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2.0 Definition of Concepts

2.1 Conventional Monetary Policy 
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Quantitative easing, involves the central bank's purchase 

of large and long-term government securities for the 

purpose of injecting liquidity into the system. The main 

purpose of QE is to ease monetary condition in banks to 

raise their capacity to lend. Large purchase of 

government securities by the central bank is expected to 

lower sovereign yields and yields on private securities. The 

low yields raise asset values for holders, enabling increased 

substitution of assets in the market that raises the level of 

aggregate spending. In some cases, QE also involves the 

purchase of private sector securities. Overall, QE drives 

down interest rates. As interest rates fall, the cost of 

business financing, especially new equipment, falls. With 

time, these investments bolster economic activity, create 

new jobs, and depress the unemployment rate. Also, QE 

typically increases the monetary base as banks hold 

increased reserves. When banks loan these reserves, they 

effectively increase the money supply, and if the money 

supply grows at a rapid rate, the increase in economic 

activity engendered by this could cause higher inflation 

and inflation expectations. This downside is one strong 

point of QE critics.



7



8

3.0 Global Macroeconomic Environment leading to the 
adoption of Unconventional Monetary Policy 

The adoption of the unconventional monetary policy was 

necessitated by the global financial crisis, which started in 

2007 following the collapse of some financial institutions in the 

United States. Before the crisis, the global economy was 

serene, particularly between 2002 and 2006. This period was 

characterized by high and relatively stable rates of growth 

especially in developing countries; rising global savings 

flowing from emerging some economies, Japan and 

Germany, as a result of strong world fundamentals. All of these 

were reflected in improved export revenues, remittances, 

and private capital flows in advanced economies as well as a 

surge in investments and exports in developing countries, led 

by China and the emerging markets. 

World GDP at the time grew at an average rate of 3.5 per cent 

annually (that was 101 basis points above its average growth 

rate during the crises period of 2007-2012). From 2.2 per cent in 

2002, global GDP grew, rising steadily, to 4.4 per cent in 2006, 

after which it fell consistently from 4.3 per cent in 2007 to -1.7 

per cent in 2009 before recovering in 2010 (see, Figure 1). This 

performance was driven by the level of growth in emerging 

economies, especially China, which grew consistently from 

9.1 per cent in 2002 to 14.1 per cent in 2007. Although output 

declined between 2007 and 2009 in China, it was at a slower 

rate than in the US, UK, EU and the overall global economy, 

thus sustaining global GDP at positive levels except in 2009.  



Figure 1: GDP Growth across Regions

Figure : Inflation Rate across Regions
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4.0 Experience of other Jurisdictions with respect to
Unconventional Monetary Policy (UMPs)
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 because of the underdeveloped nature of the financial 

markets and the deliberate restraint on interest rates, while 

open market operations were used merely to raise 

revenue for the government and strictly not as instruments 

of monetary policy. However, the structural adjustment 

program (SAP) introduced in the mid-1980s promoted 

market-based monetary policy. The OMO and discount 

window operations (i.e., lending to banks) have remained 

the main instrument for influencing movement in interest 

rates and interest-sensitive expenditure. 

The idea was to induce a market-oriented financial system 

that would effectively aid mobilization of financial savings 

and efficient resource allocation. However, the banking 

system that evolved turned out to be very weak in the 

transmission of monetary policy to real economic 

activities. This necessitated the banking system reforms in 

2004, which had its thrust, to grow the banks and position 

them to play pivotal roles in driving development in other 

sectors of the economy, and to induce improvements in 

thei r  operat ional  ef f ic iency.  Thus,  banks were 

consolidated through mergers and acquisitions as the 

capital base was raised from N2billion to a minimum of N25 

billion. Consequently, the number of banks fell to 25 from 89 

in 2005 and later to 24. Furthermore, banks expanded their 

branches and restructured labour to manage an 

expanded capital base. 

The global financial and economic crises, which began 

effectively in 2007 and stretched to 2009, strained the gains 

from the bank consolidation exercise. The global financial 

crises of impacted economies in several ways and led to 

different policy responses by governments. 
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(i)  Anchor Borrowers’ Programme (ABP):
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