companies in the 
country have majority Nigerian ownership. Compared to 
the other two countries discussed in this paper, the Nigerian 
financial system is, undoubtedly, the most indigenised. 

The Zimbabwean financial system is made up of the 
Reserve Bank of Zimbabwe ( the cou.ntry's central bank), 
two discount ho uses, five commercial banks, three 
merchant banks, six finance houses, t hree 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 companies. Unlike in Nigeria, however , most of 
the private financial institutions have majority foreign 
equity participation.6 

The general impression one has of the Zimbabwean 



financial system is that it possesses a level of sophistication 
greater than wha t o ne norma lly finds in a sma ll econo my of 
its size. O ne reason that has been cred ited for this is the fact 
that Harare ( forme rly Salisbury) was, for a number of 
years, the financial capital of the defunct Federation of 
Rhodesia and Nyasaland. Indeed, the Reserve Bank of 
Z imbabwe was esta blished in 1956 as the Bank of R hodesia 
and Nyasaland and, following the dissolution of the Central 
African Federation in 1964, it became the reserve Bank of 
R hodesia . The Bank was renamed the Reserve B ank of 
Zimbabwe in 1980 following the coun try's attain ment of 
independence from G reat Britain . 

The R eserve Bank of Z imbabwe is, like the Central Bank 
of Nigeria and most othe r central banks, at the apex of the 
Z imbabwean financial syste m. While fully-owned by the 
G overnment , it has, almost from its establishment , enjoyed 
a rela tively greate r degree of a utonomy from Government 
control than is normally found in most o ther developing 
countries. A ltho ugh the Reserve Bank does consult with 
the Treasury from time to time, there is a convention that 
the Bank must be as auto nomous as possible. Thus, 
monetary policy is sole ly the Bank's responsibili ty and the 
a nnual Government's budget message only contains 
summary of Reserves Bank's policies in the previous year. 
T he Government accepts the fact that the R eserve Ban k 
provides a check and balance function to the Treasury. The 
Bank thus performs most of those functions normally 
associated with central banking. It has the sole righ t to issue 
notes and coins, controls the count ry's gold and foreign 
exchange reserves and , the related function of marketing of 
the country's gold production . It is of course, the banker to 
the governme nt and the banking system. Most importantly, 
it has the sole responsibility of administering monetary 
policy. It is mainly through the formulatio n and execution 
of this monetary policy that the reserve bank exerts its 
influence on the fi nancial system as a whole, an influence 
which on most occasions has a direct and substantial impact 
on the behaviour of the various institutions within the 
system. 

Like t he Nigerian and Z imbabwean financial systems, the 
Ke nyan financial structure possesses an impressive degree 
of so phistication fo r an A frican coun try. 

A major similarity between the financial structures of 
Ke nya and Zimbabwe, however , stems from the fact that 
Nairobi (like H arare) was for several years the financial 
headquarte rs of the then British East Africa. The major 
differe nce between the two systems include the relatively 
larger size of the Kenyan financial system and the absence 
of discount h ouses in Ke nya. 

2 Adebayo adedeji. Nigeria's Federal Finance, New York, Africana 
Publishing Corporation 1969. p .209. 
3 W. T. Newlyn . Theory of Money, Oxford , Clarendon Press, 1982.' 
p.24 
4 See section 3 of CBN Act (Amendment) Decree No. 3, 1968. The 
major features of the amendment is discussed in part TI below. 
5 The four banks are: The Nigerian Industrial Development Bank Ltd; 
T he Nigerian Bank for Commerce and Industry Ltd.; The Nigerian 
Agricultural and Co-operative Bank Ltd. ; The Federal Mortgage Bank 
of Nigeria Ltd. 
6 Indeed only one of the eight banking institutions has a majority local 
ownership and it is mainly in the form of Government equity 
participation . 
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A t the apex of the Kenyan fi nancial system is the Central 
Bank of Ken ya which was established in 1966 by an Act of 
the Kenyan Parliame nt to. among othe rs. take over the 
functions of the the n East African Currency Board within 
Kenyan terri tory. T he East A frica n C urrency Board was 
simila r in most respects to the defunct West African 
Currency Board , and played the role of a passive money 
changer devoid of any influe nce on the monetary expansion 
in the economy. 

F rom its establishment , the Central Bank of Kenya has 
always been a G overnment Bank and. in that respect. 
whatever degree of autono my it possesses is strict ly at the 
discretion of the Gove rnme nt. T hus. monetary policy while 
it o riginates from the Cent ral Bank is, as in Nigeria . 
generally part of the Govern ment's annual budget message 
and it is left to the d iscretion of the Government to accept 
any or all of the Central Bank ·s recommendations. T he 
Central Bank of Ke nya also performs most othe r functions 
generally associated wi th a central bank. T hus, it is the sole 
issuer of notes and coins in the Kenyan econo my. It also 
administers the country's exte rna l reserves and exchange 
control regulations. In addition, it is the banker to the 
government and the banking system. T he Central Bank of 
Kenya is also cha rged with t he responsibi li-ty of supervising 
and contro lling the Ke nyan banking insti tutions. Finally. 
the Bank has the autho rity to ad minister mone tary policy 
through the utilization of the various policy instruments 
available to it. 

The Ke nyan financial system includes in addi tion to the 
Central Ban k eighteen comme rcia l banks most of which are 
foreign-controlled or fully foreign-owned . There are three 
indigeno us commercia l banks; two of which are fully owned 
by the ke nyan Government while the third , the 
Co-operative Bank of Kenya, is owned by the various 
co-operative societieis in Kenya. 

T here are a lso 28 insti tutions that are licensed and 
involved in financial intermediation and are known as 
"specified financia l institutions" . T hese institutio ns include 
a privately-owned bui lding society, three hire purchase 
companies, three merchant banks and several business 
finance companies that concentrate t heir activities in 
financing business investments. There are, in addition , 32 
life insurance companies as well as the National Social 
Security Fund (NSSF). The National Social Security Fund is 
similar in many respects to the Nigeria's National P rovident 
Fund (NPF) and it is adminstered by the Kenyan 
Government as a contributory pension scheme for 
employers and employees in the private and public sectors. 
The re is also an active post-office savings bank and a stock 
exchange. For the development of the local mo ney and 
capital markets t he Governme nt has set up 10 specia lised 
financial institutions which include the Kenyan Industrial 
Development Bank and a Nationa l H ousing Corporation . 

PART 11 
Formulation and execution of Monetary Policy 

As in Nigeria , monetary policy in Zimbabwe and Kenya 
is pursued with the aim of ensuring optimum and balanced 
real growth of the economy as well as achieving a healthy 
balance of payments position . In pursuance of their 
mone tary policy objectives , the central banks in Kenya, 
Z imbabwe and Nigeria apply the tools of monetary policy 
that are considered relevant to the peculiar characteristics 



of their respective economies at the give n po int in time . 
In formu la ting the ir mone tary policies, the mo ne tary 

authorities considered in this pape r e mplo y a some what 
diffe re nt definitio n o f t he mo ney supply. The Nigerian 
mone tary authority uses the MI defined as curre ncy outside 
banks plus private ly he ld demand deposits in the 
comme rcial banks and the Centra l Ba nk. The Ke nyan 
Central Bank uses M2 i.e . M l plus time a nd savings 
deposits in co m me rcia l banks while Zimbabwe relies o n a 
variant of MI de fined to include curre ncy in circulatio n plus 
the de ma nd and ve ry short-term time deposits he ld by the 
private secto r with the monetary banks - the Reserve Ba nk , 
comme rcia l ba nks, discount houses and the merchant 
banks. 

In some respects , the formulation of mo neta ry policy in 
Kenya is similar to that of Nigeria but somewhat different 
from what o bta ins in Zimbabwe . In Nigeria, fo r example, 
the Central Bank is the recognised mo ne ta ry autho rity with 
responsibilities fo r mone tary policy. The Central Ba nk of 
Nigeria fo rmulates the mo netary policy proposals in a 
memorandum which is sent to the G overnment th rough the 
Minister of Fina nce fo r a pproval. ln pre pa ring this 
me mo randum , the Bank takes into conside ration the views 
and suggestions o f the ba nking a nd othe r business 
community and in te rested public g roups a nd individuals. 
More importantly, the Bank reviews the prevailing 
economic a nd financia l co nditio ns in the country a nd makes 
reasonable predictions regarding the fu ture prospects of the 
economy. It t he n outlines the specific objectives of 
mone tary po licy to be pursued in the immediate year a head 
and select the re leva nt mone tary po licy tools it inte nds to 
utilize to achieve these objectives. The proposals are 
discu sed first by the ma nagement of the Bank a nd the n 
fina lized by the Board of Directo rs o f the Bank. The 
proposals a re late r forwarded to the Ministe r of Fina nce 
who usua lly invites t he Bank fo r discussio n o n the proposals 
before presenting them to t he Governme nt. The G overnor 
of the Ce ntral Ba nk is also invited to and participates in the 
discussion o f the co unt ry's d raft Annua l Budget by the 
President-in-council (i. e . the Preside nt and his Council of 
Ministers). T he final decis ion of the Gove rnme nt is 
e mbodied in a Monetary Policy Circular issued by the Bank 
to all comme rcial a nd me rchant ba nks as well as insurance 
companies. 

In the Bank's Mone tary Po licy C irculars, the a nnua l rate 
of bank cred it e xpansio n a nd the secto ra l distributio n of 
bank credit a re indicated and banks are requested to grant 
specified propo rtion o f the ir tota l credit to the va rious 
secto rs of the econo my. 

The sha re o f to ta l cred it that should be a llocated to 
ind igenous bo r rowe rs is also specified. The Circulars also 
stipulate the inte rest ra te structure fo r the eco nomy as well 
as the required mi nimum cash and liquid ity ratios. 

As was me nt ioned earlie r , except for a few minor 
diffe rences, Mone tary policy is formulated in Ke nya in 
about the same manne r as in igeria . P rio r to the annual 
budget announceme nt , the Central Bank of Ke nya 
produces a pape r in which it expresses its vie ws a nd makes 
suggestio ns o n the ove ra ll stance of the proposed budget, 
given the preva iling circumsta nces in the eco nomy. These 
views and suggestions a re usua lly in the fo rm o f monetary 
policy proposals and se nt to the Treasury via a 
me morandum called " Budget Advise Le tte r To The 
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Minister of Finance" . A s the name suggests the 
memorandum is strictly advisory and whichever proposals 
are accepted by the Minister of Finance are incorpo rated in 
the latte r's budget proposals presented to the Government. 
Unlike in Nigeria, the Minister does not necessarily have to 
prese nt the Central Ba nk's views di rectly to the 
G overnment a lthough he atte mpts to do that as occasio n 
de mands. As far as moneta ry policy proposals are 
concerned, they are the prerogatives of the Treasury a nd 
the Central of Kenya me re ly plays an advisory role to the 
Treasury in th is regard. T he G ove rnme nt's fina l decisions 
are incorporated in the annual budge t message. 

The process of mo ne tary po licy formulation in Zimbabwe 
is substa ntially d iffe re nt fro m those of Nigeria and Ke nya. 
U nlike in the la tter two countries whe re monetary policy 
formulation is usually an annual event , it is car ried o ut on a 
continous basis in Z imbabwe. The R eserve Bank of 
Z imbabwe meets regularly with the fina ncia l community 
(except insurance compa nies) to discuss the p reva iling 
economic a nd fina ncial conditions in the coun try. T he Ba nk 
takes advantage of these meetings to get a fee l of the 
reactio n o f the financia l community to a ny inte nded policy 
proposals. The proposals a re also discussed in advance with 
the T reasury which makes its views known o n the Bank's 
proposed policy. 

Unlike in Ke nya whe re the Treasury o nly takes central 
bank's proposals me re ly as advisory, the proposa ls a re 
discussed with the Treasury in Zimbabwe me rely to get the 
views o f the Gove rnment before the proposed po licy is 
fi na lised . Where t he Treasury disagrees with the Reserve 
Ba nk a reasonable compromise might be reached, 
o therwise the Reserve Ba nk 's views prevails. Furthermore, 
the Reserve Bank of Z imbabwe's policy proposals are no t 
incorpora ted in the G ove rnment's annual budge t message 
but are a nnounced at the a ppropriate time by the R eserve 
Bank itself. T he Government's budget message only 
contains a summary of policies pursued by the Rese rve 
Bank in the preceding yea r. 

The vital a uthority in monetary policy formulation in 
Z imbabwe is the Board of Directors of the Reserve Bank. 
Based on the Bank's reports o n the preva iling economic 
conditions as well as vie ws and suggestions gathered fro m 
the fina ncia l and business community in gene ral , the Boa rd 
decides from time to time, o n a particular po licy or 
combina tio n of policies to be pursued by the Bank . T hese 
proposed policies are then discussed with the Governme nt 
in a way described earlier. T he Reserve Ba nk's fina l 
decision is the n a nnounced to the general public by the 
Ba nk itself. 

As with its formulatio n , the execution of monetary 
policy, in Kenya, is simila r to that of Nigeria and , e xcept for 
the exte nsive use of mora l suasion , is re markably d ifferent 
from that of Zimbabwe whe re inte rest rate serves as the key 
ta rget variable . The most popular tools of mo ne tary policy 
in Ke nya, besides moral suasion , a re reserve require ments 
a nd selective credit contro l. Interest rates, as in Nigeria, are 
fixed by the Central Bank of Ke nya and are no t , the refore, 
necessarily sensitive to the supply and de mand for loanable 
funds. While cash reserve requirements as a variable tool o f 
mone tary policy was introduced in Nigeria in 1976 , it has 
never been used as a tool of credit restra int. Although it has 
been used in the pas t in Ke nya to restrain credit expansion , 
it is no t curre ntly used . 
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The Reserve Bank of Zimbabwe uses the traditional tools 
of control of monetary expansion in a manner more 
prevalent in an advanced economy than a developing one. 
The moneta ry po licy tools in Zimbabwe are u eel mainly to 
influence private sector borrowing through their effects on 
available loanable funds as well as the interest rates since all 
interest rates, except the bank rate are market-determined. 
In addition, open market operations have recently been 
introduced as a policy instrument in Zimbabwe while the 
selective credit control which is the most popular tool in 
Nigeria and Kenya has never been used in Zimbabwe. As in 
Kenya, moral suasion has proved to be a very powerful and 
effective tool of monetary policy in Zimbabwe. A more 
detailed comparative analysis of the various tools of 
monetary pol icy in use in Zimbabwe, Kenya and igeria is 
given be low: 

The Bank or Minimum Rediscount Rate 

This is the minimum rate a t which the Central Bank will 
discount commercial and merchant banks' first class bills, 
mainly Treasury Bills. Since other rates are tied to it, any 
change in this rate will lead to changes in other in terest ra tes 
as well. This will influence borrowing and, therefore. help 
to curb or expand it if needs be. 

In Kenya and igeria, the bank rate. as with other 
interest rates, is determined by the respective central banks. 
The minimum rediscount rate or bank rate along with other 
rates are changed as occasion demands by the two central 
banks in pursuance of some set monetary policy objectives. 
Since these rates are insulated from the forces of the market 
they are insensitive to any unexpected changes in the 
availability of loanable funds in the financial markets. Until 
July 1980, non-bank fin ancial institutions in Kenya were 
free to determine the ir deposit and lending rates. Since 
then , the ir maximum lending rate has been set by the 
Central Bank to be at par with that stipulated for the 
commercial banks. The deposit rates of these institutions, 
a re, however, still free of Central Bank's control , although 
they have tended to be in line with those of commercial 
banks. 

In Zimbabwe, on the other hand , the bank rate as well as 
all other rates change from time to time, depending on the 
dictates of the financia l market and the Reserve Bank's 
policy objectives, particularly with regards to the use of 
open market operations. Unlike in Kenya and Nigeria, 
however, o nly the bank ra te is determined by the Reserve 
Bank while othe r inte rest rates are dete rmined to a greater 
degree by the liquidity situation in the financial markets. 

Thus, in a period of very tight liquidity si tuation such as 
the one withnessed between early 1981 and mid- l 982, the 
bank rate as well as all othe r interest rates were pushed up. 
(See Table 8) In general, the Reserve Bank o f Z imbabwe 
varies the bank rate in order to influe nce credit activities in 
the financial markets. 

Open-Markets Operations 

Perhaps the most d istinguishing feature 111 the 
formulation and execution of mone ta ry policy between 
Zimbabwe o n the one hand and Kenya and Nigeria, on the 
othe r hand , is the occasional use of traditio nal open-market 
operations as a tool of monetary policy in the former. While 
open-market operations as a policy instrument is yet to be 
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employed in Nigeria and Kenya, it has been used 
successfully by the Reserve Bank of Zimbabwe, particularly 
in the last few years. The major factor responsible for the 
relative success of open-market operatio ns in Z imbabwe is 
that the economy posesses a well-developed money and 
capital market. 

The mechanics of open market operations in Zimbabwe 
is not in any way different from that in a more economically 
advanced country in that it involves the sale and purchase 
by the Reserve Bank of securities in the open market. In the 
case of a sale of securit ies, for example, the purchasers of 
these securities pay for them with cheques drawn on the 
commercial banks and in factor of the Reserve Bank. This 
reduces the cash reserves of the banks and consequently 
their abil ity to expand credit. T he reverse is the case when 
the Reserve Bank purchases securities. 

In addition to their immediate effects upon monetary 
aggregates, open-market o perations, have a secondary 
effects on the interest rates in the financial markets. This 
secondary impact occurs because open market operations, 
being conducted in government securities, affect the market 
prices of the securities. An open market purchase by the 
Reserve Bank of Zimbabwe, for example, tends to increase 
the demand for the securities and, with supply assumed to 
remain unchanged, raises the market prices of these 
securities. An increase in market prices is equivalent to a 
decrease in the effective yields ( or interest rates) of these 
securities. The reverse hold true with open market sales. 
The degree to which interest rates ( or yie lds) arc affected is 
determined largely by the magnitude of the open market 
operation and the maturity class of the securi ties. 

The conduct of open market operations in Zimbabwe is 
mainly through the discoun t and stockbrokerage houses. 
The magnitude of the o pen market purchases or sale is 
determined by the extent to which the Reserve Bank's 
management wants to expand or contract credit in the 
system. 

The Liquidity Ratio Requirements 
The liquidity ration expressed as a ration o f a bank's total 

liquid assets to its tota l deposit liabilities is a tool of 
monetary policy avai lable in all the countries under review. 
There are, however, some slight variations among the three 
countries in the use and the definition of the liquid assets 
allowed for the purpose of meeting the liquidity ration 
requirement. Furthe rmore, while the ratio has remained 
unchanged at 25.0 per cent. in Nigeria since its inception, it 
has been varied a numbe r of times since its introduction in 
Zimbabwe and Kenya, mainly to correct maladjustments in 
the domestic money markets and the balance of payments 
as well as reduce domestic pressure on prices. The ratio 
which is currently 15.0 per cent. in Kenya was once as low 
as 12.5 per cent. and as high as 20.0 per cent. 

Similarly, in Z imbabwe, the ratio which had remained at 
25.0 per cent. for several years following its introduction 
was increased to 35.0 per cent. in 1979 because the Reserve 
Bank of Zimbabwe wanted to reduce an overhang of excess 
liquidity in the financial system and the excessive lending 
capacity which this implied . 

While the prescription o f minimum liquid asset ratio is 
limited only to comme rcial banks in Nigeria, the 
specification of this ratio is extended to merchant banks, 
building societies and finance companies in both Zimbabwe 



and Kenya, although the minimum ratio required of these 
institutions in both countries is, in gene ra l, lowe r than that 
required of commercia l banks. 

The Cash Reserve Requirement 
The cash ratio has never been used as a restraining 

instrument of mo ne tary expansion in Nigeria as the 
prescribed ratios have always remained below the observed. 
It is also not curre ntly used by the Central Bank o f Kenya 
and was only recently introduced in Zimbabwe. It should be 
mentioned, howeve r , that the cash ratio had been used 
occasiona lly in the past I 970s in Kenya mainly to 
supplement the effects of the liquidity ratio and only ceased 
to be used as a tool of monetary policy in 1981. 

Selective Credit Controls 
As a result of the extensive use of the traditiona l tools 

direct credit control has never been fou nd necessary fo; 
monetary regulation in Zimbabwe. The situa tion is 
different in the case of Nigeria and Kenya. In those 
countries it is used to channel credit to the priority sectors, 
particularly agriculture, manufacturing, mining and services 
sectors in addition to setting a ceiling o n aggregate credit 
expansion. 

Unlike what obtains in Nigeria, however, the application 
of selective credit control in Kenya does not a lways involve 
the setting of detailed sectoral guidelines. There appears to 
be a greater emphasis on moral suasion to make banks 
direct their credit to some specific sectors of the economy. 
While credit ceiling for imports has been introduced a lmost 
from the inception of direct credit controls in Nige ria, it was 
only introduced in Ke nya in 1980. 

To complement the effect of the credit ceiling on imports, 
the Central Bank of Kenya currently requires consumer 
finance companies to demand a minimum deposit of 40.0 
per cent of the cost of purchasing cars and other impo rted 
consumer durables. A limit is also placed on total hire 
purchase credit. These measures were introduced in Kenya 
with the ai m of discouraging the importation of 
non-essential goods and to diverting the utilization of 
financial institutions, limited resources from the 
less-productive sectors to the more productive sectors of the 
economy. 

The latte r objective was furthe r enhanced when in 
1980/81 the Central bank of Kenya extended the granting of 
minimum credit allocation to agriculture to cover no n-bank 
financial institutio ns as defined under the Central Bank Act 
(i.e. excluding insurance companies). The minimum credit 
to agriculture curre ntly required of these institutions is 10.0 
per cent. 
6. Moral Suasion 

The effectiveness of moral suasion, as with all othe r 
policy instruments, varies from country to country. In 
Nigeria, for example, the majo r channe l for implementing 
the Central Bank's moral suasive power o n the banks is the 
Bankers' Committee meeting which is presided over by the 
representa tive o f the Central Bank and reviews from time 
to time the monetary and credit conditions as well as 
policies be ing pursued . The exchange o f views has proved 
beneficial for ensuring the co-operation of the banks with 
the mone tary authorities. 

In Zimbabwe and Kenya, mo ral suasion is also used to 
influence the banks compliance with the respective central 
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bank's regulatio ns and guidel ines. While this policy 
instrument has proved re latively effective in Ke nya , its 
effectiveness is even more pronounced in Zimbabwe. As 
was mentioned earlier, there are no specific statutory 
guidelines for credit policy in Z imbabwe since the Reserve 
Bank realises that moral suasion is quite capable by itself of 
making banks respect official priorities in the ir credit 
operations. 

For example, the Reserve Bank of Zimbabwe has relied 
solely on moral suasion to make banks (commercial and 
merchant banks) provide adequate funds for the credit 
needs of the Agricultural Marke ting Authority (AMA). 

The effectiveness of moral suasion in Zimbabwe and 
Kenya may be attributed to the relative smallness of the two 
econo mies along with the fact that every major financial 
institution in both countries has its head office and most of 
its operat ions in the national headquarters Harare and 
Nairobi , respectively. Furthe rmore, in Kenya the financial 
institutions have traditionally found co-ope ration with the 
Central Bank to be in thei r best interest, especially since the 
Bank has had a reputation of being an active participant in 
the rapid growth of the financial system. In Zimbabwe, the 
long period of inte rnational sanction against her following 
the Unilateral Declaration of Independence (UDI) in 1965 
had a side effect o f enhancing the effectiveness of moral 
suasion by the Reserve Bank of Zimbabwe. During the 
period which lasted about fifteen years, it was generally 
quite easy for the Reserve Bank to appeal to the sense of 
patriotism of the Zimbabwean financ ia l community to 
follow some approved principles. Ever since, the Rese rve 
Bank o f Zimbabwe has held a firm grip on the financial 
community. 

7. Summary and Concluding Remarks 
This paper has brie fly examined the financial systems and 

the various mo netary policy instruments employed by the 
Reserve Bank of Z imbabwe and the Central Banks of 
Kenya and Nige ria . It has been observed that the three 
financial systems discussed in this paper have acquired a 
good degree of sophistication. In the case of Zimbabwe, the 
level of sophistication of its financial system as well as the 
limited government interference in the affairs of the 
Reserve Bank , has enhanced the Bank's ability to 
effective ly perform its various roles as a central bank. 

While pol icy tools such as the reserve requirements, 
variable bank rate and even open-market operations are 
used fro m time to time, the Reserve Bank has also found 
mora l suasio n qui te an effective policy tool in making banks 
and most of the o the r financia l institutions to toe its policy 
lines. By comparison , the Central Bank of Kenya does not 
possess the necessary grip o n the domestic financial system 
as the Reserve Bank of Z imbabwe does largely because of 
Government influence on the Bank and partly because of 
the re la tively larger size of the Kenyan financia l system . 
Similarly in Nigeria, while the use of various instruments of 
mone tary policy continues to yield reasonable results, 
monetary policy has proved less effective for economic 
stabilization because of its subservience to fiscal and other 
government po licy. Government fiscal operations 
particularly its increasing dependence on the banking 
system to finance its deficit is a lso beginning to threaten the 
effectiveness of monetary policy in Z imbabwe. This has 
been so, particularly, since 1979/80, whe n the contribution 
of the Z imbabwean banking system to the finance of 
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deficit has been increasing 
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End of 
Year 

1975 ... .. ... .... 
1976 ..... .. .... . 
1977. ... ... ..... 
1978 .. .. .... ... . 
1979 ... ... .... .. 
1980 ......... . .. 
1981.. .... ... ... 

TABLE I 

NIGERIA: MO EYS PPLY 1970- 1981 

(N Million) 

Demand 
Deposits 

Currency Mone, as per- Q uasi 
End of Outside Demand Supply centage Money 
Year Banh Deposits' (M ,2) of M, (OM ) M / 

1970 .. .. . .... 342.3 266.0 608.-l -13.7 336.7 9-15 .1 
1971 ...... ... 354.5 274.4 628.9 43.6 371.8 1.000.7 
1972 . .... ... . 385.2 315.0 700.2 45.0 456.9 1.157.1 
1973 435.9 391.3 827.2 .ffJ 582.3 1.409.5 
1974 .. . ...... 569.8 608.S I.I 78.-l 51.6 973. -l 2. 151.8 
1975 ·· ···•··· 1.030. 7 1.01 3.4 2.(l-14.1 -19.6 1.572-l 3.616.5 
1976 .. ....... 1.5-10.0 1.941.8 3.-181.8 59.0 1.979.2 5.-161 .0 
1977 ......... 1.593.5 2.-153.9 -l.0-17.-l 60.0 2.255.1 6.302.5 
1978. 2. 157.2 2.628.6 -l .785.8 5-1.9 2.60 1.7 7.387.5 
1979 2.350.8 3.795.8 6.1 -16.6 61.8 3.702.1 9.8-l .7 
1980 3. 185.9 6.0-10.9 9.226.8 65.5 5.163.2 1-l.390.0 
1981 3.861 .9 5.883.0 9.7-14.9 60.-l 5.796. 1 15.541 .0 

Source: Central Bank o f igeria Econom ic and Financial Reviell'; va rious issues 
1 Demand (current) deposits with the banking system net of government (Federal) depo it. 
2 Money supply i~ defined as currency outside banks plu~ private demand deposits wi th the Central Bank 

and commercia l banh less Federal Government deposits at Central Bank and commercial banks . 
-' M2 = M1 + Q M 

TABLE 2 

ZIMBABWE: MO EY SUPPLY (1975-1981 ) 

Z S Million 

Money(MI ') Near Money2 

Demand Deposits with 

Notes and 
coin in Reserve 

Circulation Bank 
Discount Commercial Accepting 
Houses Bank Houses Total Total Savings Fixed 

66.9 6.8 15.8 195.5 39. 1 257.2 324.1 92.6 23.9 

79.2 3.6 2 1.9 202.1 45.2 272.8 352.0 120.5 45.5 

83.9 2.5 23.5 215.7 48.9 290.6 374.5 147.4 30.2 

95.2 3.0 21.3 249.1 46.4 319.8 415.0 169.7 41.1 
107.6 2.0 19.4 283.7 50.5 355.6 463.2 200.7 45.6 

157.2 2.8 26.9 394.8 51.1 -175.6 632.8 260.S 58.6 
198.5 2.5 14 0 42 1.2 42.5 480.2 678.7 273. 1 83.0 

Source: Rese rve Bank of Z imbabwe: Quarterly Economic and Financial Review various issues 
1 The monev supply (M1) is defined as notes and coin in circulation plus demand deposits with the moneta ry banking sector. 
2 Near money is defined as savings plus fixed deposits of less than 30 days to maturity held with commercial banks. 
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To tal 
Money and 
ear Money 

Total (M2) 

I 16.5 440.6 
166.0 518.0 
177.6 552.1 
210.8 625.9 
246.3 709.5 
3 19.1 95 1.9 
356. 1 1,034.8 



w 
0 

ii 

TA BLE !(a) 

CENTRAL BANKING: CENTRAL HANK OF NIGER IA STATEMENT OF ASSETS & LIAHILITJES (N million)- ASS ETS 

End of Year 
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December 1977 
Decembe r 1978. 
December 1979 .. 
Decembe r 1980 . 
December 198 1 
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February .. ... . ........ . 
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End of Year 

1970 ······ ····· · ······ ········· 
1971 .... . .. ..... ...... .... ... . . 
1972 ···· ·• ···· ·· ···· ·· ····· ·· ·· 
1973 ..... .. ................... . 

1974 ·· · ············-- · ········· 
1975 ..... ... ........ .. ...... .. . 

1976 ····· ················ ··· ··· 
1977 . ... .... .............. . .. . . 
1978 ....... .. ................. . 
1979 ..... .. .... ............... . 

1980 ········ ······ ············· 

TABLE 3 

KENYA: MONEY SUPPLY (1970-1980) 
(K Shs Million) 

Money Supply 
M, 

2410.9 
2588.8 
3029.7 
3861.7 
4016.0 
4539.9 
5674.3 
8427.4 
9301.l 

10636.9 
9899.5 

Quasi Money 

1094.5 
1180.7 
1265.4 
1494.4 
1803.3 
2274.2 
2780.4 
3985.7 
4816.7 
5759.3 
6308.5 

Source: Central Bank of Kenya: Annual report 1981 
1 M1 = Currency outside banks plus private demand deposits in commercial banks. 

TABLE4 

M, + Quasi 
Money (M2) 

3505.5 
3769.5 
4295. 1 
5356.0 
5819.3 
6814. l 
8454.7 

12413.1 
14117.8 
16396 2 
16208.0 

NIGERIA: COMMERCIAL BANKS' MONTHLY AVERAGE LIQUIDITY RATIOS (IN PER CENT) 
1970-1981 

YEAR 

1970 ....... ... ... ... .......... . 
1971 .... .. ... . .. ..... ... ...... . 
1972 ....... . .. .. ...... ....... .. 
1973 .. ........... .. .. .... .... .. 
1974 ····· ·--·--··· · ·------ -- · ·· 
1975 .............. .... ..... ... . 
1976 ..... .... .. ...... ..... .. .. . 
1977 .... .. .... .......... ...... . 
1978 ..... ... .. ................ . 
1979 .... ... .. ... . .. .. ..... .. . . 
1980 .... .. .................. .. . 
1981 .... ........... ... ........ . 

STATUTORY 
LIQUIDITY 

REQUIREMENT 

25.0 

(Source: Central Bank of Nige ria) 
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LIQUIDITY 
RATIOS 

94.5 
73.7 
61.8 
63.8 
65.0 
68.5 
59.1 
52.7 
38.4 
45. l 
47.6 
38.5 

EXCESS 
LIQUIDITY 

RATIOS 

69.5 
48.7 
36.8 
38.8 
40.0 
43.5 
34. 1 
27.7 
13.4 
20.1 
22.6 
13.5 



TABLES 

ZIMBABWE: LIQUIDITY RATIOS OF MONETARY BA KS AND OTHER 
FINANCIAL INSTITUTIONS 1975-1981 

(Z$ million) 

Commercial Banks Accepting Houses Finance Houses Building Societies 

Liabilities Liquid Liabilities Liquid Liabilities Liquid Liabili ties Liquid 
End of to the Asset to the Assets to the Assets to the Assets 
Year Public Ratio% Public Ratio% Public Ratio % Public Ratio % 

1975 .... 523.2 40 112.3 61 117.4 22 336.8 18 
1976 .... 574.5 37 125.2 60 115.2 20 363.1 19 
1977 .... 629.7 35 135.4 49 99.6 22 395.0 20 
1978 .... 635.7 41 153.2 63 88.9 22 447.5 21 
1979 .... 661.8 53 156.1 64 87.9 22 506.8 25 
1980 .... 532.9 48 204.8 60 114.0 21 572.1 25 
1981 .... 1089.9 42 190.0 52 164.2 26 570.6 23 

Source: Reserve Bank of Z imbabwe: Quarterly Economic and Financial Review. 
Various issues 

1 Commercial Banks are required to hold liquid assets equal to 35% of their Liabilities 
to the public as at the end of the previous month. Prior to May 1979, this ratio was 
25%. 

2 Prescribed liquid assets ratio for accepting houses is 30%. Prior to May 1979, it was 
20% . 

3 The minimum liquidity ratio for finance houses is 20%. It was 15% before April 1981. 
4 Building Societies are required to hold a minimum liquidity ratio of20%. Before May 

1979, this ratio was 15%. 

TABLE6 

KENYA: COMMERCIAL BANKS' LIQUIDITY RATIOS 1971-1981 

(KSHS million) 

Deposit Required Liquidity Excess Liquidity 
End of Year Liabilities Ratios Ratios Ratios 

1971 ....... ..... . ... . 3139 12.0 17.4 5.4 
1972 ............... . . 3226 15.0 22.2 7.2 
1973 ............... .. 4114 15.0 25.2 10.2 
1974 ..... . . .... ...... 4180 16.0 20.8 4.8 
1975 ................. 5326 15.0 18.9 3.9 
1976 ............ ..... 6862 18.0 24.6 6.6 
1977 ............... . . 10199 18.0 28.4 10.4 
1978 ................. 11064 18.0 22.7 4.7 
1979 .. ............... 12542 16.0 23.4 7.4 
1980 ... .... ... .. ... .. 12104 16.0 18.2 2.2 
1981 ................. 13440 15.0 19.3 4.3 

Source: Central Bank of Kenya: Annual Report 1981. 
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IGERIA: SELECTED PREDOMINANT INTEREST RATES 1970- 1981 

(Per cent Per Annum) 

Table 7 

Commercial Bank Deposit Rates Money Market Rates 

End of Year 3 Months 

1970 ... .... ......... 3.00 
1971 .. .. .... ........ 3.00 
1972 .. ... ........... 3.00 
1973 ..... ... ........ 3.00 
1974 .... ... .. .... .. . 3.00 
1975 .... .... ....... . 3.00 
1976 .... ... .. . ... ... 2.50 
1977 · ·· ·· ··········· 3.00 
1978 .... .... .... . ... 4.75 
1979 ........... ..... 5.50 
1980 ...... .......... 5.75 
1981 ······•·· •·· .... 5.75 

Time Deposits Savings 
CBN Minimum 

Rediscount 

Over 
3-6 Months 6-12 Months 12 Months Rates 

3.00 4.50 3.50 3.00 4.50 
3.00 3.50 4.00 3.00 4.50 
3.50 4.00 4.00 3.00 4.50 
3.50 3.50 4.00 3.00 4.50 
3.50 3.50 4.00 3.00 4.50 
3.00 3.00 4.00 4.00 3.50 
2.50 3.50 3.50 4.00 3.50 
3.00 3.00 2.00 4.00 4.00 
5.00 5.25 5.50 5.00 5.00 
5.50 6.00 6.50 5.00 5.00 
6.00 6.25 6.50 6.00 6.00 
6.00 6.25 6.50 6 00 6.00 

ZIMBABWE: SELECTED PREDOMINANT INTEREST RATES (1975- 1981) 

(In per cent) 

Treasury Commercial Bank's 
Bill Rate Minimum Lending 

Rates 

4.00 7.00 
4.00 7.00 
4.00 7 .<X) 
4.00 7.00 
4.00 7.00 
2.50 9.00 
2.50 6.00 
3.00 6.00 
4.00 7.00 
4.00 7.50 
5.00 7.50 
5.00 9.50 

Table8 

Commercial Bank Deposit Rates 1 Money Market R ates 

End of Year 

1975 .... .. ...... . . ...... . 
1976 ........... .... .. ... . 
1977 ................ .. .. . 
1978 ... ... ............ .. . 
1979 ................... . . 
1980 .. ..... ..... ... ... .. . 
1981 ........ .. ....... ... . 

Upto 
3 Months 

3.25- 4.00 
3.25- 3.75 
3.00- 3.50 

3.25 
3.00- 3.25 
3.20- 3.50 
8.25-14.50 

Time Deposit Rates 

Upto 
12 Months 

4.00- 5.00 
4.00- 5.75 
3.75- 4.60 
3.90- 4.25 
4.00- 4.25 
4.00- 4.40 
8.25-12.00 

Upto 
24 Months 

5.00- 6.00 
5.00- 5.75 
4.75- 5.50 
5.00- 5.25 
5.00- 5. 15 
5.00- 5.25 
9.25-12.50 

Source: Reserve Bank o f Zimbabwe: Quarterly Economic and Statistical Review, various issues. 
1 Institutions of the same type quote different rates. 
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Bank 
Rate 

4.50 
4.50 
4.50 
4.50 
4.50 
4.50 
9.00 

Treasu ry 
Bill Rate 

3.55 
3.60 
3.55 
3.61 
3.57 
3.30 
8. 18 

Minimum 
Lending Rate 

7.5 
7.5 
7.5 
7.5 
7.5 
7.5 

13.0 
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