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The factors influencing the monetary and financial
developments in Nigeria are camplex., To give a comprehensive
account of all these influences, and more particulaﬂy, to
accord dus weight to historical factors would require a
sizeable monogreph, It is thus plain that any attempt at
;a comprehensive account of the formative influences is out
of the question. Nevertheless, it remains true and
important that no monetary, banking or financial system
cen be adequately understood, let alone constructively
criticized, in isolation from the economy and society within
which, and for the benefit of which it operates, It is the
purpose of this chapter to provide such an account, though
one which is necessarily brief, incomplete, restricted to
conditions as they are today, and neglectful of the role
of the past in determining the present. Indeed, this chapter
describes only those characteristics of the economy which
appear to have the most direct impact upon their monetary

and financial arrangements.
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1, Political Status, Population and Area:.

The Pederation of Nigeria attained independence within
the British Commomwealth on October 1, 1960, almost exactly
a hundred years after King Dosumu ceded the port of Lagos
to the British Crown and welcomed British rule, Nigeria
is a few years behind other British depeﬁdencies in Asia
and Africa which have become sovereign states. Ths interval
. between the independence of those countries and that of
Nigeria affords the latter an opportunity to study in
perspective the problems which confront a new state and the
way in which other péoples are trying to solve them, She
stands a chance, therefore, of profiting by the éxperience
of other nations and of avoiding some of the pitfalls which
have brought a few perilously close to disaster.

Nigeria, by virtue of her size and population, appears
destined to play an important role in Africa. Her size of
373,000 square miles 1s four-fifths the size of the Union
of Africa, and four times that of Ghana, Her population,
variously estimated at between fifty-five million and
fifty-seven million is five times the population of South
Africa and more than nine times that of Ghana. The great
variation in geographical conditions and natural resources
in the -different parts of the country gives diversity to
the economy and assures‘her a high degree of viability, which

is denied to a one=crop economy.
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Nigeria is a Federation of four regions: the North,
the Weét', the Mid-West and the East, The Northern Region
with an area of about 282,000 square miles and a population
of nearly thirty million, is larger than the other three

regions put together,

The Population figures given are 19 63 Census figures

The Western with the Mid-Western Region  put together
is AE,OOO square miles with about thirteen million inhabi-
tants, and the Bastern is 29,500 square miles with about
twelve million inhabitants, Lagos with a population of
'600,0 inhabitants, is the Federal Cespital and is also
a federal territory outside the four regions., Ibadan, the
largest town in Nigeria, with a population of nearly one
miliion is the capital of Western Regilon, Kaduna,' Enugu
and Benin City are respectively the capitals of the Northern,

Eastern and Mid-Western Regions,

2, Economic Development:

The Economy of Nigeria rests mainly on Agriculture.
The natiénal income per head of £30 per annum is very low
by co@parison with the £54 per annum standard in Ghana, .
The country is practically self-sufficient in foodstuffs,
the Northern Region producing guinea corn and millet for
jts own consumption and the Western and Eastern Regions,

yem and cassava, The Western Region also produces malze
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and other foodstuffs are produced at different places,
resulting in a large volume of internal trade. The cattle
population of Nigeria is about eight millionm, all in the
Northe:n Region, which also has more of other livestock
then the rest of the country put together,

Govermment revenues are dependent largely on export
and import duties. The total imports for 1962 and 1963
were £203 million and £208 million reapectively. Exports
for the ssme period were £164 million and £185 million
pespectively. cﬁstoms and excise for the two periods
amounted to £85 million each year.

Agriculture, forestry and fishing provide Nigeria's
most important exports, though 10 pér cent of the total
annual export is of minerals, Next after Ghana and Brazil,
Nigeria is the world's largest producer of cocoa, exporting
88,000 tons in 1963 as against 240,500 tons from Ghana,
This crop is mainly raised in the Western Region but efforts
are being made to extend production to the'Eastern Region,
The major part of the rubber and timber exports is also
from the Western and Mid-Western regions. The Eastern
Region raises the bulk of palm products ( palm oil, palm
‘kernels and palm kernel oil) though the Western Region also
produces soms, and about 5 per cent of the palm oil is
consumed locally. The Northern Region exports groundnuts,
_ cotton, hides, skins and benniseed, The collection, grading
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and transportation of Nigeria's export crops are now under-
teken by the Regional Marketing Boarda; These statutory
boards guarantee minimum prices to the farmers, usually

much less than the market prices gnd they keep the diffe-
rence in reserve funds for the purpose of price stabilization.,
A central agency, the Nigerian Produce Marketing Company
Limited, having its headqnartersAin London, undertakes the
actual selling of Nigerian products in internatioﬁal markets,
For the most part,mﬁigerian products are sold at world

mﬁrket prices.

The mineral resources of Nigeria include tin, columbite,
coal and oil. Tin is mined in the Bauchi Province of the
Northern Region., The output of tin is appfoximately 15,000
tons yearly and tha% of columbite is approximately 2,500 tons
and .their total export value in 1963 was about £9 million.
The price of columbite, like the price of many other Nigerian
Vexports, is subject to sharp fluctuatibn in world markets
and this is & serious threat to economic stability, Coal
is mined in Enugu in the Eastern Regiom, and is practically
all consumed locally. Oil has been found in the Eastern
Region at Oloibiri, PBrass Division, and at Afam, Owerri
Province. About 1,000 tons are produced daily and the
annual output is expected to reach the 800,000 tons target
by the end of 1964. A local oil refinery has been established
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in Port Harcourt Eastern Nigeria and will soon go into
production, |

There is 1ittle industry in the country, During the
colonial period, the Govermment built the railway and the
motor roads; the ports and harbours; the electric plants,

. waterworks and camunication systems, These are being
rapidly expanded in accordance with the development programme
of the country initially under departmental administration.
Recently the departments have been replaced by public boards
and corporations,

The Nigerian Railways is the chief link between the
three regions., It has 2,000 miles of track and transports
annually approximately seven million passengers and about
three million tons of freight. The management has recently
been placed in the hands of a publiec Railway Corporation,

In May, 1958, the international Bank of Reconstruction and
Development made a loan of £10 million to the Federal Govern-
ment for use by the Corporation for its development programme
and for extending the railway from Kano to Bornu., The Nigeria
Airways Corporation Limited is a Jjoint enterprise of the
Federal Govermment, British Overseas Airways Corporation and
Elder Dempster Lines Limited (a shipping line long established
in West Africa). The Corporation provides internal air
service as well as flight services cdnnecting Lagos with the
other British West African territories and with London. &
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Ports Authority has lately taken over the managément of the
ports in Lagos and Port Harcourt as well as the smaller
ports of Calabar, Burutu, Sapele and Warri,

The Electrieity Corporation of Nigeria manages the
scattered electricity supply plante throughout the country.
with increased demand for power and the rise in coal mining
labour wages, coal and imported petroleum can no longer be
relied upén exclusively as fuel for generating electricity.
A systematic survey of power sources in the country has been
made and schemes have been adopted for developing hydro-
electric power for the River Niger and for generating
electricity for the lignite deposit in Asaba,

There are small industrial enterprises initiated by
expatriate firms for manufacturing soap, bear, cans and
cigarettes, Some Nigerian firms have also set up ceramic
and textile factories., The further development of industry
has been left to private investment and the governments of
the Pederation have offered fiscal and other inducements to
attract foreign capital, Cement factofies had been esta-
blished at Nkalagu in the Bastern Region by the Nigerian
Cement Company and at Bwekoro, Abeokuta in Western Nigeria
by the Govermment of thét Region, 8imilarly the Kaduna
Pextile Mills recently opened its new textile factory in
Kaduna, Northern Region.

About 600,000 wage-earners are employed either by
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the Government or by the commercial firms for work in
transport, mining, construection, ggriculture and livestock
farming. Trade Unions have been organised and are very
" much alive to the workers' interests, The Trade Union Law
was enacted in 1938 when the govermment was the chief
employer of labour, The desire for new unions to concentrate
their activities within their departments and avoid outside
influence, gave the feature or vertical organisation to the
Nigerian Trade Unions., A typical Nigerian Union comprises
ndt the craftsmen or artisians in an industry, but all the
workers in a govermment department, firm or business, e.g.,
the Railway Workers Union, the Ports Authority Workers Union,
Economic development is a matter of great importance

to the new governments in Nigeria and the regional govern-
ments have undertaken separately to prepare and fulfil
their own development plans, The National Economic Council,
on which representatives and economic experts from each
region and the federal govermment sit, has the duty of
co-ordinating the plans, Most of the plans adopted for
1962-68 development programms related to the provision and
expansion of social and economic overheads such as agricul-
tural extension, roads, gnd bridges, public works, water
supply, electricity, schools, hospitals, etc.

Education has made great strides in recent years. In

the Western Region, free primary education for children
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between the ages of six and twelve was introduced in 1955

as part of the development programme; and in 1957 the
Pederal Govermment introduced similar schemes for the Federal
territory of Lagos, Under one million children were in
primary schools in Nigeria in 1950, but this figure rose

to one and a guarter million in 1954 and is now over two
million, When in another year, the existing teacher training
schemes are fully developed, over 200,000 teachers will be
in training annually. At present five universities are

in existence all over the Federation, At the University

of Ibadan, the premier of all the other universities, over
1,000 students receive higher education in various faculties,
Higher technical education is provided by the Nigerian
college of Technology located now at Yaba near Lagos.

The commercial banks in Nigeria have been brought under
the supervision of the Central Bank of Nigeria which com-
menced business in July, 1959. The commercial banks
include the 10cal branches of a number of important European
penks as well as the indigenous banks, The Central Bank now
" 4ssues the Nigerian currency (formerly issued by the West
African Currency Bosrd with its headquarters in London),
which a8 in the past is convertible with sterling at par,
the issue being backed pound for pound by sterling. The
Central Bank has also-developed a security market in Nigeria,
the Lagos Stock Exchange, and some federal loans have already
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been issued and treasury bill started to be on sale by the
end of 1959, More will be said about these recent develop-

ments in later chapters,

(3) National Income:

Between 1951/52 and 1961/62, the National Income
increassed in real terms (i.e. after discounting price
changes) by the equivalent of at least lj per cent per annum,
and by the latter year Nigeria's National Income was estimated
at not less. than £1,11é million, A National Income of this
size-is large in Africa, and indeed is considerably bigger
than the combined National Incomes of the whole of the
former British East Africa and Central African Federation,
The National Income per head in 1961/62 was estimated at
laomething near £30, It is the primary aim of the Govern-
ments of Nigeria to raise the National Income per head and -
the standard of living as rapidly as possible, After
allcwiné for the increases in the population, the National
Income per head increased in real terms by the equivalent
of 2% per cent (or 10/~ ) per annum between 1950/51 and by
4 per cent per annum between 1961/62 and private consumption
jncreased by about the seme amount, In aeddition, there wes
a considerable expansion in Government expenditure and gross
domestic: investment, financed mainly by a change fram net
investment overseas to the utilisation of past savings, by
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the increased yields from indirect taxation and the additional
" private overseas investment in Nigeria, The twin developments
of agricultural exports and industrialisation are expected

to acceleréte the growth in the National Incame and the
.iealth of Nigeria considerably.

(4) Poreign Trade:

Foreign Trade is important to Nigeria not only in provi-
ding her with imports but also as a source of public revenue,
Since the end of the war, both imports and exports have
virtually been freed from control. They have also expanded
greatly and between 1947 and 1957, exports increased in value
from £hhvmillion to £126 million and imports from £33 million
to £15ﬁ“ﬁillion. Between 1958 and 1963, total exports
tnereased from £134 million to £189.5 million and imports
from £168 million to £207.5 million, The future prosperity
of Nigeria, particularly until industry has developed further
is largely dependeﬁt on a sustained expansion of Nigéria's
exports, which will not only enrich the country generally
but also pay for an expansion in imports and provide both
directly and indirectly additional Govermment revenue,
Nigeria, however, being mainly a primary producer at present,
is particularly dependent on world prices for her products,
The treaty of Rome signed by France, West Germany, Italy,
the Netherlands, Belgium and Luxembourg, and creating the
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European Economic Community with its indications that the
Associated Overseas Territories of France and Belgium will
receive preferentiﬁl treatment in the purchase of certain
commodities is therefore particularly disturbing when in
1963, Nigeria sold products worth over £50 million to these
countries., There are good prospects of substantial increases
in some of Nigeria's exports, Nigeria, however, like other
primary producing countries is very vulnerable to changes

in the prices received‘for her products and any gain for .
the production of additional guantities of exportis would

be nullified if the prices for them should fall severely.
Ultimately, the solution must lie in an increase in world
demand both for a ralsing of the standard of living throughout
the world and from the development of additional uses for
primary products, 5 '

| Since 1955, Nigeria's imports have exceeded her exports.
For some years prior to this, receipts from exports were
considerably in excess of payments for imports, mainly
because the Marketing Boards, Governments and quasi-govermment
bodies were accumulating considerable savings, In part,
these savings were involuntary and due to the difficulty

of executing works programmes, From 1955 onwards, there

has been a progressive change and with the expansion in the
building and civil engineering industry, Nigeria has been
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devoting the balances built up in earlier years to much
needed development, The use of past savings - which had
been invested in London until they should be needed - has
involved a running down of Nigeria's sterling balances and
allied to increased overseas investment in Nigeria in the
last thrqe years, has caused a sharp increase in imports
which has resulted in adverse trade balances, These are
likely to continue for some years as & result of the high
level of development financed in part by tiscontinued
utilisation of past savings, foreign loans and 1nxéstments.
A high level of capital investment is essential if Nigeria's
development is not to be unnecessarily retarded, but the
careful planning and co-ordination of development will be
essential to ensure that expend;ture does not exceed the
resources which can be made available without straining the

stability of the economy.

Conclusion:~-

The prospects for raising the wealthof the country
and the level of the National Income rest largely on the
possibilities of inereasing e xports and developing industry.
As regards exports, there are good grounds for hoping that
oil exports will becoms important, but it is to agricultural
production that Nigeria must look for some time to come for

any major increase in export earnings. As has been indicated,
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there are prospects of increasing the quantities of certain
of the more important agricultural commodities exported,
although the Rome Treaty makes the future demand for them
more than usually uncertain,

Industry can make a slower but nevertheless real contri-
bution to increasing the wealth and raising the standard of
1living in Nigeria, Industry and agriculture need not competé.
They can and should be'complementary to each other, Increased
agricultural production in helping to raise the purchasing
power of the population will increase the demand for manu-
factured goods and by expanding the Home Market, attract
jndustry. Industry will not .only provide employment and
generate wealth, but will also increase the demand for
agricultural‘feodstuffa to feed the persons it employs-
and provide a ﬁarket for somé of the produce at present
exported. In only ome sphere do the needs of agficulture ~
and industry‘compete and that is in their ecalls on public
money. Industrialisatién involves heavy capital investment
and the pace of agricultural development will be conditioned
to some extent by the money that can be diverted or attracted
to it, The many cglls on the limited funds at the disposal
of Govermnment make it imperative that private investors
should be encouraged to fimance those forms of development

which are normally attractive to them, These include
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industry and 1érge scale agricultural development, and the
leaders of the Nigerian Governments have recognised the
important help that private investors can give to4the country,
Where necessary, and within the limits of the funds available,
the Govermments and quasi-govermment bodies will also stand
ready to invest in industry and in the development of large-
‘scale agricﬁltural units, The greater part of available
public monies will however, have to be uséd to provide public
services, such as communications, health and education which
are essential to the future development of Nigeria and which
by their npature are not suitable for financing by private

investors.
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CHAPTER _TWO

. HISTOR OF MO
BANKING SYSTEM IN G

Bani:ing history in Nigeria begins with the formation
of the African Banking Corporation in 1872. The main function
of the Corporation was the distribution of British currency
(coin) in Lagos and the surrou.nding districts. This function
was taken over in 1894 by the Bank of British West Africa
(B.B.W.A. ). |

In 1912, the West African Currency Board (W,A.C.B.)
| succeeded the British Treasury as the sole authority for the
i1ssue of currency for all British dependencies in West Africa.
The West Africa Currency Board was never a bank, although it
held the responsibility for the issue of Nigeria currency for
almost half & century (1916-1959).

Between 1912 and 1917, the B,B.W.A. was the only bank
eperating in Nigeria. -The largest commercial bank in the
country today, Barclays Bank D.C.0., opened its first branch
in Nigeria in 1925. The National Bank of Nigeria Limited,
‘the oldest indigenous bank in existence, was established 1in
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1933, The three banks mentioned in this paragraph were the only
ones operating in Nigeria between the end of the great dep-
ression (1933) and the end of World War II (1945).

The outburst of economic activities marking the return of
peace in 1945, oeeasioned the opening of nineteen indigenous
banks in Nigeris between 1945 and 1950, All but two of the
banks failed. In consequence, total bank assets, which had
risen from about £9 million in 1943 to £17 million in 1948,
slumped to about £14 million at the end of 1949,

When the Nigerian Penny Bank failed in 1946, a large
number of its customers lost their small deposits, The
ensuing outcry prompted the Government to institute the Paton
Commission to study the banking situation in Nigeria,

The Paton report was published in 1948. It recommended
a minimum peid-up capital of £12,500 and that all banks must
henceforth be registered. Those already established were
given three'years of grace to register,

The Banking Ordinance based on Patoﬁ's recommendations
did not become law until May, 1952, Bank promoteré exploited
the Govermment's delay. A spate of indigenous banking acti-
vitieé.spurted out eighteen new banks being -opened during
1951 and early 1952, None lasted two years. Fourteen of these
stillborn banks had paid-up capital of less than £6,000, One
of the remaining four, which had paid-up capital of £10,000,
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had at one time as many as twenty-six branches,

Prior to the enactment of the 1952 Banking Ordinance,
undertaking of banking business was very easy. But six
years elapsed after the Ordinance before the Muslim Bank
{West Africa) Limited was opened in 1958,

In compliance with the recommendations of the'Lownes
Commission, sét up by the Govermment in 1957, a new banking
ordinance and the Central Bank of Nigeria Ordinance became
law in 1958, The main provisions of the 1958 Banking
Ordinance are the obligation of commercial banks to comply
with the minimum 1iquidity ratio prescribed from time to

'time by the Central Bank, the limitation imposed on lending
and on the type of business banks may undertake, and the
appointment of a Banking Examiner.

The Central Bank of Nigeria began formal operations on
Ju;y 1, 1959, The Bank took over the function of currency
jssue from the W.A.C.B., whose currency ceased to be legal “
tender in Nigeria on September 30, 1962,

| Some important foreign banks have opened branches in
Nigerie in the past few years (since 1960), These include
the Bank of America (National Trust and Savings Association),
‘the Chase Manhatten Bank, the Bank of India, and Arab Bank
Limited. Since December 1962, the totel number of commercial

banks operating in Nigeria has been seventeen.
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An emendment to the Banking Ordinance in 1962 provides
for the raising of the paid-up capital of commercial banks
from £12,500 to £250,000, specifies assets qualifying for
inclusion in data for computing liquidity ratio, and requests
commercial banks to link their interest rate structure with
that of the Central Bank, An Exchange Control Act, discou-
raging unbridled outflow of funds was also passed in 1962
(with the Central Bank as the main regulator).

In sumary, it should be noted that none of the banks
‘established during the last tgn years has failed., Fraudulent
practices, bad mansgement, 1a§k of banking and accounting
experience, and rushed opening of ill-equipped branches,
were the major causes of bank failures in the pre-1952 era.
Some of the early promoters of indigenous banking still
believe, however, that their ill-fated efforts were a reaction
against the policies of non-Nigerian banks, wbich were at that
time unwilling to grant facilities to indigenous businessmen.
A reslization that nationalist struggles for independence
were at their peak in the decade 1945-195L lends weight to
this view,

Every developed country in the world has at one time
or the other faced the teething problems of establishing &
sound banking system. It is significant that, the perennial
liquidation of banks in the past notwithstanding, total bank
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assets rose by about £110 million to nearly £118 million
(over 1,000 per cent increase) between 1950 and 1960, 1In
the decade ended December 1962, cammercial banks' loans and
advances jumped from £10.2 million to over £77 million, total
:%nvestments increased from £0.,3 million te £5 million,
" while total deposits grew at an average rate of nearly
£6 million per annum to £86,9 million, Demand deposits rose
from £24,5 million to £45.,3 million in the same period.
Branch-~banking is observed to have been a praminent
feature throughout the course of banking history in Nigeria,
Between 1894 and 1950, there were nearly 4O bank offices in
operation in Nigeria and the Cameroons, Reflecting the guick
tempo of economic activities and increased demand for banking
facilities in Nigerian leading towns, bank branches increased
to about 170 during the 19508. The present number is 209.
It would appear as if the public image of banks being unsound
is being gradually destroyed, while public confidence 80
revenously damaged in the early 195(3B is being systematically

rebuilt,
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CHAPTER THREE

THE OPERATION OF THE WEST AFRICAN
CURRENCY BOARD

The Central Bank of Nigeria took over the functions of
the West African currency Board immediately the former was
established in 1959, It is therefore eibedient to know how
this Board (W.A.C.B.) performed its functions during the
years of its operation in British West Africa,

The Departmental committee of Inguiry preéided over by
Lord Emmott was appointed by the Secretary of State to inquire
into matters affecting the currency of the British West African
colonies and Protectorates, It heard evidence from December
1911 to February 1912. Its Report and Minutes of Evidence
upon which it was based were prgsented to British Parliament
in October 1912. As a result of its delibrations and recom-
mendations the West African Currenéy Board was established
by the Secretary of States in November of the same year.

This system which existed in Nigeria until 1959 and
which has served as a model‘for other Currency Boards else-

where in other British Colonial territories is substantially
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that proposed by the Committee in 1912, In accordance with .
the recommendations of the Committee, the Board maintained
its headquarters in London. Its constitution, duties and
powers were originally set out in a memorandum by the
Secretary of State dated December 1912, These regulations
were revised in 1915, 1924 and 1949.

The Emmott Committee's purpose in recommending the
establishment of a currency board was to devise a system
which would ensure the convertibility into sterling at a
known rate of exchange of both the old token silver currency
and the new West African coin; provide a means whereby the
Colonial Governments might share in the profits of currency
issue, and bring about, subject to certain safeguards, the
initiation of a West African issue of currency notes, It is
convenient to consider thé Board's operations under these two

bread headings: -

(i) THE EXTERNAL CQNVERTIBILITY OF THE CURRENCY

The West African Currency Board operates primarily to
define the West African pound in terms of the pound sterling,
The external value of the Board's currency thus depends upon
that of sterling and the West African pound is no more than
the pound sterling by aenother name, The jdentity between
the two monetary units is so close that enterprises in West

Africa meke no distinction between them in their accounts,
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It could thus be realised that the West African colonies and
protectorates are really on a sterling exchange standard and
not on a gold exchange standard,

The Board also has no control over the quantity of
eurrehey it supplies, nor has it any apparent influence upon
the rate of exchange at which it supplies it., The latter is
determined by the Secretary of State; the former by the amount
of sterling offered to the Board by those who desire West
African currency. The capacity of the Board to convert
sterling into West African currency depends upon its stock of
the latter, Since West African currency is relatively simple
and inexpensive to manufacture, no difficulties need arise
on this score unless either the Mint is unable to manufacture
coin in sufficient quantities, or the Board fails to forecast
demands with reasonable éccuracy. In practice, shortage of
coin and notes have occurred dque to hoth these reasons, but
in general the assumption of adequate stocks is a reasonable
one,

éymetrieally with the reaéoning above, the capacity of
the Board to convert West African currency into sterling
depends upon its stock of the latter, that is, its sterling
resources and in particular, its liquid sterling asseta.x The
Board's holding of such assets depends upon the masgnitude of
its assets, which is influenced by its poliecy in regard to
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the distribution of income to the Colonial Governments and

the form in which it elects to hold its resources. In practice,
the Board does not hold securities which are not readily marke-
table in London, And since the Board does not hold non-sterling
securities, it is clear that the magnitude of its sterling
reserves and their relationship to its currency liability
depend upon its policy in regard to the distribution of its
income. This policy as stafed in the regulations of the

duties and powers of the Board specified that when the Board

is satisfied, and shall have satisfied the Secretary of State
that its reserves are more than sufficient to ensure the
convertibility of the coin and note issue, and to provide a
reasonable reserve against possible depreciation, the Board

may pay over the whole or part of the surplus amount in aiﬁ

of the revenues of the British West African Govermments,

From the short account given above, it is readily apparent
that the Board is a 'currency authority' only in a very
restricted sense., It has no banking functions, It exercises
no control over the volume of currency on issue, Moreover,
since it does not hold the local securities of the censtituent
territories, the Governments of these territories can exercise
no control over the cubrency supply, either severally or
jointly. From the Board's point of view, the Board is a money-

changing and accounting device. Beyond exchanging West African
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curréncy for sterling (and vice versa) and investing the ster-
ling so obtained in securities approved by the Secretary of

State, it engages only in currency administration.

(i1) THE NOTE ISSUE:-

The introduction of a note issue was a matter which
received much attention from the Emmott Committee. As we
have seen, it was of conside:able importance for the British
traders and bankers operating in West Africa and, in particular
in Nigeria. No issue of notes was made until 1919, 1In that
year, currency notes of the denomination of £5, £1, 10/-, 2/-
and 1/- were made unlimited legal tender by Ordinance. The
" main reason for the introduction of the small denomination
notes seem to have been the shortage of coinage metals, Over
one million 2/- notes were in circulation by June, 1919, Shil-
ling notes were first issued in 1919. By the.end of June in
the same year, over nine million were in circulation., The
small denomination notes were temporary expedients forced
upon the Board by circumstances over which they had no control
and could hardly have foreseen., They were unpopular amongst
Africans and were rapidly withdrawn once coin became more
readily available, as it did after the end of the First

World War. .
By June 1922, only 89,410 two shilling (2/-) notes
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remained on issue, while the number of 1/- notes outstanding
" has fallen to 373,000, By June 1950, a little over 25,000
2/~ notes and 60,000 1/- notes remained outstanding., Since
presentation of these notes is infrequent, while they are
rarely - if ever - met with in the markets, the assumption
must be that the bulk of them havg been lost or destroyed.

In practice, since the number of £5 notes outstanding
is negligible, amounting to only £140, the note issue consists
of notes for £1 and 10/~ of which the former denomination
is of overwhelmingly greater importance,

The decision to introduce notes confronted the Board
with the problem of ensuring not only their external conver-
tibility into sterling, but their internal convertibility into
coin, The Emmott Committee had suggested that this should be
carried out by:

(a) making notes encashable, as of right,

at one office in each territory;
(b) maintaining at this office a coin reserve

equal to three-quarters of the note-issue; and
(¢) the extension of facilities for encashment,

as far as practicable, at govermment offices

and treasuries,
Accordingly, when notes were first introduced in 1916,

a coin reserve amounting to the full face value of the note
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issue was maintained at the currency centre in each colony,
This policy of a specially earmarked coin reserve was aban-
doned in 1920 and the whole West African coin reserve held

at Lagos, PFinally the coin reserve lost its separate identity
and became merged with the stock of coin held at the main
currency centres in each colony.,

A coin reserve held at the main currency centre, even
if equal to the face value of all notes in circulation, could
only be effective in the prevention of a general break-down
in convertibility. It could do little or nothing to ensure
the convertibility of notes outside towns in which the British
banks maintained branches.ngs a consequence, evidence from
Nigeria indicates that convertibility has always been subject
to geographical limitation,

Weiting of the Western Provinces in the twenties,

H. L. Ward Price records that "one could pick up £1 notes

for twelve shillings in coin®", A labourer who received his
monthly wage of £1 in the form of a note was at a great dis-
advantage since no one would change it for him, The same
writer also records an incident in which one African trader,
failing to obtain chanée for £100 in notes, left them behind
on his departure and never returned to claim them. If this
incident was really due to the difficulties of conversion, it
indicates an almost unbelievable situation, |
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Sir Williaem Geary also testifies that notes were at
a heavy discount despite frequent proéecutions, while
W. F. Hutchinson, writing in December 1919 considered the
effect of imperfect convertibility to be of considerable
importance and to inflict much hardship on Africans,

~ This problem existed for a very long time and did not
disappear entirely until in the fifties. Even in 1951, it
was reported that in Benin City, by no means an inaccesaible
village, prior to the opening of a branch there by the Bank
of‘British West Africa, notes were at a discount of from
5 to 12 pef cent in the local market, The lower of these
figures was confirmed by the manager of the Bank of West
Africa while the‘higher may involve an element of exag-
geration,

Quite apart from the geographical limitations on conver-
tibility, its general failure, extending to the main commercial
centres, is not unknown. In 1937, crop prices rose very
sharply and the Board records that the resultant demands
for currency were so heavy and so insistent that the Board's
étecks, substantial though they were, became quickly depleted.
AS a consequence, the Board sent to West Africa some £2.U43
million of Bank of England notes, These were made legal
tender in all four colonies by special enactment and some
£1.87 millions were actually issued. This crisis caused by
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the Board's failure to foresee the rise in crop prices and
yields, bfought about the collapse of convertibility in Kano =
a town in;Northern Nigeria in which both British Banks (the
British Bank of West Africa (B.B.W.A.) and the Barclays

Bank D.C.O.) maintained brances and the Board a currency
sub-centre, African traders in Kano stated that in the crop
season 1937-38, notes could be bought for as little as 12/-;

a discount of 40 per cent,

Dr. J. Mars records a large transaction by an important
African trader at a discount of 12% per cent, while a British
banker of a greater experience estimates the average discount
at nearer 5 per cent,

A similar situation was avoided in the 1951/52 season
only by flying coin to Kano - an expensive proceeding,

Notes were originally advocated as a means of simpli-
fying remittance problems. It seems, however, that their
efficieney in this respect must have been reduced by the
uncertainty of conversion, while considerable losses may have

been inflicted on African traders, farmers and labourers,

@
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CHAPTER FOUR

A, THE __OPERATION OF THE
GENTRAL BANK OF  NIGERIA

The statute‘under which the Central Bank of Nigeria
was set up requires the Bank mainly to:
(1) "issue legal tender currency in Nigeria";
(ii) "maintain external reserves in order to safeguard
the international value of that currency";
(1ii) "promote monetary stability and a sound
financial structure in Nigeria"; and
(iv) "act as banker and financial adviser to
the Federal Government,"
Apart from these general requirements, the Central Bank
performs many other functions. For example, it holds some
of the cash reserves of commercial banks and, in conjunction
with the Ministry of Finance, effects some control of commer-
cial banks' activities. It also helps the banks in organizing
clearing houses, in encouraging the growth of the money market,

and by acting as lender of last resort,
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Under the provisions of the Banking Amendment Act, 1962,
the Central Bank is empowered to control the interest rate
structure of commercial banks, and to prescribe from time to
time, assets qualifying for inclusion in the computation of
bans' liquidity ratio. High officials of the commercial
banks regularly meet those of the Central Bank in the Bankers'
Committee, where matters of common interest are usually dis-
cussed, (This is one of the avenues open to the Central Bank

to0 use moral suassion to effect desired monetary control).

CURRENCY =

The Central Bank of Nigeria assumed its role as a bank
of issue on July 1, 1959, The residue unredeemed West
African Curréncy Board (W.A.C.B.) notes and coin remained
side by side with the Bank's currency as legal tender for
three years, W.A.C.B. currency in circulation in mid-1959
wes estimated at £57.4 million, of which £37 million was in
notes. The process of free redemption (of W.A.C.B. currency)
' was completed on April 6, 1963.

After allowing for seasonasl variations within each year,
total money supply has been on a steady increase since the
establishment  of the Central Bank, The year-end figures of
money supply for the years 1959-63 have been approximately
£108, £120, £121, £125 and £133 million, respectively.
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All through the years, the demand for money has risen
and fallen in direct correspondence with the seasonal peak
and trough in the output of agricultural produce, Considered
on quarterly basis, the 'high' for both money supply and
produce sales have always coincided in the last quarter, while
. the 'low' have invariably been in the third quarter of the
twelve years 1951-62 (see Table I below).

It is obvious therefore that the demand for money and
loanable funds stems largely from availability of cash crops,
like cocoa, groundnuts, palm-preduce, rubber, timber, etc, etc,
One wonders if these and other agricultursal prqﬁucts do not
actually account for more than the 56.7 per cent of gross.
domestic product (GDP) officially recorded for 1960, With
thé increasing tempo of monetisation and planned mammoth
output of agricultural and industrial preducts, the Central
Bank needs to anticipate greater demand for currency and

rediscount facilities in the coming years,
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TABLE I

MO SUPPLY

(£'0008)
Currency with| Demand Money |Pemand Deposits
End of Month non-bank Deposits S {& as percentage
public in Com, Banks |~ PP of Money Supply

1953
March 6,547 22,546 69,093 32,6
June 43,017 23, 1528 66 545 35.4
September hO 187 23, 850 6# 037 372
December 56,806 2&,&68 81, "27h 30,
March 51,753 - 25,098 76,851 32,7
June 18,87k 28,310 77,184 36,7
September L1,153 31,551 72,704 u3.u4
December 51,337 32,870 84,207 39.0

1959
March 46,878 3L, 554 81,u432 L2
June 43, ,172 35s182 79,354 45.6
September 41,733 36,150 77,883 46.4
December 55,682. 3, 539 87,321 36,

1956 '
March 51,129 32,690 83,819 39.0
June 48, 1678 33,&78 82.156 Lo.7
September 146,099 37,740 83,839 45.0
December 56 282 35,352 91, 63h 38.6

1957
March 49,656 38,854 88,510 43,9
June h6 526 3& 919 81,322 MZ.B
September uu 549 3k, 1118 178,667 L3,
December 63,138 37, 1326 100,464 37.2
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_ Currency with Demand Mone Demand Deposits
End of Month non=-bank Deposits Su { as percentage
publie in Com, Banks |~ PP Y lof Money Supply
1958
March 50,578 43,654, oly,232 ué.3
June 51,020 35,765 86 , 785 41,2
September . 48, 2026 34,485 82, '511 41,8
December 61, 168 10,266 lOl,h}h 39.
2929
March 53,534 42,873 96,407 4l 5
June 50,980 39,092 90,072 L3.4
‘September 50,633 38,404 89,037 L3.1
December 67, 365 40,168 107 533 37.4
1960
March 59,942 148,980 108,922 45,0
June 58,834 Ly, 695 103,529 b3.2
September 62,519 L, 143 106,662 1.4
December 78, 1880 1,117 119,997 34.3
1961 |
March 72,327 kh,789 117,116 38,2
June 69,236 42,582 111,818 38.1
September 66,209 38,582 10h 791 36,8
December 79, 786 L1 ,658 120,956 Sh.b
1962
March 71,543 2,724 114,267 37.4
June 66 89k 39,429 106 323 3761
September 63 922 2027 102 3&9 375
DPecember 79,780 u53296 125, 076 36,2
1963
March 70,940 50,429 121,369 hl.6
June 67,,426 ‘42 138 109)56)-‘-- 3805
Sep tember 70,267 41,132 111,399 36.9
December Bh o2 h8,775 135,265 36,6
1964
March - 75,667 53,930 129,597 Bl
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EXTERNAL RESERVES:~-

The Central Bank is expected to maintain a minimum ratio
(40 per cent) of external assets to total demand liabilities,
Foreign reserves backing for monetary iiabilities used to
be 60 per cent., This was reduced (in 1960} to give wider
scope for credit expansion in the developing economy, As
& young ceuntry? a substantial backing as high as 40 per cent
is deemed necessary to buttress the international confidence
in the strength of the £N, Increased demand for dqmestiqw
eredit may necessitate further reduction in this ratio
(to as low as 30 per cent) as the economy assumes greater
stature, |

Gold (£7.1 million), foreign Treasury bills, and bank
balances freely convertible into gold or sterling, U.K. and
U.S. Government sgcurit;es are the present components of the |
Bank's external assets.

Acting through the Central Bank, the Federal Government
subscribes to the funds of international financial institu-
tions, like fhe International Bank for Reconstruction and
Development and the International Monetary Fund.

It is significant that despite the recurrent imbalance
of Nigerian external trade and payments since the mid-1950's,

the Bank's external reserves have maintained a substantially
broad margin over and above the statutory ratio of 4O per
cent, The £N is one of the strongest currencies in Africa.
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M Y STABILITY:-
Standing at the apex of the banking system, the Central

Bank has, by and large, succeeded in keeping the international
and domestic value of the Nigerian pound stable over the years,
Since its inception, the Bank's pound has always been guoted
as equivalent to the pound sterling, Since April 1963, the
I.M.F. has recognized and concurred to the par value of the
£N being quoted as equivalent to US 82,80 and valued at
2,48828 grams of fine gold, or 12,5000 troy ounces of fine
gold.

" Some measure of inflation has always accompanied the
initial stages of economic development in most countries,
But in Nigeria, there has been no substantial depreciation
in the purchasing power of the £N in the local markets;
although available statistics indicate some increases in the
cost of living indices in large towns, The inflationary
tendency resulting from the increase in money supply (referred
to above) must have béen tempered by éorresponding increases
in imports and monetization in recent years to keep the
domestic value of the pound on a relatively even keel,

Another significant development in the field of currency

was the establishment of the Security Printing apd Minting
Company Limited in July 1963 with an authorised capital of
£1 million, The formation”agreement provides for the Central
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Bank, the Federal Govermnment and De La Rue International
Limited to subscribe to the share Qapital of the company in
the following proportions: 5 per cent, 55 per cent, and 4O per
cent respectively., The company will eventually take over the
printing and minting of Nigerian currency notes and coin, as
well as the printing of other security décuments, e.g. s8tamps,
postal 6rders, vehicle licences, ete. for govefnment depart-
ments, The printing and minting of Nigerian currency notes
and coin, will however constitute the major part of the
company's output. Construction of the company's factory at
Victoria Island in Lagos has started and it is expected that
the company will start production on the finishing process

for currency notes by the end of 1964 or early in 1965.

B, = MONEY AND CAPITAL MARKET

.9

Treasury Bills:-
The Treasury Bill Ordinance, 1959, provides that the
Federal Minister of Finance may authorise the Central Bank
to issue Bills to the exﬁenﬁ that the amount outstanding at
any one time shall not exceed 10 per cent of the estimated
revenue of the Federal Goverﬁment during the year then cﬁrrent.
The experience of the past four years has demonstrated the
usefulness of this form of investment for short-term funds

and the assistance given to Government in planning the most
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economic use of its resources, During the earlier months
of the issue, the Central Bank took up modest quantities of
bills in ordqr to encourage dealings, All such bills taken
up by the Bank were subsequently sold; these transactions
laid the foundation for regular dealings and for the growth
of a market in bills which is now operating smoothly., During
the greater part of the period of the issue the banks have
been very liquid, the normal seasonal position obtaining
from the end of May until early November, This has been
reflected in the substantial subscriptions made for each issue
of bills and in later months the demand exceeded supply.
However, the activity in the market for bills increased, bills
being purchased and sold by the Central Bank from and to the
other banks and their customers and between the banks and
their customers, With the seasonal financing of the crop
bharvest, banks found it necessary to rediscount some of their
holdings of bills in order to restore their cash positions,
The rediscounting of these bills has brought into play
a monetary instrument which will be of increasing value in
the future.,  However, in the initial stages of the develop-
"ment of the Treasury Bill market in Nigeria, it is the issue
price which is of primary importance, Prior to the intro-
duction of Treasury Bills, short-term funds available in
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Nigeria had to be invested in overseas mérkets and the rate

" at which Treasury Bills are issued in Nigeria is therefore
related to overseas rates generally, The rate has had to

be sufficiently high both to retain funds within the country
and to attract new funds., The extent to which Treasury Bills
have been in demand and the quantities of funds which have
been brought back from overseas for invesiment in Treasury
Bills indicate that this has been achieved.

It has been the Central Bank's pelicy, in order to
encourage the growth of a market, to fix a re-discount rate
for Treasury Bills, which, whilst providing a deterrent to
holders to rediscount their Treasury Bills at the Central
Bank immediately after purchase was sufficiently near the
current issue rate of Bills to give every encouragement to
banks and others to invest in their medium.‘ The rediscount
rate has in general, during the period under review, been
maintained fractionally higher than the current issue rate

for Treasury Bills, Table II below shows transactions in

Treasury Bills in 1963:=-
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TABLE

TREASURY BILL TRANSACTIONS ; 126}
(£'s thousands)

Bills
Issues Taken up Taken t .
- _ : up [Redis-|outstanding

Month th:ugéggod by Ceniral ly\. pipyic [counts| at end
Bank ‘ of month

January 8,000 1,663 6,337 156,¥ 18,000
February 5,000 2,704 2,296 1,275 20,000
March ... 8,000 2,863 5,137 955 21,000
April ... 6,000 2,832 3,168 446 21,000
May ..o 9,000 L,072 4,928 689 23,000
June ... 8,000 T 581 7,419 2,147 23,000
July ... 6,000 2,756 3,24k 335 23,000
August .. 8,000 1,825 6,175 777 22,000
September | 9,000 3,689 5,311 | 1,594| 23,000
October..| 12,000 7,829 L,171 1,603 27,000
November 10,000 7,643 2,357 3,099 31,000
December 8,000 5,331 2,669 307 30,000

CALIL MONEY FUND

A @all Money Fund was established by the Central Bank

of Nigeria in July 1961 to serve as an outlet for the invest-
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ment of temporarily surplus funds of member institutions,
The ten commercial banks and two other financial institu-
tions at present participating in the Fund keep prescribed
minimum balances with the Central Bank, and may arrange for
an excess to be lent to the Call Money Fund, The Fund is
managed by the Central Bank, Money put at call in the way
is 1nvested and earns interest at somewhat less than the
prevailing Treasury Bill rate., Another important advantage
to the participants is that their funds may be recalled on
demand, The Fund is thus a cushion which absorbs the
immediate shock of liquidity pressure in the money market,
and the volume and direction of Fund movements are one of the
indicators of money market conditions.

’ The monthly average amount supplied to the Call Money
Fund was £12,.,0 million in 1963 compared with £8,8 million

in 1962, 1In addition to the Central Bank Call Money Fund,
some of the commercial banks and one acceptance house receive
money on a call basis, This market is, however, relatively
small, although it expanded strikingly since the four or

five years of its existence. (see Table III below)s-

ooo/l2



-2 -

TABLE III
CALL MONEY FUND TRANSACTIONS ; 1963

(£'s thousands)

Average Daily

Month Supp1isa® |Withdrewn Opgrating Palance
January ... 11,350 12,770 2,877
February... 11,660 9,650 2,130
March ... 11,520 13,635 3,333
gpril ... | 6,610 7,865 1,739
May .. ... | 11,615 10,115 1,471
Qune coe 16,885 15,185 2,99%
July ... | 12,110 13,300 b,322
Angust ... 12,155 12,645 3,163
September. . 9,720 10,150 1,500
October ... 15,975 14,645 4,259
November .o 16,230 18,185 1,958
December 13,305 10,925 1,566

¢ Excluding previous monthly balances,
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THE COMMERCIAL BILLS:

In 1962, a commercial bill finance scheme was introduced
for the marketing of agricultural produce handled by the
regional marketing boards} The scheme was initially limited
to financing the marketing of groundnuts and cotton for the
Northern Nigeria Marketing Boafd. The Central Bank supported
the scheme by providing rediscounting or refinancing facili-
ties up fe a defined limit, ‘

Under the scheme, the marketing board meets its require-
ments for cash by drawing 90-day commercial bills of exchange
on the Nigerian Produce Marketing Company Limited, the company
which acts as éxporter for all the marketing boards., The
company accepts these bills, which are then discounted by
the board with the participating commercial banks and accep-
tance houses., These bills are eligible for rediscounting
or refinancing at the Central Bank, The scheme was extended
in 1963 to cover produce handled by the Western Nigeria '
Marketing Board, One effect of this extension, of course
was to increase the sigze of this sector of the money market,
For the 1963/6L market season, the Central Bank stood ready
to refinance a total of £27 million commercial bills upder
the scheme. The largest amount held by the Central Bank
during 1963 was £14.7 million, while the largest amount held

by Commercial banks in that same year was £9.5 million. In
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addition to the bill finance scheme for the marketing boardse,
the Central Bank has agreed to offer rediscount facilities
within limits for bills of exchange drawn on banks and
aceeptance houses by reputable licensed buying agents with
substantial paid-up capital, in respect of produce bought
on behalf of marketing boards, The Central Bank is also
prepared to grant rediscount facilities within limits to
other bills of exchange drawn in respect of other exports or
essential imports, provided they meet requirements as to

maturity and signatures,

CLEARING HOUSE:-

The Central Bank, in co-cperation with the licensed
banks established a Clearing House in lagos in May, 1961.
The Rules and Begulations drafted by a committee of bankers,
who now form the Lagoes Clearing House Committee now adopted
by the Bankers' Committee and Lages Clearing House began
operation on 22nd May, 1961 in the premises of the Central
Bank. The development has greatly accelerated the interbank
settlement of cheques in the Lagos area and has enabled
the bank to ascertain their over-all cash position early
each day. It has also enabled the business community and
the general public to obtain the use of their funds at &
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much earlier date, The order of magnitude of the clearing

operations of the Lagos Clearing House is shown by the

following data:-

IABLE IV
,AGOS BANKERS' CLEARING HOUSE ACTIVITIES
JUNE - DECEMBER 1961
Dally Averages
| Total Amount No, of | Amount
Month Working |n,, of | Cleared| Cheques | Gleared
Days | ineques | (£'000s) | Clearea | (£'000s)
June. .... | 26 61,651 | 28,915 | 2,371 | 1,112
JUly ....| 26 59,828 | 22,917 | 2,301 881
September 26 61,042 | 22,982 2,348 88l
October .| 25 60,267 | 25,436 | 2,m11 | 1,017
November - 26 6L, 724 | 22,543 2,489 867
December 2k 64,17l | 23,535 2,674 | 981
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During the seven months that the Clearing House was
in operation in 1961 the m@nth to month activity did not
establish a definite pattern, although the daily average
nmumber of cheques cleared increased each month from August
omwards, On the other hand, the daily average value of
clearings tended to vary widely from month to month,

In 1962, a total of about 834,000 cheques amounting
to £302 million were cleared. This compares with a total
of nearly 936,000 cheques amounting to about 2341 million
cleared during the working days recorded in 1963, A
second clearing house was opened at Kano in Northern branch
of the Central Bank in 1963 and another will soon be opened

at the Port-Harcourt branch in Eastern Nigeria. (see Tables

V and VI):-

oo o/U7




- U7 -

TABLE V

LAGOS BANKERS' CLEARING HOUSE STATISTICS 3 1963

Daily Averages

No, of | No, of | Amount Amount

Month Working |Cheques | Cleared No. of Cleared

Days |GCleared |(£'000s) | CR®IU8 | (£1000q)
January .. 26 79,900 | 26,746 | 3,073 | 1,029
February . 22 66,177 | 21,300 | 3,008 968
March .. 26 86,342 | 34,721 | 3,321 | 1,335
April .. 2y - 75,498 27,297 | 3,146 1,137
May .. .. 25 80,4449 29,622 | 3,218 1,185
Junse .o 25 75,964 | 28,413 | 3,039 1,137
July ool 27 82,178 | 29,069 | 3,08% | 1,077
August .. 26 78,714 | 26,455 | 3,027 | 1,018 .
September 25 76_,318 25,833 | 3,053 | 1,033
October .. 26 86,914 | 31,073 | 3,343 | 1,195
November 26 85,985 31,335} 3,307 1,205
December 22 79,113 | 29,010 | 3,596 1,319
T OTAL} 300 }935,552 3,118 | 1,136

340,874
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KANO BANKERS' CLEARING.HOUSE STATISTICS ; 1963%
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. TABLE VI

Daily Averages

No, of | No, of | Amount Amount

Month Working | Cheques |Cleared No. of Cleared

Days | Cleared | (£'000s) | CB°2US | (21000s)
Lpril ... 18 7,812 3,140 L3k 174
My  ose 25 10,031 | 4,222 401 169
JUune . «ee 25 9,686 3,367 387 135
JUly ... 27 10,738 3,6U49 398 135
August .. 26 | 10,057 | 3,578 387 138
September 25 9,257 3,477 370 139
October 26 11,512 4,143 L3 159
November 26 12,209 5,245 470 202
December 22 11,258 6,175 512 281
TOTAL 220 92,560 | 36,996 421 168
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LAGOS _STOCK EXCHANGE

The Lagos Stock Exchange incorporated under the Nigerian
Companies Ordinance on September 15, 1960 and opened for
business in July 1961 has greatly facilitated dealings in
both Government stocks and shares of public companies.

There are three categories of securities dealt in Lagos
Stock Exchange. The first comprises securities with a
Register in Nigeria and includes Nigerian Government stocks,
and such Nigeria registered companies as may seek and qualify
for inclusion in the official 1list of quotatioms.,

The second category comprises stocks of overseas
companies which by virtue of their operations in Nigeria
may be expected to attract investment interest among the
Nigerian public., The Boards of such companies are invited
to seek gquotation in the official 1list of the Lagos Stock
Exchange.

The third category comprises overseas securities in
which Nigeria interest is only occasional, Dealings in such
stocks are arranged by Lagos dealers through members of the
exchange,
| If the Republic of SouthAfrica is excluded, there remain
but three Stock Exchanges in Continental Africa, They are
in Nairobi, in Salisbury and in Lagos. Both the Nairobi and
the Salisbury Stock Exchanges were evolved to regulate share

dealings and to protect the'interests of the investing public
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during the post-war boom conditions which had precipitated
industrial'and commercial expension in these territories
on a substantial scale. | |

The Stock Exchange in Nigeria was on the other hand,
created as a delibrate act of policy by a group of forward
looking businessmen with the encouragement of the Federal
Government. The distinction as between it and its like
institutions in the other African territories is that the
Lagos Stock Exchange must seek out suitable stocks and shares
with which to create business rather than to regulate and
rationalise a volume of bﬁsiness in being.

As material demonstrations of Government support the
transfer stamp duty on the scale of stocks and shares was
cancelled and a Bill was introduced into the Federal House
of Parlisment which became law in June 1960. This was an
enabling ordinance, empowering the Lagos Stock Exchange,
through its Council, to regulate the dealings of members with
their clients and of members with members. The powers thus
vested in the Exchange and administered by its Council are
fapr-reaching and should ehable a tradition of the highest
integrity to be established,

The manner of dealing is basically that of an open
auction in which each listed gecurity is called at every session
and Dealing Members have the opportunity of fulfilling either
buying or selling orders if they are able to match prices with
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other Dealing Members with complementary orders. Such deals
are carried out in the presence of all other Members and the
out auction is conducted by a Member of the Council who serves
as Chairman by vote.

The accounts of companies whose securities are quoted
in the Official list of the Exchange are subject to a rigorous
examination and the companies are required to supply the
Secretary of the Council with such information as he may require
in order that the public may be informed of the progress of
these companies throughout the year's trading.

At least ninety per cent of the volume of the business
done on the Exchange comes from institutional investors such
as Pension and Provident Funds and from Insurance Funds
seeking local investment. All issues of the Federal
Government Development Stock are quoted.

Private investment through the Exchange is still on a
small scale both as to volume and the sigze of independent
bargainse. Future expansion of activity must necessarily wait
on the quotation of a steadily increasing range of securities,
more especially of industrial equities, and it must also depend
on the growing familiarity of the public with the purpose
and usefulness of the Stock Exchange both to the economy of

tlie country and to the investor. (See Table VII belcw,.
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PUBLIC DEBT OPERATION:-

The Central Bank has successfully floated five series
'of Federation of Nigeria Development Stock between March
1961 and January, 1964. The largest loan in the series
is the one of £260 million floated in January, 196L.

In order to encourage fﬁrther growth of the gilt-edged
market, the Central Bank operated the policy of underwriting
new issues of Government‘stocks, taking up those portions
not initially subscribed by the public and gradually dis-
posing of its holdings as public demand developed. Overall,
tpe Central Bank took up 62 per cent of the Fourth Development
Stock as against 35 per cent for the Third Development Stock,
By the end of 1963, out of its initial £9.3 million holdings
of the Fourth Development Stock, the Central Bank has sold
off £6.,8 million, Subscriptions to the Fourth Development
Loan as at the date of allotment are shown in the Table VIII

below;: -
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C. NIGERIAN INDUSTRIAL DEVELOPMENT BANK:-

The Nigerian Industrial Development Bank Limited (NIDB)
was established on 22nd January, 1964, through the reconstruc-
tion of the Investment Company of Nigeria Limited (ICON) which
had been incorporated in 1959 as an industrial development
finance company.

NIDB has an authorised cépital of £5 million of which
£2_million’has been paid up in the form of ordinary shares
and £250,000 in non-voting preference shares. £1,020,000
of ordinary shares or.51% of the company's voting capital has

been designated 'A' ordinary shares, and reserved for Nigerian

subscibers and international organisations, such as the

International Finance Corporation, of which Nigeria is a member.

The remainder of the voting capital designated 'B' Ordinary

Shares, and may be subscribed by any interested investor

whether Nigerian or foreign. The issued capital has been

converted into stock.

The establishment of NIDB followed negotiations between
representatives of ICON and of prominent Nigerians, The Federal
Government of Nigeria which played an active role in encoura-
ging the formation of NIDB gave support to the Bank by making
available to it £2 million long-term interest free loan subor-
dinated to the equity. This loan together with its paid-up
sharé capital reised NIDB's total initial resources to
£4,25 million,
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' NIDB has powers to borrow up to three times the issued
share capital, reserves and subordinated borrowings of the
Company. In present circumstances this would give NIDB
potential borrowed resoﬁrces up to £12,75 million, These
potential resources, together with the initial paid-up capital
and the Federal Govermment's subordinated loan, have placed
NIDBE in a position to make a significant contribution to the
development of Nigerian industry,

NIDB has been established to provide medium and long-term
finance to enterprises in Nigeria which are privately owned
and managed., The existence of a govermment or other public
jnterest in an enterprise need not (necessarily) rule out
financing by NIDB, provided the Government's interest as
measured by voting power or control of the management of the
enterprise is not predominant and especially if the Govermment's
investment is only temporary, pending its selling out to private
interests.,

NIDB normally limits its operstions to the industrial
and mining sectors, Thus agriculture, trade end transport
are outside its sphere of activity. Being an investment
institution, NIDB does not engage in operations of a commercial
banking nature and will not accept demand or time deposits,

Nor does it invest in social infrastructure projects such as

schools, hospitals and roads,
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NIDB will finance enterprises which, by reason of their
size will make a significant contribution to the economic
development of Nigeria, NIDB does not finance cottage and
small-scale industries., And it is not in a position to assist
proprietary or partnership enterprises,

In promoting industrial investment the NIDB is anxious,
ndt ohly itself to invest, but also to encourage others to
do so., It therefore seeksand encourages other financial insti-
tutions and individuals, both in Nigeria and overseas, to
participate in its investment and lending operations,

The promotion of indusfrial development depends not only
on capital, but on technical and mamagerial know-how, NIDB
is prepared to assist clients to obtain the necessary advice
in carrying out the feasibility studies and financial planning
which have to precede actual iivestment; NIDB will also assist
in locating technical and managerial advice and services to
run industrial concerns.

The guiding principles for financial participation by
NIDB are as follows:-

The Company to be financed should inspire confidence that
the project will be expeditiously carried out and efficiently
operated. To this end, reputation, experience and capital
structure of the company or the worth and experience of the

promoter, in the case of a new venture, will be taken into

account,
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The project should be:-

(1) economically desirable; i.e. show promise of raising
living standards providing employment, or conserﬁing
foreign exchange;

(2) technically feasible, i.e. the technical processes:
involved should be capable of being carried out
under existing conditions of availability of raw
materisls, machinery and equipment, essential
services, technical and managerial personnel and
labour;

(3) commercially viable, i.e., capable of making a
satisfactory profit, taking into account the costs
of production and sales proceeds, the latter being
sufficient to repay loans, to build up reserves
and to psy reasonable dividends,

NiDB‘carefully examines the sources of finance, the
relationship between various forms of capital and the contri-
bution of the promoters in order to make sure that the resources
reguired will be forthcoming When needed and that the enter-
prise will haﬁe a sound capital structure.

The costs of production, i.e., the unit cost of making
the product or range of products, should be reasonable, even

after allowing for some under-utilisation of capacity.
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The market for the products to be manufactured should
be encoureging. NIDB will examine the size and prospective
gfowth of the market which the enterprise will supply, the
proposed saleé organisation, the nature of competition, the
prospective prices and the degree of dependence on tariff
protection, in order to judge the volume and value of sales
to be expected.

fhe guality of management must be good. NIDB must be
satisfied with the honesty and experience of those who will

construct and operate the project,

D. INSTRUMENTS OF CONTROL:-

(=) REDISCOUNT RATE:-

British Bank rate was reduced from L% per cent to
L per cent on January.3, 1963. Nine days later, the Central
Bank of Nigeria rediscount rate was lowered by } per cent

to 4 per cent, Treasury bill issue rate was also trimmed

from L per cent to 3% per cent,
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Cpinions differ on the appropriateness of the apparent
1ink between British and Nigerian official rates. Some
argue that the link should be broken on the grounds that
it is anachronistic and does not reflect the political
independence of Nigeria, It is further argued that situa-
tions necessitafing Bank rate changes in Britain may be
dissimilar or even opposite to conditions prevailing in
Nigerisa.

One of the considerations usually cited in favour of
the 1ink is the fact that the bulk of Nigerian reserves
is kept iﬁﬂ¥;rm of British Government securities and bank
baiances. British businesses (including banks) and nationals
are the principal sources of inflow of foreign funds into
Nigeria, Efforts would certainly be made to repatriate these
funds for investment in Britain if thé%nzis a wide margin of
attractiveness of interest in Britain. |

A minimum ligquidity ratio of 25 per cent has been in
vogue since November 1959, The ratio reflects the proportion
of specified commercial banks' liguid assets to their deposit
1iabilities. These specified assets include cash, Nigerian
and foreign, Treasury and commercial bills, and net balances

with internal and external banks,
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The liquidity ratio is by law the same for all banks
and has remained unchanged both in periods of light and
heavy demand for loanable funds, This Arrangement is unduly
rigid., A more flexible arrangement should have been to
reduce the ratio to, say, 20 per cent for large banks, and
15 per cent for the smaller ones (those with capital of less
than £250,000) during the period September-February when
loans and advances are at their peak, and raise the ratio
to, say, 25 per cent for large banks and 20 per cent for
smaller banks during March-August, This will have the

\bwﬁﬁvantage of liberalizing more credit when it is most needed,
and encourage short-term investment when funds become rela-
tively idle.

Indeed the mechanism of variable reserve requirement
should be introduced, In other words, the monetary autho-
rities should fix a basic reserve requirement for commercial
banks as at one date and order what percentage increases

shall thereafter be added to reserves,

(b) INTEREST RATE:=-

Commercial banks appear to have broad‘latitudes in
fixing their own (domestic) lending and borrowing rates,
Charges on first class advances for example, have always
averaged‘between 7-8 per cent, while banks' payments on time
and savings deposits have almost stagnated'at about 3 per cent

N
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for some years., These rates have neither reflected changes
in seasonal demand for funds nor responded to changes in
official rates,

Central Bank's experiment in rediscounting some marketing
boards' bills last crop season is the nearest approximation
to the employment of Selective-control instrument in iﬁflu-
encing the balance of payments situation, the Bank does not
rediscount commercial paper on imported goods, It is now
being suggested that only the imports of nonessential goods
should be affected by the Bank's refusal to rediscount,

In ending this chapter on central barking in Nigeria,
it should be noted that for the moment, neither the rediscount
rate nor the other instruments of monetary control can work
with full effecti#eness, owing to the immaturity and puny size
of ihe'Nigerian money market. There needs to be greater
variety of instruments, larger numbers of lenders, borrowers,
dealers, and more sub-markets for specialized dealings in
funds of various maturities and different collaterals. The
structure of developed money markets is always so closely
integrated that a change in one sedtor splashes its stimuli
to the other sectors qf the big credit pool. But this has
not been the case in Nigeria. The new rates announced in
January 1963, for example, have not yet been followed by

. changes in cammercial banks' lending rates, For the moment,
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it would appear as if fiscal controls are more potent than

the monetary.

E., OTHER NATIONAL MONETARY INSTITUTIONS:

(a) The Post Office Saving Bank:-
Following thé Sovereignty Budget Speech of the Federal

Minister of Finance in April 1961 in which he mentioned
Government's plan to launch a national savings drive at the
appropriate time, considerable thought was given to the type
of arrangements most likely to yield the desired results in
an effort to mobilise domestic resources to finance the
country's Development Programme, The main problems involved
devising saving media which would attract all types of savers
and the selection of the proper channels through which such
instruments would be made easily available to the public,
Near the close of 1962, when all preparatory arrangements
were completed, the Federal Govermment launched the National
Savings Campasign. It introduced simultaneously Development
Saving Certificates, National Premium Bonds, and National
Saving Stamps. These instruments are available to the public
at Post Offices and banks throughout the Federation., The
denominations of the five per cent Five-Year Development
Savings Certificates range from 10/~ to £5 and may be purchased
only by individuals and registered co-operatives, up to a
maximum of £2,000 per holder., Interest earned is exempt from
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income tax, and the certificates are bbth transferable and
encashable before maturity. National Premium Bonds, which
.are bearer bonds are payable only at maturity and which may
be held in any amount, are issued in £1, £10 and £100
denominations, and carry an interest rate of five per cent
per annun, Interest accruing on the bonds is, however, not
paid to individual holders, but instead will be drawn as
prizes quarterly.. National Savings Stamps are issued in
three-penny and one-shilling denqminations. They are designed
for the very small savers, including school children.‘ When
the stamp books, which are issued by the Post Office to the
saver, are full, they may be exchanged for a Savings Certi-
ficate, a Premium Bond or paid as a deposit into a Post:
Office Saving Bank account, The savings stamps are encas-
hable at any Post Office.

Hitherto, the only savings facility the Post Office
offered was the Post 6ffice Savings Bank, The liabilities
of the Post Office Savings Bank to depositors amounted to
£3.03 million at the end of 1962 compared with £3.,27 million
in 1961, Estimated new deposits in 1962 totalled £0,88 million
while withdrawals amounted to £1,17 million, as against
respective actuals of £1.13 million and £1,32 million in
the preceding year. The Post Office Savings Account has

shown persistent net annual withdrawals for the last five

years, even though the number of accounts has being growing,
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the declining trend in the balance per account in the face

of an increasing number of depositors reflects the growth

in the number of small savers - a development which the
National Savings Campaign seeks to encourage. - With the
introduction of Development Savings Certificates, National
Premium Bonds and National Savings Stamps, the Post Office
has become an important savings institution in the Federation,
(See Table IX below):-

TABLE IX

NATIONAL SAVINGS

———————

SAVINGS: STATISTICS
(£'s thousands)

: Savings
End of month At P°§§Z§§§i9e Total
Banks

1961
January .. .. 18,391 3,341 21,732
February . e 18,917 : 3,314 22,231
‘March  o.¢ oo 19,395 3,455 22,850
Epril .. .. 19,508 3, Ll 22,952
MEY o0 oo oo 19,725 3,428 23,153
June + e ee 20,065 3,403 23,168
JUlY o oo oo 20,410 3,106 23,816
Hugust ... .. 20,690 3,370 21y, 06l
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. Savings
End of month | goposits at Pogézzégéce Total
 Banks

September .. 20,694 3,363 244,057
October .. .. 20,748 3,352 2l,100
November .o 20,977 3,319 2l ,296
December .o 21,188 3,273 24,461
1962

JANUATY oo o 21,101 3,202 2li,303
February .o 21,486 3,190 24,676
March .. .. 22,329 34256 25,585
April .. .. 22,321 3,211 25,532
May o0 oo e 22,819 3,174 25,993
June ce oo 23,380 3,188 26,568
July ce s 23,751 3,185 26,936
August .. .. 23,973 3,169 27,142
September .. 23,963 3,124 27,087
Octiober .. .. 23,933 3,103 27,036
November - .. 24,078 3,067 27,145
December .. 2,220 2,978 27,202
1963

Januery .. . 23,989 2,955 26,94
February . .. 24,591 2,943 27,534
March  «. .. 24,970 3,056 28,026
pril .. .. 25,179 3,027 28,206
MEY oo oo oo 25,146 3,017 28,163
June ce e 26,093 - 3,016 29,109
July ce oo 26,353 3,022 29,175
August .. .o 26,697 2,997 29,694
September .. 27,164 3,011 30,175

Preliminary figures for P.0.S.B. from May 1963.
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(b) The National Provident Fund:

The National Provident Fund came into operation in
October, 1961, Essentially, the Fund is a saving scheme
with an insurance element for the benefit of workers, with
bqth employees and employers contributing equal amounts
to the Fund at the rate of fife per cent up to a maximum
of £2 per month of salary or wages earned, On retirement,
the employee may. claim from the Fund the total contribution
made by himself and his employer together with interest
.earned during the period of employment., The National
Provident Fund Act, 1961, under which the Fund operates
applies or will eventually apply, to all employees in
Nigeria who are citizens and are neither pensionable nor
covered by superannuation schemes, It is estimated that
approximately 4,200 establishments, with a labour force
of about 360,000 will be covered and monthly contributions
will average around £300,000 when the Fund extends its
operations, Data available up to the end of December 1963
show that 390,646 workers with cumulative contributions
of £4.5 million have come into the scheme.

The confributions have been invested in Govermment
securities., Funds available for investment from the National
Provident Fund will increase substantially in the coming
year and may be expected to increase further as the scope

of the scheme is extended, (See Table X below):-
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CHAPTER FIVE

COMMERCIAL BANKS

There are seventeen commercial banks operating in
Nigeria at present., They may be classified into three cate-~
gories on the basis of ownership of capital and management.,
The first group consists of overseas branches of banks, whose
head offices are outside Nigeria, The second group is made
up of banks registered as Nigerian companies, but with
overwhelming proportion of their capital and staff supplied
from abroad, Purely indigenous Nigerian banks make up the
third group. There are 7 banks in group 1, 4 in group 2,
and 6 in group 3.

Out of a total of 209 bank offices in the country (at
the end of 1963), 122 belong to overseaa banks (1), while
semi-indigenous (2), and fully indigenous (3) banks own 19 and
68 respectively. These branch offices are well spread over
the Federation = 39 in Lagos, 64 in the North, 31 in the
East, and 75 in wéstern Nigeria,

Total paid-up capital and reserves of commercial banks

(which samounted to £11.4 million at the end of April 1964)
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is wholly subscribed by banks in groups 2 and 3, i.e., those
with head offices in Nigeria., All that the Ordinance requires
of banks in group 1 is that they should "keep within Nigeria
at all times during the currency of their licence, out of
their own funds, assets amounting to not less than £250,000".
Total bank deposits at the end of December 1962 was
£86,9 million, out of which £45.3 million was held as demand
deposits. The seven banks in group 1 accounted for £62.5
million, or 71.8 per cent, of total deposits, and £33.7 million,
or 74.3 per cent, of demand deposits., The corresponding
figures as at June 30, 1963 were £66.1 million, or 76.4 per
cent, of total deposits, and £30,9 million or 73.4 per cent,
of demand deﬁosits. Similarly they accounted for £50 million,
or 64,9 per cent, of total loans and advances of £77 million
(excluding £3,k4 million call money) in December 1962 and
£51,7 million, or 65.5 per cent of total credit at the end

of last June. (See Table I below):-

B
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From the above it is obvious that foreign banks dominate
the banking sector of the economy. It will be useful exer-
cise to examine how they have used their position of strength
in relation to the country's economic development. Although
the figures used in the following analysis are in respect
of all the banks, it should be borne in mind that foreign
banks control an average of nearly three-fourths of the whole,

Commercial banking system's loans and advances reached
a record level of £80.4 million in December 1962 (nearly £90
million last December) compared with a level of £60 million
a year earlier., About £45.8 million, or 57 per cent, of
total loans in 1962 December went to the trading sector of

the economy as follows:-

Agriculture (crop marketing) ... £18.0 million

General Commerce ... ces coe 27.8 million
Manufacturing coe coe coe 5.9 million
Construction see FRPN soe 5.2 million

Money at Call and bills discounted 6.6 million

Miscellaneous e cos coe 4.7 million

£80.4 million

It is interesting to note that the commodities classi-
fied as "General Commerce" and accounting for £27.8 million
(about 35 per cent) of total credit in December 1962 are

luxurious and semi-luxurious goods, like refrigerators,
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radios, cars, textiles, autocycles, cameras, electric fans,
house furniture, ete, All of these goods are imported and
80ld by foreign commercial firms operating in the country.
Most of these goods are sold under relatively attractive
hire-purchase terms, thereby bringing them within reach

of small wage earners.

As an example, merchants of Middle-East origin impor-
ting cotton goods from the Far East, account for the bulk
of textile imports, which they buy wholesale at cheap prices
and eell retail to native ‘market women,' Whilé the whole-
salers have bank balances and valuable property with which
to secure overdrafts and letters of credit, the retailers
usually have none. Anyway, most of the big foreign firms are
now shifting toward manufacturing, leaving retail business
to small local firms, '

The £18 million advanced to "Agriculture" was not strictly
in the aid of increased agricultural output, but in aid of
purchases of marketing boards export crops. The crops include
cocoa, groundnuts, palm-produce, cotton, and other primary
commodities which serve as raw materials for giant factories
overseas., Purthermore, it should be remembered that generous
rediscount facilities are available for this aspect of com-
mercial banks' credit portfolio. Credit in aid of agriculture
should have covered purchases of fertilizers, insecticides,

- handmills, and nut-crushing machines, Below is a breakdown
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of loans to agriculture in December 1962:-

(1) Cocoa .o eo oo oo -£4,7 million
(ii) Groundnuts .. .. 8.6 million
(iii) Palm-produce .. .. 0.8 million
(iv) Other export crops 3.3 million

(v) Other agriculture 0.6 million

| Total Agriculture ;ia:é_million

It is qurprising that credit to manufacturing and con-
struction (two great indicators of economic development)
jointly account for less than 1l per cent of total loans and
advances, and about a third of what went in aid of not-too-
essential consumers' goods., It is hard to say that the best
interests of the economy are being well served in this way.,

It would appear as if banks' lending policy is based
on their ﬁatchword "saféty, suitability, and profitability" -
the last not being the least. Best proof for this can be
seen in the Table I at page 66, Foreign banks, which controlled
about 72 per cent of total deposits, granted less than 65

per cent of total credit and invested only 37 per cent in
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the country in December 1962, With liberal rules of exchange
control, one can imagine in what direction profits move,
Almost all the large commercial firms operating in
the country keep accounts with banks in Group 1., By law,
these firms are forbidden to keep savings accounts, By
convention, they do not operate fixed or time deposit
accounts because the nature of their business warrants their
keeping funds as liquid as possible.

Following in Table II is a breakdown of banks' lending

to the economy:-
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There are, however, some strong arguments in support
of overseas commercial banks, It is natural that they watch
the interests of the investors who subscribed their capital;
and balances held for head offices must be repaid. Most of
the local businessmen who apply for accommodation frequently
lack the three "C's" - capital, character and collateral, .
the sine gua non of loans., Prudence dictates that banks
should not lend more than the equivalent of borrowers' capital,
Most local business concerns are under-capitalized; some
business promoters would sooner spend a good part of advances
received on cars and "housé warming" than on the approved
projects. In the absence of a bankruptcy law, only property
furnished as collateral can be claimed, not other valuables
like cars and trinkets, etc, Banks believe that some borrowers
exploit this situation and are considering setting up central
credit information bureaus.

There has been no proof of cut-throat competition with
indigenous banks. Foreign banks can hardly be blamed for
teking advantage of liberal rules which do not compel their
importing much capital funds into the country. Above all,
it is to their credit that none of them has earned the stigma
of unsoundness, None has ever failed, Thus they merit the
confidence and patronage of local depositors,

It has already been stated that foreign banks advance
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- funds to hire-purchase concerns, which sell goods imported
by foreign firms, It could be argued that these goods
sat;sfy the three hire-purchase tests of durability, identi-
fiability, and re-possessability. Certainly yams and maize
(and similar products of indigenous enterprise) do not satisfy
these conditions, and the administrative expense of financing
semi-illiterate furniture makers in up;country villages and
towns will be rather exhorbitant,

Although indigenous banks have only 68 of the 209 bank
offices and only £13.7 million, or 15.8 per cent, of total
deposits in June, 1963, they nevertheless supplied £19.3
million, or 24,5 per cent of total bank loans to the economy

(See Table I at page 66).

They also accounted for almost half of the total bank
investments in Nigeria as at June 30, 1963, (The contribution
of the semi-indigenous banks is understandably smell, in view
of their newness, mostly under three years, and of their size).

MostAof the indigenous banks do not enjoy the patronage

of large commercial firms and corporations., Only two indige-
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nous banks, the National Bank of Nigeria and the African
Continental Bank, enlist the regional governments as custo-
mers, Three of the six indigenous banks have less than
£250,000 as paid-up-capital and frequently charge as high

as 15 per cent interest on first class advances which attract
only very few customers,

The returns of one of these small barks once revealed
total depesits of less than £10,000, loans and advances
below £5,000 and a staff of under ten, One wonders whether,
in a developing economy,it is desirable to allow banks to

shrink to the level of dignified money-lenders' workshops.
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CHAPTER SIX

ANALYSIS OF THE MONETARY SYSTEM

This chapter has three obJects. First to examine the
way in which the money supply is determined; second, to
enalyse the effects of a change in the money supply on
.economic conditions; and third, to discuss the role of the
banking system in determining the money supply and the influence
of the banks on domestic incomes,

The Money Supply and Its Determination:

The firet point to be discussed in this section is
definitional: What constitutees the money supply? Or to
put the same point somewhat differently, what is money?

The most common procedure is to define the quantity of
money as the sum of demand deposits and éurrency in the hands
of the non-bank public. This necessitates regarding time
and savings deposits with the Commércial banks and deposits
with the Post Office Saving Bank as 'near moneys'. This is
pleausible enough where financial institutions are well
developed.

In Nigeria as well as in most countries with dependent
economies, the distinction between demand and (say) savings
deposits is less clear cut in such cases and the conventional

approach is open to objections. This is particularly so in
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West Africa where many Africans attempt to use their savings
account virtually as current acqounts. ﬁ;vertheless, despite
these objections, we shall adopt it. For what we reguire

is an operational définition of the money-supply, that is,

one capable of statistical measurement, and this is provided
by the conventional approach. Where we draw the line between
money and near moneys, is then largely a matter of convenience
' provided to keep at the back of our minds the qualifications
necessary on account of the existence of the latter, and

alse the fact that these may be more important in a country
such as Nigeria where banking is less developed. Accordingly,
we define the quentity of money as the sum of demand deposits
and currency in the hands of the non-bank public and define
time and savings deposits with the commercial banks, and
deposits with the Post Office Saving Banks (and any similar
institutions) as near moneys. How then is the quantity of
money determined?

We have already pointed out that until the establishment
of the Centrel Bank of Nigeria in 1959, the West Africen
Currency Board exercised no automomous influence on the
supply of currency or money. And even with the establishment
of the Central Bank, in the absence of a fiduclary issue
the ssme statement still ;holds in theory for the country.

There remain, however, the commercial bemks. The

banks can, sevérally or jointly, exercise an autonomous
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influence on the money supply since, within certain limits,
they can follow credit‘policies which are more or less liberal.
What are the iimits of panking action?

Let us assume tor the moment a hypothetical country which
possesses a single pank which conducts operations oniy within
that ceuntry. How may it influence the money supply?

In developed economies with prosd and active capital,
security and money markets, & bank may influence the money
supply by purchasing securities in the open market. In theory,
such an operetion will exert only an indiréct effect on income
through a fall in interest rates. In Nigeria where there is

an empryonic security market, this method 1s still not yet
open to the commercial pbanks and We can therefore safely exclude
it from our model. There remains, however; the possibility

of increasing advances and/or discounts.

Any increase in advances by our commercial pank will

have a direct effect upon domestic incomes since it will, in
most cases finance domestic investment or consumption. If
thie happens, a simple multiplier effect will result.
Domestic incomes will rise, and as they do, imports will increase
owing to the influence of the marginal propensity to import.
The panking system (in this case, the single pank) will
therefore pe compelled to part with sterling assets or local
cash. For if, in the initial position, receipts from abroad

egualled paymentsfpé/ebroad, in order to pay for the additional
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imports the benk must provide the sterling. 1t can do this
either by reducing its overseas assets or by converting local
cash into sterling through the currency board mechanism. From
'the point of view of the bank's reserve position either action
produces much the same result; since the effect of a currency
board is to meke assets which are liquid in the London market
as good as local cash, and local cash as good as sterling.
Hence if the bank expends its advances 80 as to maintain
domestic income at a higher level than hitherto, the increased
imports will lead to a persistent defivition the balance of
payments; that is, from the bank's point of view, a persis-
tent need to borrow abroad or (wﬁat is the same thing) to
reduce its overseas lending.

This external drain will not be the only influence on
the bank's position arising out of the higher level of income,
for as incomes rise, there will be an increased demand for
active balasnces, part of which will be demanded by the public
in the form of currency. This too must be met by the bank.

If the public also desires to add to idle currency balances,
this will add to the drain.

- Do summarize, we may say that. ceteris paribus, the drain
on the bank's reserves position in response to a given increase
in its local 1ending will be greater, the greater the marginal
propensity to import, the greater the proportion of its active
balences the public wishes to hold in the form of currency,

end the greater the marginal propensity to hoard currencye.

In dependent economies the marginal propensity to
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import is usually large, Thus, in generai, Tne drain on our
bank resuliting trom an increase 1in advances will be severe and,
introaucing dynamic considerations, since 1mports are iikeiy
to responda quickly, wiil tend to deveiop rapialy., S8Since our
bank cannot, tor long, maintain a voiume ot lilocal lending
which results in a persistent tall in 1ts holdings ot domestic
cash and overseas assets, pboth of which will result trom the
rise in imports and the deterioration of the balance of pay-
ments, it is plain that one of the ultimate aeterminants ot

banking behaviour must be the state or the palance ofr payments,

ITI The Brfect O & Change in the Money Supply on Economic
Conditions:

We shall now consider a simpliried balance ot payments
and this time again in a hypothetical economy, We shalil
assume that it consists o1 thnree autonomous iiems:

Receipts on account ot exports,

Capital inriows; and

Payments in respect ot imports, and one accommodating
item, namely, short-term lending abroad, wnich may be positive
or negative, We can set tnis out in the ibrh of a simple

account wnich must ot course, baslance:

Balance of Payments
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We may think 6f equilibrum on the balsnce of payments

- as existing when exports plus capital inflow are equal to
imports; - a surplus when exports plus capital inflow exceed
imports, and accommodeting foreign lending is teking place, and
a deficit, as the obverse of a surplus, that is, a situation

in which accommodating borrowing is taking place in other
wofds, a situation when accommodating lending is negative.

In our hypothetical economy, foreign lending is under-
»taken by the single commercial benk, the Currency Board and
the Post Office Saving Bank. Now, in any situation in which
the Balance of Payment is in surplus, equilibrating lending
abroad must be taking place. It will be performed by one,
or all of these three agencies. The Currency Board and the
Post Office may be regarded as wholly passive institutions
prepaered to engage in foreign lending in unlimited amounts.
Moreover, the passivity of these institutions is not a matter
of cholce but regulation. Our single bank, however, need not
be passive. If the overseas reserves are rising because of
a surplus on the balance of payménts, it may elect to be
passive = but it may not.

Let us now take a situation in which the balance of
. payments is in surplus. Autonomous receipts exceed autonomous
payments by some positive amount which equals accommodating

lending. In a position like this in Nigeria, this means the

citifens are receiving more from abroad then they are spending
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abroad, The domestic counterpsrt of this is, of course, an
excess otf domestic savings over domestic investment, ‘1o
simplify matters, let us assume domestic investment to be

zero, ‘'he excess 1s then equal to domestic savings, ‘lthe
Nigerian citizens may accumulate these savings in three torms:
currency, Post Oft'ice deposits, and deposits with the commercial
bank, In the tirst two cases, tneir counterpart in the balance
ol payments will be accommodating toreign lending by the
Currency Board and the Post Ottfice. In so tar, however, as

the community accumulates its savings in the form of commercial
bank depoéits the bank will tind its overseas assets rising,
Under the West At'rican Currency Board System, these are
equivalent to cash, We can now def'ine a new concept, the

'panking balance' as tollows:

Banking Balance = Autonomous Receipts -(Autonomous
payments + Foreign lending by the Currency Board +

Foreign Lending by the Post Office Savings Bank)

When this is positive or negstive, the bank may react
by expanding or contracting credit., ‘There is thus, desnite
the tact that income is in equilibrum, a possibility ot induced
bank expansion or contraction, Everything now depends upon
banking policy. We may distinguish three possibilities, ‘he
t'irst ot these is that our hypothetical pbank adjusts its local
lending so as to maintain a given ratio of reserves (local
cash plus overseas assets) to deposits; we shall call this

the 'responsive' case., Second we have the case where, as
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overseas asséts accumulate, the bank allows ité reserve
ratio to rise, We shall call this the 'passive case', If
the bank is completely passive in this sense, its behaviour
is identical with that of the Currency éoard. The third
possibility is that the pbank is 'active', that is, as
overseas assets accumulate, it allows 1its reserve ratio to
fall, Finally, we must consider that our hypothetical pank
can int'iuence the money supply ‘'autonomously', tnat 1is,
apart trom its response io a positive or negative panking
balance, FIFor example, i in our country, with dependent
economy, development prospects became more atitractive oOr
its preterences changed, the bank could, ot its own volition,
decide to run down overseas assets, in order to increase local
advances,

We are now in a position to examine tne intluence of
the money supply on the level ot domesiic incomes in our
hypothetical economy,\for we have established that at any time,
the supply ot money and 'near moneys' is determined by bsnking

policy and the balance ot payments,

I1I Int'luence Of "'he Banks on Domestic Incomes:

What determines domestic Income? A comprehensive analysis
of the theory of the determination of income is pbeyond the
scope ot this chapter, We can provide no more than a briet

definition, We shall begin by defining Gross Private Disposable

Income thus:-
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Gross Private Disposable Income = (Privafe Consumption +
Private Investment + Exports + Government
Expenditure - Imports - Taxation).

Given the definition, we must now inquire what determines
the magnitude of the several aggregates which constitute income,
Economic Analysis usually proceeds on the assumption that
consumption, imports, and government revenue. are dependent
variaples: that is, are determined by stable psychological
propensities, the tax structure, ana the level ot Income, ‘'his
ot course, 1is an oversimplirication, put it represents a usérul
approximation, It rollows, tnererore, tnat changes in income
are prought about by changes in exports, 1investment, and govern-
ment expenditures, which we shall call the independent variapblies,

We may now aivide investment expenditures into two compo-
nenﬁs: toreign rinanced investment and domestically t'inanced
investment, Abstracting trom tne int'luence ot government
expenditures, t'luctuations in the income of dependent economies
must come about through tluctuations in exports, foreign
financed investment, and domestically financed investment.

Of these three variables, only the last is likely to display
much sensitivity to changes in the domestic money supoly or
banking behaviour, tor exports are determined by demand on
world markets, and roreign t'inanced investments depend, in

the tirst instance, on conditions in external money and capital

market, Our problem therefore reduces 10O that ot inquiring how
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changes in the money supply and in banking policy may influence
domestic incomes through their effect on domestically financed
investment and, perhaps, on domestic consumption.

Lf income ié in equilibrum, that is, the surplus of
‘the balance ofvpaymeﬁts is offset by an equivalent surplus
of domestic saving over investment, the excess saving will
result in the non=bank public accumulating local assets
(which are the 1iabiiities of the Currency Board, the bank,
or the pPost Office) in the form of ;money or ‘near moneys',
Given the price level, the ratio of real money balances to
resl income will therefore be rising as will be the ratio of
inear moneys' to income. Given the payment system of the public
fhis entéils the inecreased holding of idle balances. For
such a situstion to persist, increased holding would in fact
have to be an infinitely elastic demand for ide balances at
the prevailing interst rates. ‘Yhis is so because, in the
type of economy we are now considering, interest rates are
likely to be determined mainly by law, or convention and to
respond very little to changes'in the local demsnd and supply
for losnsble funds, since the economy doeés not possess deve-
loped security and money marketswhiph might encourage the
holding of idle balances for speculative reasms. In the
case of Africans, particularly in West Africa, any accumula-
tion of liquid assets is likely to bring considerable social

pressure towards inereased conspicuous consumption. Moreover,
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Africans are, in general, fully convinced of the merits of
holding all their assets in a form which increase their income.
Thus it is plausible to argue first, that any increase in
the quantity of money relative to the level of income will
not influence the economy through lowering interest rates,
end second, that it will produce direct substitution of
goods for money and thus lead to consumption or investment.
In the process of transmuting savings into investment,
intermediapies such as banks will not be of the importance
they assumé in developed societies for, in many cases, it
will be the savers who, finding their liquidity increasing,
will undertake investment. Where intermediaries are impor-
"‘tant, there may be little influence on rates. More probably,
‘any increased borrowing will teke place at the conventional
rates. ‘Whis analysis applies also to the effect of accumila-
ting 'neér moneys' though here, since near moneys provide
income, the 'liquidity effect' may operate less readily.

The canéequence of the liquidity effect is to make the
economy tend towards one in which the marginsl propensities
to save and invest (including in this latter term the direct
accumulatiqn of oversea assets) are equal. That is, towards
an economy which is in 'neutral equilibrum'.

This, however, does not mean that as incomes rise
owing (say) to a rise in export values, there will be no

accumulation of bank deposits, currency, or near moneys.
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on the contrary, the operation of lags will ensure that all
three are accumulated. 1t means, howexer, that when incomes
are rising, the primary increase in the money supply will be
such és to preserve the '‘normal’ ratio between money and income
and will thus be income determined rather than determinant
of income. Thére will, however, remain the possibility of
'a secondary banking expansion brought about by the effect
of an increase in the overseas assets of the banking system
influencing banks which are responsive or active in our
terminology. If this occurs, an endogenous bank-induced
element will be superimposed on exogenously generated
income fluctuations due = say = to cyclical fluctuations
in exports or foreign financed 1pvestment. ‘that is, there
may be a banking 'accelerator' at work. ihis would be
the case if bank iending in any period were to be determined
by the change in bank reserves in some previous period.

30 far we have argued on the basis of a hypothetical
dependent economy possessing an institutionsl structure
"and economic characteristics only broadly akin to those of
underdeveloped countries. We have, moreover, for exposi=-
tional purpeses, assumed only a single benk and also that
the bank operates only within our hypotheticsal territory.
These two assumptionsmust now be relaxed.

The introduction of additional banks does not modify

the ana-lysis where the banks are of the same expatriate
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type since in this case we may spesk of the banking 'system'
Where indigenous banks exist however, as is the case in
Nigeria, to do this is implausible since the two types of
benks may react very differently to changes in reserves.

The supra-territoriel characteristics of the expa-
triate'banks provide more importent qualifications. First,
they suggest that banking policy in any territory may be
only very loosely related to the banking balance in that
territory, since the latter will have only a small influence
on the overasll reserves of the banks. In other words, bank
lending in any territory may be quite unrelated to changes
in external bank reserves. Any evidence of responsive or
active behaviour would therefore be statistical only and
not evidence that bank lending policy was determined by
local resources and its banking balance. Sécond, since a
large bank expension in a single territory will have only
a small influence on any expetriate bank's liquidity posi=-
tion, there is increased scope for autamémous bank expensions.
Third, since any expatriaste bank which geins reserves because
of a favourable banking bslance cen employ its funds in a
number of different territories or other regions, they
somewhat increase the likelihood of banking passivity.

With these qualifications in mind, we now turn to

assessing the influence of the banks on domestic income

in Nigeria. Since Nigeria is economically 'dependent', the
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main determinants of income and its fluctuations will be
exports, foreign financed investment -~ other than bank
financed - and government expenditure. What we are interested
in i1s the question : of whether or not the banks add a-n
endogenous element to exoéenously generated incocme fluctua=-
tions.

Finally, we must remember that, in some cases, fluc-
tuations in domestically financed investment expenditure
not initiated by changes in bank lending, may influence
domestic incomes.

MONEY SUPrLY = NIGERIAN'S EXPERIENCE FOR THE
PAST 20 YEARS. (1943-1962)

Nigeria is e country in which banking is little
developed compared with the standards in Western countries.
Currency is the more importent part of the money supply.
The capitel or securlty market which has Just been esta-
blished is Just in its infancy and apart from banks, no
finencial institutions exist which act on any sceale as
intermediaries between borrowers and lenders.

Before and during the peﬁod 1943-1959, there was
no central bank end before April 1960, no securities
market in Nigeria. The banking system dominated by
expatriate banks with larger total resources than the local
banks concentrated their activities on the financing of

government, movement of cash crops, foreign trade. They
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provided the necegsary cash for working capital but
eschewed credit expesnsion on the security of local assets.
As indicated in Table IV, funds surplus to local require-
ments were repatriated and invested in the London money
market. Their inactive lending policy in Nigeria outside
the goverhment and the external trade sectors of the
-économy contributed to the money supply in much the same
ﬁay as the West African Currency Board which supﬁlied the
currency.

' -Under the rigid 100% sterling exchange standard system
the Currency Board was purely an exchange mechenism and
therefbre had 1little or no influence on the money supplye
Given relatively constant volume of bank loans and advances,
end surplus in the balance of payments led to an increase
in sterling reserves which was held by the banks
against increased deposits liabilities or sold to
_the Currency Board against increased circulation of notes
and coin. Aléo the sterling exchange standard system
precluded local monetary menagment. By investing the
currency reserves exclusively in sterling securities, the
Cﬁrrency Board deprived the governments of the currency
area of any control over the currency supply and made
impossible the issue of fiducliary money. Thus the monetary
system wés incapeble of effective response to economic
growth except through the accumulation of export surplus.

The dependence On the balance of payments for the bulk of



45

the money supply during the period was particularly
harmful to Nigerla becasuse of the volativity of primary
products prices. In periods of deterioration in Nigerie's
terms of trade = when a given quantity of primary products
earned an incressingly smaller quantity of 100% exchange
standard currency, the cost of currency was very heavy.

In periods of favourgble balance of trade, permanent
improvement in the money supply tended to he restrained
by the high propensity to import consumer's goods and the
large outward unilateral transfers by expétriate indivi=-
duais and supre-territorial instituions; end the accumulation
of sterling assets in London by the local gdvernment and
stétutory bodies. To the burden of accumulating sterling
assets in terms of imports foregone may be added the loss
sustained in return to the depreciation of values of accu=-
mulated sterling reserves as prices increased during most
of this period.

The insensitivity of the dominant foreign banks to
credit demends of other sectors of the economy spurred the
esfablishment of indigenous cammercial banks whose expan-
sionist policy cushioned during the part of this period
by Regional Government deposits accelerated the reduction
of low banking density and increased bank holding of local

assets. However, their aggressive banking and liberal credit

policy unmatched by menagerial and financial resources, at
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times, strained their liquidity position and public confi-

dence. Thus, the effect of the conservative credit policy

of the dominant group of banks on the banking system

persisted.
Table I shows the sources of the increase in the money

supply which have tsken place since September, 1943. This
table makes it abundantly plain that the influence of bank
- credit creation was small and accounted for less than 8%
of the change in the total money supply over the period.

The banking system was, however, not passive in the
sense of our earlier definition. While it is true that, of
the increase of £34.8 millions in the money supply no less
than £33.06 millions (95.0 per cent) resulled from the
increased holding of sterling by the banks and the Currency
Boérd, the banking system's advances ratio rose from less
than 2% in 1943 to 16% in 1961. It is, however, extremely
doubtful if this, in any but & formal sense, indicates s
responsive or active banking system. In 1943, the advances
ratio, at under 2% was usually low owing to the impact of
war-time financial methods. Hence some rise in the ratio
was only to be expected particularly since both the British
banks were in an oversall position of great liquidity. Moregs=ve
despite this unusually low advances ratio, the banks acquie-
sced in the expansion of cash and overseas assets by £9.2

millions or 84% of the expsnsion of demsnd deposits and
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73% of aggregate deposits. Finally, we may note thatlwhile
ad&ances rose by £2.5 millions, non-monetary deposits also
rose by £1.6 million. The banks thus acted very largely

as intermediaries. The net injection by the banking system
was therefore only some £0.9 million (8% of the rise in
demend deposits).

It is not an easy matter to disentangle these various
Pactors nor to decide what allowances should be made for the
banks' unusually low advances ratio in the first year for
which bank statistics are available, Nevertheless, despite
the fact that, formally, the banks fall within our classi-
fication of active, this is & matter of statistical appea=-
rences only.

In West Africa generglly, the ratio of overseas assets
ond locsl cash to deposit liabilities is not a determinant
of bank advances policy ( the main determinants of the level
of expatriate bank advances in Nigeria are export and import
prices), end any increase in advances which does take place,
though it may be correlated with a rise in these assets,
is certainly not induced by it. The banks may therefore
be regarded as passive. The consequence is that, in
Nigeria, the money supply is income determined rather than
a determinant of incomes.

The behaviour of the expatriate banks, is however; in

marked contrast to that of the indigenous concerns. This
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is made plain in Table II which compares the main sources
of expansion of the total deposits of the National Bank of
Nigeria (en indigenous bank) and the two British banks =
the Barclays Bank D.C.0., and the Bank of British West
Africa Ltd.

This table shows that the passivity of the banking
system as a whole depends upon its domination by the two
expatriate banks at that time and that as indigenous banking
develops, a passive banking system is likely to be replaced
by one which is responsive or even active.

It is also interesting to note the small proportion
of the total money supply provided by bank advances. In
1944 this was less than 1%. In 1951, it was 6.9%. The
money supply is therefore overwhelmingly of external origin.

During the 1950-1959 period, the growth of demand
deposits in the banking systgm as a whole was impressive
héving risen from £13 million in 1950 to £40 million in
1959 as shown in Table IV. In proportion to the total money
supply, no significant éhange has been registered as
Table 1II shows. Bank credit expansion during the same
period lagged very much behind the increase in demand
deposits because of the paucity of local borrowers, the
deafth of a central monetary authoprity, the absence of local
securities market acceptable to the dominant banks, the

availability of alternative investment opportunities outside
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Nigeria and considerations of liquidity as the banks generally
maintained 1liquid intereét-earning assets in London and

" 'till-money' in Nigeria., Table V records the substantial amount
of cash in hand and with banks abroad.

In almost every year between 1950 and 1957 inclusive,
the sum of these two items nearly equalled the total amount
of demand deposits in the banking system. Due to slight
reductions in external bank balances in 1958, the cash deposits
ratio reached its lowest point since 1950 at 61% of aggregate
demand deposit.

The condition of persistently high liquidity of the ban-
king system has been a favourable feature from the view-point
of developing a sound banking-system. The adverse effect on
the individual bank's earnings was offset by the stickiness
of high loan and service charges and by non-payment of
interest of demand deposits. |

' The effects have been the constriction of banking habit,
and the low level of bank loans and advances,

The changes in ﬁhe money supply during the 1950-1959
period illustrated in Table VI shows that the bank credit
creation accounted for approximately £29 million or 69% of
the total change in the money supply (£47 million) during
the same period.‘ It is noteworthy, however, that while bank

credit increased by some £29 million, non-monetary bank

"deposits also rose by £24 million, Hence the net increase
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in bank advances during the ten-year period was about £5 million
or 19% of the increase in demand deposits of some £27 million
over the same period, |

On the other hand, the growth in external asset holdings
by the banks and the Currency Board combined amounted to
approximately £31‘m11110n or 66% of the total increase in the
money supply of £47 million. Thus in relation to bank credit
expanéion in the domestic economy the banks were largely
irresponsive.

However , from 1960 to 1962 inclusive, a considerable
change has occurred (Teble VI) as reflected in the substantial
reduction of external assets of the banking system by some
£12 million and the expansion of its local earning assets by

more than £45 million or 236% of the aggregate change in

the money supply during the three-year period., In spite of
its short-term character, this homeward movement and expansion
of bank earning assets is a welcome development from the point
of view of local economy. It should be noted, however, that
this credit expansion has not contributed significantly to an
jnerease in the level of demand deposits (Table V) during this
period. In other words, the larger loans and advances have
not affected the money supply markedly. The unimpressive
state of the money supply inspite of the large autonomous
expansion of bank earning assets during this short period is

traceable to the financing of a deficit in the balance of
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payments by the banking system. By warding off what otherwise
would have induced a painful contraction of the money supply,
the banks exerted a steadying effect on the money supply. In
sum, the period before 1959 represented the era when Nigeria
banked without a central bank. This, and the absence of
internal securities market impelled the bank and other orga-
nisations to cling to a policy of repatriating excess reserves
to the London money market with obvious adverse effect on the
development of banking habit locally and the availability of
bank credit outside the accepted sector of borrowers =
governments and 1mport/exporf trading firms in Nigeria, The
net effect was the dependence of the money supply on the
balance of payments conditions., This enhanced the cost of
credit because of the volatility of primary products prices.
From 1960 to 1962 inclusive, the inward movement of external
assets of the banking system and the expansion of the banks'
local earning assets have been cansiderable but the full
effect on the money supply has not been equally significant.
Thue, the money supply remains predominantly one of notes

and coin and not bank deposits.

MONEY SUPPLY AND SEASONAL VARIATIONS
In West African countries generally, the seasonal increase
in the demand for money comes in September and October and
continues until approximately January. During this period,

important differences are seen in the investments of coins,
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notes and deposiis as they essentiaily serve different sectors
of the community. Naturally, these changes mean that the
vCentral Bank has to pe equipped with the right sort or currency,
coins and notes and the required denominastions to meet the
demand. As the denominations required gradualliy change
thfough time with the increasing monetization of the country,
the central bank must cpnstantly have to revise its currency
policy. This often involves 1t in someé Very considerable
investments of both capital and staff. The transport of coins
aﬁd notes is difficult in Nigeria which is large and expansive
and with inefficient transport system. The Central Bank,
therefore, finds itself faced with a demand that it opened
branches in Keno (in Northern Nigeria); Port Harcourt (in
Eastern Nigeris); Ibadan (in Westefn Nigeria); and senin City
(in Mid-Western Nigeria) and these branches are with consi-
derable deposits of coin and currency. While the economy of
Nigeris badly needs such facilities 1ike this, it is diificult
to see how the country can meet such requirements in view of
staff shortages and the very important security measures that
' have to be taken in the branches. It has been suggested

thaf it would have been profitable if the Central bpenk

could eppoint Agents in these centres instead of establishing
pranches. However, the secubity measures that have to oe
taken often made the utilization of agents impossiple. On

the other hand, by the establishment oI branches with conside-
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rable deposits of coin and currency tend to decrease the
cost of transfer of currency, which reduces the cost of
running a modern monetary system,

We shall now examine the monthly changes in the money
supply in coins, notes and bank deposits, In Nigeria, there
i8 a maXimum in notes, coins and the total money supply at
the end of the year, reflecting the peak periods of the
sale of crops. These are cocoa in October, palm oil in
November and groundnuts in November/Décember. The preference
of the farmers for coin as opposed to notes is striking.

Over the last ten years, however, the larger farmers,
especially in the South, have learnt to accept notes instead
of coin. This shows a certain change in habits as notes

can be eaten by temmites, while coin canhot, thus the more
progressive farmers are either spending their income, using
special strong boxes, or possibly even depositing their income
in benks. They are certainly not burying it in the ground.
Deposits show & different maximum, nemely March., This
coincided with the return of the coin and notes and tke most
important tax payments which also explains the intervening

fall in coin in circulation.
The rise in June again reflects the last spurt of trade

supported by the mid-year crop before the assets of the
previbus season have been exhausted. Deposits fall from

December onwards as assets are used for purchases and payments
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of all kinds (see the Graph showing the monthly changes).

The banks meet this seasonal demand in two ways.

First, as the expatriate companies and business enterprises
canvert their bank advances into currency, the banks encash
deposits. This is & substitution of one form of money for
another. By cashing these deposits the banks are providing
flexibility in the composition of the money supply. The
bapks are not active in the provision of flexibility, however,
as long as they confine themselveé to the mere encashment of
deposits in the creation of which they were passive. Nor
are they active in so far as they encash other deposits
seasonally created by the transfer of funds from London or
other'foreign financial centres by the operating expatriate'
trading enterprises,

The banks provide flexibility actively when they grant
seasonal advances for the collection and marketing of export
crops. In this case they bring about a seasonal addition
to the money supply by making advances which they convert into
cash as cusyomers require.

However, both types of banking contribution, active and
nonactive, méy involve the banks in asset substitution. If
the accessibility of the money market is complete, the banks
will maintain a stable cash ratio, substituting money market
assets for local cash only when required. In this way, they

will minimize their holdings of non-earning assets. But in
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the case of Nigeria, with her money market still in its
infancy, the big expatriate banks still make use of external
money markets; for example the Barclays Bank D.C.O., and the
Bank' of West Africa Ltd. still meke use of the London
Market for the employment of their surplus funds. The
result is that perfect accessibility of the foreign markets
to these expatriate banks would therefore involve, in so far
as the banks were active and provide the whole of the seasonal
increase, two obvious conditions:

(a) a stable cash ratio; and

(b) equal and opposite seasonal movements of

advances and oversea assets,
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advances, 19

= 195

. Table II

Share of National Bank of Nigeria (An indigenous bank) in increase in bank de
as at the 30th June in each year

(£'s thousands)

Changes Change in | Change in | Change in | Cbélumn (3) as | Column (4) as | Total deposits of

in aggregate deposits: advances: percentage of | percentage of National Bank as
Year aggregate bank National National Column AAV Column (2) rercentage of aggregate

deposits advances | Bank only | Bank only (B (6 bank deposits

(1) (2) (3) (4) % % (7) - %

1944/5 | + 1,812 + + 33 + 34 2.3 83.2 1.2 (1944)
1945/6 | + 1,516 + 205 + 3 + Lo 2.2 19.5 1.3 (1945) "
19U46/7 | + 117 + 615 + 29 + 7 24,8 11.5 1.2 (1946)
1947/8 | + 1,753 + 103 + 24 + 23 1.8 22.3 1.9 (1947)
1948/9 | + 1,768 + 532 v 72 + 20 Lot 3.8 2.0 (1948)
1949/50| - 1,488 + 487 + 33 + 58 .o 11.9 2.1 (1949)
1950/1 | + 5,329 + 140 + 500 + 471 9.4 336.4 2.6 (1950)
TOTAL
CHANGE | +10,787 +2,123 + 725 + 717 6.7 3362
1944~51
Sources: Columns 1 and 2:-~ Aggregate Bank Statistics, Nigeria. |

Note:

1t

1"

3
2

and Y4:- Annusl Statements, National Bank of Nigeria., -
t= As for Columns 1 to.l.

The percentage in Column 7 are based on the deposit figures for each 30th June.
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Source of Changes in the Nigerian Mon

to 30th eptember, 1951

Table I

(£'s thousends)

Column G“ u

| Changes in Maney Supply Changes Changes in Source of Changes omwﬁwumwn plus Col.
Changes in | Changes in | Changes inm | in non- sterling Changes in | Chenges in P (6) s per
ocurrency demand money monetary assets of net Bxternal| local earning| tage of centage of
with public | deposits supply bank deposits | Currency Board | assets of assets of Column (3) | Column (3)
Year (1) (2) (3) (%) (5) banks (6) | banks (7) (8) (9)
194.3/h, + 4,027 | + 1,259 + 2,286 + 403 + 1,142 4 1,439 + 3 7ok 110.2
1944/5 |+ 1,88 |+ 1,385 | + 3,269 + L2 + 2,142 + 1,334 + 120 3.7 110.9
1945/6 + 2,674 | + 538 + 3,212 + 214 + 2,450 + 883 + Wb 45 103.8
1946/7 + 2,978 | + 57 + 3,549 + A + 4,944 - 1,904 + 484 13.6 85.6
1947/8 + 1,513 | + 959 + 2,472 - 120 + 1,180 + 1,402 + 190 77 100.4
1948/9 + 3,730 | + 2,108 + 5,838 + 129 + 7,147 - 2,478 + 603 10.3 80.5
1959/50] + 3,263 | - 304 + 2,962 - 1™ + 188 + 2,453 + 36 11.7 89.4
1950/1 + 6,759 + 4,453 + 11,212 + 520 + 8,004 + 2,588 + 570 51 9.5
TOTAL
CHANGE + 23,828 + 10,972 + 34,800 + 1,610 T+ 27,434 + 5,717 + 2,485 T2 95.0
194.3-51
Source: Quarterly Banking Series, Department of Statistics, Lagos.
Note: Column 5:

as equal to changes in currency outstanding.

Changes in sterling assets of the Currency Board have been taken
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TABLE Iii

NIGERLAN VONEY sUPr1Y! . ig50-62
(Amounts in Mitiions of Nirerian pounds)

Year - Money Gstimeted Demend Retio of

December Supply Currency in Depocits Demand

31 Circuiction Deposite to

money Supnly

£ £ & a.

1950 L7.7 3L.5 13.2 27.6
1951 6l4.5 L6.1 18.4 26.9
1952 71.0 48.8 22.2 31.2
1953 81.3 56.8 2lL.5 30.1
1954 8l.2 51.3 32.9 38.3
1955 87.3 557 31.6 36.1
1956 °l.7 56.3 35.4 38.6
1957 1 99.6 62.3 37.3 37.4
1958 108.1 67.8 L40.3 37.2
1959 116.0 75.8 40,2 3.0
1960 120.6 78.7 L1.9 3L.3
1961 120.8 79.2 Ll.6 3l
1962 124.9 79.7 b5.2 36.1

&. Represents Currency end daemend deposits.

2. =Dstimated totals represent net circuletion end comprise issues
of Nigerian currency in circulation plus revised estimetes
of West Atrican Currency Board Currency circuletion pased
on revised estimates tfor June 30, 1S59 and knovn net
withdravals since then.

Sources: Nigeria Digest of Statistics, and Annual Reports
of Central Bank of Nigeria.
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Table IV

(Accounts in Thousands of Pounds)

Year Ending Total Currency Net Transfers Net Transfers Average Treasury
30th June in Circulation to West Africax from West Africa Bill Rate in London

1950 66,277 . - 1,650 %m

1954 4 78,892 12,527 - = 0.6
1952 87,252 17,437 8,950 2.2
1953 90,536 12,365 9,036 2.3
1950 94,060 12,170 28,535 1.8
1955 93,630 _ 15,775 16,255 ) ‘3.7
1956 99,428 26,477 20,324 L.9
1957 106,908 27,863 20,491 - 4.8
1958 99,541 21,936 29,207 4.6
AmmmA. 82,659 16,203 . 32,937 Loyt

#*Pligures include bank holdings of currency issued in the four constituent territories - Gambia, Sierra Leone,
Ghana and Nigeria - and therefore exceed net circulation,

moﬁdomm" >bbﬁmw.wmb06&mowﬂbmémmdbﬂwwomb oﬁ%wmso%womwmmdbuﬁmQZmdwowmmdm&Hmﬁwomp Yearbook, 1959;
United African Company Statistical and Economic Review, 1951 ;
International Monetary Fund, International Financial Statistics, February 1961.
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(Amounts in Million of Pounds)

1

“ . ASSETS E
I T temsg 1950 11951 11952 11953 11954 11995 | 1956 11957 | 1958 | 1959 | 1960 | 1961 | 1962 |
t Cash ... ... | 1.0 | 34 | s09f s 53| 7| 6.8 7.0 6,71 84| .01 7.6 7.5
j Balances dae: from i
' Local Banks ... 0.1 0.6 0.7 1.2 1.4 1.6 1.8 2.1 3.5 6.1 L.6 4.7 4.2
i Banks Abroad 10.4 113.5 116.0 116.1 | 24.8 | 20.5 | 21.8 |16.9 | 15.9 | 15.3 | 21.2 | 36.4 | 21.5
ﬁm Loans & Advances 4.3 5.5 9.2 110.2 112.0 | 19.1 | 25,5 | 34.5 | 38,3 | 40.9 | 57.0 | 60.0 | 80.4 U
! Investments: _ h
it In Nigeria® ... 0.02] 0.05] 0.32] 0.28] 0.17] 0.38] 0.38{ 0.4 0.3 0.7 2.6 4.3 4.9 1|
il  Other Countriess# 0.03) 0,03} 0.03f 0.03} 0.03| 0.03] 0.06| 0.03}| 0.03| 0.6 0.1 0.02] 0.02
I Potels e.. ... 17.80] 26.10] 35.90 | 39.00| 52.10f 57.70| 67.60 | 72.90| 79.70| 92.10|117.6 [ 147.4 |142.5 m
1 ) ‘ —
1

1 LIABILITIES i}
m Deposits: : - | Jn“
i Demand 13.2 118.0 1 22,2 24,5 | 32.9 | 31.6 | 35.4 | 37.3 | 40.3 | 40.2 | W | w.7 ]| ys.2 U
W .H‘M.BQ e o e s e e Aom Nop uou uow D.ou N—.oﬂ E.la mom mom ﬂom mow At.oo L_NQN_. "”
] Savings. cee 1.5 1.6 2.3 2.9 3.4 5.9 6.5 8.9 | 111 | 17.9 | 18.4 | 21.1 | 24.2 I
i Total ... ... 16.5 122, | 27.8 | 51.3 | h0.6 | h2.2 | 6.0 | 51.8 | 58.0 | 65.5 | 88.L | 76.6 | 86.5 1
mm Balances due to: _ w : : m
t  Local Banks ... 0.2 0.3 0.6 1.4 1.9 1.8 3.4 2.4 3.8 3.7 2.4 1.1 O.4y 1
] Banks Abroad 0.7 | 1.0 2.4 1.8 2.8 5.3 7.2 8.2 5.6 .3 18.31 21.9 8.6 1
I} Other Liabilities | 0.4 2.4 .| 5.1 L5 | 6.8 8.4 f 11.0 1 10.5 | 12.1 | 18.9| 28.5| L7.2 | u6.5 |
it . - T - RN ~i1
i Tetals ... ... 17.8 | 26.1 | 35.9 | 39.0 | 52.1 | 57.7 | 67.6 |72.9 { 79.7 | 92.1 |117.3 [147.0 [1k2.3 |

Figures for Southern Cameroons are excluded,

*As from April 30, 1960, figures include holdings of mo<mu.bsod.n emmmmﬁa wu.ﬁ_.m.
#*»Include holdings of United Kingdom Treasury Bills.:

+Totals are not exactly equal to the ooawobmaﬁ figures due to H.ogawbm. }||\

[ o JPEC T P Fa D B T S S N o, T
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TARLE VI

=4

I

Changes in Nigerisn Money Supply, 1950-1962
(fmounts in Miltions of Pounds)

Changes in

: Changes Changes
Sterling e S

in Net in Local
External Earning
Assets Assets

Changes
Changes in Non-
- e - ,‘S !
Year Ending 1in YMone¥ Monetary Assets
September 30 Supnly 1 Banis of Currency
R e : Board/Cent-

Deposits rel Bank of Banks of Banks
1550 + 3.0 - C.1 + 0.2 + 25 + 0.3
1651 +12.0 + 0.8 + 8.3 + 2.6 + 0.6
1c52 +6.0 + 1.9 + 9.4 - 4.1 + 2.3
1852 +5.8 + 0.8 + 2.1 + 2.4 + 0.7
1954 +9.7 + 1.9 - 0.6 + 9,0 + 2.7
1955 +5.2 + 2.1 - 0.2 + 5.t + 2.6
1856 +£.,0 + 0. L7 - 6.9 + 7.6
1957 ~-5.2 + 3.2 - 2.8 + 1.0 + 1.8
1958 -1.1 + 5.6 - 1.4 - 6.1 + 5.8
1959 +6,.0 + 7.1 + 2.0 + 3.6 + bl

Total Changes _

(1950—1959 +L6 .6 +23.7 ' +20.7 +10,.1 +28.8
1960 +2%2,.1 + 0.4 Ne&e - 8.5 +11.3
1061 - 1.9 -~ 0,0 n.a. - 6.L +18.0L
1662 - 2.4 +18,8 n,s, + 3.1 +15.5

Tota2l Chaenges

(1060-1962)  +18.8 +15.2 -11.8 +45.3

1. Represents Currencies in circulation plus demand deposits.

2., Before July 1959, the West African Currency Boardls Sterling
Assets represented changes in the total Currency in circu-
lation in Nigeria plus chanres in the estimate of Nigeria's
shere of the posrd's surplus  1unds. From July 1959, the
figures represent changes in sterting Assets of the Central
Bank and chenges in estimsted Currency soard's currency
only that is wstiil in circulstion in Nigeria.

3. Represents cheanges in sggregate pank baiances abroad less
bezlances aue to panks abro&de.

Sources: Compiled from the Direst of Statistics and Annual
Revorts of Centrel Besnk of Nigerizs,
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TABlE VII
(All ficures except col.5 in 20U0's)

(1) (2) (3) (L) (5)

Absolute  Perccontecc

Invest- Cheznge in Chesn-~c over

Date igizhzgg ments‘in (i?:(%) Totel over Prcoceling
: Nireria ~/ Precedirg Ilsrch Zlst
lMarch 21st () + (%)
March 31,1850 2,672 10 2,682 - -

" 1¢51 3,21 L3 7,8l 782 2C.2

! 1952 5,016 75 5,091 1,527 H7 0

" 1953 5,013 ers 6,080 SY7 1.6

" 1954 7,241 336 7,577 1,5€9 25.1

" 1655 10,018 175 10,1683 2,514 72.C

" 1956 15,135 280 15,515 5,222 AR

" 1957 20,575 ZoL 20,96¢ 5,L5k ZZ.2

" 1958 28,275 190 28,L55 7,486 227

" 185¢ 32,750 L70 2%,260 L,7S% LACIN

" 1260 Z25,%U5 ©337 26,878 7,818 MC.0

" 1661 50,k5C 3,372 55,022 18,8l LW

" 1962 51,1L8 5,207, 67,415 11,622 20.C

" 1963 78,26C¢ 6,401 gl ,551 17,215 5.t

1 Reflects introduction of Fedcrel Govcrnnment Tressury Rillc

in April 1S60.
2 Incluces £1,705 troucand of money &t call at the Centrcl

B Pk I

Bank - i.e. raoney n»lecccd overnisht with the ccll oonel
fund czdministercd by the Centrel pBenk since July 17£Z,
panks' cssectg nand Lichilities =28 £t 'erch 21, 1567, thic
eamount 1o included under 2 new item titled "Coch onc
Central pank! which £1lso inciucdeg veult cesh cnl wol-necs
at the Ceptral Bsnk. For our nurzcses, hevever, it

would seem morc erxnrozriste to trest it ws 2 lcefl
investment.
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CHAPTER SEVEN
BALANCE OF PAYMENT AND EXTERNAL RESERVES

The balance of payments position of Nigeria in recent
years, particularly the period following the attainment of
Independence in 1960 can best be viewed against the background
of past developments. Until the mid=1950's earnings from
exports generally exceeded payments abroad for imports and
services. ‘'he surplus on trade transactions during this
period, togéther with receipts of British Gnvernmeht grants
to finance selected development projects, allowed the building
up of external assets in the form of sterling securities
and sterling balances. Since 1955, however, imports have
been appreciably larger than exports, and inflows of capital
though greater than before, have been insufficient to finance
the entire deficit on current transactions. Overseas finan-
cial assets held by official end semi-official institutions
have, as a result declined.

the transformation of the balance of payments position
£rom an overall surplus to an overall deficit has been a
reflection of a number of profound chamges in the structure

and character of the Nigerian economy. Since the mid=-1950"'s
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there has been a marked expansion of Capital expenditures
by Govermment to promote the economic development of the
country, Coincidentally; private investment has increased
appreciably, bringing with it a larger inflow of foreign
capital. The heavier volume of capital equipment imported
for these projects has been a major contributory factor to
the emergence and continuation of the trade deficit. In
addition,, growth in the economy has generated demands for
increased amounts, and a wider range, of consumer goods,
Finally, world prices for the country's main export products
have declined substantially from the high levels prevailing
in the period 1951-54., Let us examine 1962 and 1963 for
example: -

In 1962, external transactions resulted in a further
decline in total foreign exchange reserves, The decrease in
external assets of official and semi-official institutions
totalled about £22 million as compared with about £16 million
Ain 1961, Although the decline in reserves in these two years
was of comparable magnitude, the pattern of external transac-
tions leading to these declines was quite different. The
trade deficit was emaller in 1962 than in either 1960 or 1961,
as a result of a fall in imports. The latter represented in
part, a natural reaction tb the heavy importing coincident

with the attaimment of Independence, and, in part, a consequence

.../ B2
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of Goverrment policies since then which have been designed
to improve the external position. From this point of view,
it may be said that the underlying payments position of the
country was better in 1962 than in the two preceeding years.
On the other hand, the lower trade deficit in 1962 was
counterbalanced by smaller inflows of capital from abroad.

In‘l963 the overall balance of payments position was
similar in many respects to the outcome of 1962, Externsl
transactions resulted in a further decline in total foreign
exchange reserves to £94 million, The trade deficit diminished
further in this year because of higher exports., On the other
hand, net payments for services continued to grow in line
with the trend in recent years., A further and apparently
substantial diminuation of the net inflow of foreign capital
was a major facﬁor in the drain of external reserves., Proceeds
from official loans were negligible and private capital inflows
were smaller than in 1962,

The table below presenting revised balance of payments

estimates for 1952 to 1963 summarises the ma jor external

transactions in these periods.

ees/83
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RESERVE MOVEMENTS: -

The result of Nigeria's externsl transactions showed
a continuous decline in the external reserves of official
and banking institutiomns in recent years, At the end of
1962 for example, total external reserves amounted to about
£130 million, about £22 million lower than a year earilier,
In 1963, these reserves totalled about £94 million - about
£36 million lower than in December 1962, External assets
of the Central Bank which constitute the largest category,
declined by £12.3 million to £6L.3 million in 1963, The
Federal Government reduced its holdings to £10.6 million
partly because of a need for funds to meet domestic expendi-
tures and loah repayments. Total external assets, equiva-
lent to about eight months' imports at the end of 1562 were
roughly equal to about 5% months' imports in December 1963,
Since an important part of the fall in foreigh exchange
reserves during this period resulted from a shift from
overseas financing of current requirements to local financing,
the changes in reserves during this period cannot be gonsidered
fully representative of the underiying external payments
position of the country. Nevertheless, a decline in reserves
of more than 10 per cent in one year does call attention to
the state of the reserves and to the important role they

have in the functioning of the economy.

0000/85
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The foreign exchange reserves of a country constitute
one of its prime assets. As the ultimate means of settlement
of a country's international transactions, external reserves
enable the balancing of fluctuations between international
payments and receipts as they occur from day to day, from
month to month and even from. year to year., Moreover they
,form a fund of international liqﬁidity available for use
in the event of unforeseen events, such as natural disasters.
In this way, reserves help to facilitate a smooth flow of
goods and capital into and out of the country, in accordance
with the needs and practices of trade and commerce, The
cushions provided by reserves also allows time in which to
formulate and execute judicious policies to correct
inbalances in external transactions when they arise. For
these purposes, however, both adequate and useful reserves
are required.

An adequate level of reserves for a country is one
which is sufficiently large to absorb the fluctgfations between
external receipts and payments that might conceivably occur
over short periods. A country with a pronounced seasonal
movement in its export trade needs reserves large enough to
. allow a steady flow of imports throughout the year. A
country dependent on only a few commodities for its expert

earnings needs to have reserves for use, for example, in

eee/86
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the event of crop failures, and to absorb cyclical varia-
tions in world market prices and demands for these products,
recent experience has also démonstratéd that the reserves
of countries undertaking development programmes are vulnerable
to all the uncertainties involved in formuleting and execu-
ting such programmes, and need to be husbanded accordingly.
While the external reservés of Nigeria, which totalled about
£130_milliqn may be considered adequate for the country's
needs in 1962 - at least by comparison with many other
countries‘- cne of the major problems to be faced in the
next few years is to balance the needs for development and
the requirement of maintaining an adequate level of external
reserves,

Foreign exchange reserves must also be usable, Most
countries therefore maintain their external assets in a
highly liquid form, such as gold, foreign deposits, and
short dated fbreign government securities, Also these
assets are normally held by, or are under the control of,
one institution, which is usually the Central Bank, Thus
held reserves may be quigkly put to use if the need arises,
and the state of reserves is always known to Govermment,

so that policies may be adepted or modified to meet the

chenging external payments position of the country.

..o/87
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In the past, the overseas assets of Nigeria have been
scattered among'various official and semi-official bodies

and have mainly been held in the form of long-term foreign

- govermment securities. Acceptance by the Goverrnments of the

Federation of the need to conserve foreign exchange resources
and to be able to supervise more closely the country's balance
of payments position has given impetus to efforts to mobilise
the external assets of the country into a more liquid form
and to centralise them in the Central Bank of Nigeria.

Towards the end of 1961, therefore, the Central Bank, in
co-operation with the Ministry of Finance, began discussions
with the Regional Govermments, statutory corporations, other
official bodies, and some private institutions, on the ways
and means by which these assets might be mobilised and

centralised. One problem was to provide these institutions

with alternative outlets in Nigeria for investment funds,

During 1962, considerable progress was made in
mobilising and centralising external assets, Federal
Government converted virtually all its long-term foreign
securities into more liquid form, the Regional Governments
began to dispose of their long-term investments overseas, the
statutory corporations reduced their overseas holdings to
essential working balances, and a number of private institu-

tions exchanged their overseas investments for indigenous ones,

6f the assets repatriated, nearly £10 million was invested

ees /88
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in Nigerian Govermment securities, Some further progress
was made in 1963, At the end of the year, with the excep-
tion of the Eastern Nigeria Government which still held
about £4.5 million, other Regional Govermments continued
to dispose of their long-~term investments overseas., The
Statutory corporations and a number of semi-official insti-
tutions have reduced their overseas holdings to essential
working balances. PFurther progress is expected to be made
in 1964 and the subsequent years.,

With the mobilisation of external reserves and centra-
lisation in the Central Bank, these resérves will be imme-
diately available at all times to defend the value of the
Nigerian pounds. The determination of the Government to
maintain an adequate level of reserves to support the currency
domestically and abroad was evidenced by the transfer, late
in 1962, of the country's gold reserves, totalling £7.1 million

to the vaults of the Central Bank,

EXTERNAL TRANSACTIONS AND EXCHANGE CONTROLS:-

In 1962, a new Exchange Control Law was enacted to
replace the existing legislation which had become outmoded
with the attainﬁent of Independence.

Under the new Act, procedures have been simplified

and limitations on a number of different kinds of transactions

..+/89
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have been liberalised. The Minister of Finance has delegated
to the Central Bank the responsibility for day-to-day admi-
nistration of controls with the exception of control over
capital transactions. Authorised Dealers, consisting of

14 banks and two finance companies, have wide discretionary
authority to approve most commercial transactions., The
administration of exchange control has been liberal in keeping
with the Government's pblicy of continued freedom in foreign
exchange transactions and of the use of exchange control in

a restrictive way only in the event of a major balance of

payment crisis, and only after other measures have proved

ineffective.



CHAPTER _EIGHT

A. BANKING AND ECONOMIC DEVELOPMENT

In his Budget Speech of the 4th April, 1960, the Federal
Minister of Finance, Chief the Honoureble F. S. Okotie-Eboh,
G.M.G., M.P., reaffirmed that the financisl end economic
policies of the Federasl Government would be directéd towards
"the achievement end maintenance of the highest possible
iate of increase in the stendard of living and the creation
of the neceséary conditions to this end, including public
support and awareness of both the potentialities that exist
and the sacrifices that will be réquired."

The Minister framed the folléwing teﬁ-point plan to

this end:~

One - to maintain confideﬁgs\in the value of the
Nigerien currency and to maintain reasonably /~
stability in wages and prices;

Two - +to continue to expand the basic infrastructure
upon which all economic development depends;

Three - to continue to encourage the growth of industry
end the further development of Nigeria's

mineral resources;




Four

Five

- S8ix

Seven

Eight

Nine

Ten

- éﬁf-
<

to give every support to increased agricultural
production; .
to promote the training of Nigerian manpower,
especially in professional, technical and
managerial skills;
to ensure that development works are underteken
in accordance with their priority and importance

to Nigeria and that there is proper co-ordination

. between all the Governments of the Federation

in this field; |

to make effective arrangements for the provision
of the funds required to finance development

in Nigeria both by mobilising domestic resources
and by attracting capital from overseas;

to continue to develop. the social amenities
increasingly required in accordance with the
ability to sustain them;

to ensure that Nigeris plays her full part in
the international institutions and organisations
designed to promote development and freer and
wider international trade;

tc ensure that Nigeria plays her full part, both
as a donor and a recipient, in international

technical assistance schemes."
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In this important approach affecting all parts of the
Commuﬂity, each section, and not the least, the financial
section has a part to play. The problems and difficulties
facing independent Nigeria are not likely to diminish,
particularly those relating to the provision of the funds
needed to finance the very necessary growtﬁ in the national
wealth of the country. The successful development of the
resources on a national scale must depend on the availability
of adequate capital, raw materials, technical knowledge
and labour; of these, in Nigeria's present circumstances,
it is the potential demand for capital which poses one of
the greateat problems. Emphasis must contihue to be placed
on the mobilisation of savings and the channeling of such
savings into avenues which assist in the real development
of the country's resources. Savings, past and present,
provide the only sources of internal capital, If in Nigeris,
current internasl savings and acgumulated balances resulting
from past savings are jnsufficient to finance the level of
investment required, the attraction of overseas capital in
both private and public sectors of the e conomy becomes
increasingly important and a wide public understanding both
of the need for such capital and the safeguards it will seek
are essential if this capital is to be attracted.

Continuing advance in the development of the economy

is the aim of most countries and not the least, of Nigerisa.

.o /9T
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This must basically turn on increased production, both in
the type of produce already being produced and in the exploi-
ting of other resources still in process of development or
investigation. The emphasis must lie on continuous expan-
gion so that the maximum use is made of efforts already
undertaken and so that subsequently,lthere is no significant
haltlin the momentum - this calls for forward planning and
co-crdination in the use of resources. Reasonable stability
of prices and the maintenance of the purchasing power of

the national currency are basic elements in the promotion

of an orderly and reasonably rapid growth in production,

Such conditions afe necessary if savings are to be encouraged
and mobilised into the longer term productive channels rather
then into sources which offer quick and profitable returns
but do not always contribute to long-term growth. Public
éonfidence, both at home and overseas, in the strength of the
national currency are essential conditions to the attraction
of capital, whether this takes the form of domestic savings
or overSeas investment, for no economy can in the long run
be healthy uniess it has a sound and stable currency and
there is reasonable assurance that the right to withdraw
capital can be safeguarded. The financial and economic
policy announced by the Federal Government in April, 1960
evidences full realisation of these problems and of a

determination to ensure the continued expansion and develop-
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ment of the economy in relation to the resources available
and to the brosd need to maintain reasonably stable condi-
tions throughout the econémy.

The promotion of national savings campaign in such
a manner as to have éontinuing results of the kind needed
is no easy matter. The necessary machinery will have to
be created and tested; in part the channel through which
this can be done, such as the Post Office Saving Bank, the
savings departments of commercial banks, co-operative thrift
and credit societies, already exist but the facilities they
have available to enable them to take part in a continuing
and comprehensive campaign need to be reviewed and, in the
light of such a review, to be strengthened where necessary.
Othér possible saving media need to be considered and where
necessary, introduced. It is when these preparatory arran-
gements are complete that it will be possible to mount a
nation-wide publicity drivé to attract in large scale the
savings of the public. Much has already been done to
stimulate these developments but spectacular and immediate
results cannot be expected., Efforts are being and should
countinue to be made by all who are directly concerned to
persvade more people to deposit more of their savings in
the institutions which now exist for this purpose, such as

the banks and the thrift societies or to lend directly to

...1495‘
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Government or to public bodies, through the medium of
securities issued by them, Those investors who are finan-
cially able to assume the risk‘should be encouraged to
invest directly in the shares of productive industry. In
this way, they would lend greater support to industrial
development and would share in the rewards to be derived
from sound growth. There are however, certain considerations
to which full regard must be given. Reasonable safeguards
for investors' money will be obvious to all. There must be
full confidence in the banking system and in the stability
of other institutions accepting deposits from the public,
The maintenance of such conditions is a special responsibility
of the Central Bank.

There is much still to be done to encourage further
the banking habit. It is often not fully realised that the
econom& of a country largely reflects the capacity of its
banking system to finance its trade and to provide funds for
other short term requirements. The greater the level of
sévings reflected in the form of deposits in the banks, the
more thé benks are able to fulfil their role in assisting
in the development of the economy.

The growth of these institutions which will be an
essential part of the creation of effective money and capital

markets in Nigeria, can only be gradual and -further progress
in this direction should be made in the years that lie aheead.

.o FS5
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THE NATIONAL DEVELOPMENT PLAN ; 1962-68:-

The adoption of the National Development Plan 1962-68
by the Federal Parliament in the 1962 Budget Session, was a
major landmark. The simultaneous introduction of a Budget
designed to provide thevimpetus reQuired and to encourage the
development of appropriate financial and economic conditions
was equelly important, The Natiors approach inherent in the
Plan and the close co-operation required among the several
Goverrments of the Federation are in themselves of significance,
while the sheer magnitude of planned expenditure presents a
formidable challenge and poses many problems with which the
Nigerian Banking Institutions will be directly concerned,

PLANNED EXPENDITURE:-

The plan envisages a minimum annual investment of
15 per cent of Gross Domestic Product in order to maintain
at least the four per cent annual rate of growth that has
characterised the economy in recent years., Total capital
expenditure is accordingly projected at £1,183 million over
the six-year period., To achieve this amount of investment,
Govermnment capital programmes totalling £676 million have
been planned which, together with other investment-type
expenditures, would bring public sector investment to £794
million or 67 per cent of the total investment required,
Private investment is estimated conservatively to total about

£390 million over the Plan Period.

o oo/ I~
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The general character and magnitude of the expenditure
programmes of the several Govermments are showhn in Table I
below, These programmes place major emphasis on investment
in the directly productive sectors of the economy such as |
industry and agriculture, in contrast to earlier programmes
which stressed social overhead expenditures and improvements
in the provision of Government services, If these targets
are achieved, it is estimated that by 1968, Gross Domestic
Product would have risen by £324 miliion to a total of

£1,436 million,

TABLE I

GOVERNMENT CAPITAL EXPENDITURE

(1962-68 National Development Plan)
(£'s millions)

FEDERAL | NORTH EAST (Inﬁ?igin TOTAL

Mid-West?
DEVELOPMENT ... 298.5 67.0 57.8 49.6 L72.9
SOCIAL OVERHEAD 67.6 30.7 4.9 37.5 150.8
ADMINISTRATION 46.4 1.1 2.4 3.2 53.0
TOTAL  .es +oo | L12.5 98.8 75.2 90.3 676.8

o
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FINANCING THE PLAN:-

The expected sources of funds for financing Government
recurrent and capital expenditures during the Plan period
are indicated in Table II below,

The raising of the finance required, both that estimated
to come from internal sources and that expected to be derived
from external sources, poses major problem, and the success
of the considerable efforts necessary to accomplish this task
will depend on many differing conditions., In particular,
success will depend on the maintenance of confidence both
internal and exterhal, in the stability of the e conomy; a
clear demonstration that the wisest possible use will be
made of the available resources and that priority will be
given to productive investment; the maintenance of the presént
liberal policies relating to the movement of funds into and
out of Nigeria; and above all the determination to press ahead
with the implementation of the programmes as fast as resources

and technical capacity permit,
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TABLE IT

SOURCES AND USES OF FUNDS FOR GOVERNMENTS

(1962-68 National Development Plan)

(£'s millions)-

USES
Recurrent Expenditure ... oee 954.0
Capital PI‘OgI'&mmeS ce o eeo e 653.8
1,607.8
S OCOURCES

Existing Domestic Resources 83L..4
New Domestic RESOUrCES .ee oo 382.6
Assumed Foreign Aid cee ees C327.1
Uncovered Balance cee e 63.7
1,607.8
f—rrem ]

The mobilisation of domeétic resources is of paramount
importance in the provision of the finance needed for the
Development Plan, Major steps to this end have already
been taken, both in the stimulation of domestic savings and

the repatriastion and centralisation of overseas assets, The

;..%&ee—
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co-ordination of the use of these domestic resources with
the funds to be obtained from overseas is in itself no easy
matter, more particularly because grants and loans from
overseas tend to become available spasmodically and not
necessarily for the purposes which have been accorded the
highest priority.

The substantial volume of foreign assistance envisaged
in the Plan must, of necessity, be kept within the capacity
of the economy to service overseas debt. 1In Nigeria's
presént circums tances, the accepted upper limit is of the
order of £150 million., This indicates the extent of the
foreign borrowing which will be required on relatively 'soft'
terms and emphasises the importance of the steps now being
taken by the World Bank to increase the resources available
to developing countries on terms which they can afford to
absorb., The provision of resources on such terms must grow
increasingly if developing countries such as Nigeria are
to be able to meet the relatively modest targets which they

have set for the improvement of the conditiohs of their

peoples,

THE ROLE OF THE FINANCIAL AND BANKING INSTITUTIONS: -
The Central Bank of Nigeria in particular has a dual
and conflicting role to play in the financing of the Six-Year

Development Plan, this having been defined by the Federal
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Minister of Finance in his 1962 Budged Speech as that of
ensuring an adeqﬁate supply of credit to the economy while
guarding against any excessive inflationary tendencies. To
assist the Central Bank in discharging its responsibilities
more effectively, the regulatory and credit control powers
of the institution were augmented during the 1962 Budget
Session,

It is increasingly important to be able to provide
locally the short-term credit réquired for domestic purposes
and for the banking system to be orientated on a domestic
credit base, As a first stage in this development, the
Central Bank has already begun tb supplement the 'resources'
of the banking system by the extension of rediscounting and
refinance facilities for commercial paper arising from
Trade and Crop marketing, as well as other eligible bills
of exchange, It is anticipated fhat some £20 million of
refinance facilities will be extended during the current
1964~65 crop season in meeting the needs of the Marketing
Boards for export crop finance and that, as these facilities
are extended in the following season, the amount involved
may rise to the order of £40 million,

The Central Bank is also concerned with the continued
development of the Capital market, which is vital to the
success of the efforts currently being made for increasing

domestic savings, and channelling these savings into the
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enterprises and ventures where they can be most usefully
employed.,

The National Industrial Development Bank - a new insti-
tution which began operations‘at the beginning of 1964 has
already established a good reputation for the granting of
both short and long term loans to local industries whose
expanding and development programmes are approved within the
frame work of the six-year development plan,

The need for satisfactory agricultural credit facilities
has already been recognised by the various Regional Governments
in whose portfolios fall the main responsibilities of the
counfry's agricultural developments., Following the recom-
mendations of an expert mission provided by the Food and
Agriculture Organisation in 1963, the Govermments of Western
and Mid-Western Nigeria have set up Agricultural Credit
Institutions with substantial capitals provided from the
reser#e funds of the Regional Marketing Boards. The main
function of these Agricultural Credit Institutions is to
grant credit facilities to local farmers for agricultural
expansion and increased productivity programmes, It is hoped
that the other regional governments will soon set up similar

institutions to cater for the interests of local farmers in

their areas of Jurisdiction.

0.‘%
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The policy of the Banking and other Financial insti-
tutions in the country over the development plan period will
necessarily be concerned with the maintenance of economic
stability and tpe Central Basnk more particularly with the
defence of the currency, in such a way as to permit reasonably
rapid economic growth. The National Development Plan has
embitious objectives but these are clearly necessary if any
substantisl progress is to be made in improving the overall
standard of living. Given the public support required, and
the acceptance of the discipline and sacrifices inherent
in such a progrsmme, together with the maintenance of
policies and conditions conducive to the continued inflow
of foreign cepital, there is 6Very reason to conclude that
these objectives are realistic and well within the capacity

of Nigeria to achieve,
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B, CREDIT CREATION PCR WIGKRIA'S SIX ¥EAR (1962-1968)
TOONONIC DLVELCPEENT PLAN
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i.e. investment which is stimule ted within the cconomic
sys tem and over which the government could not easily gxercisc
direct control.

The povernment will presumably want %o pernit such crecdit
expansion for non-investment purposcs as is rcouircd to sustaln
a minimum level of consumption consistont with the maintcnance
ot economic incentives and political stability, and NO 10TC.
Arter ailowins for endogcnous investment, the govornment vill
try to asscss thce additional amount of crcdit cxpension which
the economy can afford. It may assign a certain proportion
of it to "ecxogenous private investmant" under which vwe include
iarger projccts which rcquire some forn or covernncont aporoval
and/or inducemcnt, and the rest will e appropriatzd, throusn
a mechanism such as saics of government bonds to the ccniral

pank, Ior investmeni in pubiic SCCuLOr projccis. As a ruic,

e}

qhere wiii ve TWO scus 0I' Tactors LO.KCCP in ninug i SCTTING
a limit to credi. cxpansion:

(i) uhc impact of domesTlc 1ncome clsTtribusion, roal
gllocatlion or resourccs, anug uitimatcely, poiizical
stability arising rrom pricc inrlation; and

(i1) the country's external rcsource situation, comprisins
its cxport prospects, the level of its forcign

miva

@]
()

cr

exchange reserves, and thc availability of

[

and public Fforeign capital. The first sct of



circumstances may also be relevant to determining
a lower limit to credit expansion, in as much as
deflation and unemployment caused by a contraction
of domestic credit or failureto expand it adequa-
tely can have conseguences just as serious as
those of inflation,

Countries with a fairly high marginal propensity to

import normally find that, unless immediate counter-measures

are taken through trade policy, domestic credit expansion
quickly spills over into imports and has a reléfively small
effect on domestic prices. A number of developing countries,
striving to achieve real expenditure rates which cannot be
sustained by the foreign exchenge reserves and foreign-owned
capital availablé to them, couple their credit expansion

with quaﬁtitative trade controls and/or repeated tariff increa-

ses which barely suffice to extract them from balance of pay-

ments crises., In such cases, the impact of the credit

expansion focuses mainly on the price level, and the first set
of problems come into play. Other developing countries
consider it advantageous to maintain relatively open economies
in order to give the market mechanism a major role in deter-
mining resouree allocation and with a view to by-passing

such problems as shortages of imputs for local industries,

extra administrative burdens on government and business, and
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incentives to corruption, which frequently accompeny exchange
controls, These latter countries must, therefore, be concerned
first and foremost with the resource constraints applicable
to their economies in determining domestic credit policies,
The Nigerian Federal Government has made it clear that
Nigeria belongs to the group of countries which consider it
desirasble per se and also a means to accelerated economie
development to msintain a basically open economy. In his
Budget Speech of March 29, 1962, the Federal Minister of
Finance, Chief Okotie-Eboh outlined the advantages which
accrue to Nigeria as a result of her liberal trade policies,
including "the creation of a ciimate conducive to the chan-

nelling of domestic savings into productive investment and

to the inflow of foreign capital into the public and private
gsector of the economy" He added "It would be H1lly to throw
away these hard-won advantages. Should balance of payments

| pressures srise, it will therefore be the policy of the

l Federal Government to seek to contain them by the more

’ flexible fiscal snd monetary means; by selective tariff

| increases, by stepping up the tempo of domestic savings,
overell budget policies and by the use of monetary weapons
indreasingly available to the Central Bank", It is thus the
real resource constraints which are likely to govern credit

expansion in Nigeria, and it is these to which we will direct

our attention in this chapter,
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' OFFICIAL CREDIT CREATION IN THE PLAN:-

According to the 1962 Budget Speech of the Federal
Minister of Finance, it is intended for the public authorities -
i.e. the Central Bank - to undertake three types of credit
creation during the Plan period: purchases of medium and
long-term Federal securities (Federation of Niéeria Development
Stock), rediscounting of Treasury Bills and bills of exchange
and, to a lesser extent, provision of advances to governments
and banks, The former type presents no conéeptual problems,
Net Central Bank purchases of Federal securifieé‘maturing
after the end of the Plan period, to the extent that the
proceeds are not retained in government accounts at the Central
Bank (and we will assume, far practical purposes, that all
funds are put into circulation to finance development projects)
represents net credit creation pure and simple., According
to the 1962 Budget Speech, it has been agreed that the Central
Bank will increase its holdings of Federal securities by a

net of £33 million over the Plan period.
'Exéctly what the effect of the Central Bank's prospective

gshort term credit activities on net credit creation over the
Plan period will be is not so clear, What is clear is that
these activities will increase very rapidly, as is indicated
by the following statement from the Budget Speech. "I envisage
that the credit to be extended by the Central Bank in this way

(rediscounting bills of exchange, particularly bills related



s

to merketing board erops) will quickly rise and may amount
to as muech as £40 million at any one time within‘the next
three years", Elsewhere in the same Budget Speech there are
indications that the issue of Treasury Bills will rise sub-
stantially over the Plan Period, and these can be rediscounted
at the Central Bank at any time., (At present the bulk of the
rediscounting coincides with the seasonal credit expansion).
However, Treasury Bill transactions would lead to official
net credit creation over the Plan period only to the extent
the Central Bank's holdings were greater at the end of the
period than on March 31, 1962, and there appears to be no
reascn why this should be the case, as the Government indicates
it prefers to channel the Bank's contribution to financing the
Plan through longer-term securities., (On the other hand, effi-
cient use of Treasury Bill financing maintains the income
velocity of the money supply at a higher level than would
otherwise be the case, and in this way may lead to higher
imports within a given period).

With rediscounts, on the other hand, it seems likely
that the amount held by the Central Bank on March 31, 1968
will be greater than it was on March 31, 1962 when rediscounts
plus advances totalled only £1,348,082 (Central Bank Return
of Assets and Liabilities as at 31st March, 1962), How much
greater is difficult to prediet at this point, with the Bank

having Just completed its first major rediscounting exercise,



-

underteken principally to support the marketing of the ground-
nut erop. It is hypothetically possible that the Bank could
redeem all its bill holdings by March 31 of each year, in which
case net credit creation over the Plan pefiod resulting from
Central Bank bill finance would be nil., But the operation
vwould still have the end-result, fram a monetary-balance of
peyments viewpoint, of enabling agricultural producers to
receive money incomes earlier than would be the case in the
absence of such financing; thus, up to a particular pbint

in time they.would probably spend more on imports.

The job of financing crop marketing has, of course, gone
forward before the Central Bank came on the scene, In the
'old' days, before commercial banking had attained a dominant
position, the expatdate trading compasnies, both out of their
own resources and from overdrafts in London, supplied a large
proportion of the credit required to purchase crops fram the
farmers several months before they could bé resold abroad.

By 1963, the banks were supplying the bulk of this credit,
partly out of their own deposits and partly jout of short-term
funds brought in from the U.K. Two statistics may be cited
to reflect this development: '

(1) fram less than 50 in 1951, the number of offices
maintained by licensed comercial banks in Nigeria
has grown to 197 at the end of 1961 (Central Bank
Annual Report for the year ended 3lst December, 1961);
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(2) average end-of-the-month cammercial bank loans,
advances and investments in Nigeria increased by
seven times, fram £9.1 million to £72.7 million
between 1954 to 1962, while merchandise exports
rose 12.6% from £148.8 million to £167 million
during the same period.

The 1962 Budget speech indicates that, aside fram a desire
to save on interest charges payable in foreign exchange, a
key reason for the Central Bank's entry into the field of
bill finance is to remove Nigeria's dependence on short-term
inflows of foreign capital "to finance our day-to-day trade
and commerce", These points meke it clear that the Central
Bank is being called upon to join in carrying out a function
which has been performed by other agencies heretofore, Conse-

queﬁtly, it probably makes more sense to egtimate the Central
Bank's contribution to net credit creation in this way as

part of projection of past credit extension by the commercial
banks, than it does to assign an independgnt arbitrary value

to its contribution.

BANK CREDIT CREATION DURING THE PLAN PERIOD:-

T e e i e e eri——"

In view of the fundamental changes now taking place in
the structure of the Nigerian:monetéry system, it is extremely
difficult to predict the amount of bank credit ereation that
will take place over the next six years or, what is more

relevant to our basic purpose, to determine the amount of
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such credit creation that is implied by, and consistent with,
the official Plan assumptions. However, in the absence of
any bfficial figure we must grope for one on our own. As a
starting point, it is useful to note that the Plan implies

a substantial degree of continuity in the movement of key
macro economic variasbles in relation to developments over the
past few years, Real gross domestic product is to increase
at four per cent or more, as against an average of 3.8%
compounded from 1950 to 1960, Private consumption in real
terms 18 to increase by 3% annually, as compared with a com-
pound annual increase of 3,62% during 1950-1960. (See National
Development Plan Chapter 3 pp. 15-16 and chapter 15).

Gross investment is to absorb 15% of Gross Domestic
Product in e ach year, meaning that it would grow at the same
rate as GDP, however, within the total, public investment is
to grow more rapidly than private. (On the other hand, the
Plan notes: "Should any unforeseen delays arise in the

implementation of some projects in the Government Sector, it
is quite possible that private investment would make up the

shortfall in the overall investment target).

It is reasonable to assume, as an initial hypothesis,
that the continuity assumed in the Plan implies continuity
in regard to the development of the demand for bank credit.
Using this hypothesis, we will calculate the rate of bank credit
creation in recent years, and then discuss various factors on

the demand and supply sides which should be taken into account
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in extrapolating fram past data into the Plan period. Even-
tually we will arrive at a forecast for the compound annual
increase in bank credit over the Plan.

Since net bank credit is approximately equal to changes
in "local earning assets" of banks, bank credit creation
over the past twelve years may be shown by a table given
absolute and percentage changes in the sum of ;

(1) 1loans and advances, and

(2) investments in Nigeria,

Table VII gives changes in this quantity between March 31 of
guccessive years (we choose March 31 far two reason, firstly

in order to dampen the impact of the sharp seasonal upturn

in loans and advances in the fourth quarter, and secondly,
because the years of the 1962-68 Development Plan are government
financial years, ending on March 31, thus we want to estimate
the rate of bank credit creation through March 31, 1968).

The table VII suggests that the economy is presently involved
in a fairly rapid rate of bank credit expansion, after the
earlier rapid expansion has slackened in 1959-60., This recent
surge reflects in large part the entry of the local banking
s&stem into finsncing the marketing of Nigeria's export crops,
with the result that net short-term capital inflow and credit
creation through the banking system haﬁe partially replaced
gshort-term inflow through the expatriate trading companies.

On the demand side, the need for this type of credit creation

has arisen because of the withdrawal of the large trading
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companies (1ike the United Africam Company; The G. B. Olllvanmi;
The John Holt, etc.) from produce buying; local traders, lacking
sufficient capital of their own amd having limited access to
direct oversea finameing have naturally turned to the loeal
banking system. On the supply side, banks have been able
to meet this demaml out of excess liquid assets, new deposits,
overdrafts on foreign offices, and most recently, through
rediscounting Marketing Board produce paper at the Central
Bank, The Central Bank's 1962 Annéal Report attributes part
of the sharp rise in losns snd advances in the fourth quarter
of 1962 to the first such rediscounting operation lsunched
in 1962 in connection with the Northern Nigeria groundnut
crop. Extemsion of these facilities to the marketing of
cocoa and palm produce in 1963-6L4 and future years will give
a farther boast on the supply side, It is clear that signi-
ficant elements in these changes are nom-recurring, or will
be so after onme or two more years, -

~ Another partly omce-for-all change onmn the demand_side is
fhefshift of several important expatriate trading companies
from financing their working capital needs on overseas credit
to drawing on the(local banking system, However, acecompanying
ﬁhe change in the case of several compsmies is a large scele
movement into manufacturing lines to repiace former produce
buying and retailing ‘operations., With increasing industria-

}4sation, and participation of these companies in the process,
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their meed for local bank eredit will umdoubtedly grow rapidly
in the comimg years, |

Another factor which must be taken into account on the
demand side is the size of the ;monetary sector in relation
to the rest of the economy - as this gréws relatively larger,
the overall transactions demand for mobeyy is almost certain
to increase; on the other hand, this would normally imply
a reduction in the marginal income velocity of the money
supply. Also related to the demand for money is the question
of price iﬁflation. The more rapid .the rate of inflation,
the larger is the money supply associated with a given real
income, The Plan documents do not attempt to forecast
annual price 1nf1ation, but confine themselves to warnings
against its dire consequences, However, it may be presumed
that the planners are not concerned with the relatively
moderate rate of inflation which has occurred over the past
decade, Experience in other developing countries suggests
that it is difficult to mount a monetary and fiscal programme
which can keep price 1nf1atio§ as low as ore per cent without
depressive consequences for real production in many sectors
of the economy. There is no official retail price index cove-
ring the whole Nigeriah economy,

However, in ¢omputing GDP during 1950-57, Doctor
P, N, C, Okigbo i his book "Rigerian National Accounts" used

various deflators applicable to specific commoditiee, services
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and sectors, Dividing his estimate of 1950 GDP ét factor

cost and 1957 prices by the estimate of 1950 current price

GDP at factor cost £ %%g%f%—%%%%%%%; gives an implied

estimate of the Laspeyres index of price chanée between 1950
and 1957. From this figure 34.2%, we compute a compound annual
rate of inflation equal to i.3%.

Following are additional scattered date on inflation in
Nigeria:

(1) The Economic Planning Unit: of the Nigerian Federal
Governﬁent has calculated an annual GDP at 1957 market prices
for 1958-59-60 using some precedures similar to those followed
ﬁy Okigbo, although forced to rely on "guesstimates" for
subsistence agricultural output, and assumed an annual GNP
inflator of 1.7%, corresponding to a weighted average of
afinual inflation in prices of consumptioh goods (2%) and
investment goods (zero) over the three year period 1958-60.
| (2) Given in the following table are average consumer
price indices (mean values of monthly averages) for the first
éight months of 1962 as against specified base years, taken
#fém the Digest of Statistics urban consumer prices series,

"Also given are‘compound annual rates of change corresponding
to the aggregaste increases on the assumption of even rates

of annual change:



Urban Area | Base Year | Average Monthly|Corresponding Compound
(= 100) Values rates of annual increase
Jan-August 1962 over base year
LAGOS 1953 w7 L 4%
IBADAN 1953 139 3¢ 7%
ENUGU 1953 150 Iy 6%
KADUNA 1957 122 L 1%
PORT -
HARCOURT 1957 123 L .1%

SOURCE: Digest of Statistics, 1962 pages 75-79.

3. The United Africa Company publishes an index of
wholesale prices of the commodities sold by the United Africa
Group of companies in Nigeria (United Africa Company Statistical
and Economic Review, annual issues; No.27, 1962)., The index
is based on representative items among imported goods and
ceftain local manufactures. Weights used in the index are
current, based on the Group's total sales in successive
financial years (preceding the calender year for which the
jndex is calculated). End of month values are given for
February, May, August and November. Following are mean
values of these for 1961, with June-August 1957 as the

base., Also indicated are corresponding annual compound

annual rates of change on the assumption of even rates of

change



Corresponding Compound

SELLING AREA | MEAN VALUES FOR 1961 | Rates of Annual Increase
Over Bage Year

LAGOS 114.7 3.5%
PORTHARCOURT .109.7 _ 2,3%

KANO 112.4 3.0%

Considering the foregoing evidence and the ambitious
character of the 1962-68 Development Plan, it seems safe to
assume that the GDP deflator over the period will not be less

than 3%. Combining this rate with the 4% target rate of increase
in G.D.P. we project at 7.1% rate of growth of current price

G.,D.P., If average income velocity remains constant, this means
that the money supply must be on an average of 7.1% higher in
each year than in the preceding year. However, in the case of
Nigeria, where marginal income velocity is somewhat higher
than average velocity, there is the probability that money
supply would not have to increase quite as rapidly. Neverthe-
less, this higher marginal velocity is a function of the apparent
rise in average velocity between 1952 and 1958 and depending
on the religbility of the Economic Planning Unit's estimates
of 1959-60 G.D.P. average velocity seems to have fallen since
1958.

If this fall continues during the Plan period, the

‘increase in the money supply would have to be greater than the
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increase in money income., In principle, one would expect
velocit& to fall in a rapidly developing economy which is
still in the process of being monetized, however, one might
also have expected this to happen during 1962-68, so that we
must be cautious in making predictions on this subject.

Only part of the increased demand for money associated
with rising income over the Plan period will be reflected in
specific demands for bank credit, since a good part of it
will be met by increased exports, capital inflow and Central
Bank purchases of government securities. Since the foregoing
analysis projects money income over the Plan to rise at a rate
comparable with that experienced in the recent past, it is
reasonable to assume that the component of the demand for bank
credit resulting from the general rise in income represents
a stable element in the extrapolation of future from past
demand for bank credit. If this were not so - i.e. if in the
future demand for money rises much more rapidly in relation
to income than it has in the past - then, from the viewpoint
of projecting imports, the error arising from understatement
of credit expansion would be largely, although not entirely,
offset by the overestimation of velocity in the Fisher's formula.

Tt is8 not certain whether factors on the supply side will

form an effective constraint on the creation of bank credit
over the Plan period, mainly because the Central Bank has given

some indication that it will stand behind the banks during the
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seasonal credit expansion to the extent their own resources -

v

notably deposits, capital, and other liabilities - do not
suffice to enable them to meet the "effective demand" for
credit, comprising the sum of well-secured, short-term lending
oppo‘rtunities. On the other hand, the Central Bank (and the
Federal Minister of Finance behind it) has also made clear that
it will take all necessary measures to protect monetary stability
and balance of payments equilibrum. |

We have now reached a point where we must make a "guesstimate"
as to the rate of net short-term credit creation by bgnks over
the Plan period. It 1s.suggeéted that 20% is a reasonable
extrapolation of the recent annual rate of growth of bank local
earning assets, net of these non-recurring changes which merely
substitute bank credit for existing non-bank short-térm foreign
investment, It is further suggested that the growth of bank
deposits, now proceeding at an annual rate averaging around
15% of local earning assets, might supply approximately half
the required additional funds, with the remdinder caming out
of increased bank capital, loans and advances to banks, and
Central Bank rediscounting. It is possible that loans and
advances to banks will not make a significant contribution during
the Plan period, if they were expected to do so, it would be
necessary to reduce the estimate for net credit expansion

and increase that for capital inflow accordingly.

To complete the analysis, we must distribute the net credit
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creation by the Central Bank and the Commercial Banking

System among the six years of the plan. During 1962, the
Central Bank sold off its entire holdings of the Federal

Government Stock, which amounted to roughly £7 million on
March 31, 1962. However, in February 1963, the Bank took

up about £10 million of the fourth Federal Government Loan.

We therefore estimate the increase in long-term security
holdings during 1962-63 at £3 million. The remaining £30
million (out of the £33 million scheduled for the plan period)
may as well be arbitrarily divided evenly among the last five
years of the plan. The following table gives our estimated
breakdown of net credit creation by the Central Bank and the
Commercial Banking System among the six years:

(A1l figures in £millions)

Net Central Bank Net Short-Term
Purchases of Credit Creation by Total
Year Ending|Medium and Long- the Banking System (1) (2)
March 31: |Term Government (including the *
Securities Central Bank)
(1) (2) -
1963 3.0 13.5 16.5
1964 6.0 16.2 22.2
1965 6.0 19.4 25.4
1966 6.0 23.3 . 29.3
1967 6.0 28.0 34.0
1968 6.0 33.6 , 39.6
TOTAL . 33.0 134.0 167.0
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CHAPTER NINE

PROPOSALS AND RECOMMENDATIONS

(1) The Problems of Economic Development:-

Economic development by Africans presupposes a certain
amount of technical knowledge and a certaln spirit of enter-
prise, but it also presupposes that there is access to what-
ever capital resources may be required. Developed cauntries,
as a rule, sﬁffer fewer disabilities than Africens in each
of these respects. They have grown up under conditions in
which technical knowiedge can readily be acquired and under
conditions in which enterprise is understood and encouraged.
Anq they may have access to a variety of institutional
arrengements through which capital can, if necessary be
borrowed. For short-term borrowing, they have a highly déve-
loped banking system; for long-term borrowing, they have all
the facilities which are comprehended by the joint-stock
system as well as the means of raising personal loans. To

the Nigeriens, and particularly those in the provinces,
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modern techniques are still novel and not easily understood;
entérprise and initiative are often inhibited by native law
and custom, and the facilities for borrowing, except fér
purposes which are not positively productive, are not highly
developed, It may, therefore be worth while to examine
these disabilities and the conditions under which they can
be removed.

The acquisition of technical knowledge does not present ¢
much difficulty as is often supposed. This does not apply
to the higher and more complex types of technhical knowledge
for which highly specialised traihing is a pre-requisite
but the opportunities to make use of these more complex types
only occur in communities which are themselves highly deve-
loped. The simpler forms of technique can be acquired either
by simple forms of training or by practice and it has often
been remarked with what apparent speed certain manual skills
can be acquired by people to whom they have been completely
strange, The impeding factor in these cases is not, as a
rule, some inborn incapacity on the part of the people
themselves but the lack of a marketl in which it is worth
while to acguire the skill and exercise it. Given the

possibility of a market, the technical knowledge will gene-

rally follow,

. oo /306~
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The inhibiting effect of native law and custom over
the exércise of enterprise presents a more difficult problem. .
Indeed it may not be removed until the influence of those
institutional arrangements which look upon all change with
disfavour has been weakened. This is no more than an illus-
tration of the recurring conflict which arises in all
societies between the desire for progress and the desire
for stability. This latter desire is commonly but mistakenly
interpreted as a desire for security but where it exists,
it shows itself in its opposition to change in contrast
to the desire for progress which cannot be fulfilled except
through the introduction of change. The most secure com-
munities are those which have the greatest resources at their
disposal aﬁd this position is reached only through the
acceptance of change as a means to progress. Those commu-
nities which have followed the path of self-sufficiency
as a way to security and stability have invariably been the
most vulnerable to the storms of nature and to the impact of
human folly. Anything therefore, which creates a market where
no markef formerly existed or which enlarges an existing
market, will tend to create conditions which promote the
Spirit of enterprise and at the same time offer a challenge

to those traditional ideas and arrangements which are opposed

to change.

oo o/TOT
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The supply of capital presents problems of a somewhat
different character, It is not infrequently supposed that
the disabilities under which Africans are supposed to lie
in this respect are difficulties which can be overcome by the
simple expediency of introducing.certain'new institutions -
that there should be new banks formed to cater for the interest
of Africans or that the exisiting banks should make more of
their resources available to African borrowers,

The problem in fact, is much less simple., But first,
it is important to get the problem in its proper setting.
There are in fact in Nigeria, a very large number of African
businesses of small size and a much smaller number of
African enterprises of a larger size, How many trading
enterprises of the first type is not known. At the other
~end of the scale, there are a small number.of African joint
stock companies. Of 60 companies registered in Nigeria
during the period 1957-63, 14 were Afriéan companies opera-
ting whithin the country; But whereas the average share
capiﬁal of the African companies was £12,393 that of Eurcopean
combanies was £40,085; that of Syrian companies was £45,000
and that of Indian companies was £52,000. AThere are no
legal obstacles to the formation of African companies which

involve more than one race.

«es/3ED
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The raising of capital for economic development d epends
upon what the promoter of the business can provide out of
his own resources and from what he can borrow from other
individuals or institutions. In discussing this aspect of
the problem, it will be convenient to distinguish between
the financing of new development from within the country
itself and the financing of new development from outside
the country.

The ability to save depends. in a large measure upon
people's incomes so that as income rises, as a consequence
of economic development, the ability to save increases,
The willingnéss to save depends, among other things, upon
the opportunities to invest what is saved, either directly
“when the person who saves employs his savings in his own
business, or indirectly when he lends them to others to
employ in their businesses, There is no doubt that in
Nigeria, the increase in incomes which has occurred in recent
years has'been reflected in a considerable amount of new
investment - in houses, in road transport and in other ways -
but the channels of investment are not so clear as they are
in more developed countries.

In agriculture, one of the main obstacles is the
smallness of the income of the farmer and the consequent

narrowness of the margin which can be saved even if the desire

oo o/EO
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to save should exist, Another has been the precariousness
of farming and the ease-with which land can be pledged as

a means of escape from pressing difficulties, Distress
borrowing always involves onerous conditions and borrowing
by means of a land pledge is no exception to the rule, But
a third obstacie which may in fact be the most important is
bound up with the prevailing systems of land-tenure,

Where there is no individual control over land use,
the inducement to invest cépital in land improvement or in
better methods of cultivation is gréatly weakened and may
even be destroyed., The individual cultivator will have
little inducement to improve his holding even if he has
the means and he will have little chance to borrow from
neighbours even if they have the means, Nor is there any
collateral security.which may be pledged as a means of
Eorrowihg through normal commercial channels, The pgsition
is complicated in other ways. As an individusl's prosperity
incféases, the claims of kinship also increase and bring
with them 1iabili£ies which reduce, perhaps to nothingness,
the new reward to the cultivator frdm additional effort and
new investment. It is one of the recurring anomalies that
the obligations of kinship which are intended to provide
a source bf social security may constitute so great an

obstacle to effort that the security which is hoped for is

not in fact. obtained.
| .../He—
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Against this background, the mere provision of agricul-
tural credit by whate#er means that may be attempted provides
no solution., The first step must be the creation of conditions
under which the provision of credit can become the means of
agricultural improvement. For this purpose, some approach to
indivicual titles to land ownership would appear to be neces-
sary and it is in‘that connection that a system of land regis-
tration, in suitably selected areas, might with advantage be
introduced. But even if these conditions should be created,
itlis improbable that agricultural credit would be forth-
coming through fhe ordinary commercial banks. Banks, very
properly, only.lend againSt pledged assets which can be
realised in the event of the borrower defaulting on his
obligations., It is reasonable to suppose, that it will be
a long time before farmers in Nigeria will be able to offer
to commercial banks the kind of assets which these banks
would be able to consider. In the meantime, any credit
facilities would have to be made available through special
jnstitutions which were either created for the purpose or
through existing agencies suitably adapted.

There ére three routes along which a solution might
be sought. One is that local authorities might be empowered
to make loans for agricultural inprovements, either out of

1

their own resources or out of funds allocated to them for

oo AT
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the purpose. Thié is not a proposal which commends itself.
The functions of locel goverrmment are very different from
the function of a credit institution and the knowledge and
experience which are appropriate to the one are very different
from those which are appropriate to the other, There is
little doubt that in a country in which local authorities
are themselves young and inexperienced, they should not be
charged with powers to lend to borrowers whose familiarity
with the technique of borrowing and its implications is of
the scantiest.

A& secend is that a new land bank might be created as
a specialist institution to make loans against approved secu-
rity. Such a bank would have to be provided with its initial
capital, presumably by Government, B& being é specialist
jnstitution, a land bank could presumably deal with appli-
cations for credit with greater knowledge and informed
judgement than an ordinary commercial bank could be expected‘
to bring to bear upon them. But in the present stage of
the country's dévelopment, the eétablishment of a land bank
may be premature. It would be.expensive to administer in
relation to the volume of business which it could expect
to undertake, And it could not hope to function properly
in the absence of assets which the borrower could offer for

any accommodation which he might receive., At the present stage

.oo/AAE-
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in the development of the country's agricultural economy,
an institution of the land-bank type like the Agricultural
Credit Institution set up in Western Nigeria in 1964 might
serve a valusble and important function. But to create it
in the absence of such conditions upon which its prospects
of success would depend would be an open invitation to a
failure which would leave behind it a legacy of social and
economic complications.

' The third is to build on the institution of the co-operative
society which has enjoyed some measure of success in Nigerisa,
Co-0perative sogieties tend to be concerned in the main with
marketing the produce but in that process may give short-term
~ credit to their members, But it would be unwise to encourage
"any such society to make long-term loans before it had gained
experience and proved its ability to deal adequately and

successfully with short-term lending. Subject to this condition,
the Co-operative Departments of the Ministry of Trade and
Industry might be encouraged to explgre the possibilities of

this further development. It is important, however, to emphasise
that loans should only be made against acceptable security and

thet default should be followed by its normel and natural

consequences,

(ii) The Case of the Indigenous Banks:-

The special problems which arise in connection with

oS
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Nigeria's indigenous banks require government action which
will:=
(a) protect depositors through effective supervision;
(b) assist genuine (as opposed to speculative)
indigenous bankers in the solution of such
problems as staff training and branch inspection;

(c) make it easier for indigenous bankers maintaining

officially approved standards of comduct to
acquire the capital necessary for expansion on
'sound' lines;

(a) ensure that the banks maintain sufficiently
liguid asset portfolios to withstand any sharp
fall in deposits which might accompany an
export recession,

The Banking Act (1958) was deSighed to provide a solution
to the first of.these problems, The Act prévided for the
appointment of a Central Bank or Ministry of Finance official
as a Bénking Examiner. His duties are mainly "to examine
periodically, under conditions of secfecy, the books and
affairs of each and every licensed bank," He is to report
any banking abuse to the Minister of Finance through the
Governor of the Central Bank,. Carrying out business in a
way detrimental to the interest of depositors and other

creditors and keeping insufficient assets to cover liabilities
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are examples of abuses é bank may commit;'penalty ranges
from a fine of £50 to revocation of licence after due consul-
tation with the President of the Republic. It is obvious
therefore that the banking examiner has neither the power

to prevent fraud'on/and banking abuse, nor has he the
‘authority to influence banking policy. The power of the
Banking examiner as at present should be increased as to
enable him to conduct enquiries into bank lending policy and
meke recommendations which will bring about improvements both
to the banks and to the economy.

A soliition to the second problem would be for the
Government to ado?t some of Paton's proposal in his Report
by finéncing the training of bank staffs in the United
Kingdom or U.S.A. and/or encouraging the Universities now
exigting in Nigerié with the Nigerian Institute of Social
and Economic Research to offer extra-mural classes useful
to bank personnel. The problem of supervision and staff
training, though important, do not raise any very great
difficulties. Those of liquidity and bank capital are
however, far less tractable, | a

Bank assets may be regarded as. liquid if they possess.
two attributes, namely, shiftability and capital certainty,
in marked degrees., At present, indigenous bank portfolios

ére illiquid because the bulk of their assets consist in

.o o fRES
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advances which even if théy possess capital certainty in
virtue of being made to repay in full, possess no shiftability
whatsoever, Other than cash, no liquid assets ére available
‘in Nigefia. ‘Moreover, on the basis of the profits and costs
of the African banks, there are some reasons to suppose

that these indigenous banks if unassisted by a share in
Government, deposits may depend upon the maintenance of
high advances ratios (that is, illiquid portfolios). This
means that the ligquidity problem cannot be even partially
solved by enforcing high cash ratios or high ratios of
sterling securities.

Finally, T need to give some attention to the problem
of bank capital. At present, the capital/assets ratios of
the indigenous banks are low having regard to the risky
nature of many of their transactions and the unstable
economic environment in which they operate, Capital market
in Nigeria, however, is yet in its infancy, and if is still
difficult for the banks to raise funds,

This is again a matter for the Nigerian Government to
consider very carefully since, as we have seen, the stability
of the banks and the protection of depositors require the
maintenance of capital assets ratios much higher than'what
they are at present., In my own view, the Govermment should

be prepared directly or through intermediaries such as the

.o o/ETo~
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Finance Corporations to invest in the indigenous banks which
are in need of additional capital and cannot raise it by
their'own efforts and which also satisfy the Ministry of
Finance in other asPécts. Investment in the National Bank
of Nigeria would not only be profitable, but also economically
desirable., It is gratifying that one or two of the Regional

Govermments have entered directly in this enterprise.

(ii1) The Case for the Integration of both the Expatriate
and Indigenous Banks:- .

The expatriate banks that operate now in Nigeria have
certain definite traditions and attitudes., It should be
clearly recognised however that these traditions and attitudes
have enabled these institutions to make a very valuable
contribution to the economies in which they operate. It
. would not be an exaggeration to say that these banks, as a
result of their high standards of integrity and effiéiency
and sound judgement, have enabled Nigeria to take her first
essential step in economic development - the transition to a
primarily money economy. 6n the other hand, these attitudes
and traditions derive from a situation removed very mﬁch from
that in which the banks are -called upon to operate present
certain characteristics which may be summarized as follows:-

1. A branch - banking system with low branch

density in relation to total population,

N
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2. Concentration of branches at commercial centres,

3, A high proportion of business associated with

external trade.,

i. Close contact with Europeans and Indiéns, by

whom the banks aré extensively used.

5, Little contact with Africens, by whom the

banks are little used.

6. Restricted local employment of funds,

7. Reliance upon an external capital market,

8. Reliance to a large extent upon receipts

from transfers and other ancillary services.

9., High costs associated with seasonal cash |

reqguirements,

In Nigeria, the primary objective of the govermment
action, while encouraging the development of both expatriate
énd indigenous banks, must be to promote the integration of
the itwo banking systems into one.

In Asia, the problem of contact between the expatriate
banks and the indigenous population was met, in part, by the
use of intermediaries such as Shroffs and Chettiars. In
Nigeria, no such intermediaries have been developed. In my
view, the indigenous African banks could be used in this way.
If however, the expatriate banks are to use African banks

as intermediaries, for example by rediscounting bills endorsed

ET: R
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by them, they must be fully confident of the integrity and
stability of the African concerns, This, in general, is by
no means the case at present. Government, therefore, must
be exercising general supervisicn and providing assistance,
ensuring the stability of those concerns, If these measures
were successful, there would still remain the problem of
encouraging the banks to participate in medium-term finance
against mortgage security. Some assistance might be given by
Government through the improvement of mortgage instruments
and the removal of any legal disabilities suffered by the banks
under the Native Lands Acquisition Ordinances.
If measures along these lines succeeded in encouraging
the expatriate banks to venture into medium-term finance,
this would reduce the present excess demand for such advances
and also enable the expatriate banks to employ their time
deposits locally. In the long run, it would help to reduce
mortgage rates, thus simplifying the 1oéa1 issue of securities,
In conclusion, if the Nigerian Government can encourage
the evolufion of 'sound' indigenous banking by the methods

that have been suggested, and at the same time, assist the
development of banking in general by reducing to nominal
figures the costs of bill finance and attempting to improve

the existing mortgage instruments, an integrated banking

oo /T~
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'system'. may gradually emerge with the indigenous imstitutions
acting as intermediaries between the expatriate banks and
African borrowers, providing the simple banking services which
are all most Africams require, and mobilizing savings which
the expatriate banks could hardly hope to reach. Such a
system would be based upon a more rational distribution of
 function than exists at present. From it, Nigeria could
hardly fail to obtain benefits even in the comparatively
near future, while in the long run, the gains should be

substantial.
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CHAPTER _ TEN

A CASE FOR DECIMALIZATION OF

NIGERIAN CURRENCY?

In recent years it has become fashionagble for many

countries to change over to the decimal system of currency.
For the last five years, for example, many countries have
set up Commissions of Enquiriég to investigate %pfg/the' )
possibiiitigé-of converting their present currencies into/tﬁé/
decimal currencies. The Dominion of Canada, Commonweglth
of Austrialia, Republic of Ghana, Union of South Africe,
Grest Britain and Sierrae Leone, to mention only a few, are
emong those who had set up such investigating Commissions,
reports of which have been received by the various govern-
ments concerned for their considerations.

In Nigeria, with the attainment of a Republican status
in October 1, 1963, the current thought in monetary circles
is the possibility off desirebility of the decimalization

of the country' currency. The case for this desire is

further strengthened when it'became known that Sierra Leone,

one of the neighbouring countries, is already operating a
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decimal currency system and Ghana is already on the path
of doing the same.
The Federal Government of Nigeria has not yet set up

a Monetary Commission to look into the possibility of this
change. It may be doing so in the future. But a dissertation
like this on the working of the monetary system in the country
offers one an opportunity to express a personal opinion on

the trend of thought on monetary affairs in the country.

The probability of Nigeria adopting a decimal currency system
is entirely within the responsibility of the monetary and
financial authority of the country.- It follows therefore that
all opinions expressed and all suggestions made in this

chapter are exclusively my own.

Advantages of a Decimal Currency:-

The advantages of a decimal currency, stated briefly,
are as follows:

1. Counting in units of tens and hundreds has none
of the complications inherent in counting in units
of twelves and twenties. Commercisl, financial
and governmental operations would be simplified
in a decimal system and the volume of errors
associated with transactions under the £. S. D.

system would likely be decreased.

R
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In office and clerical work, savings would be

affected through the elimination of some of the

steps involved in money calculations. Most calcu- '
lating machines are decimal machines: multiplica-

tion and division involving money amounts can

usually be carried out on machines only by decima-

lizing the amount, performing the calculation and
converting the result back to £,5.D.; with a decimal
currency, the first and third operations would be
eliminated.

Most cffice machines and cash registers are designed
in the first instance for decimal currency and are
then adapted to handle £.,5.D, As a result, the
prices of £.S.D, machines are sometimes higher than
those of comparable decimal machines, A change to
decimal currency would enable the same machine to

be used for both numerical and monetary calculations,

thus eliminating the need for two types of machines

and raising production per machine.
In education, the teaching of arithmetic would be

greatly simplified which would have a number of

long-term advantages, It has been estimated that

a child would save nearly two of the seven years

spent in arithmetic at the primary school stage by

«es/3235
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the elimination of teaching £.S.D. calculations,
International trading and banking transactions would
be facilitated. So many countries now use decimal
currency that a decimal system in one country is

readily understood by others,

Disadvantages of a decimal currency:

1.

The first and major disadvantage of shifting to a
decimal currency is the inconvenience and confusion
which would be caused by the change over. Money
transactions enter into practically every phase of
business, commercial and ﬁrivate lives, and a change
in the currency system would, in some measure, affect
nearly everybody in the community. The transitional
problems of the commercial community.would include
the training of staff in the new system, the altera-
tion and replacement of forms, statements, invoices
and the conversion ;nd replacement of monetary
machines,

The second disadvantage is the cost of the change
over. These costs would occur in the conversion

of office and other machines to decimal operation,
training of staff, and the need to issue new coins
and notes. Some of these costs would involve a

foreign exchange burden.

oo o/ oM
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3, A conversion to decimal currency might also give rise
to a certain amount of price inflation, unless the effects
are offset by monetary actions. An opportunity might
pe taken to increase prices during whatever confusion
might arise during the change-dver; particularly if in
the decimal system chosen there is no exact equivalent
between all £.5.D. and decimal amounts, there might
then be a tendency for prices to go to the nearest
highef rather than next lower decimal amount.

L. A decimal system is less flexible with respeqt to
divisibility in as much as the £.5.D. system being
based on 240 (or 12) allows division by thirds, as
well as gquarters and halves. Because of this, £.5.D.
system.has some advantages in pricing in retail trade.

5. A final disadvantage of adopting a decimal system is
that the new value of the present coins and the
equivalents of the former prices and amounts would

not be readily associable.

Assessment of Advantages and Disadvantages:-

The only permanent and inherent disadvantage to a decimal

system - divisibility - is a minor one. Other disadvantages
su¢h as inconvenience and-confusion arising from the change-

over are merely of. short duration, and moreover, such

difficulties could be minimised by careful planning and pro-

cedure during the preparatory and change-over periods.

.o /25
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Expenditure of foreign exchange and possible inflationary
effects are not of major importance.

These disadvantages are easily out-weighed by the inherent
advantage of haViﬁg the currency system on the same basis as
the decimal notation. Money transactions affect virtually
every ﬁerson, and any improvement which results fran simplifi-
cétion must, after the initial inconvenience of the change-
over, benefit every one. As a result of simplification, the
adoption of a decimal currency would be justified on the
ground of savings alone - that is, the savings would amortise
the total cost of the change-over over a reasbnable period.

II. THE MOST APPROPRIATE DECIMAT CURRENCY SYSTEM
FOR NIGERIA:

From-Nigeria's view-point, six of the various decimal
currency'systems are worthy of consideration, The six to
be considered are the £-mil,, £-cent., 1lOs-cent., 8s, Ld-cent.,
5s-cent., and ls-cent systems.

1. The £-mil System:

This system retains the pound as the major unit of
currency and divides if into 1,000 mils, each mil. being
equivalent to 0.24d. Under this system, thé presént
currency notes would have easy decimal values, but only two
coins - sixpence (25 mils) and shilling (50 mils) - would

have exact decimal equivalents (see Table I).
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Advantages:

The main advantage of this system lies ;n the retention
of the present name and value of the major unit of currency
so that there would be no need to alter in any way any
amounts now stated in whole bounds, as for example in official
trade and other statistics, bonds, insurance policies, annual
salaries and so on., Also, in our dealings with—the outside
world,iexisting exchange parties would remain undisturbed,

It provides "easy" decimal values for sixpence and

shilling and all notes now in circulation,

Disadvantages:

Since ail amounts would need to be expressed in mils,
three decimal places would always'be required in accounting
and this system would therefore involve people in handling
uncomfortably large numbers in many every day transactions,
It is generally agreed that people find greater difficulty
in numbering and manipulating three-digit numbers then two-
digit. The mil as minor unit (0.24d), which is about the
same as one farthing, is clearly unsuitables for ordinary
PUrposes.,

To obtain equivalent capacity existing £.5.D. machines
would have tovﬂe fully converted, Not only £.S.D. machines
‘but also the majority of the new decimal machines offered

on the markets would be unsuitable without adaptation, since
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the latter are constructsd primarily to meet the requirements

of duo-decimal systems,

The £-mil decimal system does not provide "easy" decimal

equivalents for coins below 6d (see Table),

TABLE I

RELATTONSHIP BETWEEN OLD AND NEW NOTES AND COINS

Aiéiﬁ?é £-mil | £-cent [10s-cent|8/l4d~cent |5s-cent | ls~-cent

£5 £5 £5 10 units |12 units |20 units |100 units

£1 21 £1 o v oy b 20 "
104 1500 mils |50 éents 1 unit (1.2 " 2 M 10 "
5/- {250 " |25 " | 50 cents |60 cents | 1 unit 5
ot |00 " 0 " f20 " eu 4O cents| 2 ™
1/~ 50 " 5 10 " 2 " 20 " 1 unit
6D 25 " 2.5 5 " 6 " 0 " 50 cents
3D {12.5" |l.25" (2.5 " 3 " 5 " 25 "
1D (ui/6 " [5/12 " 15/6 " 1 g v 85 "
ip |ey/12"  |5/2u ™ |5/12" F " 5/6 " L1/6"
i |er/eyt  [5/u8 M |5/2u" P 512" [21/12 ™

£-cent System:

The £-cent systém involves the division of the existing

pound into 100 cents each cent being equal to 2.4d.

coo/226
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The high attraction of this system is that in addition
to the retention of the present major unit, it would be a
duo-decimal system. This would have the merit of simplicity
and also give Nigeria access to the world markets for standard
machines, with all the advantages accruing therefrom,

The £-cent system is superior to any other from the machine
aspect assuming that the half cént were disregarded in accoun-
ting. If existing machines were not converted capacity would
be reduced tovl/loo of the present capacity. THe conversion of
machines would result in a capacity ten times greater than
before.

This system provides "easy" decimal values for coins

and notes from 1/- upwards (See Table I).

Disadvantagess:~

The main deficiency of this system is that the value
of the minor unit (2.44) is too high. This deficiency could
be removed by the inclusion of % cent (1.2d) or possibly a
+ cent, and we would thus have a £-cent-fraction system,
But the inclusion of % or i cent weakens the decimal principle.
This system does nof provide exact decimal values for
coiﬁs, below one shilling (see Table I), Therefore old
pennies, three pences and six pences could not be used in

making up decimal prices,
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10s,.=-cent System: -

In this system 10s, is taken as the major unit and is

divided into 100 cents, each cent being equal to 1.2d.

Advantages: -

This being a duo~-decimal system satisfies the criterion
of simplicity. Howevér, the great merit of this system
stems from the retention of the popular shilling (which
would equal 10 cents) as a prominent decimal coin,

Since the great majority of every day purchases are
in shillings and pence, the system scores highly on "associa-
bility". Because of this and because more coins and notes
have exact and true decimal equivalents than under any other
system (ﬁith the exception of 8s.4d - cent system), it is
probable that people would find it easier to adapt themselves
to the 10s-cent system than to any other, l

The 10s-cent system has a particular advantage in giving
the highest value major unit with a cent (1.2d) that may
not need to be sub-divided further, thus leaving a pure
duo-decimal place system, While % cents could be introduced,
a coin of a lower value than 1,24 is likely to become of
little importance as increases in standard of living in Nigeria
and in retail prices occur.

All coins and notes from 64 upwards, have exact decimal
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equivalents ( see Table I). Thus the system combines ready
"Associability" with a heavy major unit and a convenient
minor unit,

From the machine aspect, the system has the advantage
that access would be given to the world market for duo-

decimal machines.,

Disadvantages: -

Adoption of the 10s-cent system would require the
recalculation of national and other financial statistics
which aré expressed in pounds only. But such recalculations
or conversions would be relatively simple since it would
only involve doubling the amounts concerned.

Another disadvantage of this system is the abandonment
of the established monetary unit (the pound) which may
affect the international value and prestige of the national
currency. This disadvantage might be weighty for a country
like the United Kingdom where the pound is one of the
international currencies and has a prestige value built up
over hundreds of years, But the disadvantage would not be
very important in Nigeria, In fact, the adoption of a
different unit in Nigeria would eliminate the confusion that
sometimes results from the difference in exchange values

between the Nigerian pound and the British pound.

. oo/
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Also, 3d, 14 and #d would have to be replaced by decimal
coins or slightly different value since there is no exact
equivalent between the old coins and the new decimal coins
of these denominations (see Table I).

It has been suggested that the adoption of the 10s-cent
decimal system would be inflationary in the sense that prices
without exact equivalents would be raised to the nearest cent
above and not¢ reduce to the next lower.

| This is a problem which could solve intself through
the ordinary laws of commercial rivalry. Moreover, official
conversion tables could be published and all businesses
might be required, for sometime before their official tran-
sition, to show all prices under both present and new decimal
system, |

If, for example, the following popuiar conversion
table were prescribed, i.e. one which largely avoided
fractions, the resulf would be as indicated in the fourth

and fifth columns in the table II below:-

NS = 2
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TABLE 1T

SUGGESTED OFFICIAL CONVERSION RATES

True Effects of Table
Pence Cents Equivalent Sellers' Buyers'
Gain - Gain -
Pence Pence Pence
1 1 1.2 0.2 .o
2 2 2.4 O.L .o
3 2 244 .o 0.6
L 3 3.6 .o O.h4
5 L L.8 .s 0.2
6 5 6.0 - -
7 6 T2 0.2 .o
8 7 8.4 0. .o
9 8 9.6 0.6 .o
10 8 9.6 . 0.4
11 9 10.8 oo 0.2
12 10 12,0 - -
1.8 1.8

8/Ld-cent System:-

In this system, the major unit (which is equivalent to

8/4d) is divided into 100 cents, each cent being equal to ld.

IRRRVE =~ aan
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Advantages: =

The main advantage of this is that it retains the penny
at exactly the same value., It has the virtue of simplicity
(that is a duo-decimal system) but only if the half cent
is not circulated, If it is considered necessary to retain
half penny as a 3 cent, this would of course, have the impli-
cations as slready diécussed in connection with the £-cent
and 10s-cent systems,

All present coins, half-penny (% cent), penny (1 cent),
three pence (3 cents), six pence (6 cents), shilling (12
cents).and florin (24 cents) translate exactly into the new

decimal coins.

Disadvantages: -
Although eminently satisfactory from the view point

of the lower denominations, the chief disadventage of this
system lies in the relationship of the newimajor unit to the
pound,. £1 = 2.4 (8s.4d)., Also, all of the existing notes
would have to be replaced.

All statistics, financial records, contracts, bank
balences and so on expressed in terms of pounds would have
to be altered, and this would require multiplication by
2.4 which could be a long and tedious job, In fact, on

"associsbility" difficulty arises once a value over 8/L is

involved.

.o/
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bs—-cent System:-
This divides 5s into 100 cents each cent being equal

to‘0.6d.

Advantages: -
It gives a fairly "heavy" major unit with a traditional

name - the crown - end it is easy to convert multiples of
this unit to and from £5.

At the same time the minor unit is small enough at
0.6d to eliminate the need for fractional coins, Thethree
penny bit (5 cents), sixpence (10 cents), shilling (20 cents),

florin (LO cents) would all fit happily into this system.

Disadvantages:-

A serious draw-back would be the reduction in capacity,
even with full conversion, of "press-down" key cash registers.
I+ has been said that even though the 5s-cent system
may very well meet immediate needs, it would bg unlikely

to remain effecti&e for very long, because it could be
spoilt by inflation.

Tt also has an "associability" difficulty for coins

below 34d.

ls-cent System:-
In this system the major unit (equivalent to 1s) is

divided into 100 cents each cent being equal to 0.124.

.o o /255
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Advantages: -

The ls-cent system has a high "associability" advantage.
With the exception of 3d and 1d, all existing coins and notes -
three ﬁence (25 cents), six pence (50 cents), one shilling
(1 unit), two shillings (2 units), ten shillings (10 units),
one pound (20 units) - could easily be related to the new

decimal coins and motes,

Disadvantages:-
- The great disadvantage of this system is that it gives

too low a mojor unit to be convenient for large money tran-
sactions in a country accustomed to a "heavy" unit, and a
minor unit (0.124) which is unacceptably low.

- Also this system could easily be spoilt (in the long

run) by incresse in prices and standard of living.

RECOMMENDED SYSTEM: -

On the strength of the advantages‘and disaedvantages
of each of the decimal currency systems discussed above,
the 10s-cent system is the best to be adopted., The superio-
rity of the 10s-cent system is further revealed by the fact
that most of the countries (Australia, New Zealand, South
Africa, Sierra-Leone, etc,) that have recently inquired.-
into, or adopted decimal currency systems, have chosen the

10s-cent system as the best. (See Table III).

.o o/ D6
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TABLE IIT

PUBLIC OPINION AS TQO THE DESTIRABLE DECIMAL SYSTEM

Systens Brivatn | Austrelia | eicd
1. £i—mil system 17 9 3 |
2. £-cent system 18 18 11
3. 10s-cent system 20 27 75
‘L4, 8/hd-cent system 10 15 1
5. 5s-cent system 9 - L
6., Other decimal Systems 16 31

The Timing and Phasing of the Change-Over:-
If Nigeria established a security printing works and,

or a mint, it would be ideal if the cheange-over to decimal
currency is made to coincide with the coming into operation
of the printing works.

In any case, it is imperative that the introduction of
the system be preceded by a preparatory period during which
the public could be educated as to the implications of the
change; and commerce, industry, finance, etc. could prepare
themselves for it. In particular, the machine companies would

require such a period for the planning of the conversion
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pfogramme, placing orders with pverseas factories for decimal
parts, recruitment and training of lasbour for the conversion,
ete.

At the same time, the need for enough time for prepa-
ration must be balanced against the fact that the cost of
the change-over increases progressively as the economy
expands, In fixing the length of the preparatory period,
the extent of the use of monetary machines in Nigeria
needs to be considered, It would appear that a period of
perhaps up to two years will be required to convert machines
and educate the people to accept the change.

This preparatory period which will precede the D-day
would start from the date of a firm government announcement
of a decision to decimalise, giving the date of "D-day"
and full details both of the system and coinage to be adopted
and of the financial arrangements to be made,

"D-day" may be regarded as the d&ay on which the nation
officially adopts a decimal currency, those organisations
having a special problem, generally the possession of
unconverted £.5.D. machines, being temporarily exempted.

The banks, shops and transport undertakings will face
the biggest chenge-over problems because of their direct
monetary dealings with the public, It would, therefore,

be appropriate to adopt for "D-day" the time of the yesar
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most convenient for them. The slackest time of the year for
these businessés could be taken - e.g., the month of July
or Auguét.

Because of the special change-over problems of the
banks, it might be necessary for them to remain closed to
the general public on the Tursday, Friday and Saturday
'preqeding D-day, provided due public notice is given and
pro#ided further that the banks offer safe deposit facilities
during such days to those customers who may not wish to keep

large sums of :money on their own premises,

The Timing and Phasing of Coinage Changes:-
Ultimately all circulating £.5S.D., coins will have to

be withdrawn and demonetised, although the changes will not,
of course, all need to take place simultaneously. In phasing
coinage changes, the following needs have to be balanced:
(1) to reduce to a minimum the total number of different
denominations circulating at any one time;
(11i) to introduce new denominations one by one or
group by group, so as to enable the public to
get used to each gradually;
(1ii) to pfovide for the concurrent circulation for a
reasonable period of any two denominations, one
of which is lisble to replace the other for use
in slot machines;
(iv) to reduce to a minimum the number of coinage

.o /B39
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changes during the transitional period.

Under the 10s-cent system the following d ecimal coins

will have to be introduced in replacement of the £.S5S.D., coins:

Denominations £, S5, D,
1 cent 1l.24
2 cents : 2.hd
5 cents 64
10 cents 1/-
20 cents o/

The existence of the half-penny on "D-day" would greatly
complicate the conversion ﬁables, since it would be neceséary
to provide decimal equivalents for prices ending in a half-
pénny. Its withdrawal at that time would increase the jnumber
of changes at the time of maximum confusion and would increase
the burden of the banks. It would be necessary, therefore,
to demonetise half-pennies, say about, nine months before
“D—day".

It will be necessary to have an ample supply of 1 cent
and 2 cent coins on "D-day" to enable retailers to conduct
cash transaction in decimals,

Pennies will continue to be needed until slot machines
( telephone coin-boxes etc.) are ponverted. It will however,

not be practicable to keep the coins in circulation until
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every single penny-operated machine has been converted.
Pennies should be demonetised as soon as practicable after
the end of the transition period. Three pences would need
eventually to be demonetised, but could be retained during
a transiﬁional period.

The 5 cent, 10 cent, and ZQ‘cent coins would have
the exact value equivalents of 6d, 1ls, and 2s respectivel&,
(and they could also have the same size and appearance
but differ only in design). It would therefbre be unneces-
sary to add to the minting probiems of the immediste change-
over period by withdrawing and replécing these o0ld coins
in circulation. But the circulation before "D-day" of
a number of 5, 10, and 20 cent coins would serve a useful
edqucational purpose, and could easily be done by the mint
in meeting normal demand for coins. This would be consistent
with the principle of minimising the number of changes
made at any.one time. The active withdrawal of 6d, 1s

and 2s should commence towards the end of the transition

period.

Machine Aspect:-

The nature and extent of the task involved.in conver-
ting £.S.D. monetary machines, meke it desirable that

Government appoint an authority tc assist in the necessary

coo/FuE
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Aadministrative arrangments and to co-ordinate thé conversion
programme, Suqh an authority would explore change-over
probléms in detail, promote and supervise a campaign of
public information and do everythiﬁg necessary to facilitate
a speedy and efficient transition.

In order to guard against a heavy and unwarranted influx
of £.5.D. machines which would unnecessarily increase both
the cost and time of the conversion programme, restrictions
should be placed upon the importation of £.S.D. machines

from the date the intention to decimalize is announced.

Cost of Introducing the Recommended System:-

It.is obvious that the adoption of a decimal currency
will give rise to a variety of costs, although it should
be pointed out that they will be of a non-recurring nature.
Some of the costs will be immeasurable and they include
inconveniences to consumers and others, alteration of
financial records, dual-currency accounting problems,
price ticketing in retail shops and so on. The main
measurable costs will be the cost of converting and repla-
cing monetary machines, manufacturing and issuing new
coins, publicity and central administration etc,

In some countries it has been agreed in principle that
government should bear some or ali of the costs involved in

converting or replacing monetary machines.
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This is based on the argument that the advantages
of change-over to decimal currency would .accrue to the
nation as a whole, and not to individual interests, and
that in the absence of compensation the biggest burden
and costs resultihg from decimalization would fall on
the machine OWNEIrS,

If the government accepts the obligation to make
compensation, then a method of estimating costs will have
to be devised.

In other countries such compensation has béen restricted
to expenditure incurred in the conversion or replacement of
£.8.D. machines; and a practice has been adopted whereby a
"life" is placed on each type of machine, and according
to whether or not a machine has.outlived its economic life,
the total conversion cost has either been paid by government
or a smaller contribution has been made for replacement.
That is machines within the convertible age only are
converted, and owners of machines over that age but within
their economic life receive a contribution towards their

replacement (see Table IV below):
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TABLE IV

ESTIMATE
Type of Machine

Machines conver- Machines

tiblé up to - Replaceable
Accounting Machines { years 7-10 years
Adding Machines 10 years 10-15 "
Cash Registers 15 " 15-20 "
Cheque Writers 15 " ces
Electric Petrol Pumps All ccnvertible see
Franking Machines 15 years . o
Price Computing scales 20 " coe
Punched Card Tabulators 0 " coe
Taxi-Meters B 15 " oo
Ticket issuing machines 25 " ces

In the above Table it will be noticed that for all

machines - except Accounting Machines, Adding Machines,

and/Registers - the convertible age and the economic life /Cash

coincide.

Without a comprehensive questionnaire being set to

all governments, statutory bodies and private employers

who make use of £.S5.D., machines, it'is impossible to guage

with any degree of accuracy the total amount involved.
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However, if the government accepts the prihciple of
restricting compensation to expenditure incurred in the
conversion or replacement of £.5.D. machines; and the practice
of placing a "1life" on each type of machine, and assuming
that Nigerian economy is not yet highly mecheanised, Mr.
Beach's estimated cost of compensation - £3.,0 million -
may not be too wide off the mark.

The coiﬁage costs of the change-over can be grouped
under two main headings: first, the cost of manufacturing
the new decimal coins and second, the freight, handling,
sorting, and storage costs involved in issuing decimal
coins and withdrawing the £.S5.D. Most of the costs under
the second heading would feall on the banks.,

Table V below shows the number of £.8.D. coins in-
circulation on 31st December, 1963 and the estimated cost
of replacing them by decimal coins., It would, as the table
shows, cost about £2.5 million. However, it is only the 1d
pieces that will be totally withdrawn and replaced immediately.
The other costs would be incurred in any event as old coins

are withdrawn from circulation and replaced by new ones.
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TABLE V

 ESTIMATED COST OF REPLACING £.S.D. COINS WITH
DECIMAL COINS

[ .

Number in circula- Cost of replacing

01d coins tion on 31st December | old coins & notes

1963 (in thousands) with decimal ones

(£'s thousands)
Pennies 155,520 £ 653
Three pences 86,800 £ 182
Six pences 26,440 £ 5l
Shillings 394,680 £1,410
Florings : 1,280 £ 8
TOTAL  66L,720 £2,304
.35/- notes - 5,610 £ 8
10/- notes 5,646 £ 14
£1 notes 62,647 £ 156
£5 " 675 & 2
TOTAL 74,578 £ 180

W
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APPENDIX II

THE MONEY SUurPLY

The current definition of the money supply is that of ihe
International Monetary Fund. It covers notes and coins in the
hends of the public plus demand deposits of banks (less inter-
bank).dqposits and, where necessary, the assets of the pdatal
cheekihg system, It is thus designed to cover all the cash
assets of the community while excluding the whole of the
'nearrmoney' assets. It is impossible in this article to
survey the iong discussion a8 t0 ihe appropriateness of
this definition for any given couniry or certain particular
group of countrieﬁ. It is the definition as it now stands which
is under reviev,

The I;M.F. money-suppiy definition has certain distinctive
features, and chief among its advantages a ¢ the following
| five:-

:(l) It is conventional; |
(2) 1Iv 1s eusiiy assessed statistically;
(3) 1t corr§8ponds t0 the money and credit actually
| used tror transactions;
(4) 1t helps to form a measure ror the velocity of
circulation;

(5) 1% fite tne Fisher Formuls.
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One major advemtage of this definition is the fact that

it is conventional and its statistical counterpart can usually
be supplied byeany country today, and by the financially more

mature countries for a considerable pericd. 7This mukes
possible both international and histerical comparisons, howWever
tricky and difficuit they mey be., Naturally, however accurately
defined statistically, tne ‘money supply' may not have thé
same funcion in ecopomics as different as those of the United
States and Ireland, or of Nigeria and ureat pritein. The
variations in content are, however, certainiy not greater

and probaply smaller than, say, those of the national income

stutistics., Moreover, the varying significance of the money
supply in different countries should not be unknown to those
who hapitunaliy use the tefms. Its relatively high degree

of comparability has recently peen seen in its unanimous
acceptance as one of the items in the classification of
financial assets and iiabiiities in the United Nations System
of National Accounts.

The IﬁF definition has, moreover, the advantage of

.repreaenting the money (cash and deposits) wiich is actually
used for transaciiona of all kinds. If a bank grunts a credit
to & tirm or individual - i.e. the item 'advances' - this
credit is usually used immediately - or within a very short
time - by the borrower and then is autamaticelly turned into

cash and/or deposits either in his own hands or in those of
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his former creditors.

The measures itaken to control the money supply nnerefore
enonld be able 0 reguiate the volume of the transactions
during any single period - apart from smallier variations caused
by changee in the velocity of circulation of money. Thus
effective demand can oe controlied. Natursliy if the monetary
authorities have allowed large money claims to build up (for

instance as & result of wartime liquidity) these can suose-
quently be drawn upon by the public at large without the
sanction of the monetary authorities. <whus, time (sgyinga)
deposits are often considered a dangerous 'near money' asset,
but even when the publiic wants to mobilize its cash assets
quickiy (aelit did during the Korean crisis) the savings banke
can, ir they wieh, enforce their notification periods, whereas
demand deposits, on the other hand, are effectively 'cash',
‘the argument extended to short i{erm paper and investments
will be examined pelow.

Once the money actually used for iransactions has been
<1dentified, it is poseible to use it as the basis for a
calculation of the velocity of circulation. While the Latter
cén never be more than & symptam of deeper rorces at work
(such aé changes in expectations and pehaviour) there is reason
io pelieve ihat every econcmy has & 'normal' velocity tor each
given phase of its growth. Any deviation from this norm will

act as a signel that greater ch&nges are pending - just as a
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change in bo&y temperature is a warning to a doctor without
bpeing a cause in itself. Changes in the velocity of circula-
tion may have special relevance tror analysis in rinancially
less mature economies.

The money supply, us defined abpove, 18 the one wiich
fite the celebrated Fisher trormuia and iinks up with the
qnantify theory or money. The Fiéner formulauia als0 known
as the equation of exchange and is orten written MV = Py
where 'M' is the money supply, 'V' is the velocity of
eirculation, 'P' the general level of prices and 'T' the
volume of iransactions at their originel prices. The
equation as such is a truism, i.e. it is always correct for
any given moment in time. ‘tThe essential difference pbetween

the equatien of exchange and the quantity of money is that
the latter expiains a causal relation. For instance, an
increase in the money supply through time will cause and
1ncréase in the general price level, ‘"This is not the place
to enter into the involved discussion on the many refinements
of the quantity theory, or the niceties of its theoretical
validity. +ihe fact remains that, although ihe quantity theory
of money may not be the refined analytical instrument as many
of its devotees huve maintuined, ii hus proved a surprisingly
useful tool. in the analysis of an ailing economy. ‘The
variables in the equation, especially money supply, velocity

and prices, are usualliy quickliy available statistically,



whereas more refined data are not., ‘ihey also have the virtue
reflecting current behaviour of individuals, which is an
important point of departure when seeking to assess their future
oehaviour,

These five important aspects of the money supply - viewed
in accordance with the l.W.F. definition (and 1ts meny pre-
cursors) - help to explain why it has long held a key poaition
bbth in the theoretical discussion and in the monetary policy-
making of the last fifty years. That 1iis strategic position

is now peing questioned, especlialiy for the finsncially
more mature countries, is due to many factors, some valid,

others based on miseonception.




aPFHOIX TIII

- INFORlaTION REJUIRKD oY THE WwIGHRIAN DV 8.0rw 5L A41D

INDUS JRIAL BANK (WIDB)

The following schedule is the informeation rejuirced vy che
Industrial cnd Development Bank of Wigeria as tane vasis ol caeir
consideration of an application for financial assista:ice. 1t

is reproduced heve from Investment Company of Migeria (ICOL),
 the predecessor of tne NIDB from its Hupiished pamdhiz2t easitled
'A Key to Development'.

The following are tie headiugs under vhich v..e Tull

description of the Project should be sujlplied.

NAME AND ADDRESS OF APPLICANT:

Notes:

(a) 1If the contemplated business is to bpe conducted uy
a limited company or partnersiip, state also:-
(i) ©Name of company or partnership.

(ii) PFull details of relationship of applicent to
partnership or company (e.g. wanager, sacretary,
partner, director, etc.).

(iii) Other members of company or partnership, details
of each one's capital participation and names
and addresses of all directors (in case of a company).
(b) A copy of the Memorandum and Articles of Association

should be supplied in the case of a company. If the individual,
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partnership or company concerned is already conducting a
business, audited Balance Sheets and Profit snd Loss Account

of the last five financial years (if available) should be supplied.

PROJ ET:

State whether it is a new installation, or &n expansion
or improvement of an existing installation. Give a compre-
hensive description of the existing business (if any) and the
business which the projected development is intended to create.
Give also an outline of the manufacturing or other process
to be carried out. (The form of this outline should be
discussed with NIDB before it is submitted)

EBTIMATED CAPITAL COST OF PROJECT:

This should be given in the form of a table, which snoula
show the full cost of each of the categories mentioned below.
If any items are to be purchased abroad, the cost should be
divided into two columns, one showing the amount to be spent
in Nigeria, the other showing the amount to be spent aoroad.

(a) Land

(b) Buildings and constructions of all kinds,

referring separately to housing (if any),
roads and services.

(¢) Fixed plant and machinery, showing freight to

site and cost of erection separately.
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'(a) Loveable plant, tools and couipment.
(¢) Vchiclcs.
(£) Poﬁcr plant, clcctrical installations,
other scrvices |
(g) Other items to be purchascd.
(h) Amount requircé as workinz capital.
NOTE: -

In appropriate cases, details of some or all of the

above items will be necded, as also a plan of the building and

factory lay-out.

PROPOSED CAPITAL STRUCTURE:-

Details of the way it is intended to obtain the capital

(e.g. by issue of shares, loans, ovcrdrafts, etc.) and amounts

and sources of funds alrecady promised or to be provided by

the applicants.

REQUEST FOR NIDB'S PARTICIPATION:-

The amount of finance requested from NIDB and its

proposed form (e.g. share capital, loan, etc.).

MANAGEMENT : -

Who will supervise the construction of the factory or
other units? Who will manage the business? Who will be in
charge of the technical aspects of thc business?

Give brief details of the previous experience of all

such persons.
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7. RAW MATERIALS ETC.

(a) List of main raw materials, quantity required per
annum and source from which they will be secured. Any
contracts made for their procurement should be referred
to. State the number of weeks' supply of each material
that will normally be held in stock.
(b) Fuel and power requirements, and thow they will
be obtained.
(¢) Other services required, e.g. water, rail-communi—

cations, waste disposal, etc. and how they will be

bbtained.

8. LABQUR : -
Estaimated labour requirement, detailing the skilled

jobs, availability of the labour required

9. ECONOMICS OF PROJECT: -

Describe the economic conditions which indicate the
desirability and prospects of the project, c.g; the present
Nigerian consumption of similar goods, or the evidence of
an unsatisfied demand for them; the rcason for believing that
their manufacture in the locality chosen is practicable and
will provide a satisfactory product at a competitive price;
any benefits that the project will confer on the Nigerian
economy; the applicant's view on future expansion or probable

new lines of business; names and addresses of other firms



supplying similar goods in the arca of intended sales, with
details of_their sales, output and production capacity,
manufacturers', wholesalers' and retailers' prices (if the
gdods are imported, the imported price should be given instead
of the manufacturer's price).

10, ESTIMATED TRADING RESULTS:-

(a) What will be the daily output of the proposed plan?
If the expansion-of an oxisting plant is intended,
give the daily output at present and/or estimated
output after the expansion.

(b) Give the estimated turnover, operating costs and
profits for the first three years of operation,
showing depreciation, interest on loans and taxation.
(NIDB's staff will indicate therdegree of detail
required in relation to the various elements in the

estimates).

11. GENERAL:-

Any other relevant information, including degree of
Government support for project, pioneer status, customs

relief, etc.

12, REFERENCES:-

Names and addresses of persons who will provide references,

including at least one Bank, and a firm of auditors.
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