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STATEMENT BY THE GOVERNOR

| am delighted to present the Annual Report and Statement of Accounts of the Central
Bank of Nigeria (CBN) for the year ended 31st December, 2009, which is the first since my
assumption of office as the Governor of the CBN on June 4, 2009. The year was generally
an eventful one in many respects for the CBN as it also marked its 50th anniversary. It was
also a particularly active and challenging year for the Bank, given that | came to the Bank
atatime that the Nigerian banking sector was facing serious difficulties and its stability and
soundness were being questioned by stakeholders.

During the year, the CBN witnessed several remarkable chgnges at the governance and
institutional levels. Let me start by acknowledging the cOriibutions of my predegi>ssor,
Professor Chukuma C. Soludo during his tenure in ofics._Also, the contributiorigof WAr.
Ernest C. Ebi (Deputy Governor, Corporate Serviceginaaose term expired, aad =roiessor
Akpan H. Ekpo as well as Mrs. Juliet Madubueze, w!io both left the Botrd vre highly
appreciated. Let me also congratulate Mr. Tuxdiz Lemo whose appoirfmani, as Deputy
Governor, was renewed for a seconddiesm “and Dr. Kingsley 4&. g ghalu for his
appointment as Deputy Governor. DrgC chidachinivu joined the Loai d by virtue of his
position as the Permanent Secretary, ii:deral Ministry of Finar ce while Mr. Stephen O.
Oronsaye, Head of the Civil Service of the Fedesiian, was amnoira€d to replace Professor
Akpan H. Ekpo. Mr. Oronsaye waaulaiaave lefiytrin Poard aftel fhoving on from his portfolio
as the Permanent Secretang, Foderal Min oy of Finadce. However, given his wealth of
experience and contribuiians o the Bc uidl, i"belieded! sizongly that his departure at the
time would have deprived, trie Bank of Iis invaluaijle iiput into the work of the Board at
such a critical timealriythis regard, therefals, | requested, and the President kindly
acceded and approved, that Mr. OronsGye e appointed to the Board on his own
personal merit ¢ritabpelieve that the GBNs e better for it. It is, my pleasure to warmly
welcome all our'ew colleagues, whit 21 believe, given their background and wealth of
experience, would make meaninaft' gorirributions to the work of the Board of the CBN.

In 2009, Nigeriq, like many o*had cauntries hit by the global financial crisis, felt the pains of
the financial meltdown, witigythe banking system being the worst affected resulting in a
near crisis, largely on a¢ caynt of lax corporate governance and weak risk management
inthe banks, among :t ofi_er factors. It was in recognition of this, and against the backdrop
of the outcomeg@’ thelpreliminary examination of some banks, that | had announced in
my press briefing £/n August 14, 2009, series of measures aimed at sanitizing and
strengthening the sector in order to restore confidence in the industry. The steps taken to
stabilize the system included the injection of capital and the removal of the management
in the banks where failure in corporate governance was most grave.

During the year, the Bank's policies and operations remained firmly anchored on the
achievement of its principal objects as contained in the CBN Act, 2007. Thus, beside the
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Bank's liquidity management activities through the appropriate mix of policy instruments,
the Bank focused atftention on ensuring/strengthening the stability of the banking system
following the erosion of the capital base of some deposit money banks, as a result of
overtrading and unethical practices, as well as weak credit processes leading to a large
portfolio of non-performing loans.

Overall, despite the negative effects of the global financial and economic crises, the
domestic economy remained resilient, with sustained robust economic growth, measured
in terms of the gross domestic product (GDP) of an estimated 6.7 per cent, up from 6.0 per
cent in 2008. The development was largely attributed to the continued strong
performance of the non-oil sector, and a tfurnaround in the fortunes of the oil sectorin the
second half following progress in the peace talks in the Nigar delta and improvemgats in
oil output and price. Economic growth is expected & ithorove further as severgl deep
structural problems such as low international gemcativeness occasioned Dy viuge
infrastructural deficiencies are resolved. In the bai king sector, the on-goiria crialienge is
to reinforce the rebuilding of the most basic glar.ent of banking business, whiln is public
confidence and incenftivizing the banksdogessme lending to thasraaldisector of the
economy. Others include improving thichlewdi of information on ekl ors, entrenching
greater transparency in operations ¢a enhancing the as et-liability management
capability including operationalrigks in the ban!s.

Looking ahead, the blueprint (<r reformi. %= e Nigdrien financial system in the next
decade, which is expectéd tCaddress v ariousniipening issues has been enunciated
under the "Project Aloha, Iritiative”. Th =2 initiativiy is/ouilt around four pillars namely:
enhancing the qualing cibanks; establishing fL:ancial stability; enabling healthy financial
sector evolution; aau cnsuring that the findacidhsector contributes to the economy. Its
implementatior, ims commenced, ana winy support from all stakeholders, we are
optimistic that Nijeria's macroeconoiaid performance and, indeed, that of the financial
sectorwillcontinue toimprove.

Let me conclude on behalhCitine*Board of Directors of the CBN, by expressing sincere
appreciation to the Stafff Giythe Central Bank of Nigeria for their support, dedication,
hardwork and loyalty, vi:%ish contributed to the successes achieved in 2009. My gratitude
also goes to the fiesic 2ncy, the leadership of the National Assembly, Honourable
Ministers, our derzlopinent partners, organized private sector as well other stakeholders
for theirunflinchiig s ypport and cooperation.

Sanusi Lamido Sanusi
Governor

April 2010
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Organisational Structure of the CBN as at 31 December, 2009
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CENTRAL BANK OF NIGERIA
ANNUAL REPORT AND STATEMENT OF ACCOUNTS
FOR THE YEAR ENDED 31" DECEMBER, 2009

SUMMARY

1. This Report reviews the operations of the Central Bank of Nigeria (CBN) and
evaluates the macroeconomic policies and outcomes in 2009. It is structured into two
parts. Part | reviews the corporate operations of the
Bank, while Part Il appraises the performance of the 74,4
economy against the backdrop of the global
economic and financial conditions as well as the
domestic macroeconomic policy measures. The
CBN monetary policy thrust and other banking.aid
financial actions were geared ftovio ds
guaranteeing price stability and finangulgseotor
soundness. Consequently, the Bosin) 10Lused
attention on ensuring/strengthening tri& siability of
the banking system, following the negative induoact
of the global economic and financiaYneltddwraar d
the erosion of the capitale¢ba £ of somi & posit
money banks as a resulttaf Crertradir jmexcessive
exposure to certain,sextors of thel.economi:
unethical practices, Wweak corporate goverfance and risk management frameworks.
Despite the challeriJes, ihe overall macroeCanomic performance was satisfactory.

Bank focused attention, on
eRsuriNgl/strengthening the #gility
Mgtlap banking systemgfolpwing
b negative impact IRLMg global
gconomic and fingn®&gl heltdown
and the erosion € th&capital base
of some depgBif n1¥ey banks as a
result of AMVeglIding, excessive
exposureyto ®ertain sectors of the
econ@Ms,. unethical practices,
wgak &Orporate governance and
N¥fmanagement frameworks

CORPORATE ACTIVITIES

The CBN Board and Other Com-liittaas

2, The composition of #he3adird of Directors of the CBN changed during the year.
Sanusi Lamido Sanusi was‘aginointed the Governor and Chairman of the Board, following
the expiration of the ter Limaf Chukwuma C. Soludo. A new Deputy Governor, Kingsley C.
Moghalu, was applinte d to replace Ernest C. Ebi, whose second term expired, while
Tunde Lemo wagteappointed Deputy Governor for a second term. Sarah O. Alade and
Suleiman A. Bardu ¢ ontinued as Deputy Governors as their terms were yet to expire. The
non-executive Directors were Dahiru Muhammad, Samuel O. Olofin and Joshua O.
Omuya. Stephen O. Oronsaye replaced Akpan H. Ekpo following the resignation of the
latter from the Board to take up appointment as the Director General, West African
Institute for Financial and Economic Management (WAIFEM). Other non-executive
members included lbrahim H. Dankwambo, the Accountant-General of the Federation
and Ochi C. Achinivu, the Permanent Secretary, Federal Ministry of Finance. Mrs. Juliet A.
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Madubueze was relieved of her appointment as a Board member and was yet to be
replaced.

The Board held seven (7) regular and three (3) emergency meetings. The Committee of
Governors held twenty (20) regular and two (2) emergency meetings. In the Bank's effort
to achieve its mandate of price stability and support the economic policy of the Federal
Government, the Monetary Policy Committee (MPC) held six (6) regular and one (1)
extraordinary meetings. The Governors' Consultative Committee held seven (7) regular
meetings. The Committee of Departmental Directors held twelve (12) regular and three
(3) extraordinary meetings, while the Audit and Investment Committees of the Board held
five (5) and one (1) meetings, respectively.

MONETARY POLICY, SURVEILLANCE ACTIVITIES AND TE{ G2ERATIONS OF THE CBN

3. Monetary management during 2009 smanle gely influenced byainte nal and
external economic environments, both of whiChdvere characterized by tigr§ liquidity. The
Bank took measures to mitigate the tight liCuidity ' conditions in the B@nhking'system. These
included the downward review of the Mo eiiry Policy Rate (MPR) “aie’ tion of funds into
some tfroubled deposit money banks, pravision of guarantees ¢ n irfer-bank fransactions
andre-establishing the interest rat® corridor undier e Bank's sianaing facility window. The
Bank also made use of the opaymuiket opuraians (OMO) complemented by macro-
prudential cash and liquidiffyra’os, as wenas ienorel ripurchase transactions, among
others.

4. The Bank's.mcuenary management wes geared towards improving liquidity and
efficiency of the firlancial market. The exodasionary stance of monetary policy by the
Bank resulted ingodse money exceeding, the indicative benchmark for fiscal 2009.
wOwever, broad money, M, was below the target
wor the year. Despite the measures taken to inject
liquidity into the banking system, aggregate bank
credit (net) to the domestic economy grew by 59.0
per cent, 25.2 percentage points lower than the
level at the end of the preceding year. Similarly,
credit to the private sector grew by 26.0 per cent,
compared with(o%4A per centin 2008. The Federal Government, however, remained a net
creditorto the systain.

The Bank's monetary managepneyl
was geared towards imngVing
liquidity and efficiencf/8f “the
financialmarket.

5. The formal financial system as at end-December 2009 comprised the CBN, the
Nigeria Deposit Insurance Corporation (NDIC), the Securities and Exchange Commission
(SEC), the National Insurance Commission (NAICOM), the National Pension Commission
(PENCOM), 24 deposit money banks, five (5) discount houses, 210 microfinance banks, 110
finance companies, 1,601 Bureaux-de-Change, one (1) stock exchange, one (1)
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commodity exchange, 99 primary mortgage institutions, five (5) development finance
institutions, and 73 insurance companies.

6. An assessment of the health of the banking sectorindicated that twelve (12) banks
did not exhibit serious weaknesses to raise supervisory concerns while twelve (12) banks
did. Overall, eleven (11) banks were rated 'C', one bank was rated 'B' and none was rated
'A'. The computed average Capital Adequacy Ratio (CAR) showed that thirteen (13) out
of twenty-four (24) banks met the stipulated minimum of 10.0 per cent while eleven (11)
did not. The assets quality of the banks, measured as the ratio of non-performing loans to
industry total, deteriorated by 26.5 percentage points to 32.8 per cent at end-December
2009, significantly exceeding the 20.0 per cent

international ’rhreshold and the moximum'presc.:ribed smasdssment of the healtfNhe
by the Confingency Plan for Systemic Distress. NMng sector indicaiadthat

|hFjL:ISTI'y liguidity rafio was above the 2§.O per caiiry Tk o (12) banks didNONexhibit
mmmumfhreshold,bu’r‘rhree (3) bon'ksf.culed to “‘“e"f Rerious weaknaaNddo raise
the reguwement. The Bank re—|n\{|.gor(ﬁk a its supervisory condern@while twelve
supervisory and surveillance activitied. 2irough (12) banks diff

regular appraisal and review of befik' eriodic

returns, spot checks, monitoring, tG aet/special

investigation and risk-based supervision, oy others wfhe Bank also deployed
examiners to the banks under fitmResiuent Examiadtions Progi imme (REP) to providereal-
time examination reports. INGdd j1on, a speaiaréxamiif aton was conducted on the DMBs
to ascertain the levels of 1i=ir | ixposure t¢ mertaingecior of the economy as well as the
level of performing arphan-performingoans,.amans, others. Following the outcome of
the special examiriaticn, the Bank condcawuvently replaced the Chief Executive
Officers/Executive wirectors of eight (8) bariis identified as the source of instability in the
industry. The Bor(%also injected theLurin, 01 N620 billion as liquidity support for the
insolvent/ailing bunks.

7. The Retail Dutch Auctigi Syafem (RDAS) was re-infroduced in February in order to
engender stability in the fdreiindexchange market. Following the significant pressure
observedin the foreign exchange market at the beginning of the year, the RDAS subsisted
through the first half of fi.e aar. The re-infroduction led to the partial suspension of trading
in the inter-bank md. et ollowing directives to oil companies and government agencies
to sell foreign g£xcharige earnings to the CBN only. However, as demand pressure
moderated in the sccond quarter, the RDAS was abolished and the Wholesale Dutch
Auction System (WDAS) was re-infroduced as a mechanism for the management of
foreign exchange. Consequently, the demand pressure abated considerably by the end
of the year. The average exchange rate of the naira depreciated in all sesgments of the
market in 2009 vis-a-vis the 2008 position. The average exchange rate under the
RDAS/WDAS, at8148.9/US$, showed a depreciation of 20.1 per centrelative to the levelin
2008. At the inter-bank and BDC segments of the market, the naira depreciated by 20.8
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and 25.3 per cent, respectively when compared with the levels in the preceding year to
an average exchange rate of 8150.41/US$ and &161.65/US$, respectively. The end-period
exchange rate at the WDAS segment of the foreign exchange market depreciated by
11.4 percentrelative to the level at end-2008 to &149.58/US$.

End-period Exchange Rate of the Naira per US Dollar
160 -

150 -
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: uvarte rqgeQ

Q1/Q2|Q3/Q4|Q
2005,
&-?.B >

8. The s’roc@x’rernol reserves declined by 20.0 per cent below the level of US$53.0
billion at end-December 2008 to US$42.4 billion at end-December 2009 and could support
17.7 months of imports, well above the 6 months requirement under the convergence
criteria of the West African Monetary Zone (WAMZ).

Naira per US Dollars
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Nigeria's Gross External Reserves Position (USS billion) and

Months of Import Equivalent
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I External Reserves Months of Impéirt/ -auivalent (Right axis)

9. Under the Agricultural Credit Guarantes®Caadne Fund (ACGSF),_a iatal of 53,639
loans valued at §8,349.0 billion were guaraniat:d in 2009, thus bringil g ti e total loans
guaranteed since the inception of the ATGSE In 1978 to 647,351 valuld at §34,409.0
billion. The CBN also signed eight (8) MOULuirider the

Trust Fund Model (TFM), bringing the fctal number 1. ~grnal o signed eight (8)
signed and the total sums pledgedyinderthe stheme o s Mwer the Trust Fund Model
at end-December 2009 to fil y¥five (55\ aind 9.5 f.FM), Jringing the total humber
billion, respectively. Also, fGlioviing the degision 10 W& o ana the total sums
make participation undemth: Small ¢ra”Medifm ledged under the scheme at
Enterprises Equity Jfigeiment Schenie (SMEEISH .4 pDecember 2009 o fifty-five

opftional for banksgthencomulative sum set iy and (55) and N5.5 billion, respectively
investment ung'ar 1he scheme remainga, ot 842.0

billion and §28.2 Gillion, respectively, e,scme as at
end-June 2008. With the shift in fahus te balance in the SMEEIS Fund Account was
transferred as seed fund to the Mit sa.redit Fund (MCEF) initiative.

10. The audited finangiil sigt&ments of the CBN for the year ended 317 December,
2009 indicated that, at&709.Gbillion, gross income increased by 251.7 per cent from the
levelin 2008. The deyelcarrient reflected the rise in interest income and realized gains on
foreign currency, wiile uperating cost declined by 281.7 per cent. Consequently, the
overall operaticasmaf the CBN at end-2009 resulted in a net surplus of 843.9 billion, higher
than the 88.3 billiew’in 2008. The net surplus was appropriated in line with the provisions of
Section 5 (3) of the CBN Act, 2007 (as amended). The sum of 810.96 bilion accrued to
generalreserves while 832.9 billion was due to the Federal Government.

11. Total assets of CBN stood at &7.6 trillion, a decline of 10.1 per cent from the level at
end-December 2008. The assets position reflected the decline in external reserves (10.8
per cent) and loans and advances (25.9 per cent), which more than offset the growth of
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16.5,17.1,12.6 and 2.3 per cent in Nigerian government securities, other assets, fixed assets
andinvestments, respectively.

12. The corresponding decline in total liability reflected the fall in deposits (19.9 per
cent) and CBN instruments (1.9 per cent). However, IMF allocation of Special Drawing
Rights grew by 1,124.4 per cent, 'other financial liabilities' (by 184.3 per cent) and notes
and coinsin circulation (by 2.3 per cent) over end-December 2008. The paid-up capital of
the Bank remained at N5.0 billion, while the general reserve fund increased by 18.0 per
centtoi71.9 billion.

13. The CBN continued to fine-tune and enhance its efiterprise applications thraugh
the various Information Technology (IT) initiatives. In thissagai!, the process of upgiadling
the banking and enterprise applications to improvet .&ubanking operationsaid the
internal operating efficiency of the Bank commen cecin2009. In addition, theyeigctronic
Financial Analysis and Surveillance System (e-FA0S, s being enhanced 1asuw oport the
risk-based, consolidated and cross-border sugrvision. Furthermore, ¢ ran;jements had
reachers’amadvanced stage fir the ieplacement of
thd Ra:al iime Gross Settlement|2T5S) System with @
mory robust applicaion to improve fthe
imnlemeri atich of mon1ome policy and provide the
oiatform arwie Payment: System Vision 2020. Other
initiativesincludeatie connections of all locations to
thesorporate neiwvork of IT, using high-speed fibre
opfics in gpderefenhance service delivery to end-

The CBN continued to fine-tune
and enhance its enterprise
applications through the varigus
Information Technology W4
inifiatives.

users.

14. The Bank fecruited seventy-thrfe, (/) staff comprising five (5) executives, fifteen
(15) senior, forty-two (42) junior, fida, (\fesearch consultants/visiting scholars, four (4)
contract andtwo (2) personal stal antive Governor. However, the Bank lost the services of
twenty-seven (27) staff through g'ecin, twenty-four (24) to voluntary retirement, twenty to
(20) mandatory retiremenitancytiiree (3) to resignation. Furthermore, ten (10) staff had
their appointments terminated and nine (?) were dismissed. The staff strength of the Bank
declined from 5,027 in 200570 5,019 at end-December 2009.

15. As part ditksmincentive to boost staff morale and enhance performance, the Bank
promoted a totalei 951 members of staff as follows:
128 executives, 645 senior and 178 junior staff. A total
of fifty (50) employees were upgraded/converted to
various grades, made up of nineteen (19) senior and
nine (9) junior for upgrading; and fiffeen (15) senior
and seven (7) junior for conversion. The Bank's effort
at capacity building and staff development was

The Bank's effort at capacity
building and staff development
was intensified through skills
enhancementin 2009.




CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

intensified through skills enhancement in 2009. Consequently, it sponsored staff training
programmes, including seminars, workshops, conferences and courses within and outside
Nigeria. Thus, staff benefited from a total of four thousand, five hundred and twenty-seven
(4,527) training slots covering specialized and generic programmes.

ECONOMIC REPORT

The Global Economy

16. The globaleconomy began a gradualrecovery in the second half of 2009, though
at different speeds in various regions, from the economic recession that started in
2007/2008. As a result of the slowdown in the performande of most economies, world
output was projected to decline by 0.8 per cent in 2009..in Cantrast fo the increass of 3.0
per cent in 2008. Although the combined effects of

the monetary and fiscol'in’rerven’rions gdop’red Dy he global econogyNodgan a
government helped to increase confidencemtie
challenges of unemployment and the uncestCiaty of
full recovery persisted. While globat, ififlaiion
moderated and commodity prices rdse mibdestly,
global trade was, however, depressed,in 2009. A
major concern for most central b&aks remained how
fo exit from the stimulustiaciages “witadut
destabilizing the financial miske s and therc Dy runcaiag'the recovery process.

gradual recovepmigNG# second
half of 2009, thQuagly at different
speeds in vaflousgregions, from the
economjfTeCW8sion that startedin
2007 [200%

17. The 2009 Sprin@eas 3 Annual Meeings of thaw@oup of Twenty-Four Countries (G-
24), focused on the gmbul economic and findicial conditions, the need for reforms in the
Bretton Woods,Instiwtions, financing for,dexeloping countries, multilateral surveillance
and mobilizatioaivesources for the Fufid'sioperations. The Meetings advocated, among
others, the promipt implementation, ¢ th& necessary measures to address the deep-
rooted weakness in financial markaiy, the need for confinued fimely and adequate
interventions from internationi findcial institutions in developing countries affected by
the global crisis, and the insole gintation of the new flexible framework for the Financial
Sector Assessment Progranime (FSAP), as well as ensuring sharper macro-financial
surveillance by the IMF.

18. Several foncterdl relations were entered into in 2009. These included the United
Arab Emirate (UAEY, China and the United States of America (USA). Nigeria and the UAE
signed a Bilateral Investment Agreement of US$16.0 billion to improve basic infrastructural
facilities, including dams, electricity and investment in agriculture and mineral resources.
The Nigeria and China Joint Commission for Economic and Technical Cooperation
resolved to encourage Chinese banks to establish their presence in Nigeria with a view to
promoting bilateral trade and investment as well as encouraging participation in the
development of the Nigerian gas sub-sector, and co-operation in the area of capacity
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building. The Nigeria-US Trade and Investment Framework Agreement (TIFA) Council
meeting agreed to bring the Doha Round of multilateral frade talks to a successful
conclusion and to assist in training sanitary/phyto-sanitary specialists. The meeting agreed
to encourage US entrepreneurs to take part in the development of the energy sector,
under the public-private partnership policy.

19. The Economic Community of West African States (ECOWAS) approved a revised
roadmap for the realization of a single currency for West Africa by 2020, including the
harmonization of the regulatory and supervisory framework for banks and other financial
institutions and the establishment of a payments
system infrastructure fér cross-border transactions.
Other decisions included: the ratification of th€ =gal
instruments for el areation of the WesthAfrica
Monetary Zon& (W:aMZ), the West Afrigara,Central
Bank, the Mleit Zirican Financial ariyl Supervisory
AgencydVidi-SA), as well as the estabiiihment of the
WAMZ_ Sccretariat. The Cosvergeiice Council
apdroveld the report aon, hel status of the
corvergence at el d-f'lune 2009 and
macroecghnomic deve imments in the WAMLZ. In
wdditiontha/Zouncil sot jht collaboration between
WAMI CNG WAIFE A4n developing programmes for
cap oy builiny “n the area of cross-border
SUPE vision

The Economic Community of West
African States (ECOWAS)
approved a revised roadmap for
the realization of a single currency
for West Africa by 2020, including
the harmonization of the
regulatory and supervisory
framework for banks and other
financial institutions and the
establishment of a payments
system infrastructure for Cr@ss
border transactions.

The Domestic Econgmy

Fiscal Operations of Government

20. At N6,236.4 billion and N7,258.0%ililon, the aggregate revenue and expenditure of
the three tiers of government i« 20C2 iell below the level in 2008 by 16.6 and 8.4 per cent,
respectively. Thus, the coribi ed fiscal operations of the three ftiers of government
resultedin a notional deficit GiN994.5 or 4.0 per cent of GDP.

21. The fiscal @cprations of the Federal Government was implemented under the
reviewed MedigmTerrn Fiscal Framework (MTFF). At 84, 844.6 billion or 19.6 per cent of
GDP, the Federallsollected revenue (gross) declined by 38.4 per cent below the levelin
2008. The development was attributed to the drop in domestic crude oil production and
exports occasioned by the restiveness in the Niger Delta region and the lower oil prices in
the international market, particularly, during the first quarter of the year. However, at
N§1,652.7 billion or 5.6 per cent of GDP, non-oil revenue rose by 23.7 per cent over the level
inthe precedingyear.
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22, The sum of §3,600.1 billion was transferred from the federally-collected revenue to
the Federation Accountin 2009, indicating a decrease of 20.9 per cent below the levelin
2008. Following the significant drop in federally-collected revenue, the need to stimulate
the economy prompted a substantial drawdown of the accumulated savings in the
excess crude account. Thus, the total distributable revenue in 2009 amounted to 84,537.8
billion and was shared as follows: Federal Government, including Special Funds, §2,060.0
billion; State Governments, &1,159.3 billion; Local Governments, §834.5 billion and 13%
Derivation Fund (N484.0 billion). Similarly, the VAT revenue of 8449.7 billion was shared
among the federal, state and local governments in the ratios of 15, 50 and 35 per cent,
respectively.

23. The Federal Government retained revenue deciedsed by 17.2 per cenif vhile
aggregate expenditure rose by 6.5 per cent, relativi: 1 their levels in 2008. Trig, fiscal
operations of the Federal Government resulted in agfiaticnal deficit of 8810.04ilan, or 3.3
per cent of GDP. Provisional data on State Gavernn ents' finances showiad ¢n overall
deficit of N186.2 billion or (0.8 per cent of GDR) aoresenting asignificanfinc:euse of 114.5
per cent when compared with 886.8 billioi (a7 0.« per cent of GDPlgmw 2e29. On the other
hand, provisional data on Local Géverrfients' finances shovied! 'that their fiscal
operationsresultedin asurplus of #1.8 bil.an, In contrast to a defil:it of&3.0 billion in 2008.

24, The consolidated Fedefa!,Gurernment ¢abt stock as ot December 31, 2009 was
N3,812.6 billion or 15.4 per c€nt ¢ GDP, corioured witit 82,811.3 billion or 11.8 per cent of
GDP in 2008. Nigeria's exfernal debt rot = marginally ot US$3.7 billion in 2008 to US$3.9
billion in 2009, followigaws dditional disbiirsement f Loncessional loans by multilateral
institutions. Domesticident grew by N3,228.0%llion (or 39.1 per cent), as a result of the
issuance of FGN Bunas for project financirig arid the settlement of other contractual
obligations.

Stock of Extei @i arid Domestic Debt Outstanding
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The Real Sector

25, The real Gross Domestic Product (GDP), at 1990 basic prices, grew by 6.7 per cent,
compared with 6.0 per cent in 2008 and an average
annual growthrate of 6.6 per cent for the period 2005
-2009. The growth was attributed mainly to the sound
monetary and fiscal policies pursued in the course of
the year, complemented by the favourable weather
which enhanced agricultural output. The robust
output growth was driven mainly by the non-ail
sector, as reflected in the non-oil GDP growth rate of
8.3 per cent. Within the aon-oil sector, the agricultural
sub-sector grew by 6.2 per cent, while wholesale and refiGitrade and the servicat sub-
sectors recorded growth rates of 11.5 and 11.1 per gen _respectively. Industrianoutput
grew slightly by @.6er cent, in contragt w3 e fall
recorded duing/ the previous threl yoars. The
implemeri ot.on of the Federal Goverriaent amnesty
progrémme»paved the waymfassmproved oil
prodactiadt which boosted this growth in industrial
oulyuT. Challenges to the s:ctas, however, remained
the epilepiicihower suprly, woor infrastructure and
pooraccessto finance, amongathe.

The real Gross Domestic Product
(GDP), at 1990 basic prices, grew
by 6.7 per cenf, compared with
6.0 per cent in 2008 and an
average annual growth rate of 6.6
percentforthe period 2005 - 2009.

The robust oufput growth was
driven mainly by the non-oil sector,
as reflected in the non-oil GDP
growthrate of 8.6 percent.
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Growth Rate of Broad Sectors of Non-Oil GDP
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Contribution of Key Components to Headline Inflation (End Period)
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27. The external sector came under pressure i as reflected in Th@gwn of
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The external sector came under pre ccasioned by thg effsct of the price
2009 as reflected in the drawdown e shock in the ional crude ol
external reserves, reversal of capiigl inflows b rket. Th Fmt account surplus
portfolio investors for most part Var,o ’rroc’red}thng the diminution in
a lower rade balance o %d by s frori crude oil exports. External

effect of the price shogi§ inter ) Fespm hich dropped by 20.0 per cent
crude oilmarket. 2 2.4 billion at end-December 2009,
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Current Account Balance/GDP Ratio
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Selected Macroeconomic and Social Indicators

Indicator 2005 2006 2007 1/ 2008 1/ 2009 2/

Domestic Output and Prices

GDP at Current Mkt Prices (N' billion) 3/ 14,735.3 18,709.6 20,6573 = 24,296.3 24,7127

GDP at Current Mkt Prices (US$' billion) 3/ 88.37 144.49 176.77 191.80 170.31

GDP per Capita (N) 3/ 109,155.1 132,604.3 1444745 170,515.0 165,633.9

GDP per Capita (US$) 3/ 826.31 1,030.34 122349  1,286.29  1,106.77

Real GDP Growth (%) 3/ 6.5 6.0 6.5 6.0 6.7
Qil Sector 0.5 -4.2 -4.5 -6.2 -1.2
Non-oil Sector 8.6 9.4 9.5 9.0 8.3

Sectoral GDP Growth (%)
Agriculture 71 7.4 7.2 6.3 6.2
Industry 4/ 1.7 -2.5 2.2 -3.4 0.8
Services 5/ 8.0 2 9.9 10.4 11.0

Oil Production (mbd) 25 22 2.2 2.0 1.8

Manufacturing Capacity Utilisation (%) 54.8 R2 3 53.5 54.7 55.0

GDP Deflator Growth (%) 6/ 22.0 18.1 33 12.5

Inflation Rate (%) (Dec-over-Dec) 11.€ 8.5 6.6 15. 12.0

Inflation Rate (%) (12-month moving average) 19 8.2 54 16 124

Core Inflation Rate (%) (Dec-over-Dec) 7/ 4 17.3 3.6 10.4 9.7

Core Inflation Rate (%) (12-month moving average) 7/ 3 12.8 o3 5.1 91

Aggregate Demand and Savings (% of GDP) 8/

Aggregate Demand 87.43 78.4 Gt 81.0 85.6
Private Final Consumption Expenditure 75.16 63.3 7.3 67.5 70.4
Government Final Consumption Expenditur< 0.5. 6. 7.9 5.3 5.6
Gross Fixed Capital Formation 146 8.5 9.2 8.0 9.6
Increase in Stock 1.u1 0.01 0.01 0.01 0.01

Net Export of Goods and Non-factor Ser ‘ce 12.57 21.6 5.6 19.0 14.4
Export of Goods and Non-factc * Sc rice 31.6€ 43.1 34.0 38.5 395
Import of Goods and Non-fz “~ . rvices 19.09 21.5 28.3 19.6 25.0

Domestic Saving 15.09 341 13.8 321 33.3

Gross National Saving 1003 29.9 14.8 27.0 240

Federal Governmen{ Sinanc (% of GDP)

Retained Revenue 11.9 10.4 1.2 {18'8 10.7

Total Expenditure 13.0 10.9 11.8 13.5 14.0
Recurrent Expenditure 9.0 7.4 7.6 8.8 8.6

Of which: Interest Payments 27 1.3 1.0 1.6 1.0
Foreign 1.3 0.6 0.5 0.3 0.1

Domestic 14 0.7 0.5 1.3 0.9

Capital Expenditure and Net Lenuing 35 3.0 3.6 4.0 47
Transfers 0.5 0.5 0.5 0.7 0.7

Current Balance (Deficit(-)/< urpl\ = +)) 3.0 29 3.6 4.5 21

Primary Balance (Deficity )/& ~plus(+)) 1.6 0.8 0.5 1.4 (2.3)

Overall Fiscal Balanr : (D-ficit(~)/Surplus(+)) (1.1) (0.5) (0.6) (0.2) (3.3)

Financing 11 0.5 0.6 0.2 3.3
Foreign b o e 0.3 04
Domestic 1.0 0.2 1.0 0.6 29

Banking System b e 0.8 0.1 05
Non-bank Public 1.0 0.2 0.2 0.5 3.2
Other Funds 0.1 0.3 (0.4) (0.7) (0.8)

Federal Government Debt Stock 9/ 28.7 11.8 12.5 11.7 15.4
External 18.3 24 21 2.0 24
Domestic 104 9.4 10.4 9.7 13.0
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CHAPTER 1
1.0 CORPORATE ACTIVITIES OF THE CENTRAL BANK OF NIGERIA

(‘he CBN continued itsre-engineering initiatives under the project “EAGLES” with the
J adoption of the strategic directions for Business Continuity Management (BCM),
Service Oriented Architecture (SOA) and Knowledge Management (KM) under

the Business Continuity and Integration Strategy (BCIS). In order to improve access fo
central banking services nationwide, the construction of new branches and currency
centres, as well as extensive renovation of some of the existing branches continued in
2009. Furthermore, to enhance the implementation of the Bank's monetary policy,
arrangements for the replacement of the Real Time Gross Sgftlement (RTGS) System wjth a
ﬁ

more robust one that would provide the platform for ments System Visi 020

is and Surveillance
onsolidated and -porder
er its corporate CIQ social

conferences, semin orkshops

were at an advanced stage. The electronic-Financial
FASS) was also improved upon fo support the risk-
supervisory framework. The CBN continued t
responsibilities of promoting knowledge thr
which were of sifrategic national int

d provided fin ssistance to
organizations and the less privilegedin @' ty. G

1.1 ADMINISTRATION V
Eer Co

1.1.1 Board of Directors an

position of the Board of Directors
of the Central Bank of

ihpesThe co
BN) ch%d du @ e year. Sanusi Lamido Sanusi was
t

appointed Govern airman of thie Boaird, with effect from June 3, 2009 following
the expiration ofé ure of Chukwu Soludo. The Senate confirmed the re-
appointment Lemo as Deputy or for a second term, effective January 7,
2009. Kingsley%gholu was app. eputy Governor on November 6, 2009 1o
replace Ernest C. Ebi, whose secon nded on June 3, 2009. In addition, Stephen O.
Oronsaye was appointed to rep an H. Ekpo, who resigned his membership of the
Board on August 17, 2009, T@% appointment as the Director-General of the West

AfricanInstitute for Finonc& onomic Management (WAIFEM). Juliet A. Madubueze
was retired from the Baard while Ochi C. Achinivu joined the Board in August 2009, by
virftue of his positi %he Permanent Secretary, Federal Ministry of Finance.
Consequently, th omprised the Governor, Sanusi Lamido Sanusi (Chairman); four
amely, Suleiman A. Barau (Corporate Services), Sarah O. Alade
7 Kingsley C. Moghalu (Financial System Stability) and Tunde Lemo
(Operations); and six non-executive Directors. The non-executive Directors comprised
Ochi C. Achinivu (Permanent Secretary, Federal Ministry of Finance), lbrahim H.
Dankwambo (Accountant-General of the Federation), Dahiru Muhammad, Samuel O.
Olofin, Joshua O. Omuya and Stephen O. Oronsaye.
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The Board held seven (7) regular meetings and three (3) emergency meetingsin 2009. The
Committee of Governors held twenty (20) regular meetings and two (2) emergency
meetings, while the Governors' Consultative Committee held seven (7) regular meetings.
The Committee of Departmental Directors held twelve (12) regular meetings and three (3)
extraordinary meetings, while the Audit and Investment Committees of the Board held five
(5) and one (1) meetings, respectively. The membership of the Monetary Policy
Committee (MPC) was formally constituted in 2009 in line with the provisions of Section 12
of the CBN Act, 2007 (as amended).

1.1.1.1 Monetary Policy Committee (MPC)

The MPC held six (6) regular and one (1) extraordinary meetings at which major domestic
and international economic developments were reviewed,and appropriate maoyatary
policy decisions taken. The MPC reviewed the Mone&tarz Policy Rate (MPR) dovwinward
twice during the year, in line with the prevailing magréacanomic conditions. The aecsions
of the Committee were promptly communicatedo {f e public via press iefir gs by the
Governorand a communiqué issued at the enti.a every MPC meeting.

Table 1.1: MPC Dec.  or. on MPR in 2009

Date Rate (%) Decision

January 14, 2009 9.75 Unchanged

February 9, 2009 9.7¢ Ui shanged

April 8, 2009 2A0 R duced,by 17" pasis points

May 21, 2009 67V Unchadaes

July 7, 2009 5.00 ResG&a v 200 basis points as anchor rate

(nt tra isactional rate), re-introduced interest
rate curridor, 8.0 per cent for Standing Lending
Facility (SLF) and 4.0 per cent for Standing
Deposit Facility (SDF)

September 1, 2002 6.00 Unchanged

November 3, 2009 6.00 Unchanged with asymmetric corridor of
interest rates around MPR of +200 and-400
basis points for SLF and SDF, respectively.

1.1.2 Developmentof CP. ' Bra.Ch Offices

The CBN sustained the glevelcpment of branch buildings and currency centres in all the
state capitals in orgler 4 provide quality banking infrastructure and easy access to
banking services nuticawide. During the year, consultants were commissioned for the pre-
confract servic€ sCanine (?) new branch buildings in Dutse, Birnin-Kebbi, Lafia, Damatury,
Jalingo, Yenagodi"Abakaliki, Ado-Ekiti and Gusau, while the renovation of buildings to
serve as Currency Cenftres for these locations also commenced. In addition, the extensive
renovation of the branch buildings in Maiduguri, Kaduna, Benin and lbadan, as well as the
Learning Centre in Lagosreached advanced stages. Furthermore, the upgrade of central
air-conditioning systems at the Minna, Bauchi, Makurdi, Owerri and Akure branches was
completed, while the construction of the Lagos Office, as well as the International Training
Institute and the Governor's Residence in Abuja progressed.
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1.1.3 The Computerisation Programme

The bank-wide deployment of Information Technology (IT) infrastructure continued in
order to improve the operational efficiency of the Bank. Furthermore, to enhance the
implementation of the Bank's monetary policy, arrangements for the replacement of the
Real Time Gross Settlement (RTGS) system with a more robust one that would provide the
platform for the Payments System Vision 2020 reached an advanced stage. The
electronic-Financial Analysis and Surveillance System (e-FASS) was also being enhanced
to support the risk-based, consolidated and cross-border supervisory framework. Also, the
process of upgrading the banking and enterprise applications in order to improve CBN's
banking operations and the internal operating efficiency commenced in 2009. The
intfegration of the enterprise applications was enhanced toimprove the accuracy of the
Analytical Balance Sheet (ABS). Alllocations were connediei to the corporate netyfark of
IT systems, using high-speed fibre optics in order to enkin e service delivery to erigd-usurs.
Network nodes were fortified with the latest anti-vinggaoiations to guard against Cic ging
threats and attacks, and reduce incidents of spata er iails to the barest nfaimam. These
fransformed the internal processes and providdisupport for monetary @onay rormulation
via the daily ABS, frial balance and otherregiors.

1.1.4 Library Operations

The total volume of books in the Bank's library svaicia, after olghtitle Jvere weeded out, was
93,003, compared with 92,102 ia,20C2¢ Also, e wlume of bc ks, journals and periodicals
consulted by staff increaser L ¢@9.5 per =% from £.750 in" 2008 to 6,355. The Library
continued to subscribe 14, ele cironic | Lamdis thraogh the following service providers:
SWETS, IPland EBSCO.

1.1.5 LegalServic>s

In the course o\t wyear, the Bank was Ii/Gived in a number of activities and projects
aimed aft streng hening its legal an&ycaylatory framework, as well as enhancing the
overall effectiveness of the finangiais stem. These activities included: the push for the re-
enactment of the BOFI Act; sgorivission of a draft bill for an Act to establish the Asset
Management Corporations ¢ Nigeria (AMCON)]) for the acquisition, management,
restructuring and disposaioitheTisk assets of banks; the draft of the legal and regulatory
framework for the esta sisament of a Credit Bureau in Nigeria, and the review of draft
agreements to engl e th = effective management of Nigeria's external reserves. On the
prosecution of g@sesirirolving the Bank and other parties, judgments were given in favour
of the Bank in“iweive (12) cases while one (1) was resolved against the Bank. In
continuation with its efforts to ensure a financial crime-free environment, the Bank
organized sensitization workshops for Compliance Officers of the deposit money banks
and other financialinstitutions. The Bank also conducted sensitization workshops for its staff
to familiarize them with the CBN Act, 2007.
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1.1.6 Internal Audit

All the eighteen (18) departments in the Head Office and twenty-eight (28) branches
were audited. In addition, twenty (20) spot checks and process-based audit of high-risk
activities and seven (7) system applications were evaluated, while eight (8) ad-hoc
assignments on eight (8) processes were carried out. Also, three hundred and twenty-
seven (327) currency disposal operations requiring audit witnesses were completed,
compared with eighty-six (86) in 2008. In the absence of any material or significant
iregularities or cases of fraud uncovered, areasonable assurance opinion was expressed
by the internal auditors to the effect that no major weaknesses in the overall systems of risk
controland governance existed in the Bank.

Box 1: The Project Alpha Initial v/ ~f the CBN

The banking sector consolidation exercise H»f 2)04/2005 had some sc'uidry
impact on the Nigerian economy and le 115> 1€ emergence of Figae ='banks
which, before the global financial a'sis, ~reated a general bdlief that the
banking sector was sound and graa, vould be encouragc d. However, this
senfiment proved misplaced folloy i,y 'ne outbreak of the giobu: rinancial and
economic crises and some interdependent factors thatlea 2/ nhe manifestation
of an extremely fragile financ. a1l <ystem. 12is y 7as becdc 12c ihe main downside
effect of the consolidation > ogramm ~r *he systom wa. the near total neglect
of adherence to good cc nurate ¢ vven ance r-ac ice. Corporate governance
in many banks failed' Lo Cause the: poards i 1nol >d best practices for various
reasons, ranging rom being misled by executive management and
participating <" "aining unsecured lcans it the expense of depositors, to lack
of capacii - '~ enforce good gover. .. 2 on bank management. There were
also the pioblems of the ove -blarnng influence on the boards by the
Chairmen/CEQOs, lack of indew=i “ience of some boards, failure to make
meaningful contributions to - »guard the growth and development of the
banks, weak ethical stcac'arads, and ineffective board committees. Lack of
investor and consume.: ~opi stication also conftributed to the crisis, as the failure
to impose marke! discipiine allowed banks to take undue advantage of
customers. Inveriors nany of whom were new to investing, were unaware of the
risks they were tC“ing while consumers were often subjected to poor services
and, some .= ic , hidden fees. The absence of a strong fradition of consumer
protection in Nigeria resulted in many investments being undertaken without a
proper understanding of the risks involved. These problems were compounded
by the lack of full disclosure by banks to the CBN, uncoordinated and unclear
delineation of responsibilities between the CBN and other government agencies
on issues concerning the financial sector, absence of a framework for
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consolidated bank examination, generally weak supervisory and oversight
functions of the supervisory agencies, as well as an underdeveloped
infrastructure and a harsh business environment. Others included long and
expensive legal processes, the absence of reliable credit rating agencies and
basic creditinformation on customers.

These weaknesses prompted the CBN to undertake further reforms in order
to reposition the banking industry for the decades ahead. The reforms are
anchored under “The Project Alpha Initiative”. The Project Alpha blueprint is built
around four pillars (“Es™), namely:
¢+ Enhancing the quality of banks,
¢ Establishing financial stability,
¢+ Enabling healthy financial sector evolution an'!
¢ Ensuring that the financial sector conftri.c ‘e. "0 the economy.

In order to enhance the operation: «nr" quality of banks in'Nigena, the CBN
initiated a five-part programme. T\ s « 2nsists of industry remea dia. programmes to
fix the key causes of the crisis through improved data qud ity enforcement of
good governance, enharied: risk 1. ancgement ¢ =4 financial crime
prevention. It also inclua s *he implen.=ri. ation of risi -based supervision, a
comprehensive review «f i1e reg:latc v framew .k, enhanced provisions for
consumer protectic tc restore cori ivier cor ide ce in the industry and ensure
that banks unders .\ C their responsioilitier, as v.<il as internal fransformation of
the CBN to e’“2<.vely supervise and regu. te the industry. These initiatives are
being struc srec in such a manner th ~f1e banks would do most of the work to
inculcate a \ew behaviour in the .ndu.'ry, with the CBN playing a cross-industry
programme management rolc . A e, plank of this programme is that the CBN
would hold individuals respoi ~i2: 2 Lor their actions. In order to address the failures
of corporate governancs inthe industry, the CBN intends to establish a specialist
function to develop: the tJdgerian Capital Adequacy and Enferprise Risk
Assessment Process moc »lled on the ICAAP (UK) and COSO (USA) frameworks
which focus on 7jov > nunce issues to ensure that best practices are embedded
in the industry. » 1 enhanced annual performance measurement process for
Boards anc i= tvidual directors would be introduced, in addition to a rigorous
pre-appointr..cnt assessment of their qualifications. Already, tenure limits for
bank CEOs have been infroduced, while efforts are being made to implement
fully the 2006 Code of Conduct for the banking industry. The reform programme is
expectedto strengthen corporate governance in banks and at the CBN.

The key features of the initiative on the establishment of financial stability are
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the strengthening of the Financial Stability Committee within the CBN and the
establishment of a hybrid monetary policy and macro-prudential rules. Others
are the development of directional economic policy, counter-cyclical fiscal
policies, and further development of the capital market as an alternative to bank
funding. The first set of initiatives is related to monetary and macro-prudential
policies through which the CBN would strengthen the Financial Stability
Committee (FSC) with a focus on maintaining systemic stability. The Bank's
Monetary Policy Committee (MPC) and the FSC would be at the core of the new
macro-prudential framework and would work together to ensure that monetary
policy is shaped by systemic risk trends that are consi.ient with the expanded
hybrid goals for asset price stability. The CBN would alsc infroduce new macry

prudential rules to address specific causes of firi xr 22l crisis, as well as caoi. Al
control approaches to prevent foreign 'hot mene, ' 1t om destabilizing the ~apital
markets and the real economy. In addit n, th> CBN would encou ag: the
implementation of a directional economic - olicy to improve basic /1fra fructure,
diversify the economy, increase the i v2stment absorption ceuaci, of priority
sectors, and support measures tho! er abiz sustainable econami. ~ o owth.

The CBN would promote an enabliz 9 h althy fin \..~ial sector evolution,
through a competitive ' cnkng inawst o~ strusture that would address
infrastructure, such as cr« dis oureaux ar d registrar. " nprove the cost structure of
banks, ensure arelicby>» o' d secure royment sys ein, and reduce the informal
economy. The cic .t 2 of an Asset Manager. =it Corporation is expected to
provide the first s'=10 towards the resolcilcn of the problem of non-performing
loans in banks and eventually facilita, > further consolidation. This process is
ongoing ar. 2115 expected that o' na. ks would be totally weaned off the CBN
support by the end of Q3 2012 " e Lank also intends to review the universal
banking model andinits plac »ir froduce international, national, regional, mono-
line and specialized bar's such as Islamic banks. The capital requirements of
banks would vary with the rc.nge and complexity of their mandates such that
they would be well capitc lized relative to theirrisk profile.

The finaliniiic tive would focus on ensuring that the financial sector contributes
to the real 2c~nomy. Past financialisation exercises of the economy have not
benefited the ~2al sector as anficipated, as the development finance institutions
that were set up for specific purposes, such as housing, tfrade and urban
development have failed to fulfill their mandates. Many successful emerging
markets have, however, seen proactive governments take action that has
positioned the financial sector as the main engine of growth in the real sector.
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Nigeria can learn from countries with successful track records in creating financial
accommodation for economic growth, through such initiatives as development
finance, foreign direct investment, venture capital, and public private
partnerships. To ensure that the financial sector contributes significantly to the
economy, the following areas would further be strengthened:

a. Leveraging the CBN Governor's role as advisor to the President on
economic matters to ensure that the financial sector contributes to the
realeconomy;

b. Taking the lead in measuring more accuratel: the relationship betweer
the real economy and the financial sectem . as ‘ell as the transmissior.

mechanism;

c. Evaluating continuously the effectiiencss of existing develcori =2nt
finance initiatives, such as agrc ihie=s credits and imnc t-e xport
guarantees;

d. Taking public lead in encouragi ig-examination of the criticur issues for
economic development (nr aci of infrastructure, st~ power, ports

andrailways);

e. Leading further stua»s an the po ential o 2nfure capital and
private/public part. ‘e hipinitiatives 1o Nigeia; ar 4

f. Cooperatfing wii.. & ate Gove.nments fc wun a pilot programme in
directing the 1,20 cial sec 2. s controution to the state's social and
economic <. ‘opment.

The challernas i Nigeria's economy.~r= cienerally due to the inherent economic
weaknesses uch as insufficient div'ersin ~ation of the economy, high security risks,
a complex business operating « av.-or.ment, and inadequate infrastructure. The
sound development of the fiit .avicisector and overall economic success would,
therefore, require that the CPN cnd other stakeholders to do alot of heavy lifting in
many policy areas, inc' (dir, x.ne rapid development of physical and institutional
infrastructures.

1.1.7 Restructurnns, of the CBN (Project EAGLES)

The Bank continued its re-engineering initiatives under the project "EAGLES” with the
adoption of the strategic directions for Business Continuity Management (BCM), a
Service-Oriented Architecture (SOA) and Knowledge Management (KM), under the
Business Continuity and Integration Strategy (BCIS). The review, documentation and
implementation of the processes across Strategic Business Units (SBUs), with special
aftention to those processes that cut across SBUs, such as procurement, e-payment of
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staff salaries and suppliers as well as a quarterly Staff Performance Appraisal (SPA)
mechanism continued. The process of the Trade and Exchange Department was re-
engineered with the infroduction of Data Analysis and Monitoring offices. The processes
and structure of the Finance, Human Resources, Banking Supervision, and Other Financial
Institutions departments and the Governor's Office were repositioned and redesigned to
enable efficient operations. A review of the job roles and grade alignment of Bank staff
was conducted for enterprise planning (recruitment and deployment), budgeting and
promotion.

The Management approved the creation of new

departments and reviewed the roles and functions of The Management approved., the
SBUs across directorates to reposition the Bank to creaiian of new deparfmerisand
meet the challenges of the global economy. With {eiiawed the roles and funcéionsof
these developments, the policies and processEsWSLbs across direciorares to
completed in the review period includedigfiie feposition the BankWfo ineet the
telephone facility, a Visitors Management Sysiain, a challenges ¢f he global
Service Level Agreement, Web-based fraiing arid a economy.

Code of Business Ethics and Conduct (GO ECY.

In order to ensure an efficient recards manageinent, the Bat maursued the delivery of the
key initiative of the Records Mdmagarnent Palic yaind Proced res, through the operation
of a cenftralized scanning Geriie at the“zecords Crires. Automated physical filing
systems were made opeiational in ai) 1w pusinGsswiits, except the Benin and Uyo
branches and the six 4&8naw currency contres, Theylnt zgrated Document Management
System (IDMS) viewenscftware was installegi“an users' workstations across the Bank to
enhance access tg,.scanned semi-active records. In addition, sensitisation workshops
were conducted rosmost of the SBUs duwfingithereview period.

Under the Strategic Alliances @mara ‘groups and partners, the Bank continued its
collaboration with the Nigerun ostal Services (NIPOST) to enhance the effective
implementation of the miczbiiianCe policy of the Federal Government. Other alliances
involved the National Bureawof Statistics (NBS) for fimely, accurate and reliable data for
the Bank to achieve its iacmslates and the SERVICOM Integrated charter for the Bank was
finalized.

1.1.8 Communice.ions

The Bank sustained its efforts atimproving tfransparency in the conduct of monetary policy
through regular interactions with stakeholders and the public. These included publicizing
the decisions of the MPC and the Bankers' Committee. The Management of the Bank
briefed the Senate at a plenary session in addition to making several appearances before
some committees of the two chambers of the National Assembly to provide information
on the state of the economy. Regular interactions with stakeholders and the general
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public through media briefings and luncheons with
media executives, infer-governmental agencies, the
Manufacturers Association of Nigeria (MAN) and
otheragencies were sustained.

Regular interactions with
stakeholders and the general
public through media briefings
and luncheons with media
executives, inter-governmental
agencies, the Manufacturers
Association of Nigeria (MAN) and
ofheragencies were sustained.

Inline with the Bank's determination to foster learning
and strengthen the capacity of media practitioners
tfo appropriately report the Bank's policies,
programmes and contemporary financial and
economic issues, a Seminar for Finance
Correspondents and Business Editors was held in Markurdi, Penue State from July 15t0 17,
2009 with the theme, “The Global Economic Crisis and_Exciyange Rate Managenfiaat in
Nigeria”.

1.1.8.1 Anti-Corruption and Ethicallssues

The Bank collaborated effectively with fiiaé anti-corruption ageficiey and other
stakeholders, including the Economic ai derinancial Crimes Copmisciatt (EFCC), the
Independent Corrupt Practices and @irizr welated Offences Colami sion (ICPC), and
Nigeria Postal Services (NIPOST), as weias deposit money bal ks, i preventing corrupt
practices and apprehending fra@dsters. The idertified issul mnvere duly reported to the
Management and the law @wfarCiment ‘Ggeplies. The L ank organized three anti-
corruption sensitization semiars for its staff iairiee locttidns in the country and published
two editions of its “Transgare h\cy” jol vy The Bariy, iso hosted the United Nations
Sanctions Team and @ar bers of the Notional Fouald’oint. Its contributions were in the
areas of money laundiering, asset freezing, méagement of the consolidated list, political
corruption andthe ¢haiengesin the implemuataiion of resolutions.

1.1.9 Staff

The Bank recruited seventy-threan!/ s anersonnel, comprising five (5) executives, fifteen
(15) senior, forty-two (42) junigy, fivia "(5) research consultants (visiting scholars), four (4)
contract and two (2) persofiaii o for the Governor. The Bank, however, lost the services
of twenty-seven (27) staff thiaugh death, twenty-four (24) voluntary retirements, twenty
(20) mandatory retiremi riimand three (3) resignations. Furthermore, ten (10) staff had their
appointments terpdinated and nine (9) were dismissed. The staff strength of the Bank
declined to 5,07 from’5,027 at end-December 2009. As part of the incentives to boost
morale and enhang e performance, the Bank promoted nine hundred and fifty-one (951)
members of staff in 2009, a breakdown of which shows that 128 executives, 645 senior and
178 junior staff benefited from the exercise. The Bank also honoured a total of 647 staff with
the Long Service Awards. A total of fifty (50) employees were upgraded/converted to
various grades, consisting of nineteen (19) senior and nine (?) junior for upgrading and
fifteen (15) seniorand seven (7) junior for conversion.
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1.1.10 MedicalServices

In order to sustain a healthy workforce, the CBN undertook various medical interventions.
A total of forty-five thousand, nine hundred and ninety-eight (45,998) cases involving staff
and their dependants were attended to at the Staff Clinic. Three thousand, one hundred
and seventy (3,170) emergency cases were treated at the CBN Head Office Sick Bay. In
addition, six thousand, nine hundred and fifty-four (6,954) cases were referred to various
stand-by hospitals. Other interventions included the successful immunisation of two
thousand and seventy-four (2,074) staff and their dependants against yellow fever,
tuberculosis, whooping cough, diphtheria, hepatitis and typhoid. A 'Healthy Lifestyle
Seminar' was conducted and a total of one thousand, two hundred and fifty-three (1,253)
Executives and Senior Managers attended. A significant cuse rate was achieved for staff
suffering from major ilinesses, resulting in an improvecy employees' health 4 atus.
Furthermore, the CBN sponsored medical screening’ for_executives, drivers and siaff
working in hazardous areas.

1.1.11 Training

The efforts at capacity building, through steif sievelopment and skillsantianiCement, were
intensified. As a result, the Bank spUisCiy’d staff training pragro nmes, including
workshops, conferences, seminars ancl.courses within and clitside Nigeria. The staff
benefited from a total of four thauisand, five hiriglred and ¢gmeeri=seven (4,527) training
slofs involving in-plant and sasciclifed pihgiairimes, coviiing emerging issues and
general management devalog #ient. The -t umingdipplication was also deployed to
provide more opportunitivs foplearning pthe Ban'Cirihermore, a Web-based training
(WBT) is being develoraaariihe four (4) <ey IT aprlica ions in the Bank to enable staff to
learn about differentjatbiarocessesin the Bank:

1.1.12 Recreatyr 2 Activities

The CBN sponsorxd various sporfing.Cartipertitions in 2009, including lawn tennis, football,
and golf tournaments. The third editiyinor the CBN Junior Tennis Championship took place
at the Lagos Lawn Tennis CourlfRase Course, Lagos from March 2 to 8, 2009 as part of the
activites to mark the Bank's £#0 Wan#iversary celebrations. The 31° edition of the CBN Senior
Open Tennis Championship was neld at the National Stadium, Lagos from May 2 to 9, 2009
as part of the activities. Camark its 50" Anniversary celebrations. With respect to football,
the First Bank FogiaalltClub won the final of the All Financial Institutions Football
Competition played arthe Ahmadu Bello Stadium, Kaduna on December 19, 2009. The
final of the 30" eultiun of the Governor's Cup Football Competition for all CBN branches
played at the Rwang Pam Stadium, Jos on October 17, 2009, was won by the Abuja
branch. The Bank also sponsored the third edition of the CBN Governor's Golf Cup
Tournament, which took place at the lbrahim Badamasi Babangida (IBB) International
Golf and Country Club, Abuja, from November 20 to 22, 2009. In addition, the Bank's
workplace gymnasium at the Bank's Corporate Head Office continued to be patronized
by staff.
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1.1.13 Corporate Social Responsibility

The CBN confinued to perform its corporate
social responsibility function by promoting
knowledge through the provision of financial
and other assistance to organizations/activity
groups for the hosting of conferences, seminars,
workshops, etc, which were of strategic national
interest. These included eight (8) professional
associations, four (4) orphanage
homes/foundations, two (2) training institutions
andthree (3) government agencies.

The CBN contfinued fo perform its
corporate social responsibility function
by promoting knowledge through the
provision of financial and other
assistance to organizations/activity
groups for the hosting of conferences,
seminars, workshops, efc, which were
of strategic nationalinterest.

1.1.14 Staff Social Responsibility

Staff of the CBN sustained their support for the lessgfuiviliiged in Nigerian sociztyathrough
regular confributions to the Alms CollectiopaSahe’'ne of the Bank. e nhonetary
conftributions by staff were primarily designed afkeep beggars off the frevts of Nigeria's
meftropolitan cities. The cumulative contrik it onssince its inception M7203246tood at 856.9
million at end 2009, up from &45.7 milligh 'h 2308. Under the Schem, ke construction of
the boys' hostel for the Saint Mary and the Al-Ansar Orphanagesi a Alduja, was completed.

1.2 RESEARCH AND COLDABURATIVE AT v/ IES

The Bank conducted resecichiin line wi:h iwcCore rhiairscies/functions and disseminated
data and informationgma. 2y issues relaling to the mahagement of the economy. Work
confinued on the nreiminary draft report ondiddacroeconometric Model of the Nigerian
Economy. The Moawyl was presented to someyma;or stakeholders in the economy in order
to harvest inpuis 18t would enhancegdineimnodel to meet the standards of an effective
macro-model. Trie CBN was alsoasiriiblved in a number of empirical studies which
culminated in published works, natakigaamong which were “Fifty Years of Central Banking
in Nigeria”, “The Remittance Exvironaient in Nigeria”, and “Strategic Grains Reserves and
Economic Development din“Nigeria”. The Bank's 50th Anniversary International
Conference, with the themey, “Central Banking, Financial System Stability and Growth”
was held at the NICON “rChscorp Hotel, Abuja, from May 4 to 6, 2009. The Bank continued
to collaborate witliythe ) National Bureau of Stafistics (NBS) to generate a series of
economic indicdiors thivough the conduct of the 2008 National Economic Survey.

The regular publications of the CBN in 2009 included: the 2008 Annual Report; the 2009
Half-Year Economic Report, the CBN Economic and Financial Review and The Bullion.
Furthermore, seminar papers on fopical issues were presented, some of which were
published in the Bank's journal. Other papers at various stages of completion included:
'Inflation Forecasting Model in Nigeria”; “Appropriate Measures of Inflation for Nigeria
under an Inflation Targeting (IT) Framework™; *“Monetary Policy Transmission Mechanismin
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Nigeria”; “Determinants of Capital Flows and Challenges of Macroeconomic Stability in
Nigeria”; "Determinants of Demand Pressure in Nigeria's Foreign Exchange Market”;
“Enhancing the Flow of Investment to the Real Sector of the Nigerian Economy”; and
“Long-Term Prospects on the Nigeria Rice Economy: Evidence from Niger and Kebbi
States”. Work on the Bank's publication on Public Educatfional Series on key
macroeconomic concepts continued during the year.

The Bank organized the 17" Annual Executive Policy Seminar with the theme, “Cross-
Border Banking: Challenges and Implications for Monetary Management”. During the
year, five visiting scholars were engaged under the
Diaspora/Visiting Scholar Programme initiated by the
Bank, aimed at encouraging international scholarly
research in the core areas of the Bank's activities. In
recognition of the existence of a pool of expertsin
various disciplines in the CBN, the Bank received«aid
honoured requests for the presentation of, iaaiure
papers from various institutions, including. s&aional
organizations, such as the Africadi JEceomic
Research Consortium (AERC) and the “lest African
Institute for Financial and Econaimic Managémuant
(WAIFEM). Staff papers were@ulso resenfud " internatic ial and local professional
conferences and workshop&inc Uding thosa Uithe Ni¢ 27an Economic Society (NES), the
Nigerian Statistical AssoGiGion) NSA), thix - écan Edorianietric Society (AES) and the Farm
Management Associaianaf Nigeria (FAN AN).

DugRg the year, five viditing
gCPolar® were engaged underNge
MiaSpora/Visiting, Qealpl/ar

rogramme initiate @ byN® Bank,
aimed at epg&Fraging
international sghglagy research in
the core dteag of the Bank's
activities,

1.3 THE CBN,BALANCE SHEET

1.3.1 Income a.id Appropriation

The audited financial statemenimoi iae CBN for the year ended 31" December, 2009
indicated that totalincome wzis 8#78%.0 billion, anincrease of 251.7 per cent from the level
in 2008. The increase in ingbnic,laiigely reflected the rise in interest income, specifically
from realized gains on foreign currency. Operating cost declined by 281.7 per cent in
2009, thus, bringing the L Juating surplus before provisions to #43.9 billion, compared with
N8.3 billionin 2008.

In accordance with the provisions of Part ll, Section 5 (3) of the CBN Act, 2007 (as
amended), the sum of N32.9 bilion was due to the Federal Government, while the
balance accruedto generalreserve.

1.3.2 Assets and Liabilities

The size of CBN's balance sheet decreased in 2009 as total assets/liabilities declined by
10.1 percentto N7.6trillion. The assets position reflected the decrease in external reserves
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(10.8 per cent) and loans and advances (25.9 per cent), which more than offset the
growth of 16.5, 17.1, 12.6 and 2.3 per cent in Nigerian government securities, other assets,
fixed assets and investments, respectively. The decline in total assets was compensated
for on the liability side by the fall in deposits (19.9 per cent) and CBN instruments (91.9 per
cent). However, IMF allocation of Special Drawing Rights grew by 1,124.4 per cent, 'other
financial liabilities' (184.3 per cent), and notes and coins in circulation (2.3 per cent) over
end-December 2008. The paid-up capital of the Bank remained at §¥5.0 billion while the
generalreserve fundincreased by 18.0 percent toN71.9 billion.
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CHAPTER 2

2.0 MONETARY POLICY, SURVEILLANCE ACTIVITIES AND OPERATIONS OF THE
CBN IN 2009

onetary management in 2009 largely reflected the internal and external
Meconomic environments, which was characterized by tight liquidity. Monetary

growth was moderate, despite the fiscal injections and other measures taken
to ease liquidity constraints of deposit money banks. Monetary policy became less
restrictive, beginning from the second quarter and remained so throughout the year.
Open market operations (OMO) remained the majg@ fool for monetary pglicy,
complemented by standing facilities, foreign exchange tinterventions and &O
prudential ratios. Against the backdrop of the de deceleration in tevof
growth of the proximate determinants of broa , M, the growth tary
aggregates at end-December 2009 was lower indicative bench @nd levels
attained as atend-December 2008.

The Monetary Policy Rate (MPR) was r@ downward, twi Qg the year, in line

with the liquidity conditions. Interest s in the inter-bank Rgarigets reflected market

! .@ e yielv ed income securities
. Q

The Retail Dutch Auctio e DAS)?E-M#@& in the first quarter of the year as
a temporary measur ommodatebhe d ressures at the foreign exchange,
with the machin in place for a ret the Wholesale Dufch Auction System
(WDAS) in July 2009 verall, the naira stakiliz&g from the third quarter of the year. The Bank
also susfoined@rts fo improve th nts and setflement system by harmonizing
the clearing cycre fo T + 2 across try. Deposit money banks (DMBs) deployed
more ATMs and increased the f Points of Sale (POS) outlets, thereby boosting
public confidence in e-pay NUrthermore, the CBN continued the campaign for
clean naira notes throu us media and commenced initial processes for
outsourcing some cu e&processing functions for greater efficiency and cost
effectiveness. The B ined its developmental functions through the Agricultural
e&e e

conditions and remained relcﬁvw le.
across the various maturities w rth
R

Credit Guarante Fund (ACGSF) and the microfinance programme, among
ofhers.

2.1 MONETARY OPERATIONS

2.1.1 Monetary and Credit Developments

Monetary growth was moderate in 2009, despite the huge fiscal injections and other
measures taken by the Bank in the second half of the year to ease the tight liquidity
conditionin the banking system, and to build confidence in the Nigerian financial markets.
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The measures included injection of liquidity into some troubled deposit money banks, a
downward review of the MPR and provision of
guarantees on inter-bank transactions. These
notwithstanding, the growth in money supply at end-
December 2009 was below the indicative
benchmark for the first fime in the last five years.

Monetary growth was moderate in
2009, despite the huge fiscal
injections and other measures
taken by the Bank in the second
half of the year fo ease the tight
liquidity condition in the banking
system, and to build confidence in
the Nigerian financial markets.

Base money, the Bank's operafing tfarget for
monetary policy, stood at §1,668.5 billion, exceeding
the indicative benchmark of &1, 604.8 billion for 2009
by 4.0 per cent. Provisional figures indicated that the
growth in broad money, (M2), was 17.1 per cent atf
end-December 2009, compared with 57.8 per cen!{ o/ .end-December 2008 cad 1the
indicative benchmark of 20.8 per cent for 2009. THc wrcwth of money stockiwes iargely
driven by the increase in the net domestic cregit f tF e banking system. KarrC v money
(M1) grew by 2.3 per cent at end-December 2007, compared with the (yrovith of 55.9 per
cent at the end of the preceding year. Ag{ragaie bank credit to thadciadstic economy
(net) grew by 59.0 per cent, compared#viin tiie growth of 84.2 percunt ¢ t end-December
2008, broadly reflecting the growth in crodit to the private sect(r, agcredit to the Federal
Government (net) declined by 26¢4 per.cent, gbmipared witi s decCline of 31.2 per cent at
the end of the preceding yeaitthe iederal Gowainment rer ained a net creditor to the
system as its deposits with thébd iking systeia were in el cass of the credit extended to it by
the banking system.

Table 2.1: Key Policy Target =+ ‘tcomes, 2005- 2009 (per cent)

2005 2746 2007 2008 1/ 2009 2/
[ [ %) %) [}
3 g = g S 8 g 8 g 8
S el e 3 S 3 S 3 K <]
Growth in base money 65 oanl M5 218 33 226 20.8 296 3.6 .7
Growth in broad money (M) 150 W44 270 431 241 442 450 57.8 208 1741
Growth in narrow money (M) L4 29.7 n.a. 326 - 36.6 - 55.9 322 23
Growthinaggregate bank 5, 555 173 723 609 209 64 e sz o0 %90
Growth in bank credit(g 220 308 300 321 300 908 547 59.4 450 | 260
private sector
Inflation rate 100 16 90 85 9.0 6.6 9.0 15.1 9.0 12.0
Growth in real GDP 50 65 7.0 6.0 10.0 6.5 5 6.0 5.0 6.7
1/ Revised
2/Provisional
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Table 2.2: WAMZ Convergence Criteria, 2005 - 2009

Target Achievement
2005 2006 2007 2008 2009
Inflation rate < 5.0 per cent 1.6 85 6.6 15.1 12.0
Ways & Means <10.0 per cent of retained ) . . .
Advances revenue of the Government 5.1 Nil Nil Nil Nil
Deficit to GDP Ratio < 4.0 per cent 1.1 0.6 05 0.2 3.3
Gross Official Reserve | =6 Months of import cover 13.1 224 20.2 17.2 177

Regarding the objective of attaining a single digit
inflation rate, monetandpolicy was not able to deliver
on this, as the headlins invationrate at the end 12009
stood at 12.0 p€.,smt. The inability to ment tnis
able to deliver on this, as the objective waf nuceable to factors Quiside the
headline inflation rate at the end immediatemprizaof the CBN. These factors included
of 2009 stood at 12.0 per cent. The the effestsiOf the global financidl ald economic
crises, faa'rise In the prices of foodstuli@ssociated with
thel ilicrcase in fransports Ccasts following the
anncyinced planned ful, dirregulation of the
downstrea'n scb-sector| Jiathe oil industry, which led
10 sharo insradses insthe Cices of petroleum products
in the last quarter of 2009“an¢. hence, nansport cuels. Indeed, the rate of inflation
consistently frended dowriwar ds for mast OF the yzarriil October when it resumed an
upward trend.

Regarding the objective of
attaining a single digit inflation
rate, monetary policy was not

inability to meet this objective was
traceable to factors outside the
immediate control of the CBN.

Overall, despiteithetmpact of the global finciacial and economic crises, Nigeria was able
to meetthe WAL Cconvergence criterid, with the exception of the rate of inflation.

2.1.2 liquidity Management
Monetary policy in 2009 was gesigried and implemented against the background of the
liguidity crunch in the donfestias£conomy that had
arisen from the global econCiic and financial crises
of 2007/2008. Liquidity rac.imgement was, therefore,
geared towardsf improving the liquidity and
efficiency offthe 1inancial market, without
compromising thasbbjective of monetary and price
stability. The Bank made use of open market
operations (OMQO), complemented by macro-
prudential cash and liquidity ratios, tenored
repurchase transactions, sale of freasury instruments
at the primary segment of the market, and the Bank's
standing facility window. Also, the monthly statutory

The liquidity crunch in the
economy raised major concerns
of how to achieve the multiple
objectives of optimum liquidity in
the domestic money and foreign
exchange markets, price and
exchange rate stability and a
steady flow of credit to the real
economy in a sound and stable
financial system.
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allocations to the three tiers of government, especially the draw down of part of the
excess crude account, helped to moderate the tight
liguidity condition in the early part of the year. Owing
to the effects of the global economic and financial
crises, the liquidity condition remained tight in the
second and third quarters of the year as base money
was below the benchmark set for the period, while
monetary aggregates remained below the
indicative benchmarks for the vyear. Thus, the
outcomes of Reserve Money (RM) of §1,291.49 billion
and §1,261.97 bilion were below the indicative
benchmarks of 81,346.29 billion and &1,442.07 billion, for'end-June and end-Septaiaber,
2009, respectively.

Liquidity management was,
therefore, geared ftfowards
improving the liquidity and
efficiency of the financial markef,
without compromising the
objective of monetary and price
stability.

The liquidity crunchin the economy raised majoacanci s of how to achievia thi» multiple
objectives of optimum liquidity in the domesiizénoney and foreign efchcnge markets,
price and exchange rate stability and a se4dy ilow of credit to th@resscconomy in a
sound and stable financial system. In orle - tCaddress these issues, Cxaur hber of monetary
policy measures were undertaken by.the Monetary Policy. Comnmittee (MPC). The
measures included the re-intfrodugtion of the Zetdil Dutch A asticn System (RDAS) and a
reduction of the authorised def!ars et openagiion (NOP; irom 10.0 to 1.0 per cent of
their total liabilities in JanuWry and Febriary, respeltidely. Other measures were the
pegging of banks' and BDUs' f¢ reign excirimage bufingiand selling rates to 1.0 and 2.0 per
cent, respectively aramacathe official rce and migns.ging the exchange rate within a
band of +/-3.0 per.cent. e monetary policydite (MPR) was, however, leff unchanged at
9.75 per cent. Giverathe persistent pressures iy the’banking system, the MPC reduced MPR
by 175 basis pcinis%o 8.0 per cent, liguictv ratio from 30.0 to 25.0 per cent, and cash
reserve ratio frori 2.0 to 1.0 per ceniidi April. With some level of stability in the foreign
exchange market, the stringent excixcnge rate policy rules were subsequently relaxed in
May 2009, including raising th# NC2 irom 1.0 to 2.5 per cent, approval in principle of 50
non-bank class “*A" BDCs, ainc the decision to return to the regime of a fully liberalised
foreign exchange marketovara 3-month period.

The policy measuretuindortakenin the first half of 2009 had a salutary outcome, especially
in the foreign enchange market. However, the challenges of liquidity tightness in the
domestic money m/irket persisted. Inresponse, the MPR was reviewed downwards in July
by 200 basis points from 8.0 to 6.0 per cent and was, thenceforth, to serve as an anchor
rate rather than a fransactional rate; it remained at that level till December 2009. The
policy rate was fixed with a symmeftry corridor of +/- 200 basis points around the policy rate
with the upper band serving as the lending rate and the lower band as the deposit rate
under the standing facility window, with effect from July 2009. Another policy measure
infroduced by the Bank was the guarantee of all inter-bank transactions from July 2009 to
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March 2010, to deepen and boost the activities at the inter-bank market and reduce
pressure at the CBN standing lending window. The measure was aimed at mitigating the
counter-party risk in the inter-bank market, ensuring money market liquidity, as well as
facilitating tfrading among operators. In addition, the exchange control measures
infroduced early in the year, in response to the pressures experienced in the foreign
exchange market, were removed and the Wholesale Dutch Auction System (WDAS) was
re-infroduced, while the NOP wasraised to 5.0 per cent.

As aresult of the first round of the joint special audit examination of the banking system by
the CBN/NDIC, the Bank injected §420.0 billion into five (5) banks in August in the form of
Tiertwo capital with interest and repayable in seven years, gtillable on the fifth anniversary
of the loan to the banks whose capital had been eroded v non-performing logis, An
additional&#200.0 billion was injected into five (5) moreha 2ksin October at the coriglusion
of the second round of the exercise. By the end @i 12 year, one of the baiksaau fully
repaid its laar,of/&30.0 bilion. In ordur t¢ beef up
trading in‘ac infer-bank money nfark»t which had
remaii 247 sluggish as banks conffiue s substantially
acge s UON's standing depasifotility window, an
asyr.metric interest rate [orriglor was intfroduced.
Consequefitlyy the stdwding deposit facility was
wrducediay 240 basis poiits to 2.0 per cent, while the
standir g iciding €agility remained at 8. 0 per cent.
Als¢, a2 tfemOonary ban placed on the use of
Bankrs' Acceptar.ces (BAs) and Commercial Papers
(CPs) wagi fted and the 1.0 per cent general provision
on permrming loans in the existing prudential
guidiennes was waived for 2009. The policy measures
had a salutary efiect as the exchanaewuterof the naira stabilized in the foreign exchange
market after the sharp depreciaticcirecorded in the early part of the year. Liquidity
conditions also ameliorated indne iater-bank money market towards the end of the year.
Thus, the year closed with th& kit [evel ati1,668.53 billion, slightly exceeding the indicative
benchmark for 2009 of &1,60-38 billion by &#53.87 billion or 4.0 per cent. Other medium-term
measures included th mpproval of ®8500.0 billion for quantitative easing through
investment in bongsto > issued by the Asset Management Corporation (AMC) upon its
creation by angict oivthe National Assembly, and the redemption of promissory notes
issued during the bz .nk consolidation exercise for the purchase and assumption of failed
banks. The AMC was expected to relieve banks of their “foxic assets” in a bid fo
reconstruct their balance sheet andrestore them to viability.

The policy measures had a
salutary effect as the exchange
rate of the naira stabilized in the
foreign exchange market after
the sharp depreciation recorded
in the early part of the y&d
Liquidity conditions Q%o
ameliorated in the INENGONnk
money market towqgd{m&end of
the year.

2.1.3 InterestRate Policy and Developments
Developments in interest rates were mixed in 2009. At the short-end of the market, rates
were volatile during the first half of the year. However, following the interventions of the
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CBN in the third quarter to ensure the stability of the financial system, the money market
rates stabilized during the rest of the year. The high ratesin the first half of the year could be
attributed to the tight liquidity conditions in the banking system, arising from the low
repayments and fiscal injections, and lack of viable inter-bank trading. The banking
system liquidity, however, improved as a result of the
series of action taken by the Bank to stabilize, in
particular, some banks whose capital had been however, improved as a result of
significantly eroded and, in general, the banking +,. saries of action taken by the
system. Other interventions included the re- Bank.

infroduction of the interest rate corridor around the

policy rate for standing facility window operations;

the reduction of MPR from 9.75 per cent to 8.00 and further ty4.00 per cent; the regCtion
of the liquidity ratio to 25.0 per cent from 30.0 per ce i and the reduction of tha Cdsh
Reserve Ratio (CRR) to 1.00 per cent, from 2.00 per g&i

The banking system liquidity,

2.1.3.1 Money Market Rates

As aresult of the fight liquidity in the bankiri 1 g7stem in the first three gidarisst of 2009, rates
in all segments of the money market wre redirively higher in the lait al arter of the year.
With downward reviews of the MPR in 7 oril and July, couplec witlh the Bank's policy of
guaranteeing allinter-bank exposiires, and Pedisich Fund Ad winisiiators' placements with
DMBs, interest rates trended afmenwiirds in iaeagliter part oi the year. On average, the
weighted average inter-baific cliirate, tenaredrate, €agropen-buy-back rate were 12.2,
16.1 and 6.7 per cent, resoactiy 2ly, con o md withfi 1.2, 4.2 and 9.1 per centin 2008. The
Nigerian Inter-bank Cifar-d Rate (NIBOI) of 7-da,nas.d 30-day tenors showed a similar
frend, averaging 13..5aad 15.9 per cent, rediactively, up from 12.5 and 14.3 per cent,
respectively, in 200c

Table 2.3: I or .y Market Rates (per cent)
v 'EIL(ED AVERAGE

Month MPR v ! Rate OBB NIBOR 7-days NIBOR 30-days
January 09 XY 7.91 5.08 10.30 14.91
February 09 9.7% 17.30 9.03 16.82 18.07
March 09 v75 20.60 9.44 21.29 18.92
April 02 8.00 12.51 7.07 13.45 15.25
May' o, 8.00 13.17 7.16 14.42 15.91
Jane N9 8.00 18.60 7.73 19.55 19.84
Julv./ ) 6.00 18.10 7.52 18.94 19.66
August 09 6.00 10.17 6.63 12.27 14.29
September 09 6.00 9.76 6.60 11.34 13.78
October 09 6.00 8.46 6.12 9.64 13.35
November 09 6.00 5.62 4.87 8.60 13.75
December 09 6.00 4.68 3.59 7.98 13.45
Average 2009 7.44 12.24 6.73 13.72 15.93
Average 2008 9.85 11.86 9.11 12.47 14.32
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Figure 2.1: Money Market Rates in 2009
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Consequently, the spread

between the average term The spread beftween the average term deposifs and
deposifs and maximum |ending maximum Iending rates widened to 10.74 percenfcge
rates widened to 10.74 points, from7.78 percentage pointsin 2008.
percentage points, from 7.78

percentage pointsin 2008.

Figure 2.3: Spread Between the Average Deposit and Maximum
Lending Rates
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2.1.3.4 Return o&d Income Securities - The Yield Curve

The yield on fixed income securities was generally lower in 2009 than in the preceding
year. The par yield curve and the theoretical spot rate curve (TSR-curve) were upward-
sloping, but with a steeper slope at the short-end than at the medium-and long-end. The
mid-segment of the curve was near flat. The slope of the yield curve was steeper in 2009
than in the preceding year, as the yield spread (the difference between the longest and
shortest maturities) widened to 7.07 percentage points, from 3.99 percentage pointsin the
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preceding year. The development was attributable to investors' optimism about the short-
and long-term prospects of improvement in economic activities, and the expectation of
higherinflation and interest ratesin the future. Typically, the yield on each maturity was less
than the corresponding spotrate across the entire yield curve.

Figure 2.5: Government Bonds and Average Yield
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A plot of the price of the 6-month maturi. cand weighted averag e infer-bank tenored rate
showed that the bond price and irterest rates foidally movenhin cgposite directions.

Figure 2,6: Iite st Ra/myand, Price af 6 month Maturity
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2.1.4 Paymen’s, Clearing and Settlement Developments
The Bank sustaines. the implementation of the Payments System Vision (PSV) 2020
initiatives in 2009. The Nigeria Automated Clearing System (NACS) was deployed in Kano,
Ibadan and Benin Clearing Zones, thereby bringing the total number of automated
clearing houses to five (5). The CBN took the following actions to facilitate the efficiency of
the payments system:
" Sefting the operational rules and guidelines for the Nigeria Central Switch
to connect all existing switches for inter-operability and inter-connectivity
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of the different card schemes;

" Restricting deployment of Automated Teller Machines (ATMs) by banks to
their premises only, while ATM Consortia undertook off-site installations;

" Extending the fimeline set in the CBN e-banking guidelines for migration
from magnetic stripe to Chip+PIN to April 1, 2009;

" Application of e-payment by Federal Government Ministries, Departments

and Agencies (MDAs), in line with the Presidential directive prohibiting the
use of chequesforiransactions;

" Approval of various guidelines, such as the following:
o Regulatory Framework for Mobile Payments Servicesin Nigeria,
o) Guidelines on Transaction Switching,
o} Direct Debit Rules and Guidelines o Siared Value/Prepaid Glidls,
o R10 million maximum cap for cht:o: 2nayment effective Jarwary'1,
2010; and
. The appointment of a paymentssysiam ’roject Managemeit Teiim to fast

track the implementation of the 29V 2020 inifiatives.
Ofther guidelines included: the revised NigriziBankers' Clearing Howge ku'<s, the use of a
Nigeria Uniform Bank Account Numbe 1t e ¢faft guidelines on e-pavry ent of taxes, and
draft guidelines on e-payment of salaries and pensions.

2.2 CURRENCY OPERATION(

2.2.1 IssueoflegalTernde:

The "Campaign Agcimt. \buse of theNairg! intanified through the sensitization of
stakeholders. In contiaustion of its currencyfiastructuring programme and clean notes
policy, the Bankintraduced 85, 810 and 850 wolyrier banknotes on September 30, 2009 to
reptacy,. fhe paper notes. This was to safeguard the
N arity of the currency and ensure efficiency and
increase its local production , N :t'effectiveness in printing. With this development,
bank notes, as the Nigeria Seqlgty 'ower banknote denominations were subsequently
Printing and Minting (NS#/) W¢ printfed in polymer substrate. To sustain the Bank's
clean notes policy, a surcharge of 86,000 per box for
unsorted banknotes lodged with the CBN was
retained during the year. The Bank sustained its efforts
toincrease its lgCylbrdduction of bank notes, as the Nigeria Security Printing and Minting
(NSPM) Plc imprayed its output from 2.63 billion in 2008 to 2.67 bilion. The Bank
commissioned a Currency Museum on May 6, 2009 and produced a commemorative
coin with the image of the CBN Head Office building on the obverse side and motley of
coins on the reverse as part of the key events marking the 50" Anniversary of the CBN. The
museum provides a unique account of the evolution of money in Nigeria by displaying
various historic monetary artefacts and souvenirs, national currencies, a unique mosaic,
and different wooden and bronze sculptures with digital media systems. In addition, the

The Bank sustained its efforts to

improved its output.

Chapter Two | Monetary Policy, Surveillance Activities and Operations of the CBN in 2009



CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

Bank hosts a standard audio-visual section for vital information on currency notes and the
education of visitors to the museum.

2.2.2 CurrencyinCirculation (CIC)
Currency in circulation at end-December 2009 amounted to &81,184.3 billion, representing
an increase of §29.27 billion or 2.5 per cent over the level in the corresponding period of
2008, compared with an increase of 20.3 per cent a year earlier. The growth in CIC was
consistent with the slow growth in monetary aggregates, an indication of a Iull in
economic activities during the year.

23 FOREIGN EXCHANGE MANAGEMENT

The policies adopted in the first half of the year to_broipote stability in the #i=ign
exchange market were the re-infroduction of the Retil/ itch Auction System (RDAS), a
partial suspension of frading at the inter-bank segrficat of the foreign exchafigeymarket;
restriction of sales of forex earnings by oil comaaitiesyand government agand es to the
CBN; and the suspension of the sale of forsiga’exchange to the Bur:au, de Change
(BDCs). However, the moderationin demai dorassure at the foreignicxcriginge market by
the end of the second quarter of 269 laci to a reversal of swesiagsolicies. Thus, the
Wholesale Dutch Auction System (WLEAS) was re-infroduced it July 2009, and oil
companies and government agencies weretagan permifizdnto sell foreign exchange
directly to authorized dealers ¢ 17l choicehAILD, thesTBN T 2sumed the sale of foreign
exchange to class 'A' BDCs A il andiclass, 'B' BDCs wfAugust 2009. Consequently, the
demand pressure eased, Cana.derably 'y, ine en(i ol the year, in response to the new
policy measures whicit = ouraged substantign salessupply of foreign exchange by the
oilcompanies to thairier-oank segment.

2.3.1 Foreignk <change Flows

The inflow and outflow of foreign extahcnge through the economy amounted to US$67.3
billion and US$36.5 billion, respect #ai, thowing a decline of 37.0 and 22.6 per cent below
*he levels in 2008. A breakdown of the foreign
exchange inflow showed that receipts through the
CBN and autonomous sources declined by 49.2 and
26.6 per cent to US$25.0 billion and US$42.2 billion,
respectively. The development was due largely to
the negative impact of the global financial crisis
which reduced the level of capital inflow intfo the
economy. Total foreign exchange outflows through
the economy from autonomous sources fell by 37.9
percentto US$0.7 billion, from the levelin the preceding year.

The inflow and outflow of T&eign
exchange through theaeignomy
amounted to US$#R3 Blion and
US$36.5 Dbilliog® _reSpectively,
showing a declifie g 37.0 and 22.6
percent below the levelsin 2008.

Of the total inflow of foreign exchange through the Central Bank, receipts from the oil
sector accounted for US$17.4 billion or 69.5 per cent of the total, compared with US$44.7
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billion or 90.6 per cent in 2008. The development was aftributable to the decline in the
price of crude oil from an average of US$101.5 per barrel in 2008 to US$ 62.08 per barrel in

The development was due largely
to the negative impact of the
global financial crisis which
reduced the level of capital inflow
into the economy.

2009, as well as lower oil productionin 2009 relative to
2008. Total foreign exchange outflows through the
CBN fell by 23.9 per cent from the level in the
preceding year to US$35.8 billion and accounted for
98.0 per cent of the gross outflow through the
economy. The development was fraceable to the
suspension of intferventions by the CBN at the inter-
bank segment of the foreign exchange market

between February and May 2009. Overall, a net outflow of 15$10.8 billion wasrecorded, in
conftrast to a netinflow of US$2.3 billion in 2008.

Coins

N
N
50k
25k
10k
1k
Sub total
Notes
N1000
N500
N200
N100
N50
N20
N10
N5
Sub-Total

Total

Table 2.4: Currency Structt ¢, 20 7 - 2009

2007 2008 0o
Volume Value Olurte Value Yalun. Value
(million) (N billion) ™Y (Nbillion) (millign) (N billion)
81.9 0.16 1045 0.21 145 228.90
615.4 0.62 532.2 0.53 4906 490.65
738.3 [ 469 0.23 4545 227.26
19.0 0.0 100 006 2120 53.00
22 0,102 2251 92 2283 228.82
0.0 0.0 51.2 0.0005 574 057
1,456.¢ 115 1,620 1.06 1,557.3 1,023.20
on 264.40 o 572.91 584.4 584.39
772 353.60 8019 40093 852.8 426.40
1,256.0 251.30 T8 1432 4919 98.38
4949 49.50 3236 32.36 350.0 35.00
351.3 1(40 228.0 1140 344.9 17.25
823.0 16.50 8273 16.55 7695 15.39
355.9 590 283.2 2.83 2855 2.85
579.0 2.90 533.1 267 7205 3.60
483101 959.40 41416 1,153.97 4,399.5 1,183.27
Lo 960.55 5,768.3 1,155.03 5,956.8 1,184.30
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Figure 2.7: Ratio of Currency in Circulation to M,
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Analysis of the foreign exch ursement showed that funding of the WDAS
accounted for 62.8 per cen’r x-de-Change 13.1 per cent, inter-bank sales 7.3 per
cent, other official poym national Organizations and Embassies, NNPC/JV Cash

Calls, parastatals and e, as well as miscellaneous) 12.9 per cent, drawings on
letters of credit (L/C %en’r and external debtservice 1.1 percent.

2.3.2 Develoﬁs inthe Foreign Exchange Market

A total of one dred and twenty-two (122) trading sessions were held in 2009,
compared with ninety-three (93) in 2008. This comprised seventy-seven (77) trading
sessions held under the RDAS and forty-five (45) under the WDAS. The demand pressure
observed in the fourth quarter of 2008 persisted through the second quarter of 2009, but
moderated in the second half of the year. The demand for foreign exchange at the
RDAS/WDAS and BDC segments of the foreign exchange market amounted to US$42.7
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billion, showing anincrease of 34.7 per cent over the levelrecorded in the preceding year.
Consequently, the amount of foreign exchange sold by the CBN at the RDAS/WDAS and
BDC window amounted to US$22.8 billion and US$4.7 billion, respectively, compared with
US$10.1 billion and US$11.4 billion in the preceding year. The aggregate amount of foreign
exchange sold at the RDAS/WDAS window, (both independent and deposit money
banks'BDCs) stood at US$27.53 billion, anincrease of 28.1 per cent over the levelin 2008.

Figure 2.9: Foreign Exchange Disbursements in 2009
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Figure 2.11: Demand for and Supply of, Foreign Exchange
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2.3.3 External Reserves Management Q E
Nigeria's gross external reserves at end-Dece stood aft US$42. dicating
a decline of 20.0 per cent below the lev 53.0 billion recor e preceding
year. The stock of external reserves cou rt 17.7 months of il por!, compared with
17.2in 2008, on account of lowerimpo 9. 0
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In order to entrench a more efficient external reserve management system, the
Investment Committee on externalreserves approved the following: rule-based currency
diversification of the CBN's external reserves; processing of applications of five (5)
additional Asset Managers; review of special guidelines for deposit placement with
offshore branches/subsidiaries of Nigerian banks; and the framework for the allocation of
fundsto Asset Managers and their annual performance review criteria.
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The CBN also signed futures clearing agreements with Merrill Lynch, Pierce, and Fenner &
Smith Incorporation and commenced the implementation of the portfolio management
systemin June 2009 to enhance the automation of reserve management operations.

Due diligence visits were paid to some Asset Managers and offshore
branches/subsidiaries of Nigerian banks to establish the safety of funds invested, while
visits fo the Global Custodians were undertaken to review portfolio investments.

2.4  SURVEILLANCE REPORT ON THE ACTIVITIES OF FINANCIAL INSTITUTIONS

2.4.1 Banking Supervision

The CBN intensified its supervisory and surveillance activifiesia the banking sectoré 12009
by adopting, among other measures, regular apprd g =and review of banks Ceriodic
returns, spot checks, monitoring and spegai
investigations and adoption of risk-based supepssivn
(RBS). Considerable progress was made, i the
development of the RBS framework. In thHixidegard,
the aspects of the project completedsnc uaid Risk-
based and Consolidated Supervision < xameworks.
Ofthers included Risk Assessment Simmary (RAG); Kisk
Matrix; Supervisory Guides; S€@erviory Frame york
Discussion Series; Interveniian' (watch-lisi,, keport;
Supervisory Plan; Assessniants Criteria \ar & Sectién
Notes to provide confme 'on guidancetand ensuia
consistency of warkiia paper documentattn, The
Bank also commena=sd the development otiareliminary risk profiling of all DMBs, using the
newly develope 2iisk-based supervisormathodology and techniques. In this regard, risk-
based, on-site examinations were candticted on two banks on a pilot basis.

The CBN intensifigmiyifedpervisory
and surveillancéyagiivities in the
banking s@ct@r in 2009 by
adoptingfdm®g other measures,
regulgr Agaisal and review of
bank@g®eriodic returns, spot
ghecksy monitoring and special
N¢estigations and adoption of risk-
Based supervision (RBS).

Due to the improved surveillarice Cgiivities of the CBN, some credit facilities hitherto not
included in the e-FASY (redit Risk

Management System (CRME) database, pue to the improved surveillance activities
were capfured. Cdnimguently, the of the CBN, some credit facilities hitherto not
database had angutstcnding balance of jncluded in the e-FASS Credit Risk

N4.0 trillion, extefiued 10 63,451 borrowers in Management System (CRMS) database,
2009, compared wiin N3.1 trillion to 60,273 were qufured.

customersin the preceding year.
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Table 2.5: Borrowers from the Banking Sector

Description 2008 2009 Absolute Change = % Change
Total No. of Borrowers
60,273 63,451 3,178 53
No. of Borrowers with credits 26,327 27,942 1,615 6.1
No. of Credits/facilities 32,693 36,768 4,075 12.5
Total outstanding balance (N'000) = 3,110,905,923 = 4,037,669,952 926,764,029 29.8

Derived from the CRMS

In January 2009, the CBN deployed resident examifiel s to the DMBs to moniar and
supervise their activities on a daily basis and rggorato the Bank. Speaificany, the
programme placed emphasis on the evaluation Wf th 2 banks' risk managiament system
and conftrols, as opposed to performing trari o tion testing and assel viiudiion under
conventional examinations. This was desighetd 1¢ enhance hands-a= kaaivledge of the
banks' operations and the complexity gt imensisk profile, as well as | xrov de real-fime and
confinuous evaluation of their operatior,

As part of efforts towards the gttaiigfient ofitha, g verall objeLtive of making Nigeria an
international financial centrg. G fexposure itk of the framework for the regulation and
supervision of Non-Interesi2anis in Nige G circicizcito stakeholders in March 2009.

To promote a safey.cad sound financialdzystem, the Bank issued a number of
circulars/guidelineZ o vie DMBs, as showninGable2.6.

Table 2.6: Circu s wnd Guidelines to DMBs in 2009
¢ Revised CBN Anfi-MoreyiLaundering/Combating Financing of Terrorism
(AML/CFT) Draft Many¢i¢2029
Report on Classified Fucilities
Terrorist Individu{ ssand Organisations
Publication gt Un-\udited Accounts of Banks as at September 30, 2009
Publicatigmof litterest Rates
Alert on CSur terfeit CFA Notesin Circulation
Restriction on Democratic People's Republic of Korea (North Korea)
Government Agencies and Front Companies forInvolvement in lllicit Activities
Daily Returns onInter-Bank Placements and Takings
Daily Returns Template
¢ Suspension of BAsand CPs as off Balance-Sheet ltems

* & & o oo o

* o
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¢  Non-Compliance of Securities Companies of Banks in Nigeria With the Stamp

Duties Act 2004

Revised Guideline forRepo Transactions and CBN Inter-Bank Guarantee

Preparation of Financial Statements as at June 30, 2009

Guarantee for Inter-Bank Placement and Placements with Banks by Pension

Fund Administrators

Lending to All Tiers of Government and Their Agencies

Submission of Details of Total Exposure to Companies in the Energy Sector

Common Accounting Year End for Banks and Discount Houses

Submission of Schedule of Commercial Papers (CPs)lind Bankers Acceptances

(BAs)

¢ Submission on Details of Exposures, Including® < samnercial Papers (CRsl and
Bankers Acceptances (BAs) to Transnationg’ Cciouration (Transcorp) dadirgin
Nigeria Limited

¢+ Sanctions for the Violation of the Degisicii on Maximum Deposit Rat», Lending
Rate and Other Charges

¢ Reminder to Address Anfi-MOn v “Laundering/Combatinas Financing of
Terrorism Issues

¢+ Reforms of the Bureaux-DeiChange (B7:Cs; Segmen' &5the Foreign Exchange
Market

¢+ Draft Framework for 142 | egulation ana Supervision of Non-Interest Banking in
Nigeria

¢ Liquidity and CUui# hAdequacy Rutio Campataiion

* & o

* & o o

BOX 2: BANKING < .T1 ). REFORMS IN NIGERIA IN 2009

The global financial crisis ¢ 27 urred on account of the concentration of the credit
portfolio of financial ins: ‘utic =5 on overvalued sub-prime mortgage-related assefs,
built up fill 2006. By mid-20C”, most of the assets had suffered default. The impact of
the crisis was imm2di »'eiy felt in North America and Europe, particularly, in the form
of a drastic redudtion in available credit and the resultant slump in aggregate
demand. Th > = =is was felf in Nigeria through lower oil prices, a decline in capital
inflow, pressurc on foreign reserves, and a sharp decline in the performance of the
stock market. However, the effect of the global financial crisis on Nigerian banks was
minimal, mainly because the banking system was not fully integrated into the
International Financial System. Notwithstanding, the impact of the meltdown was
felt by Nigerian banks that were significantly exposed to the capital market, the oil
and gas sector and through the drying up of foreign credit lines. This development
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and the resultant illiquidity experienced by the sector compelled the CBN to

intensify reformsin the Nigerian banking system.

The reform measures deployed by the CBN to address the illiquidity in the banking

sectorincluded the following:

. Reduction in Monetary Policy Rate (MPR) from 10.25% to 9.75%, 8% and
furtherto 6%, with aninterest rate corridor of £ 200 basis points for the
Bank's standing facility;

. Reduction in Cash Reserve Ratio from 2.0% to 1.0% and Liquidity Ratio from
30% to 25%;

. Directive to banks torestructure margin loans;

. Suspension of liquidity mop-up;

. Greater emphasis on enforcement of tkc CBi« Code of Corpcrate
Governance for banksin Nigeria;

. Deployment of Resident Examiners to bc nks;

. Review of the Contingency Plan for £ys =ri.c Distress in Banks; o=~

. Interventionin the infer-bank mar'.et 1. rough guaranteeing oi fran actions.

Despite the measures, the challe ‘o =~ ot illiquidity persiste . 1.7 situation was

reinforced by the poor asset quality ¢ some banks, which € nxae adered concerns
about the systemic risk arising frc m tr.eirove. relic nce ontt 2 22 of the EDW. In order
to address these issues, the « L 'aecided tc ascertair. the ti ye state of the health of
the banks as a first step. Cori equertly, ¢ special ex” mination to review, evaluate
and determine the g ai.v..f the bar = portfolic s, C rporate governance issues, as
well as their risk mc & 2ment framewvork vas jc...iiy undertaken by CBN/NDIC in
June 2009.

The exercise .evealed various infracticns including: substantial non-performing
loans; poor corporate governans e, veknesses in capital adequacy; andilliquidity
in the system. Consequently; 2 UBN appointed new MDs/CEOs and Executive
Directors for eight (8) of ine 1>n (10) weak banks and tasked them with the
responsibility of confinuing e businesses of the banks as going concerns.
Furthermore, the CBN inje« ted a total of N620.0 billion into the affected banksin the
form of Tier Il Capitc'. .2 liquidity injection was structured as a 7-year convertible
long-term loan: i.hitiai 7 at 11.0 per cent interest rate, but later reduced to 8.0 per
cent in Dec .inher 2009, callable on the 5™ anniversary of the loans. The Boards of
two (2) of the b unks were directed to recapitalize by June 30, 2010 as they were
adjudged to have insufficient capital for their levels of operation.

While the measures have had salutary effects in the form of restoring confidence in

the banking sector and reducing interest rate, the dearth of credit to the real sector
of the economy persisted.
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2.4.2 Prudential Examinations

Available data revealed that eleven (11) banks failed to meet the statutory minimum
Capital Adequacy Ratio (CAR) of 10.0 per cent at end-December 2009, compared with
two (2) at end-December 2008. The development was aftributed to the additional
provisioning that most banks were required to make, following the findings of the special
examination jointly conducted by the CBN/NDIC. Similarly, three (3) banks defaulted on
the prescribed minimum liquidity ratio (LR) of 25.0 per cent at end-December 2009,
compared with two (2) banks that had breached the prescribed minimum LR of 30.0 per
centatend-December, 2008. The defaulting banks were penalized accordingly.

Prudential examinations conducted on some of the Othar Financial Institutions (OFIs)
revealed that forty-three (43) out of the ninety-nine (99, Wrimary Mortgage Insti*Ctions
(PMIs) in operation met the prescribed minimum liquidity ritio of 20.0 per cent, whiiz thity-
seven (37) satisfied the required minimum CAR @102 per cent. The exegcii= icrther
showed that some of the PMIs were engaged.intore gn exchange transiicticns. These
were appropriately penalized, while others we =4 enalized for false repgimiig, wate and/or
non-rendifion of statutory returns and audité:daaceounts. Other majorssegyila ory concerns
included the pervasive low level of caiofaizition and investmer..in! he core area of
mortgage assets creation and the dearii oriong-term fundsin ti e sub-sector.

243 Compliance with the Praxisiciss of the'Cede of Corpor “e Governance for Banks in
Nigeria

The CBN contfinued to moiitor sompliai Coamwith thefiuiavisions of the “Code of Corporate
Govirnance “or/3anks in Nigeria” in 2009. The
exercise £ long with the outcome of the special
examinatiori> revealed that the problems of the
barksincigded excessive risk taking and ineffective
rissdnanagement. Others were weak internal control
Jecnanisms, undue concentration on short-term
guins, lack of capacity on the part of the Board and
Management to run the banks, conflict of interest,
and excessive executive Corppensation.

The outcome @aRe® special
examinations gaxe®ed that the
problems of th@#otnks included
excessive risk taking and
ineffective risk management.

In order to address i e sk oricomings, the CBN replaced the CEOs and EDs of eight (8) out
of the ten (1Q™affested banks. The reconstituted boards were tasked with the
responsibility of Con'inuing the businesses of the banks as going concerns and to strictly
complying with the provisions of the Code of Corporate Governance, particularly
regarding zero-tolerance on false reporting. The Boards of the remaining two (2) affected
banks were directed to re-capitalize by June 30, 2010.

2.44 Financial Crime Surveillance/Money Laundering
The CBN intensified its activities on Anti-Money Laundering/Combating Financing of
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Terrorism (AML/CFT). Considerable progress was made towards the development of the
AML\CFT Compliance Regulation 2010 and the Money Laundering Examination
Procedure\Methodology Guidelines Note to ensure that financial institutions comply with
AML\CFT legislations. Also, the creation of a dedicated unit in the Bank to be solely
responsible for handling AML\CFTissues progressed.

2.4.5 TheSpecial/Target Examination

Following the liquidity problem in the banking industry precipitated by the global financial
crisis, a special examination was conducted on the

DMBs to ascertain, among others, their exposure to

the capital market in the form of margin trading The gxercise revealed varous

loans, oil and gas sector, mortgages and consumer
credits, as well as the level of performing and non-
performing loans to all sectors. The exercise revealgt
various infractions, including substantial s0w
performing loans, poor corporate govermarie,
weaknesses in capital adequacy, and illi¢dity. In
order to strengthen the industry, protelt degositors
and creditors, and restore public coni.dence, the

CBN replaced the Chigef Execuliivie
Officers/Executive Directors ofthe Wight (8barks
identified as the source ¢ fiz instabiliig i the

industry. Furthermore, thet3ar « injecte 2w fotal &1
8620.0 billion in the fapa,f Tier Il capitc)into thesy
banks. The liquidity ifiacCtion was structureddCya 7-
year convertible long-term loan, initially at \1.0 per
cent interest rai 2+ Cut later reduced tof3.Ciner cent
in Decemlber 2007, callable on the 5thadinirersary of

infrf@cWgns, including subg&atial
tof-berforming loans\por
gy porate goveyeNgirce,
Weaknesses in capif§, allequacy,
and illiquidity. In of0EnOSirengthen
the industry, gmr&éaft deposifors
and creditor.apd restore public
confidene, the CBN replaced the
Chief @mgc®ive Officers/Executive
Direct&§ of the eight (8) banks
doptified as the source of the
WaNability in the industry.
Burthermore, the Bank injected a
total of N620.0 billion in the form of
Tierll capitalinto these banks.

the loan. By end-December 20Q2, vz of the affected banks had fully repaid its loan

amounting to 830.0 billion.

2.4.6 BankingSectorSounciess

An assessment of the hix¢is of the banking sector, using CAMEL parameters, indicated

that no bank was rdiad 4. However, one (1) bank was rated B, eleven (11) C, three (3) D,
while nine (9) weirerated E, compared with zero (0), three (3), eighteen (18), two (2) and
one (1), respectively, in 2008. The assessment indicated that twelve (12) banks did not

exhibit serious weakness that necessitated supervisory concerns. However, twelve (12)
banks, as against three (3) in the preceding year, manifested debilitating conditions that
required supervisory aftention.

The computed average CAR of the banks indicated that eleven (11) did not meet the
stipulated minimum ratio of 10.0 per cent, compared with two (2) as at end-December
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2008. The asset quality of the banks, as measured by the ratio of non-performing loans to
industry total, deteriorated as it increased from 6.3 per cent in 2008 to 32.8 per cent. This
ratio was above the industry threshold of 20.0 per cent maximum prescribed in the
Contingency Plan for Systemic Distress. The development was attfributed to the CBN
requirement that banks make full provisions for all non-performing, off-balance sheet
engagements under the new supervisory regime. The average industry liquidity ratio of
35.3 per cent was above the 25.0 per cent minimum requirement. Three (3) banks,
however, failed to meet the stipulated ratio, as against two (2) in the preceding year.

Table 2.7 Rating of Banks Using “CAMEL” Parameters in 2009

Nz er
Rati

ating 2008 2009
A ) 0
B 3 1
c 18 i
D 2 3
E 1 9

St 2% 2

Figure 2.13: Banks' Non-Reiiérming Loans (per cent of Total Credit)

40 XY 328
18.1
20
! 8.8 8.3 6.3
20 )5 2006 2007 2008 2009

2.4.7 Examination of Other Financial Institutions

The CBN conducted on-site examinations on nine hundred and ninety-five (995) other
financial institutions (OFls). The exercise included the maiden/post-conversion
examination of four hundred (400) Microfinance Banks (MFBs); the monitoring/target
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examinations of two hundred and sixty-two (262) MFBs; and routine examinations of
eighty-four (84) Finance Companies (FCs) and five (5) Development Finance Institutions
(DFls). The Bank also carried out spot checks on two hundred and forty-four (244) Bureaux-
de-Change (BDCs). In addition, pre-licensing inspections and capital verification
exercises were carried out on two hundred and ninety-eight (298) newly licensed OFIs.

On-site examination of the MFBs was conducted to ascertain the extent of compliance
with the terms of their business plans as well as with the extant rules and regulations. The
exercise revealed that on average, the instfitutions were well capitalized above the
prescribed minimum level of 820.0 million. They were, however, characterised by poor
asset quality and weak corporate governance. In gaddition, monitoring/target
examination of the MFBs was carried out in response to the ilentified problems as s art of
the ongoing sanitization of the financial sector. The exsi(Clse revealed a number Gisevare
violations of the prescribed minimum prudentigigyreauirements and sexe i other
infractions. Appropriate holding actions, including'xn ¢ ggressive debtrecciery drive and
the suspension of further lending or acquisitor’ of fixed assets/capitarproects were
imposed on the affected institutions. Also Jipprcpriate mechanismssoiislase monitoring
as well as other support measures werZoUidin place to preventhre ats to the overall
soundness and safety of the sub-sector.

Underthe collaborative arrangamentoetweinihe CBN and' “DIC for on-site examination
of OFls, sixty-one (61) PMis I4ve beer & xmined between 2007 and 2009. The
examinations revealed, afaonyg others, righonly tweiiv-lve (25) had an adjusted capital
that met the prescribed.ninairnum capita: of 8100.0%xillic n. Regular prudential returns were
received from sevenissis(76) PMIs, compares: with eighty (80) in 2008. The exercise further
showed that some i e PMIs were engage inareign exchange transactions, contrary
to their primary, andate of promoting aocsing finance/mortgage banking. Overall,
twenty (20) PMIstvere penalized for [Ct4 and non-rendition of returns, audited accounts
and otherinfractions.

Routine examinations condwc=dson the FCs indicated that fifty-five (55) were actively
involved in finance compaiy business, sixteen (16) were undergoing restructuring, while
thirteen (13) were inac! v, which brought the number of inactive FCs to thirty-nine (39).
The exercise furthal rev :aled a generally low tempo of activities in the sub-sector,
following the exp@sure wf most of the companies to the froubled capital market.

Aroutine examination was carried out on the five (5) DFIs, namely the Nigerian Agricultural
Co-operative and Rural Development Bank (NACRDB), the Federal Mortgage Bank of
Nigeria (FMBN), the Bank of Industry (BOI), the Nigerian Export-Import Bank (NEXIM), and
the Urban Development Bank of Nigeria (UDBN). The exercise revealed, among others, a
high level of deterioration in asset quality. Some of the institutions also had negative
shareholders' funds, which diluted the overall financial performance of the DFls. There
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was, however, an improvement in corporate governance, following the reconstitution of
the Board of each of the institutions. Furthermore, two meetings were convened by the
CBN and the World Bank to review the weak performance of the NACRDB and reposition it
forbetter performance.

Spot checks conducted on two hundred and forty-four (244) selected BDCs revealed that
most of the institutions breached the existing guidelines, particularly in the areas of mark-
up margins, record-keeping and the utilization of foreign exchange allocations.
Appropriate sanctions were imposed on the erring institutions.

25 DEVELOPMENTAL FUNCTIONS OF THE CBN

2.5.1 The Agricultural Credit Guarantee Scheme Funs (# CGSF)

The CBN guaranteed a total of 53,639 loans valuea® 2, 25 billion in 2009, thergbyoriiging
the cumulative loans from the inception of the Sciiem 2 in 1978 to 647,3514%«aluhd §34.41
billion.

Analysis of loans guaranteed by states ghiowag that Katsina state hd d th = highest volume
with 7,720loans (14.3 per cent), valued ~. 6/ billion (9.98 per cer 1), fallowed by Delta state
with 6,845 loans (12.76 per cent), yalued &1.015man (12.05 g CO¥iT). Sokoto state came
third with 5,281 loans (9.85 pemaserifvalue@ a3/ billion (474 per cent) of the total. A
breakdown of the guarant@ea 'oans by L% showd:dshat nine DMBs granted 41,358
loans valued 87.17 billion, “yhile )70 micrciniance befinhgmnted 12,281 loans valued 81.18
billion.

A sub-sectoral anaisis of the loans guaranteisd idicated that food crops got the highest
volume of 44,677 2ains valued 85.52 bilkor 1onowed by livestock with 3,789 loans valued
®&1.73 billion, andtisheries with 9,612 loCedvalued ®1.51 billion. Cash crops had 16,693 loans
valued 80.82 billion, while mixed fari<iag and 'others' had 95 and 539 loans valued N0.01
billion and ®0.09 billion, respectively

The volume and value of recgveredloansin 2009 stood at 34,300 loans valued ¥3.81 billion,
thus bringing the cumui e volume and value of fully repaid loans since the inception of
the Scheme o 4424 26 ¢ nd &18.20 billion, respectively. Analysis on a state basis showed
that Zamfara stgie hadthe highest volume of repaid loans with 9,470 loans (7.71 per cent)
and 8759.88 milnon/19.92 per cent). Kwara state came second and Katsina state third
with 2,763 (14.01 per cent) and 2,730 loans (9.16 per cent) valued §252.01 million (6.61 per
cent) and 8176.42 (4.62 per cent), respectively. In terms of claims settlement, 38 claims
valued 814.23 million were settled, compared with 44 claims valued at 82.0 million in 2008.
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Table 2.8: Distribution of Loans under the ACGSF by Volume and Value of Loans in 2009

Category Volume Value in N’ million
N5,000 and below 28 0.14
N5,001- M20,000 5,707 90.41
N20,001 - N50,000 16,674 686.42
N50,001 - N100,000 11,823 983.54
N100,001 and above 19,407 6,589.00
Total 53,639 8,349.51

2.5.2 TheTrust Fund Model (TFM)

The Bank signed eight (8) MoUs under the TFM in 2029, L inging the total numbe: & AoUs
signed under the model as at December 2009 to fifi\/-fiy 2 (55). The total sumpledged as at
December 2009 was®5.51 billion from&5.507 bilioli.

Table 2.9: Funds Placement under<as fm:st Fund Model (TFM)<iid-ceCember, 2009

SINo Type of Stakeholder An.unt (N) Number Remarks
1 Multinationals/Oil Ne i «\tihations! N5 million less due to
Companies Feroilion \ suspension of MISCAD
. ] . 17 Statez"1r 9Gi5/3 Govt.
2 SGs/LGAs/Ministries 2.429 billiol Ministrie.
3 Federal Govt. Agerivies ~ N2.000 billion  1./7=deral Govt. Agency
3 Individuals/Ci camiztions  N0.634 billion 443 Inciiduals/Organisations
TOTA.. N5.507 billiGn 95 Stake Holders N5 million less due fo

suspension of MISCAD

2.5.3 Operations ofthe Agriculturc’Credit Support Scheme (ACSS)

A total of 8356.9 million worfappreved for payment by the Bank under the Scheme as 6.0
per cent rebate in respect 520 agricultural projects to deposit money banks in 2009.
Cumulatively, the numb e &f applications received as at end-December 2009 was 190,
valued at 836.5 Bliga ¢nd the number of applications approved by banks was 147,
valued atN27.6/L1lian.

2.5.4 The Commercial Agriculture CreditScheme (CACS)

During the yearunderreview, the Central Bank of Nigeria, in collaboration with the Federal
Ministry of Agriculture and Water Resources (FMA&WR), established the Commercial
Agriculture Credit Scheme (CACS) to promote commercial agricultural enterprises in
Nigeria. The Scheme is funded through the issuance of 8200 Billion FGN Bond floated by
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the Debt Management Office (DMO). The Scheme was phased into two 1st and 2nd
franches of 8100 billion each. The CBN signed an agreement with two participating banks
UBA PLC and FBN PLC under the first tranche and all twenty-four commercial banks in the
country are to parficipate in the administration of the 2nd tfranche, from January 2010.

Under the first tranche, a total of 311 applications amounting to N287.73 billion were
submitted by project promoters for consideration, out of which 166 valued £150.0 billion
qualified for “No Objection” notes. The two participating banks (PBs) approved and
disbursed funds to 54 projects amounting to 843.332 billion.

Table 2.10: Performance of the Agricultural Credit Supyort Scheme (ACSS)

Performance
Jan-Decemter, 2.9 2006 — Decem. a1, 2009
Parameter
No «alu? . (N) No alug . (N

million million
Application Received by banks ”, 167.0 190 36,458.8
Approval by banks 5 147.5 4/ 27,558.3
Prqject §ubmitted to CBN for 5 1475 103 20,2533
verification
Project verified 147/, 101 18,893.3
Disbursement by banks 5 147.5 101 17,327.3
Approval for 6% .. -es.rebate Vis 356.9 49 656.45

Table 2.11: Performance/4f tho,Lommercial Agriculture Credit Scheme (CACS)

Banks Amount ” aoun. % of Disbursed  Number of Un-disbursed % of Un-
Allocated to Dis. ‘irsed by Funds to the Projects Funds (N'b) disbursed
Banks Under Banks (N'b) CACS Funds Funds to the
the 1st Tra- che Allocated to Funds
Banks Released
UBAPIlc 75 38.62 63.62 43 36.38 48.5
FBN Plc 0 7.712 18.5 11 20.38 81.15
TOTAL o 43.332 43.33 54 56.668 56.67
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The balance undisbursed fund under the 1% franche was withdrawn from the two banks
and pooled, to be accessed by the twenty-four banks under the 2™ tranche.

2.5.5 Capacity Building for Microfinance Clients/Institutions

The three (3) Entrepreneurship Development Centres (EDCs) established by the CBN
continued their activities in 2009. Overall, 40,435 graduates have been produced,
including, 20,079 women. In all, 1,734 jobs have been created since the inception of the
programme. Furthermore, three hundred and seventy-five (375) trainees, representing
2.38 per cent of the total trained succeeded in obtaining loans valued 8107.99 million from
banks and microfinance institutions to start their businesses. Major challenges faced by
the centresincluded lack of microcreditloans for business start-ups or expansion, as well as
management crises.

The Bank also conducted a one-day capacifyabiilding programme £oisiaif of
Microfinance Institutions (MFls) in each of the six.acopy litical zones of the caunisy In June
2009. Four hundred and thirty-five (435) particii a:its benefited from the £riCit."ine Bank, in
collaboration with the Nigeria Deposit Insit astcerCorporation (NDIG ciasinized a train-
the-trainers course during November/Docagiber 2009 as a coro, cd mponent of the
Microfinance Certification Programmeidesigned to certify plz-selected microfinance
fraining service providers. Beneficiaries inclugcyone hungi=aa™@nd eighty-eight (188)
consultants drawn from fifty (504instiiydions.

2.5.6 The Smalland Mea.ym i nrerprise s oty Invésiment Scheme (SMEEIS)

Following the decisionsto make particigc ation uncer thie SMEEIS optional for banks, the
balance of the totalfirids set aside by the kL aks under the scheme remained at 842.02
billion, the same asiaJuine 2008, while the toral vaiwe of SMEEIS investments stood at&28.20
billion (67.1 per e of the funds set aside) 12,0006 projects.

Figupe W Performance of SMEEIS
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In accordance with the shift in focus from SMEEIS by the Bankers' Committee, the balance
in the SMEEIS Fund Account was transferred as seed fund to kick-start the Micro Credit
Fund (MCEF) initiative.

Figure 2.15: Sectoral Distribution of SMEEIS Investments by Banks as at
end-December 2009
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CHAPTER 3

3.0 THE GLOBAL ECONOMY

n the second half of 2009, the global economy began a gradual recovery from the
jeconomic recession that started in 2007/2008, though at different speeds in

various regions. Notwithstanding, world output was projected to have declined by
0.8 per centin 2009, in contrast to the 3.0 per cent increase in 2008, as a result of the poor
performance of most economies. Although the combined effects of the monetary and
fiscalinterventions adopted by the authorities helped fo increase confidence, challenges
of unemployment and uncertainty of full recovery persisted. Global inflation moderated,
while commodity prices rose modestly when compare ith historical trends.
frade was depressed in 2009, while the international fi iaNnarkets experienc
instability. A major concern of most centfral banks re @how fo exit from t

‘

packages without destabilizing the financial ma nd/or truncatin

process. Q O

3.1 OUTPUT AND GROWTH
Global output declined by 0.8 percen

2008. The development was cn’r’rri%u’red t

,in contrast to angihcr of 3.0 percentin

in economi iitiesin the advanced
economies, Centraland Eastern E nweo’l-’r%dependentsm’res (CIS)
and the Western Hemis e%un’rr’ ose

output declined by 3.2, % and ce
respectively. The decli moder

increase of 1.9, 6.5 .2 per cent recor
Africa, Developi ia and the Mi
respectively. fraction in worl omic

activity was occi sioned by low dom andin the advanced economies as well as
weak exports of emerging and Ing economies. By the second half of 2009,

bal output declined by 0.8 per
ent in 2009, in contrast to an
increase of 3.0 percentin 2008.

however, global production b cover owing

to the extraordinary s measures by . .
governments across th okE. These measures The conf.rocf:on. :.n world
included cuts in policy esirates by central banks economic activity was

occasioned by low domestic
demand in the advanced
economies as well as weak
exports of emerging and
developing economies.

in order to inject
adoption of u

guaity info the system, the
ional measures fo sustain
credit flows in economy, fthe infroduction of
several fiscal stimuius packages and guarantees, as
well as capital injections. The effects of these
combined actions helped toreduce uncertainty and
increase confidence in the financial markets, thus, fostering improvements in the global
economy.
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The US economy was projected to have declined by 2.5 per cent, in contrast fo a marginall
growth of 0.4 per cent in 2008, following the sharp fall in credit to the private sector,
especially households, and weakened domestic demand since the beginning of 2008.
The US Treasury intervened through a number of measures which included fiscal and
financial stimulus packages to inject new funds, the Trouble Asset Relief Programme
(TARP) and aninitiative to purchase US$1.25 trillion agency-backed securities. In addition,
the Federal Reserve maintained the Federal funds target rate within arange of 0-0.25 per
cent,inorderto stimulate credit expansionin the economy.

Similarly, Japan experienced a substantial decline in output growth which contracted by
5.3 percentin 2009, compared with afallof 1.2 percentin 2008. The deceleration was due
to the decline in its manufactured exports, particularly agiCobiles, and weak dori sstic
demand.

In the Euro area, weak domestic demand and.c zclit.e in the demand f&r thi» region's
exports caused output to decrease by 3.9 pel cs nt, as against the 0.6 fserzerit increase
realized in 2008. The concerted efforts of nathithe fiscal and moaeiany authorities to
promote growth in the region, includ@iy wdal and financial stivaulds packages, the
purchase of toxic assets and the mairii=nance of low interesi ratas to enhance credit
expansion failed to engender the desired growii.

Output in the Western Hemigoh afe contrac (& oy 2.3¢epcent, down from an expansion
of 4.2 per cent in 2008. Tits wus attribl diale™to thaSadie fall in domestic demand and
exports, occasioned v the fighter ex ernal finkincihg conditions and lower worker
remittances in most Gouatries. The decline in g/ onomic activities, however, varied across
the region and greiy depended on the natureiand intensity of the external shocks and
counftry-specific, «maracteristics.  In resgarise;, a number of economies in the region
adopted policy ineasures to mitigate thic efrects of the shocks. Such measures included
the implementation of counter-cyclis @l riionetary and fiscal policies, making the financiall
sectormore resilient, and usingihe axchange rate as ashock absorber.

Economic performance irfi Cantral and Eastern Europe was also weak as output fell by 4.3
per centin 2009, in cori &t o an increase of 3.1 per cent in 2008. All the countries in the
region, with the exs(=ptic.n of Poland which reported an output growth of 1.0 per cent,
recorded negatine grawth rates. The slowdown was largely traced to the decline in cross-
border funding 'Gid a weak private sector, especially household demand, following the
globaleconomic recession.

Developing Asia maintained ifs positive growth path, but at alowerrate, as output rose by
6.2 percentin 2009, compared with 7.9 per centin 2008. The growthin output waslinked to
the aggressive expansionary fiscal and monetary policies adopted by most countries
within the region; a rebound in financial markets and capital inflows, which eased
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financing constraints for smaller export enterprises, and improved consumer and business
confidence; and a positive impulse for industry, following large inventory adjustments.
Tension in the financial markets eased and the decline in domestic demand moderated,
while sfrong demand was experienced, especially in China and India.

Outputin the countries of the Commonwealth of Independent States (CIS) confracted by
7.5 per cent in 2009, in sharp contrast to the expansion of 5.5 per cent in 2008. The
development owed much to the severe negative impact of the global recession. For
instance, the Russian economy declined sharply by 9.0 per cent in 2009, as against the 5.6
per centincrease in 2008. With the pervading dependence on Russia for remittances and
export earnings, many countriesin the region withessed depfessed domestic demand.

In Africa, output growth was modest at 1.9 per centin£)0 ., compared with 5.2 periseniin
2008. The significant slowdown resulted from wealfaaorinnd and depressedéscmamodity
prices, as well as the effects of the global melidavin
on its financial markets. The impact of the alébal
recession was initially felt through South Afri =gl wiiose
economy is highly intfegrated with® ihewglobal
financial markets. Weak global tfrade, «aderpinned
by decline in financial flows, advarsely affect€d e
region's oil exporters (AlgerictwAngOla, LiCyasahd
Nigeria), manufacturing@extorters (ioirccco,
Tunisia), and other commcilitys exporter, atswangd.
The GDP growth ¢asil-exporting) countrias
decelerated from 5.Cnepcent in 2008 to 1.5 ffarcent
in 2009, with that orSouth Africa, the largesiiaconomy in the region, declining by 2.1 per
cent. Nigeria, hcw cver, recorded animresive output growth estimated at 6.9 per cent.

In Africa, oufft Myrowth was
modest at 9 per cent in 2009,
comparg® wae# 5.2 per cent in
2008. _ TrRFanificant slowdown
result§gPem weak demand and
glepresyed commodity prices, as
WEIl as the effects of the global
meltdown onits financial markets.

3.2 GLOBALINFLATION

Global consumer prices mogierawu for most part of 2009, as inflationary pressures
remained low, attributab!é "5 4ne weak global
demand. However, fnejCommonwealth of
Independent States (C S mnd Venezuela recorded
the highest inflatiofizate of 11.8 and 29.5 per cent,
respectively, tfrafeableto currency devaluation and
low remittances, kuge public spending and the
easing of monetary policy. Across the global
economy, the moderation in inflation was uneven,
with the inflationrate subdued more in China and the Middle East thanin otherregions.

Across the global economy, the
moderation in inflation was
uneven, with the inflation rate
subdued more in China and the
Middle East thanin otherregions.

In the advanced economies, headline inflation moderated to 0.1 per cent, from 3.4 per
centrecorded in 2008. The US headline inflation improved by 4.2 percentage points from
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3.8 per centin 2008 to negative 0.4 per cent in 2009. Similarly, Japan entered deflation as
its headline inflation fell from 1.4 per centin 2008 to negative 1.1 per cent. In the Euro areq,
headline inflation declined to 0.3 per cent from 3.3 per centin 2008. In the United Kingdom,
headline inflation also fell by 0.4 percentage point, to 1.5 per cent. The moderation in
inflation was facilitated by a number of factors which included central banks
implementing an unusually large policy rate cuts to combat the recession and intervening
in the credit and asset markets to ease the financial conditions.

For the Western Hemisphere economies, headline inflation declined to 6.1 per cent, from
7.9 per centin 2008. The moderation in inflationary pressure in the region was attributed to
the contfinued weakness in economic activity. Inflation, hawever, remained at double
digitin Venezuela (29.5 per cent) as aresult of huge public 2aending and a lax moxi2tary
policy. For the inflation-targeting countries (Brazil, C#iolnbia, Chile, Mexico, Pew, cnad
Uruguay) where inflation rose above their targetecwaige (2 - 5 per cent),Cicy vates
were raised as part of the efforts to subdue inflation

In the developing Asian economies, headneriniation declined to 29 LerdiZent, from 7.5
per cent in 2008, with all the countried™ m 2L region contributing, tol the decline. The
response to the moderation in inflatiorfvaried across the regon.q Extensive fiscal and
monetary support helped ease tansion in finoxiCial marketganaedrtened the decline in
domestic demand in China and “pdia. Canaldoanks prefided ample liquidity and
lowered policy ratesin Indiaglnc nesia, Ko =& Malays’y,Fhe Philippines, Taiwan Province
of China and Thailand. PGkistain, howe v, withess T8, Figher inflationary pressures as ifs
headline inflationratesasexfroim 12.0 per ¢ entin 200 1o/ un estimated 20.8 per cent.

Forthe CIS, headliriauration declined to 1152 peicent, from the 15.6 per centrecordedin
2008. Governmariwin the region were fac u'vwith the major challenge of striking the right
balance betwee n domestic and exteral stability. Consequently, policy measures, such
as currency devaluation and a fiahii sachetary policy stance, were adopted to contain
inflation.

In Africa, inflation also dedlirizd 10 an average of 9.0 per cent, from 10.3 per cent in 2008.
However, three econo.:ims. (Democratic Republic of Congo, Ethiopia, and Seychelles)
recorded inflationgates of more than 20.0 per cent. In confrast, a majority of the
economies belamgingito the CFA franc zone and the Maghreb region had estimated
inflation rates o1fiess ithan 5.0 per cent. To ease the inflationary pressures, central banks in
countries with high inflation rates pursued fight monetary policies, while those with low
inflation employed expansionary monetary policies to stimulate aggregate demand.

3.3 GLOBAL COMMODITY DEMAND AND PRICES

Globalcommodity demand and pricesrecovered modestly in 2009, despite the generally
high levels of inventories, but failed to reach the pre-crisis level. The recovery was
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aftributed to the buoyantrecovery in Asia and other emerging and developing countries,

as well as improvements in global financial
conditions. World oil output dropped by nearly 2.0
million barrels per day (mbd), falling from 86.3 mbdin
2008 to about 84.3 mbd. Global oil demand also
contracted in excess of 1.0 mbd between the fourth
quarter of 2008 and 2009. Oil demand by the
Organisation for Economic Cooperation and
Development (OECD) countries declined from 47.6
mbd in 2008 to 45.4 mbd, while the demand by non-
OECD countries rose marginally from 38.7 mbd in

2008 to 39.1 mbd. The decline in oil demand was .

driven by the low demand from the advanced

economies, particularly the United States and Jopoz
Qaﬁon of Petfroleum E@ Countries

to shore up pric
al oil prices mov
$$70.0 perbarrel

querage sa PricesQ\ecied Crudes
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3.4 WORLD TRADE

Aggregate global trade declined by 15.1 percentage points to negative 12.1 per cent,
from 2.8 per centin 2008. In the advanced countries, both exports and imports declined
by 12.1 per cent and 12.2 per cent, respectively. Similarly, export and import frade in
emerging and developing countries declined to negative 11.7 and negative 13.5 per
cent, respectively, in 2009, in contrast to the increase of 4.4 and 8.9 per cent in the
preceding year. The substantial decline in the volume of frade was attributed mainly to
the globaleconomic recession.

3.5 INTERNATIONAL FINANCIAL MARKETS

The Global financial markets recovered faster than expectad in 2009, after reaching their
froughs during the global economic and financial crise$. e recovery was spurrt d by
improved economic conditions and sustained pulztic/ nolicy support, which™aelged
restore confidence. For most of 2009, financial mark€iz vaare largely stable, exceniior the
slight volatility of prices in the capital market, «xpeienced in the foulth cuarter, a
consequence of the request by Dubai WE!d for a debt repaymgntafandstill and
announcements by credit rating agencisgof the sovereign ratiags affa number of
European countries. Equity prices rosa™ i ragst of Europe and fiie U3, although they
remained below the pre-crisis peak i.the UK. Despite the (bbsarved improvements,
financial stability remained fragilgin many of #icidevelopeshandsemerging economies,
especially those hard-hit by thesloLaiinancialiae idown.

3.5.1 Money Markets

The liquidity squeeze thaiaccompaniec, the glolal filiancial crisis led to increased risk-
aversion and uncertdiniy;, thus affecting the Bt cing of risk throughout the global financial
system. This resulteciirivicreased interest rai. spreads on riskier assets, such as corporate
bonds, in somy ~Zeveloping and dereicued countries. The spreads in developing
countries remaitied high, as the bl rates declined, in response to the easing of
monetary policy in the advansedisconomies. Despite near zero interest rates in
advanced countries, the costfof Gredit in developing countries increased and in some
cases doubled, leaving pgarenfialieffects on debt sustainability and the profitability of
future investments. AlthoGgiamost banks were less reliant on central bank facilities and
guarantees, the need t 1@kwild their capitalremained a major challenge.

3.5.2 Capital Mdrkei.

Increased risk aversion, a re-assessment of growth prospects, and the need for firms and
investors in high-income countries to strengthen their
balance sheets, resulted in large scale repatriation of
capital from developing to advanced economies. As
a consequence, global stock markets lost between
50.0 and 60.0 per cent of their values in dollar tferms,
resulting in a massive loss of global wealth. Following

Global stock markets lost between
50.0 and 60.0 per cent of their
values in dollar terms, resulfing in a
massive loss of global wealth.

Chapter Three | The Global Economy



CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

improved expectations on the health of the international banking system (in the wake of
the G-20 London Summit and other measures undertaken by the U.S. Treasury) and the
enhanced confidence that the global economy might recover in the near term, stock
market valuations gradually regained lost ground in the later part 2009. By end-2009, all
major equity markets, which had recorded significant declines in their activities by mid-
March, rebounded, with corporate bond issuance reaching record high levels by end-
December 2009. Although the equity market rebounded, the surge in corporate bond
issuance did not offset the reduction in bank net credit to the private sector, especially to
such vulnerable groups as small- and medium-size enterprises and household/consumer
units.

3.5.3 TheInternational Foreign Exchange Market

The global financial crisis led to the depreciation of #ie currencies of most devaloping
economies against the US dollar. The collapse in geimniadity prices also playec,arole in
the depreciation of the exchange rate in some detelo/ing and emerging &ouriries, such
as Argentina, Brazil, the Russian Federation, alwzll as some high-inconfe ¢ouintries, such
as Australia and Canada. In the aftermathéf fhe erisis, only a few curmsnigied appreciated
or remained stable against the US daiicy. Wse currencies included 1l ose of some oil-
exporting counftries that were pegged O e US dollar. Weake r egonomic conditions in
developed countries negatively @ffected horficiremittangas ad tourism, which were
important sources of foreignasxcadnge for wsny couniics in sub-Saharan Africa.
Responding to the high capital (dttiows, thi & renciel obcountries in sub-Saharan Africa
depreciated sharply agdiast ine US dcudmrecordigaGn average depreciation rate of
about 25.0 per centgQtiver countries il the woril a0 experienced varying levels of
depreciationin theirquniencies against the US«<ollar.

Figure .2 Annual PercentagyfChange in the Average Unit of Naira per
Foreign Currei oy {Appreciation/Depreciation)
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The naira weakened against major international currencies in the year under review. On
the average, it depreciated against the US dollar by 20.1 per cent, the British pound
sterling by 5.6 per cent, the euro by 15.8 per cent, the Swiss franc by 16.4 per cent, the
Japanese yen by 27.5 per cent, the CFA francs by 15.7 per cent, the SaudiRiyal by 20.1 per
centandthe WAUA by 18.1 percent.

3.5.4 Ceniral Bank Interest Rate Policies

Centralbanks across the globe continued with expansionary monetary policies for most of
2009. In particular, many central banks maintained low interest rates throughout the year,
as they reduced their policy rates to considerably low
levels. For example, tha policy rate was around,0.25

Centiral banks across the globe . { .
per centin CanadgsSwaden, and the UnitedGiutes,

continued with expansionary
monetary policies for most of and 1.0 per cent & Zuro area. In the SEaderal

2009. Reserve, the (3ar.x “of Canada and 1.e “Sieriges
Riksbank, afiprissivere made to frarsnit thie cuts in
short-ter’n i terest rate to longer miituri) es by explicit

committment to the maintainance of a nciCysf low interest ratesfntiliriere were clear
signs of recovery. Overall, the cuts in€afiixasi rates were genesgily wataller in emerging
economies, reflecting a combination otthigher.inflation and sti=ss/n the external sector
arising from large capital outflowgthat coul€lecd to a dppmciation of the domestic
currency exchangerate.

Following signs of recov@ry iasiumber ci«central Kanki\began to focus on exit strategies
from the intervention.ri =& ores that had charagterise&l the massive cuts ininterest ratesin
2008 and purt of 2009. For most of the central banks,
raisingenc'cy Interest rates did not necessarily require
thefunawinding of unconventional policies, as some
facondentional policies, including systemic liquidity
2051g measures, unwind naturally withimprovements
i the financial market conditions. Other measures
aimed at alleviating the impaired credit markets were
likely to remain until conditions in those markets
normalized. In general, for central banks in emerging
and developing “egonomies, maintaining their independence remained a key
prerequisite for [ariam stability in the long run.

Overall, the cOSIwinterest rafes
were generaply smaller in
emerging economies, reflecting g
combination of higher inflg#ory
and sfress in the external geNgog
arising from large capital SURQWS.
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3.6 THE IMPACT OF THE GLOBAL ECONOMIC AND FINANCIAL CRISES ON THE NIGERIAN
ECONOMY
The impact of the global financial crisis on the Nigerian economy was more evident in
2009 thanin 2008. The global economic and financial
The global economic and crises affected developments in the domestic
financial crises affected economy through falling commodity prices; reduced
developments in the domestic net capital inflows (in particular, foreign portfolio
economy through falling investment and remittances); and the drying up of
commodity prices; reduced net trade finance and international lines of credit. The
capital inflows (in particular, continued fallin oil prices, from a peak of US$147.0 per
foreign portfolio investment and barrel in July 2008 to absut US$70.0 per barrel in 2009
remittances); and the drying up of and the continued drGvasdown from the excessf rude
frade finance and international account, in the £nizist of declining oil resenues,
lines of credit. presented somgmagroeconomic challenges i 2009.
The reductianiin/inflows from crudQ, o exports,
weakening confidence, andlower retaapiralinflows,
alladded pressure on the naira exchange witerarid further deterred paw ay4stments.

BOX 3: The Impact of tii2 Global "(nacial Cr s.2.0on the Nigerian
Economy and tc 2olicy Re.ncnsesy th 2 Authorities

Introduction

The global finar=ic' ciisis had its origin in e United States sub-prime mortgage
crisis of 2007. L = first quarter of 200€. mc ~y financial institutions in the US had
fightened « ¢ it standards in view ©. 22 »riorating balance sheets. By the third
quarter of 1008, the increased si:o-Liime loans delinquency had not only
culminatedin the loss of confide - ~e i the US financial system, but also escalated
and spread like wildfire throc 7 complex and poorly misunderstood financial
linkages to the rest of the varld's financial centres. Consequently, many large US
corporations failed, wi.. . the uttendant contagion effects fransmitted all over the
globe, resulting in ¢ :tout decline, credit freeze, inventory pile-ups, job losses and
the ultimate Lai ‘ruptcy of many global financial institutions. For
developing/eme. aing economies, including primary-export African economies,
the inevitak '="cfect of output decline in the BRIC (Brazil, Russia India and China)
and the advdiiced countries resulted in persistent decline in commodity prices,
including oil prices, which fell precipitously in the face of declining demand and
an induced a significant drop in earnings. In addition, the global financial crisis
fraumatized the credit and equity markets, as it triggered substantial foreign
investments and portfolio outflows, owing to spontaneous global deleveraging
by investors.
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Effects of the Global Recession on the Nigerian economy

The effects of the global downturn on the Nigerian economy reflected its high
degree of dependence on the external sector. The crisis was strongly felt in the
external-related sectors and spilled over to other sectors of the economy. With a
mono-product economy that depends largely on the export of crude oil for the
bulk of government revenue, Nigeria became vulnerable to adverse
developments in the international oil market, particularly as oil demand and
prices became very volatile and nose-dived substantially. Specifically, the price of
Nigeria's premier crude (Bonny Light) dipped from USD147.0 per barrel in July 2008
to less than USD40.0 in December 2008, before rising ¢ gain to about USD70.0 in
December 2009. On an annual basis, the average pr.~e rose from $74.96 rc-
barrel in 2007 to $101.2 in 2008, but dipped to $62Z | i >2009. The export value ‘el
persistently, from 1.7 million barrels per day (mkuj .2 2207 to 1.5 mbd and® 4 mpd
in 2008 and 2009, respectively. Oil revenue axt, it d a similar frend at £5.3 i illion,
N4.56 ftrillion, 86.53 frillion and &3.19 tniica in 2006, 2007, 2003 <na 2009,
respectively. The negative develog nonts in the oil sector Zulri=uted in a
substantial decline in revenue to th.e fec cration which the ao err ment tfried o
address with a massive drawdowr. on the excess crudel revi nue account to
smooth public expenditures.

Still on the Nigerian extcrnc' sector, .2 y.obal fiorcial crisis resulted in loss of
external competitivericss, 1 2ductior 1= “aancic’ini'ovs especially, Foreign Direct
Investments (FDI) =nc nortfolio inves ments ¢ .in: estors scrambled to safety to
cushion the impc =t »f the downturn on ' 2ir home positions. In addition, inward
remittances plunrieted as countries i1 ooszd restrictions and as employment
opportunitie s + .. 3ped in the Diasporad, . =niuering jobless many Nigerians who had
hitherto rem tted money to the cconomy. The need to effect increased
divestment and repatriation af (i iaends, portfolio engagement and capital by
the foreign investors exace oa =C pressure on the foreign exchange market and
the large funding of the for " .gr'exchange demand led to a significant drawdown
on external reserves, wri.=h in turn affected the Balance of Payments position of
the country. Thus, tt = 2¥change rate of the naira depreciated widely from about
8117.00/US$ in 200, to N181.00/US$ at end-December 2008. The observed
depreciatiorof 1.2 naira was accentuated by the adverse terms of trade
occasionea wy r rice movementsin the international oil market.

Though the effect of the global recession threatened financial stability in the
advanced economies, the ramifications on Nigeria's financial system was limited,
owing to its minimal integration into the global financial landscape. In this regard,
the impact of the crisis on the financial sector was not pronounced until the third
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quarter of 2008 when the stock market was rattled and it registered a continuous
drop in its All-Share Index and volume of traded securities at the Nigerian Stock
Exchange, with the market capitalization plunging from #13.3 trillion in 2007 to
9.5 trillion in 2008 and further to#7.0 trillion by end-2009.

The banking sector also recorded a significant assets decline of about 39.8 per
cent as the crisis that had engulfed the capital market led to higher loss
provisioning by banks, much lower profits and a slump in lending to the private
sector. The banking sub-sector also registered a decline in frade/credit lines from
foreign banks, as more credits were recalled or cance . 2d in the heat of the cris’,
within their own domestic economies. This develop: . nt significantly constrained
the ability of the domestic banks to extend cre it 10 the real sector ¢ ** »
economy, while the interest rate spreadsincre 1sec further.

15 — — —— 70000
- 60000
10 A . - 50000 _
X - 40000 .2
K - 30000 =
ST B SR B — N | 20000 <
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The global economic meltdov: . v k'Ch persisted until 2009, caused significant
declines in real output grow. ¥ sume sectors and the general economy. The
total industrial productic’ iidex fell from 119.4 in 2007 to 117.8 in 2008, but
recovered modestly in ’00y <s the economy toed the line of recovery. The GDP
growth rate declined fror. 6.5 per cent in 2007 to 6.0 per cent at the onset of the
crisis in 2008, butsosy 0 0.7 per centin 2009. The adverse effect of the global crisis
on the GDP rem rined noticeable in the areas of agriculture, industry and the
wholesale ¢ 1k =ctors. However, the building and construction sub-sector was
not adversely sifected as it grew marginally during the period under review. The
level of liquidity available for the real sector activities was hindered by the global
financial crisis. Thus, domestic credit (net) to the economy grew by 59.0 per cent
at end-December 2009, which was below the target of 66.0 per cent and the
growth of 84.2 per centrecorded in 2008.
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Although global aggregate prices were depressed during the crisis, the large
depreciation of the naira exchange rate, vis-a-vis the US dollar, contributed to
the hike in the cost of imports, increase in the cost of production and loss of
competitiveness by Nigerian industries. Consequently, the export market was
depressed as some manufacturing companies and multinationals relocated to
neighbouring countries and engaged in re-imports to Nigeria. This was as a result
of the high cost of production in the country. The development has worsened
the state of unemployment in the country, which rose from 10.9 per cent in 2004
to 12.8 per cent in 2008 and 12.9 per cent in the 2009. The consumer price index
(CPI) showed significant variations at the onset of tk - crisis. The Year-on-Year
inflation rate rose sharply from 6.6 per centin Dece:nbel 2007 to 15.1 per ceni'in
the last quarter of 2008, but moderated to 12.0 v < cznt in the last quartar. f
2009, owing to relative stability in the exchang e r¢ “e. However, the effec: ot he
crisis remained high in the food compor:zi t «7ihe CPI, although. it ¢-or ped
significantly in August 2007 to minus 1.2x er entand laterrose to 17 1 pi rcentin
September 2008, and subsequently to . 7.0 er centin 2009.

Policy Response by the Nigerian Gov ‘rnment

In response to the impact «f the glokl e sonomic ¢ &s on the domestic
economy, the governmer 1. *roduced sc ve,al pe'icy m asures to address the
problems and prevent 11 = crisis frem th.owing the conomy into recession. The
policy measures ad o0, 2c" were mc 7.y on thr¢ e bi bad fronts, namely monetary
easing, fiscaleasn ., ¢ idfrade policy.

On the mc ~tai «front, the monetar, ~.1.~orities embarked on monetary easing
to ward oft ‘1ie contagion effect of liquidity and credit crunch in the domestic
financial market. The monetar. o icy rate was adjusted downwards from 9.75
percentin 2008 to 6.0 perce it 2309, CRR from 2.0 to 1.0 per cent, and liquidity
ratio was retained at 30.7 por ¢ 2nt, resulting in lowering the inter-bank rate and
increasing the banki' g s,>’em credit to the private sector. The CBN also
expanded the discount v indow facilities to provide liquidity for banks to firm up
their positions.
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Other measures included the identification, incaliaring and safeguai 'ing or
banking system vulnerabilities, particularknine credit risk and cro.s=-br rder
contagion. The use of high frequency danvwas embraced to helg in i proving
the assessment of bank liquidity anc suivency, and in cond:cting credit risk
diagnostics, including stress testirg. Re.dent and stand-kv 2o ns of target
examiners were deployed to bank. in the first quarter of . 00% to ensure timely
regulatory action and, in ge ~eral. close!. minitor the c=fivities of banks. The
framework for the Contir jonc, Plan 1or stemic Disi ess in Banks was also
reviewed and surveillar ~e activities v erc furthe  sirengthened to ensure the
soundness of the firar zio system. 'h .- CBN in‘'ec. 2¢. about 8620 billion bail-out
fundsinto some ir. 2% nt banks to st ore them ¢ nund prevent contagion and a
systemic crisis.thct ri ight have arisen freii their failure. The monetary authorities
also demanded' full provisioning for non- ~ertorming credit fo detect the state of
banks and .2 inute remedial actiosr. I aadition, they were given the latitude to
restructure niargin facilities, up t2 1. = end of 2009.

Other monetary policy m~ asui xs included the infroduction of consolidated and
risk-based supervision £.na b2 adoption of a common accounting year-end for
all banks, effective frori . end-December 2009, to improve data integrity and
comparability. The  _=nk also proposed the establishment of an Asset
Management < om, any of Nigeria (AMCON) to take over the non-performing
assets of baiiks

The easing of fiscal policy by government was also to cushion the effects of the
global crisis on the domestic economy. In this regard, the Federal Government,
in collaboration with the CBN, floated a#200.0 billion bond for the deposit money
banks, under the Commercial Agricultural Credit Scheme, to improve
mechanized/commercial agriculture. Also, the lower tariffs regime under the
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'2008 - 2012 Nigeria Customs and Tariff Book' was continued to stimulate
domestic industrial production and manufacturing activities.

Given the high degree of openness of the Nigerian economy, the global
recession had the potency to impact negatively on the country's economic
activities. With the stabilization of the global financial markets and subsequent
recovery in the advanced economies, the battery of policy measures initiated
by government would check economic slowdown and eventual slippage into
negative growth. These policies are also expected to provide a basis for a rapid
turnaround of the financial system to be a driver of .ong-term development
through unfettered intermediation of resources to ritical sectors of fiie
economy. Thus, sustainable efforts to strengthu= " ancial stability, thrauch
proactive regulation and supervision of fino'icic' istitutions, should be gien
priority. Furthermore, the Federal Governr.. n. =“.ould embark upon | 710’ and
institutional reforms to engender accous it ity and fransparency 1 ali acets of
economic engagements to bolster ecc womic growth and pros; erity.
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CHAPTER 4
40 THE FINANCIAL SECTOR

he effects of the global financial crisis persisted in the financial system in 2009. The
jbcnking system was characterized by a tight liquidity condition, especially in the

first and second quarters. This, in concert with management problems and capital
erosion in some banks, threatened the stability of the financial system. Thus, the CBN faced
the challenges of managing liquidity shortages and the restoring public confidence in the
system. This notwithstanding, the Nigerian financial sectorremained resilient and stable, as
evidenced by the outcomes of the various indicators.

capacity to finance the exchange of goods an
claims on the core private sector to non-oil G

proportion of currency outside banks to
2008, reflecting the increased use of ¢
The money market deepened, as the
stood at 13.5 per cent, from 11.4per cent
however, remained bearish,

g effects
economic crises on key se®Qrof the ec y as éill—Shcre Index at the Nigerian
Stock Exchange fell. Fu , the r otal apitalization to GDP declined

to 28.5 percent, from rcentinthe ece{ .
The thrust of m %oﬁcy in 2009 wo%s tight liquidity conditions in the banking
it

e

system and er%nncmcicl stability compromising the primary goal of price
stability. The moRetary policy acti € Bank produced modest oufcomes. Broad
money (M2) grew by 17.1 per e end of the year, and was below both the
indicative target for the year utcome in the preceding year. The reserve money,
the Bank's operating targe er, exceeded the indicative benchmark for the year.
The risk-free yield curve fo&sury securities (treasury bills and bonds) remained upward
sloping, with steep kx at the short and long segments than at the middle.
Furthermore, theyi fowall the maturities were lower than in 2008.

At end—Decem%OOQ, the Nigerian formal financial system comprised the CBN, the
Nigerian Deposit Insurance Corporation (NDIC), the Securities and Exchange Commission
(SEC), the National Insurance Commission (NAICOM), the National Pension Commission
(PENCOM), 24 deposit money banks (DMBs), 5 discount houses (DHs), 910 microfinance
banks (MFBs), 110 finance companies (FCs), 101 primary mortgage institutions (PMIs), 5
development finance institutions (DFls), 1,601 bureaux-de-change (BDCs), 1 Stock
Exchange, 1 Commodity Exchange and 73 insurance companies.
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4.1 INSTITUTIONAL DEVELOPMENTS

4.1.1 Growthand Structural Changes

The number of banks in the industry remained at twenty-four (24), while the number of
bank branches grew by 8.4 per cent from 5,134 in 2008 to 5,565. No bank was offered for
sale through the Purchase and Assumption (P&A) arrangement for the resolutfion of
insolvent banks as the cases of the remaining two (2) banks were still pending in courts.
However, the CBN at end-December 2009 had issued a total of #47.0 billion promissory
notes to cover the shortfall between the assumed deposit liabilities and the cherry-picked
assetsof the 11 failed banks that had beenliquidated, in accordance with the terms of the
P&A confract. The operating licence of Savannah Bank Pl was returned, following an
order of the Federal High Court, Abuja to the CBN in Febru&ryi2009.

In the other financial institutions (OFIs) sub-sector, gSaedial examination waselrideriaken
to ascertain the insolvency and/or cessation of.btzine ss of the two hundréd aind ninety-
eight (298) community banks (CBs) that failed ta convert to MFBs. Contegurernily, an exit
strategy that would lead to the formal refzataion of their operating “isatices and the
appointment of the NDIC as liquidator wiaiiniidred.

Of the 606 converted CBs that ware granted siCuisional agmrovaiin 2007 to operate as
MFBs, four hundred and thirty-eight (#68) ha@,outained final ' Lences, while one hundred
and sixty-eight (168) held pravisiénal apprave.s: Of this pumber, forty-five (45) that were
yet to submit the requiredidocumentai Cinfor the A#0N<iusion of their conversion process
were given up to Japuais o1, 2010 to ¢omply, fciling, which the provisional approvals
would be cancelleawnd, their names de-listeli, Also, two hundred and twenty-two (222)
new investors wera, granted final MFB licances, while eighty-two (82) were granted
approvals-in-priac e (AlPs), includinggarianmate of ASA, Bangladesh. This brought the
number of MFBs “vith significant forei§aownership/participation to three (3). Overall, the
number of approved MFBs at ena iiecember 2009 stood at 210 and comprised 438
converted MFBs with final licericen, 222 new MFBs with final licences, one hundred and
sixty-eight (168) converted MFadwiih provisional approvals, and eighty-two (82) new MFBs
with AlIPs. One (1) DMB waagrdanted a final licence to establish a microfinance bank
subsidiary company. TH s“asought the number of DMBs operating microfinance banks to
ten (10). Final apprf zals o operate PMIs were also granted to two (2) promoters, which
brought the totamumicer of licensed PMIs to one hundred and one (101).

4.1.2 Fraud and Forgery

The number of reported cases of attempted or successful fraud and/or forgery in the
banking industry rose in 2009, although the value of losses declined significantly. There
were a total of 3,852 cases of attempted fraud and forgery involving 833.3 billion,
US$1,009,539.00, €11,000.00 and £2,800.00, compared with 1,974 reported cases involving
N24.5 billion, US$1,362,446.00, €451,075.00 and £2,635.00 in 2008. Out of this number, 1,590
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cases resulted in losses fo the banks amounting to 84.1 billion, US$328,201.00, £2,800.00
and €3,795.00, compared with 1,553 casesinvolving &8.8 billion, US$591,488.00, €35,391.00
and £12,410.00in 2008.

Available data indicated that 70.0 per cent of the fraud cases were perpetrated via the
electronic system, reflecting a lack of in-depth understanding of security issues and
weaknessesin the internal control systems of banks in Nigeria.

4.1.3 The Public Complaints Desk

The ethics and professionalism sub-committee of the Bankers' Committee handled
complaints among banks, as well as between banks and their customers. As in the
preceding year, most of the complaints comprise& “axcess charges by /tanks,
manipulation and fraudulent practices on customergfar.counts, conversion of iiyesied
funds, irregular clearing of customers' chequesg@manon-refund of wrong acwuit to
customers' accounts, among others.

414 Cheque Clearing

The T+2 clearing cycle for cheque cleafii g Wwis sustained in 2009.1ow =ver, the volume
and value of cheques cleared nationwii:e In 2009 declined by (.46and 47.52 per cent to
29.16 million and §29,390.95 billiongfrom 30.17 matindin and 8420257 22 oillion, respectively, in
the preceding year. The develgameniwas Icaehuttributed ' 0 the electronic payment of
staff salaries and contractqrs' nds by ¢ o2 Minidries, Departments and Agencies
(MDAs) of government, efipctine Januc y 2009 ariifaeincreased use of other payment
modes such as the Raal Tinie Gross Se flement (2T1G5) system, NIBSS Inter-bank Funds
Transfer (NEFT) and AatGimated Teller Machingt {ATMs).

The Lagos clear ac mentre dominated gleCiinig activities, accounting for 65.7 and 48.6 per
cent, respectivels, of fotal volume anliddilus.

Figure 4.1a: VOlurie"of Cheques Cleared in 2007 - 2009

Number (million)

O R, N WKL OOV

2007 2008 2009

Lagos Clearing House = Ibadan Clearing House = Abuja Clearing House ~ Port Harcourt Clearing House
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Table 4.1: Volume and Value of Cheques Cleared in 2007 - 2009
2007 2008 2009

Value Value Value
Volume ' womillion) O™ million) | VO™ \million)

Clearing System
19,895,613  28,111,190.42 30,172,925 | 43,357,416.23 = 29,159,780 29,390,952

Lagos Clearing 8,865,357  12,565,276.01 12,686,663  19,313,680.690 = 19,151,133 = 14279926.24
House (44.6) (44.7) (42.0) (44.5) (65.7) (48.6)
Abuja Clearing 1,556,290 3,402,510.12 1,658,042 4,454,888.77 1983280 2914092.91
House (7.8) (12.1) (5.5) (10.3) (6.8) (9.9)
Port Harcourt 933,533 969,321.28 1,158,566 2,800,798.08 1220389 2348677.27
Clearing House (5.0) (3.0) (4.0) (£29) 4.2) (8.0)
Kano Clearing 349,460 9924298
House na na na na (1 _2) ,,2.4)
Others 4635488 | 6,397,700.00 6,202,471 01880,400.00 6455518 2091474
(23.0) (23.0) (21.0) (22.0) (22.1) (30.1)

Figures in parentheses are percentages
na = not applicable

Figure 4.1b: Value of Cieques,Cleared in 200%)- 2,09

Number (million)

2007 2008 2009

m | agos Clearing House = Ibads% Cicari._*House = Abuja Clearing House * Port Harcourt Clearing House

4.1.5 Inter-bank Funds Tranifer (IFT)

The volume and values cfier-bank tfransfers through the CBNs' Inter-bank Funds Transfer
System (CIFTS) weitc 289,535 and #&64,351.21 billion, respectively, compared with 220,326
and §73,076.40 Hillisn in 2008.

4.1.6 Use ofe-MoneyProducts

The use of the various forms of e-payment grew significantly in the year underreview as the
volume and value of transactions stood at 114.6

The use of the various forms of e- million and §645.04 billion, respectively, showing an

payment grew significantly. increase of 73.4 and 46.1 per cent, respectively when
compared with 66.1 million and N441.6 billion in 2008.
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Apart from the Point-of-Sale (POS) transactions, all other segments of e-money products
recordedincreased activities.

Available data on various e-payment channels indicated that Automated Teller
Machines (ATMs) remained the most patronized channel, accounting for over 95 per cent
of the total e-payment transactions, while Point-of-Sale (POS) terminals were the least with
less than 1.0 per cent. ATM, Web-based (Internet), POS and mobile payments accounted
for85.1,13.0, 1.7 and 0.2 per cent, respectively, of the total value of fransactions. In volume
terms, they accountedfor95.2,2.4,0.8 and 1.6 per cent, respectively.

The upsurge in ATM transactions continued during the reviexv period with the volume.and
value standing at 109.2 million and 8548.60 billion, respestively, as at end-2007%, This
represented an increase of 81.5 and 37.3 per cent, re(og stively over the 60.1 milign and
8399.71 billion recorded in the corresponding periguinon2008. The increase . 11e Use of
ATMs could be attributed to a number of factorsirsluding an increased ntimber of ATMs
andthe spread and convenience of usage.

The increaseginhy' use of the
The use of the Internet for the payment&iigowds and nfernet for e pliyment of goods
services during the period under review!ncreased in @nd servifes gould be atfributed fo
both volume and value from 1.émillion andd¥2505 the grawirgsiumber of airlines and
billion to 2.7 million and §84.15 kan Wspeciiveininis 'o, boie ocal and internafional
represented an increase of é2.8per cent cad 235874 @rchanfs who accepted
per cent, respectively. “The)) increas> Pmould ewymentsthroughthe web.
aftributed to the growincaumber of aiiines and“n
bothlocal andinterndticaal merchants who gilsepted payments through the web.

In 2009, the tot¢ s &iume and value offoritine POS transactions stood at 0.9 million and
811.04 billion, respectively, showing.a ¢ crease of 23.1 and 31.5 per cent, compared with
1.2 million and #16.12 bilion, rasc=a&tively in the preceding year. The decline was
aftributable to the fears exprassed, Ly customers over the increased numbers of fraud
associated with card transa&tic as

The value of payments timugh mobile telephones increased by 80.2 per cent to N1.26
billion, from&0.70 kianir 2008, while the volume decreased by 43.1 per cent to 1.8 million,
from 3.2 million ip”2Q08.

The widespread use of foreign currency-denominated cards was sustained in 2009. The
volume and value of transactions in the dollar-denominated cards increased by 22.5 and
18.7 per cent to 600,937 and US$139.88 million, respectively, from 490,445 and US$117.9
million, respectively in the preceding year. The development reflected the increased
confidence of foreign investors' in the absorptive capacity of the Nigerian economy as
more Nigerians now utilize the various cards available.
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Table 4.2: Market Share in the e-Payment Market in 2008 and 2009

Volume (Millions) Value (N’ Billion)
e-Payment Segment
2008 2009 2008 2009
60.1 109.2 399.71 548.60
ATM
(91.0) (95.2) (90.5) (85.1)
1.6 2.7 25.05 84.15
Web (Internet)
(2.4) (2.4) (5.7) (13.0)
1.2 0.9 16.12 11.04
POS
(1.8) (0.8) (3.7) (1.7)
3.2 1.8 0.70 1.26
Mobile
(4.8) (16) (0.1) (0.2)

Figures in brackets are percentage share of total

Figure 4.2a: Volume of Electropic Card-based Transictid ns in 2009
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Figure 4.2b: Value of Electronic Card-based Transactions in 2009

POS
1.7%

ATM

85.1% Web

13.0%

~—— Mobile
0.2%

4.1.7 Institutional Savings

Aggregate financial savings rose by 8791.0 biian or 14.3.neraant to 86,339.9 billion,
compared with 85,548.9 billion,at “aefend af Wae ireceding, ear. The ratio of financial
savings to GDP was 25.7 per warw, coniman o with4z3,1 per cent in 2008. The DMBs
maintained their dominaaceior depd haryinstitutmas within the financial sector and
accounted for 90.9 per cqni€i the total hancial stiving s, compared with 77.6 per cent in
the preceding year®Oiaer sources of savingsdield by the PMIs, Life Insurance Funds, the
Pension Funds, fii =" gerian Social Insurfancey Trust Fund, and Microfinance Banks
accountedfori iahdiance of 9.1 percen:

4.2 MONETARY AND CREDIT DEVLYQFIHENTS

4.2.1 Reserve Money (RM)

At §1,668.5 billion, Reserve nioney (RM) grew by 7.7 per cent, relative to the level at end-
December 2008. At thi \mel, RM exceeded the indicative benchmark of 81,604.8 billion
for 2009 by 4.0 per gf:nt. " e growth in monetary base was accounted for by the growthin
both currency-ingsircuimition (CIC) and DMBs'reserves af the CBN.
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Figure 4.3a: Reserve Money and its Components

2000

1500
1000
) —:. .

2005 2006 2007 2009

W Reserve Money B Currency in C|rculat|onz Bank Reserves
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money increased by 2.6 per cent at end-
ember 2008 level. Similarly, the DMBs' reserve
balances at the CBN grew by cent at end-December 2009. Correspondingly, the

ey was accounted for largely by the increase in the

increase in the sources o

net domestic assets of Th&, articularly claims on the private sector and other items
(net).Theincrease in estic assets more than offset the decline in net foreign assets
ofthe CBN, &

422 BroadM (Mz)

The currency c onem‘ of the
December 2009 relative to the

Broad money supply grew by 17.1 per cent at end-
The movement in M2 was largely pecember 2009 to N10,730.8 billion, compared with

driven by the expansion in the indicative benchmark growthrate of 20.8 per cent
domestic credit (nef) of 1he ¢q0009 and the 57.8 per cent growth at the end of the
banking system, parficularly credit oo ceding year. The movement in M, was largely
fo the private sector. driven by the expansion in domestic credit (net) of the
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banking system, particularly credit to the private sector. Correspondingly, on the liabilities
side, the growth in M, was driven by the expansion in both narrow money and quasi-
money.

An analysis of the composition of the total monetary liabilities (M,) showed that it was fairly
distributed between the liquid M, and quasi-money, although skewed towards the latter,
and reflected the increase in time and savings deposits, as well as the public preference
for holding financial assets in the form of bank deposits. Furthermore, the shift from physical
currency-holding to demand deposit confinued in 2009 as the ratio of currency outside
banks to M, declined to 8.7 per cent from 9.7 per cent at end-December 2008. The ratio of
foreign currency deposits to M, grew by 3.5 percentage poifits over the level at end of the
preceding yearto 13.5percent.

Figure 4.4: Ratio of Currency igfCliclation fo M,
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4.2.3 Driverso ¢ (SwthinBroad Monej

4.2.3.1 NetForeign Assets (NFAs)

The net foreign assets of the bankiags,stem, at 87,548.5 billion, declined by 11.7 per cent
at end-December 2009, in cghirali io the increase of 17.7 per cent at the end of the
preceding year. The develapri 2pireflected the decline in the net foreign asset holdings
of both the CBN and DMBs.\s a share of M,, NFA was 70.3 per cent at end-December
2009, compared with\\%2.2% per cent at end-December 2008, but maintained its
dominance asinthicjpreceding five years.

4.2.3.2 Net Domesz#_ Credit (NDC)

Credit to the domestic economy (net) grew by 59.0 per cent at end-December 2009,
lower than the indicative benchmark of 66.0 per cent and the growth of 84.2 per cent at
end-December 2008. The development reflected, largely, the growth of 26.0 per cent in
credit to the private sector, which was however, lower than the 59.4 per cent growth at
end-December 2008. Net domestic credit to the economy constituted 73.4 per cent of
the totalmonetary assets (M,) at end-December 2009.
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4.2.3.3 Credittothe Government(CG)

Net credit to the Federal Government (CG) fell by 26.6 per cent, compared with the
indicative benchmark of negative 41.9 per cent for 2009 and the decline of 31.2 per cent
at end-December 2008. The Federal Government maintained its status as net creditor to
the banking system at end-December 2009, asin the preceding year, with its deposits with
the banking system exceeding the credit extended toit.

Figure 4.5: Growth in M, and its Sources (per cent)
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4.2.3.4 Credittoiie) rivate Sector (CP)

Credit to the private sector (including state and local governments and non-financial
public enterprises), grew by 26.0 per cent, which was lower than the 59.4 per cent
recorded at end-December 2008. Credit to the core private sector (excluding state and
localgovernments) grew by 24.5 percent.
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Figure 4.7: Growth in Domestic Credit (per cent)
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4.2.3.5 Other Assets (Net) (OAN)

At negative 84,693.2 billion, Other Assets Net (OAN;,0f the banking system dacli=d by 8.3
per cent, compared with a decline of 4.6 »ofr cent at end-Decefnbar 2008. OAN
contributed negative 3.9 percentage poinis 0'the growthin M, at engvDastmber 2009.

Table 4.3: Conti.“ution to th - Gi ‘wth in N |>=r cent)

2105 2006 2007 2008 2009

Net Foreign Assets (NFA? ’4.23 78.49 23.8 221 -10.93
Net Domestic Credit (K2€, 15.5 258.61 49.0 38.96 31.89
Other Assets (net)f{QrN) -55.3 23.44 -28.6 -3.28 -3.90
M: 244 43.09 44.2 57.78 17.06
Narrow Money (/1) 17.44 19.73 20.7 29.97 1.20

Quasi Money 6.91 23.37 23.5 27.81 15.86
M2 248 43.09 44.2 57.78 17.06

4.2.3.6 Narrow Money (M.}

Narrow money supply &) grew by 2.3 per cent at end-December 2009, compared with
the growth of 55.9 rler ¢ =nt at end-December 2008. The currency outside bank (COB)
increased by 4.3.ner ¢ant, while demand deposits grew by 1.8 per cent, compared with
their respective gio)vth of 21.0 and 67.0 per cent af the end of the preceding year. As a
proportion of M,, COB declined to 15.0 per cent from 18.4 per cent at the end of 2008.
However, as a proportion of nominal GDP, itincreased by 3.7 percentage points to 7.4 per
centatend-December2009.
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Figure 4.8: Growth in Monetary Aggregates (per cent)
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4.2.3.7 Quasi-Money &

Quasi-Money grew y?per cent, compared with 60.0 per cent at end-December

2008. The growthi aslimoney reflected, largely, the growth in time deposits, especially

the 56.3 per c%o th in the foreign currency deposits component with DMBs. The
re

development ed the aggressive competition for deposits by DMBs, as well as the
public preference for term deposits to equities, following the crash of the stock market.

2009

4.2.4 Maturity Structure of DMB Loans and Advances and Deposit Liabilities

Analysis of the structure of DMBs' outstanding credit at end-December 2009 indicated that
short-term maturity remained dominant in the credit market. Outstanding loans and
advances maturing one year and below accounted for 70.3 per cent of the total,
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compared with 75.3 per cent at end-December 2008, while the medium-term (between
1-3 vyears) and long-term (3-years and above)

accounted for 14.4 and 15.3 per cent, respectively, Analysis of DMBs' deposit liabilities
compared with 14.5 and 10.2 per cent, at end- showed a similar frend, with short-
December 2008. Analysis of DMBs' deposit liabilities ferm deposifs constituting 95.7 per
showed a similar trend, with short-term deposits centof total.

constituting 95.7 per cent of total. Indeed, 73.3 per

cent of the deposits had a maturity of less than 30 days, while the share of long-term
deposits increased to 0.1 per cent at end-December 2009, from 0.03 per cent at end-
December 2008. The structure of DMBs' deposit liabilities clearly explains their preference
forshort-term claims on the economy.

Table 4.4: Composition of Total Monet' ry .’ gy regate (M) (per cent)

2005 2006 2007 2003 2009
Net Foreign Assets 156 L7 156.6 125.0 95.27 70.38
Net Domestic Credit Qe 17.7 460 54.03 73.32
Net Credit to Government 10.9 18.1 0.5 -33.9 -21.2
Credit to Private Sector a2 65.8 27.0 87.9 94.6
Other Assets (Net) <228 742 -71.0 -47.3 -43.7
Total Monetary Ass(2 162.0 1000 100.0 100.0 100.0
Money Supply (7% 61.3 56.6 53.6 53.0 46.3
Currency Out iumBanks 200 16.2 12.7 9.7 8.7
Demand Deposit A7 40.4 40.9 43.3 37.6
Quasi Money 38.7 43.4 46.4 47.0 53.7
Time & Savings Deposit 32.0 35.87 38.2 36.9 40.25
Foreign Currency Deposit (F&D) 6.7 7.51 8.17 10.1 13.46
Total Monetary Lidpilic’es (M2) 100.0 100.0 100.0 100.0 100.0
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Table 4.5: Maturity Structure of DMBs, Loans and Advances and Deposit Liabilities (per cent)

Loans and Advances Deposits
Tenor/Period 2007 2008 2009 2007 2008 2009
0-30 days 49.2 46.6 50.1 74.1 727 73.3
31-90 days 1.3 134 6.4 12.3 13.1 150
91-181 days 5.8 7.8 7.3 43 6.2 a7
181-365 days 9.5 7.5 6.5 26 2.7 2.1
Short term 75.8 75.3 70.3 93.3 94.7 95.7

Long term (3 years and 10.7 10.2 3 0.03 1
above)
Total 100.0 100.0 10 100.0 100.0 0 0

Figure 4.10a: Maturity Structur; s Loans and Adv
end- r 2009
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4.2.5 Sectoral Distribution of Credit

At end-December 2009, credit to the core private sector by the DMBs grew by 59.2 per
cent. Of the amount outstanding, credit to the priority sectors constituted 24.5 per cent, of
which 1.4, 12.3, 0.5 and 10.3 per cent, respectively, went to agriculture, solid minerals,
exports and manufacturing. The less priority sectors accounted for 45.5 per cent of
outstanding credit, while the unclassified sectors accounted for the balance of 30.0 per
cent.

Table 4.6: Credit to the Core Private Sector, 2006 - 2009

Share in Outstax:ding (per cent)

2006 2007 2008 2009
1. Priority Sector 30.3 255 26.2 24
Agriculture 2.2 N 14 s
Solid Minerals 101 10. 11.3 TR0
Exports 1.2 i 1.0 o5
Manufacturing 16.9 10.4 12.5 10.3
2. Less Preferred Sectors 46.n 41.2 420 45.5
Real Estate g9 6.2 5. 8.0
Public Utilities 0.v 0.6 0) 0.8
Transp. & Comm. 7.6 6.8 1.2 8.0
Finance & Insurance 4.6 9.4 9.5 12.7
Government 4.5 34 1.9 3.6
Imports & Dom. Tr&de 220 ] 16.4 12.4
3. Unclassified 23. 32.! 31.8 30.0
Total (1+2+3) 100.0 100.0 100.0 100

Figure 4.11a: Share in Outstafdii .a4Lredit to the Core Private Sector in 2009

Exports, 0.5
Manufacturing,
10.3
I
Solid
Minerals, 12.3

Agriculture, 1.4
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Figure 4.11b: Share in Outstanding Credit to the Core
Private Sector, 2006-2009
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4.2.6 Financial/Banking System Developme 0 Q
The depth of the financial sector, as measur he ratio of M, to GDP@ t43.4 per
bCriki

cent at end-December 2009.This indicat provement whe red with 37.7
per cent at end-December 2008. Thus ng system show. ater capacity to
finance the exchange of goods and serices. Bank financing ol thefaconomy, measured

by the ratio of credit o the privo’re%r’ro G /GDP), 41.1 per centatend-

December 2009, compared lperc nd-Decei iber 2008. Furthermore, the
infermediation efficiency in€ r, the ra urre utside banks to broad money
supply, improved mod 015.7 per en ber 2009, from 9.7 per cent at

end-December 2008; INg the impact of, th eased use of electronic forms of
payment, particular M and other e-c roducts, as well as improved banking
habits. Also, the ratigo1 currency in circulaticn to'Mm, fell to 11.0 per cent in 2009, from 12.6

percentinthe dingyear. Q:
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The ratio of financial savings (quasi-money) to GDP improved to 23.3 per cent from 17.7
per centin the preceding year. The moniness of the economy, measured by the ratio of
CIC to GDP, stood at 4.8 per cent, the same as at end-2008. The size of the banking
system, relative to the size of the economy, indicated by the ratio of banking system's
assets to GDP, remained at 107.5, the same as at end-2008. The ratio of DMBs' assets to
GDP increased to 70.9 per cent in 2009, from 66.5 per cent at end-December 2008
notwithstanding the difficulties that the DMBs faced during the year as a consequence of
the stock market crash. The ratio of the CBN assets to GDP, however, fell from 42.0 per cent
at end-December 2008 to 36.6 per cent as a result of the decline in its net foreign assets
holdings.
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Table 4.7: Monetary Aggregates and Measures of Financial/Banking Development

Aggregates (N’ billion) 2005 2006 2007 2008 2009
Nominal GDP 14,735.3 18,709.6 20,853.6 24,296.3 24,712.7
Broad Money (M2) 2,814.8 4,027.9 5,809.8 9,166.8 10,730.8
Quasi Money (Savings) 1,089.5 1,747.3 2,693.6 4,309.5 5,763.5
Currency in Circulation 642.4 7791 960.6 1,155.6 1,185.0
Currency Outside Banks 563.2 650.9 737.9 892.9 930.7
Credit to Private Sector 2,007.2 2,650.8 4,968.96 8,059.5 10,155.4
DMBs Assets 4,515.1 7,172.9 10,981.7 15,919.6 17522.9
CBN Assets 4,406.7 10,034.5 8,674.0 10,203.4 9,079.1
Banking System Assets 8,921.8 17,207 .4 10670.7 26,123.6 26,5600
Monetary Ratio (per cent)

M./GDP 19.1 21.5 279 317 434
CIC/ M2 22.8 1943 16.5 1.6 11.0
COB/ Mz 20.0 Tz 12.7 9./ 8.7

Quasi Money/ M2 38.7 iy 46.4 .0 53.7
CIC/GDP 4.4 4.2 4.6 4.8 48

Cp/GDP 12,6 140 242 33.2 411

Cp core/Non-Oil GDP 217 250 37.9 54.4 64.8
DMBs Assets/GDP 3.6 3 32.7 66.5 70.9
CBN's Assets/GDP 29.9 53.6 4.7 42.0 36.6
Banking System’s 60.5 920 94.3 107.5 107.5
Assets/GDP

4.2.7 Money Multiplier and Veloc /. ¢ ¢ Money

The broad money multiplier at g ¥-nNecember 2008 rose to 6.4, compared with the 5.8
programmed for 2009 and &7af end-December 2008. The increase in the multiplier
reflected the decline in cul ency’deposit ratio, following the increased use of electronic
money. Currency-depasit ratisdeclined from 11.2 per cent at end-December 2008 to 10.2
per cent at end-Deagen 72009, reflecting the substantial increase in the total deposit
liabilities of the DMBsaHowever, reserve-to-deposit ratio increased to 5.3 per cent at end-
December 2009 fram 4.9 per cent at end-December 2008.

Table 4.8: Money Multiplier and Velocity of M2
2004 2005 2006 2007 2008 2009

Currency Ratio 32.8 27.7 22.8 18.4 1.2 10.2
Reserve Ratio 11.2 9.8 6.9 1.9 4.9 53
M: Multiplier 3.1 2.7 29 3.9 59 6.4
Velocity of M 52 6.0 5.1 4.3 2.7 2.3
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Figure 4.13: Money Multiplier, Currency Ratio and Reserve Ratio
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4.3 OTHER FINANCIAL INSTI

with §158.9 billion i eceding year. Analysis of the asset base of the five institutions
indicated that F ounted for 36.3 per cent of the total. NACRDB, BOI, NEXIM and
UDBN account 25.5,22.4,15.3and 0.5 percent of the total, respectively.

4.3.1 Development Fm& utions (DFls)
The total assets of the @ Fls increased by 1.6 per cent to 8161.5 billion, compared
e

Cumulative loan disbursements by the DFls increased by 16.4 per cent to 890.8 billion. The
percentage shares of FMBN, NACRDB, NEXIM, BOI and UDBN in total loans were 43.0, 25.9,
16.2, 14.7 and 0.2 per cent, respectively. The combined paid-up share-capital of the DFls
was N38.3 billion, while their combined shareholders' funds was 825.1 billion, compared
with§27.1 billionrecordedin the preceding year.
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4.3.2 Microfinance Banks (MFBs)

The total assets/liabilities of MFBs rose by 29.4 per cent to &#158.8 billion at end-December
2009. The paid-up capital also increased by 36.9 per cent to 838.8 billion, and the
shareholders' funds increased by 22.3 per cent to 845.3 billion. The development was
afttributed to the injection of fresh capital by both new and old investors of the converted
and newly licensed microfinance banks. Investible funds available to the sub-sector
amounted to 839.6 billion, compared with 8¥49.1 billion in the preceding year. The funds
were sourced mainly from an increase in deposits (811.2 billion), placements from other
banks (810.9 billion), paid-up capital (810.5 billion) and other liabilities (85.1 billion). The
funds were used for placements with other banks (816.0 billion), loans and advances
(N13.1 billion), fixed assets (84.5 billion), other assets (83.0 hkillion), and investments (K0.5
billion).

4.3.3 Maturity Structure of Microfinance Banks' (M722) Lnans and Advancesain Y uc posit
Liabilities

Short-term investments remained dominant, €t fhe microfinance ban's [MFwos) in 2009,
mirroring developments in the banking syst:mt Stiort-term loans, at amaRa'Cember 2009,
accountedfor 77.2 per cent of the totaldéwhiley!'oans maturing above 360 days accounted
for 22.8 per cent from the respective lecls of 83.8 and 16.2 pé r cent at end-December
2008. Similarly, the short-term liabilities by thesefisitutions regnaing@ dominant as deposits
of less than one year maturity agsouUnied forf3.0nlr cent, whi'c deposits of above one (1)
year accounted for 6.5 per @en it end-De & oer 200940indeed, deposits of less than 30
days maturity constituted 8.6 ver cent. Cimapared™ with¥0.0 per cent at end-December
2008.

Table 4.9: Mc ..., Structure of Assets and Li. hilitie. of Microfinance Banks (MFBs) (per cent)

2002 2009
Tenor/Period Loans and Advanzes Deposits Loans and Advances Deposits
0-30 days 17.5 60.0 8.4 58.6
31-60 days o0 9.7 19.1 8.3
61-90 days 12.2 75 18.1 9.3
91-180 days 16.3 7.7 19.1 8.9
180 — 360 days 29.7 7.8 12.5 8.4
Short term 83.8 92.8 77.2 93.5
Above 180 days but 29.7 7.2 17.2 6.5
below 1 year
Above 360 days 16.2 7.2 22.8 6.5
Total 100.0 100.0 100.0 100.0
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4.3.4 DiscountHouses(DHs)

The total assets/liabilities of the discount houses declined by 17.1 per cent to8346.0 billion,
compared with 8417.2 bilion in 2008. Total funds sourced amounted to #87.4 billion,
compared with 8209.5 billion in the preceding year. The funds were sourced mainly from
money-at-call (847.4 billion) and claims on banks (823.0 billion), among others. The funds
were invested mainly in Federal Government Securities (843.6 billion) and repayment of
borrowings (§20.9 billion). Discount houses' investments in Federal Government securities
of less than 91 days maturity amounted to &52.4 billion and represented 19.0 per cent of
their total current liabilities. This was 41.0 percentage points lower than the prescribed
minimum of 60.0 per cent for 2009.

4.3.5 Finance Companies (FCs)

The total assets/liabilities of the FCs declined by 12.0&,e cent to 8118.1 billion. SimilGaty,
loans and advances declined by 35.8 per cent o2 s billion, while sharehaldarswunds
declined significantly by 52.5 per cent to §12.0 bliion. Total borrowifas, ‘nowever,
increased by 5.5 per cent to 887.7 billion. Inve tikie funds that accruedfio the sub-sector
totalled 833.9 billion, compared with 8#68.£ bitioirrin the preceding amda Tl e funds were
sourced mainly from customers' repgayimen’ of loans and advixncis (818.0 billion),
borrowings (R4.6 billion), and an increise In paid-up capital (N8 billion). They were
utilized in the reduction of reserves (K17.1 billiort) &ind other fahilii€s (N8.5 billion), among
others.

4.3.6 Primary Mortgagestit tions (Ph s

The total assets of theyRPNi's siood at 83Z 7.6 bilioniat £~ nd-December 2009, indicating a
decline of 0.1 per cent nam the preceding y#ar's level. The development was attributed
largely to the decline ithe deposit liabilitieaof tive PMIs. Investible funds available to the
PMIs totalled R&5.-Wsillion, compared withis1o4.2 billion in 2008. The funds were sourced
mainly from the) withdrawal of balcaCes with banks (826.8 billion), increase in the
shareholders' funds (810.7 billion) sarcyoiner liabilities (N9.6 billion). The funds were utilized
mainly to increase other assetsf N1 billion), reduce deposit liabilities (818.1 billion) and
increase loans and advancas (31104 billion).

4.3.7 Bureaux-de-Ch = (BDC)

A total of four hungi>d ¢ ad forty-six (446) fresh applications for BDC licences, comprising
seventy-five (757¢class»A” and three hundred and seventy-one (371) class “B” were
received, compure’l with 589 applicationsreceived at end-December 2008. The number
of finallicences granted during the year was three hundred and eleven (311), compared
with three hundred and forty-five (345) granted in the preceding year, while two hundred
and forty-two (242) AlPs and forty-eight (48) other applications were at various stages of
processing. Overall, the number of approved BDCs increased from one thousand, two
hundred and sixty-four (1,264) at end-December 2008 to one thousand, six hundred and
one (1,601) atend-December 2009.
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4.4 MONEY MARKET DEVELOPMENTS

Activitiesin the money market slowed in the first half of the year. The lull could be attributed
to the tight liquidity condition in the banking system that began in the last quarter of 2008.
The Bank took various policy actions to inject funds into the banking system, namely, the
reduction of the Monetary Policy Rate and the injection of a®620.0 billion lifeline into eight
(8) banks and the re-introduction of the interest rate corridor as well as the Central Bank's
guarantee of unsecured inter-bank market transactions. The actions moderated risk
expectations among market participants, as the spread between the unsecured and
secured transactions at the inter-bank market narrowed, while the volume of transactions
increased considerably. The interest rate on the standing deposit facility was reduced to
2.0percent, from 4.0 percent, in order fo encourage tradinggamongst DMBs.

Furthermore, there was neither direct auction ngt tvo-way-quote tradingaat e
secondary market, due mainly fo the Bank's decisiarm®p iacrease banking systariigeidity.
However, at the auction of government securities, the/ coupon rate frende®l dC wnwards.
The foreign exchange market remained relaiize.y stable with the re-irtroduciion of the
Wholesale Dutch Auction system in the £egond half of the yearstha,sale of foreign
exchange to BDC operators, and furthefipeigtization of the inter-bcink i oreign exchange
market.

4.4.1 Inter-bank Funds Marke*

At the inter-bank funds mai<el ine value = ansacions declined by 15.1 per cent to
N17,316.22 billion in 2009, Tas anvelopm ziiwwas dug &t low level of fransactions at the
intfer-bank and open-khuv-aack segmeni. The valtz of transactions at the inter-bank calll
placement segmeniiaiiay 22.9 per cent to §4.472.01 billion in 2009, relative to the levelin
2008. At the operinhuy-back segment, invastnients also fell to 812,844.21 billion, from
N14,606.17 billion 1:%2008. As a proportion ciinie total value of fransactions, the inter-bank
call and the cpen-buy-back seafiaits accounted for 25.8 and 74.2 per cent,
respectively, compared with 28.4ana 1o percentin 2008.

Chapter Four | The Financial Sector



CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

Figure 4.15: Value of Inter-bank Funds Market Transactions
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Government rﬁ the dominant player in the

Nigerian money #sfarket, as government securities Government remained fhe
constituted 82.9 per cent of money market assets dominant player in the Nigerian
outstanding as at end-December 2009, while money markef, as government
private sector-issued securities (certificates of securifies constituted 82.9 per cent

commercial papers and bankers' OfmoneymorketcssefsOUfoOnding

deposits,
as atend-December 2009

acceptances) accountedfor 17.1 percent.
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Table 4.10: Composition of Money Market Assets Outstanding in 2009

Asset Share in Total (%) in 2008 Share in Total (%) in 2009
Treasury Bills 16.74 23.85
Treasury Certificates 0.0 0.0
Development Stocks 0.02 0.02
Certificate of Deposit 0.0 0.0
Commercial Papers 29.6 15.22
Bankers’ Acceptances 3.7 1.86

FGN Bonds 5129 & 59.05 &
Total 100 Q. 100 e

4.4.2.1 Nigerian Treasury Bills (NTBs)
Auctions for Nigerian Treasury Bills of 91-, 18
NTBs worth &1,392.5 billion were issued in
the 8916.3 billion in 2008. The increase
during the period underreview.

y
Figure 4.17: es, @ons d Azimen’rs

64-day tenors were ctedin 2009.
owing an increas .U per cent over

ounted for by ’rht) additionalissues
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A breakdown of ’rmﬁ ents showed that banks were allotted 8838.8 billion, Discount
Houses®71.1 billi date and Internal Funds §346.1 billion, while the CBN and Money
Market Dealers s) gotN5.0 billion. The averageratesranged between 4.0and 7.4 per
cent, indicating a decrease in rates when compared with the range of 5.7 and 9.4 per
centinthe preceding year.

A total of 81,049.8 billion was repaid during the year. Nigerian Treasury Bills outstanding
at the end of 2009 increased by 68.9 per cent to 8797.5 billion.
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Table 4.11: Allotment of NTBs (Naira billion)

Figure 4.18: Nigerian Treasury Bills: Bren of Allotments in 2@%
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Figure 4.20: Nigerian Treasury Bills: Classes of Holders in 2009
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DMBs

value of CPs held by DMBs declined by 38.1 p o 8509.1 billion a cember
2009, compared with the increase of 126. Qen’r at end-Decem 8. Thus, CPs
constituted 15.2 per cent of the tota of money morke@ outstanding,
comparedwith 29.6 percentatthe en recedingyear. 0

4.4.2.3 Bankers' Acceptances (B Q v
Holdings of BAs by DMBs fell erc 2.2 kiliont s at end-December 2009,
compared with the fall o erc nd-De %er 2008. The fall reflected the
decline in investments and dei%’r ho nsequently, BAs accounted for
1.9 per cent of the uve of money market Gietts outstanding at end-December
2009, down from %&n’rend@ecemb &

émeni Stocks (FRNDS)

4424 Federa epublic of Nigeria %

Outstanding Development Stocks t R0.52 bilion at end-December 2009. There
was, however, no redemption year. Of the amount outstanding, the CBN held
a total of 80.13 billion, com ith 80.14 billion in 2008. Holdings on the account of
sinking funds stood at 80.220illi own from 80.38 billionin the previous year. Holdings by

the non-bank public w<$o. illion, from¥0.06 billionin the preceding year.
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Figure 4.21: Development Stock: Classes of Holders in 2009
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A breakdown of the holdings of FGN Bonds showed that the banks and discount houses
held 68.8 per cent, parastatals 10.0 per cent, the Pension Fund 11.8 per cent, Brokers 0.8
percentand Others accounted for 8.6 percent.

Figure 4.23: FGN Bonds by Holder
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443 Open Market Operatiors (CY0s)

Analysis of activitiesin the mane windrketré "ow »hd thaldnere was a tight liquidity condition
in the banking system eaity in'2009. Ho vaer in orsas1gboost the tradeable bills at the
inter-bank, two way guoigirdding, a we' kly aucticn o §20.0 billion was approved by the
Monetary Policy Cofaniittee (MPC) and, as gfesult of that policy action, a total of #62.3
billion was withdra 4% om the banking sysiem»y the end of March. There was neither
purchase nor scicmt government securitic s Wbough the two-way quote platform due to
the unattractivei ess of the offer ratestoted at the trading sessions. However, in order to
provide funds for the §200.0 billion ¢ gaiwhercial Agricultural Credit Scheme (CACS) and
boost fradeable maturities at the a2 bndary market, as well as deepen activities among
money market dealers, direcifauctions were conducted four (4) fimes in April 2009.
Nigerian Treasury Bills (NTBE) yortri®¥125.8 billion, 820.0 billion and &60.0 billion were offered
in April, May and June, { Janeciively, while the sum of 895.15 billion, 839.25 billion and &57.8
billion, respectivelytwei = allotted. In line with the Bank's monetary policy stance,
aggressive mopun of eycess liquidity was suspended from July to December 2009.

Total subscription and sale of NTBs amounted to #471.6 bilion and 8254.9 billion,
respectively in 2009, compared with &34.0 billion and &2, 331.3 billion, respectively in 2008.
The low level of sales could be attributed to the tight liquidity in the banking system, the
suspension of mop-up activities and the policy stance of the Bank to inject liquidity into the
banking system.
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Figure 4.24: OMO Issues and Sales
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444 Discount Window Operations

4.4.4.1 CBN Standing Facilities

Deposit Money Banks and discount housess£ori inued to access the stiindihg facilities in
order to meet their liquidity needs during terfocrary shortages and 1O invest their surpluses
when the need arose.

4.4.4.1.1 Deposit Facilities

Interest payment on the standii.amlspositfaciitics windbw wes restored, with effect from
July 7, 2009, afterits suspensica ilhOctohar 2897. With i downward review of MPR 1o 6.0
per cent, from 8.0 per Cariytie interetidaies co ridc ) was restored at 200 basis points
above the MPR for lericiig Facilities and 200 bdisis pdints below MPR for deposit facilities.
The deposit rate vamswiner reviewed dowawcids to 400 basis points in November 2009.
Consequently, ¢as caomulative deposits gimss d by DMBs and discount houses in the year
underreview wc 118,628.9 billion, agaifishthia nil recorded in 2008 when deposits were not
remunerated.

4.4.4.1.2Lending Facilities

Activities at the standinglending facility window were sustained. The cumulative
fransactions at the starding lending facility in 2009 stood at 832,533.4 billion, an increase
of 9.8 percent or2,239.oimon, compared with N29,644.3 billion in 2008.

4.4.4.2 Over-th{-ZCunter Transactions (OTCs)

Over-the-counteifiading in FGN Bonds was carried out on the floor of the Nigerian Stock
Exchange, while final settlement was effected at the CBN. Total fransaction was§26,879.1
billionin 212,509 deals, an increase of 816,090.2 billion or 166.4 per cent, when compared
with §10,090.0 billion in 80,135 deals in 2008. The development was attributed to the
preference for government securities by the Primary Dealers Market Makers (PDMM]).
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4.4.4.3 ForeignInvestment

During the year, there was no investment in either NTBs or FGN Bonds by foreigninvestors, a
fallout of the global economic meltdown, which culminated in the outflow of capital from
the economy. However, totalinvestment at end-December 2008 was®71.7 billion.

4.4.4.4 Promissory Notes

Promissory notes worth 86.7 billion were issued in favour of some banks in respect of the
purchase and assumption of some liquidated banks in 2009, compared with 9.1 billion
issued in 2008. The sum of ¥14.2 bilion was redeemed, leaving an outstanding stock of
R15.3 billion at end-December 2009.

4.4.4.5 The Expanded Discount Window Operations/CBN Gudrantees

The Expanded Discount Window (EDW) which all¢ws < the use of privatelyaissued
securities, such as Bankers' Acceptances, GuararficgaiCommercial Paperé, Fiamissory
Notes, NDIC Accommodation Bills, State Goveramantisonds and tenored sqcui ties of up
tfo 365 days, remained accessible to marksiygiayers in the first twofgucsters of 2009.
However, government securities, namely, €ligerian Treasury Bills ang@GisZonds, ceased
to be eligible for the EDW transactiahis frciih March 2009. The, iatol volume of EDW
fransactions between January and July 2009 was #1,465.7 billior: at r¢tes ranging from 12.0
to 24.4 per cent. The applicable rxtes were arxchared on ti BaMMER except for the period
between February and April 2002pwvtiin they vieradinkedfo thi NIBOR. There were no fresh
transactions on the windowjfoi bwing the decCision of the Bank to close the EDW in July
2009.

Furthermore, as npary, C5 the CBN strategy o

address the problei of risk perception arfong’ 4. part of the CBN strategy to address
the counter garids and encourage wading 4. problem of risk perception among
among the DNBs at the inferhail snoney y,o counterparties and encourage
market, the Bank guaranteedad!vinrer-bank trading among the DMBs at the inter-
placements, with effect froi Jaly” 2009. The |,k money market, the Bank
guarantee, coupled with the i egfion of the sum guaranteed allinter-bank placements,
of 8620 billion info eight frougled banks, had the |, i1, effect from July 2009.

salutary effect of mode. o mg/stabilizing the inter-

bank money markefiiate.

4.4.4.6 Repurchase/Agreement (Repo)

In line with the Bank's policy to engender a more efficient and effective intermediation
framework and, in order to stabilize interest rates, especially at the short-end of the credit
market, the Bank's window remained open to all market participants. From March 2009,
access to the facility was streamlined such that the tenor was pegged to a maximum of 90
days and only Federal Government security-backed collaterals were acceptable. The
rate on the repo window was benchmarked to the MPR plus appropriate basis points to
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reflect the different tenors. The sum of #1,395.9 bilion was approved at the repurchase
window from February to September 2009. Patronage at the repo window, however,
slowed as the Bank's guarantee of inter-bank exposures and Pension Fund Administrators'
placements with banks engendered confidence, provided liquidity and led to more
vibrantinter-bank activities. It also enhanced access to fundsin the banking system.

4.4.4.7 Open-Buy-Back (OBB) Transactions

The total value of transactions at the OBB stood at&19,166.1 billion in 2009, a decrease of
29.3 per cent from the §27,105.9 billion recorded in 2008. The development was attributed
to the tight liquidity condition in the banking system and the dearth of government
securities available for collaterals.

4.5 CAPITAL MARKET DEVELOPMENTS

4.5.1 Institutional Developmentsin the NigeriomC uni”al Market

Sixty-four (64) securities, consisting of nine (2)WOrmant companies, fiffy-ttiee (53) fixed
income securities and two (2) other firms <ete.gelisted from the Daiy Gfficial List, while
three (3) managed funds were granted n entorandum-listing statusica npared with four
(4) in 2008. The names of three (3) compEanies were changed ¢ s rel:ommended by their
board of directors as follows: Platifyym Habib RGNk PLC to BE WePhi PLC; First Inland Bank
PLC to FinBank PLC; and Dunloi Wiaena PLC faDiddyre & Rubkt 2rPLC.

In an effort to strengthen,aad 1 ropel the b \gerian SioCk Exchange (NSE) into the future, a
new organizational sitmawe was appreved. Undasdne new structure, the ftitle of the
Director General becanis Group Chief Execiéiie Officer, supported by four (4) Executive
Directorsyhedading four (4) directorates, namely,
“engthen and \nfognction Technology and Market Operations,
propel the Nigerian Sfock Ldadss Strategy and Business Development, and
Exchange (NSE) info the future, @ kisgujiation and Risk Management. The Private
new organizational siruciure Jasiaidcement and Emerging Markets department of the
approved. Exchange was also renamed the Alternative
Investment Market and Private Placement Exchange
(AIM/PRIPEX). The AINYERPEX offers a special window for all concluded private
placements to bedisi=d Hn the Exchange. The Exchange infroduced a new NSE-30 and
four sectoral ingices. Triese are the NSE-30, the NSE Food/Beverage, the NSE Banking, the
NSE Insurance and#ie NSE Qil/Gas Indices.

In an effort t&

Furthermore, the NSE concluded arrangements with two renowned global news media,
namely, Thomson Reuters and Bloomberg for the dissemination of real-fime market data
to the global investment community. The service was designed to complement that
provided by the official website and local data centre. The Exchange commissioned two
(2) new trading floors in Owerri and Bauchi, bringing the number of trading floors to
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thirteen (13), compared with eleven (11) in
the preceding year. Also, in an effort fo In an effort to internationalise the market,

internationalise the market, the Exchange the Exchange collaborated with

collaborated with Bloomberg to co-brand all Bloomberg o co-brand all the newly
the newly created indices in order to creafed indices in order to enhance their

enhance their profile and give institutions the Profile and give insfitutions the confidence
confidence to create products, based on to create products, based on these indices.

these indices.

4.5.2 The Nigerian Stock Exchange (NSE)

Activities on the floor of the NSE were bearish, as all the major market indicators frended
downwards almost throughout the year. The aggregate vialume and value of faded
securities declined substantially by 46.9 and 71.4 per {&r wrespectively. Also, aagiegdate
market capitalization of the 266 listed securitiat

declined by 26.3 per cent to close at 7.0 triliaiy,As fivities on the floor SGthe NSE were
compared with ¥9.6 frilion recorded in 2008y3ne bearish, as all the Tadjor market
market capitalization of the 216 listecdleQuites indicators  fremdagd downwards
dropped from §7.0 trillion in 2008 to gio'e & 85.0 almostthrouglpuilhe year.

frillion. The development was due lar¢ely fo the

significant decline in the price of @quities, the deliting of 11{2ampanies and the maturity
of 53 fixed income securities.

Market capitalization, ag cyoe centage . "SDP, was 8.8 per cent, compared with 39.7
per centin 2008. The ratia f the value of itocks tradieg to GDP remained at 10.0 per cent
as in the preceding, y=ar and the turngviar value, as a percentage of market
capitalization, was \8 per cent, compared Wwith 25.2 per cent in the preceding year. The
annual turnovei vaige (measured as asuticor the total value of stocks fraded to the total
value of stocks listed on the domestia rdirket) declined by 71.4 per cent, in contrast to the
increase of 14.3 per centin 2008.

Figure 4.25: Trepadin Market Capitalization and NSE Value Index
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Table 4.12: Indicators of Capital Market Developments in the Nigerian Stock Exchange (NSE)

2005 2006 2007 2008 2009
Number of Listed Securities 288 288 309 299.0 266.0
Volume of Stocks Traded (Turnover Volume) (Billion) 26.7 36.5 138.1 193.1 102.9
Value of Stocks Traded (Turnover Value) (Billion Naira) 2629 470.3 2100.0 2400.0 685.7
Value of Stocks/GDP (%) 1.8 2.6 8.9 10.0 10.0
Total Market Capitalization (Billion Naira) 2900.1 5120.9 13294.6 9,535.8 7,032.1
Of which: Banking Sector (Billion Naira) 1212.1 2142.7 6432.2 3,715.5 2,238.1
Total Market Capitalization/GDP (%) 19.5 28.1 56.0 39.7 285
Of which: Banking Sector/GDP (%) 8.1 11.8 27.1 15.5 9.1
Banking Sec. Cap./Market Cap. (%) 41.8 41.8 41.8 39.0 31.8
Annual Turnover Volume/Value of Stock (%) 10.1 7.8 6.6 8.0 15.0
Annual Turnover Value/ Tota | Market Capitalization (%) 9.1 o, 15.8 25.2 9.8
NSE Value Index (1984=100) 24,080 8.7 %4258.3 57,990.22 31,450.78 00,82,.17
Growth (In per cent)
Number of Listed Securities 4) 0.0 7.6 06 -11
Volume of Stocks 38.8 36.8 278.4 D6 -46.9
Value of Stocks 16.4 78.9 346.5 14 -71.4
Total Market Capitalization 50.6 76.6 1516 -27.8 -26.3
Of which: Banking Sector 82.9 76.8 200.2 -42.2 -39.8
Annual Turnover Value 16.4 78.9 3415 14.3 -71.4
NSE Value Index 1.0 k& 4.7 -45.8 -33.8

Share of Banks in the 20 Most Capitalised Ste” s.in ti.

Source: Nigerian Stock Exchange (NSE).

4.5.2.1 The Secondaiy/ narket

The secondary mc ~& segment of the NS reCorded poor performance as there was
significant cag i&nreversal owing to lov Sriestors' confidence, following the global
econd w’c and financial crises. A turnover volume of 102.9
billicastivires was recorded, indicating a decline of 46.9
oescont from the 193.1 billion shares in 2008. Similarly, a
norket furnover of ¥N685.7 bilion was recorded,
representing a decline of 71.4 per cent from the level in
2008. The bulk of the fransactions remained in equities,
which accounted for 8685.3 billion or 99.9 per cent of the
turnover value. Transactions in the industrial loans sub-
sector accounted for 8412.8 million, representing 0.1 per
cent of the total, while the Preference Stocks sub-sector
remained inactive. Of the top ftwenty (20) listed
companies by turnover volume, the banking and insurance sub-sectors accounted for
eighteen (18), while information and communications technology and conglomerate
had one (1) each. The share of banks in the twenty (20) most capitalized stocks in the NSE
was 59.0 percent.

The secondary market
segment of the NSE recordeg
poor performance as thgfe
was significant cgpity
reversal owing to lowjnweshers'
confidence, foll#Wngv the
global ecofc@micd and
financial crises.
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Towards the end of the year, however, the market rebounded, owing to market
corrections. Consequently, foreign portfolio investments worth 8229.0 bilion were
recorded, compared with&153.5 bilionrecordedin the preceding year.

Figure 4.24: Share of Banks in the 20 Most Capitalized Stocks in

the NSE
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4.5.2.2 The NSE Value Index

The Nigerian Stock Exchange (NS3! Al-Sharef nde x fell sigritidmntly by 33.8 per cent o
close at 20,827.17, compared with, 31,450 788N ne preceding year. The development
reflected the decline in sharewori tes of the lisied stocks i the Exchange, a consequence
of the continued crisigyiratre globajsiriancial sysern, weak domestic economic
performance, and the Stiined investors' crisigof camiidence experienced in the capital
market.

The new NSE-30"idex, however, dropibed iaarginally by 3.0 per cent to close at its year-
end level of 827.99, while the four sedito alindices, namely, the NSE Food/Beverage Index,
the NSE Banking Index, the NSE In{ ciave Index and the NSE Oil/Gas Index also fell, by 5.8,
32.0,61.1 and 60.1 percent, retpgclively, to close at 526.71, 339.32, 249.01 and 288.06.

4.5.2.3 The New Issues Markei

There was a lull in the primary market as indicated by
There was a Iull'in Whe primary the decline in the number of applications received
market as in@@ied by the and issues offered for public subscription, reflecting
decline in th® number of theliquidity crisis and investors' waning confidence in
applications received and issues the market. The Exchange approved 30 applications
offered for public subscription, forboth new issues and mergers/acquisitions, valued
reflecting the liquidity crisis and of §279.3 bilion, compared with 70 applications
investors' waning confidence in valued at 2.6 frillion in 2008. The non-bank corporate
the market. issues accounted for 71.5 per cent of the fotal new

issues approved with 25 applications valued at 8199.7
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billion, while the banking sub-sector accounted for 3.6 per cent with one application
valued at 810.1 billion. The State Government Bond issue amounted to §69.5 billion,
representing 24.9 per cent of the total. Of the non-bank applications, foreign listings and
insurance sub-sectors accounted, respectively, for 827.5 billion (9.8 per cent) and 833.2
billion (11.9 percent).

No new issue was raised through initial public offer (IPO), while 8314.7 billion was raised
through supplementary issues. The sum of §31.7 billion was raised through rights issues and
N71.7 bilion through bonds issue, including four State Government Bonds. Listing by
Infroduction accounted for&131.0 billion, while shares placement took §7.4 billion. Four (4)
applications by Unit Trusts for memorandum-listing valu at N22.8 bilion were also

approved during the year.
Figure 4.27: New Issue tor :e
/ %
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CHAPTER 5
5.0 FISCAL OPERATIONS

management under the revised Medium-Term Fiscal Framework. At §4,844.6
bilion or 19.6 per cent of GDP, the gross Federation Account revenue
decreased by 38.4 per cent below the level in 2008. The development was attributed to
the decrease in both domestic crude oil production and prices, particularly during the first
quarter. However, the decline was moderated by the rise in non-oil receipfts. The need to
stimulate the economy prompted a substantial drawdown Ef the excess crude account

Ngeria‘s fiscal policy thrust in 2009 remained the maintenance of prudent fiscal

savings, from US$20.34 billion at end-2008 to US$6.54 billi t end-2009 to shore the
distributable revenue to the three fiers of government. AnQlysis of the fiscal opgramgns
of the general governmentrevealed an aggregate #7,258.0 billion, réo an

aggregate revenue of #6,263.4 billion and resulfe@v overall deficit of § illion or

4.0 per cent of GDP, which was financed lar; ugh domestic bg wag. Federal
Government retained revenue decrease per cent below t Sn 2008, while
aggregate expenditure rose by 6.5 . The fiscal oper@ of the Federal
Government resulted in an overall %of §810.0 billion g er cent of GDP.

Provisional data on state governments' "nancagindicated. a rall deficit of N186.2
billion, while that of the local gov nts s c surpltkw billion. Consolidated
public debt was #3,812.6 bjllio 5.4 of GOF at®nd-2009 , compared with
#§2,811.3 billion or 11.7 peé ten igeriges €ternal debt stock increased by
US$0.2 billion to US$3.9 bik llowing t oddiﬁo@bursemenf of concessional loans
from muiltilateral ins# ? In the same’ veingddomestic debt grew by 35.6 per cent to
#3,228.0 billion osé fthe additionalnglb wing during the year.

5.1 FISCAL FLICY THRUST

The fiscal policy thrust for 2009 ted against the backdrop of the challenges
posed by the global economi inancial crises,

whichled to aslowdown of onomic growth.

The development resul lower crude oll

demand and a declin¢ia, the international prices of

i which ad WAt 4 the Nigeri the challenges posed by the
oil, which adverse e ‘e igerian econgmy. global economic and financidl
d Medium-Term Expenditure

Eonsw’ren’rkwr;:’r re | thrust adoofed dent crises, which led to a slowdown of
ramework, al thrus o. o!o ed a pru 'en global economic growth.
outlook that was fargeted at achieving the following:

= A more efficient use of public resources by
rationalizing areas of waste and focusing on the critical sectors that would
propel economic growth and assist in the realization of the objectives of the 7-
Point Agenda of the Federal Government;

=  Migrating from a system in which limited resources are spread thinly across

The fiscal policy thrust for 2009 was
instituted against the backdrop of
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many projects to that in which resources are concentrated on fewer, high
priority projects for speedy completion;

= Strengthening compliance with ECOWAS Common External Tariff (CET) to
mitigate cross-border smuggling and enhance sub-regional frade, through
continued implementation of the tariff bands under the “2008 2012 Nigeria
Customs and Tariff Book”, with the 'fifth band' of 35.0 per cent providing modest
protection to keylocalindustries;

» Increasing investment in critical physical infrastructure, human capital
development and the implementation of sectoralreforms;

» Protecting the integrity of the financial system by intfroducing measures that
would strengthen the financial markets andrestafe investors' confidence; and

» Ensuring lasting peace, security and developmieit. not only in the Nigerioelta,
but across the country.

5.2 FEDERATION ACCOUNT OPERATIONS

5.2.1 Federally-Collected Revenue

Totali 1 2auially-collected revanie /leclined by 38.4
Total federally-collected revenue per cant to N4,844.6 billion in 2909, and constituted
declined by 38.4 per cent t&19.6 per cant of GDP. Ti sadevelopment was largely
N4,844.6 billion in 2009, <wel Glhirbutecytasihe gdecliie in domestic crude oll
constituted 19.6 percentof @DF L producioriand esagrts, occasioned by the militant

actitin win thedNiger Delta and lower oil prices in the
infernational market, gstiowlarly during tive first qucitarof 2009.

Siqure 5.1: Oil and Non* B )venue (per cent of GDP)
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Of the total receipts, oil revenue (gross) accounted for 83,191.9 billion (12.9 per cent of
GDP), indicating a decline of 51.1 per cent from the level in 2008. A breakdown showed
thatrevenue from crude oil and gas exports fell significantly by 60.1 per cent from the level
in the preceding year to 8897.8 billion. In the same vein, receipts from petfroleum profit tax
(PPT) androyalties fell by 55.3 per cent to §1,256.5 billion, whilst the revenue from domestic
crude oil sales dropped by 34.8 per cent to 8953.0 billion. These developments reflected
the decline in domestic oil production as well as in the global oil prices. The adverse effect
was, however, moderated by the impact of the amnesty inifiative of the Federal
Government, which improved oil production and exports during the second half of the
year. The sum of 8809.6 billion was deducted from the gross oil receipts for the Joint
Venture Cash (JVC) calls, 8365.1 billion in respect of excesycrude/PPT/royalty proceeds
and "others”, leaving a balance of 82,017.2 billion for Giskibution to the three #irs of
government and other beneficiaries.

Figure 5.2: Federation Accoun’t ¢ pniposition of Revenue
(Nairgfiliian)
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Gross revenue from noi -&hsources rose by 23.7 per cent to 81,652.7 billion. A breakdown
indicated that Vali= Aiided Tax (VAT) grew by 15.8 per cent to 8468.4 billion, while
company incom@tax (CIT) and customs/excise dutiesincreased by 36.3 and 5.8 per cent,
to N568.1 billion"und R297.5 billion, respectively. Other components, education tax and
custom levies also rose, by 195.6 and 36.4 per cent, to §139.5 billion and %98.5 billion,
respectively, and the National Information Technology Development Fund (NITDF) rose by
7.5 billion. Therise in non-oilrevenue was, however, dampened by the decline of 35.8 per
cent in Independent Revenue of the Federal Government. At 6.7 per cent, the ratio of
non-oil revenue to GDP rose above the levelin the previous year, reflecting government's
efforts at boosting revenue from non-oil sources.
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Figure 5.3: Composition of Non-oil Revenue in 2009

Education Tax Customs Levies NITDF
FG Indep. Rev. 8.4% 6.0% 0.5%
RV

34.4%

Customs & Excise
18.0%

The development was due to sustained efforts in revendc colicction by both the ligeian
Customs Service (NCS) and the Federal Inland Reyanc : Service (FIRS). The sui e M69.8
billion was deducted from the non-oil revenl= a costs of collectian, “=cving a
distributable balance of &1, 582.9 billion.

5.2.2 Federation Account Distribution

The sum of N3,600.1 billion accrued tG#iciFederation Account, inailating a decline of
20.9 per cent from the levelin 2008. Of this umoumiyN449.7 billion Vigsiransferred to the VAT
Pool Account and the sum of #7322 biliarigand N245.6°Eon were deducted for
Independent Revenue and ‘othi s iunsfersdima mectivaly . The sums of 8735.0 billion, 8812.4
bilion and R158.7 billionywese draw{wfrorn the gaxCss crude account for budget
augmentation, excess cradesnaring ang foreign e xchiinge rate gains, respectively, and
were added fto bapsatne distributable rexznue 10 84,537.8 billion. Analysis of the
distribution among fmiithree tiers of goveitament, as per the revenue-sharing formula?,
showed that ti =a5ederal Government it 8¢ sed the sum of §2,060.0 billion (including
Special Funds), Siate Governments 811 57.3 0illion, and Local Governments 8834.5 billion,
while the sum of 8484.0 billion, whichauCrued to the 13 per cent Derivation Fund, was
shared among the oil-producing siae 5.

5.2.3 VATPool AccountZiiribuion

The sum of 8449.7 billioitwas fransferred to the VAT Pool Account, anincrease of 15.8 per
cent over the leveldin 2.08. A breakdown of the distribution among the three tiers of
government, asgeer me VAT Pool Account sharing formula®, showed that the Federal
Government reuiv, :d N67 .4 billion, State Governments §224.8 billion, while the 774 local
governmentsshared®157.4 billion.

'This includes the Education Tax, Customs Levies, and the National Information Technology
Development Fund.

The Federation Account revenue sharing formula is as follows: FG (52.68%), SGs (26.72%) and LGs
(20.60%), while 13.0% of net oilrevenue is shared among oil-producing states.

‘The VAT Pool Accountrevenue sharing formulais as follows: FG (15%), SGs (50%) and LGs (35%).
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53 GENERAL GOVERNMENT FINANCES

5.3.1 Aggregate Revenue

At N6,263.4 billion, the aggregate revenue of the three fiers of government in 2009
comprised 82,831.7 billion from the Federation Account, §735.0 billion of budget
augmentation proceeds, 8812.4 billion of excess crude revenue, 8158.7 billion of foreign
exchange rate gains, 8449.7 bilion of VAT, 873.2 bilion of Federal Government
Independent Revenue, 8#487.3 billion of internally-generated revenue of the sub-national
governments, 8208.4 billion of grants/others for the sub-natfional governments, 841.1 billion
of stabilization fund for the sub-national governments, §19.7 billion of state governments'
allocationto the local governments, and 8446.3 billion of other funds.

Table 5.1: Sources of Funds for the Three Tiers of Gove, nem in 2009 (Naira billion)

FG SG
LC Grand Total
Source snga(ﬁf:; s  FOT SubTotal  Ltates 13%  Sub-Total

Share from Fed. Acct. 1,328.62 24,99 1,350 61 1d6.57 262.24 948 50 £a0.31 2,831.73
Budget Augmentation 330.48 6.39 S8 170.87 95.55 26¢ 12 131.73 735.02
Share from Excess Crude 290.56 6.27 2000 264.96 105.61 o70.5¢ 145.00 812.40
Foreign Exchange Rate Gains 71.35 1.38 273 36.89 20.63 57. 2 28.44 158.68
Share of VAT 62.95 450 67.45 2283 2c4.83 157.38 449.65
FG Independent Revenue 73.20 - 73.20 - - - 73.20
Privatization Proceeds - - - - - -

o Ntlona) Gout. Intermaly . 8.40 8.40 45280 . 45280 26.06 487.26
Grants and Others » - : 1810 - 188.10 2032 208.42
Share of Stabilization - - 29:0 - 29.70 11.38 41.08
State Allocation 5 - - - 19.74 19.74
Others 146.29 446.20 - - - - 446.29
TOTAL 2,603.39 51.93 2/,°532 2,054.71 484.03 2,538.74 1,069.37 6,263.43

5.3.2 Aggregate Expenditure

At K7,258.0 billion, the aggrealis expenditure of the general government fell by 5.1 per
cent from the level in 2008 41s ¢.oroportion of GDP,
it represented 29.4 per_ceniycompared with 31.5
per cent in 2008. A bre o “\"awn showed ’rho’r‘ The expenditure of the general
outlay on recurrefiipactivities, at 83,925.7 billion govemment fell by 5.1 per cent from
(15.9 per F:en’r Ol f‘vli?r'), accounted for 54.1 Per thelevelin 2008.

cent, capital expadiditure, at §2,800.0 billion (11.3

per cent of GDP) represented 38.6 per cent, while

transfers and 'others' at 84465.5 billion (1.9 per cent of GDP) and R66.7 billion (0.3 per cent of
GDP) accountedfor 6.4 and 0.9 per cent of the aggregate expenditure, respectively.

At #7,258.0 billion, the aggregate
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Figure 5.4: Composition of General Government Expenditure in 2009

Transfers

Capital / 6.4% Others
38.6% K 0.9%

Recurrent
54.1%

5.3.3 OverallFiscal Balance and Financing

The primary balance was in deficit of 8609.8 biiol (2.0 per cent of GDP)gwiaiashe overall
fiscal operations of the general governmeri resalted in a notional deficit of N994.5 billion
(4.0 per cent of GDP), compared with tha, G fidit of 8137.2 billion (T 6 par cent of GDP) in
2008. The overall deficit was financea atgety by domestic bofowirig from the banking
system and the non-bank public.

5.4 FEDERAL GOVERNMENT i M ANCES

5.4.1 Overall Fiscal Balince'and Finar: ing
The current surplus if202Y was lower by 52.1 péir cent, relative to the preceding year and
stood at 8515.0 bin 2% » 2.1 per cent of GBR, wijile the primary balance was in deficit of
NAS 2 lionor2.3 percent of GDP, compared with
h« surplus of #333.8 billion or 1.4 per cent of GDP in
2073, The overall fiscal operations of the Federal
Sovernment resulted in a notional deficit of 8810.0
per cent of GDP, compareg ¥ e biIIiQQ or 3.3 per ceﬁr of GDP, compared with the
deficit of §47.4 billion or 0% Ber cent deficit of .N47.4 pillion or 02 per cent of GDP
of GDPrecorded in 2008 recorded .|n 2008. The deficit Quf!oerformed the
WAMZ's primary convergence criterion target of 4.0
per cent, notwithstanding the deterioration, when
compared with#ie oosition in the preceding four years. The overall budget deficit was
financed mainly from domestic sources.

The overall fiscaP operations of thg
Federal Government resulted igngd
notional deficit of #810.0 billiopfOn3%
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Figure 5.5: Fiscal Deficit (per cent of GDP)
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5.4.2 Retained Revenue ofthe Federal Gov, ent Q
The Federal Government retained reven ecieased to 82,646. Il rom &3,193.4
ve hue showed that
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Figure 5.7: Federal Government Revenue and Expenditure
(per cent of GDP)
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5.4.3 Total Expenditure of the Federal %eni Q
Aggregate expenditure of the Federa mentincreased hy 6. rcent toN3,456.9
billionin 2009. As a proportion of GDP, tot ex@ure increas htly fo 14.0 per cent,

from 13.6 per cent in the previ USV Non
l?en

expenditure increased by 12. tf A g expenditure of the
level in 2008 and exceede N2,984.4 llion al Government increased by

budget estimate for 2 .S per . Tofal ercentto’3,456.9 billion in 2009.
debt service pay %moun’red to N250.8

billion, represen’ré per cent of th &

expendi’rureorw ent of GDP. é

Figure 5.8: Compo% ederal Government Expenditure in 2009
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5.4.3.1 Recurrent Expenditure

AT N2,131.9 billion, recurrent expenditure increased by 0.7 per cent over the level in 2008
and accounted for 61.7 per cent of total expenditure. As a percentage of GDP, recurrent
expenditure declined to 8.6 per cent, from 8.9 per centin 2008. Most of the components of
recurrent expenditure fell relative to their levels in
the preceding year. Thus, interest payments
decreased by 33.9 per cent, while transfers
dropped by 15.4 per cent. The goods and services
component, however, increased by 11.3 per cent.

Recurrent expenditure increased by
0.7 per cent over the level in 2008
and accounted for 61.7 per cent of

fotal expendifure. Analysis of the goods and services component
showed that persannel cost and pensions

amounted to #1,148.3 billion or 53.9 per cent of the ’ro&d overhead cost ’r&led
N564.2 billion or 26.5 per cent. Furthermore, interest pa sstood atN251.8 billiomor 19.8
per cent (comprising external ¥37.2 billion and do N214.5 billion) whil %rs to
7‘ b>o' or7.9

the Federal Capital Territory (FCT) and other ’er ccounted for N16

percent. 0
Figure. 5.9: Economic Clqssifq.% Recurrent Expend@- 2009

G

Interest
Payments

Goods & Services
80.3%

Interest poymeg&nsolido’red debt (foreign and domestic) as a percentage of GDP
c

fellfrom 1.6 per n2008to 1.0 percentin2009.

The functional classification of recurrent expenditure showed that the outlay on
administration rose by 12.3 per cent to 8820.8 billion and accounted for 38.5 per cent of
the total. Transfer payments, however, fell by 13.5 per cent, to 8639.7 bilion and
constituted 30.0 per cent of the total, reflecting a significant reduction in both external
and domestic debt charges in 2009. Expenditure on economic services increased
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marginally by 1.1 per cent to 8317.2 billion and accounted for 14.9 per cent of recurrent
expenditure. Within the economic sector, agriculture, transport, communications and
roads/construction jointly absorbed 60.9 per cent of the share of the sector, while
expenditure on socialand community services accounted for 16.6 percent.

Figure 5.10: Recurrent Expenditure & Personnel Cost (per cent of GDP)
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5.4.3.2 Capital Expenditure

Capital expenditure increased by 20.0 per cent to &1,152.8 billion, and accounted for 33.3
and 4.7 per cent of total expenditure and GDP, respectively. As a proportion of Federal
Government revenue, capital expenditure was 43.6 per cent, exceeding the stipulated
minimum target of 20.0 per cent under the WAMZ
secondary convergence criteria. A breakdown of
capital expenditure showed that public investment
in economic services accounted for 8506.0 billion
or 43.9 per cent of the total, compared with 52.5
per cent in the preceding year. Within the
economic services sector, manufacturing,
mmmg/quorrylng cul’rure/no’rurol res ces,

transport/communications and roads/construction a 1.9 percent of’r e or
the sector. Public investmentsin social and com rvices recorded a e of
20.6 per cent below the level in the precedln d accounted for 1 rcent of

the total. Within the social and community seE sector, expendl’rure ationand

Capital expenditure increased by
20.0 per cent to N1,152.8 billion, and
accounted for 33.3 and 4.7 per cent
of total expenditure and GDP,
respectively.

health, declined by 11.1 and 46.0 per cent billion and &52.5 pectively. As

aratio of capital spending, expenditur co’rlon and healt ns u’red 3.8and 4.6
per cent, respectively, in 2009, compor 5 Tand 10. 7per n’r

Figure 5.12; EI Clas of F Qovernment Capital

Exp |1ure in 2
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10.5%

OCia| & %ﬁ ers

Administration
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BOX 4: FISCAL STIMULUS AS A STABILIZATION TOOL

The global economic and financial crises of 2007 through 2009 have brought
renewed interest in the role of discretionary fiscal policy as a counter-cyclical
measure and, indeed, a potent mitigant against fluctuations in economic
activities and business cycles. Discretionary fiscal policy is the deliberate change in
government spending and/or taxation policies to influence the level of aggregate
demand. The period witnessed the emergence of severe economic and financial
conditions which were provoked by the sub-prime crisis in the United States (US)
that triggered widespread bankruptcy of large corporations, mortgage
institutions, banks, etc, and eventual recession ir.mc:t of the world's mgjc:
industrial and emerging economies. Cons.ccountly, several cornti'=s
implemented different stimulus packages ‘and' ‘ax adjustments tc. Loost
aggregate demand in order to enhance gr. via2.nd employment in their v arious
economies. However, the size of the clisc ztionary measures va ed rom one
country fo another, depending on the < verity of the crisis and /iniosi wnportantly,
the available fiscal space.

On the confirmation of decining outpu’ fo. two/thre = =onsecutive quarters,
signalling the onset of rece 521, ine Unite A Ctates assemled substantial stimulus
packages, running into Millihns of US Dolars, in b e form of fiscal bail-outs of
insolvent firms and «x er diture hc»u-outs t¢ b osi aggregate demand and
reduce unemploy. <= In addition, the fisaal s1.=5ius was complemented by tax
adjustments tc 1o un dwindling econoriiic fortunes. In the same vein, the United
Kingdom (I!¥), Cermany, Japan and. o1 <r industrial and emerging economies
implemente Yoroad-ranging fiscalurimd'iinvolving, direct spendings and a host of
other inferventions to increase 2x, er ditures, particularly on infrastructure, and
provide cash hand-outs as a ator, net. China disbursed about US$635 million as
fiscal stimulus to reverse “ne G parent slowdown in its economy. Overall, the
stimulus packages, to ¢ iarg = extent, not only helped to stem the tide of decline,
but were also able tarese. these economies on the path of growth andrecovery.

Nigeria's st ilus package was obviously not as pungent as those undertaken
elsewhere, I ut'i“e other economies ravaged by the adverse impact of the global
economic me'*Lown, the Federal Government initiated a fiscal stimulus to contain
the obvious slowdown of economic growth. Consequently, the following fiscal
interventions were deployed:

=  Disbursement of N200.0 bilion to deposit money banks under the
Commercial Agricultural Credit Scheme;
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55 STATE GOVERNMENTS' FINANCES*

5.5.1 OverallFiscal Balance and Financing

Provisional data on state governments' finances

(including FCT) indicated an increase in the overall Provisional data on statfe
deficit from 886.8 billion, or 0.4 per cent of GDP in governments' finances (including
2008 to 8186.2 billion, or 0.8 per cent of GDP in 2009. FCT) indicated an increase in the
The deficit was financed largely through loans from  overall deficit.

the DMBs.

Figure 5.13: State Governments' Revenue (Naira billion)

Excess Crude
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11% \
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17.&%

Federation
Account
37.6%

5.52 Revenue

Totalrevenue of tigmSi ste Governments fellhby .7 per cent to 82,590.7 billion, or 10.5 per
centof GDP, cmnarizd with82,934.8 billidms 312.1 per cent of GDP in 2008. The analysis of
the sources of re.‘enue indicated thatdillacctions from the Federation Account (including
the 13.0 per cent Derivation Fund) € ast973.8 billion or 37.6 per cent; VAT Pool Account,
8229 .3 billion or 8.9 per cent; Inter iy \Generated Revenue (IGR), 8461.2 billion or 17.8 per
cenft; Stabilization Account ¥/94/ billion or 1.1 per cent; excess crude account sharing
(including budget augmes. . aticy and foreign exchange rate gains) ¥708.6 billion or 27.3
per cent; and grants/oiaers 5088.1 billion or 7.3 per cent. The IGR rose above the level in
2008 by 4.6 per centdo K *1.2 billion. In terms of tax efforts, measured as the ratio of IGR to
total revenue (IGK/Ti%\. Lagos state ranked the highest with 62.2 per cent, followed by
Sokoto and Ogladites with 47.7 and 29.3 per cent, respectively, while Ondo ranked the
least with 1.2 per‘Zent. In terms of the state governments' effort at improving internally-
generated revenue, Taraba state ranked top with an increase of its IGR/TR ratio from 2.3
per cent in 2008 to 9.0 per cent, followed by Rivers and Benue states in the second and
third positions, respectively. Overall, the consolidated IGR/TR ratio of the state
governmentsincreased from 15.0 per centin 2008 o 17.8 per centin 2009.

‘The provisional data are from the CBN survey returns from 36 states and the FCT.
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Table 5.2: State Governments’ Revenue

State Governments’ Revenue Share in Overall GDP
2008 2009 1/ 2008 2009
Item Amount | Share (%) = Amount  Share (%) % %
(' Billion) (N Billion)
Federation Account 2/ 1,709.2 58.2 973.8 37.6 7.0 3.9
Excess Crude Revenue 3/ 354.1 121 708.6 27.3 1.5 29
VAT 198.0 6.8 229.3 8.9 0.8 0.9
Internally Generated Revenue 4411 15.0 461.2 17.8 1.8 1.9
Stabilization Fund 53.4 1.8 29.7 1.1 0.2 0.1
Grants & Others 179.0 6.1 188.1 7.3 0.7 0.8

2/ Including 13% Derivation Fund
3/ Including Budget Augmentation and Foreign Exchange Rate Gains O

5.5.3 Expenditure @! O
o)

Total 2,934.8 100.0 2,590.7 100 12.1 0.5
1/ Including FCT 2

The consolidated expenditure of the e vernments decli 8.1 per cent to
N2, 776.9 bilion, or 11.2. pé¢r cent of GDP. A

The consolidated expenditure of eakd owed v K1,426.1 billion or 5.8

State Governments declined erce DP, recun :nt eXpendiTUfe was 5.3 per

per cent to §2,776.9 biIIi@ 1.2 cen than evelin the preceding year and
a Ted@ ercentofthe total.

percent of GDP. E
Fi%.M: State Gove@ﬁxpendiiure (per cent of GDP)

14.0 - 12.7
11.2
12.0 10.1 - X
o> =%
10.0 > *
-
8.0
5.8 63 6.1 5.8
6'0 5-2
4.1 -
4.0 ®
2.0
2005 2006 2007 2008 2009
=== Recurrent Expenditure e Capital Expenditure
L Extra-Budgetary Expenditure === === Total Expenditure
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At §1,284.2 bilion, or 5.2 per cent of GDP, the capital expenditure of the state
governments was 11.8 per cent lower than the level in 2008 and accounted for 46.2 per
cent of the total. However, extra-budgetary expenditure increased by 10.7 per cent and
accountedfor 2.4 per cent of fotal expenditure.

Analysis of the consolidated spending on primary welfare sectors indicated that
expenditure on education decreased by 0.2 per cent below the level in 2008 to §234.2
billion and accounted for 8.4 per cent of total expenditure. However, expenditure on
health and agriculture rose by 27.5 and 48.7 per cent above the levels in the preceding
year to 8149.7 billion and 8158.7 billion, respectively and accounted for 5.4 and 5.7 per
cent, respectively, of the total. The outlay on water supply and housing also increased, by
56.1 and 62.6 per cent, to 899.8 billion (3.6 per cent) dnd,N63.8 billion (2.3 perg =nt),
respectively. Onthe whole, aggregate expenditure @fi k 2v welfare sectors amotantecito
N706.2 bilion or2.92 percent of GDP, and accountedsar 25,4 per cent of fotal exoarniciiure.

Figure 5.15: State Governmeni{” Ex,yenditure in Key Sector \for
2009 (per cent oot Expenditure)
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Figure 5.16: Stal(, Zovernments' Expenditure in Key Sectors for
2009 (per cent of GDP)
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5.6 LOCAL GOVERNMENTS' FINANCES®

5.6.1 OverallFiscal Balance and Financing

Provisional estimates on consolidated
Provisional estimates on consolidated local local governments' fiscal operations
governments' fiscal operatfions indicated a indicated a surplus of 81.8 bilion as
surplus of #1.8 billion as against a deficit of against a deficit of 3.0 billion in 2008.
#3.0 billion in 2008.

Figure 5.17: Local Governments' Revenue & Overall Balance

(per cent of GDP) &
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'i
5.6.2 Revenu E %
The total revenu: of Local Governn@ s estimated at §1,069.4 billion, indicating a

ecline of 22.5 per cent from the level in 2008.

The total revenue of Local Gover, s The sources of the revenue comprised
was estimated at #1%{[0“ allocations from the Federation Account
cent

v
-0.05 - %
=== Overall Balas v [ E—

indicating a decline of 22. (N529.3 billion), VAT (N157.4 billion), Internally-
Generated Revenue (N6.1 billion),
Grants/Others, (820.3 billion), Stabilization Fund
(N11.4 billion), St &co’rion (N19.7 billion), excess crude sharing (8145.0 billion), budget
augmentation é7 billion), and foreign exchange rate gains (828.4 billion).

5.6.3 Expenditure
AtR1,067.6 billion, the expenditure of the Local Governments was 22.8 per centlower than
the level in 2008 and represented 4.3 per cent of the GDP. A breakdown indicated that

The provisional data are from the CBN survey returns from 774 LGAs.
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recurrent outlay stood at §704.6 billion or 66.0 per cent, while capital expenditure
amounted to&363.0 billion or 34.0 per cent.

Figure 5.18: Local Governments' Expenditure (per cent of GDP)
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A further breakdown of recurigat expend ture
showed that personnel cost wa 1#206.3 billion, whiie Th# , exPenditure of the Local
overhead cost and, can olidatedaynfund ~

i so%ernments was 22.8 per cent
N69.7 Dbilion, respel Ve Analysis Ci canital

: represented 4.3 percentof the GDP.
expenditure by funsiionvevealed that the sKaip of
administration was ~57.4 billion, economissewices
(N175.0billion), soCial and community s&ndcCies (8124.2 billion) and transfers (86.5 billion).

5.7 CONSOLIDATED FEDERAL € 'ERNMENT DEBT

The consolidated Federal Goxermmont debft stock, as at December 31, 2009, was®3,818.5
billion or 15.5 per cent of GOP,admpared with 82,813.5 billion or 11.8 per cent of GDP in
2008. A breakdown showed 1ihat the domestic component constituted 84.7 per cent and
the external 15.3 pence .. "he increase reflected largely the additional net borrowing,
through the issuafica o FGN Bonds and treasury bills to finance projects and the
settlement of chrfaactual obligations. Consequently, the stock of FGN Bonds rose from
N1,445.6 bilionin 2208 toN1,974.9 bilion and accounted for 51.8 per cent of the total, while
the freasury bills stock grew from 8471.9 billion in 2008 to 8797.5 billion and accounted for
20.9 per cent of the total. At end-December 2009, external debt outstanding increased by
6.6 per cent to 8#590.4 billion (US$3.9 billion), while the domestic component increased by
39.1 percentfromitslevelin 2008.
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Figure 5.19: Consolidated Public Debt Stock (per cent of GDP)
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5.7.1 Domestic Debt

The stock of Federal Government domesiiCsdent outstanding at enci\De cember 2009
stood at §3,228.0 billion, representing ar®nc adse of 39.1 per centihverithe level in 2008.
TG increase was due (nainly fo additional net
borrowing@!uring the paaitiiough the issuance of
~GN Beridls £.nd treast # wills to settle government
cori. &= val obligotions, as well as to finance some
K mariical preacs. The banking system remained
thi. dominai it héider of the outstanding domestic
debt indruments with 58.3 per cent and the non-
bankéaubis accounted for the balance of 41.7 per
cent. Disaggre\drari of the banking sysiiioholdings indicated that 81,274.6 billion or
67.7 per cent wc: held by the DMBs das'Dhs, and 8607.9 billion or 32.3 per cent by the
CBN and Sinking Fund.

The stock of Federal Governmewgt
domestic debt outstanding aREDes>
December 2009 stood qf A& 8.0
billion, represenfing an€§o&ggise of
39.1 percentoverthg 1% 2008.

Analysis of the maturity strugtCie ofsthe domestic debt showed that instruments of two (2)
years and below accountedifor«l,421.4 billion or 44.0 per cent, followed by instruments of
two (2) to five (5) yearsf 8247.53 billion or 29.3 per cent; over ten (10) years, 8564.6 billion or
17.5 per cent; and t#ose with tenors of between five (5) and ten (10) years totalled 8294.7
billion or 9.1 per gant.

5.7.2 External Debt

At US$3.9 billion, Nigeria's external debt grew by 6.6 per cent over the level at end-
December 2008. The rise reflected the drawdown of additional multilateral loans by the
Federal Government, amounting to US$347.9 milion. Of the fotal external debt
outstanding, the share of multilateral institutions was US$3.5 billion and accounted for 88.8
per cent, while 'others' totalling US$0.4 billion accounted for the balance of 11.2 per cent.
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Figure 5.20: Composition of Domestic Debt Stock by Holders in 2009
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5.7.3 DebtService Payments and Debt Sustai nalysis 9 E

Total debt service payments in 2009 stood QZ 5 billion, or 2.2 per, GDP and
comprised §63.8 billion, or US$0.43 billion fc@ al and 8478.7 billi omestic debf.
On the one hand, the external ice comprised @ohon (principal

repayment) of 846.5 billion, or 72.8 pe nt, and the actual i@’r payments of ¥17.4

billion or 27.2 per cent. On the er hand, mposﬁ omestic debt service
indicated that the OmOI‘TIZOTIO TNQ n, or.43.3 ‘er cent, while the domestic
interest paymentwasi271. |I| orb56.7 Tof’rQTol

The analysis of N|g t sustaincoility that the debt stock/GDP ratio
remained low rel ’r| e maximum m’re&pnol threshold of 30.0 per cent of GDP,

eventhoughit ’red from11.6 per C in 2008 to 15.4 per centin 2009. In addition,
the debt stoc nue ratio sho ker

position in 2009 44.3 per cen d with The analysis of Nigeria's debt
88.0 per cent in 2008 showing nitude of . e
sustainability signified that the debt
total revenue that WOU|d b to redeem stock/GDP_ ratio remained low
the total debt stock. I the debt
a

relative to the maximum
service/revenue ratio de ed from 10.5 per .

international threshold of 30.0 per
cent in 2008 to 20.5 in 2009, implying that cent of GDP
more than 20.0 p&\ of the total revenue was )
devoted to int principal repayments. The
deteriorated s bI|ITy ratios reflected the slow growth of the economy and the

unimpressive performonce of the Federal Government retained revenue relative to the
preceding year.
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Table 5.3: Debt Service Payment (N’ billion) and Debt Sustainability Indicators (per cent)

Indicators
External Debt Service
(Interest Payments)*

Amortization - External
Debt

Domestic Debt Service
(Interest Payments)

Amortization - Domestic
Debt

Total Debt Service

Total Debt/GDP
Total External Debt/GDP

Total Domestic Debt/GDP
Total External Debt/Export
(%)

Total Debt
Service/Revenue (%)

Total Debt/Revenue (%)

Source: Debt Management Office

International
Thresholds

30
30

40-60
100

20-25 (Max.=25)
150
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2005
1,130.13
51.41
150.45
0.00
1,331.99

28.7
18.3
10.4
37.2

162

v A

2006
831.04

34.50
166.84

55.73
1,088.11

1.8
24

9.4

v.l

23.3
113.8

2007

117.21

11.39

185.37

67.26

381.23

12.5
21

10.4
53

13.9
1

2008

9.03

46.16

232.98

238.29

526.46

1.6
20

9.6

A4

1U.0

88.0

2009

17.38

46.46

271.34

207.36

542.54

13.1
8.5

20.5
144.3
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CHAPTER 6
6.0 THE REAL SECTOR

he growth in domestic outputf wasrobustin 2009, particularly against the backdrop
of the global financial/economic meltdown that adversely affected economic
performance. The real Gross Domestic Product (GDP), measured in 1990 basic
prices, grew by 6.7 per cent, compared with 6.0 per cent in 2008. Growth in 2009 was
attributed largely to the performance of the non-oil sector, which grew by 8.3 per cent,
complemented by a significant reduction in the decline in oil sector output. Sectoral
analyses showed that agricultural output grew by 5.9 per cent, wholesale and retail frade
by 11.3 percent, and the services sectorby 10.9 per cent. &friol output grew by 8 3 per

cent, in contrast to the fall recorded in the pr hree years, due e
implementation of the Federal Government amnest mme which pave@way
for an increase in crude oil production. The of solid minerals ell as
manufacturing also expanded. Inflationary p oderated, but r L above
the single digit. Other government progra Qnd policies in suppo real sector,

growth. Challenﬂ realsectorin
oorin frasfructurf@ t serious of which
0

proval of th appropriation bill.

especially agriculture, also impacted posi
the period underreview remained pri
wasinadequate powersupply, and the a§laye

6.1 DOMESTIC OUTPUT

Provisional data from oI Bure Sfch ) showed that Gross Domestic
Product (GDP), me Q 1990 cons’r , was estimated at8716.9 billionin
2009, indicating o@ te of 6.7 perce

exceeded the centrecordedin .

the average a growth rate of 2@ The Gross Domestic Product (GDP.),
for the period 2005 2009, but | n the Mecsured at 1990 consiant basic
target growth rate of 10.0 per ce year. As prices, was estimated at #716.9 billion

in the previous years, agricult untedfora in 2009, indicating a growth rate of 6.7

greater share of the G th rate, as it P’ cent. This exgeeded the 6.0 per
ageWoints, followed by cent recorded in 2008 and the

contributed 2.5 perce
wholesale and retaibir ith 2.0 percentage VErage annualgrowihrate of 6.4 per
points; services . centage points; and cent for the period 2005 2009, but

building and c%c on 0.2 percentage point. lower than the target growth rate of
Industry as a gro ade a positive contribution 10.0 percentforthe year.

of 0.1 percentage point, compared with a

negative contribution in 2008. Growth in GDP reflected largely the sound monetary and
fiscal policies, as well as the favourable weather conditions which boosted agricultural
output. Other drivers of growth included an increase in crude oil production, especially in
the second half of the year, building and construction activities across the country and
continued expansionin the telecommunications sub-sector.
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Figure 6.1 GDP Growth Rate (2005 - 2009)
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Table 6.1: Sectoral Growth Rates of GDP at 1990 ~.. st *t Basic Prices (per cent)
Activity Sector 2008 2006 2007 2281, 2009 2/
1. Agriculture 7.06 7.40 7.19 6.4 5.94
Crop Production 713 7.49 ¥s) v.52 5.90
Livestock 6.76 6.90 022 6.89 6.50
Forestry 5.92 6.02 12 5.97 5.85
Fishing 5.02 605 6.58 6.52 6.03
2. Industry 1.7 -2.80 -2.23 | -218 0.62
Crude Petroleum PR -4.51 -454 | -476 -1.33
Solid Minerals 2.53 10.28 1275 @ 12.81 12.08
Manufacturing 9.61 9.39 9.57 9.28 7.9
3. Building & Construcupn 12.10 12.99 13.03  13.06 12.26
4. Wholesale & Rev i* 1ude 13.51 15.26 1520  14.00 11.27
5. Services 7.96 9.18 9.88 10.45 10.88
Transport 6.35 6.92 6.95 6.99 6.93
Communications 28.38 32.45 32.85 @ 2965 34.18
Utilities 6.64 4.87 4.93 417 3.4
Hotel & Restaurant 10.45 12.91 1295 = 12.89 12.44
Finance & Insurance 2.85 4.98 5.03 4.82 4.02
Real Estate & Businmss Se.yices 10.62 11.29 11.35 | 1142 10.65
Producers of Govt."sen/ ces 5.38 5.85 5.92 6.01 5.85
Comm., Social & Pers. Services 10.50 10.61 1062 = 2225 9.77
TOTAL (GDP) 6.51 6.03 6.45 5.98 6.66
NON-OIL (GDP) 8.59 9.41 9.52 8.95 8.33
1/ Revised

2/ Provisional
Source: National Bureau of Statistics (NBS)
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Table 6.2: Sectoral Contribution to Growth Rates of GDP at 1990 Constant Basic Prices

(percentage points)

Activity Sector 2005 2006 2007 2008 1/ 2009 2/
1. Agriculture 289 3.05 300 275 2.50
Crop Production 260 275 270 | 244 2.20
2. Industry 051 -0.71 -0.58 -0.52 0.14
Crude Petroleum 013  -1.09  -0.99 -0.93 0.23
3. Building & Construction 017 0.20 021 0.22 0.22
4, Wholesale & Retail Trade 1.74 ¢ 210 | 2.27 | 2.27 174
5. Services 1.090mt40 155 | 1.69 1 13
Communication 056 050 063 021 .00
TOTAL (GDP) 6.51  6.03 6.45 [ 6.1 6.66
NON-OIL (GDP) 6.80 8.09 8Go _ 40 8.33
1/ Revised
2/ Provisional

Source: National Bureau of Statistics (v7S)

Non-oil GDP grew byaf “aoer cent in 209, compare d with 9.0 per cent in 2008. The
performance was drivenlargely by agricultut:l production, which grew by 5.9 per cent,
attributable to thetavourable weather conditions, improved supply of inputs and the
impact of variol s - javernment programme: and policies. Other drivers of growth in non-oil
GDP included building and constructiag, wholesale and retail frade; and services, which
recorded growth rates of 12.3, 113G 10.9 per cent, respectively. In the services sub-
sector, communicationsrecorg’eatic highest growthrate of 34.2 per cent, buoyed by the
sustained liberalization ang “xpdnsion of telecommunications services. Also, other
components of the servicds sub-sector recorded significant growth rates. In 2009,
industrial output grew £ «&y4 oer cent, in contrast to the fallrecorded in the previous three
years. This developfaeni was attributable mainly to the implementation of the Federal
Government apmestyprogramme, which paved the way for an increase in crude oil
production. Otticr ¢ overnment programmes and policies in support of the real sector,
especially small- and medium-scale enterprises, also impacted positively on growth. Solid
minerals and manufacturing output grew by 12.1 and 7.9 per cent, respectively.
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Figure 6.2: Sectoral Share in GDP
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Further sectoral analysis indi at the agricultural sector contributed the largest
share of 41.8 percenttore % 2009, compared with 42.1 per cent in 2008. The share
of industry and crude oil ir& eclined from 21.8 and 17.4 per cent, respectively in 2008,
to 20.6 and 16.0 per c?hich was not unconnected with developments in the Niger
Delta region. The ntroutions of solid minerals and manufacturing components of
industry remaineinsignificant. Services as a group confributed 17.5 per cent to the GDP,
of which communis ations, finance and insurance, utilities and transport accounted for
3.7.3.7,3.3and 2.7 percentage points, respectively.
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Figure 6.4: Contribution to Growth Rate of Non-oil GDP
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Provisional data showed that real domestic demdénd at 1990 purchasers' prics (&DP by
Expenditure approach) grew by 8.3 per caiiy Gl stood at N774.2s0ii0r in 2009,
compared with 8714.7 bilion in 2008. Pi#va.: consumption and [1ove rnment final
consumption expenditures in 2009 were, 1¢1643 billion and ®181.4 billion, respectively,
compared with 8465.5 bilion and ®&1¢ L8 Killlon in the precedinyg yaat. This indicated a
decrease of 10.6 percentinreal private consumntion expendituis o 1d anincrease of 10.1
per cent in real government cowsumption Cxpenditure. i e iwinvestment (gross fixed
capital formation) grew by 10 i aar centawiilelnet extports' ell by 70.5 per cent, in real
terms, respectively. The incredse n govarmant consuribtion was attributed mainly to the
monetization of the excéss criyie oil saviigs o final ce ¢ overnment capital projects, while
the decrease in priviad zonsumption'resulfed 1WE&m the credit crunch, the fall in
governmentrevemuae.cnd a depressed agoregute demandin the economy. As a share of
aggregate derandanorivate consumpticmasnstituted 53.8 per cent.

Figure 6.5: GDP (Expghaa. urt Approach) at 1990 Purchasers’
Price
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6.2 AGRICULTURE

6.2.1. Agricultural Policy and Institutional Support
The policy thrust for the agricultural sectorin 2009 continued to be anchored on the 5-Point
Agenda of the Federal Ministry of Agriculture and Water Resources (FMAWR), namely:

(i) Strengthening Agricultural Regulation and Tariff (START)

(ii) Research and Developmentin Agriculture (RADA)

(iii) Rural Sector Enhancement Programme (RUSEP)

(iv) Developing Agricultural Inputs Marketsin Nigeria (DAIMINA)

(v) Maximizing Agricultural Revenue in Key Enterprises (MARKETS).

The Agenda was put in place to enable the agricultural s€Ciar to play its fraditionaldhle of
ensuring food security, creating new job opportuniie’ _developing new eniarorises,
supporting existing industries and improving the conpigatiieness of Nigeria's exnoi's.

Notable among the new initiatives by the FR.AYVR was the establishniierin o the Agro-
Allied Value Chain Infrastructure Develabpteriy Programme. Thespraiedits under this
programme comprised: agro-input cefin esiG00 sites), integrateclivé stock markets (3
sites), integrated fish estates (2 sites), fariiers' markets (6 sites), fliodeourts (6 sites), export
crop handling, preservation and gonditioning gerizes (4 sitegmand®ommodity outgrower
development and extensiongsarvige cenfyesy 20 sites). e structural designs, site
identification and selection @f se *viCe provi e wvere chmpleted during the year. Some of
the projects were being fundva on a uidsLeasedaiad-ansfer basis, while others were
financed through the Sa&siarintervention Fund of tae fMAWR (as grants to the tune of 40
per cent) and the Galdiace sourced from th,Commercial Agricultural Credit Scheme
(CACS). All the praiecss were expected tCibe ¢ompleted by the third quarter of 2010.
These programine swvere considered crtical o the success of the country's Vision 20:2020
initiative, the 7(Point Agenda of “YC Ffederal Government, and the Millennium
Development Goals (MDGs).

In a move to address the protracted issues of
inadequate credit and high interest rate on
of inadequate cregit \Mwhigh interest agricultural lending, the CBN, in collaboration
rate on GgriCU”'Uf(d .ﬂﬁnCA\ng, the CBN, in with the FMAWR, established the CACS.
collaboratiofaxith the FMAWR, Under the Scheme being financed from the

In a move to address the proigcted issues

established the C.&@S. Underthe Scheme proceeds of N200 billion FGN bonds, farmers

being financed from the proceeds of and other practitioners in the agro-allied
N200 billion FGN bonds, farmers and other industry could access credit at not more than
practitioners in the agro-allied industry © single-digit interest rate. The first franche of

could access credit at not more than o N100 bilion was made available to two
single-digitinterestrate. participating banks, United Bank for Africa

(N75 billion) and First Bank of Nigeria (N25
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billion) for on-lending to farmers. As at end-December 2009, the two banks had disbursed
atotalof 843.33 billion to 54 projects.

While access to credit remained a major challenge to farmers in Nigeria generally, rural
farmers and other allied rural-based, micro-enterprises were even more disadvantaged.
Despite the long history of a traditional system of savings and informal credit institutions
that provided financial services in the rural areas, the impact was limited and a huge
demand for financial services remains in the rural sector. In an effort to address these
issues, the FMAWR, assisted by the International Fund for Agricultural Development (IFAD),
established the Rural Finance Institution Building Programme (RUFIN). The programme
would be implemented over a 7-year period and financed from a concessionary loan
($27.2 million) and a grant ($400.5 million) from the IFAD, “ae Ford Foundation /,500.0
million grant) and counterpart funding from the Fecd:ra .G overnment of NigeriGy($17.9
million).

The objectives of RUFINincluded:

(a) Developing and strengthening riral"micro-finance ing@utiast (RMFIs) and
micro-finance banks (MFBs):

(b) Establishing linkages betweer RMFIs and formal finar e iigstitutions;

(c) Creating aviable and systainable ndarinancial st aiany,

(d) Guaranteeing credia Rivirls by MEBowfid depositihoney banks; and

(e) Refinancing RMFiathi sugh MFBs:

Programme implemegtaian was expected to camrience fully with a national start-
up/sensitization workshopwin early 2010.

Pursuant to the |1a.&y of expanding thefcdpacity of the national grains reserve, two (2) of
the additional twenty-five (25) silos undiér gonstruction, located in Kaduna, Kaduna State
and Ezillo, Ebonyi State, weregaCainleted and billed for commissioning in 2010. This
brought the national grains restrye o a capacity of 1.3 million tonnes. Under the Buyer-of-
Last-Resort programme of the iTAAWR, 64,000 tonnes of assorted grains were purchasedin
2009, while 25,000 tonnes weig released to the public to cushion the effects of rising food
prices.

6.2.2 AgriculhdulProduction

At 242.1 (1990=107), the provisional aggregate
index of agricultural production increased by 6.2
per cent, compared with 6.5 per cent in 2008. The
growth was, however, below the national sectoral
target of 8.0 per cent. The increase in agricultural
production was propelled largely by the
favourable weather conditions and the sustained

The increase in agricultural
production was propelled largely by
the favourable weather conditions
and the sustained implementation,
in 2009, of the various agricultural
programmes initiatedin 2008.
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implementation, in 2009, of the various agricultural programmes initiated in 2008.

Figure 6.4: Index of Agricultural Production (1990 = 100)
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The crops sub-sector sustained its impressive performance on account of the favourable
weather conditions in most parts of the country and the continuation of various
government programmes initiated in 2008. Other factors responsible for the improved
performance of the crops sub-sector included the identification and tfargeted
intfervention in thirteen (13) strategic crops by the Federal Government. Cassava output
grew by 6.6 per cent, attributable to the increased use of improved cassava cuttings and
an expansion of processing facilities across the country. Paddy rice production increased
by 7.3 per cent over the level in 2008, traceable to the increased adoption by farmers of
the high-yielding NERICArice variety and the Rice Box fechnology.

6.2.2.2 livestock

Livestock production increased by 6.8 per cent, comgaiad with 5.8 per centss the
preceding year. The increase was attributable to the aite ctive measures taken tCizonirol
livestock diseases, especially the deadly Avian Flu,smal Gccess to credit, whigheigéd fo
expand production. Further analysis of the sub-ectr showed that po@ltry and beef
productionincreased by 7.7 and 6.1 per centespectively, when comgfarad with growth
rates in 2008. This was the outcome of the siiprorvprovided to expapa tine liyestock value
chain, including the establishment of niCilensfabattoirs and sanitc v sdles outlets across
the country.

6.2.2.3 Fishery
Fish output increased by 6.4, p«cent fror ietevel it 2208 to 709,680 tonnes. This was,
however, lower than the e2timc ted natic risbaemapS &f 15 million tonnes.

6.2.2.4 Forestry

Forestry productioriincreased by 5.9 per cent to57.5 million cubic metres in 2009, which
was higher tharitt 22.2 per centrecordeaa £008. The development was attributed to the
increase in demand for wood producid. The Forestry Research Institute of Nigeria (FRIN)
continued fo intensify the supply af iiiinrcved breeder seedlings to replace the harvested
free stocks in order to sustain wood Lroduction. Challenges faced by the sector in 2009
included inadequate andwriimagiy distribution of fertilizers, dearth of processing and
storage facilities, an ineffiCient transportation infrastructure and poor access to credit.

6.2.3 Agriculturaliice:

The prices of magvof Nigeria's agricultural export commodities were higher in 2009 than in
the previous yeuar./.The overall index, computed in US dollar terms, stood at 572.8
(1990=100), representing an increase of 11.3 per cent over the level in 2008. Cocoa
recorded the highest price increase of 49.5 per cent over the 2008 level, due largely to the
relatively strong demand and reduction in output, arising from protests by farmers in Cote
d' Ivoire against the low prices fixed for the commodity. Other reasons for the price
increase were bad weather conditions in some producing countries, the fear of a supply
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shortage in 2010 and currency fluctuations®. Other crops that recorded price increases
were cotton and palm oil, at 23.4 and 13.1 per cent, respectively. The prices of coffee,
copra and soya beans, however, declined by 27.0, 11.0 and 6.1 per cent, respectively,
below the levels in the previous year. In naira terms, the all-commodities price index
increased by 11.3 per cent to 8,009.1 (1990=100) in 2009. Cocoaq, cotton and palm oil
recorded price increases of 49.1, 23.4 and 11.3 per cent, respectively, while the prices of
coffee, copraandsoyabeans declined by 27.0, 12.0 and 6.0 per cent, respectively.

Available data indicated that the domestic prices

Available data indicated that the ©f most commodities increased, ranging from 1.9
domestic prices of most Percentforcotton ta97.7 per cent for cocoq, The

commoditiesincreased. general increase ices was of’rribufed%\e
s and increase d
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6.3 INDUSTRY

6.3.1 Industrial Policy and Institutional Support

As part of efforts to ensure increased industrial output, reduce importation of consumer
goods, conserve foreign exchange, and, consequently, create employment and wealth,
the Federal Ministry of Commerce and Industry launched the “*Campaign for Patronage
of Made-in-Nigeria Products”. The Ministry also provided capital allowance incentives for
companies that incurred capital expenditure in excess of 8500,000 and eight (8) 500 KVA
generators to states with proven commitment to the development of an Enterprise Zone.
The beneficiary states were: Bauchi, Bayelsa, Imo, Ebonyi, Ekiti, Kano, Kogi and Osun.

The promotion of local sugar production received a oast during the year, gfinew
guidelines were issued to companies granted licencet t¢ import unfortified raw sagaror
industrial use. The guidelines were on packagings@na abelling and a commiimient to
backward integration. The companies were to ensire /it least 70.0 per centilocul content
in natfional sugar consumption by 2015. In Ciddition, the Ministry offéCcminerce and
Industry, in conjunction with Bank PHB, th¢ National Agricultural InserGiase Corporation
and the CBN started granting input loand ) nistnbers of out-grower (isso tiations.

In the cement sub-sector, the follawing initiativesiwere put@anlc€e to ensure increased
local production: a two- to thras-yven duty figeinsriod for th fimportation of machinery,
equipment and spare parts#n caver the ce €0 planiowilding phase and the first 2 years
of commencement of Ciwnduciion; reximdl of gielirictions on the importation of
gypsum, up to the paiat vihen local pro Juction ona/-ommercial basis is achieved; tax
deduction incenfivey, ca investment in sysiém conversion to coal-fiing for cement
production; conce:siorial pricing and spegial dllocation of Low Pour Fuel Oil (LPFO),
including duty-i:e ssimportation of LPE® Curig periods of acute domestic shortage of
cement.

The Federal Ministry of Power# Stiaticgic Plan 2009, under the Vision 20:2020 initiative,
provided the road map fer 1= iprovement and sustenance of electricity supply in
Nigeria, with a target of £,00Q Mega Watts (MW) by December 2009 and 10,000MW by
December 2011. The i iadive was to leverage the existing capacity within the Power
Holding Compasfyv ¢t Nigeria (PHCN) plants through rehabilitation, re-
enforcement/exgansion of the fransmission and distribution network, and collaboration
with the Ministry Gi P2 troleum and the NNPC to ensure accelerated implementation of the
Gas Master Plan. It would also ensure the resolution of any commercialissues in the course
of delivering gas to power stations, the institution of appropriate corporate and industry
governance structures, as well as the engagement of technical assistants/consultants to
assist the successor companiesin commercialising their operations.

Otherinitiatives and projects undertaken by the Ministry in 2009 included the following:
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¢+ Adoption of the frameworks for the exploitation of coal to generate powerand
the development of small and medium hydroelectric plants;

¢ Award of a confract for the construction of a 215MW (ISO) power plant in
Kaduna, to be powered by LPFO; and

¢+ Completion of the engineering design for the establishment of a 10MW Wind
ProjectinKatsina.

6.3.2 Industrial Production

The index of industrial production, estimated at 118.2 (1999 = 100), showed a marginal
increase of 0.4 per cent over the levelin 2008. The margindiliporovement was attribyg able
to manufacturing production, which rose by 1.3 per c£ni while mining productioa felitoy
0.1 percent.

Figure 6.8: Index of Indu{ridi Production (1990 = 157)
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6.3.2.1 Manufacturing

The index of manufactu ir: Jyaroduction, estimated at 92.4 (1990=100) rose by 1.3 per cent
above the levelin 2008. Similarly, average capacity
utilisation in the sub-sector showed a slight
improvement from 54.7 per cent in 2008 to 55.0 per
cent. The development was afttributed to the
increase in the output of cement, sugar,
confectionary and beverages. The sub-sector
continued to experience challenges with
accessing credit from the banking sector, which in
turn affected the importation of raw materials. In addition, the delay in the passage of the

The sub-secig@gontfinued fo
experience c®illenges with
accessing credit from the banking
sector, which in furn affecfed the
importation of raw materials.
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2009 Appropriation Act by the National Assembly affected the business and investment
plans of manufacturers. Others were the epileptic supply of electricity and the increased
pump price of diesel used mainly in the private provision of electricity.

Figure 6.9: Index of Manufacturing Production and Capacity Utilization
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6.3.2.2 Mining
6.3.2.2.1 Crude Oil
a. Institutional and Regulatory Support

The failure of past efforts atinfus a4 greatefmar \oareng’y and uccountability in the oil and
gas industry in Nigeria led®o 112 Infrodt “ian of thef atraleum Industry Bill in 2009. The Bill
provided for an Act<mmstablish the legal and aasiatory framework, as well as the
institutions and reastctory authorities for tHe ligerian Pefroleum Industry. It is also to
establish guide ta=s Jor the operations €t » upstream, midstream and downstream
sectors of the ina istry.
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(a)

(o)

(c)

(d)

(f)

(9)

Some of the fundamental objectives of the Bill were to:

BOX 5: SOME KEY ELEMENTS OF THE PETROLEUM INDUSTRY BILL

Vest in the Federal Government of Nigeria the property and
sovereign ownership of petroleum within Nigeria, its territorial waters,
the continental shelf and the Exclusive Economic Zone;

Vest in the Minister, with respect to upstream operations, the power
only to grant petroleum prospecting licence, or petroleum mining
lease;

Vest in the Minister in charge of petroleum resources the responsibility
for the coordination and overall supervisic » of the activities as well 2.5
the institutions of the petroleum industn,

Establish the National Petroleum Dire ~ioirate. The Directoral st Al
develop policies and instrumen s f¢ - effective coordinaticn and
operations of the Oil and Gus ‘nuosiry for the considarcic’r and
approval of the Minister. It skall'« 'so formulate and deve 'op | trategies,
implement the petroleum | Jlic; and otherrelated/ olicies approved
by the Minister;

Provide for a governing L oard which shall cons. 't o: a chairman, who
is the Minister, e Directc. Geeral ani1 2e Directors of the
Directorate;

Provide 1.r ‘he ectabbishment «  the Nigerian Petroleum
Inspectura.= viththe ¢ = urorgahiising ' and regulating the technical,
cost .« commerciai activities of the Upstream Petroleum
Cr~~rtions and ensuring the elficient, safe, effective and sustainable
nfrC:fructure developmant .« f upstream operations. The functions of
“ie Inspectorate are e el forcement and administration of policies,
laws and regulatic’ s i 2leiing to the technical aspects of upstream
petroleum operc ats,

Provide for th . P2traleum Products Regulatory Authority, aimed at the
promotior a7 implementation of national technical and
commercial »olicies for downstream petroleum operations. It also
aims a. ¢ promotion of competitive markets for gas services in
dew astream operations and promotes security of gas supply, market
daelopment and competition, among others. The functions of the
A= nority are to regulate and coordinate the commercial activities of
downstream operations in a non-discriminatory and tfransparent
manner, as well as regulate bulk storage and distribution and set rules
for petroleum products, petroleum products pipelines and regional
storage depots;

Provide for the establishment of the National Midstream Regulatory
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(1)

(k)

(1)

Agency. Prominent objectives of the Agency are to promote the
implementation of national technical and commercial policies for
midstream Petroleum Operations; promote the efficient, effective
and sustainable technical and commercial development of
Midstream Petroleum Operations; and promote the conditions that
willenable the fransportation activities to be carried out in Midstream
Pefroleum Operations on an equitable basis, while protecting the
rights and interests of licencees and other stakeholders;

" Provide for the establishment of the Nigerian National Petroleum
Company Limited (the National Oil Company). The Nigerian National
Petroleum Company Limited shall be a lim’.ed liability company and
shall be a successor company fo the as.>ts and liabilities of <i.»
Nigerian National Petfroleum Coine ation (the Corporaticn).
Ownership of the National Oil Coripain, shall be vested solc!v i~ the
Federal Government of Nigerio:

provide for the establishme. + of the Nigerian Petrol :urr. Research
Centre. The corporate hd aaquarters of the Centrl shia oe in Port
Harcourt. The functions o' the Centre, among othe: thir gs, shall be to
carry outresearchin all c -eas pertaining to the | efrc'eum industry;
establish a Natior al Frontier Exulo: ation Sery ¢~ wiih the objectives of
promoting the cffic: 'nt and s > hable exp. rration of hydrocarbons
in the frontiar L usins of NiJenu. Amang others, its functions are to
regulate \ etrcleum ey o1 arion c.cndinos in all unassigned frontier
acrec s in Nigeria heid by the 2ire ctorate; identify opportunities
and .ac.2ase information akCiit the petroleum resource base within
all roririer acreages in Nig=ria, with demonstrable technical and
o orational excellence’;

Establish, pursuant i > nie Act, the Pefroleum Equalization Fund into
which shall be. ncil' uny net surplus revenue recovered from
petroleum prouuc's imarketing companies, and such sums as may be
provided fer 1 it wurpose by the Federal Government. The Fund shall
be manugced by the Petroleum Equalization Fund Management
Board. 'i.> Board shall determine the method by which net surplus
rev. nue shall be collected from the petroleum products marketing
_omp anies; and
1 rol,0se the Petroleum Technology Development Fund. Sources of
the Development Fund, among others, are the balance of the
monetary assets outstanding at the commencement of this Act in
the accounts of the Pefroleum Technology Development Fund Act;
penalty fees resulting from non-compliance with expatriate quota
provisions; penalty fees for violation of the Nigerian Content policy,
etc.
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b. Crude Oil Production and Prices

i. Production

Nigeria's aggregate crude oil production, including condensates and natural gas liquids,
averaged 1.82 million barrels per day (mbd), or
664.3 million barrels in 2009, compared with 1.98
mibd or 700.8 million barrelsin the preceding year.
This represented an 8.0 per cent decline relative
to 2008. Declining production had characterized
oil output over the previous five years due largely
tfo militant oc’rivi’ries and the attendant

The Federal Government's amnesty
programme brought relative peace to
the Niger-Delta areain the second half
of 2009. Consequently, production
level rose from 1.75mbd in January to
1.94 mbd in September and closed at

the end of the year at 2.02 mbd. destruction of oibproduction facilities. The
Federal Gover t's amnesty prog&ne
brought relati ce to the Niger-DeltCyare
the second half of 2009. Consequently, productio se from 1.75mbd

1.94mbdin September and closed at the end o rat2.02mbd. Q
estimated at 1.37 m 1 million

Aggregate export of crude oil over the perio
irvthe preceding v p|Te the low
he same in 2009 G.\foble mainly to

barrels, compared with 536.6 million b
production, Nigeria's trade pattern r

capacity additions from new oilfields a I|n|ng world dem()

iil. Prices

The average spot price |o 'sr

crude, the Bonny Light ood veroge spot price of Nigeria's
barrelin 2009, comp he preceding y ar' rence crude, the Bonny Light

rel, a decline of3 er (370 API), stood at $62.1 per barrelin
cent. The averag e of OPEC's bask 1 2009, compared with the preceding
crude streams Il by approxima Tper year's average of $101.2 per barrel,
cent to $61.1 per barrel in 2009. world adecline of 38.6 per cent.

demand and the stronger valu US dollar

accountedforthe depressed%
Figure 6 & Light Monthly Prices in 2008 and 2009
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iii. Refinery Utilization
The total quantity of crude oil refined by local refineries in 2009 was estimated at
2,887,815.00tonnes, down fromthe 5,544,446.67 metric tonnes processed in 2008.

6.3.2.2.2 Gas

a. Gas Productionin 2009

A total volume of 41,534.16 million cubic meters MMm3 of natural gas was produced in
2009, down from 66,640.75MMm3 in 2008, showing a decrease of 37.7 per cent. This was
aftributed to the decline in oil production as a result of frequent attacks on oil installations
by militants in the Niger Delta. Out of the quantity produced, 32.4 per cent was flared,
while the balance of 67.60 was utilized. About 36.41 per cenbwas sold to industries, such as
the Power Holding Company of Nigeria (PHCN), cement &ndisteel companies, as g ainst
40.20 per cent in 2008, while 15.82 per cent was sold t¢ tF = Nigeria Liquefied Naftral Cas
(NLNG). Gas converted to natural gas liquids and g@@itisiccounted for 4.14 gnd 4.1/ per
cent, respectively, while the oil-producing comraiiies/ised 7.1 per cent asiyel ¢ as.

Figure 6.11: Gas Productich gfnaUtilisation (2005 - 2629,
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6.3.2.2.3 Solid Minerals

a. Institutional Support 1ur the Sector

As afollow-up to efforts fGmaake the sector more competitive in 2009, the Ministry of Mines
and Steel Developsiiant ¢ rganized aninvestment solicitation campaign in China, with the
theme, "Creatifiy_a Sustainable and Investor-Friendly Framework for Mining in Nigeria”
from November 2745 29, 2009. The aim was to showcase the opportunities and incentives
in Nigeria's mining sub-sector. The Ministry also reviewed and updated the geological
maps of the entire country and produced geological and mineral maps for every state of
the federation and the Federal Capital Territory in digital format. It also revised the
country's geodetic network and completed its cartographic coverage to facilitate a
more accurate determination and charting of mineral fitles.

Chapter Six | The Real Sector



132

CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

The Ministry identified seven strategic minerals that
The Ministry identified seven were considered critical to the nation's industrial
strategic minerals that were development. Some of the minerals were gold,
considered critical to the nafion's codal, iron ore and bitumen. It granted over 2,508
industrial development. Some of the mineral fitles and issued 2,062 licences, out of the
minerals were gold, coal, iron ore 8,179 applications/titles registered. It further
and bitumen. registered 234 mining cooperatives, quarry

associations and small scale miners, out of the 600

applications received. In addition, it verified and
registered 17 additional private mineral buying centres, which would serve as interface
between mining cooperatives, licensed miners, local users gnd export markets.

The Ministry commenced the disbursement of thd L2810 milion grant, undsr 1he
Sustainable Management of Mineral Resources Prajcdt (IMMRP) of the World®aik, 10 the
first ten artisanal miners and mining communilias 40 improve their ofieraions. The
beneficiaries included seven (7) artisanal ancis#nall scale mining proj¢ ctsiand three (3)
community projects. Some mining coopefatives ieceived grants up™io ¢55,50,000 for the
purchase of simple mining tools and equ onutnt. During the year, the Ainistry worked in
close collaboration with the variouststate Mineral Resou cespand Environmental
Management Committees (MIRENMCQ) to ertura, environi matar best practices in the
mining sector. It embarked orfasodCity bulilinipoy upgradi g the old school of minesin
Jos into the new Nigerian Irigtite e of Mining. aind Ged giences (NIMG) and trained over
200 staff.

a. Solid Minerals Xrciluction

Solid minerals proaaction increased marairally in 2009 relative to the preceding year.
Provisional datc sk cwed that aggregate output increased from 40.2 million tonnes in 2008
to 41.0 million tonnes, representina i increase of 2.0 per cent. The increase was
accounted for by increased prognCiian of imestone. Other minerals, such as cassiterite,
columbite, clay, marble agorcaaies, lead/zinc, shale, laterite and iron ore, however,
declinedinthe period undefre ‘exv compared, with 2008.

6.3.3 Electricity Genei 1y i

The totalinstalled atactricity generation capacity stood at 8,469.5 mega wattsin 2009, an
increase of 20.8 per cent over the level in 2008. The composition of the electric power
systemremained agollows: 1,938.4 MW of hydro- power (22.9 per cent) and 6,531.1 MW of
thermal power (77.1 per cent). The Power Holding Company of Nigeria (PHCN)
accounted for 87.2 per cent of the total electricity generation, while the IPPs accounted
for the remaining 12.8 per cent. The performance of the power generating plants showed
a decline of 8.3 percentage points in capacity utilisation; their estimated average
capacity utilisation fell from 35.0 per centin 2008 to 26.7 per cent.
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Fig. 6.12: Nigeria's Power System Composition in 2009

At 2,257.6 mega-watts per hour (Mw/h), the tot ity generation fell iy 6.y per cent
below its level in 2008. The decline was at to disruptions in ly fo the
generating stations and obsolete generati ment. 0
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6.3.4 EnergyC ion
The aggregate y consumed in 2009 showed a decline when compared to 2008. At
174.2 (1990=100), index of energy consumption fell by 1.9 per cent, compared with an

increase of 4.9 per centrecordedin 2008. In absolute terms, aggregate energy consumed
stood at 18.3 million fonnes of coal equivalent (tce) in 2009, down from 20.4 million tce in
the preceding year, representing a 10.6 per cent fall. The decline in aggregate energy
consumption was attributed to the fallin petroleum products (by 6.4 per cent) and natural
gas (by 47.9 percent).
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6.3.4.1 Petroleum Products Consumption

Aggregate petroleum products consumed in 2009 stood at 8.81 million tonnes, down
marginally from 8.9 million tonnes in the preceding year. The consumption of Premium
Motor Spirit (PMS) was estimated at 6.8 million tonnes, a 1.3 per cent decline from the level
in 2008, while consumption of Dual Purpose Kerosene (DPK) rose by 9.8 per cent over the
levelayearearlier.

The consumption level of Automated Gas Oil (AGO) and Low Pour Fuel Oil (LFPO)
exhibited mixed trends in the period under review. While the former declined by 28.3 per
cent, the latter rose by 39.0 per cent in 2009, compared with 2008. The decline in the
quantity of PMS and AGO distributed was due to the reduction of supply by the major
marketers.

6.3.4.2 Electricity Consumption

At2060.71 mega-watts perhour (Mw/h), total estintates | electricity consumgatiorfeil by 2.2
per cent below the 2,107.96 mega watt per h€ ur (MW/H) consumed infLudS.Wie decline
was aftributed to low generation and geterigration in fransmissiarigard distribution
infrastructure. The gap between elecin@ityiacneration and coniumytion was 8.8 per
cent, compared with 12.92in 2008. Resiaadinarconsumption accduntedator 56.3 per cent of
total electricity consumption, while commer@ial and steeitignting, and industrial
consumption accounted for 25,7 ariddd.0 perCant of the totcwiespectively.

Figlre 6.14: Ell‘ctricity ChnsuU nption
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6.3.4.3 Hydropower Consumption

At 4,590,534.4tce, hydropower consumptionin 2009 increased by 0.5 per cent, compared
with the level in 2008. The development was attributable to the improved performance of
the Shiroro hydropower plants, which following its refurbishment generated 2,267,195.8
mwh, compared with 1,913,856.7 mwh in 2008, an increase of 18.5 per cent. The
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performance of the Kainji and Jebba plants, however, declined by 6.4 and 6.3 per cent,
respectively.

6.3.4.4. Coal Consumption

Estimated aggregate coal consumption remained at the 2008 level of 8,050.7 tce. The
stagnation in coal consumption reflected the shift to more environmentally-friendly
sources of energy.

6.3.5. Industrial Financing

6.3.5.1 Nigeria Export-Import Bank (NEXIM)

The Nigeria Export Import Bank (NEXIM) disbursed a total of %2,613.4 million under its main
facilities, to various beneficiaries in 2009, an increase of&)er cent over the unt
disbursed in 2008. Of the total amount, the sum of ¥1,5 illon was disbursed erine
rediscounting and refinancing facility for various s in manufacturing ure,
solid minerals and the services sub-sectors, whil .4 million was disb nder the

directlending facility. O
A sectoral breakdown of the disburse ed that the ogric@ sector received
the highest amount of §778.04 million 23 per cent of the tHtal, e oil and gas sub-
sector followed with 33.0 per cent. while 1ne facturin services sub-sectors
got22.03and 10.72 percent, r$' ly. $

Figure 6.95: toral Di%ion o@‘l\:s Credit in 2009
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6.4 TRANSP(%I’ION AND COMMUNICATIONS

6.4.1 Airline Services

6.4.1.1 Policy and Operational Environment

The reforms in the aviation industry which began in 2007 were further reinforced in 2009.
The Federal Airports Authority of Nigeria (FAAN), Nigerian Airspace Management
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Authority (NAMA) and the Nigerian Civil Aviation Authority (NCAA) vigorously pursued the
enforcement of international standards for passenger safety during the year. The
installation of the instrument landing system at the airports, airport security upgrade and
airport modernization programme continued.

Following an unsuccessful terrorism attempt on a US plane by a Nigerian, airport security
was stepped up towards the year-end to ensure the attainment of full strict standards
according to the International Civil Aviation Organisation (ICAQ) regulations. Some of the
measures instituted included installation of body scanners at the major international
airportsinthe country and areview of the security check system on passengers.

Consequently, Nigerigp passed the ICAO security
audit as well as fiian.of the Transport Se&urity
Administration (T€A) of the United States iy, 2039.
During the ya@miae ARIK, DANA, IRSqaa A~ERO
airlines commanc’ :d new domesticroéies.

Nigeria passed the ICAO security
audit as well as that of the
Transport Security Administration
(TSA) of the United Statesin 2009.

The challenges of industry airspace manafiesnent which manifestesbitinlfdn terms of Air
Traffic Control (ATC) radar failures, aisfipissadé and non-compliar:;, s€ arch and rescue
organizationlingered on during the yeartuuy.

6.4.1.2 Domestic Airlines

The operations of the private =ornestic ™ iins recdrded improvements in 2009. The
number of passengers airliitea ncrease 0.9 perliniin 8.65 million, from 8.58 million in
2008, although aircroft niavement decined by 2.0/ ser cent from 248,621 in 2008, to
199,151. The impréyeinent in the operatief al performance of the domestic airlines
reflected the effecis O increased compeiitioriswhich led to commencement of new
routes. Further i yimovement in the perforid..ce of operators were constrained by the
reported challeriyes of double taxati€ asexsessive duties on aircraft engines and aircrafts,
and airport charges by FAAN, NAM;.and NCAA as well as rise in aviation fuel prices, and
labourissues.

6.4.1.3 Foreign Airlines

The operational perforil rance of airlines on the international routes declined significantly
in 2009, as the numiher « ¢ passengers airlifted on the routes fell by 17.9 per cent to 2.74
million, comparestwiti)3.34 million in 2008. International aircraft movement also declined
by 86.6 per ceni o | 9,047 in 2009 from 216,502 aircrafts in 2008. The development could
be attributed to the challenges arising from increasing airfares, and restrictive policy on
visa operated by most foreign embassies in Nigeria in 2009. Other factors included rising
prices of aviation fuel and operational costs, and decline in demand for foreign travel
arising frominsecurity and terrorism threats.
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6.4.2 Railway Services

Efforts to transform the nation's fransport infrastructure received a major boost during the
year. The Nigerian railway modernization project
which was suspended in 2008 was resuscitated in
2009. The implementation of the first phase
commenced with the award of the contract for the
construction of 186km single track standard gauge MJor boost during the year with
railway lines from Abuja (Idu) to Kaduna at a costof 1€ resuscitation of the  Nigerian
US$875 million. Of this amount, US$500 million would @/'way modernizafion project
be provided by the Chinese Government as Whichwassuspendedin2008.
concessionalloan.

Efforts to transform the nation's
transport infrastructure received a

The Lagos-Kano modernization project also receivedds £ aost during the year. Atver ave-
negotiation with China Civil Engineering ConstructigimCarporation (CCECClgtria project
was repackaged into five segments, namely: Lagas-lIk adan, Ibadan  llorirllorsn Minna,
Abuja Kaduna and Minna Kano. Other projagis being handled undgr 12 umbrella of
Railways rehabilitation project included:.dAidiokusta-Warri Line (254%rialdagos Jebba
phase (488km); Jebba Kano (640km)#Consizbction of six stations, oric gyes and culverts;
rehabilitation of track and signal/teleCciimmunication facilities and supply of 25 brand
new locomotives engines.

Remarkable progress was racerted on i awiy cond.essioning during the year. These
included: remobilization Gf transportd Seyadvisers Elestronic Assets Register for NRC
Assets, Work plan for gandi=ssion and re-. fructuring of 1 e Corporation. The performance
of the Nigerian railwaysion functional routefdimproved in 2009 by 20 percent, as 2.396
million passengers cicrcarried compared®o 1,296 million in 2008. The volume of cargo
moved also inC cimad by 18.0 per cenbic HJ3,.42.62 tonnes in 2009 from 47,409 tonnes in
2008.

6.4.3 Maritime Services

The maritime sector witnesseddnixad developments in 2009. Government pursued key
maritime programmes in fieiareds of safety, security, marine environment protection and
human development{ 2easpite the global economic downturn, the cargo volume
excluding crude-oild ose narginally by 1 per cent to 66 million tonnesin 2009 from 65 million
tonnesin 2008.

As part of efforts to enable large ships to berth in the inland river and increase their
utilization, the Federal Government signed the contract for the dredging of the River Niger

toincrease the draught of its channels.

6.4.4 Communications
The communications sector continued to be vibrant with stable growth in 2009, driven
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The communications sector
continued to be vibrant with stable
growth in 2009, driven mainly by the
Global System of Mobile
Communications (GSM), following
the liberalization of the sector.

mainly by the Global System of Mobile
Communications (GSM), following the liberalization
of the sector and the active effort of the industry
regulator. Total investment in the sector increased
by 50.0 per cent, from US$12.0 billion in 2008 to
US$18.0 billion. A breakdown of total investment for
2009 showed that US$12.0 billion was Foreign Direct
Investment (FDI), while the remaining US$6.0 billion
was fromlocalinvestors.

Table 6.4: The Nigerian Telecommunications ! ket Statistics

No. of Connected Fixed Lines (‘000)

No. of Connected Digital Mobile Lines (million)
No. of National Carriers

No. of Operating ISPs

No. of Active Licensed Fixed Line Operators
Number of Licensed Mobile Operators
Teledensity

Cumulative Investment ( US$ million;

2005 Q0 2007 2008 20u3
1,203 1,673 1,580 1,300 1,419
1¢ 59 32.32 55.24 f2.00 73.10
2 2 2 2 2
69 117 1.7 83
26 26 ] 20 2
4 4 9 8
16.27 2418 29.98 45.93 53.23
7,500 2150 11,500 12,000 18,000

Source: Nigerian Commungaatio. = Commission (NCC)

As at end-Decé whein2009, the combinedmet \criber strength of the telecommunications
sub-sector had i icreased by 13.7 pe’ aenipover its December 2008 level, to a total of

64,296,117 lines (1,307,625 fixed wi

teledensity increased from 45.93 1. &

20, ireless and 62,988,492 mobile lines). Similarly,

oer 100 inhabitants, as at December 2008, to 53.23

lines per 100 inhabitants, €.Tks _was appreciably higher than the Internatfional
Telecommunication Unior®TU) Wiinimum standard of 1:100. In addition, the output of the
sub-sector grew by 34.2mear centin 2009 and accounted for 3.7 per cent of the GDP. Other
developmentsin thetuk dectorincluded the signing of a memorandum of understanding

(MoU) on mobile televizion services.
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Figure 6.16: Trends of Total Connected Lines and Teledensity
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In 2009, the industry regulator, the Nigeria Commutric/itions Commission (itCChset up a
public inquiry desk that provided the publigéwith a platform for n:soiing issues of
interconnectivity. It launched the State f{ cfelerated Broad Inifig/ive (%4Bl) project in
Kano, which was expected to reducs 11e £ost of internet acces o id technological
services, especially in rural and semi-urbca areas. Also, the NCCl evigwed downwards the
interconnectionratesin the industiy, action thalis expected{ lwraduce the tariffrate.

6.5 CONSUMER PRICES

Inflationary pressure rmaairated somewat in, 2002 out the rate of inflation remained
above the single diain, e inflation rate on @fyrar-
on-year basis, whigh stood at 14.0 per_Cantin
January 2009, \ciopped fo 10.4 pSrsent in somaywhat in 2009, but the rate of
September 200%, before assumina Wnupward inflation remained above the single
frend to peak at 12.0 per cent ghead-December digit.

2009. The development wad atvibutable to a

number of factors includingtris sigrge in the prices

of staples, and seasonal effests. The all-items composite Consumer Price Index (CPI) was
215.6 (May 2003=100) "2 »cember 2008, compared with 192.6 in the corresponding
month of 2008. Tk yreg esented a year-on-year
headline inflatigii rate of 12.0 per cent, which was
3.1 percentage paiits below the rate in December
2008. Further analysis indicated that the urban
headline inflafion rate (year-on-year) declined
significantly from 11.4 per cent in 2008 to 7.9 per
cent in December 2009. Similarly, the rural inflation
rate fell from 17.0 to 14.0 per cent during the same period. Inflation rate at the end of the
year exceeded both the national and the WAMZ single-digitinflationrate target.

Inflationary pressure moderated

Inflation rate at the end of the year
exceeded both the nationaland the
WAMZ single-digit inflation rate
target.
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Table 6.5: Annual Headline Inflation Rates (Year-on-Year) (per cent)
2005 2006 2007 2008 2009

January 98 107 80 86 14.0
February 10.9 | 10.8 71 1 8.0 14.6
March 163 120 52 78 14.4
April 179 126 42 82 13.3
May 168 105 46 97 13.2
June 186 85 64 120 1.2
July 262 30 48 140 111
August 282 27 42 124 110
September 243 6.3 41 130 104
October 1260 0.1 46 147 116
November 15.1 78 52 148 |24
December 11.6 8.5 6.6 15 R.U
Average 17.9 8.4 54011.5 124

Figure 6.17: Treads in Inflation in 2009
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In the same veifl. a2 12-month moving average headline inflation rate, which was 11.6
per cent at end-December, 2008, rose to 12.4 per
cent in 2009. The year-on-year food inflation rate,
which stood at 18.0 per cent at end-December
2008, went up by 0.4 percentage point in January
2009. It further rose to 20.0 per cent in February,
before declining to 13.6 per cent in December 2009. Thus, food price increase was the
maijor driver of inflation.

Food price increase was the major
driver of inflation.
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Figure 6.18: Trends in Inflation (Composite, Core and Food) in 2009
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6.6 THESOCIALSECTOR

6.6.1 Demography

The 2006 population and housing census put Nigeria's population at 140,003,542, with an
annual growth rate of 3.2 per cent. The country's population was, therefore, estimated at
153,878,560 for 2009 and the totallabour force was projected at 64,960,371 in 2009.
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6.6.2 Unemployment

Available estimates showed that the national unemployment rate in 2009 was 12.9 per
cent, compared with 12.8 per cent in 2008. The rise in the unemployment rate was largely
aftributed to the increased number of school graduates with no matching job
opportunities, a freeze on employment in many public and private sector institutions, as
well as the slow disbursement of the capital budget by the Federal Government.

Table 6.6: Labour Statistics, 2005 - 2009

2005 2006 2007 2008* 2009*
Total Population 138,468,013 140,003,542 144,4820555 149,107,132 153,878,560
Total Labour Force 56,170,672 58,933,891 BE19,400 62,946,096 64 960,. 71
Total Employment * 49,486,362 50,886,826 52,126,923 53,807,775 <.bzy,624
Total Unemployment 6,684,310 8,047.005 8,922,562 9,204 7“5 9,499,059
Unemployment Rate (%)? 1.9 .8 10.9 120 12.9

Source: National Bureau of Statistics

1/The Labour force consists of the number of people aged 15 a.;d over who are  employed (that i\, tho. 2 who currently have jobs) and
unemployed (that is, those who do not have jobs, butwho are actively loafuriyar work). Indiviwals wi.c%uo not fall into ei  ther of these
groups, such as retired people and discouraged worke », azf"not includeciin the alculation of th [= scar force.

2/The International Labour Organization (ILA) de “nts “unemployfi. % e proportitii of.the labour force which was availabk for work but
did not work for at least one hour in the sveek',xec. ding the suney peviod. However " definition used in this report is that of the National
Bureau of Statistics (NBS), Nigeria. The '8S ¢ fines unempi v .%as the prdsortic ) oihe labour force that is available fo r work but did
not work for at least 39 hours in the we“oreceding the survey | >riod.

*Staff Estimates

142 Chapter Six | The Real Sector



CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

CHAPTER 7

7.0 EXTERNAL SECTOR DEVELOPMENTS

(Qhe impact of the global financial crisis of 2008 lingered in 2009. Consequenily,
J Nigeria's external sector, as in most economies, was under pressure. This was
reflected in the drawdown on external reserves, capital reversal by portfolio
investors for most part of the year, and a lower tfrade balance occasioned by the effect of
price shocks in the international crude oil market. Despite the pressure, proactive
monetary policy actions and robust exchange rate management combined to produce
a surplus outcome in both accounts of the balance of poymenfs The current account
surplus represented 11.9 per cent of GDP, down from 20. 5 centin 2008. Other extgrnal
sectorindicaforsrevealed that the external debt stock d by 6.5 percentt,
billion, but remained within a sustainable level, Whl evel of external
US$42.4 billion could finance 17.7 months of impo xceeded the 6 mo
cover recommended under the West AfI'IC tary Zone (WA
criteria. Exchange rate movement was rel stable from the secd @ arter of the
year. Notwithstanding the shocks, the e ector remained sT garticularly with
the reboundin the price of crude oilin dhalf of the yeaO

7.1.  BALANCE OF PAYMENTS V Q ?,

7.1.1 Maqjor Developmeni
The persistent pressur ’rerncl %n’rs r an estimated overall balance

of payments deficit .4 billion (US illio s derived from the changes in the
level of external é The overall defi as
e

equivalent to nt of GDP and d .

with the modes usof08percen edin following weak demand from
2008. Following "weak demand igeriq's Nigeria's trading partners,
trading partners, aggregate al trade @99regate exiernal frade

affected during the perio sfrom crude oil P€INg severely affected during the

export declined by 32. m‘ as the price of PEMod:
Nigeria's referenc nny Light 37° API) fell
significantly from average of US$101.15 per barrel in 2008 to US$62.08. The

performance cgje oil |nflows overwhelmed the invisible transactions in the current
occounf result lower surplus of §2,934.2 billion (US$20.1 billion) or 11.9 per cent of

decelerated, with the oil e% ing severely decelerated, with the oil export

However, there were improvements in the invisible accounts as the deficits in the income
account (net) declined, while net tfransfer increased marginally by 4.2 per cent in dollar
terms. The pressure on the financial account was evident in the capital outflows by
portfolioinvestors, while directinvestmentremained at almost the 2008 level.
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Figure 7.1 Balance of Payments (per cent of GDP)
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Table 7.1: Summary of the Provisional Balance of atement 1/
N billion
2007 2008 | 009 2007
CURRENT ACCOUNT 3,890.68 4,977.73 31.19
Goods 4,512.06 5,563.18 2,577.10 36.17
Exports (fob) 8,309.76 9,907, 6,771.60 66.61
Imports (fob) (3,797.69) (4,3 (4,194.50) (30.44)
Services(net) (1,390.28) 4. (1,505.00) (11.14)
Credit 181.56 250.15
Debit (1,571.83) 74.83) (1,755.15)
Income(net) (1,478.82) (1,+'14.00) 1,069.11)
Credit 321.9 284.21 40.04
Debit (1 0) (1,698. ,209.14)
Current transfers(net) 2,0 7. 2, 2,931.2
Credit ,26 00 2,29
Debit .
CAPITAL AND FINANCIAL ACCOUNT 1.52) .19)
Capital account(net) - - - - -
Credit - - - - - -
Debit - - - - - -
Financial account(net) (791.52) (1,265. 1,306.85 (6.34) (10.74) 8.96
Assets (1,986.33) ( 702.79 (15.92) (11.26) 4.82
Direct investment (Abro. (58.39) 41 (74.53) (0.47) (0.35) (0.51)
Portfolio investment (231.94) 19 (316.10) (1.86) (2.72) (2.17)
Other investments (568.79) .21) (454.99) (4.56) (6.52) (3.12)
Reserve assets (1,127 96.37) 1,548.40 (9.04) (1.67) 10.62
Liabilities 1,104. 60.65 604.06 9.58 0.51 414
Direct investment (in reporting
economy) .38 460.22 572.55 6.09 3.91 3.93
Portfolio investment 3 (465.25) (30.27) 2.67 (3.95) (0.21)
Other investment liabilities 02.88 65.67 61.78 0.82 0.56 0.42
NET ERRORS AND OMISSIONS (3,099.15) (3,712.58) (4,241.05) (24.84) (31.52) (29.08)
Memorandum Items
Current account balance as % o 16.71 2049 11.87 16.71 2049 11.87
Capital and fi (3.40) (5.21) 5.29 (3.40) (5.21) 5.29
Overall balance as % of GDP 4.84 0.81 (6.27) 4.84 0.81 (6.27) 3/
External reserves (US$ million) 51,333.15 53,000.36 42,382.49 51,333.15 53,000.36 42,382.49
Number of months of import equivalent 20.24 17.24 17.68 20.24 17.24 17.68
External debt stock (US$ million) 3,654.00 3,704.08 3,947.30 3,654.00 3,704.08 3,947.30
Outstanding debt service due as % of exports of
goods and non-factor services
Effective central exch. rate(N/$) 124.76 117.78 145.83 124.76 117.78 145.83
End-period exch rate(N/$) 117.97 132.56 149.58 117.97 132.56 149.58
Average exchange rate(N/$) 125.83 118.53 148.90 125.83 118.53 148.90

1/ The conversion for BOP purposes was based on the mid-point or the effective central exchange rate.
2/ Provisional

3/ Overall balance mirrors the movement in external reserves
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7.2 THE CURRENT ACCOUNT

The current account surplus contracted sharply by 41.1 per cent to 82,934.2 billion (US$20.1
billion), reflecting the diminution of earnings from crude oil. The global economic shocks

impacted on the current account largely
The current account surplus through the trade channel. Consequently, the
confracted sharply by 41.1 per cent fo trade (goods) balance declined from a surplus of
%2,934.2 billion (US$20.1 billion), §5.563.2billion (US$47.2 billion) in 2008 to N2,577.1
ref]ecﬁng the diminution of earnings billion (US$] 7.7 billion). The deficit in the services
from crude oil. account moderated in dollar terms, while that of

the income account narrowed by 24.4 per cent.
Current transfers (net), which comprised mainly home refniiiances, increased by /4.2 per
cent in dollar ferms to US$20.1 billion. In naira terms, it¢nc eased substantially by 22.0 per
cent to 82,934.2 billion, due to exchange rate deps€aicion. The naira depregicied from
anaverage of 8118.5 1o the US dollarin 2008 to&14& .9 in' 2009.

7.2.1 The Goods Account

At §2,577.1 billion, the goods accoun#(insurplus adjusted for Lalo \ce of payments
(merchandise frade balance), decredi=d by 53.7 per cent, {lue¢o the decline in the
combinedreceipts from crude oilggas and nondonpxports (giass exports), which declined
by 31.7 per cent, as well as #aa radderatéy,cnr in impor . Further analysis of trade
developments, however, retaedc <d that the o jor drivieref frade (price of crude oil) rose
significantly in the third ditd fourth qud iars, of 2007, Thesinternational price of crude oil
surged from quarterly avcenages of US$47:.2 and USG5641 per barrel in the first and second
quarters to US$69.79 wnc US$77.51 per barreld aspectively in the third and fourth quarters
of 2009. The oil ancui-oil components of wnacjusted merchandise tfrade (imports and
exports) decrevisseyby 27.0 and 6.9 menCeiit to §7,535.5 billion and §3,877.2 billion,
respectively. The continued dominanas ofithe oil sector was reflected in its share of 66.0
per cent in total frade, down from a2 per cent in 2008. The degree of the economy's
openness, as measured by thedotc irade/GDP ratio, fell from 54.7 per cent in 2008 to 49.2
percent.

FigureyZ.2 Vdive of Imports, Exports and Trade Balance
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7.2.1.1 Imports: Cost and Freight (c&f)
At R4,641.1 billion, total imports unadjusted for balance of payments fell by 7.0 per cent,
reflecting the weak consumer and industrial demand occasioned by the second-round
effects of the global economic crisis on the
The decline in non-oil sector imports economy. Non-oil imports, which represented
overwhelmed the 14.1 per cent 77.4 per cent of total imports, declined by 11.8
increase in oil sectorimports. per cent due to the Iull in economic activities,
especially the depression in credit from the
banking sector. The decline in non-oil sector imports overwhelmed the 14.1 per cent
increase in oil sectorimports.

Analysis of DMBs' returns on foreign exchange utilization révealed that financial, ingi strial,
manufactured goods, oil, fransport and agricultuwiall’sectors' imports, respegtivaly,
accountedfor17.7,22.5,18.5,15.4,4.7 and 0.8 per ggnt Cithe total. Specifically, vae siiares
of imports of food, vehicles, electronics and fertilizar ware 10.7, 4.5, 4.2 and, 0.4 0er cent,
respectively.

(a) Imports by End-User

Analysis of aggregate imports by end-uler revealed that con{umear goods declined by
17.5 per cent from the 2008 level while capi*Gripgoods angyrawsnaterials, as a group,
increased marginally by 1.7 pas.ceat. The iacingse was ac Lounted for mainly by raw
materials imports, which weae re quired to '« -Sv the indugirial sector of the economy. The
share of consumer goodsta to aiimpors Glsodeclifictl. Wy 5.2 percentage points, to 40.5
per cent and was acaalated for by pc /ments iriressect of durable and non-durable
imports. Capital good's Gad raw materials impd <ts took a large share of 58.8 per cent of the
total. Within the graiip, “aw materials impoiis, (criemical) and capital goods (spare parts
and agriculturc! rachinery) accountedor 56.0 and 22.8 per cent, respectively. The
balance of 0.7 per cent was accounteddorby unclassified (miscellaneous) imports.

Figure 7.3 import by Major Groups in 2009
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(b) Imports by Harmonized System (HS)

With respect to imports by HS, the value of some categories of imports recorded
reasonable increases over their levels in 2008. However, major import items, such as base
metals, boilers, machinery and appliances recorded a decline over their levels in the
preceding year. The proportion of imports was highest in the boilers, machinery and
appliances category at 28.7 per cent of total imports, followed by the vehicles and
aircraft category at 19.9 per cent, base metals (10.5 per cent), chemicals and allied
industries (8.6 per cent), plastics and rubber (7.8 per cent) and vegetable products (5.3
per cent). The proportion of the textiles category in total imports declined, however, from
5.3 percentin 2008 to 1.8 per cent, following government's effort at resuscitating the ailing
textile industry.

(c) Non-oil Imports by Country of Origin

Available data revealed that industrialized countr€aremained the dominaat . ouice of
imports to Nigeria and accounted for 50.9 per ceat o total, down from 563 £ercentin
2008. The United States maintained the lead.if tks

group, with a share of 13.6 per cent, follafved Ly Available dadm “wadealed that
the United Kingdom 7.8 per cent, FrapCy 6:7per industrialized.ctwnties remained the
cent, the Netherlands 6.4 per cent,“wnie the dominant(sowce of imports to
balance of 16.4 per cent was agcounted foU, Nigeria@mad ECcounted for 50.9 per
Japan, Germany and Ifaly. Thayshcyt of Nigeria's” cent of WOtal, down from 55.3 per
imports from Asia (excludingyJa 7an) increcs&ciody cdatdn 2008

6.6 percentage points 1002.0 ver ceni aflecting

the new shift of fradegfrorn fiie fraditionc | industrici,ca untries to developing economies,
such as China, Thailgndy, India and Korea. I = share of imports from African countries
decreased by 0.2 parcentage point to 6.1 par cent. Among this group, imports from South
Africaranked higiast at 4.9 per cent of iotc!

Figure{ . .4¢Non-0Oil Imports by Origin in 2009
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7.2.1.2 Exports: Free on Board (fob)

The value of total exports declined by 31.7 percent

in 2009 to ¥6,771.6 bilion (US$46.4 billion). The The value of total exports declined by
decline in export receipts reflected the weak 31.7 per cent in 2009 to #6,771.6
global demand and the lower international price  billion (US$46.4 billion).

of crude oil relative to the 2008 average, as well as

disruptions in crude oil production. The bulk of the export proceeds was accounted for by
crude oil and gas (95.8 per cent), while non-oil exports accounted for 4.2 per cent.
Available data indicated that the value of gas exports was &1,192.8 billion (US$8.2 billion),
or 17.6 per cent of total, while non-oil exports (including estimates for unrecorded frade)
stood at§286.3 billion (US$2.0 billion).

Box 6: The Effect of the Global Financial Crisis on. N 1enan Exports and the' o
to Enhance the Competitivene s ot Non-oil Exports

The integration of the Nigerian econory.iri.n the global econom; ov :r the last
decade has been remarkably rapidTr. - i« reflected in the cc nsist=nt growth of
exports, especially oil exports, and .o openness (total friuae/CoP ratio) which
averaged 30.1 and 66.4 per cent, respectely, betweern 204 and 2008. The
favourable balance of tfrade rec orued oe. the years wc = 'L gely driven by export
growth, which overwhelmed' 17, sorts. T 2.s sfained exporn growth, up till 2008, was
facilitated by the positive =1 ns of 1 ade ‘hocks ste xming from the high prices of
crude oilin the internc tic.=ul market, " conduc ‘e g licy environment and a good
economic climat= 1 Nigeria's major tradin<. partners, such as the United States (US)
and the Unitea 1.2 Yom (UK). However,«due o the impact of the global economic
shocks on tt - 2ccnomy, aggregate €. . 2° = declined by 44.8 per cent in 2009, with
significantim, slications on the fisce' ciuerdtions of a country that depended largely
on oil exports and an uncompe. e «.on-oil sector. The productivity of the non-oil
sector has remained low.a. < Y1as been bedeviled by poor infrastructure,
especially power needed » smdll and medium enterprises to grow the economy.
Consequently, the ne..ail _cctor has performed dismally over the decades,
accounting for beld +2 3.0 per cent of total exports. To ameliorate this situation,
government, throug. “its agents, has put in place a National Export Strategy to
diversify the exnor, Y ase of the country.

Institutional arrungements targeted towards enhancing the performance of the
export sectorincluded the Nigerian Export Promotion Council (NEPC), the Nigerian
Export-lImport Bank (NEXIM) and Export Processing Zones (EPZ), among others.
These institutions undertake a range of export-related activities and provide export
support services, as well as incentive schemes and export expansion grants. To
sustain government's effort, a new framework for National Export Strategy (NES)
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2005-2010 for Nigeria was formulated jointly between the Federal Government
and The Commonwealth Secretariat (COMSEC). The Strategy focuses on
promoting non-oil exports, monitoring, mobilization of internal and external
donor funding support, and institutional arrangements. A major component of
the Strategy is the implementation of the Export Production Village (EPV) Scheme
designed to create opportunities for the rural communities to increase their
participation in mainstream export activities to provide jobs and the injection of
fresh funds into the communities. Within the framework of the National Economic
Empowerment and Development Strategy (NEEDS), non-oil export expansion
during the Strategy's targeted period was expected to 7,row by 50.0 per cent.

[a] Direction of Oil Exports
The Americas as a group constituted the largestimortor of Nigeria's crude €L fGlowed by
the colnties of Asia and Wegeri) Europe. The
The US remained the largest single shai: g Nigeria's crude oil exsmriata’the Americas
importer of Nigeria's crude oll, ircieaycd by 1.8 percentace ¢ oints to 54.8 per
accounting for 30.0 per cent of the Cint, whilethe value of ¢ udeioil export decreased
total. from ®4/oo0.4 billiontin, 2808 to 83,553.9 billion.
Similaity, “ag” volume ctclined by 23.8 per cent, to
307.4 million barrels. On a @aul iy-py-couny dasis, {aerUS remained the largest single
importer of Nigeria's crudeail, ¢ ccountil g mr30.0 p&irasit of the total.

foure 7.5: Direction of Gruay Oil Exports in 2009
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The share of Asia grew by 5.5 percentage points to 24.5 per cent, while that of Western
Europe declined by 6.2 percentage points to 15.7 per cent. At 3.5 per cent, the share of
crude oil exports to African countries remained the lowest. In the ECOWAS sub-region,
Senegal was the largest importer of Nigeria's crude oil, followed by Ghana, while Cote
d'lvoire was the lowestimporter.
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[b] Non-oil Exports

The value of non-oil exportsincreased by 15.5 per cent to8286.3 billion. The analysis of non-
oil exports by product showed that agricultural produce, semi-manufactured goods,
manufactured goods and solid minerals accounted for 46.9, 29.2, 9.1 and 6.7 per cent of
the total, respectively. Other exports, which comprised petroleum products, charcoal,
scrap metals, crafts, ammonia and cement/lime products accounted for 8.1 per cent of
the total. In the agricultural produce category, cocoa beans, rubber, fish/shrimps and
cotton accounted for 15.0, 6.0, 2.4 and 10.0 per cent, respectively of the total non-oil
exports. In this category, the share of all the products declined except cotton. The share of
cofton increased from 2.6 to 10.0 per cent. The semi-manufactured goods category,
which comprised processed skins, furniture/processed woog! and textile yarn, accounted
for 23.8, 1.3 and 1.4 per cent of the total non-oil exports,feinectively, while the shire of
textilesin the manufactured group increased by 0.2 pefce atage point.

Figure 7.6: Non-Oil ExportsshyyPreduct in 2009
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[c] Non-oil k <ports to the ECOWAS Fleaicn

Aggregate non-oil exports to the EGR VI ASGtood at N27.7 billion (US$189.96 million) in 2009,
compared with §26.9 billion (US§2£:5% million) in 2008, indicating a decline of 17.0 per
cent in dollar terms. In nairg’ torriss, however, it increased owing fo exchange rate
depreciation. At US$68.6 Ailicas non-oil exports to Ghana ranked highest within the
ECOWAS, followed by, Niges and Togo with US$35.17 milion and US$29.87 million,
respectively. Other impr.tg countries were Benin, Cote d' Ivoire, Burkina Faso, Guineq,
Senegal and Guircu:Biscau. The major export products were tobacco, plastics, paint,
rubber, footwed, rlastic paint containers and poly bags, among others.

7.2.2 The Services Account
The deficit in the services account (net) persisted,

¢ from #§1,444.1 billion in 2008 to #1,505.0 billion in
2009. The main sources of out-payments were in
respect of travels, freight charges for imports and
other business services that comprised operational

The deficit in the services accoun
(net) persisted, from #1,444.1 billion in
2008 to N1,505.0 billion in 2009.
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leasing and miscellaneous, business and professional services. Out-payments for
transportation increased by 4.9 per cent to 8483.8 billion, while payments for travels
decreased by 46.1 per cent toN246.7 billion. Under transportation, passenger fares rose by
25.1 per cent, while freight charges (net)

decreased by 9.1 per cent to N231.9 bilion. Analysis of the major components of
Education and related expenditure posted a net services revealed that business
deficit of 8#111.2 billion as against 8243.0 bilion in services, fransportation,
2008. The substantial deficit reflected the number communications and government
of Nigerians seeking education abroad. services recorded improved
Analysis of the major components of services performance

revealed that business services, fransportation,

communications and government services recorded infipiaved performance. Biiiness
services accounted for the bulk of the invisible tfransac#or < representing 35.6 and 4.6 per
cent, respectively, in 2008 and 2009. This was

followed by the transportation services with 21.2

and 23.0 per cent, respectively, in the sarfias 1€ persistent defighig Tee services
period. Also, the share of communicationdewices dccount was attdbydalie fo the low
increased from 1.7 per cent in 2008 to 34 erngtnt. investment by regdents in freight
The development reflected the renewdd iiiterest business, (ion-compliance with
of investors in the telecommunications sub-segf®y, global ghivad policies, as well as
of the economy. The persistent Wiéficit i Wae' iNcrease #@volume of business and
services account was attibUiaoie to Tesw PE‘Gle frdvels abroad by Nigerians.
investment by residents i, freignt bus i@ss. "non-

compliance with global Shigping policie s, as wellias inicreased volume of business and
private travels abrody L Nigerians.

T.pie: 7.2 Percentage Shar. of M. ior Invisible Services Transactions
Items 2070 2007 2008 2009
Transportation 0222 19.6 219 23.0
Travels o 135 19.8 29.8 145
Insurance Services Y, 0.10 1.86 2.48 2.52
Communication Services B 2.44 1.66 1.68 3.00
Construction Services ) 0.80 0.55 0.55 0.43
Financial Services N 0.28 0.04 0.04 0.17
Computer and Infor‘natian Services 2.65 1.81 1.82 1.82
Royalties and Licences5<es 1.27 1.56 1.56 1.40
Government Services 1.22 15.97 455 6.56
Personal, Cultural & Recreational Services 0.01 0.00 0.00 0.00
Other Business Services 55.53 37.15 35.62 46.60
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Figure: 7.7 Percentage Share of Maijor Invisible Services

% of Total

2006 2007 2008 2009
M Transportation M Travels B Government Services Other Business Services

7.2.3 Thelncome Account

The deficit in the income account (net) narrowed fromdl,41:9.0 billion in 2008 toA1,049.1
billion. The contfractionreflected the reduced out-paviatiis on dividends and€iatn huted
branch profits. Also, earnings on external reserves ar d other investment, asiatssby the
monetary authorities declined by 90.2 per cent i w7 .2 billion (US$0.1 maitticilLeflecting
the substantial drawdown on external restrve: and the near-zero il ftere ;t on foreign
securities holdings.

7.2.4 CurrentTransfers

The surplus in current fransfers (netjingreased iy 2.0 per cenr " naira terms, to 82,931.2
billion in 2009, reflecting excacnge ratamaaoicciations. v dollar terms, the surplus
increased by 4.2 per cent,Thuin vard taanstass, at §2.9.0.7 billion, surpassed the outward
transfers of §28.5 billion rescidtd in the g #neral gol lern nent accounts for the expenses of
foreign embassies, oCuiicnts to internationglt orgunizations, and the remittances of
foreignersresideniimtt » Country.

Table 7.2a: Fiu - er” Transfers (Naira billion)

2008 2009
INFLOWS (credit) 2,295.3 | 2,959.7
1.General government (grarits,"QDA, Technical Assistance & gifts) 21.2 26.2
2. Other sector workers' ro . sances and other transfers in kind 2,274.1 | 2,933.5
OUTFLOWS (d¢oit! 22.6 28.5
1.General governniatit (Payments to International Organizations & other 14.0 18.8
payments)
2. Other sector workers’ remittances and other transfers 8.6 9.7
NET CURRENT TRANSFERS 2,272.6 | 2,931.2
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7.3 THECAPITALAND FINANCIAL ACCOUNT

The capital and financial account registered a surplus of §1,306.9 billion, or 5.3 per cent of
GDP, as against the deficit of 81,265.1 billion, or 5.2 per cent of GDP, in the preceding year.
Provisional data on foreign direct investment (FDI) inflows, which comprised equity
capital, re-invested earnings and other capital inflows increased by 0.5 per cent in dollar
terms to US$3.9 bilion. The FDI flows were largely channelled into the banking,
telecommunications and oil and gas sub-sectors. The portfolio account witnessed large
capital reversals due to the deleveraging by foreign portfolio investors in the wake of the
global financial crisis and the bearish performance of activities at the Nigerian stock
market during most part of the year.

New capital imported into the economy, as captur€dafrom the DMBs datairase,
amounted to US$5.3 billion. The inflows were mainhin'o the banking sector tad e
capital market with a share of 49.5 and 27.9 pe@arigrespectively, while ¢oi2eis”and
telecommunications accounted for 16.3 and 4.3 ner cent, respectively. Qn ¢ regional
basis, capital importation from the US accouri 2g for a share of 62.2 peifcent, oK 13.8 per
cent, South Africa 4.2 per cent, the Nethetiamds»3.5 per cent, Chinaw2.4.5%2r cent, while
other countries accountedfor 13.7 per gCit Ciine total.

Figure: 7.8 Capital Importaiion bymRegion in 2009 ns" cent)
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Figure: 7.9 Capital'importation by Sectors in 2009 (per cent)
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Table 7.2b: Capital Importation: Country and Sector Inflows (US$ million)

Country 2007 2008 2009 | Sector 2007 2008 2009
United Kingdom 4,705 4,105 731 | Banking 3,541 4,681 2,624
United States 1,850 4,950 3,296  Shares 2,612 3,424 1,479
South Africa 1,109 468 224 | Financing 929 749 205
Mauritius 500 216 77 | Telecommunications 777 "7 336
Netherlands 157 154 186  Production/Manufacturing 563 504 294
Cyprus 141 83 64  Servicing 492 94 33
Switzerland 128 73 69 | Brewery 151 - 60
Luxembourg 102 - 4  Oiland Gas 152 641 114
Germany 95 18 23 | Trading 125 63 37
Denmark 87 213 - | Construction 74 130 13
Sweden 85 22 10  Hotels 45

China 1" 36 139 Transport 14 14 50
United Arab Emirates 33 151 18 = Marketing 14 21 8
Others 570 682 459  Others 84 15¢ 27
COUNTRY INFLOWS (TOTAL) 9,573 1,17 5300 SECTOR! FLOWL TOIAL) 9,573 M | 5,300

Analysis of other investment liabilities indicafied that government's ref ayr, .ents of debt
due increased by 3.7 per cent, while fresh aGmemitments in 2009 redulted i an increased
debt stock, from US$3.7 billion in 2008 ta L1S$3.9 billion. This wosraaadlible to additional
disbursements of the International LCevelopment Associaion! (IDA), the African
Development Bank (AfDB), and the /nterncionc! Fund far agricultural Development
(IFAD) loans. The current levei oinexterngl.aabiy at 24 per'sent of GDP, was within a
sustainable threshold.

Box.7. ‘uc dature and Trends f Cap.al Flows in Nigeria

Capital flov care: classified into prive *2. »nd official flows. Private capital flows
comprise mc ly foreign direct investment (FDI), portfolio investment (bonds and
equity) and commercial bank I--ari. s vhile official capital flows include Overseas
Development Assistance (OD, 2 ¢ grants.

In most empirical studies,« ne mujor determinants of capital flows include: stable
macroeconomic cond’ ons s reflected in relatively strong economic growth, low
inflation and a stak'= exc.iange rate, as well as a high interest rate differentials.
However, in the N'ge i«un case, the major drivers of capital flows include: the level of
reserves, degree f openness as reflected in the liberalization of current, capital
and financi Y Z=counts, a two-period lag interest rate and the depth of the
financial syste.1, according to a study carried out by the Bank's Research
Department on “Determinants of Capital Flows in Nigeria and Challenges for
Macroeconomic Stability” (unpublished].

For decades, capital flows into the Nigerian economy have been largely in the form
of Foreign Direct Investment (FDI). The development promoted the fransfer of
technology, employment and improved production capacity in most of the 1960's
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and 70's. The pattern of flow did not however, change up fill the banking sector
consolidation in 2004/2005 when the Nigerion economy began to witness a huge
surge in foreign portfolio investments (bonds and equity), largely induced by the
liberalization of some of the transactions in the capital account, policy consistency,
and re-capitalization of the financial institutions. The sustainability of these flows was
affected by the global financial crisis and the crash of the Nigerian Stock Market. For
instance, market capitalization fell from &13.3 trillion as at end-December 2007 to a
low level of 8#4.3 trillion in January 2009. A concise trend analysis of capital flows to
the economy is presented below.

Foreign Direct Investment (FDI)

Foreign direct investment flows into Nigeria have ir_i 2ased significantly, folle:ving
the deregulation of the economy in 1986. FDI inflaw_ :ncieased steadily by = .& =r
cent from #624.5 billion in 2006 to 8#759.4 billion i\ 201 7. However, it declined 2y 39.4
per cent to 8460.2 billion in 2008 due to the g >bui financial crisis, b xte=rose by
24.4 per cent to 8572.5 billion in 2009. TFe myior components of FC in I igeria are
new capital importation, reinveste { ~carnings, signatu e honuses and
communication licence fees, as .. as machinery anc eau.,pment. Capital
importation and reinvested earnings accour for over 80.ner ~at of total FDI flows
to Nigeria. In terms of the sectorc. disiributior inf ows of FC ir.io Nigeria are relatively
broad-based. While FDIinflo' «« Cuntinud '« be undarpinned by the large and long-
standing presence of inves. mcntsin’ 2 on and ganse ~tor, the period 2000-2009 saw
the rising importance of i =. flows intc ‘ne servic = se :tor, with the share of FDI in this
sector more thaa ('ouvling. FDI in the ccrvices sector is well diversified, with
investment be .g channelled to th= fiancial services and outsourcing,
communicc ww2s and transportation” o= sectors. Within the West African sub-
region, Nigeri  accounts for over 7 1 v ar cent of the FDI flows to the sub-region. The
continued attraction of Nigeria i . FL'iows in the 2000's was traced to the relative
political stability, policy consisi i+ v, macroeconomic stability and robust external
reserves.

rends of Capital Flows in Nigeria

2000
: —
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E
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-4000
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DirectInvestment Abroad

In recent years, a sharp increase in direct investment abroad by Nigerian
companies has been recorded. Direct investment abroad amounted to 858.4
billion in 2007, but later declined by 29.3 per cent to 841.3 billion in 2008. However,
directinvestment abroadrose by 80.6 per centin 2009 to &74.5 billion owing, mainly,
to growing markets for Nigerian products abroad and banking services in the sub-
region. It is expected that expanding investment abroad by Nigerian companies
would promote more competitive Nigerian companies. Nigerian investment
abroad was dominated largely by Deposit Money Banks (DMBs), which have
continued to dominate the financial markets in the We .i African sub-region. Over
35 branches of Nigerian DMBs are scattered across th= giche. The branching ocr
DMBs after the consolidation of the banking industi «i. 2206 increased Nigeria's ~ff-
shore activities which have impacted on the com, eiifiveness of financiai mer ‘ices
in both the home and the host countries.

Factors driving Nigerian banks to invest ¢'sroad include expangcon »f market
frontiers, competitiveness, branding, ar. ¥ advvancement in tech olog, . Generally,
Nigerian banks which invested ¢ore aa have also enharse ! *heir domestic
operations by expanding capacity &.xd moving up the pro 'uc’ on value chain in
order to establish an integraic d supply ¢ airi manage . >af with their overseas
subsidiaries. This has increas - their overa, e cienc: anc enabled them to better
compete in the global murke 1. Investme 2t by Nige: 2.1 companies abroad, over a
medium term, will withi th.; mediur. *2:m be "end ficial through the competitive
gains from globaliz. 72*  greater job cpportunificadividends for shareholders, and
inflows from prefit re o triation.

Porffolio Inve *.nent

From 2000 the portfolio inflows h7 ve surged remarkably, due to the banking sector
consolidation and higher rett s ¢a domestic debt instruments. Portfolio inflows
surged to&360.3 billion in 2Cuéov.ing to equity participationin the initial public offers
of deposit money banks bu leiier declined by 7.7 per cent to 8332.5 billion in 2007.
The build-up in portfalio inv 2stment, especially during 2005-2007, was largely due to
the consolidation of b Tnancial sector and the liberalization of the money market
which allowec icreign investors to invest in treasury bills of at least one year.
However, th: ~'abal financial crises of 2007/2008 resulted in capital outflows of
8465.3 billionir2008.

Nigerian investors have also taken advantage of the liberalization of the foreign
exchange market to invest in cheaper foreign equities and real estate consequent
upon the global financial crisis that has created liquidity problems in most
industrialized economies, such as the United States of America (USA) and the
United Kingdom (UK).

Chapter Seven | External Sector Developments



CBN Annual Report and Statement of Accounts for the Year Ended 31st December, 2009

Other Investments

Other investments comprising mainly frade credits, external loans undertaken by
the general government and the private sector, as well as currency and deposit
placements by the monetary authorities and deposit money banks which
recorded net inflows of §1,479.7 billion in 2006, but thereafter have consistently
recorded net outflows of R671.7 bilion, N833.9 bilion and #&516.8 billion,
respectively from 2007 to 2009.

International Reserves

The Nigerian external reserves have witnessed an appreciable growth over the
previous ten years. The stock of external reserves has inc. 2ased from US$5.4 billi_ a
in 1999 to US$7.7 billion, US$7.5 billion, US$28.2 bil">r Aand US$53.0 billion in 2092,
2003, 2005 and 2008, respectively. It, however, sic lit.2d by 20 per cent tc'IS] 4..4
billion at the end of 2009. This level of external i xse! ves could finance 1,77 n onths
of imports. The dramatic change in the i . th of external reserve’ frc m 1999 to
2009 was induced by sustained curre 1t account surpluses which caitinued fo
overwhelm the deficit in capital o fin - acial account; positi e t2rms of trade
shocks emanating from increased o. orices in the internatic nal :narket; and fiscal
discipline characterised by die process i poblic proc :=anmicents, as well as the
resilience of monetary polic =aci.ns.

The review of developmants Of capital. v to Nig *rizi has brought to the fore the
following: First, capita: flov s to Nig . “has ceinn e d to be dominated by FDI,
especially the mu'~a ‘onal corpora ‘'ons in the ail'and gas, financial services, as
well as the telec i munications sub-sec. xrs. Second, in recent fimes, portfolio
investment _pa.ficuiarly in bonds, equity ‘and freasury bills have gained
prominence

7.4 EXTERNAL ASSETS MANAGENCNT

Nigeria's total external assets i emd-December 2009 stood at N7,484.8 billion (US$50.04
billion), compared with KG,¢6.5 billion (US$65.0 billion) in 2008. The foreign assets of the
CBN declined by 12.6  Smcent to 86,413.7 billion (US$42.38 billion) from the level in 2008,
while its share of tot1l ex ernal assets increased to 85.7 per cent, compared with 85.1 per
cent in 2008. Themet 1ureign assets of the Deposit Money Banks (DMBs) declined by 16.3
per cent below e avel in the preceding year to 8#1,071.1 billion (US$0.74 billion) in 2009
and accounted for 14.3 per cent of the total external assets, compared with 14.9 per cent
in 2008.

7.5 INTERNATIONAL INVESTMENT POSITION (lIP)

The Nigerian International Investment Position (lIP) was severely under pressure in 2009, as
the total net IIP declined from §&3,542.8 billion (US$26.7 billion) in 2008 to §2,873.1 billion
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(US$19.2 billion) indicating a decline of 28.0 per
cent. The development was traceable to the
global financial and economic crisis which
prompted excessive capital outflows culminating
in the depletion of external reserves from %7,025.7
billion (US$53.0 billion) in 2008 to #6,339.6 billion
(US$42.38 billion) in 2009. At #13,892.1 billion
(US$92.9 billion), total assets declined by 3.9 per
cent from the level in 2008. External assets contributed the highest at 86,339.6 billion
(US$42.38 billion), followed by other foreign assets and domestic money bank assets with
§5,844.9 billion (US$39.1) and &2,666.64 billion (US$17.8 billiox), respectively.

The Nigerian International
Investment Position (lIP) was severely
under pressure in 2009, as the total
net IIP declined from #3,542.8 billion
(US$26.7 billion) in 2008 to #2,873.1
billion (US$19.2 billion)

Total stock of liabilities increased by 6.0 per cent to #11.223.0 billion (US$73.62 bilion)’in
2009. The stock of inward direct investment wagfwdy/05.49 billion (US$45.14 willion) as
against 85,466.4 bilion (US$41.2 bilion) in 200R.“The stock of other invastnients also
increased from §2,637.3 billion (US$19.9 billior<o #3,039.6 billion (US$20.52 villion). The
growth in the stock of financial liabilities€va’s trdced to the contim@ecwronfidence by
foreign investors, occasioned by magfoe ccriomic stability, the.resilielice in economic
performance and the proactive policy direction of both {ae yonetary and fiscal
authorities to stem the effects of thiz global finadcid! crisis on ia,eCconomy.
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Table 7.3: International Investment Position (IIP) of Nigeria (2006-2009)

[Millions of dollars]
Type of Asset/Liability 2006
Net international investment position of Nigeria 4,260.09

Assets 63,719.22
Direct investment abroad 318.61
Portfolio investment abroad 3,052.08

Equities -
Money Market 3,052.08
Banks 3,052.08
Bonds -

Financial Derivatives -

Other foreign assets 18,050.42
Public Sector assets, excluding official reserves 1,308005
Banks 6.£20 32
Deposits 509.70

Loans 1,000.92
Non-banks ~837.00
Deposits 4,837.00

Trade Credits EenT7
Nigeria official reserve assets 12,298 11
Liabilities 79,459.4°
Direct investment 31,247 81
Portfolio investment e703.10
Equities 5,235.00
Money Mat'sets 293.49
Banks 293.49

Bonds: 4,074.70

Gen. Government 4,074.70

Others -

Financial Derivatives -
Other Investments 18,513.13
Deposits: 5,613.00
Ban!(s 5,613.00

Non-Lanks -

Loans 12,900.13

Long Term 12,900.13

Gen. Government 8,201.43

Banks 1,094.70

Others 3,604.00
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2007
14,259.30

83,295.29
786.61
4,911.19
4,911.19
4,911.19

20 284.34
.,581.87
9,923.26
8,755.57
1,167.69
7,218.00
7,218.0C
6,541

51,335 70

< 1,035.99
37,329.54

12,368.69
6,794.49
441.41
441.41

5,132.79
5,132.79

19,337.76
6,463.00
6,463.00

12,874.76

12,874.76
7,688.43
1,216.33
3,970.00

2008
26,726.22

96,277.13
1,137.01
7,627.61
7,627.61
7,627.61

34,512.15
4,666.37
15,418.2¢
1394,8.0:
HACE
6,81 9.00
6,859.00
7,568.53
53,000.36

69,550.91
41,236.94

8,418.64
1,764.71
1,101.08
1,101.08

5,652.85
5,652.85

19,895.33
6,189.32
6,189.32

13,706.01
13,706.01
7,662.43
1,372.58
4,671.00

2009
19,207.92

92,901.05
1,648.08
9,795.18
9,795.18
9,795.18

35,175.50
5,971.01
17,840.92
16257.77
1,583.15
6,997.52
6,997.52
8,265.85
42,382.49

73,693.13
45,163.06

8,211.07
1,460.37
1,185.23
1,185.23

5,565.47
5,565.47

20,319.00
5,775.91
5,775.91

14,543.09
14,543.09
7,636.01
1,587.2
5,319.88
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7.6 EXCHANGE RATE MOVEMENTS

The exchange rate of the naira in 2009 depreciated in all segments of the foreign
exchange market. The depreciation reflected the

adverse terms of trade shock on the price of crude Analysis of the major components of
oil in the international market. This resulted in low services revealed fthat business
foreign exchange earnings and a decline in services, ftransportation,
autonomous foreign exchange inflows thus communicatfions and government
exacerbating the demand pressure at the foreign services recorded improved
exchange market. As a consequence, the Performance

average exchange rate of the naira under the

RDAS/WDAS was §148.90 per US dollar, showing a depredicion of 20.1 per cent frgta the
levelin 2008. At the inter-bank and BDC segments oféne market, the naira traded atan
average exchange rate of 8150.41 and &161.64

per US dollar, representing a depreciation of 20.8 \[Nel premium betweer, WRAS/infer-
and 25.3 per cent, respectively, from el DUnk and WDAS/BDESg I widened
respective levels in the precedingdysgary fomO0.7and 1.6 perfentin 2008 fo 1.0
Consequently, the premium bEiwwén and 8.6 percenidresgectively, in 2009.
WDAS/inter-bank and WDAS/BDC ratesiyiaened

from0.1 and 1.6 percentin 2008 tay] .0 and 8.6 p&ra=snt, respemtivery’, in 2009.

Fig 7.12 Average)Ye 1rly Exchanye kate of & Naira per US Dollar
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The end-periodiexahange rate at the WDAS segment of the foreign exchange market
closed at 8149.58s0er dollar, reflecting a depreciation of 11.4 per cent from the end-
December 2008 level. At the inter-bank and BDC segments of the foreign exchange
market, the naira exchange rate to the US dollar also depreciated by 6.5 and 10.3 per
centto close at¥149.67 and®155.00 per dollar, respectively, from theirlevels af the end of
the preceding year. In general, the volatility in exchange rate during the first quarter of the
year eased off, resulting in the relative stability recorded in the rest of the year.
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Fig 7.13 End-period Exchange Rate of the Naira per US Dollar
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7.7 Nominal Effective Exchange Rate (NEER) anditbiisBeal Effective Exchanga Rate
(REER)

The Nominal Effective Exchange Rate (NEERsai =" the Real Effective Exclfan¢ = Rate (REER)
indices (May 2003=100) were recomputed i< capture the changegiirthes€omposition of
Nigeria's major trading partners. Consecuertily, the number ofginior frading partners
constituting 80.0 per cent of the totaitrade increased fron . twitlve to thirteen. The
countries were the United States,@he United ¥ ngd'om, Geriieny, France, Belgium, Italy,
the Netherlands, India, China, € mand, Spain, wrazand Seuth’ frica. Indonesia and Japan
were excluded from the list age 1 areductica irrfrade Vit the countries.

The average NEER an@ 2t 'R indices, yecr-on-year,sate by 14.4 and 6.4 per cent above
the figuresin the precuding yearto 121.57 and ¢2.86, respectively. The upward movement
in the NEER index reflected the loss of externial competitiveness of the naira against the
basket of currer a'csof the major tradir’g owrtners, while the growth in the REER index was
indicative of a righer consumer arc: iidex (CPl), compared with Nigeria's trading
partners.

Figure 7.14: Non' »dl and Real Effective Exchange Rate Indices
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Table 7.4 Nominal and Real Effective Exchange Rate Indices (May 2003=100)

Monthly Annual Annual %Change in
Index Average Monthly Index | Average Annual Average
107.44 100.31 125.57 121.54 14.4
57.18 58.67 62.86 62.45 6.4
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CHAPTER 8

8.0 INTERNATIONAL AND REGIONAL INSTITUTIONS

he IMF Spring and Annual Meetings centered on the global financial and

economic situation, need forreformsin the Bretfon Woods Institutions, financing for

developing counfries, Fund lending, multilateral surveillance and mobilization of
resources for Fund operations. Members stressed the need for continued timely and
adequate intervention from international financial instifutions for developing countries
affected by the global crises. At US$58.8 billion, the World Bank Groups' commitment to
assist countries plagued by the global financial and economic crisesincreased by 54.0 per
cent over the level in 2008. Nigeria signed a US$I billion Bilateral Investgaent
Agreement with the United Arab Emirates (UAE) to impr. i
Nigeria. At the regional level, The African Heads of St
global financial crisis and agreed that in-depth
should be undertaken, based on an inclusiv ch. At the sub-regi
ECOWAS Convergence Council approve
single currency for West Africa by 2020. T|
regulatory and supervisory framework.
the establishment of a payments system

osfruifure forcross b@ transactions.
8.1 THE INTERNATIONAL fOWSY% Q i

8.1.1 The Group ofTwe r(G-24) the Ih@ld Bank Annual Meetings
The 2009 Spring and eetings of the Ini:r-Governmental Group of Twenty-Four (G-
24) on Internation &menfs, and the discussions of the Board
of Governors orld Bank Grou e International Monetary Fund (IMF) all
centered on the global financial a omic situation, the need for reforms in the
Bretton Woods Institutions, financi eveloping countries, IMF lending, multilateral

surveillance, and mobilizoﬁong rces for Fund operations. At the meetings, the

s and other finangs utions, as well as

Governors:

= called for conceﬂ prompt implementation of necessary measures to
addressthe de ofed weaknessesin the regulation of the financial markets;

= sfressed th r?for continued timely and adequate intervention from
internafi | cial institutions for developing countries affected by the global
crises;

» urged developed countries to avoid protectionist and restrictive policy measures
inthe areas of frade, finance, investment and labour services;

=  commendedimprovementsin the IMF's lending policies and called on the Fund to
take specific measures aimed at enhancing its insfruments for broad-based
precautionary financing; and

» directed the IMF to commence the implementation of the new flexible framework
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for the Financial Sector Assessment Programme (FSAP) and ensure sharper macro-
financial surveillance.

8.1.2 TheInternational Monetary Fund

The IMF's outstanding global credit increased to SDR 42.3 billion at end-December 2009,
from SDR 21.49 billion at end-December 2008. This comprised disbursements of SDR 37.2
billion in the General Resources Account (GRA) and SDR 5.1 billion under the Poverty
Reduction and Growth Facility Exogenous Shocks Facility (PRGF-ESF).

8.1.3 The World Bank Group

The World Bank Group committed US$58.8 billion to assistingycountries devastated by the
global financial and economic crisis, an increase of 54.0°‘pur cent over the level i 2008.
The World Bank, comprising the International Develgor ient Association (IDA) cad e
International Bank for Reconstruction and Develop##@nilBRD), committed US$aa.y Sillion
in loans and grants to its member countries. The.indlivic ual commitments oW!DAxaNd IBRD
were US$14.0 bilion and US$32.9 billion, retae ctively. Furthermore, dinenlriiernational
Finance Corporation (IFC) committed US$¢ 045 biiion and mobilizedsmn aditional US$4.5
billion for private sector development indave'dping countries. The N ultil ateral Investment
Guarantee Agency (MIGA) issued US$ 1. bimon ininvestment gy arantees for 26 projectsin
developing countries. Of the total, US$1.2 bilibrigwvas in themfindvicial sector to support
continued lending by banks. Thinrepiasente@adiasline of US§TU0.0 million from the levelin
2008. The fall was attributalgle T4 reducec it estmers flows occasioned by the global
financial crisis.

8.1.4 International Joiamodity Organisatios.:

8.1.4.1 The Internai.nnui Cocoa Organisaticy (ICCO)

The 79" Regula, Ceuncil Session, the 289 Exccutive Committee Meeting and the 19"
Meeting of the Consultative Board,&adine World Cocoa Economy of the International
Cocoa Organization (ICCO) waretizla in Moscow in June 1 5, 2009. The meetings
discussed membership of the MLCQ, distribution of votes, review of the observer status of
non-member countries, thefsicidl reserve fund, cocoa production and consumption,
and proposals for a future’ Cogoa agreement.

On cocoa produg’ian c¢ad consumption, Africa supplied about 70.0 per cent of world
cocoa beans, g4ith Cote d'lvoire alone accounting for nearly 35.0 per cent. World
production was prg,ected to increase from 3.5 million tonnes in 2008/2009 to 4.1 million
tonnesin 2013/2014. Cocoa prices in real terms were projected to increase to US$2,345.0
pertonnein 2009/2010 and then decline to US$1,901.0 pertonnein2011/2012.

8.1.4.2 The Organization of Petroleum Exporting Countries (OPEC)
The Organization of Petroleum Exporting Countries (OPEC) held four meetings in 2009.
Against the backdrop of the global meltdown, the Organization convened its 152"

164
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Meeting of the OPEC Conference on March 15, 2009. The Conference reviewed the oil
market and decided fo leave the existing production agreement unchanged. The
Conference observed that there was about 80 per cent compliance with the quota
allocations and that, that was instrumental fo the observed price stability. The Conference
also observed that the Organization had not abandoned the price target range of US$75
US$80 per barrel and cautioned that oil producers could not invest sufficiently towards
meeting future demand with prices at half the required level. Prices, therefore, needed to
be strengthened considerably to cater for the longer term. Given that OPEC and non-
OPEC countries alike benefit from high prices, the Conference called on non-OPEC
countries to contribute to the sacrifices needed to shore up prices.

The 153° Extraordinary Meeting of OPEC was held on My 28, 2009, amid contiuing
worries about falling demand for oil. The Meeting was £0r cerned that propping U prides
with production cuts could depress demand, whilesmgsianing the developmani oigreen
alternatives. A review of market developments.shawe J that there was ncicoriiensus on
the drivers of oil prices, from about $150 per bCrraiin July/August 2008 16 $02 Ser barrel in
December 2008, and to $50 per barrel ingzanly iay 2009. Some apalyatsdttributed the
developments to prior production cutsi htriass to weakening of tae U5 dollar, and yet
others to the gradual return of market“foniidence. The Meetig, however, decided to
deferfurther production cuts for akleast elevendverks.

The 154" Ordinary Conference ot OPEC \ &r eld indVienna on September 9, 2009 to
consider whether or not t¢izut hroductiarathere waidididsussions on pegging oil prices to
the euro instead of thedouar. The deoreciation, of the dollar eroded oil exporters'
purchasing power, pianinting some memberst o call for a switch from the US dollar.

The 155" Extrac:omary Meeting of thesCunicence of the OPEC convened in Luanda,
Angola, on Dece mber 22, 2009. The Nia£ting was also attended by representatives of the
Arab Republic of Egypt, Indonesia il Wman as observers. The Conference considered
the report of the Ministerial MgfiitCiriy sub-Committee, as well as other presentations on
administrative matters. A reyieis o?the oil market outlook showed that while the worst of
the global recession appé&aind over, the world economy was still faced with the deepest
and most widespread ( dntraction since the 1940s. It was observed that for the first time
since the early 1982, wirld oil demand had declined for the second successive year.
Although asset sitarked prices had rebounded and economic growth had resumed in
some parts of the we rld, the strength and durability of that growth was stillin contention. In
the face of shrinking industrial production, low private consumption and high
unemployment, the conference once again decided to maintain the existing oil
production levels for the fime being. The Conference renewed calls on non-OPEC
producers to cooperate with the Organisationinits effort to support oil market stability.
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8.1.5 Bilateral Relations

8.1.5.1 Nigeria/ United Arab Emirates Bilateral Meetings

The Federal Government of Nigeria and the United Arab Emirates (UAE) held bilateral
meetings in Abuja on January 15, 2009, where a US$16.0 billion Bilateral Investment
Agreement was signed to improve basic infrastructure facilities in Nigeria. The Agreement

covered such areas as dams, electricity, agriculture, mineral resources and the
development of the Federal Capital Territory (FCT).

8.1.5.2 Nigeria - China Joint Commission for Economic and Technical Cooperation
The 5" Session of the Nigeria - China Joint Commission for Economic and Technical
Cooperationwas held in Beijing, China from June 22 -26, 2002. The meeting urged:
= Chinese banks to establish their presence in Nigeria. with a view to progfating
bilateraltrade andinvestments between the ho ountries;
» China to encourage investors to participatf@n e development of heNigerian
gas sub-sectorandincrease crude oilimroiifro n Nigeria;
» Chinatospeedup the development di.dicompletion of Free Trglde ories, such as
the Lekkiand Ogun/Guangdong Fri:edrade Zones; and
= Chinato co-operate with Nigeridii) trisfarea of capacity buiiing .

8.1.5.3 Nigeria-U.S Trade and Investment Frams'wc ik Agreerimnt(virA) Council

The 6" Session of Nigeria-U.S Trgmle cnd Invesiman Framewo. < Agreement (TIFA) Council
Meeting was held in Washiggtiai D.C., U ~“vom NMareh 30 to 31, 2009. The meeting
agreedthat:

» Efforts should ha,raaae to bring the Doha20vnd of multilateral frade talks to a
successful corgltsion;

» The US shotd ussist Nigeria by frainiag sunitary and phyto-sanitary specialists in
order tc.Ir jprove the quality % 1igeria’s products and enhance their market
Qaccess;

» The US should encouragasits.aniiepreneurs to take part in the development of
Nigeria's energy sectorsnaar ime public private partnership (PPP) policy of Nigeria;
and

= Both counfries shouldyrevisit issues concerning intellectual property, the bilateral
investment treai v, mad the avoidance of double taxation.

8.2 REGION/AINSTITUTIONS

8.2.1 The African Union (AU)

The African Heads of State and Government meeting of February 3, 2009 in Addis
Ababa, Ethiopia, which was within the framework of the 12" Assembly, discussed the
global financial crisis and resolved to unite, in order to increase the voice of Africa in
the United Nations. The leaders agreed, among others, that:

* In-depthreforms of the global financial system should be undertaken, based on an
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inclusive approach that would fully and legitimately integrate the voice of Africa.
The G-20 framework should be revised to include all Member States of the United
Nations System;

»  Member States of the AU should promote the development and integration of
African economies, through the establishment of shared financial institutions, such
as the African Monetary Fund, the African Central Bank and the African
Investment Bank. The African Union Commission (AUC) should fast track and
finalise the establishment of the institutions;

» Efforts aimed at mobilizing additional resources should be strengthened and steps
taken to ensure sound regulation and supervision of the African financial system;
and

= The infegrafion of African stock exchanges coulataelp boost efficiencys the
mobilization of domestic resources, and regtir ned their commitmeniyto “he
initiative.

8.2.2 The Joint Committee of the African_Eaizn Commission and t¥e ) ssuciation of
African Central Banks (AACB)
The 2™ meeting of the Joint Committea’s frgfAfrican Union Comraissic n (AUC) and the
Association of African Central Banks (A7) was held at the He adauarters of the African
Union in Addis Ababa, Ethiopicgon April 9,4£089. The maating” considered the new
approach suggested by AUC, wdhicidntailet settitig up,a ste fring committee to oversee
preparations for the establishn ént of the <7 zan Cén#al Bank (ACB). The approach
included the preparation®af apJoint Stre idm Tor tha Setciblishment of the ACB instead of
recruiting a consultanito worniduct the stidy had bier decided on November 22, 2007 in
Addis Ababa, Ethiopi. iae two parties agrees. .among other things that:
[l Macroecordrine convergence is a prereyuisite for the introduction of a common
currenc’\¢ i the establishmeniofiae - CB;
[0 Thereisaieedtoconduct aio.nistuay on the establishment of the ACB;
[l A Steering Committee that " quid carry out other responsibilities, while awaiting
the report of the study oi'tha,scint Strategy, be setup; and
[0 The Steering Commistel: skould follow up on the recommendations arising from
the study, whichwouid eventually help establish the ACB.

The two parties regsirmcd their willingness to continue cooperating for the purpose of
achieving the Affizan'¢nion's objective of monetary integration in the Continent, through
the establishmerii of a common central bank.

8.2.3 The Association of African Central Banks (AACB)

The 33" Ordinary Meeting, Annual Symposium and Meeting of the Assembly of Governors
of the Association of African Central Banks (AACB) were held in Kinshasa, Democratic
Republic of Congo (DRC) from August 17 to 21, 2009. The theme of the meeting was, “The
Formulation of Monetary Policy in Africa: the Relevance of Inflation Targeting”.
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Atthe meeting, the Assembly of Governors:

¢

8.24

directed the Evaluation Committee to select the European Central Bank (ECB) to
conduct the study on the strategy to be adopted for the establishment of the
African CentralBank (ACB);

approved the recommendations of the Confinental Seminar on Liquidity
Management, which was held in Abuja, from May 7 to 9, 2009;

approved that the BCEAO should invest the AACB funds on terms to be agreed on
with the Executive Secretariat and endorsed by the Governors;

accepted the Progress Report of the African Monetary Cooperation Programme
for 2008, but stressed the need for macroeconomic convergence and a sub-
regional approachin the pursuit of monetary integrotion;

approved the work programme of the AACB¢t¢: 2010 and appointed. the
Governor of the Central Bank of Congo as te hew President of the AXZCB or
2009/2010; and

approved the organisation of a seminar viith 1he theme, “LessonsiAfriva Should
Learn from the International Financi€! <ind Economic CrisesiF MmacCiianisms for
Mitigation and Coordination of Rasponses” and a symposisninars “The Role of
African Central Banks in the Regiigticafand Stability of the Fihan!ial System”, both
in2010.

The United Nations Econamicy/Commilzsiansor Africa \'WNECA)

The African Ministers of Fingnc ' Fianning &r ot Ecormic Development met in Cairo,
Egypt. in June 6 and 7, 2€29, i»rthe Se@aaJointgaimncsl Meeting of the African Union
Conference of Ministars af cconomy and Financz2 ohd the United Nations Economic
Commission for AfriCy (8CA) Conference of# frican Ministers of Finance, Planning and
Economic Develogxciit. The Ministers, among orners:

recognize d that the drying Caf of, key sources of development finance had
exposed Africa's vulnercbiiin 1o external finance and rekindled interest in
domestic resource moblizGio.;

acknowledged thatsey=rat countries in the region lacked the ability and flexibility
to conduct countér-ayclical policies needed to mitigate the effects of the crisis on
theireconomies

urged regioial ai d multilateral development finance institutions to increase their
financiakwsuport to African countries, while alleviating the attendant
conditiorndlit es, to ensure that the financial crisis did not become a humanitarian
disaster;

acknowledged the existence of a wide gap between domestic savings and
investmentrequirementsin Africa, as well as the need to close the financing gapin
order to increase the prospects of meeting the Millennium Development Goals
(MDGs);

recognized the crucial role of domestic resource mobilization in laying a solid
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foundation for sustained growth and development;

» encouraged African leaders to critically assess the benefits and costs of using fax
incentives to promote foreign investments, and also urged them to adopt a more
cautious approach to multilateral trade liberalization;

» acknowledged the recent progress towards regional integration in Africa, such as
the decision of the Heads of State and Government of the Common Market for
Eastern and Southern Africa, the Southern African Development Community and
the East African Community to establish a free-trade area;

»  expressed concern that overall progress in regional integration and intra-Africa
frade remained limited, and reaffirmed their commitment fo advance regional
infegration in the context of the Minimum Integration, Programme adopted by the
Fourth Conference of African Ministers of Integratién;

» qagreed to address the challenges facingdre gional economic integration,
especially macroeconomic policy g@w/crgence, inadequate, policy
commitments and non-implementation of | rot¢ cols by member Staiies; ond

= expressed concern, on over-protecichism by advanced gechndmies and
reiterated the need to conclude thd DohaDevelopment Round it appropriate
provisions to take into account Afisaifiterests and concerr: .

8.2.5 The African DevelopmentPank (AfDB)
The 4" Annual Meeting of the Baard & Govermoino’ the Africc  Development Bank (AfDB)
and the 35" Annual Meeting@f & Africant =V lopmeit Fund (ADF) were held jointly from
May 1310 14,2009 in DakaiSer =2gal. The Unyernorsys
¢+ stressed that the 2907 Annual i zetings were/oeing held in the context of the
global econumis, and financial crisifiawhich had created uncertainties in the
economies I Aifican countries;
¢+ notedth = . wmedtosustain the prag.2ssiecorded by several African countries over
the previnus five years. In thatregard, they invited development partners to
increase their financing:, “inderscored the importance of Foreign Direct
Investments; advised #fricar’ countries to dialogue and take ownership of
operational strategy; Winyassed the diversification of African economies; and
emphasized the inipurative of a shift from public sector-led to private sector-driven
economies; anc
¢+ invited the/lank to streamline regional integration processes, especially in the
areas of iirastiucture, agriculture and energy efficiency. They also requested the
bank's miang gement to re-engineer and reposition the bank for a more effective
discharge of itsresponsibilities.

8.3 SUB-REGIONALINSTITUTIONS
8.3.1 The Economic Community of West African States (ECOWAS)

The ECOWAS Convergence Council, comprising Ministers of Finance and the Governors
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of Central Banks of Member States, held an extraordinary Meeting on May 25, 2009. The
Convergence Council approved a revised road map for the realization of a single
currency for West Africa by 2020. The following were the highlights of the road map and
other decisions of the Convergence Council:

¢

8.3.2
The 25" Meeting »f the Convergence Souncil of the Ministers and Governors of the West
African Monetary Zone (WAMZ) taoi wlace on December 17, 2009, in Accra, Ghana. The
Councilapproved:
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Harmonization of the regulatory and supervisory framework for banks and other
financial institutions, and the establishment of a payments system infrastructure for
cross-border transactions and completion of the payments system infrastructure in
Guineaq, the Gambia and Sierra Leone between 2009 and 2013;

Ratification of the legal instruments for the creation of the West African Monetary
Zone (WAMZ), West African Central Bank (WACB) and the West African Financial
Supervisory Agency (WAFSA), as well as the establishment of the WAMZ
secretariat;

Realization of monetary union and the infrodugfiic h of Eco by 2015, to be igllowzd
by the withdrawal of the national currencieg@ithiofive constituent MemC o S ates;
Commencement of the processes for the ni=ara/ 'r of the two currencias focreate a
single currency, including the infroduct or. of a Supplementary ZCiio wie Revised
ECOWAS Treaty to provide alegaliniirement for the precedingnianitary union, to
begin three years before the lausiChirigfof the single currency

This will culminate in 2020 with & iniroduction of a regibnakcurrency, preceded
by the launching of the monetary unigfi, the establashmaent of a regional central
bank and, finally, the withdrcpdal of néticaa’ currencie yand

Cape Verde and Libgria #he two Mo ciiior State’s that were neither members of the
CFA zone nor the TAN 7, were Ligna to joirmdnewnf the two monetary zones and
the ECOWAS Maratary Cooperc fion Progiam:ne for the realization of the single
currency objestive.

The Wes r vican Monetary Zong (v Aan.Z)

the report on macmeyonbmic developments in the WAMZ and the status of
convergence at tFe ind of June 2009;

that Member St ins) medium-term frameworks be incorporated in the WAMI's
assessmentd t Me mber States' macroeconomic developments and prospects for
meetingdite cCnavergence criteria;

a review of 21he convergence criteria by WAMI, which should advise the Council
accordingly;

the organization of a meeting of experts from ministries of finance, central banks,
and regional institutions by WAMI, with a view to shedding light on the rationale for
the choice andlevels of convergence indicators;

the Draft Fiscal Responsibility Act as a model Act forincorporation into the national
laws of Member States;
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» that WAMI collaborate with WAIFEM in developing training programmes for
capacity building in the area of cross-border banking supervision; and

= that WAMI organize, before the next Convergence Council Meeting, a forum for
key stakeholders, including Ministers of Trade, Finance, Integration, and Governors
of Central Banks, to deliberate on the trade integration imperatives for establishing
the WAMZ monetary union.

The Council also:

» urged the Ministers of Trade, Integration and Finance be urged to participate in
the meetings and activities of the WAMZ, and Member States to expedite action
on theratification of the WAMZ Legalinstruments;

» endorsed the application of the Republic of Liberiafor membership of the WAMZ
and authorised the Chairman of the Convergence Cauncilto forward the rafuest
to the Chairman of the Authority of Heads of Stateor adecision; and

» noted the Memorandum of Understandimgpciecuted between thericonal
central banks in the areas of cross-border i =ening, supervision ané,regwlation of
financialinstitutions.

8.3.3 The West African Monetary Agsiii iy (V. AMA)
The 37" Ordinary Meeting of the Commiii=e of Governors of Cer fral3anks of the ECOWAS
member states was held on December 16, 2002¢ 112 Commitins:
¢ urged WAMA to accelerate work onthewariew of the fonetary policy framework
and noted the need, fo inember ™ i hal badkssto take proactive measures to
stfrengthen bankingisug srvision;
¢+ directed WAMA aivd vwAMI to unc =rtake joiiit sy veillance missions to save the fime
and efforts Gifiie central banks of 4i.ember countries by providing data and
information<o e regionalinstitution:y
¢+ stressed it twneed to strengthen“2aiking supervision in the region by sharing
knowled¢ = about the licensingyreaimes, branches and opening of representative

offices;
¢ approved that WAMA siigcai.e a technical seminar for exchange of ideas on the
best strategy for ensyririd financial stability within the Community; and

¢ requested WAMA"iCyfocus on the fransitory modalities for settlement between
national currencidmby putting in place the convertibility mechanisms of national
currencies &.the_ member States. It also agreed that WAMA would eventually
harmoniz&the ¢EMOA payments system laws with that being developed by WAMI
forthe WAM/.

8.3.4 The West African Institute for Financial and Economic Management (WAIFEM)

The Board of the West African Institute for Financial and Economic Management
(WAIFEM) met in Accra, Ghana in December 2009, under the chairmanship of Sanusi
Lamido Sanusi, Governor, Central Bank of Nigeria. During the meeting, the Board
approved a budget of US$3,174,200.37 for 2010, out of which member country central
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banks would confribute US$2,111,200.37. The budget was to fund twenty-eight capacity
building activities and other operations of the Insfitute.

The Board also approved the retirement of the pioneer Director-General of the Institute,
Dr. Osi C. Itsede with effect from January 31, 2009 and the appointment of Professor Akpan
H. Ekpo as his successor. Professor Ekpo assumed duty on June 1, 2009. The Board of
Governors also recruited, in November 2009, Messrs. Baba Y. Musa from Nigeria and
Ousman Sowe from The Gambia as Directors for the Debt Management and the Financial
SectorManagement Departments of the Institute, respectively.

The Institute conducted thirty-one (31) training and capadcity building programmes with
803 participants aftending. A breakdown of the activiiics revealed that ten i ining
activities were undertaken in the Debt Mandg:ment programme Sar 236
participants/beneficiaries, while eleven (11) and temailc activities were exequicu cnder
the Macroeconomic and Financial Sector Manc aer .ent programmes ¢ the) Institute,
respectively, with 300 and 267 participants, resy e« tively.

Analysis of participation by user institutietinrey£aled that it was brocd-t ased. The central
banks accounted for 317 or 39.5 pertent of participants, foreqeconomic ministries
accounted for 216 participants 05.26.9 per cerfi, Wwhile otheanuiti€ sector agencies and
the private sectoraccounted far 27030 33.6 darwer.t of partic fdants.

WAIFEM's management dio Chritinued wints effortsaiChicislate the knowledge and skills of
its staff in order to plaga fiveriiat the cuti ng edge'>f d':velopments in their areas of core
competencies for sGitained job performancs . In addition to computer training, four (4)
members of staff aiierided training progranimesarganized by WAIFEM and other training
institutions.
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Appendix A1

Balance Sheet
As at 31st December, 2009

Note 2009 2008
N' Million N' Million
Assets:
External reserves 2 6,543,628 7,334,295
Nigerian Government securities 3 317,269 272,407
Loans and advances 4 387,549 5224027
Investments 5 88,584 ous15
Other assets ( 85,216 72,1¢3
Fixed assets o 159,182 421
7,581,428 0, 8,430,539
Liabilities:
Deposit accounts 9 «.708,758 5,878,514
Central Bank of Nigeria instruments 10 S0 500 627,068
Notes and coins in circulation 1 ., 31,828 1,155,050
International Monetary Fund allocation of
Special Drawing Rights 2 388,982 31,769
Other financial liabilities ) 666,914 234,548
6,997,282 7,926,949
Capital and reserves:
Share capital 17 5,000 5,000
General reserve fund 18 71,854 60,888
Fixed assets revaluation reserve 19 63,143 63,143
Foreign currency revaluation reserve 20 379,982 358,130
Reserve on fund managers’ investment¢ 21 64,167 16,429
584,146 503,590
Liabilities and equity 7,581,428 8,430,539
P—‘:ﬁ F o Governor 02 March 2010
LU0 Director 02 March 2010
<é{%//> Director 02 March 2010
A P
/
\--[ - l ~ t = Director of Finance 02 March 2010

The accounting policies on pages 163 to 168 and the notes on pages 169 to 182 form part of these financial
statements.
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Appendix A2

Income Statement

For The Year Ended 31st December, 2009

Interest income

Interest expense

Net Interest Income

Realised gain(+) / loss (-) on foreign currency

Other operating income

Provision for bad and doubtful debts
Operating Costs

Surplus before provisions

Write-off (Net charge) to provisicas
Surplus available for apprapi .
Appropriation:

Transfer to general rt serve fund

Transfer to Federal Government of Nigeria,un 't as.o (3)
of the Central Bank of Nigeria Act 2007

Notes

22

23

20

25

26

1.0,

18

15

2009
N’ Million

158,850
(22,665)
136,185
449,704

123,132
709,021

(412,295
(25913
39,813
4,050

43,863

(10,966)

(32,897)

2008
N' Million

189,875
(133,227)
-,648
7,812

117,156
201,616

(51,839)
(141,432)
8,345
(25)

8,320

(2,080)

(6,240)

The accounting policiesyon pexes 163 to 168 and the notes on pages 169 to 182 form part of these financial statements.
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Appendix A3

Statement of Cash Flows

For The Year Ended 31st December, 2009

Cash flow generated from operating activities

Cash (utilized by)/generated from operating activities

Net cash (utilized by)/ generated from operating activities

Cash flow (utilized by)/generated from investing activities

Purchase of fixed assets

Proceeds from sale of fixed assets

Deposit for shares

Redemption of promissory notes

Purchase of promissory notes of Transcorp
Net investment in Government bonds

Net cash utilized by investing activities

Cash flow utilized by financing \ctiitiCs
Surplus paid to the Federal Gc. = »nt of Nigeria

Net cash utilized by finari mg,= tivities
Decrease/(Increase) i ¢ &> and cash equivalents

Balance at the beginning of the year
Decrease/(Increase) in cash and cash equive =ats

Balance at the end of the year

The balance at the end of the p{iad is analysed as follows:

Bank balances
Sundry currencies
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2009 2008
N' Million N' Million
(608,146) 1,093,524

(608,146) 21,090.524
(3224 (24,275)
29 250
(10.470) (57,958)
(: 5,924) (16,719)
(63,000) -
(44,862) (187,904)
(176,282) (286,606)
(6,239) (21,399)
(6,239) (21,399)
(790,667) 785,519
7,334,295 6,548,776
(790,667) 785,519
6,543,628 7,334,295
6,469,430 7,127,284
74,198 207,011
6,543,628 7,334,295
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Appendix B1

SIGNIFICANT ACCOUNTING POLICIES

The following significant accounting policies were adopted by the Bank in the preparation of its
financial statements and have been consistently applied:

a. Basis of presentation

These are the financial statements of the Central Bank of Nigeria {2 or the Bank), a body cofyarate
established by the Central Bank of Nigeria Act of 1958 as amée.2Céay the CBN Act No. 7 a£2637. The
financial statements are prepared under the historical cot cot vention as modified by.the \aiuation of
certain fixed assets and comply with the accounting,pcicies set out below:

b. Consolidation

Subsidiary undertakings, which ar¢thascrcompariias wagvhich the Befik, directly or indirectly, has an
interest of more than half of the watiag rights,or ¢therwise _haipower to exercise control over their
operations, have not been cunscidated. Thex s entities e:e ne t consolidated because their activities
and accounting policies wre Wifferent from those oféiiq,Bank. Such entities are accounted for as long-
terminvestments

c. Foreign currency activities

Foreign currency transactiong’cie recorded in Naira, using the exchange rates prevailing at the dates
of the transactions. Differe 1cus,arising at the dates of settlement are recognized in the income and
expenditure account:

At the balance sheet date, assets and liabilities denominated in foreign currencies are converted to
Naira, using the closing rate except where a balance is to be settled at a contracted rate, then that rate
is used. All differences arising on conversion are taken to the income and expenditure account, except
differences on long-term foreign currency monetary items which are deferred and taken to the income
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and expenditure account on a systematic basis over the remaining lives of the monetary items
concerned.

d. External reserves

Gold reserves are held for long-term purposes and are not being traded. Itis carried at cost.

External reserve balances at year-end are converted into Naira in accordance with the policy in “c”
above. All gains and losses realized on external reserve balances are recognized as follows:
revaluation gains and losses on reserves due to the Federal Government of Nigeria (FGN) are for the
account of the FGN and, consequently, all translation profitséaid losses are transferreddo the
respective deposit accounts of the FGN: revaluation gains arit;le2ass on external reserve,haiances of
the Bank are transferred to its Foreign Currency Revaluati in Reserve Account.

e. Loans and receivables

The following assets have been classifiad as loans aru rezeivables {inthe Gurposes of assessing their
recoverability: loans and advances; aimasiits due bv iauGator o“distre. sed banks; and other assets.

A specific credit risk provisioris etauvlished( wrovide forancaement's estimate of credit losses as
soon as the recovery of aaxosure is identificd as doubuil his provision is made for each account
thatis not performingima »ordance with the terns ai thurelated facility. The basis is as follows:

Interest and/or printvipal outstanding <lassification Provision
for over

90 days butless than 180 days Sub-standard 10%
180 days butless than 360.da ‘s Doubtful 50%
360 days and over Lost 100%

In addition, a provision of 1% is made for all performing risk assets to recognize losses in respect of
risks inherentin any credit portfolio. The 1% provision is applicable only to loans and advances.

Provisions for losses on doubtful receivables are recognized in the income and expenditure account.
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When a loan is deemed not collectible, it is written off against the related provision for loan losses and
subsequentrecoveries are credited to income.

Risk assets in respect of which a previous provision was not made are written directly to the income
statementwhen they are deemed not collectible.

In addition to the above basis, Management subjectively makes provisions for loans on the basis of
their assessment of the likelihood of recoverability of the facility.

f. Investment securities
The Bank's investments in securities are categorized hito: 1 ong-term investments, ancysivort-term
investments.

(i) Long term investments
Long-term investments are equity and¢'ebt held by tha'Bank over alofigneriad of time to earn income.

Long-term investments are carrieciai cost. Vi wan tivere haaaae s a permanent decline in the value of
an investment, the carryiz«= aount of the invistment is visit'en down to recognize the loss. Such a
reduction is chargeci'a«' 2 income statement. R&duction in the carrying amount is reversed when
there is an increz sematner than temporary, in " alue of the investment, or if the reasons for the
reduction no longerexist.

(i) Nigerian GovernmentSevuriZies
Nigerian Government Bonds reprasent debt instruments issued by the Federal Government of Nigeria
(FGN) in which the Baria ha finvested. These bond issues are normally underwritten by the Bank and

the investments ar'se as avesult of crystallization of its underwriting commitment.

Treasury bills of the Federal Government of Nigeria are initially recorded at cost and subsequently
measured atamortized cost.

Treasury bonds and development stocks are initially recorded at cost, plus the incidental cost of
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acquisition and subsequently measured at amortised cost. A decline in value is not taken into account
unless it is considered to be permanent. Where a permanent decline in the value of such bonds and
development stock are deemed to have occurred, the carrying amounts of these bonds are written
down torecognize the loss.

Interest earned on investment securities is reported as interest income. Dividend received is reported
asdividendincome.

g. Fixed Assets
All items of fixed assets are initially recognized at cost. C¢:tsaatudes expenditure that.is irectly
attributable to the acquisition of the item.

Subsequent measurement Fixed assets at hiv*<rical cost

Subsequent costs are included in the asset'ciaGivying amount or are regugnized as a separate asset,
as appropriate, only when itis probablathat future ec£nomic benefit¢assouiated with the item will flow
to the Bank and the cost of the item ainhe measiirecrernably. Repairs:nd maintenance expenses are
charged to the income and expienaituie accot teduring the francal period in which they are incurred.

Depreciation
Depreciation is ca cuated on a straight line basisuw.ite down the cost/valued amounts of fixed assets
to their residual values over their estimates Ld=fuliife at the following rates:

Land and Buildings 2.0%
Motor Vehicles:

Buses 12.5%
Cars 20.0%
Lorries 10.0%

Plant and egdipment
Air conditioners, generators and water pumps  15.0%

Currency processing machines 10.0%
Furniture and Fittings 20.0%
Computer software/hardware 33.3%
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Costs related to fixed assets under construction or in the course of implementation are disclosed as
capital work-in-progress. The attributable cost of each asset is transferred to the relevant category
immediately the assetis putinto use and then subjected to depreciation.

Gains and losses on disposal are determined by comparing proceeds with the carrying amount. These
areincluded in the income and expenditure account for the year.

H. Borrowings (loans)

Borrowings are recognized initially at their issue proceeds ¢ienof transaction costs indirred.
Borrowings are subsequently stated at amortised cost.

Interest paid on borrowings is recognized in the inctm< and expenditure accouis 1ar uie year on a
prorata basis.

i. Currency in circulation

Currency issued by the Bank reprasenteys claim ¢a thes3ank in favidr of the holder. The liability in
respect of notes and coins in isaue ' it the balanca sneet dawyds stated at the nominal value of the
currency.

J- Central Fank ¢fNigeria instruments
Central Bank of Nig >ria instruments comprite~roniissory Notes and Open Market Operations Bills.

Central Bank of Nigerian Promisstn#owes represent short- to medium-term debt instruments issued
by the Bank to commercial batikaassuming net liabilities under the Purchase and Assumption distress
resolution programme far i ar ke-which could not meet the minimum capital requirement for licensed
banks.

Promissory Notes are recognized at the face value of the instrument.

Open Market Operations Bills represent short-term debt instruments of the Bank issued to commercial
banks as a liquidity management tool. They are recognized at cost less any unamortized
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premiums/discounts.

Interest paid on these instruments is recognized in the income and expenditure account for the year.

k. Retirement benefits

The Bank operates a defined benefit plan and a contributory retirement savings scheme as required by
the Pension Reforms Act of 2004. A defined benefit plan is a pension plan that defines an amount of
pension benefit that an employee will receive on retirement, usually dependent on one or more factors,
such as age, years of service and compensation. A defined contrioction plan is a pension plastinder
which the Bank and the employees pay fixed contributions int€ a<2narate entity. The Bank.carixibuies
15% of basic salary, housing and transport allowanc:s o the qualifying emplavees, while the
employees contribute 7.5% on the same basis towar(: t£.e pension plans.

For the defined benefit plan, the employé.'sfSitigation is calculated queriouically by independent
actuaries, using the projected unit crecit method. Theorenent value ¢#the Gerined benefit obligation is
determined by discounting the esitintau futura,cash Sutflows, usiriy interest rates of high-quality
corporate bonds that are denaminated in the esrericy in whinh a2 benefits will be paid, and that have
terms to maturity approxizpatitx to the terms of the related pangion liability.

Actuarial deficit a 'sing.irom adjustments and ¢4y 2s in actuarial assumptions are to be amortised
systematically overa period of not more thariiret (3) years.

For defined contribution plans #haddank pays contributions to privately administered pension fund
administrators on a monthlv basiay, The contributions are recognized as employee benefit expense in
the income and expenziturc ‘account. The Bank has no legal or constructive obligation to pay further
contributions if thefund Ges not hold sufficient assets to pay all employees the benefits relating to
employee service inésie current and prior periods.

l. Provisions

Provisions are recognized when the Bank has a present obligation, whether legal or constructive, as a
result of a past event for which it is possible that an outflow of resources embodying economic benefits
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will be required to settle the obligation and a reliable estimate of the amount of the obligation can be
made.

l. Internal Currency insurance

This provision is accumulated to cover possible losses that could arise on currency stock held within
the Bank and in transit. The provision is determined as premium payable to provide insurance cover
oversuch losses.

li. Contingency

Contingency provision is determined on the basis of exp rts' | aluation (where applicablc),aiid/or the
best estimate by Directors of the Bank of the probabiix r.sources required to meef theyBaiik's present
obligations.

iii. Self-insurance schemes

The Bank operates self-administe: zgvinsuranca,scherties thrsugh culy constituted trustees for all
potential losses for currency itraritand in ¥ 't and for rep!acament and major repairs for its fleet of
vehicles. Annual appropristiataare made, basced on past e.xpafience.

These schemes a < 'y funded and manage? i xependent of the Bank's operations.

m. Sale and repurchase agrean =i >

The Bank has entered into repusciigsedigreements as part of its monetary policy activities. Securities
purchased under agreements to rusell are recorded under the heading “Loans and Advances” as loans
and receivables. Secur'ies' ld under agreement to repurchase are disclosed as reverse repurchase
agreementsinclud€d.in depositaccounts.

The underlying Securities purchased under repurchase agreements are not recorded by the Bank.
Likewise, underlying securities sold under repurchase agreements are retained in the books of the
Bank.
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The differences between the purchase and sale prices are treated as interest and recognized on an
accrual basis.

n. Appropriations

In accordance with Section 5(2) of the Central Bank of Nigerian Act No.7 of 2007, the Bank makes an
annual appropriation representing one-quarter of the operating surplus of the Bank for the year to a
generalreserve fund.

All remaining surplus after the statutory appropriation to the gericial reserve fund is payableto the
Federal Government of Nigerian on a semi-annual basis. This s/.:ascordance with section 513\ of ine
Central Bank of NigeriaAct No. 7 of 2007.

0. Cashflow

For the purpose of the cash flow statement, ca"and cash equivalents cginprise”sundry currency
balances and bank balances with foreign bari.

p. Revenue recognition
Interest income and expensas ai» ‘ecogni ed.0ir a timemarchortion basis, taking account of the
principal outstanding ameuat=nd the rate overhe period tesmawrity.

Interest income aumenses are recognised 1 uivincome and expenditure account for all interest-
bearing instruments on an accrual basia, \"nefe the instrument is deemed to be non-performing,
interest income is suspended and raCc:in zed on a cash basis. Interest income and expense include
the amortization of any discountori:entium or other differences between the initial carrying amount of
aninterest-bearing instrument anv)its determined amount at maturity.

Fees and commissiuns, winere material, are amortized over the life of the related service. Otherwise
fees, commissions and otherincome are recognized as earned upon completion of the related service.

Dividends are recognized when the right to receive payment s established.

Other revenue arising from the provision of services to clients is recognized on an accrual basis in
accordance with the substance of the relevant transaction.
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q. Currency issuance and management expenses

Note-printing and coin-minting expenses include ordering, printing, minting, freight, insurance and
handling costs. These costs are recorded as prepaid expenses and subsequently released to the
income and expenditure account when the currency is delivered to the Bank.
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Appendix B2

Notes to the Financial Statements
for the year ended 31st December, 2009

1. General Information

The Central Bank of Nigeria (CBN or the Bank) is the apex regulatory authority of the financial system
in Nigeria. It was established by the Central Bank of Nigeria Act of 1958, as amended by the CBN Act
No70f2007. Itcommenced operations on 1July 1959.

The issued share capital of the Bank is wholly owned b the \Federal Government of itiqesia. The
principal objectives of the Bank are to ensure monetd<y.ind price stability, issue leganteréer currency
in Nigeria, maintain external reserves to safegua’diiedriternational value of t<iegeliender currency,
promote a sound financial system in Nigeri2 232,act as banker and previde*Eriancial advice to the

2009 2008
N Million N' Million
Convertible Currencies (see iiate ,2< and 2b) 6,191,121 7,334,097
International Monetary Fuit
- Reserve tranche 23 23
- Special Drawing Kiy:.ts (note 2c) 352,465 156
Gold 19 19
6,543,628 7,334,295
(a) Convertible currencies comprise:
Current account with foreign bans 725,240 1,222,698
Time deposits and money empioyad 2,699,809 3,888,202
Domiciliary accounts 630,965 446,651
Other foreign securities 2,060,909 1,569,535
Sundry currencies and treyelers' cheques 74,198 207,011
6,191,121 7,334,097

Included in convertible currencies is an amount of %2,189.22 million, (2008 #3,646.27 million),
which represents the Naira value of foreign currencies held on behalf of customers in various foreign
accounts for letters of credit transactions and other purposes. The corresponding liability for this
amountis included in deposits. (see note 9b)
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2009 2008
N' Million N’ Million
(a) Convertible currencies are further analysed
by Currency
United States Dollar 5,306,668 6,608,337
British Pounds Sterling 195,832 144,096
Euro 680,299 574,526
Japanese Yen 2,448 2,066
Others 5,874 5,072
6,17 121 7,334,047

(b) Special Drawing Rights
At 1 January 156 103
Additional holdings 355,863 -
Acquisitions during the year 7 905
Interest earned in the year 306 2
Charges for the year (513) (868)
Revaluation (3,354) 14
At 31 December 352, b6: 156
3. Nigerian Government sec ritii >
Nigerian Treasury Bills 1,900 410
Nigerian Treasury Bonds 252,314 271,909
Nigerian Development Stack 25 88
Promissory notes 63,030 -

317,269 272,407

The CBN invested in N geria Treasury Bonds with Cougon rates of 5% - 12.5%. The last Treasury bond will mature on 15
October 2024. The Bank as directed by the Federc' Gavernment in arefinancing arrangement purchased promissory notes
issued by the Federal Government of Nigstiato ¢!niun Trustees in respect of loans granted to Transcorp by a consortium of
banks (represented by Union Trustest, Lin. ta«;. The promissory notes, with an interest rate of 8.28%, are redeemable on
29 September 2010.

4. Loans and advai.c s

Overdraft balances"x s ort-term advances 184,225 561,704
Staff loans 3,203 5,763
Loans to DMBs on Commercial Agricultural

Credit Scheme (Note 14) 43,333 -
Advances to Federal Mortgage Bank of Nigeria 9 9
Other loans 17,174 33,983
Long-term loans (see 4(a)) 637,000 7,127

884,944 608,586
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2009 2008

N' Million N' Million
Provision for loan losses:

At 1 January 85,559 46,521
Eliminated through forebearances (24,594) -
60,965 46,521
Provision for the year 436,430 39,038
At 31 December 497,395 85,559
387,549 523,027

Overdraft balances and short term advances
Overdraftbalances representlending to customers and are collateralized b1 asury Bills.

Other loans
Otherloans representaccommodation to distressed and liquidata@ai = hese have been fully provisiched
209 2008
N M, ap N' Million
(a) Long term loans:
At 1 January 7,127 8,865
Addition in the year 667,000 -
Repayments during the year (37,127) (1,738)
637,000 7,127
Details of benefitting banks gaamuuiits granted by CBN:
Union Bank Plc 120,000
OceanicBank Plc 100,000
Intercontinental Bank Plc 100,000
Finbank Plc 50,000
Bank PHB Plc 70,000
Spring Bank Plc 60,000
Wema Bank Plc 87,000
Afribank Plc 50,000
637,000

Long-term loans represent Central Bank of Nigeria's 7 years special intervention support to under-capitalized deposit
money banks at the interest rate of 8% per annum. A provision of 75% has been effected in these financial statements on
account of the negative shareholders' fund of the affected banks, pending successful recapitalization of the banks and the
passage of the bill meant to give effect to the establishment of the Assets Management Company (AMC) whose
responsibility will be to recover the toxic assets of the banks.
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2009 2008
N' Million N’ Million
5. Investments
Investments in subsidiaries and associates: %
Bank of Industry 41 2,708 2,948
National Economic Reconstruction Fund 33 100 100
Abuja Commodity Exchange 51 408 408
Nigeria Deposit Insurance Corporation 60 1,380 1,380
Nigeria Agricultural Cooperative and Rural
Development Bank 40 4,027 4,027
Nigeria Export Import Bank 40 6,723 6,723
6% Perpetual Debentures in Nigeria Export Import Bank - 1,250 16250
Africa Finance Corporation 42 57,958 21,058
Nigeria Security Printing and Minting Company Plc 77 13,250 13,299
87,804 88,044
Provision for diminution in value of investments (533) B (2,715)
87,271 85,329
Other Investments:
Agricultural Credit Guarantee Scheme Fund 40 1200 1,200
Federal Mortgage Bank of Nigeria &0 60
Nigerian Interbank Settlement System 4 e 583 26
4,313 1,286
88,584 86,615
6. Amount paid out in respcu »f e followin @iscressed
banks
All States Trust Bank 15,922 15,166
Lead Bank 4,979 4,344
Assurance Bank 4,475 4,475
Hallmark Bank 1,886 107
Trade Bank 8,103 8,102
City Express Bank 5,181 4,595
African Express bank 930 332
Gulf Bank 5,662 3,516
47,138 40,637
Provision for doubtful balancc's (47,138) (40,637)

The Bank entered intesuri hase and Assumption arrangements with the Nigeria Deposit Insurance Corporation (NDIC)
and some banks over private sector deposits and certain capital assets of some distressed banks in liquidation.
Accordingly, the Bank issued promissory notes for the netliabilities assumed. See Note 10.
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7. Other assets

Due from Agricultural Credit Guarantee Scheme Fund 1,176 914

Accrued interest receivable 26,593 21,288

Accounts receivable 33,302 30,687

Deposit for shares (NSPMC & BOI) 15,132 4,946

Sundry receivables (see (a) below) 11,445 15,051
87,648 72,886

Provision for doubtful balances (2,432) (118)
85,216 72,768

(a) Sundry receivables are further analysed as: & &
International Monetary Fund local currency subscription 2 622 eazz
Deferred interest and prepayments 2,584 0,439
IMF Interest Bearing Securities 2,316

Q 2,316

Cheques in clearing 2,40 -

Others 1,674
Q 1 .44 15,051
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8. Fixed Assets
Land & Plants & Furniture Computers Motor Capital Total
building i t & fittings vehicles work in
progress
NM NM NM NM NM NM NM
2009:
Cost/valuation:
At 1-January 66,317 19,559 2,006 6,194 2,706 69,262 166,044
Additions 969 2,124 261 33 1,278 27,675 32,340
Disposals - - - - (21) - (21)
Transfers in/(out) 11,366 2,898 - - - (14,264) -
Adjustments 349 2,461 (76) (346) 58 (4,964) _ (2518)
At 31-December 79,001 27,042 2,191 5,804 4,021 77,709 _ A 5845
Accumulated depreciation:
At 1 January 7,340 9,183 1,783 5,20 1,191 24,617
Charge for the year 1,900 2,434 29 355 364 - 5,082
Disposals - - - - (18) (18)
Adjustments (796) 7,459 _ v (43) 294 - KN 6,982
At 31-December 8,444 19,076 880 5,432 1,837 - 36,663
Net book value 70,557 7,966 { ; 449 _ 2’1; ) 77,709 159,182

During the year, the Bank conducted a fixed asset.verification exercisaiii! effected adjustmeniciasfueemed necessary. Fully
depreciated assets are carried at nominal valuas.

2008:

Cost/valuation:

At 1 January T, 31,430 3,780 6,492 13,309 50,808 172,391
Additions 737 2,563 25 746 750 18,454 24,275
Disposals (273) - - (43) - (316)
Adjustments O (1,7119) (14,434) e 0 799) (1,044) (11,310) - (30,306)
At 31-December 66,317 19,557 . . 2,006 6,194 2,706 69,262 166,044

Accumulated depreciation:

At 1 January 5,870 & 19 3,506 5,790 3,841 - 38,696
Charge for the year 1,654 2,928 76 374 679 - 6,711
Disposals (28) - - - (43) - (71)
Adjustments (150) (14,434) (1,799) (1,044) (3,286) - (20,719)
At 31-December A . 9,183 1,783 5,120 1,191 - 24,617
Net Book Value 5¢ (7 10,376 223 1,074 1,515 69,262 141,427

In 2003, the Bank reinstaied items of fixed assets that had been previously written off. Accordingly, all assets except motor
vehicles and the Head Office building were valued by Messrs Onakanmi and Partners, Supo Ojo and Co, Ora Egbunike and
Associates, Bello and Co, Adamu Muhammed and Partners, Olatoye Ogundana and Partners, Dosu Fatokun and Co, and
Mohammed and Co. The assets were valued as at 31 December 2002 on either open market basis assuming a willing seller
and an able buyer or depreciated replacement cost basis where market information was not available. Subsequent
additions have beenincorporated at cost.
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9. Deposit accounts
Government deposits:

Current/settlement accounts
Domiciliary accounts

Other Accounts (see (a) below)

Financial Institutions:
Current/settlement accounts
Bank’s reserve accounts

(a) Other accounts are further analysed as follows:

FGN PPT Naira funding account

Special reserve account

FGN excess crude oil proceeds (Naira funding) account
Letters of credit consolidated account

FGN (External creditors) funding account

NNPC/ NAPIMS cash call account

Deposits for Naira draft account

Monetary policy stabilization account

Sundry accounts

(b) Foreign currency deposits italahat chalf of cus yfiers for
letters of credit transacti®ma= ' other purposes ¢ e analvsed
below:

Domiciliary account
Other accounts

10. Central Bank of Nigeria instruments

Central Bank of Nigeria Promissory Note’s (se i 1c(a))
At 1 January

Issues during the year

Claim awaiting issue of promiszory nows
Redemption in the year

Accrued interest

At 31 December

Open Market Operations - CBN bills (see 10(b)):
At 1 January
Issued during the year

Redemption during the year

At 31 December

2009 2008

N' Million N' Million
2,267,979 1,787,338
630,965 446,651
1,558,259 3,199,623
165,952 291,082
85,603 153,820
4,708,758 5871514
973,760 N378,195
622 550
178,910 1,477,442
283,905 197,219
88,715 91,665
3 6,353
29 3 18,098
-018 4,618
8793 25,483
1,558,259 3,199,623
630,965 446,651
1,558,259 3,199,623
2,189,224 3,646,274
19,343 20,585
6,708 9,389

- 5,961
(25,924) (16,719)
(127) 127

- 19,343
607,725 1,543,781
254,491 2,310,143
(811,416) (3,246,199)
50,800 607,725
50,800 627,068
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(@) The CBN issued Promissory Notes to Ecobank Nigeria Plc, Afribank Plc and United Bank for Africa Plc as part of a
Purchase and Assumption Arrangement over the private sector deposits and certain assets of Allstates Trust Bank Plc
African International Limited and Hallmark Bank Plc (Ecobank Nigeria Plc), Lead Bank Plc and Assurance Bank Plc
(Afribank Nigeria Plc) and Trade Bank Plc, Metropolitan Bank Ltd, City Express Bank Plc, African Express Bank, Liberty
Bank Limited and Gulf Bank Plc (United Bank for Africa Plc). The Promissory Notes have tenors of 1 2 years and carry
coupon rates 0f 5.5% - 13.50%.

(b) Central Bank of Nigeria Bills represent bills of the Bank issued to commercial banks as a liquidity management tool.
These instruments have tenors ranging from 7 days 365 days and carry discount ra