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 CBN monetization of fiscal deficits: Above the law? 

 

 

 

Over the weekend, the former Central Bank of Nigeria (CBN) 

governor, Emir Muhammad Sanusi II stated that the apex bank was 

violating certain portions of the CBN Act 2007 which cap monetary 

financing of fiscal deficits at 5% of prior year’s revenues1. In 

supporting his claim, the Emir noted that CBN claims on FGN now 

top N4.7 trillion and that overdrafts from the CBN to the FGN are 

more than 10x the prescribed limit. In response, the presidential 

media spokesman, Garba Shehu stated that while the FGN had 

overdrawn its Central Consolidated Account, the overdraft (which 

he said “did not exceed N1.5trillion”) was within limits. Given the 

implications of unrestrained monetary financing of fiscal deficits, we 

examine the issue to ascertain the true picture and focus on likely 

implications on fixed income markets.  

 

Using data available from the apex bank, CBN claims on FG (which 

comprises treasury bills, converted bonds, overdrafts) have risen 

steeply over the last two years (average growth +120% YoY vs 40% 

in the preceding decade) to N4.2 trillion at the end of October 2016.  

 

 

 

 

 

 

                                                 
1
 CBN Act 2007 Section 38. ------(1) Notwithstanding the provisions of section 34 (d) of this Act, the Bank may grant temporary 

advances to the Federal Government in respect of temporary deficiency of budget revenue at such rate of interest as the Bank may 
determine. (2) The total amount of such advances outstanding shall not at any time exceed five per cent of the previous year’s actual 
revenue of the Federal Government. (3) All Advances made pursuant to this section shall be repaid. 

Economic Snapshot 

October 2016 Inflation Data/Indices 

  MoM YoY Prev YoY 

Headline 0.82% 18.3% 17.9% 

Food 0.85% 17.1% 16.6% 

All Items Less Farm 0.78% 18.1% 17.6% 

Imported food 0.86% 21.2% 20.8% 

Energy 0.84% 32.1% 31.6% 

Currency Markets  

  Latest Daily Chg YTD 

USDNGN 315.25 -0.0% -58.2% 

EURNGN 339.63 0.2% -57.4% 

GBPNGN 405.27 0.1% -38.3% 

JPYNGN  277.00 0.4% -65.9% 

Monetary Aggregates –October 2016 

  (N’bn) MoM YoY 

M2 22,276 0.7% 22.4% 

CPS 23,070 1.9% 20.9% 

NCG 3,705 1.2% 63.8% 

NFA 7,742 -1.7% 64.7% 

NDC 26,775 1.8% 25.4% 

External  Position  

  Latest QoQ YoY 

Trade Balance ($’mn) 
-235.07 -21.5% N/A 

External Reserves($’mn) 
24,341 -3.5% -19.2% 

Foreign Debt ($’mn)  10,718 0.9% 10.4% 

Growth Data – Q3 2016 

   (N’bn) %of total YoY 

Real GDP 17,574 100% -2.2% 

Agriculture 5,035 28.7%  4.5% 

Oil 1,439 8.2% -22.0% 

Services 5,950 33.9%  -1.1% 

Wholesale and Trade 2,880 16.4%  -1.4% 

Manufacturing 1,700 9.7% -4.3% 
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The increases reflect sharp expansion in overdrafts and converted bonds facilities, 

which cumulatively account for 95% of the outstanding balance, to N2.1 trillion and 

N1.9 trillion, respectively. Coming at a period of marked deterioration in Nigeria’s 

oil receipts, the increased CBN exposure to the fiscal side is not a coincidence. 

However, the question that arises is whether current levels are above 

the legal limits such that the FGN can mask its dire fiscal revenue 

position to debt markets.  In our H1 2016 Nigeria Strategy Report, we had 

highlighted that CBN financing came in handy in 2015 with Budget Office data 

showing that the apex bank’s advances (N616 billion) helped fund 40% of the fiscal 

deficit that year. Going by 2014 FGN retained revenues of N3.2 trillion, we can 

safely say that, in 2015, the apex bank overshot the ceiling of ‘5% of prior year 

revenue’ imposed in the CBN Act 2007. Interestingly, a quote from the Q4 2015 

budget implementation report, affirms this view with the Budget Office stating that, 

“The FGN has arrangement to raise short term credit from the CBN through the mechanism of 

Ways and Means2 subject to a ceiling of 12.5% of FGN’s revenue. This amount will be retired 

and therefore not considered as new borrowing outside the borrowing approved to finance the budget 

deficit. However, due to current fiscal challenges, the CBN had agreed to increase the Ways and 

Means advances threshold hence the FGN’s ability to raise N615.96 billion from this source.” 

 

Though the Budget Office is yet to publish any reports on fiscal finances in 2016, 

the rising pattern in ‘CBN claims on FG’ suggests the apex bank continued to exceed 

stipulated thresholds. For a start, the imposed ceiling implies that the apex bank 

should not finance more than N162 billion of 2016’s fiscal deficit as total 2015 FGN 

revenues stood at N3.2 trillion. Hence, with overdrafts alone surging from an 

average of N300 billion between 2012 and 2014 to a record N2.1 trillion as at 

October 2016, something is amiss.  

 

 

 

 

 

 

 

                                                 
2 Curiously, this implies that the fiscal authorities are following Section 33.2 of the CBN Decree 24 of 1991 (repealed by the 2007 

Act) which stipulated a 12.5% ceiling of fiscal revenues. 
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Figure 1: CBN Claims on FGN (N' billion)3 

 

Source: CBN, ARM Research *October  

  

 

 

 

Clearly, the key insight from parsing through the data is that faced with a gory 

revenue picture, the FGN has been reliant on the apex bank thus far in 2016. For 

evidence, the stated overdraft of N2.1 trillion comes in at 43% of the annualized H1 

16 actual expenditure (N4.9 trillion) and two-times total net borrowings (bonds & 

bills) thus far in 2016 (N1.06 trillion)4. Importantly, where it had seemed more 

pristine motives of discipline and focus on long-term inflation were behind FG’s 

reticence to borrow at high rates, the CBN’s backhand funding clearly lessened the 

need for haste in fiscal borrowings, including the foreign leg, with the planned 

Eurobond issuance postponed at least three times in 2016. Whilst failing to tap the 

Eurobond market might still prove a lost opportunity, that is a matter for another 

day. Of greater import is that CBN deficit financing helped the DMO play a strong 

hand at bond auctions as markets were blind to the extent of potential borrowing 

                                                 
3
 Using period end data 
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pressure on the FGN. Had this not been the case, the higher FGN paper issuance 

would have stoked yields well beyond currently elevated levels. 

 

 

 

Going forward, with the spotlight now firmly on the ways and means funding, we 

think the FGN and CBN are less likely going to continue relying on the avenue for 

deficit financing. Using current rate of H1 16 actual FGN retained revenue of N1.25 

trillion, 2016 estimate for FGN revenue comes at N3.25 trillion. Thus, assuming the 

CBN maintains the 5% ceiling on fiscal revenues as stipulated by the Act, 2017 

deficit financing by the CBN should be capped at around N160.2 billion.   

 

Even with new (FG) claims that the cap is 12.5%, only ~ N400.7 billion can be 

sourced via CBN and we foresee debt issuance tracking north of N2 trillion, with 

follow on impact on rates. For evidence of how significantly prior financing helped 

relieve borrowing pressure that would have hit markets, the 12% YoY increase in 

FG issuance in 2016 to N1.06 trillion compared to 21% YoY in 2015, despite the 

significantly larger budgeted deficit, is clearly rather tame. Hence, given lack of 

progress on foreign borrowings and the urgency regarding spending, the expected 

cap in CBN temporary financing should result in FG relying more heavily on 

domestic borrowings with limited room for cost sensitivity. All of this points to higher 

debt supply in 2017, further deterioration in debt service to revenue ratio, and upside 

to interest rates. However, that is not a foregone conclusion. Should the FG resort 

to domestic borrowing, the mounting burden of the domestic debt service will likely 

become a major headache for the fiscal authorities resulting in more forceful fiscal 

pressures on the CBN to ease monetary policy. 

 

In itself, the extent of the ways and means financing puts CBN’s tightening stance 

under scrutiny. The reduction of banking sector liquidity and raising of short-term 

rates (via OMO interventions & high T-bill rates) while expanding liquidity into the 

economy at negotiated rates via its backdoor FGN financing, also ‘short-term’ by 

definition, puts monetary policy at cross purposes in our view. Already, despite the 

‘tightening’, money supply has expanded with CBN claims on the banking sector as 

at October rising 90% to N2.3 trillion from 2015 end. That dissonance also 

Spotlight on CBN ‘back-door’ funding to drive policy normalisation?  
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reconfirms to us that, despite the inflation alibi, the raising of short-term rates is so 

at odd with everything else on the domestic front that the motivation could only be 

for attracting FPI. The question then is when would the apex bank wake up to the 

realities that the latter is not wooed, especially not with the whack-a-mole actions on 

the currency, and start to focus on what it indeed can influence. Not only will the 

inflation argument for tight policy be less resonant in 2017, continued GDP 

weakness, projected sizable deficit and limits on debt service clearly indicate that 

things are building to a head. Given that 2016 has borne out our long-held views 

about the inefficacy of interest rate hikes on taming cost push inflation even as FPI 

remains reticent to naira assets, we think a more coherent and consistent approach 

would be for the apex bank to adjust its policy stance in line with its intentions to 

support growth especially considering it’s already indirectly seeking to combat the 

recessionary conditions via deficit financing to the fiscal side anyway. It is that 

potential for a twist to an easing regime that makes higher rates from the 

replacement of CBN’s support to financing FGN deficit less of a foregone conclusion 

with full-blown stimulus mode possibly leading to contraction in yields with extent 

however limited by sizable fiscal paper supply.  
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