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policy rate which ser s as a signaling guide for other money market rates. Since
2012, the “Monetary Policy Rate {MPR} has been refained at 12.00 per centw 1a
symmetric corridor of +/- 200 basis points, thus effectively maintaining the SLF and
SDF rates at 14.00 and 10.00 per cent, respectively”. While the SDF serves one
purpose of automatically draining excess liquidity from the system, it also provides
a floor for short-term interest rates. A typical scenario is such that Bank "A"
sources for funds mainly through deposits. These funds are sourced for a weighted
average rate of about 2.5 to 7 per cent say for savings or term deposits,
respectively. In other words, for every N100, the "depositor” is compensated 1
N3 in the case of a savings deposit for parting with his funds and with @ maximum
LD rate of 80 percent, Bank "A" can either lend to a maximum tune of N80, take
advantage of the symmetric interest rate corridor by placing nds at the Centrai
Bank of Nigeria at 10 percent, purchase treasury securities or do both while
looking for other investment outlets. An analysis of standing facilities indicates
th  the deposit component grew by 40 per cent between 2011 and 2012. The
design of the rate around a symmetric corridor creates arbitrage opportunities for
banks as it encourages placements of deposits at the central bank by banks
seeking to advantage of the symmetric nature of the cormridor. With an SDF rate of
10 per cent, the incentive for earning risk free interest income is high, thus
constraining inter-bank lending and credit creation. This regulatory arbitrage
necessitated the increase of CRR on public sector deposits to 75 per cent.

Nevertheless, transactions in the uncollaterized segment of the inter-bank market
have been largely minimal or non-existent v 1 the infroduction of the symmetric
interest rate comidor. Professor Abdul-Ganiyu Garba, a Monetary Policy
Committee member captured this succinctly in the MPC communiqué of March,
2014 that, "an SDF rate of 10 per cent has been progressively crowding out the
inter-bank market™. The counter argument for retaining an SDF of this magnitude
has been the likelihood that excess liq dity following a declining adjustment to
the SDF would exert undue pressure on the foreign exchange market. Whichever
side of the argument one holds sends a signal of the :ight attached to these
issues,  ich further reiterates JGcome and Nie  {2012) suggestion of the need to
ensure an appropriate balance between promoting stability and efficiency of
the financial system, * th ¢ e consideration of the benefits and +  sts of policy
opftions.

In a bid to minimize systemic risk, regulated financial institutions should be bound
by “comply or explain” principle that ensures their compliance or an explanation
of their decision not to comply with a regulation. The operational framework of
monetary policy will also need to be reconsidered to account for the dynamic






128 Central Bank of Nigeria Economic and Financial Review March 2013

instruments to achieve growth and inflation objectives can be costly and
inefficient. While the experiences of the 2007 global financial crisis has clearly
tilted monelary policy making towar.. financial stability, maintaining that culture
requires painsl  ing efforts with  t sacrificing the price stability objective at the
attar of financial system stability. Balancing the benefits and costs between
financial stability and efficiency remains an art which often requires difficult
judgments in policy design and implementation.






