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Bills accounted for N136.8 billion and N103.12 billion, respectively. The total value of sales also included roll-
overs of matured investment of excess reserves from the reduction of the CRR totalling N145.7 billion in the
months of April, July and October 2006, respectively.

The increased sales could be attributed to a number of factors, amongst which were: (i) the rollover of the
N145.7 billion in 91-day, non-rediscountable special NTBs, (ii) the attractive rates offered at the open market,
(ii1) the supply shortage of long tenored instruments offered at the primary market, and (iv) the distribution and
injection into the economy of N570.0 billion excess crude oil proceeds.

4.4.4 Discount Window Operations

4.4.4.1 Reverse Repo Transactions

Reverse repo transactions amounted to N10,301.8 billion, indicating an increase of 96.2 per cent,
compared with N5,249.9 billion in 2005. The development was largely influenced by the liquidity surfeit in the
system. The CBN ensured that DMBs did not close with huge reserve balances in their accounts at the end of
each business day. The applicable rate for the normal reverse repo remained at 0.4 per cent, while it was 0.1 per
cent for the special reverse repo.

4.4.4.2 Repo Transactions

Total value of repo transactions amounted to N411.04 billion, down from N902.0 billion in 2005. Repo
transactions were quite low, owing to the liquidity surfeit during much of the year. However, in November 2006,
the repo window which had been temporarily closed was re-opened in order to stem the rise in interest rates at
the inter-bank market. The tenor for the repo deals remained one to seven days.

4.4.4.3 Bills Rediscounting

In 2006, rediscounts totalled N261.0 billion, a decline of 61.1 per cent, when compared with N671.3
billion in 2005. The fall reflected the liquidity surfeit experienced during the year. However, in the absence of
the initial recourse to the CBN for repo facilities, customers had to re-discount their bills.

4.4.4.4 Open-Buy-Back

Open Buy-Back transactions in 2006 fell by 20.3 per cent, compared with N13,914.01 billion
rediscounted in 2005. The decline was partly due to the repo investments made available to the DMBs and the
introduction of CBN standing facilities.

Figure 4.26: OMO Issues and Subscriptions
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4.4.5 CBN Standing Facilities

The CBN standing facilities was introduced in December 2006 and constitutes the hub of the new
framework for monetary policy implementation designed to stabilize money market rates. The lending and
deposit facilities provide the rates corridor within which market players with securities are expected to trade.
The facilities became operational on December 11, 2006. The Monetary Policy Rate (MPR), which replaced the
erstwhile Minimum Rediscount Rate (MRR) as the nominal anchor for interest rates, was fixed at 10.00 per cent
with an interest rate corridor operated at a 600 basis point band, 300 basis points above and 300 basis points
below (7.00 to 13.00 per cent). These facilities provide banks with investment windows (deposit facilities) that
enable them to invest their excess reserves or borrow funds (lending facilities) at reasonable interest rates when
they are short overnight.

4.4.5.1 Deposit Facilities
The cumulative deposits made, as at end-December 2006, amounted to N82.44 billion. The low level of
deposits could be attributed to the fact that the market was short during the period under review.

4.4.5.2 Lending Facilities

The lending facility was actively utilized by banks and discount houses that were short, during the year.
The cumulative amount lent in the period under review was N1,350.46 billion, thereby resulting in a net lending
0fN1,267.02 billion by end-2006.

4.5 CAPITALMARKETDEVELOPMENTS

4.5.1 The Nigerian Stock Exchange

Activities on the floor of the Nigerian Stock Exchange in 2006 indicated improved performance. The
aggregate volume and value, as well as the total number of transactions in the secondary market rose. Market
capitalization of the 288 listed securities increased by 76.6 per cent to close at N5.12 trillion, compared with
N2.9 trillion or an increase of 50.6 per cent recorded in the preceding year. The development was attributable to
the listing of new securities and improved corporate results which led to a rise in stock prices. The banking sub-
sector accounted for 41.8 per cent of the market capitalization at the end of the year. The major capital market
development indicators showed substantial improvements. Market capitalization was 28.1 per cent of GDP in
2006, compared with 19.5 per cent in 2005. The ratio of the value of stocks being traded to GDP stood at 2.6 per
cent in 2006, compared with 1.8 per cent in 2005, while the turnover (measured as the ratio of the total value of
stocks being traded to the total value of stocks listed on the domestic market) was 9.2 per cent, compared with
9.1 per centin 2005. Twelve additional stocks were listed during the period under review.

Figure 4.27: Trends in Market Capitalization and NSE Value Index
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Table 4.4: Indicators of Capital Market Developments (NSE)

2002 2003 2004 2005 2006

Number of Listed Securities 258 265 277 288 288
Volume of Stocks Traded (Tu rnover Volume) (Billion) 6.6 13.3 19.2 26.7 36.5
Value of Stocks Traded (Turnover Value) (Billion Naira) 59.4 1204 2258 2629 470.3
Value of Stocks/GDP (%) 0.7 1.2 1.9 1.8 2.6
Market Capitalization (Billion Naira) 747.6 13249 19259 2900.1 5120.9
Of which: Banking Sector (Billion Naira) 233.5 354.1 662.7 1212.1 2142.7
Market Capitalization/GDP (%) 9.4 13.1 16.5 19.5 28.1
Of which: Banking Sector/GDP (%) 2.9 3.5 57 8.1 11.8
Banking Sec. Cap./Market Cap. (%) 31.2 267 344 418 4138
Annual Turnover Volume/Value of Stock (%) 11.1 11.0 8.5 10.1 7.8
Annual Turnover Value/Market Capitalization (%) 7.9 9.1 11.7 9.1 9.2
NSE Value Index of Equities(1984=100) 12,137.7 20,128.9 23,844.5 24,085.8 33,358.3
Growth (In percent)

Number of Listed Securities 1.2 2.7 4.5 4.0 0.0
Volume of Stocks 11.5 101.2 44 .4 38.8 36.8
Value of Stocks (Annual Turnover Value) 3.0 102.7 87.6 16.4 78.9
Market Capitalization 15.3 77.2 45.4 50.6 76.6
Of which: Banking Sector 13.2 51.7  87.1 82.9 76.8
NSE Value Index of Equities 10.7 65.8 18.5 1.0 38.5

Source: Nigerian Stock Exchange (NSE)

4.5.1.1 The Secondary Market

The secondary market segment of the Nigerian Stock Exchange recorded a significant increase in
activity. The performance of the market was enhanced by the increased awareness of the opportunities in the
stock market, improved operating results of some quoted companies, available large float, especially in the
banking sector, as a result of the conclusion of the recapitalization exercise in the sector, as well as the
investment of 25.0 per cent of pension funds in the market. Improvements in the macroeconomic environment
in the country also attracted foreign investors into the market and, thus, increased the level of activity. The total
turnover for the year under review was 36.5 billion shares, indicating an increase of 36.8 per cent over the 26.7
billion shares recorded in 2005. The year closed with a market turnover of N470.3 billion or an increase of 78.9
per cent over the preceding year. The banking sub-sector accounted for 72.8 per cent of the total volume of
transactions as investors re-aligned their portfolios after the consolidation exercise.

4.5.1.2 Value Index of Equities

The Nigerian Stock Exchange's all-share index rose by 37.8 per cent to close at 33,358.30, the highest in
the last three years. However, the index attained its all-time high of 35,085.84 on August 18, 2006, reflecting an
improvement in the share prices of some quoted companies.

4.5.1.3 New Issues Market

There was improved activity in the new issues market, reflecting an increased recourse to the stock
market by companies and the Federal Government. The Exchange approved 62 applications for both new issues
and mergers/acquisitions, valued at N1.4 trillion, compared with 52 applications valued at N730.5 billion in
2005. The non-bank corporate issues accounted for 48 per cent of the new issues approved in 2006, with 40
applications valued at N678.54 billion, while the banking sector accounted for 41 per cent with 21 applications
valued at N577 billion. The FGN Bonds issue amounted to N155.0 billion and accounted for 11.0 per cent of the
total.
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Figure 4.28: New Issues by Sector
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In its effort to create and develop a vibrant and liquid bond market in Nigeria, the DMO granted licences to 15
Primary Dealers and Market Makers (PDMMs) in FGN Bonds. The operators, which comprised ten (10) banks
and five (5) discount houses in Nigeria, were expected to provide an active and liquid market for government
bonds. The new FGN bond issues received a high level of subscription from domestic, institutional and foreign
investors. The breakdown showed that a total of N402.7 billion worth of bonds was issued; N775.6 billion was
subscribed, representing a 192.6 per cent over-subscription, and N444.7 billion was allotted. The highest
coupon rate was 16.0 per cent, while the lowest coupon rate was 10.96 per cent.

Further analysis of new issues showed that the sum of N117.4 billion was raised through initial public offerings
(IPOs); N95.7 billion through supplementary issues; N53.8 billion through rights issues; and N168.5 billion
through bonds issue, including the FGN bonds issue. Other issues accounted for the balance.

Figure 4.29: New Issues by Type
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The number of securities listed on the Exchange remained at 288, the same as in 2005. However, 28 new
securities were listed, while the same number of securities was de-listed during the year. Also, four new sub-
sectors were created on the daily official list (mortgage companies, road transportation, leasing and the foreign
listings), thus raising the number of sub-sectors in the equity sector of the daily official listto 31.

Box 5: NIGERIAN PAYMENTS SYSTEM INITIATIVES AND ACTIVITIES IN 2006

Over the years, it has been recognized that modern payments and settlement systems have far-reaching economic and
social implications for an economy. On the microeconomic level, a safe and efficient payments and settlement
system reduces transaction costs, improves operational efficiency of trade and commerce and is supportive of the
internationalisation of an economy. Modern payments and settlement systems also help in the inclusion of a
significant proportion of the population in participating in the financial systems, thereby improving the quality of
their lives. This financial inclusion further benefits the economy as money kept outside the financial system is
brought in and used by banks in stimulating business growth and consumption.

Due to the perceived benefits of a safe and efficient payments system, the Central Bank of Nigeria has been active its
promotion. This has been reinforced by the need to improve the effectiveness of monetary policy implementation and
ensure the overall financial stability of the economy. In 2006, notable achievements in infrastructure and institutional
reforms of the payments system were recorded, as highlighted below:

INSTITUTIONALREFORMS:

National Payments System Committee (NPSC):

Reconstituted and inaugurated in 2005, the National Payments System Committee (NPSC) is at the apex of the
Nigerian payments and settlement systems, with the Governor of the Central Bank of Nigeria as its chairman. The
Committee met thrice in 2006 and considered various papers and memoranda from its technical sub-committees,
including the following:

Guidelines on Transaction Switching Competition

Guidelines on Transaction Switching and Card Issuance

Modalities on Linking the Central Securities Clearing System (CSCS) to the CIFTS
Memorandum on Pathway to Electronic Payments System

Draft Cards and Electronic Payments Standard

o Modalities for Electronic Bill Presentment and Collection of Government Revenue

The recommendations made by the sub-committees were being fine-tuned prior to their implementation.

Payments Systems Vision 2020

In 2006, the National Payments System Committee (NPSC) constituted and inaugurated a National Payments
System Strategy Team to prepare a payments and settlement system vision document to guide the orderly
development of the nation's payments system. The vision document was approved during the year as a key
component of the broader reform programme, known as the Financial System Strategy 2020 (FSS 2020). The
document identified seven user initiatives and core infrastructure that would drive the electronification of payments
and settlement systems in Nigeria. Itis envisaged that government supplier payments, person-to-person trade, salary
payments, bill payments, taxes, etc, would be settled electronically, using the various standard systems available now
and in the future.

Nigerian Cheque Standards and Cheque Printers Accreditation Scheme

The Nigerian Cheque Standard was established to reduce the high reject rates in the clearing system and deter cheque
fraud. Cheques printed for the Nigerian market must conform to certain standard specifications in order to
significantly reduce the high reject rate and thus promote greater efficiency in the cheque clearing process. In
addition, the standard was designed to ease progression to cheque imaging, truncation and archiving in the future.
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