Central Bank of Nigeria Communigué No. 69 of the Sgcial Monetary
Policy Committee Meeting, April 15, 2010

The Monetary Policy Committee (MPC) held a speaiakting on April 15,
2010 to, among other things, consider the modsalitee the injection of
N500 billion into the real economy in continuatiorf the current
guantitative easing policy. It also reviewed dotisesconomic conditions
during the first quarter of 2010 against the backdsf the global economic
and financial developments with a view to guidingnatary and financial

sector policies for the rest of 2010.

The MPC noted the persisting tight credit condgiaand the continuing
under-performance of key monetary aggregates whiath informed its
earlier decision to embark on a quantitative eapwilgcy to be implemented
through investment in debentures to be issued byRBank of Industry
(BOI). The Committee commended the co-operatickey stakeholders in
preparing the modalities for the injection of th&0Q billion financing

facility for the emergency power projects dedicatedchdustrial clusters and
restructuring/refinancing of DMBSs’ exposures te tmanufacturing sector

and SMEslIt stressed the need for even greater co-operatifasirtracking

on-going reform efforts in the banking sector teume the smooth flow of
credit to the real sector of the economy as webrargizing reforms in the
power and other economic infrastructure sectors,ptomote private
sector/foreign investment and employment-generamgith. In this regard,
the MPC welcomes the attention to the power sebiprthe Federal
Government. The Committee emphasized that while@oa reforms and

human capital development remain key ingredientsefmonomic growth,



the Bank is mindful of the supportive role that ameeconomic and
financial stability plays in achieving sustainaglewth and, will continue to

focus attention on these two areas.

On the global scene, the Committee noted that &bound in global
economic activity which started in the second hafif 2009, has been
sustained. The rebound was driven largely by tiseafi policy stimuli
undertaken in both the developed and emerging rmagkenomies in
response to the global financial crisis and thauggseconomic slowdown.
In the wake of the financial and economic crisegneatary policy was
considerably eased with interest rates down to rdedevels in most
advanced and emerging markets, and central baakdmlsheets expanded
considerably to accommodate the stimulus packagdse key concerns,
however, remain the speed and sustainability ofélsevery process which

IS progressing at varying degrees across the drfteegions.

The recovery in the advanced economies is stillkwe#@h real output
projected to remain below its pre-crisis level utdte 2011. However,
growth in the emerging and developing economiesxjgected to recover
faster given their stronger initial economic coimlis and swift policy

responses.

The MPC also noted the continuing rebound in comtyogrices,
particularly crude oil prices, which is helping wupport growth in
commodity producing regions, including Nigeria. Hoxer, the inflation risk

of the rebound in energy prices appears to be atd@dyby the subsisting low



levels of capacity utilization, weak private demaadd well-anchored

inflation expectations.

The MPC further observed that while financial méskbave recovered
remarkably faster than expected, financing conalétjoespecially for
businesses and firms, were likely to remain weakthe near-term as
financial institutions continue to maintain a caus8 approach to credit
extension. It noted the relative stability prevagliin most segments of the

market and the need for policies to ensure thaitesiance.

Key Domestic Macroeconomic and Financial Developisie

Output and Prices

The robust output growth recorded in 2009 continune&010. Provisional
data from the National Bureau of Statistics (NB®)icates that real Gross
Domestic Product (GDP) grew by 6.68 percent infilst quarter of 2010,
down from 7.44 per cent in the fourth quarter 0c®d20but up from the 4.50
per cent recorded in the first quarter of 2009e ghowth was largely driven
by the non-oil sector. Overall GDP growth for 2048s projected at 7.53
per cent which is higher than the revised estint®.66 per cent recorded
in 2009. Quarterly GDP growth rates of 7.24, 7.8@ &.51 per cent was
projected for the second, third and fourth quard€i2010, respectively.

The non-oil sector was expected to remain thennaiver of overall
economic growth, with agriculture, wholesale anthitdrade, and services
contributing 2.01 per cent, 2.10 per cent and p&9cent, respectively. The
Committee noted that the impressive growth foreceeftected prospects for

moderate rainfall in 2010, which would boost cneduction and the



relative peace in the Niger-Delta, which could emdgacrude oil and natural

gas production.

The year-on-year headline inflation rose from 1p€r cent in the last
qguarter of 2009 to stabilize at 12.3 per cent imuday and February 2010.
Similarly, core inflation stabilized at 10.1 peant in January and February
2010, up from 9.7 per cent recorded in the lasttguaf 2009. The stability
in the domestic price level could be attributedatonumber of factors,
namely, the continuing monetary contraction, thiaylen the passage of the
2010 federal budget and the improvement in the Igupp petroleum
products, amongst others. Notwithstanding theseeldpments, the
Committee restated its earlier position that thredahof inflationary pressure
in the near-to-medium term remains real, but thatll continue to monitor
price developments in the months ahead with a Wewreating an enabling

environment for sustainable growth and employment.

Monetary, Credit and Financial Market Developments

Provisional data showed that relative to end-De@n@009, broad money
(M2) declined by 0.23 per cent at end-February 20d@ich, when
annualized represented a decline of 1.38 per centpared to the indicative
growth target of 29.26 per cent for 2010 and theuatized M2 decline of
5.16 per cent in the corresponding February of 200f reserve money
(RM), which stood at=1,668.50 at end-December 2009, declined to
N1,574.33 and=N1,636.60 billion in January and February 2010,
respectively, but rose te I, 782.21 billion in March 2010. As at April 8,
2010, the RM level ofll, 710.0 billion was just below the provisional 201



second quarter indicative benchmark -et,N872.80 billion by=N62.76
billion or 8.69 per cent.

Available data showed that in February 2010, aggeeglomestic credit

(net) grew by 2.66 per cent over the December 2008, and by 15.96 per
cent when annualized, which is higher than the aled decline of 55.6

per cent recorded in the corresponding period @PR20ut below the 2010

indicative target of 55.54 per cent. Credit to goveent (net), which grew

by 17.84 per cent, was the major contributor to ¢ghewth in aggregate

credit (net) in February 2010, as credit to theate sector declined, by 1.97
per cent. The annualized growth rate of credith® private sector as at
February 2010, was -11.82 per cent, as againgirthesional benchmark of

31.54 per cent for 2010. The substantial growtrcredit to government

(net) reflects the risk aversion of the DMBs andjgmasts the possible
crowding out of private sector credit.

During the first quarter of 2010, the downward slid interest rates in the
domestic money market, which began in July 2008pang the Bank’s

decision to guarantee interbank transactions, woet. The low rates
provide ample evidence of the surplus funds in ltheking system that
resulted from the huge volume of funds injectedtigh fiscal operations.
The weighted average interbank call rate, which 289 per cent as at end-
December 2009, declined to 2.48, 2.17, and 1.50 gget in January,

February, and March, 2010, respectively. Similathe securitized open-
buy-back (OBB) rate, which was 2.64 per cent at-Badember 2009,

declined to 2.46, 2.20, and 1.31 per cent in Janweebruary, and March



2010, respectively, compared with the monetarycgotate (MPR) of 6.00
per cent and Standing Deposit Facility rate offgefcent.

Notwithstanding the falling interbank rates, the B#1 interest rates
structure failed to reflect this trend as the higtail lending rates persisted.
The average maximum lending rate increased to 23e82ent in February,
2010 from 23.18 per cent in the preceding monthpamed with 23.45 and
23.1 per cent in December and November 2009, ragpbc The average
prime lending rate, on the other hand, declinedgmally to 18.28 per cent
in February 2010 from 18.38 per cent in Januaryals 19.03 and 18.93 per

cent, respectively, in December and November, 2009.

The weighted average savings rate rose to 3.3&q@rin February 2010
from 3.33, 3.36 and 3.35 per cent in January 2DE@¢ember and November
2009, respectively. The consolidated deposit ratdyich remained

unchanged at 6.13 per cent in December 2009 anchdaf010 dropped to
5.53 percent in February 2010. Thus, the spreawdset the average
maximum lending rate and the average consolidatpo<it rate widened to
17.79 per cent in February 2010 from 17.05 per aedianuary 2010 and
17.34 per cent in December, 2009. The Committeechtitat the key policy
challenges remain the negative growth in credith®® private sector, high
lending rates and widening interest rate spreadpideshe declining

interbank rates and relative surplus liquidityhe banking system.

Compared to the last quarter of 2009, the Nigecegpital market is showing
signs of recovery. The All-Share Index (ASI) inesed by 30.7 per cent
from 20,827.17 as at end-December 2009 to 27,216n03" April, 2010.



Market Capitalization (MC) also increased, by 3per cent, from=X.98
trillion at end-December 2009 te6)68 trillion on ' April 2010. The
number of deals, volume and value of shares tradectased by 115.6,
134.6 and 326.1 per cent, respectively, during rinaew period. The
increase in ASI and MC was partly due to shareepricreases in the

Banking, Food & Beverage and Oil/Gas sectors.

The Committee welcomed the improvements in thekstoarket, and noted
further prospects for continuing recovery with thassage of the Asset
Management Corporation Bill. It, however, emphasitteat the recovery of
the capital market does not necessarily transtagEdnomic recovery as the
reforms initiated in the other sectors of the ecopameeded to be carried
through in order to grow the economy. The Commijtteerefore, called for

the political will and commitment to see these refe through.

External Sector Developments

The foreign exchange market remained relativeliglstan the first

three months of 201\t the WDAS, the review period opened with an
exchange rate of N149.08/US$1 (1% commission ina)sand closed at
N149.78/US$1, with an average closing rate of NA4RIS$1 for the
guarter. When compared with the average closing c&atN146.87/US$1
recorded during the first quarter of 2009, thisrespnted a depreciation of
N3.07 (2.05 percent). The average exchange rateeciaped marginally at
the inter-bank market from N150.35/$ in the foudharter of 2009 to
N150.43/$ in the first quarter of 2010. In the saw®n, the premium

between the WDAS average exchange rate and thebatk market rate



remained low at N1.98/$ (1.31%) in the first quamé 2010, while that
between the WDAS average exchange rate and the BBX€snarrowed
from N4.58 (3.0%) in the fourth quarter of 2009Nd.02 (2.63%) in the
first quarter of 2010.

The Committee observed that the naira exchangeéneet@éemained stable in
all segments of the market during the first quaged believes that if the
current exchange rate policy stance of liberalizthg foreign exchange
market, with a view to enhancing foreign exchangepsy, remains in place,
the relative stability in the foreign exchange ner&nd the exchange rate, is
likely to be sustained in the near term. The Cottemiwill, however,
continue to monitor developments in the marketrisuee that measures are

taken to eliminate speculative demand.

The gross external reserves stood at US$40.68#ls at 3% March, 2010,

representing a decrease of US$0.71 billion or p&dcent relative to the
level of US$41.39 billion as at 28February 2010. Although te

Committee noted that the external reserves werkcunt to finance 17
months of imports, which were well above the inéionally recommended
3-months import cover, it believed that with theing price of crude oil in
the international market in recent months, couplgt the improvement in
output with peace in the Niger Delta, there isliike be an improvement in

the level of foreign exchange reserves in the texan.

The Committee’s Considerations

The principal concerns of policy at this point imé were identified as the

following:



1. Ensuring that the quantitative easing adopted by @ommittee
actually translate to injection of credit to thevpte sector players in
the real economy;

2. Establishing some correspondence between the nrgnmbécy rate
(MPR) and prime and maximum lending rates of DMBwider to
establish a proper transmission channel from palatg movements
to market interest rates; and

3. Maintaining macroeconomic stability and stimulatiggowth while
remaining vigilant with respect to inflation andpdal market asset

price bubbles.

In considering the modalities for the restructutiefinancing programme,
the Committee was concerned about the need foropeprdefinition of
SMEs that will not exclude many potential benefigsa thereby limiting the
effectiveness/impact of the intervention. In tregjard, the MPC noted the
existence of several definitions of SMEs, but fiettt by providing a limit to
the size of the loan per borrower from an instimtimore potential

borrowers would be covered.

The Committee also reviewed developments in the@oy during the first

quarter of 2010. The MPC noted with concern thesipeng high lending

rates despite the current low inter-bank and deépcostes, and as a
consequence the wide spread between lending armbitleptes. This, the
Committee attributed to inefficiency in cost managat and unrealistic
profit expectations and targets. It believed thatpoting transparency in the
pricing and setting of rates by DMBs could helgtive down lending rates.
In this regard, DMBs would be required to regulgiplish and submit their



risk-based interest rate pricing model to the CHBNaddition, the banks
would be required to provide a statement showimgrétationship between

the MPR and their prime and maximum lending rates.

For the avoidance of doubt, the MPC will not fixidéng and deposit rates
by fiat. However, every bank will be required tsdose the maximum
spread it charges above the MPR to its prime custenand the risk
premium it charges between prime and maximum lendates. The pricing
model would also disclose the basis for the spasatprincipal components

covered.

The articulation of the pricing model in this moaled its disclosure to the
general public will serve two purposes. First, byviding visibility on
relative efficiency of financial institutions, baskvill be encouraged to seek
profitability by driving down costs and chargingngpetitive rates rather
than charging excessive rates of interest. Sedmndxplicitly stating prime
and maximum lending rates as a fixed spread oveRMRe policy rate
becomes an effective tool for driving lending ratgs or down as policy

stance dictates.

The MPC noted with satisfaction the existing macom®mic conditions. In
this regard, the Committee restated its commitmémnt monitoring
developments in the economy and stands ready ® dpRropriate action

when the need arises.
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Decisions

In the light of the above, the MPC:

1.

Approved the technical committee’s recommendatiwitis respect to
modalities for the Refinancing/Restructuring of DMHBEacilities to
manufacturers with N1Billion as the maximum loarpesa bank may
refinance for a single borrower. The guidelinesl viné released
shortly.

Directed that banks be required to submit theikRigsed Interest
Rate Pricing Model to the Central Bank of Nigermaaomonthly basis
which will be published. A circular to this effegtill be issued
shortly. Loan pricing, henceforth be stated as dixspread above
MPR, and shall be adjusted along with MPR movements

Retained the MPR at 6 per cent and existing asynuneorridor
around the MPR at +2.0 per cent and -5.0 per cent.

Endorsed complementary policies being put in plac¢éhe Board of
the CBN, especially the revised guidelines for |t@ss provisioning
for preferred sectors, the N200 billion guarant@eréal sector credit
and regulations governing margin lending.

Noted with satisfaction the progress of the AMCON ®rough the
National legislature and urged the CBN to continoeits effort
towards expedited passage of the Bill and speegiementation.

Sanusi Lamido Sanusi
Governor,

Central Bank of Nigeria
Abuja

April 15, 2010
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