Puzzles about Monetary Policy in Nigeria
Abstract

Two puzzles are becoming striking from recent communiqués of the Monetary Policy Committee (MPC)
of the Central Bank of Nigeria (CBN). First, growth, employment, household and business expenditure
issues have completely crept out of policy deliberations, as concerns about fiscal and banking operations
have become the primary preoccupations of the committee. Second, the number of economists on the
12-member MPC has dropped to just about four. One must wonder how Nigeria can sustain monetary
policy that marginalizes growth or employment concerns and excludes economists. To resolve these
puzzles, we reason that since fiscal and banking optimization concerns are also legitimate, creating
parallel independent committees for dealing with each of them, as is currently the case in the UK, is the
best way to ensure that growth and employment issues are not crowded out of monetary policy
deliberations. Each of these committees will need to be populated by people with the right expertise, as
the expertise of most of the present members of the MPC indicates that they will do better in the
parallel committees. The MPC needs to be wholly made up of economists with the technical capacity to
contemplate and incorporate growth and employment issues into the policy process.

Recent deliberations and reasons for policy actions of the Monetary Policy Committee (MPC) of the
Central Bank of Nigeria (CBN) have been too much about fiscal stance and liquidity of banks to the
exclusion of considerations of the dynamics of real output growth, employment, consumer spending,
household sector balance sheet, business spending and corporate sector balance sheet, which ought to
be the real reasons we need to manage monetary policy. Discussing and acting on fiscal and banking
developments in isolation of output, employment, household and business spending growth is not the
right way to do monetary policy. Providing optimal liquidity support for aggregate, sectoral, and regional
real output and employment growth, household and business spending is the motivation for monetary
policy. Fiscal stability, financial stability, financial regulation, and financial supervision all make sense
only if they contribute to the attainment of growth and employment. The focus is lost when the
committee’s discussions and interventions can proceed without reference to the more vital growth and
employment aspects of the economy. Regaining that focus is a pressing policy challenge for Nigeria.

Of course many of the issues that currently distract the MPC from dwelling on core economic issues at
its meetings are legitimate issues that must be addressed, but they are best left to other entities. Most
of the concerns expressed on fiscal stance should ideally preoccupy some other committee outside of
the central bank. A lot of the issues discussed about banks by the MPC should also be dealt with outside
of the MPC, but within the central bank. It is important to ensure that the MPC is primarily preoccupied
with growth and employment issues in coming to decisions about interest rates. Contemporary
experience of the United Kingdom offers key lessons in these regards. In the UK, the MPC is freed from
paying too much attention to what banks are or are not doing because a different entity, the Financial
Policy Committee (FPC), another independent subsidiary of the Bank of England, also chaired by the
Governor of the Bank of England, deals with concerns about banks and financial stability. Similarly in the
UK, MPC is freed from paying too much attention to the fiscal stance because the House of Commons’
Treasury Committee works extremely actively to ensure fiscal stability.

Nigeria needs to learn urgently from the UK example by moving towards a situation in which the MPC is
not the only one striving to manage all aspects of macroeconomic stability. Parallel arrangements for



managing fiscal and financial stability in an open and forward-looking way are needed in Nigeria. The UK
MPC concentrates on growth and employment issues, knowing that other arrangements are in place to
optimize fiscal and banking activities. Members dwell primarily on the role that monetary policy can play
in promoting real growth, employment, household and business spending, and regularly visit various
regions of the country to speak to audiences throughout the country, explaining the MPC's policy
decisions and thinking. The regional visits also give members of the MPC a chance to gather first-hand
intelligence about the economic situation from businesses and other organizations. In its August 2013
statement on Monetary Policy Trade-offs and Forward Guidance, the UK MPC says it currently strives to
‘explore the scope for economic expansion without putting price stability and financial stability at risk.’,
and that, ‘The MPC intends at a minimum to maintain the present highly stimulative stance of monetary
policy until economic slack has been substantially reduced, provided this does not entail material risks to
price stability or financial stability.” This goes to show that price and financial stability concerns ought
not to be pursued to the neglect of real growth and employment concerns.

The Nigerian MPC communiqués have a tendency to passively note the latest real GDP growth figures
from the National Bureau of Statistics (NBS) in a single paragraph without attempting to link subsequent
deliberations and policy decisions to them. The MPC ought to make more explicit statements about
observable, periodically measurable, and easily understood indicators of real economic conditions that
MPC deliberations and actions will impact, and then hold itself accountable to demonstrate the extent
to which such impact is being attained from one meeting to the next. Growth in nominal GDP,
consumption, investment, Real GDP growth, employment are some of the variables that public care
about and the MPC needs to say a lot more about how its actions impact them at each of its meetings.
The MPC does have a lot to say about consumer price inflation, which is the key target and indicator
variable the MPC deliberations and actions revolve around, but almost never has anything to say about
consumer spending, making it difficult to situate the committee’s views on the outlook of consumer
price movements within the context of the overall outlook of developments in real consumer spending.

The economy is not just about singling out consumer price inflation and or real consumer spending. It is
more broadly about inflation, of which consumer price movements is only a component, and real
activity, of which consumer spending is only a component. To be sure that monetary policy actions are
not doing more harm than good, discussions leading up to interest rate decisions need to be broad
enough to cover the linkages between broader measures of inflation and real activity and the policy rate
and other policy instruments. This would require each communiqué of the MPC to speak to a series of
measurable slacks, gaps, imbalances or deviations from norms in real and nominal economic activities:
e.g. nominal GDP shortfall, output gap, employment rate, unemployment rate, manufacturing and
industrial capacity utilization, savings ratios, and household and corporate debt ratios. We need to hear
more about what the MPC knows about nominal and real output developments, employment and
unemployment developments, wages and profit developments, developments in aggregate demand and
its key components, and what views the MPC hold about the outlook of these core measures of
economic activity in Nigeria. It is only then anyone can judge whether MPC actions make sense, or for
that matter, whether the MPC’s oft expressed views about the inappropriateness of the fiscal stance
make sense. Closing measurable gaps in overall real and nominal economic performance must define
the common grounds for fiscal and monetary policy. Changes in fiscal or monetary policy stance must be
directed at clear measures of gaps in economic activity. But it is important that these considerations be



evaluated at every meeting of the MPC and similar committees so that the appropriateness of their
choice of policy stance is unambiguous.

Much of the progress in evolving better institutions for managing growth and stability in the UK have
been spearheaded by the parliament, which has provided new enabling legislations as rapidly as
necessary on an ongoing basis over the past one and a half decades. Each of the MPC and the FPC are
collectively directly accountable to the Treasury Committee for fulfilment of their mandates, just as the
members of each of the two committees are individually directly accountable to the committee as a way
of preserving their independence. It remains to be seen how soon the Nigerian Legislature can have
such functionality in economic policy management. While MPC and FPC have overlapping membership
to ensure that both committees are kept abreast of the insights from each other’s deliberations,
members of the MPC and the FPC give evidence on a regular basis before the Treasury Committee, and
each of the MPC and the FPC in the UK includes a non-voting representative from the Treasury, who sits
with the Committees at their meetings, discuss policy issues but is not allowed to vote. The purpose is to
ensure that the MPC and FPC are fully briefed on fiscal policy developments and other aspects of the
Government's economic policies, and that the Treasury is kept fully informed about monetary policy and
financial policy. In Nigeria the Permanent Secretary of the Federal Ministry of Finance represents the
ministry on the MPC as a voting member, though they have tended not to be economists.

The current composition of the Nigerian MPC in which lawyers, accountants, and bankers account for as
many as eight of the 12 members must partly account for the tendency to retreat from the more
important but exacting task of linking policy discourse and action to aggregate, sectoral, and regional
economic growth, employment, household and business spending. All the nine members of the UK MPC
are economists with expertise in the fields of economics and monetary policy, while only about five of
the 10-member UK FPC are economists (including the Governor and two Deputy Governors who also
belong to the MPC), the others being lawyers, bankers, accountants or stockbrokers. There is a need for
Nigeria to create a Financial Policy Committee (FPC) within the CBN and re-examine the modalities for
appointing persons to the MPC in Nigeria to preserve the competence of the committee. The current
composition of the Nigerian MPC in which economists are in the minority might be suitable for the FPC,
that requires economists, supervisors, and regulators to work together, but only economists should be
called upon to set interest rate in the MPC. Economic literacy of individual MPC members, defined as
demonstrable ability to read and write technical documents in macro-monetary economics, is needed to
preserve the competence, integrity, and credibility of the committee. Track record of ability to publicly
articulate views on practical monetary policy issues, especially in writing, is essential for individual MPC
members.
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