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CHIEF (DR.) JOSEPH O. SANUSI, con
Governor, Central Bank of Nigeria



It is my pleasure and honour to
present the Central Bank of
Nigeria's(CBN) Annual Report and
Statement of Accountsfor 2003. As
usual, the Report highlights the
major macroeconomic and
international financial and
economic developments that
impacted on the Nigerian economy
during theperiod.

The overall performance of the
economy in 2003 was mixed. Real
gross domestic product (GDP),
measured at 1990 constant basic
prices, grew by 10.2 per cent in
2003, compared with the 3.5 per
cent growth recorded in the
previous year. The improved
performancereflected thegrowthin
both oil and non-oil production. The
rate of inflation, which wassubdued
during the first eight months of the
year, assumed a rapid upward
movement in September,
accelerating to 14.0 per cent by end-
December 2003, compared with
129 per cent at end-December
2002. The acceleration was
attributable to the rapid build-up in
aggregate demand, reinforced by
the unintended impact of the
deregulation of the downstream
sector of the petroleum industry,
which increased the pump prices of
petroleum products, and the

consequent high transportation

and production costs.
The externa sector was under

pressure in 2003. The demand
pressure in the foreign exchange
market intensified during the
fourth quarter of the year,
resulting in the depreciation of
the naira exchange rate against
the US dollar, in contrast to the
relative stability which
characterized the exchange rate
of the nairaduring thefirst three
quarters of the year. Reflecting
the favourable developments in
the world oil market, the current
account of the balance of
payments recorded a substantial
surplus, while the overall
balance of payments deficits
declined from US $4.7 billion by
end-2002 to US $1.3 billion in
2003.

The persistence of excess
liquidity in the banking system
arising from fiscal dominance,
posed serious challenges to the
conduct of monetary policy
during the year. The
expansionary fiscal operations
of the Federal and State
governments induced excessive
growth in bank liquidity and
influenced therapid acceleration
in monetary growth.
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Specifically, broad money supply
(M,) increased sharply by 24.1 per
cent in 2003, as against the target of
15.0 per cent and the 21.6 per cent
growth recorded in 2002.
Consistent with the deceleration in
the rate of inflation during the first
half of theyear, the CBN reduced its
minimum rediscount rate (MRR) by
150 basis points, from 16.5 to 15.0
per centinJuly, in order to stimulate
Investment and output growth.

Tofurther enhancethe effectiveness
of monetary policy, the CBN
increased the frequency of the open
market operations (OMO) from bi-
weekly to daily basisin November,
2003. Approval for the issuance of
the National Savings Certificate
(NSC), amed at enhancing a
savings culture was granted by the
Federal Government during the
year. To give teeth to the scheme,
the Board of the NSC was
inaugurated in November.

The Bank's efforts towards
enhancing transparency in
monetary policy formulation was
sustained during the year as two
seminars, under the auspices of the
Monetary Policy Forum, were
held, whilethe 3 Annual Monetary
Policy Conference, with the theme,
“Issues in Fisca Management:
Implicationsfor Monetary Policy in
Nigeria,” was held in December.

The Bank's Monetary Policy
Committee (MPC) met nineteen
times, after which communiqués
on maor policy decisions were
issued.

The Bank enhanced the capacity
of its surveillance departments
by employing additional
professional accountants to
complement its staff strength,
while steps were taken to ensure
close monitoring of deposit
money banks and other financial
ingtitutions. To this end, the
framework on Contingency
Planning for Systemic Crisis,
consisting of policy actions and
measures necessary for the
prevention, management and
containment of bank crisis, was
adopted in July 2003. Some
banks were penalized for
contravening the foreign
exchange rules and regulations,
while the operating licence of
one bank was revoked and the
Board and Management of
another bank were replaced.
Efforts at sanitizing the non-
bank financial institutions sub-
sector were also sustained in
order to ensure the soundness
and stability of the financial
system. Towards that end, a
training programme was
organized for the Directors of
Community Banks to prepare
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them for the effective discharge of
their oversight responsibilities. The
licences of 97 primary mortgage
institutionswererevoked for failure
to meet the minimum requirements
for their operations..

Substantial progress was recorded
during the year in the reform of the
payments system in the country.
Two daily clearing sessions were
introduced in the Lagos area, which
reduced the local clearing cycle of
cheques from four to three days.
Work aso commenced on the
installation of the Real Time Gross
Settlement System (RTGS) to
facilitate large value transfers. The
project is expected to be completed
in the second quarter of 2004. To
drive the payments system and
interface with RTGS, the GLOBUS
system a banking operations
application, with on-line securities
trading was being put in place. The
Bank aso issued guidelines on
electronic banking to market
operators. A major quality service
improvement isthe electronic funds
transfer between all CBN locations.
This has enabled the Bank to
provide same-day funds transfer
servicetoitscustomers. Thisshould
help to considerably ameliorate the
constraints imposed on the efficient
conduct of monetary policy. In the
continued effort to promote
efficiency of the payments and
settlementssystem aswell asensure

10.

11.

a smooth-functioning banking
system devoid of collateral
shocks and disruptions, some
banks were appointed
“Settlement Banks® and will
perform clearing and settlement
functions under the new clearing
system with effect from the
second quarter of 2004.

Consistent with its
developmental mandate, the
Bank encouraged deposit money
banks (DMBSs) to increase the
rate of investments under the
Small and Medium Industries
Equity Investment Scheme
(SMIEIS), in order to boost the
performance of thereal sector.

On the international scene,
efforts were geared at the
establishment of a second single
monetary zone in the West
African sub-region. The CBN
also participated actively in the
articulation of an African
Monetary Cooperation Program-
me of the Association of African
Central Banks (AACB). Under
the programme, regional mone-
tary and economic unionswould
congtitute the foundation for
continental monetary policy
coordination and eventually the
establishment of an African
Central Bank.

The Bank's re-engineering/rest-
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12.

13.

ructuring programme embarked
upon in October 1999 and code
named “Project EAGLES’, aimed
at promoting professionalism and
efficiency in the Bank's operations,
gathered momentum in 2003. In
this regard, the Bank commenced
the development of the Strategic
Business Units (SBU),
implementation of the enterprise-
wide applications, with resource
management and security to drive
the re-engineered business
Processes.

A significant development in the
history of the CBN was the
successful completion and com-
missioning of the Bank's corporate
Head Office Building in October
2003. All Head Office staff have
moved into the building, thus
relieving the Bank of the
Inconvenience of multiplelocations
and the use of temporary structures.
It is expected that the new working
environment would ensure closer
Interaction among staff and better
coordination of the activities of the
Bank.

Developmentsin thefirst quarter of
2004 indicated relative stability in
the macroeconomic environment.
The growth in monetary aggregates
contracted, whilethe pressure at the
foreign exchange market
moderated, resulting in an increase
in the external reserves over the

14

15

level at end-December, 2003.
The naira exchange rate aso
appreciatedin all segmentsof the
foreign exchange market.
However, the spread between
deposit and lending rates
continued to be of concern for
macroeconomic management.
Also, the genera price level
continued to increase, with the
downsiderisk of overheating the
macroeconomy during the year.
This calls for further fiscal
restraint on the part of
government, in order to
engender the attainment of the
targeted single-digit inflation in
2004.

Finally, it is my expectation that
this Report will continue to be a
valuable source of credible
information on the operations
and challenges facing the Bank,
as well as the developments in
theNigerian economy.

Let me conclude by
commending and thanking the
Board, Management and staff of
the CBN for their continued
loyalty and support, which
contributed to the good
performance of the Bank in
2003.

Chief (Dr.) Joseph O. Sanusi, con,
GOVERNOR

April, 2004
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CENTRAL BANK OF NIGERIA
ANNUAL REPORT AND STATEMENT OF ACCOUNT
FOR THE YEAR ENDED 31ST DECEMBER, 2003

This Report presents an overview of
the operations of the Central Bank of
Nigeria(CBN), in 2003, in accordance
withthe CBN Act, 1991 (asamended).

The Report is structured in three parts
and contains eight chapters. Part |
contains a review of the activities of
the CBN in 2003, including its
monetary, financial and other policy
stance, while the Economic Report on
Nigeria is in part Il. International
Economic and Financial
Developments, which impacted on the
Nigerian economy during the year, are
reviewed in Part I1l. The contents of
the three parts are highlighted as
follows:

ACTIVITIESOF THE CENTRAL
BANK OF NIGERIAIN 2003

During the year, the CBN, in line with
its core mandate, took measures to
achieve price stability and financia
sector soundness.  In thisregard, the
policy measures adopted by the CBN
were aimed at promoting a stable
macroeconomic environment to
achieve a non-inflationary output
growth rate of 5.0 per cent, inlinewith
government's broad economic

objective. Monetary policy for
2002/2003 was designed to support
real sector activities, whileliquidity
and exchange rate management
was market-based. The CBN also
performed its developmental
functionsthrough the facilitation of
credit delivery to agriculture and
small and medium scale
enterprises. To this end, the CBN
sustained its efforts towards the
promotion of the Agricultural
Credit Guarantee Scheme Fund
(ACGSF) and the Small and
Medium Industries Equity
Investment Scheme (SMIEIS). It
aso lowered the cash reserve
requirement (CRR) for those banks
that increased their credit allocation
to the real sector by 20 per cent or
more. The CBN rendered services
to third parties as part of its
corporate socia responsibility and
engaged in collaborative applied
research projects with other
government agencies.

Notwithstanding the relative
stability in the financial sector in
2003, the effectiveness of monetary
policy was dampened by the
problem of excess liquidity in the
banking system, as growth in
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monetary aggregates exceeded targets
by substantial margins. The excess
liquidity in the banking system, which
was largely attributed to the
expansionary fiscal operations of the
Federal and State governments,
accentuated thedemand pressureinthe
foreign exchange market, leading to
the depreciation of the naira exchange
rate especially, during the second half
of theyear. Interest rate devel opments
were mixed in 2003. Deposit rates
recorded a margina increase while
lending rates generally declined. This
followed the downward adjustment in
the minimum rediscount rate (MRR)
by 150 basis points from 16.5 to 15.0
per cent, as well as the moral suasion
by the CBN for banksto reduceinterest
rates. However, the structure of the
banking system remained generally
oligopolistic and continued to sustain
the wide spread between deposit and
lending rates. The pressure on the
balance of payments moderated as the
overall deficitfell from 10.3 per cent of
GDP in 2002 to 2.2 per cent in 2003.
The naira exchange rate to the US
dollar depreciated in the foreign
exchange market by 6.5 per cent as a
result of the persistent demand
pressure caused by market exuberance
and excess liquidity in the banking
system.

Provisiona data from the Federd
Office of Statistics (FOS) indicate that

the economy recorded a substantial
real growth rate of 10.2 per cent
compared with 3.5 per cent in 2002.
The increase in output growth was
attributed to the contributions of the
oil and agricultural sectors.
However, the inflation rate, which
was 12.9 per cent in December
2002, and 10.1 per cent in October
2003, increased to 14.0 per cent in
December 2003, owing partly tothe
unintended effects of government
economic reforms in the down-
stream petroleum industry and the
concomitant increase in
transportation costs. In order to
enhance transparency in the
conduct of monetary policy, the
CBN published the decisions of its
monetary policy committee
meetings and organised seminars
on topical economic issues during
theyear.

The audited financial statements of
the CBN showed that its operations
in 2003, resulted in an overal
surplus of N25.1 billion,
representing afall of 42.2 per cent
from the level in 2002. The sum of
N20.9 billion wastransferred to the
Federa Government, while the
balance (N4.2 billion) was
transferred to general reserve, in
accordance with the provisions of
Part 11, section 5(3) of the CBN Act,
1991 asamended.
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ECONOMIC REPORT

This section provides a general
overview of the developments in the
various sectorsof the economy in 2003
as outlined in the subsequent
subsections.

TheFinancial Sector

The growth in monetary aggregates
exceeded the programmed targets for
2003 by substantial margins as aresult
of a persistent liquidity overhang,
induced largely by the expansionary
fiscal operations of the Federal and
State governments. Consequently,
broad money (M.,) increased by 24.1
per cent as against the growth target of
15.0 per cent for fiscal 2003 and the
21.6 per cent increase recorded in
2002. Narrow money stock (M,) grew
by 29.5 per cent, compared with the
target of 13.8 per cent for the year and
the increase of 15.9 per cent in the
preceding year. Aggregate bank credit
totheeconomy rose by 32.7 per cent as
against the target of 25.7 per cent and
the 64.6 per cent growth recorded in
2002. Credit expansion to the private
sector, though significant at 27.1 per
cent, was lower than the target of 32.3
per cent for fiscal 2003. Banks lending
rates declined in response to the
downward adjustment of the MRR and
the moral suasion by the CBN

authorities. However, the gap
between deposit and lending rates
remained high. In its continued
efforts to ensure a sound and
efficient financial system, the CBN
intensified its surveillance
activities aimed at preventing
distress in the banking sector. It
imposed appropriate penalties on
errant institutions for various acts
amounting to abreach of standards.
In order to further improve the
payments system, the CBN issued
broad guidelines on electronic
banking in 2003, made substantial
progress on the guidelines on the
standard and use of e-money, and
embarked on theimplementation of
the Real Time Gross Settlement
(RTGS) system.

Fiscal Oper ationsof Gover nment

The significant increasein the price
of crudeoil intheworld market and
the removal of subsidy on the
domestic sale of crude oil to the
Nigerian National Petroleum
Corporation (NNPC) boosted
government revenue in 2003 and
reduced its overall fiscal deficit.
The fiscal operations of the federal
government resulted in an overall
deficit of N202.7 billion or 2.8 per
cent of GDP, compared with
N301.4 billion or 5.5 per cent in
2002. The deficit was financed
entirely from domestic sources,
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particularly the banking system.
Federal government retained revenue
amounted to ™1,023.2 billion as
against the total expenditure of
§1,226.0 billion. The states recorded
an overall deficit of N66.2 billion
while the reporting local governments
recorded a surplus of &8.4 hillion in
their fiscal operations. Public debt
increased by 15.8 per cent over the
stock at end-2002.

TheReal Sector

10. Provisional data indicate that the
real GDP, based on 1990 prices, grew
by 10.2 per cent, upfrom 3.5 per centin
2002. The growth reflected the
improved performance of all the major
sectors especially crude oil and
agriculture. Agricultural production
was boosted by the temporary import
prohibition of some agricultural
produce, a price support policy, and
favourable weather conditions. The
improved performance of the mining
sub-sector was aso attributable to
increases in the country's OPEC quota
and condensate production. While
crude oil accounted for 98.9 per cent of
the total output of the mining sub-
sector, it is worthy of note that gas
output recorded a significant increase
of 11.3 per cent during the year.
Manufacturing activities improved in
2003 relative to 2002, underpinning
the positive outcomes of various
supportive policy measures for the
sub-sector. Such measuresinclude: the

temporary prohibition of the
importation of certain goods that
could be produced locally; the
increased utilization of SMIEIS
funds by manufacturers; the
surveillance activities of the
National Agency for Food, Drugs
Administration and Control
(NAFDAC) and the Standards
Organisation of Nigeria (SON),
andthelowering of CRR to banks
that funded real sector activities.
Notwithstanding the improved
performance of the
manufacturing sub-sector, it was
faced with some challenges,
including poor infrastructure,
high cost of energy especially gas
and other petroleum products,
and rising transaction costs.
Inflationary pressure was largely
contained for most part of the
year but in the last quarter of the
year, inflationraterose steadily to
14.0 per cent in December, 2003.
Therise in inflation was partly
attributed to excess liquidity in
the banking system, and partly to
the unintended effects of the
economic reforms of the
government, particularly the
deregulation of the downstream
segment of the petroleum
industry. The number of trade
disputes declared declined by 2.0
per cent.However,
unemployment remained a
seriousnational problem.
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TheExternal Sector

The external sector witnessed a
moderate pressure.  However, the
improved foreign exchange earnings
from crude oil exports in 2003 had a
salutary effect on the externa sector.
The current account surplus rose from
0.7 per cent of GDP in 2002 to 6.9 per
cent in 2003. The overall balance of
payments resulted in a deficit of
N162.84 billionor 2.2 per cent of GDP,
down from N565.35 billion or 10.3 per
cent of GDP in 2002. The deficit was
financed through the drawdown of
external reservesand partial deferment
of scheduled external debt service. The
deficit in the capital and financia
account, however, increased by 10.5
per cent to N658.96 hillion in 2003.
The naira exchange rate, under the
Dutch Auction System (DAS),
depreciated from an average of
N120.97 to US$1.00 in 2002 to
N129.36 in 2003. Thelevel of external
reservesfell by 2.8 per cent to US$7.47
billion as at end-December 2003. The
level of external reservescould finance
6.5 months of imports, compared with
the 7.8 monthsin 2002,

THE INTERNATIONAL
ECONOMY

Growth in world output was estimated
a 3.2 per cent during the year
compared with the 3.0 per cent

recorded in the preceding year.
Further growth was, however,
constrained by the initial economic
slowdown inindustrial countries of
Western Europe during thefirst half
of the year. Following the global
efforts to contain inflation,
monetary policies were eased to
support economic recovery in most
regions. The issues that dominated
discussions and deliberations in
international economic conferences
and summits in 2003 were:
sustenance of global economic
recovery; strengthening the
international financial architecture;
improving crisis resolution; and
promoting macroeconomic
stability. The G-24 Ministers of
developing countries in their
meeting maintained that trade
protectionism in industrial
countries had continued to
constrain global growth and
poverty reduction. They called for
reformsthat would alow for market
access, boost growth prospects and
reduce poverty as envisaged in the
Millennium Development Goals
(MDG). The 5" Ministerial
Conference of the World Trade
Organisation (WTO) was held in
Cancun, Mexicoin2003tolauncha
new round of multilateral trade
negotiations and to review
developments since the 4"
Conference in Doha, Qatar. The
Conference was, however, stalled
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as a result of a number of
disagreements between the advanced
economies and the developing
countries. At the sub-regional level,
the Authority of Heads of State and

Government of West African
Monetary Zone (WAMZ) decided
to site the Headquarters of the West
African Central Bank in Accra,
Ghana
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PART ONE

ACTIVITIESOF THE
CENTRAL BANK OF NIGERIA



CHAPTER 1

MONETARY, FINANCIAL AND OTHER
POLICY MEASURESIN 2003

onsistent with its core mandate, the Central Bank of Nigeria (CBN) in 2003

pursued the goal of achieving price stability and financial sector soundness. In
thisregard, the policy measures adopted by the CBN wer e aimed at promoting a stable
macroeconomic environment to achieve a non-inflationary output growth rate of 5.0
per cent. Monetary policy wasdesigned to support real sector activitieswhileliquidity
and exchange rate management was market-based. The Bank's developmental
function was also geared towards promoting growth of the real sector through the
financing of agriculture and the small and medium scale industries. In particular,
credit delivery to the real sector was encouraged through the Small and Medium
Industries Equity Investment Scheme (SMIEIS) and an incentive of a lower cash
reserve requirement (CRR) regime prescribed for those banks that increased their

creditallocationtothereal sector by 20 per cent or more.

The policy measures outlined in the
Monetary Policy Circular No. 36 for fiscal
2002/2003 were aimed at consolidating the
gains of 2002. Specifically, the policy
measures were designed to achieve a non-
inflationary growth of 5.0 per cent through
the mobilisation and prudent use of
resources,; achieve a single digit inflation;
sustain stability in the exchange rate;
promote financial sector soundness and;
achieve an external reserve stock that could
support at least 6 months of current import
cover. Consistent with these objectives,
monetary and credit targets were set for the
fiscal year (Tablel.1).

The CBN sustained its efforts
towards the promotion of small and
medium scal e enterprises, through the Small

and Medium Industries Equity
Investment Scheme (SMIEIS).
Consistent withthegrowth objectiveand
its developmental function, the CBN
provided guarantees for agricultural
loans under the Agricultural Credit
Guarantee Scheme (ACGYS). In addition,
the CBN engaged in collaborative
research projects in economic and
financial mattersaswell ascompiled and
published economic andfinancial data..

A number of policy measures
were put in place to facilitate the
achievement of the specified objectives
and policy targets, asdescribed bel ow:

CBN Annual Report & Statement of Accounts for the Year Ended 31st December, 2003. Page: 3



Table1.1

Key Policy Targets

2002 2003
(InPer Cent)

(1) Growthinbroad money (M,) 15.3 15.0
(i)  Growthinnarrow money (M,) 124 13.8
(iii)  Growthinaggregatebank credit 57.9 25.7
(iv)  Growthinbank credit (net) to Government 96.6 -150.3
(v)  Growthinbank creditto private sector 34.9 32.3
(vi) Inflationrate 9.3 9.0
(vii)  Growthinreal GDP 5.0 5.0

1.1.1 Liquidity Management

Consistent with the objective of
maintaining price and exchange rate
stability, the CBN in 2003 retained market-
based liquidity management tools. Thus, the
primary instrument for liquidity
management in 2003 was open market
operations (OMO), which was conducted
mainly in short-term government securities
of varying tenors. Beginning from the
second half of theyear, the conduct of OMO
was modified from bi-weekly to daily basis,
to further rein in on liquidity surfeit in the
system and enhance the effectiveness of the
instrument. The OMO was complemented
by cash reserve requirements (CRR) and
discount window operations, including
repurchase agreements (repos), with
discount houses playing theroleof principal
dealersin the market. The dual CRR which
had been adopted in 2002 was sustained in

2003, with alower CRR of 9.5 per cent
prescribed for banks that increased their
credit to thereal sector by 20 per cent or
more, using end-June 2002 as base. The
deposit money banks, whosecredittothe
real sector waslower than the prescribed
minimum were subjected to a 12.5 per
cent CRR. The minimum liquidity ratio
of 40 per cent for all bankswas, however,
retained.Furthermore, the Federal
Government approved the issuance of
the National Savings Certificate (NSC),
which was designed to broaden
investment options and promote a
savingsculture.

1.1.2 Interest Rate Policy

The interest rate policy in 2003
was market-based and anchored on the
discretionary adjustment of the
Minimum Rediscount Rate (MRR) to
signal the direction of interest rate
movement as dictated by monetary
conditions. As the nomina anchor of
CBN'sinterest rate policy, the MRR was
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reviewed downwards from 16.5 to 15.0 per
cent in July 2003 and remained unchanged
till theend of theyear. Aspart of itseffortsto
reducethe persistently wide spread between
banks' deposit and maximum lending rates,
the CBN in 2003 pursued a policy of
enhancing the competitiveness of the
financial market, in order to promote
savingsandinvestment growth.

The Interest Drawback Programme
(IDP), which was introduced in 2002 to
mitigate the high cost of borrowing by
farmers under the ACGS, was sustained in
2003.

1.1.3 Financial Sector Surveillance

In line with the objective of
maintaining the banking system's
soundnessand stability, the CBN, during the
year, increased its surveillance activities to
prevent distress in the banking sector. The
minimum paid-up capital requirement for
existing and new bankswaspegged at &1.0
billion and ™2.0 billion, respectively.
However, existing banks were encouraged
to raise their minimum paid up capital to
#N2.0billion by 2005.

1.1.4 Payments and Clearing System

Policy.

To further improve the efficiency of
the payments system, the CBN issued broad
guidelines on electronic banking. Further
progresswas made on theissuing of specific
guidelines on the standards and use of e-
money products, such as credit cards, debit
cards, digital cash, etc. In addition, the CBN
encouraged banksto install automated teller
machines (ATM) for cash withdrawals and

related activities.

In order to deal with large value
payments and settlements, the CBN
embarked on the implementation of the
Real Time Gross Settlement (RTGS)
system. Meanwhile, banks that met the
specified requirements for clearing and
settlement operationsweredesignated as
“Settlement Banks’ This was aimed at
fostering a safe, stable and smooth-
functioning banking system, devoid of
collateral shocksand disruptions, aswell
asensuresettlement finality at the CBN.

The major objectives of the
external sector policy in 2003 were the
maintenance of a stable exchange rate
regime and the achievement of balance
of payments viability. Following the
relative stability achieved in the foreign
exchange market, the Dutch Auction
System (DAS) was retained as the main
mechanism for foreign exchange
management and exchange rate
determination in 2003. Other measures
adopted to manage foreign exchange in
2003 wereasfollows:

° The initial validity of Form 'M'
established in respect of plant and
machinery made to specification
was put at one year, subject to an
extension for another 180 days by
the processing bank without
recourse to the CBN. Thus, the
maximum |ife span of an
approved Form 'M' for
importation of machinery, plant
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and equipment wasoneand half years o
(540days);

° Approval for duty exemption was
required to be obtained before
shipment of relevant consignment to ©
avoid delays and transit of goods at
theports;: Payment of import
dutiesand other chargeswasrequired °
to be made through the processing
bank, provided that it was a
designated bank;

o Importers of finished pharmaceutical
products/drugs were required to
obtain a permit and product
registration certificate from the
Nationa Agency for Food, Drugs
Administration and Control
(NAFDAC), as part of the

The supervision/monitoring of
the utilization of credit to
beneficiaries under the ACGSF
andSMEII;

The Small and Medium Industries
Equity Investment Scheme
(SMIEIS); and

The Rediscounting and
Refinancing Facility (RRF) at
concessionary interest rates to
encourage Deposit Money Banks
(DMBs) to extend medium-to
long-termloanstothereal sector.

Asin the previous years, the CBN

documentation requirementsfor such rendered servicesto third partiesin 2003
transactions;- in a number of areas. These services

A reduction in the margin of the rate
at which Travelex sold ThomasCook @
TCs to the public, from 5 per cent
above the CBN DASrateto 3.75 per °
cent, and-

Retention of the 100.0 per cent
physical inspection of goods at the
ports.

The CBN promoted/supported °
development-oriented sche-mesin 2003, as
part of the policy of facilitating non-
inflationary growth and enhancing access
and availability of credit to farmers and the
small and medium scale enterprises,
through:

° The Agricultural Credit Guarantee
SchemeFund (ACGSF);

comprised:

Grantsto Nigerianuniversitiesand
other agencies;

Economic and financial data
management and dissemination to
interested stakehol ders.

Library services;

Research and technical services;
Collaborative studies with
relevant agencies; and
Sponsorship of sporting activities
inthecountry.
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CHAPTER 2

APPRAISAL OF MONETARY POLICY AND
OPERATIONSOF THE CBN

he expansionary fiscal operations of the Federal and Sate governments

constrained ther el ative effectiveness of monetary policy during 2003, asgrowthin
monetary aggregates exceeded targets by substantial margins. The problem of
persistent excess liquidity accentuated the demand pressure in the foreign exchange
market, which led to the depreciation of the naira exchange rate. Following the
downward movement of inflation rate in the first eight months of the year, the
downward adjustment of the MRR, aswell asthe moral suasion by the CBN for banks
to reduceinterest rates, banks' lending ratesfell, particularly during the last quarter
of the year. This notwithstanding, the structure of the banking system remained
generally oligopolistic and encouraged the wide spread between deposit and lending
rates. During the year, the CBN's surveillance on banks and non-bank financial
institutions was enhanced. In furtherance of its resolve to improve the payments
system, the CBN incor porated the el ectronic funds transfer modulesinto the banking
operations system (BANKOS) in all itsbranches, ther eby automating the execution of
standing ordersand allowing timely consolidation of clearing balances of banks. The
CBN also commenced the implementation of enterprise-wide applications, including
Oracle Enterprise Resource Planning (ERP), Globus banking application and Real
Time Gross Settlement (RTGS). The CBN organized monetary policy seminars in
order to promotepolicy transparency and awareness.

outcomes of 21.6 and 15.9 per cent,
respectively, in 2002. The growth in

The growth in monetary aggregates ~ Proad money was due largely to an

was excessive relative to the prescribed
targetsfor 2003, duelargely to theimpact of
the expansionary fiscal operations of the
Federal and State governments. While the
growth in broad money supply (M,) was
24.1 per cent, representing 9.1 percentage
points above the programmed target of 15.0
per cent, narrow money (M,) grew by 15.7
percentage points above the prescribed
target of 13.8 per cent. ThegrowthinM, and
M, was higher in 2003 compared with the

increase in aggregate banking system
credit to the domestic economy,
especially net credit to government and
foreign assets (net) of the banking
system.

211 Open Market Operations
(OMO)
The CBN conducted one hundred
and three (103) OMO sessions in 2003,
compared with forty-nine (49) in the

CBN Annual Report & Statement of Accounts for the Year Ended 31st December, 2003. Page: 7
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preceding year. The substantial increase in
the number of OM O sessionswas dueto the
introduction of dailly OMO, which
commenced on November 26, 2003. Total

bids and sales rose substantially above their

levels in the preceding year. This
reflected the persistent excess liquidity
in the banking system, and the increased
number of sessionsheld by the CBN.
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2.1.2 Interest RateDevelopments

Banks' deposit rates rose marginally,
whilelending ratesdeclined during the year.
Available data indicated that the average
savings deposit rate, which stood at 3.7 per
cent in December 2002, fell to 3.6 per centin
June 2003 and fell further to 3.2 per cent at
the end of the year. However, the average
rate on time deposits of various maturities,
which declined from arange of 8.8-14.4 per
cent in December 2002 to 7.8-12.7 per cent
inthefirst half of theyear, roseto arange of
8.8-14.8 per cent at end-December 2003.
Reflecting the downward review of the
MRR by 150 basispointsin July, theaverage
prime and maximum lending rates declined
from 20.6 and 25.7 per cent respectively in
December 2002 to 19.6 and 21.6 per cent
respectively at end-December 2003.
Consequently, the spread between the
weighted average deposit and maximum
lending rates narrowed to 10.8 percentage
points at end-December 2003 from 12.9
percentage points at the end of 2002.
Similarly, the margin between the average
savings and maximum lending rates
contracted to 18.4 percentage points as
against 22.0 percentage points at end-
December 2002. With the inflation rate at
14.0 per cent in December 2003, most
deposit rates were negative in real terms,
while lending rates were generally positive
inreal terms.

The average inter-bank call rate,
which stood at 12.10 per cent in December
2002, fluctuated upwards in 2003 and
peaked at 21.11 per cent in December 2003.
Therisein theinter-bank call rate reflected,
largely, developments in the foreign
exchange market and theliquidity condition

inthebanking system.

The average NTB issue rate,
which stood at 13.8 per cent at end-
December 2002, rose steadily during the
first half of the year to 15.9 per cent in
June 2003. However, following the
downward review of the MRR at end-
July, the NTB issue rate dropped in the
second half, averaging 14.5 per cent in
December 2003 (Table2.6).

Therewas no new application for
banking license in 2003. However, the
CBN revoked onebanking licence. Thus,
the number of deposit money banks in
operation reduced by one (1) to eighty-
nine (89) from 90 banksin the preceding
year. The number of bank branches
increased to 3,247 from 3,010 branches
in 2002, following the opening of 237
additional bank branches and cash
offices.

The Bank managed the Credit
Risk Management System (CRMS) inits
effort to strengthen the credit appraisa
procedures and monitor over-exposure
in banks. As at 31° December 2003,
sixty-nine (69) banksrendered returnsto
the CBN. Overdl, 28,886 borrowers
with outstanding loan balances of #&1.0
million and above were recorded in the
CRMS. The database has a total of
42,146 outstanding credits, worth
N1,147.16 billion as at 31" December
2003.

The CBN awarded the contract
for the development of the new

CBN Annual Report & Statement of Accounts for the Year Ended 31st December, 2003. Page: 12



Enhanced Banking Analysis System
(EBAS), a web-enabled application
softwarethat will incorporateall institutions
submitting statutory returns to the
CBN/NDIC for easy processing and
analysis.

During the year, the CBN sustained
its reform efforts aimed at sanitizing the
other financial institutions (OFIs) sub-
sector. Consequently, the operating licences
of 97 primary mortgage institutions (PMIs)
were revoked for failure to render statutory
returns. Approval-in-principle was granted
to three (3) community banks (CBs) to
commence operations. They are: Zion
Community Bank in Makurdi, Benue State;
Covenant Community Bank, Otta, Ogun
State; and Alliance Community Bank,
Abuja. In order to further strengthen their
managerial capacity, the CBN organised
courses and workshopsfor the directors and
staff of community banks at different times
in different locations of the country.
Furthermore, the CBN approved an
operational manual in 2003 to enhance the
operational performance of the CBs. Two
(2) Bureaux-de-change (BDCs) - Travelex
Retal BDC and Valueline BDC were -
granted licences to commence business,
while 14 BDCs were approved to
commence the purchase and sale of
Travellers' cheques from Travelex Global
Financia ServicesLimited.

2.2.1 Growthand Structural Changes
Eighty-nine (89) banks operated in
the country in 2003, compared with 90
banks in the preceding year, following the
revocation of the banking licence of Peak
Merchant Bank Limited. In addition, an

approva was granted by the CBN for
Standard Trust Bank to acquire
Continental Trust Bank. Two hundred
and thirty-seven (237) additional bank
branches and cash offices were
approved for banksin the country during
the year. Three banks changed their
names for various reasons, including
conversion to public liability companies
as well as the need to portray a new
identity. Thelist of thebanksisprovided
below.

Former name New name
Triumph Merchant Triumph Bank Plc.
Bank Limited

Global Bank Limited Global Bank Plc

INMB Bank Limited Indo-Nigerian Bank

Limited

In an effort to sanitize the other
financia institutions (OFIs) sub-sector,
the CBN withdrew the operating
licences of 97 PMIsfor non-rendition of
statutory  returns. Consequently, the
number of PMIs that operated in the
country in 2003 was eighty-one (81).
Similarly, one community bank was
licensed during the year, thereby
bringing the number of licensed
community banks to two hundred and
eighty-three (283). The number of
community banks, finance companies,
bureaux-de-change and development
finance institutions in operation stood at
774, 104, 274 and 6, respectively in
2003. The number of institutions that
rendered statutory returns to the Bank
rose from 316, 63 and 28 in 2002 to 564,
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72 and 75 in 2003 for community banks,
primary mortgage institutions and finance
companies respectively. However, only 85
out of the 274 BDCs reported on their
activities,

2.2.2 Legal and Regulatory
Developments

The proposed revision of the CBN
Act (1991) and the Banks and Other
Financial Institutions (BOFI) Act,
continued to receive attention at the
National Assembly. The joint CBN/NDIC
Committee on the new Capital Accord
continued its work on encouraging
operators to comply with the new
international capital requirement. Inorder to
make the Committee more focused, five
working groups were formed to handle
different aspects of itsassignments, namely:
Minimum Capital Requirement, Asset
Securitization, External Rating Agencies,
Market Discipline, and Supervisory
Review. Furthermore, the comprehensive
review of the operational guidelinesfor the
discount houses embarked upon since 2002
reached an advanced stageduringtheyear.

2.2.3 Monitoring Banking Sector
Soundness

The CBN increased the tempo of its
surveillance activities on the operations of
the banking sector during the year. Various
approaches, including regular appraisal and
review of banks periodic returns, spot
checks and monitoring of the payments
system were employed. Furthermore,
special/target investigations were
conducted, with the aim of enhancing the

stability of the banking system. An
anaysis of the performance of banks
revealed that while the performance of
some banks improved, others showed
serious signs of weakness. The rating of
licensed banks using the CAMEL
parameters, reveded that eleven (11)
banks were “sound”
fifty-three (53) were “satisfactory”
while fourteen (14) and nine (9) banks
were rated “marginal” and “unsound”
respectively. Further analysis of the
activities of the banks as at end-
December 2003 revealed an over-
reliance on the inter-bank funds market,
as40 banksor 45 per cent werenet takers
of fundsfromthe banking system.

The CBN carried out on-site and
off-site supervision of licensed banks
and other financial institutions through
its surveillance departments, namely,
Banking Supervision, Bank
Examination and Other Financial
Institutions. The CBN carried out a
wholesale examination of sixty (60)
deposit money banks, five (5) discount
houses and a special examination of two
(2) banks during the year. The CBN also
undertook the examination of two (2)
offshore branches of abank. In addition,
the CBN conducted follow-up
examinations of forty-five (45) banks
and one (1) discount house. The
examinations revealed various lapsesin
some of the institutions, including: poor
management, weak internal control
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systems, under-capitalization,
inadequate collateralisation of facilities
granted, and violation of the single obligor
limit. Appropriate sanctions were imposed
ontheerrantinstitutions.

Analysis of banks prudential status
showed that eleven (11) banksfailed to meet
the required minimum capital of 1.0
billion as at end-December 2003.
Furthermore, twelve (12) banks failed to
meet the prescribed minimum capital
adequacy ratio (CAR) of 8.0 per cent.
However, a total of seventy-seven (77)
banks had CARs above 8.0 per cent.
Twenty-one (21) banks failed to meet the
prescribed minimum liquidity ratio of 40.0
per cent. Indeed, four (4) banks had negative
liquidity ratios ranging between 113.0 and -
6.0 per cent.

The CBN maintained the policy of a
dual cash reserve requirement (CRR): 12.5
per cent and a lower 9.5 per cent for banks
that increased their lending to thereal sector
by 20.0 per cent or morewith end-June 2002
as base. It is noteworthy that by the end of
2003, thirty-five (35) banks had benefited
fromtheincentiveof alower CRR.

During the year, some banks
exceeded the prescribed |oan-to-deposit
ratio of 80.0 per cent. Forty (40) banks
recorded aloan to deposit ratio of over 100.0
per cent but lessthan 200.0 per cent. Two (2)
recorded ratios of over 200.0 per cent but
less than 300.0 per cent and three (3) banks
had ratiosof over 300.0 per cent.

The CBN adopted the contingency
mechanismfor systemicdistresswithaview
to preventing contagion and systemic
distress in the banking system. In this
regard, fifteen (15) banks were identified

and isolated and various supervisory
actions were recommended and
implemented. These actions included
recapitalization, special monitoring, and
collateral requirement for CBN
exposure and verification of deposit for
shares, among others.

The CBN also carried out an
examination of the foreign exchange
operations of authorized dealers to
ensure compliance with foreign
exchange rules and regulations. The
lapses observed included: disbursement
of foreign exchange without complete
documentation; non-repatriation and
distribution of interest earned on cash
collateral accounts to eligible letters of
credit (LC) customers; debiting LC
customerswith chargesin excess of the
provisions in the bankers tariff; and
failure to render Schedule X1 returnsin
respect of customers who had failed to
submit complete shipping documents
within 90 days after negotiation of their
LCs. All defaulting banks were
penalized for these infractions.

The CBN also conducted
surveillance to ascertain the level of
compliance by bankswith the provisions
of the Money Laundering Act No. 3 of
1995, as amended. The effort revealed
some lapses on the part of banks. They
included: non-disclosure of reportable
transactions; late, incomplete or non-
rendition of returns; and inadequate or
poor customer identification.

2.3.1 FraudandForgery

The incidence of fraud and
forgeries persisted in 2003. There were
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1,036 reported cases of fraud and forgery
involving 3.6 billion, US$3.5 million,
DM 120 and Euro 895.0. Out of this number
of incidents, 369 cases of fraud were
successfully perpetrated and resulted in
losses to banks amounting to &1.5 billion,
US$271,882, and Euro 895.0.

2.3.2 PublicComplaintsDesk

Asin the preceding years, the ethics
and professionalism sub-committee of the
Bankers Committee handled complaints
among banks and between banks and their
customers. Most of the complaints centred
around excess charges by banks,
manipulations, and fraudulent practices on
customer accounts, aswell as conversion of
investment funds. Others were irregular

clearing of customer cheques and non-
refund of wrong debit to customer
accounts.

2.4.1 Issueof Legal Tender

In line with the policy of
maintaining clean notes, the CBN
withdrew dirty notes and issued new
onesin 2003. Currency notes of various
denominationsworth#69.4 billionwere
issued. Thus, the value of currency in
circulation at end-December 2003 stood
at N502.6 billion, representing an
increase of 8.5 per cent over thelevel in
2002. Thecurrency structureisshownin
Table2.3.

Type 2002 2003
Coins Vaue Volume Value Volume
(N'million) (Million) (N 'million) (million)
N1 440.6 440.6 443.4 443.4
S0K 217.7 435.4 218.23 436.46
25K 43.3 173.2 43.27 173.08
10K 12.6 126.0 12.6 126.0
1K 0.4 40.0 0.4 40.0
Sub-Total 714.60 717.90
Notes
N500 186,077.59 372.16 252,500.53 505.0
N2 00 113,691.88 127,378.55 636.89
N1 00 69,353.61 63,618.44 636.18
N 50 47,394.31 568.46 23,021.69 460.4
N 20 39,849.75 693.54 26,096.42 1,304.82
N 10 4,083.77 947.88 6,582.97 658.3
N5 2,232.68 1,992.48 2,665.41 533.08
Sub-Total 462,683.59 408.38 501,864.00
Total 463,398.19 446.54 502,581.91
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2.4.2 ChequeClearing 1.0 per cent over the level in 2002 to

Clearing activitiesincreasedin2003. 6,679,654, while the value rose
Thiswas asaresult of improvementsinthe ~ substantially by 271.2 per cent to
payments Sys[ern's infrastructure’ banki ng N5,132.8 billion. Thevolumeand vaue
habits as well as public confidence. The  ©Of cheques cleared through the Lagos
volume and vaue of cheques cleared  Clearing House represented 53.2 and
through the system rose by 12.2 and 125.3  57.5 per cent respectively of total, while
per cent respectively in 2003 to 12,526,643  cheques cleared through Abuja
and N8,928.5 billion respectively.  accounted for 6.7 and 13.0 per cent
Similarly, the volume of cheques cleared  respectively of the total volume and
through the Lagos Clearing House rose by~ valueof chequesclearedinthesystem.
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2.4.3 Useof E-money Products

Available data on smartcard
transactions indicated increased patronage
of electronic money (e-money) productsin
2003. For instance, the volume of
transactions effected using smartcards
increased from 630,754 in 2002 to 887,741
in 2003. In like manner, the value of
transactions rose from N20.1 billion to
#49.6 billion during the same period.

The CBN in 2003 retained some of
the policiesthat were put in placein 2002 to
ensure the efficient management of foreign
exchange. Demand pressure intensified in
the foreign exchange market, as ninety-six
(96) Dutch Auction sessions were held in
the year. Total sales amounted to
US$9,643.55 million, representing a daily
average of US$37.10 million, compared
with US$8,139.07 million and a daily
averageof US$31.22 millionrecordedinthe
preceding year. The CBN bought a total of
US$38.03 million from the market resulting
in net sales of US$9,605.52 million. This
represented an increase of 18.4 per cent over
the net salesin 2002. Theincreased demand
pressurein theforeign exchange market was
attributed to the speculative activities of
market operators in the last quarter of the
year. Between
January and December 2003, the margina
exchangerate at the DASdepreciated by 6.5
per cent to N129.3565 per US dollar.
Similarly, the exchange ratesin the bureaux
de change depreciated by 2.7 per cent to
1141.9946 per US dollar, from#137.7901
per USdollarin2002.

Sales of Travellers Cheques
(TCs) through the two authorised
dealersamounted to US$242.93 million.
The average exchange rate in the TCs
segment in 2003 depreciated from
N127.65 and N127.64 per US dollar for
Travelex and AMEX to N137.34 and
N137.29respectively.

Ninety-three (93) letters of credit
(LCs) valued at US$178.8 million
(N25,607.7 million) were opened in
transactions under the Documentary
Credit in 2003, compared with 171 LCs
valued a US$406.5 million in the
preceding year. One hundred and
fourteen (114) LCsvalued at US$487.9
million (N42,315.5 million) were
extended during theyear, compared with
one hundred and twenty-eight (128) LCs
valued at US $427.2 million in 2002.
Tota drawings on LCs amounted to US
$168.9 million (N21,715.7 million),
compared with US $453.1 millioninthe
preceding year.

Between January and December
2003, transactionsvalued at WAUA 0.13
million (¥22.5 million) passed through
the West African Monetary Agency
(WAMA), the same as in 2002. There
was no inflow from other central banks
within theregion. Atotal of WAUA 1.97
million (N331.16 million) in convertible
currencies was paid to other banks as
settlements for transaction passing
through the WAMA, while WAUA 0.10
million (IN17.9 million) wasreceived for
the samepurpose.

Twenty banks (20) wereinvolved
in the sale of ECOWAS travellers
cheques. The total amount of ECOWAS
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TCsreceived was WAUA 50.37 million. Of
this amount, WAUA 26.93 million was
disbursed while WAUA 27.3 million was
sold and WAUA 669,610.0 million was for
encashment. The balancewith the CBN was
WAUA 20.78 million.

2.6.1 TheSmall and Medium

Industries Equity Investment
Scheme(SMIEILYS)

The Small and Medium Industries
Equity Investment Scheme (SMIEIS)
recorded further improvements in its
operationsduring theyear. Thesum of iN47.1
billion was invested by banks compared
with 146.87 billion in 2002, representing an
increase of 2.5 per cent. As a end-
December 2003, atotal of #19.7 billion had
been set aside by banks, of which ¥&7.1
billion had been invested in 137 projects.
Similarly, 85 investments valued at N4.66
billion, representing increases of 163 per
cent and 194 per cent respectively over the
figures in 2002 were made during the year.
The significant increase in the number of
investments under the scheme was
attributed to increased awareness, following
enlightenment campaigns launched by the
CBN.

An analysis of the sectoral
distribution of the investments made by the
participating banks showed that since the
inception of the scheme, 95 investments
(valued at N44.89 hillion), representing 64.6
per cent of total, had been recorded in the
real sector, while 42 investments (35.4 per
cent) had been madein the services sector. A
further breakdown showed that 60

investments in the manufacturing sub-
sector (including printing and
publishing) accounted for 43.8 per cent
of the total, while the services and agro-
allied sub-sectors accounted for 18.3 per
cent and 17.5 per cent respectively.

The unutilized funds as at end-
December 2003 stood at 8412.66 billion,
compared with N5.9 billion in the
preceding year. Also, funds set aside and
overdue for utilization stood at N2.2
billion.

In order to encouragemoreviable
investment of the SMIEIS funds, the
Bankers Committee approved a micro-
credit window for micro-entrepreneurs
under the SMIEIS. Under this
arrangement, 10 per cent of funds set
aside by the participating banks under
the SMIEIS would be earmarked for
micro-credit investment which would be
disbursed through micro-finance
institutions and other participating
ingtitutions to be approved for that
purpose.

2.6.2 TheSMEII LoansScheme

In 2003, the repayment of SME
loans to the World Bank amounted to
US$9.92 million or N1,286.2 million
compared with US$8.99 million or
N1,091.72 million in 2002. The sum of
N5.2 million was received from one
participating bank in debt servicing,
compared with &38.0 million in the
preceding year. The substantial decline
inreceiptsfor loan repayment wasdueto
the fact that some of the projects/banks
had fully amortized their loans in 2002.
As at end-December 2003, SME funds
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invested in Treasury Bills stood at N 458.5
million.

2.6.3 TheAgricultural Credit
GuaranteeScheme
Fund (ACGSF)

The paid up share capital of the Fund
at end 2003 stood at ?N2.25 billion. Whilethe
CBN had fully paid up its share of N1.2
billion, the Federal Government was yet to
pay thebalanceof itsown share. In2003, the
Board of the ACGSF ratified the
participation of fully licensed community
banks to operate under the Scheme, with
effect from January 1, 2004.

During the year, 24,303 |oans val ued
at N1.2 billion were guaranteed under the

ACGSF, compared with 23,681 and
N1.1 billion in the preceding year,
representing an increase of 2.6 and 10.7
per cent respectively. The increase
during the year was attributable to the
effect of the enlightenment campaigns
adopted by the CBN to improve credit
delivery. Since the inception of the
Schemein 1978 to end-December 2003,
a total of 362,387 loans amounting to
5.5 billion had been guaranteed.

Analysis of the distribution of
loans by size showed that farmers
borrowing “™N20,000 and below” were
dominant in 2003 and accounted for 41.6
per cent of total. Table 2.5 shows the
categories, volume and value of loans
under the ACGSF

Category Vdume Vduein
N'million

N20,000 and below 9,848 209.6
(41.6) (14.9)
7,904 298.4
N20,001- N50,000 (32.5) (25.6)
N50,001 - N100,000 4,776 393.9
(19.7) (33.8)
Above N 100.000 1,1495 298.11
(6.2) (25.6)

Figuresin parenthesis represent percentages of total
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Further analysis reveadled that, the food respectively. In terms of types of
crops sub-sector, as in the past, maintained borrower, individuals borrowed more
its lead with 22,520 loans, accounting for under the Scheme as in the previous
92.7 per cent of total lending. The value of years. The number of loans to this
loans to this sub-sector, at &1.0 billion, category of borrowers was 23,995 and
represented 87.2 per cent of total. Livestock valued at ~¥1.1 billion. This represented
followed with thevolumeand value of loans 98.6 per cent and 95.0 per cent of the
amounting to 1,178 and &106.87 million or total volumeand valuerespectively.

4.8 per cent and 9.2 per cent of total

2%
1%

1%
9%

87%

1 Food cropsm Livestock B Fisheries
1Cash crops [ | Others
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The total number and value of fully
repaid loans in 2003 stood at 21,652 and
#§910.14 million, representing an increase
of 16.6 and 46.6 per cent respectively above
thelevelsintheprecedingyear.

The sustained improved
performance since 1989 has been attributed
to better project appraisal and monitoring as
well as the intense loan recovery drive
embarked upon by field officers of the Bank
and parti cipating banks' staff.

The cumulative number and value of
fully repaid loans from inception to end-
December 2003 stood at 251,896 and 3.4
billion, representing 43.9 per cent and 63.9
per cent respectively of totals.

In 2003, the lending banks filed a
tota of 506 default clams across the
country amounting to 849.2 million. Of this
number, 168 claims valued at 343.4 million
were settled, compared with 124 claims
valuedat 3.2 millioninthe preceding year.

2.7.1 Board of Directors and Other
Committees

In 2003, the CBN's Board of
Directors held 7 regular and 4 extra
ordinary meetings. Similarly, the
Committee of Governors held 11 regular
and 15 extra-ordinary meetings, while the
Governors Consultative Committeeheld 12
regular meetings and 1 extra-ordinary
meeting. The Committee of Departmental
Directorsheld 12 regular meetingswhilethe
Internal Audit Committee held 4 regular
meetings.

The Monetary Policy Committee
(MPC) met nineteen (19) times while the

Financial Sector Surveillance
Committee (FSSC) met twenty-four (24)
times in 2003 to deliberate on issues
relating to monetary, banking, interest
and exchange rate policies. The MPC
issued monthly communiqués on its
deliberationsand policy decisions.

2.7.2 Restructuring of the Central
Bank of Nigeria (Project
EAGLEYS)

The CBN continued the
implementation of its re-engineering
project during theyear, with information
and communication technology (ICT),
and human resources (HR) driving the
change management in the restructuring
process.

The three-tier performance
management system (PMS) commenced
in2003. The CBN adopted the balanced
scorecard framework for measuring a
three-tiered performance. Some of the
challengesin the development of aPM S
include:

° Developing a PMS that is

functional;

° Conducting a stakeholder
analysis, and

° Developing scorecards at all

level sof the organi zation.

2.7.3 TheMonetary Policy Forum

In 2003, the CBN sustained its
effort at providing a forum for
stakeholders in the economy to
deliberate on topical economic policy
issues. This was achieved through the
instrumentality of the Monetary Policy
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Forum (MPF). The CBN organized two (2)
seminars on contemporary economic iSsues
on the following themes: 'Management of
Nigeria's Domestic Debt', and 'Developing
theNon-oil SectorinNigeria.

In December 2003, the CBN aso
organized the Third Annual Monetary
Policy Conference on the theme, “Issuesin
Fisca Management: Implications for
Monetary Policy in Nigeria’. The
Conference identified many factors
constituting aserious challenge to monetary
management. They include fiscal shocks,
over-reliance of the economy on oil
revenue, debt accumulation, fiscal
federalism, and unsustainable fiscal
deficits. The following are some of the
suggestions which emerged from the
conference:

° Budget reforms and an intensified
non-oil revenuemobilization;
Enhancing expenditureefficiency;

I mproving the management of the oil
revenuecycle;

° Strengthening institutional
arrangements for fiscal policy
coordination between the three tiers

of government;

° Adoption of a fiscal rule to curb
expenditurevolatility; and

° Elimination of inflation tax.

2.7.4 Staff

The CBN employed one hundred and
fifty-five (155) additional professional
accountants, fifty-six (56) drivers, and nine
(9) treasury assistants, bringing the total
employed in the year to 221. The Bank lost
the services of 24 members of staff through

death, in the following categories: 13
senior staff and 11 junior staff. The staff
strength of the Bank rose from 5,708 in
2002t05,8731n2003.

2.75 Training

The Bank sponsored training
programmes within and outside the
country, including participation at
seminars, workshops, and conferences.
Four thousand, five hundred and six
(4,506) participants benefited from the
varioustraining programmes. Out of this
number, 260 were executives, 2,825
were senior staff while 1,421 werejunior
staff.

2.7.6 CorporateSocial

Responsibilities

The CBN sponsored special
capital projects in some federal
universitiesthrough matching grants. As
at 31 December 2003, the CBN had
approved grants totalling N435.0
million to twenty-four federal
universities. One project each was
commissioned at the University of
Ibadan and University of Nigeria,
Nsukkaduringtheyear.

2.7.6.15ports

The CBN sponsored various
competitions in its efforts at promoting
sports within the country. Such
competitionsincluded football and lawn
tennis tournaments. The finals of the
25th edition of the CBN Open Tennis
Championships were played on the 28th
of June 2003 at the National Stadium,
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Lagos. The Championships, which attracted
a large number of players from within and
outside the country, were played in four
categories, namely, Men's Singles, Men's
Doubles, Ladies Singles, and Ladies
Doubles. Thefinasof the 19th edition of the
All Financial Institutions' Football
Competition were played at the U.J. Esuene
Stadium, Calabar on the 29th of November
2003. The gold medal was won by the
Central Bank of Nigeria Football Club, the
First Bank of NigeriaFootball Clubwonthe
silver, and Union Bank Football Club won
the bronze medal. Similarly, the Governor's
Cup Compsetition in football for all CBN
Branches was held during the year. At the
finals played at the MKO Abiola Stadium,
Abeokuta on the 6th September 2003, CBN
Sokoto Branch won the gold medal, while
llorin and Abuja Branches won the silver
and bronze medals respectively. The CBN
Primary School's 20" Annua Inter-house
Sports Competition was successfully held
on 16" December 2003.

2.7.7 TheCBN Primary School

Pupils enrolment at the CBN
Primary School rose from 745 in 2002 to
870in 2003, representing an increase of 3.4
per cent. However, the number of teaching
staff fell from 41 in 2002 to 32 due to staff
deployment and retirements. The
pupil/teacher ratio, therefore, deteriorated
asitincreasedfrom18:1in2002t027:1in
2003. The JETS Club of the school
gualified for the finals of the Lagos JETS
competition.

2.78 Development of the CBN
Headquarters and Branch
Offices

The construction of the Head
Office Building of the CBN, located in
the Central Business District of Abuja,
was completed and commissioned in
2003. However, work on the
telecommunications system,
partitioning and furnishings was still
ongoing, due to the changes introduced
by the Management as aresult of there-
engineered structure of the Departments.
Therelocation of the Departmentsto the
new Head Office building commenced
inthelast quarter of theyear.

The project on the extension of
the Enugu branch reached 60 per cent
completion at the end of the year.
Completion of al outstanding work on
the project has been re-scheduled for
May 2004. Asimilar project at the Kano
branch had reached 85 per cent
completion at the end of the year. The
foundation work for the extension of the
Port Harcourt branch commenced in
2003 and isscheduled to be completedin
2004, while the detailed design for the
construction of the Katsina and Uyo
branches was at various tender
processi ng stages.

2.7.9 The Computerization
Programme
The CBN made good progressin
the use of information and
communication technology (ICT) to
enhance the efficiency of its operations.
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During the year, the CBN commenced
implementing the Enterprise-wide
Applications and the Enterprise
Management and Security (EMS) system
projects to drive its re-engineered business
processes. The enterprise-wide applications
project consists of four major applications,
namely: the Oracle Enterprise Resource
Planning (ERP), the Globus Banking
System, the Real Time Gross Settlement
(RTGS) System, and the Enhanced Banking
Anaysis System (eBAS). The Oracle ERP
automates most of the core re-engineered
processes, including: human resources,
financia, inventory, currency and assets
management, etc, while the Globus
application will handle al banking related
activitiesof theCBN. TheRTGSwill handle
the processing of large value paymentson a
real-time basis. The eBAS, which was
developed for the CBN and the Nigeria
Deposit Insurance Corporation (NDIC),
will help to strengthen the supervisory
process of the financial institutions. The
EM Shas seven (7) componentsincluding e-
mail, system services, directory services,
network security, etc. The Proof of Concept
(POC) phase of the EMS project was
concluded during the year. The CBN aso
improved on its in-house applications
software, the BANKQOS. The transfer
moduleof BANKOSautomatesthetransfer
of the standing order instructions on bank
balances, federal government revenue
accounts, the CBN expenditure and income
accounts from all CBN branches to Lagos
and Abuja, and was successfully
incorporated in the application. The
development of the Performance
Management System (PMS) component to

automate the staff appraisal process
commenced during theyear.

The installation of Local Area
Networks (LAN) and the Wide Area
Network (WAN) was completed in all
the branches of the CBN and
commissioned. With this development,
al the branches of the CBN can
consolidate their balances in the Head
Officeon areal timebasis. Moreover, a
voice function was also added to the
network to facilitate communication
among the branches and between the
branchesand theHead Office.

In addition to providing a wider

Internet access to staff, limited
access to corporate electronic mail
service was provided for a limited
number of staff to prepare them for the
implementation of the e-mail facility in
the EMS project. These achievements
testify to Management's commitment to
and support for an envisioned ICT
environment for anew-look CBN.

2.7.10 Library Operations

The Library remained focused
throughout the year in the pursuit of its
primary objectives, namely, to meet the
research and information needs of the
CBN and to provide easy access to
professional literature. In 2003, the
breakdown of itsperformanceindicators
showed that the Library procured 2,707
books as against 2,568 in 2002, and
subscription to journal titles rose to 403
as against 394 in the previous year. The
total number of magazines (loca and
foreign) received was 13,825 as against
13,800 in the preceding year. In an effort
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to preserve and refurbish its collections, the
Library has rebound 383 books and 400
journal titles.

The number of books consulted rose
to 28,112 compared with 27,055 in 2002.
Similarly, 1,150 relevant articleson various
subjects were downloaded from the
Internet. Greater use of library servicesin
electronic form was encouraged by the
procurement of upgrades for the library's
applications software, the Graphical
Library Software(GLAS) and Docuware.

The audited financial statements of
the CBN for 2003 showed that itsoperations
recorded a surplus of &25.1billion. This
represented adecrease of 42.2 per cent from
the &35.7 billion recorded in 2002. The
decrease in operating surplus was largely
attributed to increased provisioning for
contingent liabilities. The appropriation
account showed that N20.9 billion was
transferred to the Federa Government,
while the balance of &4.2 billion was
transferred to general reserves, in
accordance with the provisions of Part |1,
Section 5(3) of the Central Bank of Nigeria
Act, 1991 asamended.

2.8.1 Assets
2.8.1.1Central Banking

Changes in the factors driving base
money on the uses and sources sides of the
CBN balance sheet in 2003 indicated a
further increase in the growth of base
money. It increased by 10.8 per cent to

&675.9 billion, compared with the 8.3
per cent growth in the previous year,
reflecting the increases in both currency
and bank reserves.

2.8.1.2Total Assets

Total assetsof the CBN increased
by 2.9 per cent to ¥1,864.4 billion as
against the increase of 17.6 per cent in
the previous year. The rise reflected
increases in both the domestic and
foreign assets of the CBN in 2003,
particularly external reserves and
rediscounts and advances which
increased by 5.1 per cent and 309.0 per
cent respectively. Therisein total assets
was, however, moderated by declinesin
federal government securities,
particularly the substantial decline of
40.9 per cent in treasury bills, aswell as
other assets which fell by 7.4 per cent to
N29.3billion (Appendix Al).

2.8.2 Total Liabilities

Thecorrespondingincreaseinthe
total liabilities of the CBN wasreflected
intheincrease of 6.7 per cent and 8.4 per
cent in deposits and currency in
circulationto™N749.1 billion and &4502.3
billion respectively. The increase in
deposit liabilities reflected the 45.3 per
cent rise in banks deposits with the
CBN. The effects of the increase were,
however, moderated by the decline in
other liabilities and trade debts. The
CBN's paid-up capital, however,
remained unchanged at N3.0 billion
while general reserves rose by 10.3 per
centto™N44.7 billion.
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PART TWO

ECONOMIC REPORT



CHAPTER 3

GENERAL SURVEY OF THE ECONOMY

he performance of the economy improved substantially in 2003. Data from the

Federal Office of Satistics (FOS) revealed that real output (GDP) increased by
10.2 per cent, compared with 3.5 per cent in 2002. Inflationary pressure persisted, as
the inflation rate rose to 14.0 per cent at end-December from 12.9 per cent in the
preceding year. Banks' lending rates trended downwards while deposit rates recorded
amarginal increase. Thefiscal operations of the Federal Government resulted in an
overall deficit of N202.7 billion or 2.8 per cent of GDP. The external sector
experienced moder ate pressure, resulting inadrawdown of the exter nal reservesand a
balance of paymentsdeficit of N162.8 billion (2.3 per cent of GDP). Consequently, the
Naira exchange rate depreciated in all the segments of the foreign exchange market.
The level of external reserves at US$7.47hillion could finance 6.5 months of imports
compared with 7.8 monthsin the preceding year.

Data from the Federal Office of
Statistics revealed that the Gross Domestic
Product (GDP), measured at 1990 basic
prices, rose by 10.2 per cent. All the mgjor
sectors, namely, mining (crude oil),
agriculture, industry, utilities,
communications, building and construction
and services contributed to the substantial
improvement intheaggregate output.

The performance surpassed both the
growth rate of 3.5 per cent recorded in 2002
and the 5.0 per cent target growth set for
fiscal 2003. Agricultura output increased
by 6.1 per cent, compared with the 4.0 per
cent achieved in 2002 and exceeded the 5.8
per cent growth target set in the 2002 - 2003
National Rolling Plan for the sector.
Industry grew by 0.96 per cent above the
level in 2002 due, largely, tothe 9.6 and 1.1
per cent increases in mining and

manufacturing production respectively.

The agricultural sector,
comprising crops, livestock, forestry and
fisheries accounted for 35.8 per cent of
total GDP, while the industrial sector,
consisting of crude petroleum, mining
and quarrying, and manufacturing
accounted for 36.2 per cent. Theshareof
the services sector was 12.6 per cent,
while the other sectors accounted for the
balanceof 15.3 per cent.

Data from the Federal Office of
Statistics (FOS) indicated that the
inflation rate, as measured by the change
in the average all-item composite
consumer priceindex (May, 2003 = 100)
for the twelve month period ended
December 2003, was 14.0 per cent
compared with 12.9 per cent in 2002.
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The contributory factors were excess
liquidity fuelled by the expansionary fiscal
operations of the three tiers of government,
depreciation of the nairaand theincreasein
the pump-price of petroleum products
which triggered higher costs in
transportation and domestic production.

The fiscal operations of the Federal
Government resulted in an estimated overall
deficit of N4202.7 billion or 2.8 per cent of
GDP, compared with the overall deficit of
N301.4 billion or 5.5 per cent of GDP in
2002. The deficit was financed entirely
from the domestic banking and non-bank
sectors. Theretained revenue of the Federal
Government was N1,023.2 billion,
representing an increase of 42.7 per cent
over the level in 2002. It comprised the
Federal Government share of the Federation
Account (N889.2 billion), VAT (N20.0
billion), Independent Revenue (N54.2
billion), share of excess crude (N53.3
billion), loansrecovered from States (N0.08
billion) and other receipts (N6.6 billion).
The aggregate expenditure of the Federal
Government was N1,226.0 billion,
representing a 20.4 per cent increase over
the expenditure in the preceding year and
surpassed the budgeted total expenditure by
3.1 per cent. The increased expenditure
level reflected higher domestic debt service
payments, which exceeded the budget
target, as well as non-debt expenditure.
Recurrent expenditure amounted to N984.3
billion or 80.3 per cent of the total, while
capital expenditure was N241.7 billion or
19.7 per cent. The total debt outstanding as

at end-December 2003 was N5,808.0
billion, representing an increase of 15.8
per cent over the stock at the end of 2002.
As a proportion of GDP, the total debt
outstanding was 79.2 per cent, compared
with 83.6 per centinthepreceding year.

The growth in monetary
aggregates in 2003 exceeded the
programmed targets for the year by
substantial margins. Broad money (M)
increased by 24.1 per cent, compared
with the target of 15.0 per cent and the
21.6 per cent rise recorded in 2002.
Similarly, narrow money (M,) grew by
29.5 per cent, compared withthetarget of
13.8 per cent and theincrease of 15.9 per
cent recorded in the preceding year. The
expansion in monetary aggregates was
largely caused by the expansionary fiscal
operations of the Federal and State
governments and the growth in foreign
assets(net). Aggregatebank credittothe
domestic economy rose by 32.7 per cent,
compared with the stipulated target of
25.7 per cent for the year. Domestic
credit expansion in 2003 reflected
increased lending to both public and
private sectors of the economy. Claims
on the private sector grew by 27.1 per
cent, while claims on the government
(net) increased by 47.9 per cent.

Interest rate developments were
mixed in 2003. Deposit rates recorded a
marginal increase while lending rates
declined. The decline in lending rates
reflected the downward review of the
MRR by 150 basis points in July 2003
and the effect of moral suasion on the
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DMBsnot to raisetheir lending ratesfor the
interest of the economy. Consequently,
banks' average savings deposit rate, which
was 3.7 per cent in December 2002, fell to
3.6 per cent in June 2003 and further to 3.2
per cent at theend of theyear.

However, the average rate on time
deposits of various maturities, which
declined from arangeof 8.8-14.4 per centin
December 2002 to 7.8 - 12.7 per cent in the
first half of the year, rose to arange of 8.8 -
14.8 per cent at the end of the year. The
average prime and maximum lending rates
declined from 20.6 and 25.7 per cent in
December 2002to 19.6 and 21.6 per cent
respectively in December, 2003.

The pressure on the external sector in
2003 moderated remarkably as the overal
balance of payments deficit narrowed to
N162.84 billion or 2.2 per cent of GDPfrom
N563.01 (10.3 per cent of GDP) in 2002.
The outcome was occasioned by the
favourable developments in the
international oil market asthe average price
of crude oil rose from US$25.04 per barrel
in 2002 to US$29.61 per barrel in 2003.
However, asaresult of the demand pressure
caused by expansionary fiscal operations
and market exuberance, there was a
drawdown in external reserves.
Consequently, the level of external reserves
fell by 2.8 per cent from US$7.68 to
US$7.47 billion. The external reserves
could finance 6.5 months of imports cover,
compared with the 7.8 months achieved in
2002.

The naira exchange rate was very
stable during the first half of the year.
However, the stability was disrupted
during the fourth quarter of 2003 as a
result of market exuberance and
speculative activities. Consequently, the
nairas average exchange rate at the
Dutch Auction System (DAS)
depreciated by 6.5 per cent, having
traded on the average at 4129.36 per US
dollar during the year. In the bureaux-
de-change (BDC) segment of the market,
the exchange rate depreciated from
N137.79 to N141.99 per US dollar. The
premium between the DAS and BDC
rates narrowed from 14.8 per cent in
2002109.8 per cent in2003.

The world economy improved
marginally by 0.2 per cent in 2003 asthe
industrial countries of Western Europe
experienced an economic slow-down
during the first half of the year. Global
output grew by 3.2 per cent, compared
with the 3.0 per cent achieved in 2002.
The marginal improvement was
traceable to reduced inflationary
pressure which led to the easing of
macroeconomic policies in order to
support economic recovery during the
second half of theyear.

Other contributory factors were
increased exportsaswell asthefinancial
and economic responses introduced by
various countries during the vyear.
OPEC's production policy, which was
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dictated by market considerations, helpedto
maintain an average basket price of
US$28.14 per barrel, representing a15.5 per
centincreaseover thelevel in 2002.

IMF facilities totalling SDR 76.5
billion were granted to members in 2003,
while SDR 69.8 billion or 91.2 per cent was
sourced from the General Resources
Account (GRA). African countries
purchased GRA totalling SDR 6.7 billion
whiletotal repurchaseswas SDR 1.9 billion.
The World Bank Group's total commitment
to developing countries in 2003 was
US$18.5 hillion, representing a 5.4 per cent
decline from the level recorded in the
preceding year.

The Authority of Heads of State and
Government of the West African Monetary
Zone (WAMZ), at its Sixth Summit in
Accra, Ghana, in December 2003, agreed

that member countries should redouble
their efforts to comply with the
convergencecriteria. The Authority also
decided that the proposed Headquarters
of the West African Central Bank
(WACB) be sited in Ghana and that all
WAMZ member countries would be
eligible to express interest to host the
Headquarters of the proposed ECOWAS
Central Bank. The Committee of
Governors of the Central Banks of
ECOWAS member states, at its 13"
meeting in Accra, Ghana, in December
2003, agreed, among others, to transfer
the management of the ECOWAS
Travellers Cheque Scheme to a private
sector operator in order to improve the
operations of the West African Monetary
Agency (WAMA).
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TABLE 3.1
Selected M acroeconomic I ndicator s

Indicator 1999 2000 2001 2002 Y/ 20037

Domestic Output and Prices

Real GDP Growth (Growth Rate %) 0.9 5.4 4.6 35 10.2
Oil Sector -7.5 11.3 5.2 -5.7 23.9
Non-oil Sector 44 29 43 7.9 45
Oil Production (mbd) 20 22 22 21 23
Manufacturing Capacity Utilisation 35.9 36.1 39.6 44.3 46.2
Gross National Savings (% of GDP) 21.6 23.1 19.3 195 25.7
Gross Fixed Capital Formation (% of GDP) 11.0 12.2 8.8 10.2 8.8
Inflation Rate (%) (Moving average) 6.6 6.9 18.9 129 14.0
Inflation Rate (%) (Year-on-Year) 0.2 145 16.5 122 23.8

Federal Government Finance (% of GDP)

Overall Fiscal Balance -8.9 -2.3 -4.3 -5.5 -2.8
Primary Balance 6.6 3.0 4.2 04 0.5
Retained Revenue 20.7 131 15.4 131 139
Total Expenditure 29.7 154 19.6 18.6 16.7
Domestic Debt Stock 24.8 19.8 19.6 21.3 18.1
External Debt Stock 80.5 68.1 61.2 72.0 61.1

Money and Credit (Growth Rate %)

Net Domestic Credit 30.0 -25.3 79.9 64.6 32.7
Net Credit to Government 320 -170.1 95.2 6,320.6 47.9
Credit to Private Sector 29.2 30.9 435 19.7 27.1
Narrow Money (M1) 18.0 62.2 28.1 159 29.5
Broad Money (M2) 317 48.1 27.0 21.6 241

External Sector

Overall Balance (% of GDP) -10.2 6.9 0.5 -10.3 -2.2
Current Account Balance (% of GDP) 14 157 4.7 0.7 6.9
Capital and Financial Account Balance

(% of GDP) -11.5 -8.6 -4.1 -10.9 -9.0
External Reserves (US $ million) 5,450.0 99104  10,415.6 7,681.1 7,467.8
Average Crude Oil Price (US$/barrel) 18.0 28.6 24.5 25.0 29.2
AverageAFEM/DAS Rate (N/$1.00) 92.3 101.7 111.9 121.0 129.3
Average Bureau de Change Exchange

Rate (N/$) 99.3 1111 133.0 136.9 141.4
Social Indicators
GDP per Capita (N) 1,038.8 1,046.8 1,062.5 1,065.4 1,028.5
Population Growth Rate (%) 2.83 2.83 2.83 2.83 2.83
Life Expectancy at Birth (Years) 54.0 54.0 54.0 54.0 54.0
Adult Literacy Rate (%) 57.0 57.0 57.0 57.0 57.0
Human Devel opment Index */ 0.4 0.4 0.4 0.4 0.4
U/Revised
2/Provisional

3/Nigeria's position on ascale of 1.0
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CHAPTER 4

THE FINANCIAL SECTOR

The financial system was relatively sound and stable in 2003. The problem of

reported distress in the banking system was not systemic and was promptly
addressed by the CBN. Broad money supply (M,) increased by 24.1 per cent, compared
with the target of 15.0 per cent set for fiscal 2003. Banks' lending rates declined
following the downwar d review of the MRR by 150 basis pointsin July, and the effect of
moral suasion onbankstoreducetheir lending ratesintheinterest of theeconomy. The
CBN strengthened its surveillance of the financial sector and ensured good
management and good corporate governance in the system. Overall, the Nigerian
financial system in 2003 comprised the CBN, the Nigeria Deposit Insurance
Corporation (NDIC), 89 deposit money banks, and other financial institutions (OFIs)
made up of 774 community banks, 104 finance companies, 85 bureaux-de-change, 118
insurance companies, 1 stock exchange, 1 commodity exchange, 5 discount houses, 81
primary mortgageinstitutionsand 6 devel opment financeinstitutions.

4.1.1 Monetary Developments

The growth in monetary aggregates
in 2003, exceeded the prescribed targetsfor
the year by substantial margins. The
expansion was induced by the rapid
monetisation of crude oil receipts and the
expansionary fiscal operations of the
Federal and State governments. The broad
measure of money supply (M,) increased by
24.1 per cent, compared with the target of
15.0 per cent set for fiscal 2003 and the 21.6
per cent risein 2002. The expansionin M,
reflected theincrease in both narrow money
supply (M,) and quasi-money. M, grew by
29.5 per cent, compared with the target of
13.8 per cent and the increase of 15.9 per

cent recorded in the preceding year
(Table4.1).

The main expansionary factors of
M, were the increase in aggregate credit
to the domestic economy and foreign
assets (net) of the banking system. The
decline in other assets (net) of the
banking system and the significant
increase in quasi-money, however,
exerted a moderating influence on M,
growth. Quasi-money rose by 16.3 per
cent to N759.6 billion, compared with
the increase of 30.9 per cent in the
preceding year. The demand deposits
component of M, increased significantly
by 45.4 per cent to N813.4 hillion,
representing 66.4 per cent of M,
compared with 59.1 per cent in 2002.
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Similarly, the currency component
increased substantially by 33.6 per cent
from40.9 per centin 2002 (Table4.1)

4.1.2 Banking System Credit

Aggregate bank credit to the
domestic economy rose by 32.7 per cent to
N1,854.1 billion, compared with the
programmed target of 25.7 per cent for the
year and the substantial increase of 64.6 per
cent in the corresponding period of 2002.
Domestic credit expansion during the year
reflected an increase in clams on both the
government and private sectors, the latter
accounting for 70.2 per cent of thetotal. Net
claims on the Federal Government stood at
N552.6 hillion, representing an increase of
479 per cent above the level a end-
December 2002, compared with the
significant increase observed in the
corresponding period of 2002.

Theincreasein 2003 wasattributable
to the drawdown of federal government
depositswith the CBN which was, however,
moderated by the decline in the treasury
bills holdings by the deposit money banks.
Consequently, deposit money banks claims
ontheFederal Government declined by 28.1
per cent to N4298.4 hillion in contrast to the
130.6 per cent rise in the preceding year.
Banking system credit to the private sector
grew sluggishly, particularly inthefirst half
of the year. However, following the

monetary authority's incentive of a
lower CRR of 9.5 per cent for banks
exceeding the set lending target of 20.0
per cent or more to the real sector of the
economy over the level in June 2002,
credit to the private sector improved
markedly from the third quarter of the
year. Overall, bank credit to the private
sector increased by 27.1 per cent,
compared with the target growth rate of
32.3 per cent for fiscal 2003. Banking
system's clams on state and local
governments declined during the first
half of the year, the same trend asin the
preceding year. The trend reflected the
impact of the CBN'sdirectiveto banksin
2001 which had emphasized
exceptional provisioning by banks for
loans and advances to all tiers of
government and their agencies.
However, by end-December 2003, bank
credit to stateand local governmentshad
increased by 16.8 per cent, incontrast to
the decline of 35.3 per cent in the
preceding year. Credit to the*core”
private sector, which accounted for 98.4
per cent of the total credit to the private
sector, rose by 27.3 per cent to &1,281.1
billion. The increase reflected, largely,
deposit money banks claims on the
sector which rose by 27.4 per cent to
N1,272.5 billion. The proportion of the
CBN's contribution to the sector
remained a 0.7 per cent as in the
preceding year.
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4.1.3 Deposit Money Banks

The oligopolistic structure of the
banking system persisted, with only ten
banks out of the eighty-nine (89) in
operation accounting for 55.3 per cent of
total assets, 56.2 per cent of thetotal deposit
liabilities, and 44.3 per cent of total credit,
compared with 54.5, 52.4 and 46.1 per cent
respectively in 2002. At &3,047.9 hillion,
the aggregate assetliabilities of deposit
money banksrose by 12.6 per cent over the
level at end-December 2002. During the
year, total funds available to the banks
amounted to #&370.3 billion, compared with
N548.8 hillion in the preceding year. The
fundswere sourced mainly from areduction
in claims on government (I428.2 billon), an
increase in deposit liabilities (IN180.2
billion), and an enhanced capitalization
(¥97.6 hillion), among others. Funds were
utilized mainly to increase reserves (1440.9
billion), foreign assets holdings (N39.4
billion), claims on the private sector
(251.8 hillion), claims on the other
financia institutions (N21.6 billion), and
acquisition of other assets (IN13.6 billion),
among others. The structure of banks
deposit liabilities showed that demand
deposits accounted for 43.2 per cent while
savings and time deposits aswell asforeign
currency deposits constituted 56.8 per cent,
compared with 56.5 and 43.5 per cent in
2002 (Tables4.3and 4.4).

Aggregate credit to the domestic
economy by deposit money banks
amounted to™1,501.6 billion, indicating an
increase of ?4199.4 hillion or 15.3 per cent
over the level at end-December 2002. The
breakdown showed that credit to the private
sector rose by N251.8 billion or 27.0 per

cent, while claims on the federa
government declined by #125.3 billion
or 15.6 per cent, reflecting the
divestment of holdings in government
securities as well as the increase in
government deposits with banks during
theyear. Banks total loansand advances
increased by %196.0 billion or 23.2 per
cent to1,041.7 billion during the year.
Analysis of the sectoral allocation of
deposit money banks' credit showed that
the less productive sectors of the
economy continued to be favoured as
only 40.2 per cent of the total credit
granted in 2003 went to agriculture,
solid minerals, exports and
manufacturing, compared with 40.9 per
cent in 2002. As at end-December 2003,
the computed average liquidity ratio for
deposit money banks stood at 49.7 per
cent, compared with the stipulated
minimum of 40.0 per cent. However,
twenty-one (21) banksfailed to meet the
minimum liquidity ratio as a end-
December 2003. The average loan to
deposit ratio was 70.0 per cent,
compared with the prudential limit of
80.0 per cent. Asat end-December 2003,
forty-five banks (45) or 50.6 per cent of
the banks in operation, however,
recorded a net loan to deposit ratio of
100 per cent and above.

Overadl, the rating of licensed
banks, using the CAMEL parameters,
revealed that 11 banks were rated
“sound”, 53 were
satisfactory” while 14 and 9 banks were
rated “marginal” and “unsound”
respectively.

13
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The total number of community
banks (CBs) in operation increased from
769 in 2002 to 774 a end-December
2003. Of this number, 564 community
banks reported on their operations to the
CBN during the year, compared with 316 in
the preceding year. Only one (1) additional
community bank was licensed, bringing the
total number of licensed CBsto 283 at end-
2003. The CBN conducted a pre-licensing
inspection on 442 community banks, while
three Approvals-In-Principle (AIP) were
granted during the year. The total
assetd/liabilities of the 564 reporting
community banks amounted to #~28.7
billion, representing an increase of 85.5 per
centover thelevel in2002.

The capital and reserves of the CBs
increased by N3.2 billion or 83.3 per cent
from N3.8 billion in the preceding year to
7.0 billion in 2003. Loans and advances
granted by the reporting community banks
increased by 130.9 per cent to™N10.0billion,
compared with the increase of 228.1 per
cent in 2002 while investment, which stood
at 0.9 billion in 2002, increased to 2.3
billion in 2003. A sectoral anaysis of the
loans portfolio of the reporting CBs showed
that general commercelost itsdominanceto
the “Others’ category of credit recipients.
Loans and advances to “Others”
represented 34.4 per cent of thetotal assets,
while trade and commerce; and
transportation/communications received
27.5 per cent and 17.4 per cent respectively.
The average loan/deposit ratio of the banks
increased to 55.1, from 44.4 per centin 2002
(Table4.5).

4.3.1 Discount Houses

Theleved of activities of discount
houses declined in 2003, relative to
2002, as their total assetg/liabilities fell
by 7.9 per cent to 852.7 billion. Total
fundsavailableto discount housesfell by
46.3 per cent to N15.4 hillion. These
funds were sourced mainly through
divestment of treasury securities (IN6.6
billion), increased miscellaneous
liabilities(¥3.9 billion), and accretionto
capital and reserves (N1.2 billion),
among others. The funds were utilized
for the settlement of clams to banks
(N5.2 hillion), repayment of other
amounts owed to banks and non-bank
customers (N7.7 billion) aswell as call-
money placements, among others.
Discount houses investments in federa
government securities of less than 91
days maturity amounted to 7423.7 billion
at end-December 2003, representing
73.7 per cent of their total deposit
liabilities. This was 13.7 percentage
points higher than the prescribed
minimum of 60.0 per cent for fiscal 2003
(Table4.6).

4.3.2 FinanceCompanies(FCs)

Finance companies recorded
modest growth in their operations in
2003. The number of finance companies
reporting on their activities to the CBN
increased from 28 to 75 in 2003. Total
assets/liabilities of the reporting
companies increased by 153.0 per cent
from N11.7 billion in 2002 to N29.6
billion at end-December 2003. Total
investible funds available to the FCs
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during the year amounted to #18.2 billion,
compared with#3.7 billioninthe preceding
year. The funds were sourced mainly from
borrowings (N12.2 billion), addition to
capital and reserves (4.0 billion), and
other liabilities (2.3 billion), among
others. The funds were utilized in boosting
equipment on lease (10.9 billion),
acquisition of miscellaneous assets (2.3
billion) and repayment of loans and
advances (N2.1 billion), among other uses.
Loans and advances by the finance
companies increased by 279.5 per cent to
N14.8 billion from the ™N4.1 billion
recorded in the preceding year, while
investments increased by 95.5 per cent to
N4.3 billion. Also, the fixed assets of the
companies increased by 71.4 per cent to
N2.4 billion during the period. On the
liabilitiesside, the FCsrecorded anincrease
in capital and reserves of 211.1 and 109.9
per cent to N4.2 billion and N2.2 billion
respectively, while funds due to other
finance companies declined by N44.7
billion or 63.9 per cent to N25.2 hillion
(Tabled.7).

4.3.3 PrimaryMortgagelnstitutions
(PMIs)

The performance of the primary
mortgage institutions (PMIs) improved in
2003 relative to the preceding year. Out of
eighty-one (81) PMIsin operation, seventy-
two (72) rendered statutory returns to the
regulatory authorities, compared with 63 in
the preceding year. Total assets/liabilitiesof
the PMIs stood at N64.4 billion,
representing an increase of 17.0 per cent
over the level in the preceding year.

Investible funds available to the PMIs
were #N36.7 billion, compared with
#N21.5 billion in 2002. The funds were
sourced mainly from increased deposit
liabilities (432.8 billion) and accretion
to capital and reserves (i¥2.7 billion),
among others. The major uses of funds
included a reduction in long-term
liabilities (N23.3 hillion), placements
with banks (IN2.4 billion), acquisition of
miscellaneous assets (W1.8 billion), and
fixed assets(N1.5billion).

434 Development Finance

Institutions(DFI s)

The performance of the
development finance institutions was
mixed in 2003. The operations of the
Nigerian Agricultural, Cooperative and
Rural Development Bank (NACRDB)
generally improved, while those of the
Urban Development Bank (UDB) and
the Bank of Industry (BOI) were weak.
Thetotal assetsof thethree devel opment
finance ingtitutions reporting in 2003
indicated an increase of ™6,278.0
million or 24.3 per cent over thelevel in
the preceding year. The increase
reflected largely more loans granted by
NACRDB, which grew by #1,913.0
million or 38.1 per cent over thelevel in
2002. The distribution of the asset base
among the three development
institutions showed that the NACRDB
dominated with &25,005.8 million or
78.0 per cent of thetotal, whilethe share
of BOI and UDB was6,467.4 million
or 20.2 per cent and N602.4 million or
1.9 per cent respectively. Also, loans
granted by NACRDB constituted 96.1
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per cent of the total loans granted by the
reportinginstitutions.

The reserves of the three institutions
increased from ™N4,387.8 million to
#8,473.6 million, representing an increase
of 93.1 per cent. The bigger reserves
reflected largely the 71.3 per cent increase
inthereservesof NACRDB. Thereservesof
UDB and BOI, on the other hand, fell by
10.1and 6.0 per cent respectively.

At N797.6 billion, aggregate
financial savings at end-December 2003
increased by 4102.7 billion or 12.9 per cent
from the §694.9 billion recorded in the
preceding year. The ratio of financia
savingsto GDProseby 0.1 percentage point
to 11.9 per cent, indicating a marginal
improvement over the level in 2002. Asin
the preceding years, deposit money banks
maintained their dominance as the major
depository institutions within the financial
sector. The DMBs accounted for 95.2 per
cent of thetotal financial savings, compared
with 94.0 per cent in 2002. Other depository
institutions, including the PMls, life
insurance funds, the Nigerian Social
Insurance Trust Fund (NSITF) and
community banks held the balance of 4.8
per cent.

Activities in the money market in
2003 were influenced largely by the
liquidity in the banking system, the
prevailing interest rate policy and
developments in the foreign exchange

market. The tempo of activities in both
the primary and secondary markets for
treasury bills increased relative to the
level in the preceding year. The inter-
bank funds market also witnessed
increased activity as banks sourced for
funds to meet their foreign exchange
obligations. In order to boost the
activitiesinthe secondary market aswell
as enhance the effectiveness of OMO in
managing the liquidity in the banking
system, the CBN, in 2003, introduced
thebi-weekly and, later, daily sessionsin
the market. At end-December 2003, the
value of money market assets
outstanding increased by 14.3 per cent
over the level in the preceding year.
Treasury bills outstanding increased by
124 per cent to N825.1 hillion in
December 2003, while rediscounts of
treasury billsamounted to 496.0 billion,
compared with &23.5 billion in 2002.
Theincreasein money market assetswas
also driven by transactions in Eligible
Developments Stocks (EDS) and
Commercial Papers (CPs). Inal, NTBs
constituted the dominant instrument in
the market, accounting for 88.5 per cent
of thetotal value of money market assets
outstandingin 2003.

45.1 Inter-bank FundsM arket

The tempo of activities in the
inter-bank funds market heightened
relative to the volume of transactionsin
the preceding year. Thiswas due largely
to the compelling need for banks to
source funds to meet their foreign
exchangetransactions. Thetotal value of
transactionsincreased by 1.7 per cent to
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N918.7 hillion, averaging ™83.5 billion
monthly, compared withiN75.3 billioninthe
preceding year. Transactions in overnight
call money increased by 4.2 per cent to
N602.8 hillion from &578.3 billion in the
previous year. Reflecting the downward
review of MRR by 150 basis points to 15.0
per cent in July 2003, the average rate on
overnight funds declined from 17.6 per cent
in January to 14.4 per cent in October.
However, theraterosethereafter to 25.7 per
cent in December, reflecting the liquidity
conditions in the market. Transactions in
overnight call money continued to dominate
activities in the market, constituting 65.6
per cent of the total. Average rates on
placementsof various maturitiesexhibited a
similar pattern except that on 90-day
maturity which showed a decline.
Specifically, the average rate on 30-day
maturity rose from 22.0 per cent in January
to 26.6 per cent in December 2003, while
that on 90-day maturity declined from 25.4

per cent to 22.5 per cent.
45.2 TreasuryBills

At N3,026.3 hillion, aggregate
primary issues of treasury bills,
including roll-overs, increased by 25.0
per cent over the level in the preceding
year. The increase reflected the effect of
additional issues of N91.3 bhillion to
refinance the CBN's Ways and Means
Advances outstanding to the federal
government at end-December 2003.
Thus, treasury bills outstanding
increasedto™N825.1 billionin December,
2003 from ™733.8 billion in December
2002. Public subscriptions amounted to
N2,237.7 billion, representing 73.9 per
cent of total primary issues, compared
with §41,492.0 billion or 61.6 per centin
thepreceding year.

Out of this amount, the DMBS

subscriptions amounted to N1,338.1
billion while the non-bank public
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Figure4.4
Demand for Treasury Billsin the
Primary Market, 2003
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subscribed &899.5 hillion. The balance of
N788.7 billionor 26.1 per cent wastaken up
by the CBN. Holdings of treasury bills
outstanding by banks declined to &430.8
billion from §460.2 billion in 2002, while
holdings by other investors increased to
N138.5 hillion from &125.7 billion in the
same period. Asaresult of new issuesworth
N91.3 billion which were entirely taken up
by the Bank and the substantial rediscounts
of treasury hills by banks, the CBN's
holding of NTBs outstanding increased to
N255.7 billion at end-December 2003 from
N147.8 billion in the corresponding period
of 2002.

4.5.3 TreasuryBonds

As a result of the dearth of
treasury bills experienced during the
months of April, August, September and
October 2003, part of the existing
treasury bonds were issued to
complement the intervention securities
in managing the liquidity surfeit in the
banking system. Consequently, atotal of
N57.4 billion from the 12.5 per cent
tranche of Nigerian Treasury Bonds
outstanding was issued and sold to the
public at various tenors of 28, 35 and 49
days, compared with the &15.5 billion
soldin2002.
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4.5.4 Commercial Papers(Cps)

Investment in Commercial Papers
(CPs) as a principal supplement to bank
credit to the private sector improved further
in 2003. A similar trend had been observed
in the past three years. The levels of CPs
held by deposit money banks increased by
28.2 per cent to N47.6 billion, compared
with an increase of 4.8 per cent in 2002.
Thus, CPs constituted 5.8 per cent of the
total value of money market assets
outstanding in 2003 as against 5.1 per cent
inthepreviousyear.

455 Bankers Acceptances

The level of Bankers Acceptances
(BAs) fell in 2003, reflecting a preference
for other money market instruments. At
N39.3 hillion as at end-December 2003,
BAs declined by 7.7 per cent in contrast to
anincrease of 16.7 per cent inthe preceding
year.

45.6 OpenMarket Operations(OM O)

Open Market Operations remained
the primary instrument of liquidity
management by the CBN in 2003,
supported by reserve requirements and
discount window operations, including
repurchase agreements. Inorder to enhance
the effectiveness of liquidity management,
the CBN introduced bi-weekly auctionsin
June and, subsequently, daily auctions in
November inorder to deepen the market and
in line with international best practices. As
at end-December 2003, 103 auctions (22
weekly, 42 bi-weekly and 39 daily auctions)
were conducted, compared with 49 sessions

in the preceding year. The demand for
inter-vention securities increased
significantly, reflecting the liquidity
surfeit in the banking system.
Consequently, the monthly average bids
and salesincreased to ™77.0 billion and
N66.2 billion in 2003, compared with
N54.7 billion and N49.3 billion
respectively in 2002. On a cumulative
basis, the total bids and sales increased
significantly to N924.6 billion and
N794.6 hillion respectively in 2003,
from #&656.4 billion and %592.0 billion
respectively inthepreceding year.

The performance of the capital
market improved in 2003 as al the
market indicators trended upwards. The
aggregate volume and value as well as
the total number of transactions in the
secondary market maintained an upward
trend, while market capitalization and
the value index rose substantially.
Market capitalization increased by 77.2
per cent from &747.6 billion in 2002 to
N1,324.9 billion in 2003 reflecting new
listing, supplementary issues, price
appreciation in the equities sector and
the return of the Federal Government to
the capital market for itslong-term fund
requirement.

4.6.1 TheNigerian Stock Exchange
(NSE)
The Nigerian Stock Exchange

recorded significant growth in both new
issues and the secondary market during
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the year. The Exchange aso attracted
foreign investors with net purchases in
excessof 1.0 billionin 2003 and improved
its market infrastructure by completing its
system upgrade.

4.6.1.1 TheSecondary Market

Activities in the secondary market
received a further boost in 2003. The
volume of transactions increased by 101.5
per cent from 6.6 billion shares to 13.3
billion shares, while the value went up by
100.2 per cent to close at N4120.4 billion in
2003. Transactions in equities dominated
the market, accounting for :4113.9 billion or

94.3 per cent of the total value. The
Federal Government Development
Stocks sector recorded a turnover of
N281.2 million in a single deal,
compared with the N2.3 million
recorded in 3 dealsin the previous year.
The State Government Bonds and the
Industrial Loans/ Preference Stocks
sectorsrecorded aturnover worth #%6.27
billion and N4269.4 million respectively
duringtheyear (Table4.11).

4.6.1.2Valuelndex of Equities

The NSE all-sector value index
recorded a significant improvement

CBN Annual Report & Statement of Accounts for the Year Ended 31st December, 2003.

Page: 51



during the year. At 21,222.6 (1984=100),
the index grew by 74.8 per cent at end-
December 2003, compared with 10.7 per
cent in 2002, with all the sectors
contributing to the increase. In relative
terms, the agricultural sector led with a
101.6 per cent growth rate, while the
commercial and manufacturing sub-sectors
recorded growth rates of 96.4 and 95.0 per
cent respectively. Thefinancial and services
sub-sectors recorded 52.5 and 43.9 per cent
growthrates, respectively.

4.6.2 NewlssuesMarket

The Nigerian stock market enjoyed
the patronage of both governments and
companies, as reflected by the substantial
increase in the value of new issuesin 2003.
The Exchange considered and approved 26
applications for new issues valued at
#§185.0 billion, as against 27 applications
for new issues valued at N68.6 billion in
2002. Further analysis indicated that new
issues worth N5.03 billion were raised
through Initial Public Offer (IPO); 5.3
billion through additional Public Offers
(POs); :15.17 billion through rightsissues,
#&157.6 billion through bonds; and #650.0
million through debenture. Listing by
Introduction accounted for &1.3 billion of
theissues approved by the Exchange during
theyear

The national financial account is a
summary of the process of financial
intermediation in the economy. It also
facilitates inter-sectoral and

macroeconomic analyses. This report
presents the Flow of Funds Statement of
the Financial Sector in Nigeriain 2003
and examines the linkage between the
financial statistics and the national
accounts. Thefinancial sector in Nigeria
is further sub-divided into several sub-
sectors covering the banking sector,
insurance and pensionsfund institutions,
mortgageinstitutions, specialised banks,
development finance ingtitutions and
other financial institutions.

4.7.1 FinancingBalances

The financia sector has, since
2001, switched from a financing-deficit
sector to a surplus sector. In 2003, it
recorded arelatively large surplus when
compared with the previous year. The
financing-surplusfell by 43.2 per cent to
N17.1billion or 0.3 per cent of GDP in
the year under review. This positive
devel opment wastraced to theimproved
business environment, following the
successful transition to democratic
governancein 1999 (Table4.14).

A sub-sectoral breakdown
showed that the specialised banks,
mortgageinstitutionsand other financial
institutions were in deficit while the
DMBs, Insurance and Pensions Fund
and DFIs were in surplus in 2003. In
other words, investment in non-financial
assets far exceeded their gross savings.
For instance, the mortgage institutions
investment exceeded their savings by
over 100 per cent while specialized
banking institutions could only finance
10.9 per cent of their investment from
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own funds. The deficitswere 0.02 per cent
of GDP for both specialised banks and
mortgage institutions and 0.05 per cent of
GDP for other financia institutions. The
banking system had a relatively larger
financing-surplus, followed by the
insurance and pensionsfund institutionsand
development finance institutions (DFI) in
that order. The positive development was
traceable to the impressive growth of the
DMBs and the structural reforms of the
DFIsin2002 (Table4.14b).

472 Transaction Balances of
TheFinancial Sector

The accrual of financial sources by
the sector during the year went up by
#4249.8 billion, representing an increase of
82.9 per cent over theaccrual intheprevious
year. Similarly, acquisition of financia
assets increased by N4266.9 billion (or 61.2
per cent), compared with the™N175.5 billion
in the preceding year. The surplus in the
non-financial account financed the gap in
the acquisition of financial assets. The
growth in the acquisition of financial assets
was largely accounted for by the banking
sub-sector, with a share of 75.3 per cent of
theflow of financial assetsinthe sector. The
insurance and pensions fund institutions,
specialised banks, mortgage institutions,
development finance institutions and other
financial institutions accounted for 13.8,
4.0, 3.1, 2.4 and 0.9 per cent, respectively
(Table4.15).

4.7.3 Financial Sources(Liabilities)

The accrua of financia liabilities
was traceable to the substantial increase in

foreign liabilities. The instruments
accounted for 136.2 per cent of the
sources of fund to the sector during the
review period. “Other foreign debts’
were mainly responsible for this
outcome and were influenced by the
substantial increasein CBN liabilitiesto
the International Monetary Fund (IMF)
aswell astheincreasein letters of credit
opened by the deposit money banks. In
addition, the financial sector not only
increased the accrual of foreign
liabilities, but also incurred additional
liabilities from the domestic financial
market. These were mainly in currency
(10.3 per cent), deposits (28.5 per cent),
call money (7.3 per cent), life insurance
and provident funds (4.8 per cent), and
general insurance reserve funds (8.9 per
cent). However, the sharp declineinthe
share of other domestic debt (net) by
N300.9 billion moderated downwards
the relative impact of domestic sources
of the financial liabilities accrued.
Hence, flowsof financia liabilitiesfrom
the domestic financial market declined
by N83.9 hillion as against the increase
of N358.3 hillion in 2002.  This
development was attributed to the
substantial fall inother liabilities (net) of
the CBN. Although deposits,
particularly the demand and savings
deposits components, generally
recovered from the sharp decline in the
previous year, its share of total financia
sourceswasbel ow expectation.

The growth in time and savings
deposits, relative to the increase in the
previous year, was attributed to the
improvement in liquidity conditions in
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the system and reflected an improved public
confidence in the financia system. The
share of equity capital (private equities and
debenture) in financial sources of the sector
during theyear under review, fell to 13.0 per
cent although the value of transactions
increased substantially by #&53.7 hbillion.
Thegrowthinequity capital was boosted by
the anxiety of the sub-sectors to increase
their paid-up capital to meet the new capital
requirement and enhance their capital base.
At N17.8 billion, call money accounted for
7.3 per cent of the financial sources (Table
4.16).

4.7.4 Financial Uses(Assets)

Theacquisition of financial assetsby
the financial sector increased during the
year by 8266.9 hillion, higher than thelevel
of increase in the previous year by 55.5 per
cent. The acquisition of domestic financial
assets was the more dominant, accounting

for 65.2 percent of thetotal uses of fund.
The increase in the acquisition of
domestic financial assets was made
possible, particularly by the increase in
Domestic Loans and Advances to the
private sector (N236.7 billion). As a
share of the acquisition of financia
assets, theincreasein domesticloansand
advancesto the private sector accounted
for thebulk (88.7 percent).

The substantial increase in loans
granted to the private sector was
influenced by the banking system. Other
financial assets of significance asaratio
of total uses of fund included Federal
Government Development stocks (8.5
per cent), purchases of equities (12.1 per
cent), loans and advancesto government
(2.6 per cent), corporate (private) short-
term securities (3.1 per cent), and
foreign exchangereserves (38.8 percent)
(Table4.17).
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CHAPTERS

FISCAL OPERATIONS

T he fiscal operations of the Federal Government in 2003 resulted in an overall

deficit of 14-202.7 billion or 2.8 per cent of GDP, compared with the overall deficit of
N301.4 billion or 5.5 per cent of GDP in 2002. However, the primary balance was a
surplusof N39.0billion. Theoverall deficit wastraceabl eto theimpact of debt service
burden. Total federally-collected revenue amounted to#2,575.1 billion, representing
an increase of 48.7 per cent over the level in 2002. Federal Government retained
revenue wasiN-1,023.2 billion, representing an increase of 42.7 per cent over the level
in 2002. The improved performance in government revenue in 2003 reflected largely,
the developmentsin theworld oil market, ascrude oil priceswere generally abovethe

budget benchmark of US$22.0 per barrel.

Total federally-collected revenue in
2003 was™N2,575.1 billion, representing an
increase of 48.7 per cent over the level in
2002. The increase was due to the
significant increasein the price of crude oil
in the world market and the removal
towards the end of the year, of the subsidy
on domestic crude oil salesto the Nigerian
National Petroleum Corporation (NNPC).
Analysis of gross revenue showed that
receipts from the oil sector increased by
68.5 per cent to N2,074.3 billion,
constituting 80.6 per cent of the total,
compared with 71.1 per centin 2002.

Receipts from crude oil exports
increased sharply by 4502.1 billion or 98.8
per cent to N998.4 billion in 2003,
reflecting the higher price of crudeoil inthe
international market. Revenue from

Petroleum Profit Tax (PPT) and
Royaltiescontributed the sum of N683.5
billion, representing a significant
increase of &291.3 hillion or 74.3 per
cent over thelevel inthe preceding year.
Similarly, domestic crude oil sales
increased by N82.2 hillion or 27.0 per
cent, following the sales of crude oil to
the NNPC at the international price
using a market determined exchange
rate.

The sum of &{563.5 hillion in
respect of Joint Venture Cash Calls and
excess crude/ PPT/ royalty proceeds
was deducted from gross oil receipts
during theyear. ThiswasiN437.8 billion
higher than the deduction of N125.7
billion in 2002. Revenue from non-oil
sources declined by 0.4 per cent to
#N500.8billionin 2003.

CBN Annual Report & Statement of Accounts For the Year Ended 31st December, 2003. Page: 55



Federal Government Independent
Revenue aso declined by 20.4 per cent to
N54.2 billion. Company Income Tax (CIT),
Custom and Excise Duties and Value-
Added Tax (VAT), however, increased by
28.8, 7.8 and 23.9 per cent respectively over
their levelsinthepreceding year.

5.1.1 Federation AccountAllocation

The sum of 42,011.6 billion accrued
to the Federation Account in 2003,
representing anincrease of 5.9 per cent over
the &41,899.5 billion recorded in 2002. Of

the total, ™N1,821.0 billion was
distributed among the three tiers of
government and the Derivation Fund.
The increase was largely due to bigger
oil revenue. The difference between
gross receipts and the amount
distributed reflected the exclusion of
Federal Government Independent
Revenue (854.2 billion) and VAT Pool
Account (N136.4 billion). A breakdown
of the distribution showed that the
Federal Government received N917.1
billion, State Governments ™N419.8
billion, Loca Governments #§N346.9

0.8
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billion, while?™N137.2 billion went to
the Derivation Fund and shared
among the oil-producing states
(Table5.1).

5.2.1 Federa Government
Retained Revenue

Federa Government retained
revenue amounted to #N1,023.2
billion, representing an increase of
42.7 per cent over the level in 2002.
Analysis of the revenue showed that
the share from the Federation
Account was #889.2 billion, the
VAT Pool Account 20.0 billion,
and Independent Revenue of the
Federa Government N54.2 billion.
Other components included the

share of excess crude (¢53.3 hillion),
loans recovered from the states (0.08
billion), and other items (6.6 billion)

5.2.2 Federal Government
Total Expenditure

Aggregate expenditure of the
Federal Government increased by 20.4
per cent to N1,226.0 billion from the
level in 2002 and surpassed the 2003
budget estimate of N1,189.6 billion by
3.1 per cent. As a proportion of GDP,
total expenditure declined to 16.7 per
cent in 2003 from 18.6 per cent in 2002.
Non-debt expenditure (that is, total
expenditure less debt service payments)
went up by 5.5 per cent above the level
in 2002 and was 7.3 per cent below the
NO26.6 hillion budget estimate for
2003. Domestic debt service payments
amounted to N172.9 billion,

W%

OFed. Account WVAT Pool Account EIndepend. REV [OExcess crude Mothers
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representing 14.1 per cent of total
expenditure and exceeded the budget
provision of &74.0 billion by 133.6 per
cent. The increase reflected a rise in the
interest on domestic debt.

5.2.2.1 Recurrent Expenditure

At N984.3 hillion, the recurrent
expenditureincreased by 41.3 per cent over
the level in 2002, reflecting largely,
increased outlayson goodsand servicesand
external debt service payments. The
economic classification of recurrent
expenditure showed that government
purchases of goods and services amounted
to &617.7 billion or 62.8 per cent, while
external and domestic debt service, at
N366.6 billion, accounted for the balance of
37.2 per cent. A breakdown into economic
functions showed that the outlay on
administration fell by 7.2 per cent below
the level in 2002 to N307.8 hillion and
accounted for approximately 31.3 per cent
of total recurrent expenditure, while
transfer payments increased by 70.5 per
cent to N477.8 billion and accounted for
48.5 per cent of the total in 2003. The
increase was due mainly to biger foreign
debt service payments. The outlay on
economic services increased by 45.7 per
cent to :N96.0 billion, while that on social
and community services declined by 45.9
per cent to N102.6 billion in 2003,
accounting for 9.8 and 10.4 per cent of total
recurrent expenditure respectively (Table
5.3).

5.2.2.2 Capital Expenditure
In 2003, capital expenditure

amounted to &241.7 billion, showing a
decrease of 24.8 per cent below thelevel
in 2002, and constituting 19.7 per cent of
total expenditure. A breakdown of
capital expenditure into economic
functions showed that economic
services accounted for %98.0 billion or
40.5 per cent of thetotal. Compared with
2002, expenditure on economic services
fell by 54.5 per cent while that on
administration increased by 19.6 per
cent and accounted for 36.4 per cent of
thetotal. Also, expenditureon social and
community services, which accounted
for 23.1 per cent of the total, increased
by 71.7 per cent toN55.7 billion in 2003.
The increase was as a result of
government's commitment towards
completing the National Stadium in
Abujaand the hosting of the All African
Games(AAG) (Table5.4).

5.2.3 Overall Fiscal Balanceand

Financing

The fiscal operations of the
Federal Government resulted in adeficit
of &202.7 hillion, or 2.8 per cent of
GDP, compared with the 5.5 per cent
recorded in 2002. The deficit was
financed entirely from domestic
sources, with N105.6 billion coming
from the banking system, i58.1 billion
from the non-bank public, and the
balance of &39.0 billion from other
funds.
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5.3 StateGovernments
Finances

Provisional data on the fiscal
operationsof thestate governmentsresulted
in an overall deficit of ™66.2 billion in
2003, compared with the N54.7 hillion
deficit recorded in 2002. Total revenue of
the state governments amounted to %855.0
billion, exceeding that of the preceding year
by 27.6 per cent. Broadly, the revenue
consisted of statutory allocations and
internally generated revenue (IGR), which
accounted for 86.1 and 13.9 per cent
respectively. The statutory allocations
comprised their share of the Federation
Account of N535.2 billion; VAT Pool

Account of &65.9 hillion, excess crude
oil proceeds, reserve account, grants of
134.2 billion and stabilization account
of 4996.8 million. The IGR of the state
governmentsstood at ?4118.8billionand
represented 13.9 per cent of the total
revenue, but covering only 12.9 per cent
of their total expenditure.

Total expenditure of the state
governments amounted to ¥N921.2
billion, exceeding the level in 2002 by
27.1 per cent. Recurrent expenditure
amounted to N545.3 billion and
accounted for 59.2 per cent of the total
and was higher than the level in the
preceding year by 28.6 per cent. Capital
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expenditure amounted to N324.0 billion
and represented 35.2 per cent of the total
expenditure.  Further breakdown of the
recurrent expenditure showed that
personnel costs, overhead costs, and others
accountedfor 36.8, 21.4 and 41.8 per cent of
the total respectively. Aggregate capital
expenditure of the state governments
amounted to &324.0 billion. The amount
was 14.3 per cent higher than the level in
2002. The overall deficit of N66.2 billion
was financed from both domestic and
external sources. External loans amounted
toN14.7 billion, while internal borrowing
amountedto N71.0billion. Other funds of
the state governments had an accretion of
N32.6hillion (Tables5.5and5.6).

Total revenue of 659 (out of 774)
local governmentsthat reported in 2003
amounted to N370.2 billion. A
breakdown of this figure shows that
20.2 billion was generated internally,
N291.4 billion realised from the
Federation Account, &39.7 billion
realised from VAT, &N4.6 billion from
stabilisation fund and general ecology
and N2.1 billion from state allocation,
representing 5.5, 78.7, 10.7, 1.2 and 0.6
per cent respectively of thetotal. Onthe
other hand, aggregate expenditure for
thereporting local governments stood at
N361.8 billion. The total recurrent and
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capital expenditures amounted to N211.6
billion and N150.1 billion respectively.
Recurrent expenditure was made up of
personnel costs (N134.2 billion or 63.4 per
cent), overhead costs (IN63.2 billion or 29.9
per cent), and consolidated revenue fund
charges (N14.3 billion or 6.7 per cent).
Capital expenditure, which amounted to
N150.1 hillion, comprised administration
(N21.6 billion), social services (¥¥62.9
billion) economic services (N52.0 billion),
and transfers (N13.6 billion). The
operations of the reporting local
governments resulted in an overall surplus
of N8.4 hillion(Tables5.7 and5.8).

The stock of debt of the Federa
Government, as at end-December, 2003,
stood at N5,808.0 bhillion. The amount
represented an increase of 13.9 per cent
over the stock at the end of 2002. However,
thetotal debt outstanding as a proportion of
GDP decreased from 93.3 per cent in the
preceding year to 79.2 per cent. Domestic
debt outstanding amounted to #1,329.7
billion, representing 22.9 per cent, while
external debt outstanding amounted to
N4,478.3 billion (or 77.1 per cent) of total
debt outstanding. Inlinewith Government's
policy of reducing reliance on monetary
financing of deficits, the Federal
Government, through the Debt
Management Office (DMO), raised funds
through the capital market to meet its
financing needs by issuing the 1% FGN
Bonds. The Bonds were issued in four
tranches of 3, 5, 7 and 10 year maturities.
The Government was only able to raise
N72.6 hillion, out of the &150.0 billion

worth of bonds issued. However, the
tranche of three-year maturity wasover-
subscribed.

5.5.1 DomesticDebt

The domestic debt stock of the
Federa Government outstanding at the
end of 2003 stood at +1,329.7 hillion,
representing anincrease of 14.0 per cent
over thelevel in 2002. Theincrease was
partly offset by the N0.2 billion
redemption of Development Stock at
end-December 2003. The banking
system remai ned the dominant holder of
Federal Government securitiesin 2003.
It heldN1,085.6 billion or 81.6 per cent,
indicating an increase of ;4105.6 billion
or 10.8 per cent over the level in 2002.
TheCentral Bank held#613.8 billion or
46.2 per cent of the total, up from 45.6
per cent in the preceding year, reflecting
its holdings of Treasury Bonds of
N358.2 billion. Holdings by deposit
money banks also increased by N11.6
billion or 2.5 per cent to ™4471.8 hillion
in 2003, constituting 35.5 per cent of the
total. Similarly, holdings of the non-
bank public increased by 31.2 per cent
to N244.1 billion, thereby constituting
18.4 per cent of thetotal (Table5.9).

Analysisof the maturity structure
of domestic debt revealed that
instruments with tenor of 2 years and
below accounted for #836.8 hillion or
62.0 per cent, compared with &738.8
billion or 62.9 per cent in 2002. By
comparison, theinstruments of 10 years
and above maturity declined from 29.1
per centin2002to 24.1 per cent or
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N319.9 billion, while those with maturities
of between 2to 10 yearsincreased from 7.4
per cent in 2002 to 13.0 per cent or {172.9
billionin2003.

5.5.2 External debt
5.5.2.1 TheDebt Stock

The datafrom DMO indicate that the
external debt stock at end-December 2003
was US$32.9 billion, constituting an
increase of US$1.3 billion or 6.1 per cent
over the preceding year's level of US$31.0
billion. Theincrease was attributable to the
capitalization of unpaidinterest and charges
on Paris Club debt as well as the
depreciation of the dollar vis-a-visthe Euro
and the Japanese Yen. External debt as a
percentage of GDP was 61.1 per cent,
compared with 72.0 per centin 2002.

Available data showed that the Paris
Club accounted for US$27.5 billion or 83.6
per cent of the total while Multilateral and
the London Club's claim totalled US$3.0
billionand US$1.4 billion or 9.1 and 4.3 per
cent of total respectively. Promissory Notes
stood at US$0.9 billionor 2.7 per cent while
“others” accounted for the balance of
US$0.05billionor 0.2 per cent (Table5.10).

5.5.2.2 Debt Service Payments
Available data revealed that externa debt
service payments in 2003 was US$1.8
billion, indicating an increase of US$0.6
billion from the actual debt service
paymentsof US$1.2 billioninthepreceding
year.A breakdown of thepaymentsrevealed
that the Paris Club had the lion share of
US$1.0 hillion, followed by Multilateral
with US$0.5 billion and Promissory Notes

and “others’ with US$0.2 billion, while
US$0.1 hillion went to the London
Club. Analysisin respect of structure of
debt service re-payments revealed that
US$1.3 billion was for principal
payments, US$0.5 billion for interest
payments and the remaining US$0.02
billion for commitment, penalty interest
and other charges(Table5.11).

5.5.3 Debt Conversion Programme

Generally, the level of activity of
the debt conversion programme
deteriorated in 2003, reflecting a
reduction in the number of applications
received as well as in other activities.
Three (3) applications valued at
US$76.6 million were received during
the year, as against ten (10) valued at
US$1,489.3 million received in 2002.
However, five (5) applicationsvalued at
US$48.9 million were granted
approvals-in-principle, as against seven
(7) applications valued at US$182.3
million in the preceding year.
Disbursements during the year aso
declined by N1,973.2 million or 46.0
per cent from the valuein the preceding
year toN2,313.1 million.

The total amount of debt
cancelled declined by US$25.2 million
or 55.3 per cent from its level in the
preceding year to US$20.3 million in
2003. Similarly, discount received
declined by US$6.2 million or N771.5
million in 2002 to US$1.97 million or
N248.4 million in 2003. The
transactions commission for the year
also declined by 7.1 million to N34.8
million.
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CHAPTERG

THE REAL SECTOR

D ata from the Federal Office of Statistics revealed that the real sector expanded

further in 2003. The gross domestic product (GDP), measuredin 1990 basic prices
increased by 10.2 per cent, compared with 3.5 per cent in 2002. All the major sectors,
contributed to the substantial improvement in aggregate output. Agricultural
production was promoted largely by the temporary import prohibition on some
selected agricultural produce, favourable weather conditionsand government'sprice
support programme. There was a substantial increase in crude oil production, owing
largely to anincreasein the country's OPEC quota and production of condensate and
gas. Ahigher global demand for oil during the year wasdriven mainly by speculations
occas oned by the persistent tension in the Middle East, war in Iraq and the booming
Chinese economy. Improvements in the operating environment enhanced
manufacturing production. Inflationary pressure persisted, especially during the last
guarter of theyear, culminatinginan inflation rate of 14.0 per cent asagainst 12.9 per
cent in 2002. Unemployment remained worrisome during the year. The number of

declaredtradedisputesdeclined by 2.0 per centto49in 2003.

The Gross Domestic Product (GDP),
measured at 1990 constant basic prices,
increased by 10.2 per cent to N392.76
billion. The growth rate substantially
exceeded the 3.5 per cent recorded in 2002,
but was|ower than the 5.0 per cent target for
fiscal 2003. Sectoral analyses showed that
improvements in the output of agriculture,
industry, utilities, communications,
building and construction and services
sectors/sub-sectors largely accounted for
theincreaseintherea GDP.

The value of agricultural output,
consisting of crop production, livestock,
forestry and fishing represented 34.6 per

cent of thetotal GDP in 2003, compared
with 35.9 per cent in 2002. Theindustrial
sector, comprising crude petroleum,
mining and quarrying, and
manufacturing contributed 38.2 per cent
of the total, compared with 34.7 per cent
in the preceding year. The share of the
services sector was 12.5 per cent, while
general commerce, and building and
construction accounted for about 12.7
and 2.1 per cent, respectively (Table
6.1(a).

The data al so showed that the real
domestic output, based on the
expenditure approach, stood at 4403.95
billion, representing an increase of 10.1
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per cent, compared with 3.7 per cent in the
preceding year. Private consumption
expenditure rose considerably by 9.4 per
cent to &273.05 billion and accounted for
about 67.6 per cent of total expenditure,
while government final expenditure stood at
N24.9 billion and represented 6.2 per cent of
thetotal (Tables6.2& 6.3).

6.2.1 Agricultural Production

The performance of the agricultural
sector improved in 2003. Aggregate index
of agricultural production was estimated at
190.9 (1990 = 100), compared with 179.9in
the previous year. This showed an increase
of 6.1 per cent, compared with the 4.0 per
cent recorded in 2002 and an average of 5.6
per cent for the period 1999 to 2002 (Table
6.4). Also, the performance surpassed the
5.8 per cent growth target set in the 2002

2003 National Rolling Plan for the
sector. All the sub-sectors contributed to
the growth in output. Output of staples
grew by 7.1 per cent, compared with 4.2
per cent in 2002. All the major staple
crops recorded increases in output over
the previous year's levels. For instance,
the output of maize, millet, sorghum and
riceincreased by 4.8, 6.3, 5.6 and 4.4 per
cent, respectively. Similarly, cassava,
yam, beans, potatoes and cocoa-yam
recorded output increases of 6.2, 8.6,
8.4, 9.7 and 13.9 per cent, respectively
(Table 6.5). Cash crop production
increased by 3.0 per cent. The output of
pam oil, soyabean and cottonseed
increased by 3.5, 5.0 and 5.7 per cent,
respectively. The growth rates of other
cash crops were: cocoa 0.7 per cent,
coffee 1.8 per cent, and rubber 2.0 per
cent.
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These developments were
corroborated by the results of the nationa
survey conducted by the Central Bank of
Nigeria, which showed that the increase
recorded in agricultural production during
the year was driven largely by sustained
support from the Federal Government to the
sector. In particular, the sustained
prohibition on the importation of cassava,
fruit juice, vegetableoil, poultry and related
products increased their local prices and
encouraged farmers to expand production.
Moreover, the favourable weather
conditions (rainfall was timely and well
distributed throughout the country)
contributed to the improved agricultura
performance. In addition, the
implementation of the special rice
programme, under the aegis of the Special
Programme on Food Security (SPFS) aimed
at attaining self- sufficiency in rice
production with a US$42.5 million
Unilateral Trust Fund (UTF), began during
the year. Also, the Root and Tuber
Expansion Programme (RTEP) for
sustainable increases in cassava, yam,
cocoyam and potato production, took off in
2003 with a US$23 million soft loan from
the International Fund for Agricultural
Development (IFAD).

Several multi-purpose irrigation
dams were also constructed and
commissioned acrossthe country during the
year. Furthermore, five commodity
associations and presidential committees,
out of the six set up to boost the production
and marketing of agricultural products,
submitted their recommendations to the
government and their recommendations
wereapprovedin 2003.

Notwithstanding the remarkable
performance of agriculture in 2003,
some problems persisted. The mgor
problems were inadequate supply of
fertilizers and other farming inputs, as
well as the time lag between the supply
and distribution of these inputs and the
planting period. Another problem was
the invasion of farms by quela birds in
Borno, Yobe, Adamawa, Sokoto,
Jigawa, Kano and Bauchi States. Also,
the outbreak of cassava mosaic disease,
which affected cassava production in
Oyo, Lagosand Kwara States, aswell as
reported cases of flood in Jigawa, Kano
and Kebbi States, constrained further
growthinagricultural production.

The index of livestock
production, at 179.0 (1990=100), grew
by 5.0 per cent, compared with the
increase of 4.2 per cent in the preceding
year. Poultry grew by 13.1 per cent,
compared with 12.6 per cent in 2002.
Output of beef, lamb/mutton and goat
increased by 5.4, 8.6, and 12.6 per cent,
respectively, compared with the
respectiveincreasesof 4.8, 7.7, and 13.2
per cent, in 2002. Disease control
activities in all the states, as well as
availability and use of improved
vaccines from the National Veterinary
Research Institute, Vom, curtailed
mortality rateinthelivestock sub-sector.

At 163.3 (1990 = 100), the index
of fish production rose by 2.0 per cent,
compared with 6.3 per cent in 2002. The
increase was attributable to Federal
Government's support to aquaculture
development, which helped in the
establishment of fish farm estates and
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the development and management of |akes
and lagoons fisheries. Loans disbursement
to fisher folks commenced during the year
with the receipt of the sum of US$1.47
million from the ECOWAS Fund. Further
increasesin fish production were, however,
constrained by the escalation in the costs of
inputs, such as outboard engines and fishing
nets.

The index of forestry output stood at
124.2 (1990=100), and represented an
increase of 2.4 per cent, compared with 0.8
per centinthe preceding year. Thegrowthin
output was attributed, partly, to intensified
exploitation of forests in response to
increased demand for wood products. The
Forestry Research Institute of Nigeria
intensified its supply of improved breeder
seedlingsto replace harvested tree stock and
embarked on the afforestation of
ecologically degraded sites.

6.2.2 Agricultural Prices

The prices of Nigeria's major
agricultural commodities in the world
market trended upwards in 2003. At 96.3
(1985 = 100), the dollar-based, all-
commodities price index, grew by 4.4 per
cent over the level in the preceding year.
Further analysisshowed that the pricesof all
the monitored commodities increased
during the year, except coffee which
declined by 5.1 per cent. Thefall intheprice
of coffee was attributed largely to excess
supply of thecommaodity (Table6.6).

The increase in the prices of other
commodities ranged from 2.9 per cent for
coprato 5.5 per cent for cotton. Improved
international demand, coupled with tight
supply situations, largely accounted for the

strengthening of theworld commodities
prices.

In Naira terms, the all-
commoditiesindex increased by 4.7 per
cent to 10,138.2 (1985=100). The price
of al the monitored commodities
recorded increases as follows:. copra0.2
per cent, soyabean 2.5 per cent, coffee
2.9 per cent, cotton 3.3 per cent, palm oil
3.5 per cent and cocoa4.9 per cent (Table
6.7).

Domestic producer prices of
Nigeria's major agricultural
commodities increased during the year.
Of the thirteen monitored commaodities,
ten registered price increases, while
three recorded price declines, relative to
their levelsin 2002. The price increases
ranged from 1.6 per cent for ginger to
20.7 per cent for wheat. Other
commodities, such as rubber, cocoa,
palm-oil, benniseed, soyabean, kolanut,
pam kernel, groundnut and ginger
recorded price increases of 19.1, 15.5,
13.2,12.9,7.5,6.6,3.5,and 1.9 per cent,
respectively (Table6.8).

The increase in prices was
attributable, partly, to increased costs of
transportation as a result of the upward
adjustment in the prices of petroleum
products and to the poor conditions of
rural roads, which increased the cost of
evacuating of farm produce to urban
centres. The Federal Government price
support programme aso pushed up
prices by mopping up excess grains for
the nation's strategic grain reserve
programme.,
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Aggregate industrial output,
measured at 1985 constant prices, increased
marginally in 2003. The index of industrial
production, estimated at 146.7 (1985=100),
increased by 0.96 per cent abovethelevel in
2002. The improvement was attributable,
largely, to the substantial increasein mining
output. Manufacturing production and
electricity consumption increased
marginally (Table6.9).

6.3.1 Manufacturing

The performance of the
manufacturing sub-sector improved in the
review period astheindex of manufacturing
production increased by 1.1 per cent above
the preceding year to 147.9 (1985=100).

The expansion in manufacturing
production was traced to improvements
in the operating environment, resulting
from a number of factors, prominent
among which was the retention of 100
per cent physical inspection of goods at
theports. Othersincluded anintensified
surveillance by the National Agency for
Food, Drugs Administration and Control
(NAFDAC) and the Standards
Organisation of Nigeria (SON) to check
the influx of fake and sub-standard
products into the country and their
counterpart local production, as well as
the prohibition of the importation of a
number of items. These measures made
imports dearer and, thus, induced the
patronage of local manufactures and
their production (Table6.10).

Another contributory factor was
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the effect of increased utilisation of the
Small and Medium Industries Equity
Investment Scheme (SMIEIS) fund by
manufacturers during the year. A pilot
survey by the CBN, in December 2003,
indicated that enterprises that utilised the
facility recorded increases in their capacity
utilisation and levels of employment. The
increase in output of the sub-sector wasalso
confirmed by the result of the CBN 2003
nation-wide business survey which covered
382 manufacturing firms, with a response
rate of 54.5 per cent. The survey results
showed that the average capacity utilisation
rate of the respondents increased from 44.3
per cent in 2002 (revised) to 46.2 per centin
2003, indicating an increase of 1.9
percentage points. Further analysisrevealed
that the average capacity utilisation rate
increased in the Lagos area, Enugu and
Bauchi Zonest059.0, 51.1 and 35.5 per cent
respectively. It however, declined in the
Kano and |badan Zonesto 42.6 and 43.0 per
cent respectively. Of the thirty (30)
manufacturing sub-sectors covered by the
survey, nine operated at over 50 per cent of
their installed capacity. These were mostly
imports- dependent sub-sectors, reflecting
therelative availability of foreign exchange
during the year. Eight sub-sectors operated
between 40 and 50 per cent, while another
ten operated below 40 per cent. There were
no returnsfrom three sub-sectors.

The performance in the sub-sector
fell below expectations, and this was
traceable to the poor condition of basic
infrastructure, especially electricity supply.

6.3.2 Mining
There was a remarkable

improvement in the mining sub-sector in
2003. At146.6(1985=100), theindex of
mining production increased by 9.6 per
cent, in contrast to a decrease of 7.7 per
cent recorded in 2002. The rebound
during theyear wasattributed, largely, to
theincreasein Nigeria's OPEC quotafor
crude oil in 2003. Crude petroleum
accounted for the bulk (98.9 per cent) of
the total output in the sub-sector. Gas,
cassiterite and columbite output
recorded significant increases, whilethe
production of coal and limestone
declined (Table6.11).

6.3.2.1CrudeOil

Nigeria's aggregate crude oil
production, including condensates, was
estimated at 848.7 million barrels per
annum or 2.33 million barrels per day
(mbd) in 2003, representing an increase
of 10.4 per cent over the level in 2002.
Theincrease was attributabl e to ahigher
OPEC quota of 2.018 mbd, compared
with 1.787 mbdinthepreviousyear. The
production of 'Oso’ condensates,
however, declined from 32.59 million
barrelsin 2002 to 21.27 million barrels.
Of thetotal daily production, an average
of 2.31 mbd, representing 99.1 per cent,
was exported, compared with 1.66 mbd
or 79.0 per cent in 2002. Although the
Nigerian National Petroleum
Corporation (NNPC) purchased 162.4
million barrels of crude oil, representing
19.1 per cent of total production for
domestic consumption, only 45.03
million barrels were delivered to local
refineries. About 117.3 million barrels,
representing 72.3 per cent of NNPC's
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purchases were exported and the proceeds
used to import petroleum products.

The spot price of the Nigerian
reference crude, Bonny Light (37° API),
averaged US$29.20 per barrel, representing
an increase of 16.6 per cent above the level
recorded in 2002. Also, theaverageprice of
the Forcados was US$29.03, indicating an
increase of 16.4 per cent. Similarly, the
average price of the UK Brent increased by
15.63 per cent to US $28.86. In the
American spot market, the average prices of
the Arab Light and West Texas Intermediate
(WTI) increased to US $26.92 and
US$31.09 per barrel, respectively in 2003,
fromUS$22.73 and US $26.01 per barrel in
2002. The increase in prices were
attributable to the protracted tension in the
Middle East, the war in Irag, severe winter
in the Northern Hemisphere, and the
booming Chinese economy all of which
induced a higher demand for oil. Supply on
the other hand, was affected during the year
by the protracted industrial dispute in the
Venezuelanoil industry.

6.3.2.2Gas

The production of natural gas
increased by 11.3 per cent to 53,379.0
million cubic metres (MMm’) in 2003. The
improvement was attributable mainly to the
expansion in oil production and associated
gas. Also, the quantities of gas utilised and
flared increased by 14.3 and 7.5 per cent to
30,580.0 and 22,799.0 MM m*, respectively.
Gas flared accounted for 42.7 per cent of
total output, compared with 47.8 per cent in
2002. The reduction in the proportion of
flared gas was attributed to the expansionin

gas utilisation, as gas sold to industries
for energy increased by 61.6 per cent to
18,947.0 MMm’, out of which 64.1 per
cent was sold to the Nigerian Liquefied
Natural Gas (NLNG). At 7,341.0
MMm?’, gasre-injected into the wellsfor
conservation decreased by 15.4 per cent
below the level in the previous year,
while gas converted to natura gas
liquids (NGL) declined by 53.7 per cent
to 1,585.0 MMm’. Gas used as fuel by
oil companiesalso fell by 7.0 per cent to
1,973.0Mmm’

6.3.2.3SolidMinerals

Solid minerals production
declined in the review period. The
aggregate output fell by 36.5 per cent to
8,270 million tonnes from 13,026
million tonnes in the preceding year
(revisedfigures). Thefall wasaccounted
for by declinesin the production of coal
(46.9 per cent), marble (45.8 per cent)
and limestone (35.1 per cent). The
production of columbite and cassiterite,
however, increased by 145.6 and 133.1
per cent, respectively. The decline in
coal and limestone production reflected
the fall in demand, occasioned by the
shift by its maor consumers in the
country, the Nigerian Railway
Corporation (NRC) and the National
Electric Power Authority (NEPA)
towards more, environmentally friendly
sources of power, such as petroleum and
gas. For limestone, thefall initsdemand
was occasioned by a decline in the
production of cement in the country. In
contrast, the increase in the production
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of Cassiterite and Columbite reflected the
efforts of the Ministry of Solid Minerals,
through the Nigerian Mining Corporation,
towards the resuscitation of their
exploration, evaluation and mining across
thecountry.

6.3.3 Electricity Generation

At 20,183.2 million kilowatts'hour
(KWH), aggregate electricity generation
declined by 6.3 per cent, compared with an
increase of 9.6 per centin 2002. Thefall was
traceable to thermal generation which
decreased by 16.9 per cent below thelevel in
2002, although hydro- generation increased
by 20 per cent. The lower output of the
thermal plants was attributed to shutdowns
for rehabilitation, as well as communal
unrestsin the gas/oil producing areaswhich
disrupted gas transportation through
pipelinestothe plants. The NEPA accounted
for 99.5 per cent of the total electricity
generated. The poor performance in
electricity generation in 2003 was aso
attributed to a decline in the funding of the
power sector by the Federal Government.
Moreover, NEPA's functional plants,
especidly, 6 units of the Kainji plant, 5
units of Jebba plant and 6 unitsof Egbin
plant were over-used in an effort to meet the
nation's power needs.

6.3.4 Energy Consumption

At 165.9 (1985=100), the aggregate
index of energy consumption increased by
0.3 per cent in 2003, compared with an

increase of 0.9 per cent in the preceding
year. The aggregate energy consumed
increased from 56.1 million tonnes of
coa equivalent (tce) in 2002 to 58.4
million tce in 2003. The increase was
accounted for by increases in the
consumption of petroleum products (5.8
per cent), natural gas (3.0 per cent) and
hydro-power (0.2 per cent). However,
the consumption of coal declined by 9.2
per cent.

6.3.4.1 Petroleum Products

The aggregate quantity of
petroleum products consumed increased
by 2.6 per cent to 11,528,790.88 million
tonnes during the year, compared with
anincreaseof 11.3 per centin 2002.

The consumption of liquefied
petroleum gas (LPG), low pour fuel oil
(LPFO), other intermediate products,
dual purpose kerosene (DPK),
bitumen/asphalt, premium motor spirit
(PMYS), automotive gas oil (AGO) and
lubricating oil increased by 22.2, 28.9,
11.2, 3.0, 3.0, 1.9, 0.3 and 0.1 per cent
respectively. The increase in
consumption of petroleum products was
ascribed to the general improvement in
the level of economic activity. There
was also massive importation of
petroleum products by the NNPC and
major oil marketers to meet domestic
supply shortages arising from pipeline
vandalisation and sub-optimal
performance of the local refineries
(Table6.13).
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6.3.4.2Electricity Consumption

Improvements in the electricity sub-
sector had been sluggish. Electricity
consumption increased by 0.2 per cent to
12,866.6 million KWh in 2003, compared
with an increase of 0.6 per cent in the
preceding year. Therisein consumptionwas
accounted for by an increase of 7.3 per cent
in commercial/street lighting, as industrial
andresidential consumption declined by 9.3
and 0.6 per cent, respectively.

The fal in industrial consumption
reflected aswitch to private provisioning by
industrial consumers as a result of the
ongoing rehabilitation of NEPA
plants.Residential consumption accounted
for 59.6 per cent of total electricity

consumption, while commercial and
street lighting and industrial
consumption accounted for 27.5 and
12.9 per cent of thetotal respectively.

6.3.4.3Coal

Coal consumptiondeclined by 9.2
per cent to 8,182.1 tonnes during the
year, owing to increased usage of other
forms of energy, especially petroleum
products and natural gas, as well as the
environmental hazards of raw coal
utilisation. However, construction work
at the first phase of coal
carbonization/Briqueting/ pelletization
plantsby the Nigerian Coal Corporation,
Enugu for the production of 100,000
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tonnes per annum of smokeless coal had
reached 95 per cent compl etion by theend of
2003.

6.3.4.4Natural Gas

The consumption of natural gas, at
29.9 million tce (1985=100), increased by
3.0 per cent, compared with an increase of
3.1 per cent in 2002. Natural gas accounted
for 51.2 per cent of total energy consumed.
The increase in natural gas consumption
was attributed partly to its growing role as
an emerging fuel for power generating
plants, industrial enterprises and the oil
companies.

6.3.4.5 Hydro-Power

At 2,835,100.6 tce (1985=100),
hydro-power consumption increased by 0.2
per cent in 2003, the same as in the
preceding year. The sluggish performance
in hydro-power consumption reflected the
poor performance in power generation
generally duringtheyear.

The Central Bank of Nigeria started
the survey of housing construction in 2002
with the aim of gathering pertinent
information on housing unitsin the country.
Theinitial survey covered only seven states
and the Federal Capital Territory, and
information were received from the
ministriesof land and survey, on the number
of applications for building permits,
approvals given, and the buildings actually
started. Simple indices were constructed
using the number of building plans

approved as a proxy for the number of
houses built. The housing construction
index was calculated using 1997 as the
base year. During the 2003 annua
survey, conducted between January and
March 2004, the number of states
covered was increased to twenty-two
(22). Ananaysisof thereturnsindicated
a decline in the tempo of housing
construction activities in 2003. For
instance, the index of applications
received declined by 7.6 per cent to
950.1. Similarly, the indices of
applications which received approval
and the buildings started decreased by
31.1 and 16.1 per cent to 692 and 177.6
respectively. Of the total applications
received, the highest number, about 48.7
per cent, was for commercial purposes,
while 23.7, 4.8 and 25.2 per cent were
for residential, industrial and other
purposes, respectively (Table6.14).

6.5.1 Shipping Services

Shipping activities fell further in
2003. Available data indicated that the
number of ships entering Nigerian ports
and their net registered tonnage (NRT)
declined by 13.0 and 8.6 per cent to
2,339 and 16.0 million NRT,
respectively. In the same vein, the
number of ships cleared to board at the
ports and their net registered tonnage
declined by 11.3 and 5.5 per cent to
2,494 and 18.2 million NRT,
respectively. The volume of non-ail
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shipment, however, increased by 1.4 per
cent to 30.4 million tonnes, in contrast to a
decline of 1.0 per cent in 2002. While non-
oil imports increased by 4.3 per cent as in
2002, exports declined further by 6.5 per
cent, compared with the 13.0 per cent
declinein2002.

The quantity of goods transported
from the hinterland to the Nigerian ports
increased marginally by 0.3 per cent to 9.6
million tonnes. Combined haulage through
pipelines, conveyor belts and suction pipes,
which were the major modes of
transportation (89.2 per cent), remained the
same. Road and water transportation
accounted for 10.6 and 0.2 per cent
respectively, while anegligible volumewas
transported by rail asinthepreviousyears.

6.5.2 Railway Services

The performance of the Nigerian
Railway Corporation (NRC) during theyear
was mixed. Available dataindicated that the
number of passengerstransported increased
by 54.8 per cent in contrast to a decline of
23.3 per cent in the preceding year. The
passenger revenue and the
passenger/kilometre covered also increased
by 101.0 and 55.0 per cent, respectively. In
contrast, the freight tonne / kilometre and
freight revenues declined by 40.0 and 23.9
per cent, respectively.

6.5.3 AirlineServices

The activities of the Nigerian
Airways came to a halt in 2003, following
government's plan to liquidate it and float
another national carrier. However, the
operations of the private domestic airlines

recorded marginal improvement, during
the year. The number of passengers
airlifted increased by 0.1 per cent to 3.7
million in 2003. Similarly, cargo tonnes
per kilometre and mail tonnes per
kilometre increased by 0.7 and 0.5 per
cent, respectively, compared with 0.2
and 0.3 per cent in 2002. The
improvement in the performance of the
airlines was attributable to increased
competition engendered by an increase
inthenumber of airlineoperatorsandthe
acquisition of additional aircraft by
someoperators.

On the international scene, there
was a marked improvement in airlines
activities as the number of passengers
carried, both on the African and other
routes, increased by 13.8 and 9.6 per
cent, respectively, compared with 11.5
and 2.2 per cent in the preceding period.
However, the passen-ger/kilometre,
cargo tonne/kilometre, mail
tonne/kilometer and aircraft/kilometre
ratios as well as freight tonnes for the
African and other routes recorded
declines, ranging from 0.3 per cent to
15.4 per cent.

6.5.4 Communications

The deregulation of the Nigerian
telecommunications sub-sector in 2001
resulted in aremarkableimprovement in
the sector. In response to the new
competitive environment, the
government-owned operator, Nigerian
Telecommuni-cations Limited
(NITEL), increased its number of
telephone linesfrom 767,862 in 2001 to
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932,4241n 2002, representing an increase of
20.3 per cent. However, as at June 2003,
NITEL had only 510,000 functionaly
connected lines made up of 350,000
connected fixed lines, 120,000 GSM lines
and 40,000 analoguelines.

The combined subscriber network of
the two private operators which began
operations in 2001 increased from
1,660,000 lines in 2002 to 2,050,000 in
2003, representing an increase of 23.4 per
cent. The Globacom Nigeria Ltd, another
private operator, began operations towards
theend of theyear.

With an estimated population of
125.8 million people, the country's tele-
density improvedtremendously from 1:165
in December 2001 to 1:56 in 2002 and
further to 1:49 as at June 2003, which is
much higher than the International
Telecommunication Union (ITU) specified
minimum standard of 1:100.

Theinvolvement of privatetelephone
operatorsintheindustry has brought about
innovation, awider coverage, competition,
better services and the mobilization of new
financing for telecommunications
investments. Also, the introduction of the
GSM has increased the contribution of the
communications sector to the GDP, from
NO.69 hillion in 2002 to ™0.83 hillion in
2003.

6.6.1 Unemployment

Available data from the Federd
Office of Statistics showed that the

composite unemployment rate, as at
March 2003, was 2.3 per cent, compared
with 3.8 per cent at end December 2002.
Theurban and rural unemployment rates
were also estimated at 2.4 and 2.3 per
cent respectively, compared with 3.8 and
2.7 per cent in the preceding year.The
reduction in unemployment rates was
attributed to the various government
efforts aimed at addressing the problem
through poverty alleviation
programmes. The unemployment rates
were also dampened by an increased
number of people engaged in informal
sector activities, although the bulk of
such people could be regarded as
underemployed. Afurther analysisof the
unemployed by educational level
showed that secondary school leavers
accounted for 53.6 per cent, primary and
tertiary 14.7 and 12.4 per cent
respectively, while those without any
form of schooling accounted for 19.3 per
cent.

The number of the unemployed
registered with the Employment
Exchange Offices increased marginaly
by 0.1 per cent to 143,690 in 2003. The
data showed that the number of
unemployed lower-grade workers,
estimated at 81,570, decreased by 0.3
per cent, but the number in the
professional and executive cadre, on the
other hand, increased by 0.1 per cent.
The number of vacancies declared for
the lower-grade workers by the
Employment Exchange Offices fell by
5.7 per cent, in contrast to an increase of
7.7 per centinthepreceding year. For the
professional and the executive cadre, the
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number of vacancies declared increased by
3.3 per cent to 125, in contrast to a decrease
of 4.7 per cent in the preceding year. The
number of placements, for both the
professional and executive cadre and lower-
gradeworkersdeclined by 14.1 and 25.1 per
cent, respectively.

6.6.2 Industrial Relations

The number of declared trade
disputesin 2003 declined by 2.0 per cent to
49, in contrast to anincrease of 11.1 per cent
in 2002. Of thetotal trade disputes declared,
42 or 85.7 per cent led to work stoppages
involving about 302,006 workers. The total
man-days lost to the work stoppages,
including the six months industrial action
embarked upon by the Academic Staff
Unionof NigeriaUniversities(ASUU) were
put at over 5.5million.

Inflationary pressures have largely
persisted in 2003, especialy in the last
guarter of the year. Data from the Federal
Office of Statistics (FOS) indicated that the
averageall-items composite consumer price
index (CPI) for December 2003 was 105.9
(May 2003 = 100), representing an inflation
rate of 14.0 per cent, compared with the
single digit target and the 12.9 per cent
recorded in 2002. The increase in the
general pricelevel was attributed to therise
in aggregate demand, the depreciation of the
naira, and theincrease in the pump prices of
petroleum products, all of which resultedin
high costs of transportation and domestic
production. The food index increased by

6.0 per cent to 102.3 during the year.
Also, the non-food components,
particularly alcoholic beverages,
tobacco and kol a; clothing and footwear;
housing, electricity, gas and other fudl;
health and transport. Others include
education, recreation and culture; and
miscellaneous and other services which
recorded price increases of 11.9, 20.8,
33.9, 18.3, 26.5, 24.9, 35.1 and 54.5 per
cent respectively (Table 6.15). The
average al-item urban CPlI stood at
107.2, representing an increase of 16.5
per cent, when compared with the level
in the preceding year. Thisincrease was
traced to the rise inthepricesof all the
component items, which ranged from
2.6 per cent for communicationsto 44.9
per cent for housing, electricity, gasand
other fuels. Similarly, the all-item rural
CPl at 105.4 (May 2003 = 100) indicated
an increase of 13.2 per cent. All the
component items, except
communications, contributed to the
increase(Tables 6.16 & 6.17).

The developments in the social
services sector were mixed in 2003. The
implementation of the National Poverty
Eradication Programme and the
surveillance activities of the Nationa
Agency for Food, Drug Administration
and Control (NAFDAC) recorded
notable successes. A modest
improvement was also recorded in the
provision of potable water, especially in
the rural areas. However, the high
incidence of industrial strikes in the
tertiary institutions dampened the
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performanceof the education sector.

6.8.1 National Poverty Eradication
Programme (NAPEP)

Over 100,000 youths were trained in
different skills within the country under
NAPEP. Thegovernment also distributed a
total of 2,000 units of three-wheeler
vehicles cdled 'KEKE-NAPEP in al the
states, compared with 2,497 units
distributed in 2002, and established 147
youth information centres across the
senatorial districts.

6.8.2 HealthcareDelivery

There were some improvements in
the healthcare delivery services during the
year. Immunization against polio and other
childhoodkiller diseases was intensified in
spite of resistance in some states. The
NAFDAC intensified its surveillance
effortsaimed at ridding the country of fake,
expired and sub-standard drugs and
products. The agency destroyed fake or
expired drugs worth &567.2 million and
shut down some local pharmaceutical
companies engaged in illegal production
and sale of expired drugs. NAFDAC's
moves to stop the importation of fake drugs
into the country also received aboost asthe
Government of India began the pre-
inspection of drugs before they were
exportedtoNigeria.

6.8.3 Education

The education sector recorded mixed
developments during the year. Efforts were
made to rehabilitate and improve primary

and secondary schools, under the
Universal Basic Education Programme.
Also, enrolment in the primary and
secondary schools increased by 3.0 and
2.0 per cent to 30.46 million and 7.63
million respectively. The teacher/pupil
ratios in both primary and secondary
schoolsimproved during theyear asthey
declined from 55 and 50 in 2002 to 53
and 43 in 2003 for primary and
secondary schools respectively.
However, the performance of the sector
was constrained by the six-month
industrial action embarked upon by the
Academic Staff Union of Nigerian
Universities (ASUU), over the non-
implementation of earlier agreements
reached with the Federal Government.

6.8.4 Water Resources Development

There was an increase in water
resources development during the year.
These included the expansion and
completion of some rura and urban
water supply projects in many states.
Among these were the Gombe Water
Scheme (Gombe State) and the Gurara
Water Scheme (Niger State). Other
major water projects reported included
those of Aleiro, Malisa, Ruwan Fili
Razai, Unashi and Kwandage (Kebbi
State), executed at the cost of ¥45.00
million; and the Oriokpa Water Project
at the cost of ?428.48 million (Edo State).
About 52 solar-powered water projects
were also completed in Katsina State at
the cost of N372.41 million during the
year.
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6.8.5 Demography

The projected annual growth rate of
2.83 per cent (based on the revised 1991
census) puts Nigerias population at 125.8
millionin 2003. No changeswererecorded
in the maternal and infant mortality rates,
which remained at 10.0 and 75.1 per 1000
live births, respectively. Similarly, crude
birth and death rates remained at 49.0 and
14.0 per 1000 persons, respectively during
theyear.

6.8.6 TheEnvironment

Environmental protection and
natural resources conservation efforts
were intensified in 2003. The Federd
Government intensified efforts at sand
filling of the bar beachin Lagosand al so,
increased thereaforestation effortsinthe
northern borders of the country. The
problems of flood and gully erosion
persisted during the year in the south-
eastern parts of the country, particularly
inAnambraand Enugu States.
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CHAPTER 7

THE EXTERNAL SECTOR

he pressure on the exter nal sector of the economy in 2003 moder ated remarkably as

the overall balance of payments deficit narrowed from N565.35 billion or 10.3 per
cent of Gross Domestic Product (GDP) in 2002 to N162.84 billion or 2.2 per cent of
GDP. The outcome was influenced by the robust goods account, occasioned by the
favourable developments in the international oil market, as the average price of
crude oil rose from US$25.04 per barrel in 2002 to US$29.61 per barrel in 2003.
Consequently, the current account recorded a surplus of N507.12 billion, equivalent
t0 6.9 per cent of the GDP, asagainst 0.7 per cent in 2002. Conversely, the deficitin
the capital and financial account widened from N602.88 billion in 2002 to N661.59
billion in 2003. In the foreign exchange market, under the Dutch Auction System
(DAYS), the naira exchange rate to the US dollar, depreciated from an average of
N120.97 in 2002 to N129.36 in 2003. Thiswas as a result of the persistent demand
pressur e caused by mar ket exuberance during thefourth quarter. Thefinancing of the
overall deficit wasthrough thedraw-down on external reservesand partial defer ment
of scheduled external debt service. Thus, the stock of external reserveswas depleted
by 2.8 per cent, to US$7.47 billion as at end-December 2003, while the deferred debt
service totalled US$1.05 hillion. The level of external reserves could finance 6.5
months of imports cover, compared with 7.8 months recorded in the preceding year.
Theimport cover of 6.5 monthswas, however, above the \est African Monetary Zone
(WAMZ) minimumrequirement of 3.0 months.

The surplus in the current account,
which stood at ™N40.22 billion in 2002,
increased sub-stantially to N507.11 billion
in 2003. The performance largely reflected
developments in the goods account and
further improvements in current transfers
(net). The surplus in the goods account,
adjusted for balance of payments, increased
from ™N445.83 hillion in 2002 to N41,111.56

billion. The deficit in both the services
and income accounts widened, while
current transfers (net) increased by 17.9
per cent over itslevel in 2002 to™N200.83
billion, reflecting the higher inward
transfers by Nigerians living abroad
(Tables7.1and7.2).

7.1.1 GoodsTrade

Total transactions on goods
(trade) account (unadjusted for balance
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of payments) increased from #N3,463.19
billionin 2002 to#&4,845.96 billion in 2003,
representing an increase of 39.9 per cent.
Both exports and imports increased by 53.5
and 23.8 per cent, respectively.

The favourable position in the goods
account reflected higher oil prices in the
international oil market. The oil and non-oil

levels in the corresponding period of
2002. The growth in oil sector imports
was attributed to the deregulation of the
downstream oil and gas sub-sector,
whichincreased thetempo of activitiesin
the petroleum sector. The increase in
non-oil importswas accounted for by the
surgein aggregate demand (Table 7.3). A
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components of total trade also increased by
52.1 and 22.2 per cent to ¥3,127.29 billion
and N1,718.66 billion respectively in 2003
(Table7.3).

7.1.1.1Imports. Cost and Freight (cfr)
At §1,956.11 hillion, total imports
increased by 23.8 per cent, over thelevel in
2002. Both the oil and non-oil sector
imports grew by 23.7 per cent over ther

review of imports by end-users showed
that the share of consumer goodsin total
imports increased by 1.3 percentage
point to 40.5 per cent, while capita
goods and raw materials imports as a
group declined from 60.4 to 59.2 per
cent. Inthe consumer goods sub-group,
the share of durable goods fell by 0.5
percentage point to 2.4 per cent, while
the non-durable goods increased by 1.3
percentagepoint to 38.1 per cent.
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Although the share of capital and raw
materials imports as a group increased, the
relative share of raw materials declined
from 39.4 per centin 2002t0 37.9 per centin
2003. In contrast, the share of capital goods
increased by 0.3 percentagepoint to 21.3 per
cent asaresult of the ongoing rehabilitation
of infrastructure. The share of raw materials
(37.9 per cent) remained dominant (Table
7.4).

Analysis of imports using the
Standard International Trade Classification
(SITC) reveaedthat thevalueof all import
items increased over their respective levels
in 2002. Theincreasesranged from 12.6 per
cent for beverages and tobacco to 41.4 per
cent for miscellaneous manufactured
articles. In relative terms, imports of
manufactured goods dominated total
imports, accounting for N561.3 billion or
28.7 per cent of the total, followed by
machinery and transport equipment

(N465.5 hillion or 23.8 per cent) and
chemicals (¥418.2 billion or 21.4 per
cent).

7.1.1.2 Exports(fob)

The value of Nigerias exports
increased substantially over its level in
2002, reflecting major improve-mentsin
theoil sector. Thus, at?2,889.85billion,
total exports was 53.5 per cent higher
than the level ayear ago. The oil sector
contributed 96.7 per cent of total export
proceeds as against 95.0 per cent in the
preceding year. Oil sector exports grew
from N1,787.62 billion in 2002 to
N2,794.75billionin 2003. Thisoutcome
wasinfluenced mainly by thefavourable
international crude oil prices and
receipts from gas exports. The value of
non-oil exports increased marginally by
0.5 per cent to™N95.09 hillion, thoughiits

O Consumer Goods
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share in total exports declined from 5.0 per
cent in 2002 to 3.3 per cent. The factors
militating against the effective performance
of non-oil exports included low
international demand for primary
commodity exports, ineffective marketing
strategies, and the slow pace of diversifying
thenon-oil export basefrom commoditiesto
manufactures.

7.1.2 Directionof Oil Exports

The Americas as a group continued
to bethelargest buyer of Nigeriascrudeail,
followed by the countries of Western
Europe. Their share of Nigerias crude ail
exports during the year increased by 2.4
percentage points to 48.7 per cent. Total
crude oil sales to this group of countries
increased from 278.5 million barrels, valued
at N913.5 hillion in 2002, to 327.8 million
barrels valued at 41,361.0 billion in 2003.
This represented an increase of 17.7 and
49.0 per cent respectively in volume and
valueterms.

2001

2002 2003

The share of Western European
countries in Nigeria's total crude oil
exportsdeclined marginally from22.4to
22.3 per cent. The value of Nigerias
crude oil exports to Asia increased
further from #339.6 billion in 2002 to
N575.7 billion in 2003. Thus, the share
of Asia as a group increased by 1.6
percentage point to 20.6 per cent. A
similar increase was observed for
African countriesin both thevolumeand
value of crude oil exports. However,
Nigerias crude oil exports to African
countries remained low relative to other
regions, accounting for only 8.0 per cent
of total exports.

The value of oil exports to the
countries of the Economic Community
of West African States (ECOWAS)
increased from 25.1 million barrels,
valued at ?N¥82.3 hillion in 2002, to 33.0
million barrels valued at 4136.9 billion
in 2003. In Africa, exportsto ECOWAS
as a group dominated the region's share
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arising mainly from bilatera agreements
aimed at promoting trade within the sub-
region.

Overall, the United States of
America (USA) remained the largest single
importer of Nigerids crude oil, accounting
for 38.0 per cent of total exports. Thiswas,
however, lower than the 40.3 per cent share
recordedin 2002 (Table7.6).

7.1.3 TheServicesAccount

Transactions in the services account
(net) resulted in an enlarged deficit of
N381.29 hillion in 2003. The deficit was
attributable to out-payments in respect of
transportation and travels which amounted
to #1635 billion and &225.5 billion
respectively. The out-paymentsin respect of
freight and public sector travels remained

high at N163.9 hillion and ¥N126.6
billion respectively. The persistent
deficit in the services account could be
attributed to the low participation by
Nigerians in the provision of
international services as reflected in the
dominance of the freight business by
foreign carriers as well as the increased
volume of business and private travels
abroad by Nigerians.

7.1.4 ThelncomeAccount

The pressure on the income
account (net) persisted as the level of
deficit widened from &382.72 billion to
N423.99 billion in 2003. This
development reflected the high
scheduled interest payments on loans of
N196.15 hillion, which outweighed the
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inflows from interest income on reserves
and other investments. The inflows from
interest on reserves and other investments
fell by 47.5 per cent from 8420.01 billionin
2002 to &10.55 hillion as a result of the
decline in the stock of Nigerias externa
reserve and thegenerally low rate of interest
on financial assets abroad, especialy in
dollar investments.

7.15 CurrentTransfers

The surplusin current transfers (net)
grew by 17.9 per cent to %4200.83 hillion in
2003. This development was influenced by
increased private sector inflowsin the form
of other sector transfers and personal home
remittances by Nigerians living abroad,
which outweighed the deficit recorded in
general government accounts in respect of
foreign embassies expenses, payments to
international organisations and remittances
of foreignersresidentinthecountry.

The CBN administered ques-
tionnaires to diplomatic and consular
missions in Nigeria, with a view to
ascertaining the amount of grants received
during theyear. Theresultsshowed that the
inflow of external cash grants declined by
48.8 per cent to US$18.55 million, as
against US$35.99 millionin 2002. A break-
down of the cash grants into country of
originrevealed that the government of Japan
granted the highest amount of US$9.35
million, or 57.9 per cent, followed by India
and France with US$5.0 and US$1.9
million, respectively. However, the
contribution of France to total grants
increased from 4.7 in 2002 to 10.0 per cent
in2003.

The “other sector” transfers,
reflecting, mainly workers' remittances,
increased by 23.0 per cent to #211.32
billionin2003.

The capital and financial account
remained weak as the deficit widened
further to ™N658.96 billion in 2003,
compared with i4596.31 billion in 2002.
This development was attributed to the
high scheduled debt service payments
and the increase in the net short-term
claimson therest of theworld in respect
of oil sector transactions. Direct
investments (net) increased by 14.7 per
cent over the level in 2002. Similarly,
portfolio investment (net) grew from
N16.1 billion to ™19.0 billion. The
relative improvement in foreign direct
investment (FDI) was the result of new
investmentsin the oil and gas sub-sector
of the economy, as well as investors
perception of prospects in the economy,
increased investment in infrastructure,
and the rigorous efforts at redefining the
country's image. However, the problem
of insecurity of life and property
remained a major setback to the
achievement of the desired level of
capital inflowsthrough FDI.

The performance of the debt
conversion programme,a component of
portfolio investment, was adversely
affected by scarcity of debt instruments
in the secondary market and the
suspension of conversion of Paris Club
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debts. In general, the continued deficit in
“other investment” outweighed the
surpluses in the direct and portfolio
investment sub-accounts. Conse-quently, a
huge deficit emerged and was traced to the
amortization due and increases in short-
term net claimson non-residents.

Total external assets as at end-
December 2003, amounted to N1,505.4
billion, compared with &1,414.3 billion in
the corresponding period of 2002. The
observed increase was attributable to the
depreciation of thenaira. However, indollar
terms, total external assets fell marginally
from US$11.2 billion in 2002 to US$11.0
billion. Of thetotal external assets, the CBN
holdingstotalled41,065.1 billion (US$7.47
billion) and accounted for 70.8 per cent,
compared with 71.7 per cent in the
comparable period of 2002. A breakdown of
the CBN holdings showed that the foreign
exchange balance increased from #41,013.5
billion to N1,065.1 billion as a end-
December 2003. The net foreign assets of
the deposit money banks (DM Bs) amounted
to N437.7 hillion, representing an increase
of 9.9 per cent over the level in the
corresponding period of 2002 (Table7.7).

Foreign exchange inflows and
outflows through the CBN in 2003
amounted to US$15.6 billion and US$16.3
billion respectively, com-pared with

US$9.7 billion and US$13.1 billion in
2002. These developments resulted in a
net outflow of US$0.7 billion in 2003,
which was 78.5 per cent lower than the
level in 2002. The rise in inflows was
attributed to enhanced oil receiptswhile
that of outflows resulted from increased
out-payments in respect of the major
items. These included external debt
service payment, the official funding of
the foreign exchange market, joint
ventures cash call, and “other official
payments’ - all of which increased by
82.0, 18.8, 2.2 and 5.8 per cent
respectively.

The demand pressure in the
foreign exchange market under the
Dutch Auction System (DAS) was
exacerbated during the year as foreign
exchangeworth US$9.6 billionwas sold
to authorised dealers, compared with
US$8.1 hillion in 2002. Consequently,
the naira depreciated by 6.5 per cent,
having traded on the average at ?4129.36
per dollar during the year. In the
bureaux-de-change (BDC) segment of
the market, the exchange rate
depreciated from N138.28 to N141.99
per USdollar. The premium between the
DASand BDC ratesnarrowed from 14.8
per centin 200210 9.8 per centin 2003.

7.5.1 Pre-Shipment Inspection

The aggregate value of Forms'M'
opened in 2003 was US$17,984.1
million (82,326.4 billion). Of this
amount, transactions “valid for foreign
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exchange” accounted for US$13,897.00
million (77.3 per cent), while imports “not
valid for foreign exchange’ accounted for
US$4,087.1 million (22.7 per cent). The
total value of goods, valid and not-valid, for
which a Clean Report of Inspection (CRI)
was issued was US$9,157.09 million. Of
this amount, transactions “valid for foreign
exchange” amounted to US$7,292.2
million (79.6 per cent), while those “not
valid for foreign exchange” were worth
US$1,864.79 million (20.4 per cent).

7.5.2 Direct Saleof Travellers

Cheques(Tcs)

The pilot project of direct sale of
TCs to end-users, which took off in
February 2002, wassustainedin 2003. A
total of 14 BDCs were approved to
commence the purchase and sale of TCs
from Travelex Global Financial Services
Limited. Overall, total foreign exchange
disbursed to end-users through the two
TCs providers (Travelex and Amex)
amounted to US$242.93 millionin 2003.
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PART THREE

THE INTERTNATIONAL
ECONOMY



CHAPTER 8

INTERNATIONAL ECONOMIC AND FINANCIAL
DEVELOPMENTS

he estimated world output increased by 3.2 per cent in 2003, representing a

marginal improvement of 0.2 percentage point over thelevel in2002. Thelow rate
of growth was attributed to the economic slow-down in the industrial countries of
Western Europeduring thefirst half of theyear which adver sely affected other regions
of theworld. However, following the effortsto subdue inflationary pressure globally,
monetary policies were eased to support economic recovery in most regions. The
issues that dominated discussions at international fora during the year included
sustaining global economic recovery, strengthening the international financial
architecture, improving crisisresol ution mechanismsand promoting macroeconomic
stability. The G-24 Minister sof devel oping countriesnoted that trade protectionismin
industrial countries had constrained global growth and poverty reduction. They,
therefore, called for agricultural reforms in industrial countries to allow market
access to devel oping countries, as well as enhance the progress of powverty reduction
as envisaged in the Millennium Development Goals. At the sub-regional level, the
Authority of Heads of State and Government of the West African Monetary Zone
(WAMZ) agreed to site the Headquarters of the proposed West African Central Bank
inAccra, Ghana.

Global economic output grew at an
estimated rate of 3.2 per cent in 2003,
compared with 3.0 per cent in 2002. Output
performance was particularly low during
the first half of the year, owing largely to
uncertainties in different regions arising
from the Iragi crisis, the outbreak of Severe
Acute Respiratory Syndrome (SARS) in
South East Asia, and the bursting of the

United States equity market. As
inflationary pressure moderated in most
parts of the world, macroeconomic
policies were eased during the second
half of the year to support global
economicrecovery.

On a regiona basis, the United
States (US) economy led economic
recovery in industrial countries
following the introduction of an
economic recovery package in most
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countries. The U.S. economy grew by 2.6
per cent, compared with 2.4 per cent in the
preceding year. In Japan, the economic
growth rate was estimated at 2.0 per cent,
owing to the limited impact of some
recovery measures adopted during the year
(Table8.1).

In the Euro area, however, economic
slowdown was deeper and more prolonged.
The growth rate was barely 0.5 per cent
reflecting, largely, the impact of weak
domestic demand, corporate difficultiesand
the appreciation of the euro against other
major trading currencies. Germany, France
and Italy experienced severe economic
difficulties. The German economy
remained weak for the third consecutive
year, with a growth rate of 0.5 per cent, a
development which adversely affected the
entireregion. Europe'sinability to respond
positively to the downturn was due largely
to the restrictive fisca and monetary
policies imposed by the Stability and
Growth Pact and the European Centrad
Bank.

In the emerging markets of Asia,
output declined by 1.1 percentage point as
economic activities were influenced not
only by developments in the industria
countries, but also by contractionin externa
financing, the outbreak of SARS, and other
country specific situations.

Developing countries as a group
recorded 5.0 per cent growth ratewhichwas
0.4 percentage point above the growth rate
in 2002.  Within the group, African
countries recorded 3.7 per cent growth,
compared with 3.1 per cent in 2002. The
group benefited from the expansionary

effects of global economic recovery and
high commodity prices. Growth
prospects were, however, undermined
by adverse weather conditions, the
HIV/AIDS scourge, political instability
and conflicts. Nevertheless, Morocco,
Tunisia, Botswanaand Nigeriarecorded
5.5, 5.5, 3.7 and 10.2 per cent growth
rates respectively, while Ethiopia, Cote
d'lvoire, countries of the Great Lakes
region and South Africarecorded output
declines of 5.0, 1.2, 0.3 and 0.8 per cent
respectively, from the levelsrecorded in
thepreceding year.

The developing countries of Asia
experienced an initial dowdown in
economic activity owing to weak
domestic demand, war-related
uncertainties, high oil prices and the
outbreak of SARS, but that situation was
later offset by thefiscal stimulusadopted
by many countriesof theregion.

Growth in the region remained
unchanged at the 2002 level of 6.4 per
cent. Growth performance of China
remained strong at 7.5 per cent, owing
largely to the financial and economic
reformsintroduced duringtheyear.

The growth rate of the economies
of the Western Hemisphere as a group
was 1.1 per cent, in contrast to the
decline of 0.1 per cent in 2002. The
region's economic recovery was
supported by increased exports,
facilitated by depreciation in the redl
exchangerate.

The growth rate in the Middle
East was estimated at 5.1 per cent,
representing a 0.3 percentage point

CBN Annual Report & Statement of Accounts for the Year Ended 31st December, 2003. Page: 92



increase over thelevel inthe preceding year.
The increase was due largely to strong
growth in oil-exporting countries in the
region, particularly Saudi Arabia and the
Gulf States, as well as economic reformsin
Iran.

Growth in the Eastern European
countriesremained robust, at 3.4 per cent as
against 3.0 per cent recorded in 2002.
Energy exports, particularly by Russia, as
well as favourable liquidity conditions in
the domestic economy and increased access
to international capital markets were
supportive of economic activities in the
region. Economic growth in Russia was
estimated at 6.0 per cent, compared with the
preceding year'srate of 4.3 per cent.

Inflationary pressure moderated in
many partsof theworldleadingtotheeasing
of macroeconomic policies and a reduction
ininterest rates, especially in Europeandthe
U.S., as well as other industrial and
emerging market economies. The low
interest rate policy and low inflation rate
averaging 2.0 per cent inthe U.S, facilitated
afirm economic recovery. In Japan, short-
term interest rates of about zero per cent,
amed at stabilizing the financial system,
were unable to end the deflationary trend
which began in early 2000. Price deflation
was 0.3 per centin 2003, compared with 0.9
per cent in the previous year. In the euro
zone, inflation declined to about 2.0 per
cent, reflecting the generally tight monetary
andfiscal policiesof thezone.

Developing countries as a group
recorded price inflation of 5.9 per cent,
indicating a 0.6 percentage point increase
above the level in the preceding year.

African countries as a group recorded a
10.6 per cent inflation rate, compared
with 9.3 per cent in 2002. With the
exception of some countries, notably,
Zimbabwe and Angola, inflation in
Africawasrelatively low owing, largely,
to the tight fiscal policy stance adopted
by most governments.

The developing countries of Asia
recorded an average inflation rate of 2.5
per cent, which was 0.5 percentage point
abovethelevel in2002. For countriesin
the Western Hemisphere, further reforms
amed at strengthening the banking
system and granting autonomy to central
banks were helpful in someinstances, in
reducinginflationary pressureto 14.8 per
cent, compared with the 17.3 per cent
recorded in 2002. Inflation in the
developing countries of the Middle East
and Europe declined by 2.2 percentage
pointsto 13.5 per cent. Thehighinflation
rate reflected the distortionsin economic
activities arising from war and political
uncertaintiesintheregion.

For the Transition Economies of
Central and Eastern Europe and Russia,
inflation rates continued to trend
downwards, but remained comparatively
high vis-a-vis other regions. Within the
region, inflation rates varied, ranging
from single digit in the most advanced
reformers, to high rates of 21.9 and 29.0
per cent respectively in Uzebekistan and
Belarus, the less advanced reformers
(Table8.1).
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At US$13,530.3 hillion, the nominal
value of global trade increased by 13.8 per
cent above the level in the preceding year
owing, largely, to the depreciation of the
U.S. dollar and high oil and non-fuel
commodity prices. Real growth in trade,
however, averaged 3.0 per cent, basically
the same rate as in the preceding year. The
less than expected performance reflected
weak economic conditions in many
countries, especially in Western Europe, and
accentuated by geopolitical conditions in
the Middle East and the outbreak of SARS
inAsia

A disaggregation of total world trade
showed that industrial countries accounted
for US$10,604.8 hillion or 78.4 per cent of
the total, while developing countries share
was US$2,925.5 billion or 21.6 per cent. In
some industrial countries, exports were
depressed by weak demand, while the
substantial appreciation of the euro
undermined recovery effortsin Europe.

Of the total trade of developing
countries, the non-oil exporting countries
accounted for US$2,393.4 billion or 81.8
per cent, while the oil-exporting countries
were responsible for the balance of $532.1
billionor 18.2 per cent (Table8.1).

The International Foreign
ExchangeMarket was relatively unstable as
the U.S. dollar depreciated significantly

against other major trading currenciesin
2003. Thiswasdue, largely, to the huge
U.S. current account deficit, which stood
at US$548.6 hillion at end-December
2003. The appreciation of the euro,
culminating inan all-timehigh exchange
rate of US$1.25 per euro, undermined
export trade in the euro zone, a
development that adversely affected the
pace of economic recovery in the zone.
On the average, the dollar depreciated
against the yen, the euro, the pound
sterling and the Swissfranc by 7.8, 17.2,
7.9, and 15.3 per cent respectively.

Similarly, the naira depreciated,
ontheaverage, against theU.S. dollar by
6.5 and 2.7 per cent respectively at the
official DAS and the Bureaux-de-
Change (BDC) segments of the Foreign
Exchange Market. The relative
depreciation of the naira against the
dollar was precipitated largely by market
exuberance and the expansionary fiscal
operations of the three tiers of
government.

Developmentsintheinternational
petroleum market were very favourable
to Nigeriain 2003. OPEC reviewed the
production quotas of its membersduring
the year to accommodate disruption in
production arising from the war in Irag
and workers strikes in Venezuela. The
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OPEC production policy contributed to the
sustenance of the priceof oil at an average of
US$28.14 per barrel or 12.6 per cent higher
than the previous year's average price.
Nigeriasproduction quotawasincreased by
about 8.2 per cent in 2003 to 2.045 mbd, in
contrast to aproduction cut of 7.8 per centin
2002. The improvement in the levels of
production and prices boosted the foreign
exchangeearningsof thecountry.

The agricultural export
commodities,cocoa and coffee,
experienced pricedeclinesof 5.1 and 3.6 per
cent respectively due, largely, to the excess
supply of both commodities in the global
market.

8.5.1 Thelnternational Coffee

Organisation (1CO)

At its 43 Annual General Assembly
in Abidjanin 2003, the International Coffee
Organisation (ICO), recommended that
African coffee producers should promote
the consumption of coffee domestically and
in non-coffee producing countries, and
increase efforts in research and
development so as to improve the loca
content and quality of African coffee.
World coffee output rose by 5.6 per cent to
119.32 million bags in 2002/2003 owing,
largely, to the increase in output in Vietnam
and Brazil. Theincreasein supply, however,
depressed the prices of various grades of
coffee.

8.5.2 Thelnternational Cocoa

Organisation (ICCOQO)

The International Cocoa
Organisation (ICCO), at its 27" Special
Session in London and the 68" Regular
meeting in the Dominican Republics in
2003, discussed developments in the
cocoa market; threats to the
sustainability of remunerative prices of
cocog; the selection of a new Executive
Director; and the relocation of the ICCO
headquarters from London to Abidjan,
Cote d'lvoire. The meetings
recommended the following: the
coordination of output programmes by
producers in order to control supply to
the market; the evolution of appropriate
information channels to make cocoa
farmersawareof realistic future pricesof
cocoa; and the need to diversify farming
activities by cultivating other crops to
reduce dependenceon cocoa. ThelCCO
agreed to step up campaigns on the
promotion of cocoa consumption in
producing countries. The supply of
cocoa beans to the world market
increased by 5.1 per cent to 3.0 million
tonnes in 2002/2003. Nigeria's voting
right as a member of the ICCO was
suspended due to a default in the
payment of itsmembershipfee.

8.5.3 TheOrganisation of Petroleum
Exporting Countries(OPEC)
At its meeting in January, 2003,
OPEC increased itsoutput ceilingto 24.5
million barrels per day from 23.0 million
in December 2002. This decision was
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informed by the disruption of production
caused by workers' strike in Venezuela and
the threat of war in Irag. The output level
was later suspended during the meeting of
March 21, 2003, following the US-led war
against Irag. The ceiling was reviewed
upwards during its meeting of April 24,
2003 to 25.4 million barrels per day with
effect from June 1, 2003. The Organisation
reduced output to 24.5 million barrels per
day, with effect from November 1, 2003
following increased supply by non- member
statesand adeclineinglobal demand. Inthe
period under review, OPEC's production
policy helped to maintain an average basket
price of $28.14 a barrel which was 15.5 per
cent higher than the level recorded in 2002.
The Indonesian Oil Minister, Mr. Purnomo
Yusgiantoro, was elected as OPEC's new
President in December 2003.

8.5.4 TheAfricanPetroleum
Producers Association (APPA)

The African Petroleum Producers
Association (APPA) held the Twentieth
Ordinary session of its Council of Ministers
on March 15, 2003 in Tripoli, Libya.
During the meeting, the Council raised the
capital base of the APPA Fund from US$2.5
millionto US$5.0 million, but scheduled the
take-off to when the capital share reaches
US$4.0 million. They also approved a
budget of euro 1.3 millionfor the 2003/2004
financial year, of which member countries
wereto contribute euro 51,223 each. Three
studies of the Permanent Marketing
Committee were merged into one
comprehensivestudy entitled: “

The Supply of Petroleum Products
and Petrochemicals in African
Countries’ with specific reference to ail
flows, shortages of petroleum products,
and emergency plansfor acute shortages.
The Council also approved the setting up
of a committee of experts charged with
responsibility for the calculation,
evaluation and classification of oail
reserves.

The Secretariat's report for
2003/2004 indicated that the non-
implementation of recommendations
and a poor response to committees
assignments had undermined the
performance of APPA which hasbeenin
existence for eighteen years. Member
countries were, however, requested to
submit proposals to the Secretariat for
the preparation of the VI Programme of
Action, in accordance with the overall
objectivesof APPA.

Council members unanimously
elected Nigeria's Dr. Rilwanu Lukeman,
Presidential Adviser on Petroleum
matters, as the new President of APPA.
Also, Mr. DaveL afigji Akanni of Nigeria
was appointed the new Executive
Secretary of APPA for a term of three
years.

8.6.1 Bilateral Relations

During theyear, Nigeriaheld Joint
Commission meetingswith The Gambia,
Cuba, India, Algeriaand South Africato
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deliberate on issues of common interest.
The Nigeria/The Gambia bilateral session
reached agreement on capacity building
assistance to strengthen The Gambian
immigration, judiciary,
telecommunications and military. The
Nigeria/Cuba Joint Commission agreed on
technical cooperation in the production of
animal vaccines at the National Veterinary
Research Institute (NVRI) Vom, Jos,
capacity building in coastal fishing and
management, animal breeding, including
artificial insemination, and biotechnology
andtissueculture.

The Nigeria/Algeria Bi-National
Session concluded cooperation agreements
on improvements of Customs and Excise
Services, and on standard and quality
control of productsfor their mutual benefit.
They also agreed on the need for a speedy
completion of some core joint projects,
especialy the Trans-Saharan Highway, the
Optic Fibre Link and Gas Pipeline Projects
that are expected to link the two countries,
through Niger Republic. The
Nigeria/South Africa Bi-National
Commission agreed to harmonize standards
in laboratory testing and services, the
inspection of consignments and products
and system certification.

8.6.2 Multilateral Relations
8.6.2.1 Thelnternational Monetary
System
Discussions at the various
international meetings centred on how to

sustain the recovery of the world economy;
strengthen the architecture of the

international financial system; improve
crisis resolution mechanisms; and
promote macroeconomic stability in
order to achieve sustainable global
economic growth.

The Ministers of the Group of
Twenty-Four (G-24) developing
countries observed that trade
protectionism in industrial countries
continued to constrain their growth and
hinder their poverty reduction efforts.
They stressed that the monetary policy of
industrial countries should remain
supportive of growth, while the fiscal
framework should aim at restoring fiscal
balance and putting the social security
systems on a sound footing. The
Ministers expressed disappointment
about the outcome of the Cancun
Ministerial Conference of the World
Trade Organisation (WTO) and stressed
the need for progress in agricultural
reforms, particularly among the largest
industrial economies, in order to boost
the growth prospects of developing
economies and strengthen their capacity
to reduce poverty and achieve the
Millennium Development Goals
(MDGs). They noted that growth in
Africa had remained resilient in the
previous three years, the global
downturn not withstanding, reflecting
improved macroeconomic policies,
higher prices of some commodities, and
amodest debt relief under the enhanced
Heavily Indebted Poor Countries (HIPC)
Initiative.

IMF facilities totaling SDR 76.5
billion were granted to developing
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countries in 2003. SDR 69.8 hillion or
91.2% was sourced from the Generd
Resources Account (GRA). Total purchases
by developing countriesfromthe GRA, asat
October 2003, amounted to SDR 19.6
billion, indicating a decline of SDR 5.60
billion or 28.6 per cent below the level in
2002. Total repurchases amounted to SDR
12.8 hillion, resulting in a net transfer of
SDR 17.0 hbillion from the IMF to the
developing countries. Total purchasesfrom
the GRA byAfrican countrieswere SDR 6.7
billion, compared with total repurchases of
SDR 1.9 hillion, resulting in a total net
resource inflow of SDR 4.8 billion during
the first ten months of 2003, compared with
anetinflow of SDR 1.9 billionin2002.

The World Bank Group's total
commitments to developing countries in
2003 amounted to US$18.5 billion,
representing a 5.4 per cent decline from the
level recorded in the preceding year. The
International Bank for Recons-truction and
Development's (IBRD) commitments
declined marginally during the year under
review to US$11.2 hillion, from US$11.4
billion in 2002. The International
Development Association's (IDA)
component stood at US$7.3 billion,
representing adecline of 9.5 per cent below
the level in 2002. The number of projects
approved by both IBRD and IDA increased
from 96 and 133 in 2002 to 99 and 141
respectively in 2003.

The Multilateral Investment
Guarantee Agency (MIGA) issued 68
guaranteed contracts in 2003, valued at
US$1.5 hillion, as against 58 contracts
valued at US$1.358 billion in the preceding

year. Thecontractswerein support of 46
projects, including 3 existing ones.
These were the second highest annual
totals, in terms of both contracts issued
and projects supported, in the Agency's
history.

8.6.2.2TheAssociation of African
Central Banks(AACB)

The Assembly of Governorsof the
Association of African Central Banks
(AACB) held its 27" Ordinary Meeting
in Kampala, Uganda, in August 2003.
The meeting was preceded by a
symposium on “Sub-regional Monetary
Integration: Challenges and Prospects’.
The Gover-nors adopted the report of the
26" Ordinary Meeting of the Association
held in September 2002 in Algiers,
Algeria, and the Revised AACB
Statutes.The Assembly considered the
progress report on the implementation of
the African Monetary Cooperation
Programme and a related phased
convergence process, expected to
eventually usher in asingle currency and
acommon Central Bank in Africa. The
Assembly emphasi zed the importance of
therole of the AACB in the formulation,
design and implementation of
programmes of the African Union (AU)
and the New Partnership for Africas
Development (NEPAD). The Assembly
adopted the budgets of the Association
for 2003 and 2004 and the progress
report on the AACB Website. Mr
Emmanuel TumusiimeMutebile,
Governor, Bank of Uganda was elected
asthe AACB Chairperson for the period
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2003 2004.
8.6.2.3TheWorld TradeOrganisation
(WTO)

The 5" Ministerial Conference of the
World Trade Organisation (WTO) was held
in Cancum, Mexico in 2003 to launch anew
round of multilateral trade negotiations and
to review developments since the 4"
Conference in Doha, Qatar. The conference
was, however, stalled owing to sharp
disagreements between the advanced
economies and the devel oping countries on
the implementation issues regarding the
existing WTO agreements - the withdrawal
of domestic support for agricultural
produce, export subsidies, and market
access - on which devel oped countries were
expected to havetaken action, but had failed
to do so. Developing countries were
opposed to the immediate negotiation of
'‘New Issues, given the non-compliance by
the developed countries with previous
agreements. Cambodia and Nepal were
admitted into the WTO during the
Conference as the 147" and 148" members
respectively, while Hong Kong offered to
host the 6" Ministerial Conference.

8.6.2.4 TheUnited NationsEconomiC
Commissionfor Africa(ECA

The 2003 Conference of African
Ministers of Finance, Planning and
Economic Development was held in Addis-
Ababa in June 2003, under the auspices of
the United Nations Economic Commission
for Africa(ECA). The conference provided
an opportunity for African ministers and
senior policy makers to explore how to
operationalize mutual accountability;

promote policy coherence; contribute to
making the Bretton Woods Institutions
work better for Africa; and overcomethe
economic/hu-man resource costs of
HIV/AIDs, thereby contributing to
meeting the Millennium Development
Goals (MDGs). The Ministers viewed
NEPAD as a vision and a way of
evolving home-grown policies and
programmes for poverty reduction,
improving governance and resolving
conflicts on the continent. They agreed
that the African Peer Review
Mechanism (APRM) represented a
sound basi sfor assessing and monitoring
Africa's commitments to NEPAD
policies.

8.6.2.5 TheEconomic Community of
West African States
(ECOWAYS)

The 27th Session of the Authority
of Heads of State and Government of the
Economic Community of West African
States (ECOWAYS) was held in Accra,
Ghana, in December 2003. The
Authority reaffirmed its commitment to
the consolidation of regional peace and
security, and to the regional integration
process, in order to free the peoples of
the West African sub-region from the
grip of poverty. In view of the serious
threat posed to children involved in
armed conflict in the sub-region, the
Authority adopted the Dakar
Declaration on the West African Child
which requires the ECOWAS Executive
Secretariat to take the necessary
measures to enhance the capacity of
children, and also appointed ECOWAS
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Ambassadorsfor thechild.

The Heads of State and Government
reiterated their commitment to the
objectives, orientations and priorities of
NEPAD asan appropriateinstrument for the
integration and development of the
economies of the African continent and
urged member states to speed up the
establishment of the NEPAD focal points.
They aso appeded to the international
community to fulfil the promises made at
the summitsof Genoain 2001, Kalaskisand
Monterrey in 2002 and Evianin 2003. The
Heads of State and Government endorsed
the launching of Trade Negotiations
between West Africa and the European
Union within the framework of the Cotonou
Agreement. They urged all member statesto
take concrete steps in establishing a single
regional market in West Africa, through the
effective implementation of the ECOWAS
Trade Liberalisation Scheme. A workshop
for the National Coordinating Committees
(NCC) of ECOWAS member states on the
Common External Tariffs(CET) washeldin
Accra, Ghanain 2003 to work out strategies
for the completion of the national report on
theimplementation of CET.

8.6.2.6 TheWestAfrican Monetary Zone
(WAMZ)

The Authority of Heads of Sate and
Government of the West African Monetary
Zone (WAMZ), at its Sixth Summit in
Accra, Ghana in December 2003,
considered and adopted the report of the 13"
Meeting of the Convergence Council,
containing proposalsaimed at strengthening

the implementation of the WAMZ
progranme. The Authority agreed that
member countries should redouble their
efforts to comply with the convergence
criteria and make adequate resources
available to the National Sensitisation
Committees to implement their
programmes. They reaffirmed their
commitment to the actualisation of the
WAMZ Monetary Union and decided
that the Headquarters of the proposed
West African Central Bank (WACB) be
sited in Ghana. However, the Authority
agreed that all WAMZ countries would
be eligible to expressinterest to host the
Headquarters of the future ECOWAS
Central Bank. The Heads of State and
Government formally signed the
Revised Statute of the WA CB.

8.6.2.7 TheWest African Monetary
Agency (WAMA)

The Committee of Governors of
Central Banks of ECOWAS member
states, atits13" Meetingin Accra, Ghana
in December 2003, adopted severdl
proposals aimed at improving the
operations of the West African Monetary
Agency (WAMA). Among these were:
WAMA's 2004 work programme and
budget; a consultant's report on the
general review of conditions of service
and remuneration of WAMA staff; an
auditor's report on WAMA's Financial
Statement for the year ended 31°
December, 2002; the transfer of the
management of the ECOWAS
Travellers Cheque scheme to a private
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sector operator; and progress report on
ECOWAS Monetary Cooperation
Programme(EMCP).

8.6.2.8 TheWest African|nstitutefor
Financial and Economic
M anagement (WAIFEM)

The 13" Meeting of the Board of
Governors of WAIFEM was held in Accra,

Ghana on 16" December, 2003 and the
Governor, Bank of Ghana was elected
Chairman of its Board of Governors.
The Board al so approved the 2004 work
programme and the budget of the
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