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The Monetary Policy Committee (MPC) held its fifth meeting of the year on the 
26th and 27th of September 2022. The meeting ended with a unanimous vote to 
raise the Monetary Policy rate (MPR) and the Cash Reserve Ratio (CRR), while the 
other policy parameters were maintained. This hike marks the third consecutive 
increase in the MPR, following two rate increases in May (1.50%), and July (1.00%). 

In arriving at its decision, the Committee weighed various economic 
developments, including the weakening global output due to supply chain 
disruptions worsened by the Russia-Ukraine war. This, along with COVID-19 
lockdown in China, persisting global inflationary pressures, tightening financial 
conditions owing to broad-based aggressive policy, capital flow reversals in 
emerging markets and its consequent upward pressure on exchange rates were 
all considered.

On the domestic front, the committee noted with concern, the continuous 
acceleration in inflation, which reached a 17-year high in August at 20.52%, fueled 
mainly by high costs of food and energy baskets. The slowdown of activity in the 
equities market was also considered and attributed to the continued outflow of 
portfolio capital as investors re-assign their portfolios to more attractive US dollar 
denominated fixed income securities.

As a result, it felt it was crucial to place strong emphasis on taming inflation given 
its primacy of its price and monetary stability mandate. It further stressed that the 
rising interest rates will help narrow the negative real rate of return gap and 
improve the financial market conditions, stem capital outflows, and more likely 
attract capital inflows, which could cause the Naira to appreciate.

The display of resilience in the banking sector, evidenced by the improvement in 
the NPL ratio figure, was also observed, even as it urged banks to sustain its tight 
prudential regime, to keep NPL ratio below its 5.0% prudential benchmark. 

Considering all factors, the Committee voted to:

• Increase the MPR by 150bps from 14.00% to 15.50%
• Increase Cash Reserve Ratio (CRR) by 500bps from 27.50% to 32.50%  
• Retain Asymmetric corridor at +100 and -700bps around the MPR.
• Retain Liquidity ratio at 30.00% 
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Banking

Exchange Rate
Although, the recent move by the Committee is expected to make Naira assets 
more attractive in the face of a stronger dollar, we believe the CBN is trying to 
tighten liquidity to lower the demand for FX. This is buttressed by its continuous 
emphasis on preventing excess liquidity from chasing FX, primarily for speculative 
purposes. However, the CBN does not appear to be addressing the major pain 
point which is the scarcity of FX and the multiplicity of markets. Currently, the 

Implications 
of the Increase 
in MPR

The decision by the MPC to raise the MPR once again is one that is set to prove 
both beneficial and costly for banks. On one hand, the prime lending rate and max 
lending rate have increased to 12.23% and 28.30% respectively, from 11.96% and 
27.37% in May when the first rate hike was introduced. In the same vein, the 
average yield on treasury bills and bonds has increased to 7.07% and 13.04%, 
leaving room for banks to reposition to earn higher interest income. 

On the flipside however, the increase in interest rates automatically means an 
increase in deposit rates, as deposit rates are anchored on the MPR (recall the 
minimum savings rate is 30% of the MPR). Thus, we can expect to see an increase 
in interest expenses in the sector although not significantly, given the favorable 
CASA mix of most banks.

The decision to raise the CRR to 32.50% from 27.50% is set to further limit the 
lending capabilities of banks. The already challenging macroeconomic 
environment has forced many banks to review their lending policies as the need 
to keep the non-performing loans (NPL) ratio within regulatory bounds is 
imperative. Balancing all factors, we expect this decision to be more beneficial 
than costly to banks in the medium to long term.



spread between the I&E FX rate and the widely used Parallel Market rate stands at 
c.65%. We believe that the CBN may have to take much harder decisions like 
eliminating the multiple rates and a devaluation of the currency to reflect its true 
value. Barring the introduction of further policies, the outlook for FX remains bleak.
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Equities
We expect the market response to the latest decision by the MPC to be mildly 
negative, as investors seek to reallocate their assets from the equities market to 
the fixed income in search of higher yields. Consequently, we expect the negative 
mood which reigned in the third quarter to persist, worsened by the apprehensions 
surrounding the upcoming election. Despite the bleak outlook for the market, the 
cheap pricing of stocks in the market creates bargain hunting opportunities for 
investors seeking to pick up low hanging fruits. It is imperative to note that these 
stocks are poised to deliver impressive results irrespective of the current 
macroeconomic conditions. 

Fixed Income
Activity in the fixed income market has picked up since the first rate hike in May, 
reflected by the uptick in yields at both primary and secondary market auctions. 
Pricing in the risks and volatilities associated with the Nigerian economy, yields 
have trailed an upward trajectory in the market. 

At the Treasury bills primary market auctions, yields on the 91-Day, 182-Day, and 
364-Day instruments have increased by 3.99%, 3.61% and 6.51%, respectively since 
May. As of the last auction in September, stop rates on the 91-Day, 182-Day, and 
364-Day instruments came in at 6.49%, 7.50% and 12.00% respectively. In the 
same vein, the average treasury bills and bond yields increased to 7.07% and 
13.40%, respectively, reflecting buying pressure in the market.

Given the rate hikes and consequent uptick in yields, we can expect the gradual 
reallocation of assets from equities to fixed income to persist as investors seek to 
take advantage of low risk instruments with higher yields. Following the third rate 
hike, we can expect yields to rise even further in the market, further thinning 
out the negative returns dragged by inflation.
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Outlook 
We acknowledge that the surprise decision by the MPC signals a fundamental shift 
in the country’s unorthodox policies. We think the preference for real interest rate 
to be less steeply negative gave rise to its decision. Nonetheless, we see the case 
of the CRR hike, as a move to control money supply and lower demand-side 
pressure of inflation, even as we doubt these pressures would abate anytime soon. 

On one hand, we expect inflationary pressures will ease once the harvest season is 
in full swing, and the high base effect from late last year starts to manifest.  
However, heavy flooding and displacement in food producing regions remains a 
key downside risk to this. At the very least, we expect the MPC to deliver a 50bps 
increase, should inflation sustain it upward trend. If otherwise, we expect the MPR 
will be left unchanged.

How Investors can Position
The rate hikes have triggered an increase in yields in the fixed income market and 
on bank deposits and this increase is set to continue. Thus, investors can take 
advantage of these hikes by taking position in fixed income instruments - treasury 
bills, bonds, money market and fixed income mutual funds.

We recommend applying a short to medium term view as this affords investors a 
chance to take advantage of potential rate hikes in the near term. Furthermore, as 
investors reallocate assets to the fixed income market, bargain hunting 
opportunities are created in the equities market. 


