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MPC Raises Rates to 17.50%, Highest in 17 years 

At the first Monetary Policy Committee (MPC) meeting of 2023, the 

committee voted to tighten its stance further, by 100bps. The Monetary 

Policy Rate (MPR) thus stands at 17.50% with other parameters being held 

constant. This hike marks the fifth consecutive increase in the MPR, following 

rate hikes in May (1.50%), July (1.00%), September (1.50%), and November 

(1.00%).  

In arriving at its decision, the Committee weighed various economic 

developments, including the continued tensions between Russia and 

Ukraine, the resultant breakdown in the supply chain, a potential resurgence 

of covid in Asia as infection rates rise in China, tightening global financial 

conditions owing to broad-based aggressive policy, capital flow reversals in 

emerging markets and its consequent upward pressure on exchange rates. 

On the domestic front, the committee welcomed the moderation in the 

inflation rate from 21.47% to 21.34% in December. However, it is important 

to note that on a month-on-month basis, inflation rose to 1.71% from 1.39% 

owing to festive spending, increase in electricity tariffs and weak supply of 

electricity.  

At the local bourse, despite the hikes in interest rate, the market continued 

to enjoy significant investor participation. The All-Share Index thus settled at 

51,251.06pts with a YtD return of +19.98%, one of the highest market returns 

globally. 

The committee once again commended the resilience of the banking sector 

loan book as the Non-Performing Loans (NPL) ratio reduced from 4.9% in 

November 2022 to 4.2% in December 2022. In the same vein, liquidity ratio 

remained well above regulatory guidelines at 44.1% while Capital Adequacy 

ratio remained at 13%, within its 10-15% regulatory band.  

Finally, while the committee expects the economy to grow in 2023, growth is 

expected to come at a subdued pace. High level of insecurity, hikes in 

electricity tariffs, scarcity of petroleum products and rising cost of 

governance remain potential shocks to inflation and ultimately the economy 

in 2023. Should these risks crystallize, we can expect to see further rate hikes 

to combat the increase in price levels.  

On a balance of factors, the Committee voted to: 

✓ Increase the MPR by 100bps from 16.50% to 17.50% 

✓ Retain the Cash Reserve Ratio (CRR) at 32.50%   

✓ Retain Asymmetric corridor at +100 and -700bps around the MPR. 

✓ Retain Liquidity ratio at 30.00% 
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RAISE MPR TO 17.50% 

RETAIN CRR AT 32.50% 

RETAIN LIQUIDITY 

RATIO AT 30% 

RETAIN ASYMMETRIC 

CORRIDOR (+100/-700) 
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Implications Of the Rate Hike 

Banking Sector: Rate Hikes offer Banks Doubtful Advantage 

Following the four rate hikes witnessed in 2022, the banking system has 

also registered a steady uptick in the prime and max lending rates. 

Through 2022, the prime lending rate increased from 11.78% in January 

to 13.85% in December while the max lending rate rose from 27.65% in 

January to 29.13% in December. With banks expected to maintain a 

minimum loans-to-deposits ratio of 65%, while also playing actively in the 

market, the rate hikes are set to be quite beneficial to the banks.  

The extent to which banks benefit from these hikes however will be 

dependent on the degree of loan book expansion and on their CASA mix. 

Banks with a more favorable CASA mix will only face a marginal uptick in 

interest expense and thus potentially higher net interest income. On the 

flipside the yield on interest earning assets which is expected to rise in 

tandem with the benchmark interest rate has been on the downtrend. 

Stop rates from the most recent Treasury Bills primary market auction 

were 0.29%, 1.80% and 4.78% on the 91-day, 182-day and 364-day 

instruments respectively, down from the preceding auction.  

Balancing all factors, we expect this decision to be more beneficial than 

costly to banks in the medium to long term. 

Exchange Rate: Hard Problems, Harder Solutions 

The exchange rate has remained under significant pressure as demand 

for FX continues to outweigh supply. Consequently, the spread between 

the official and parallel market rates has widen further to about NGN290, 

given rates of NGN460/USD and NGN750/USD, respectively. We believe 

the CBN’s efforts to tighten liquidity by raising interest rates have not 

yielded desired results, as the general loss of confidence in the naira and 

existential issues ranging from the low oil remittances and multiplicity of 

FX windows remain prevalent. While we expect the exchange rate 

volatility to persist in 2023, we think that respite might come from 

increased oil remittances (should fuel subsidy be abolished) and a 

normalization of the exchange rate environment when the next 

administration comes into power. 

Equities Market: Muted Reaction to Rate Hike 

We expect the impact of the recent rate hike on the equities market will 

be minimal as yields in the fixed-income space remain at odds with the 

benchmark interest rate. The MPR has clearly lost its signaling effect on 

the market, hence, other factors such as the start of the full-year 
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corporate earnings season and the upcoming elections are likely to have 

a greater impact on market sentiment. On another note, companies with 

high debt burdens or that rely heavily on borrowing to finance their 

operations may see a decline in their share prices, as a higher interest 

expense would eat into the company’s profits and lower shareholders’ 

return. Considering this, we favor companies with solid balance sheets, 

low debt, and high profitability irrespective of economic activities. 

Nonetheless, as the 2023 general elections approach, we recommend a 

cautious play. 

Fixed Income Market: Yields March Southwards Despite Rate 

Hikes 

Although the MPC has hiked rates five times since 2022, market rates 

seem to have moved in contrast. Since the hike in November 2022, 

secondary market rates have been on the downturn.  

At the primary market auction for Treasury Bills, yields on the 91-Day, 

182-Day, and 364-Day instruments have declined by 1.71%, 2.50% and 

2.52%, respectively since the last auction. In the same vein, the average 

yield in the secondary market has declined by 8.75% since the committee 

last met in November. The effect of the hike has however been moderate 

in the bonds market reflected by the 0.96% decline in yields since the last 

meeting. 

Contrary to expectation, rates in the market have moved in the opposite 

direction following the hike to 17.50%. We believe that the CBN is taking 

advantage of the opportunity to lower borrowing costs while also taking 

advantage of the high levels of liquidity in the system. 

Outlook  

Although the decision to raise the MPR by an aggressive 100bps comes 

as a surprise, it is not expected to significantly affect market activity, but 

rather borrowing costs, and savings rates. While we expect the yearly 

inflation figure might be supported by the base effect from last year, 

inflationary pressures should remain prevalent in 2023 due to anticipated 

price adjustment in PMS, expansionary fiscal policy, exchange rate 

depreciation, and other supply-side issues. This appears to suggest a 

tighter rather than looser policy stance. Though as the tightening cycle 

slows across developed markets like the US, we expect the committee 

will be more hesitant in continuing to tighten in the face of a challenging 

global backdrop. As a result, we project rate hikes between 150bps-

200bps in 2023. 
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How Investors Can Position 

We expect the yield environment in the fixed income space will remain 

pressured in the near term, as significant liquidity (NGN1.6trn) expected 

during the first half of the year could uphold the bullish sentiment. Hence, 

we recommend applying a short-term view in the fixed-income space as 

this affords investors a chance to take advantage of the expected rise in 

fixed income yields during the latter half of the year. 

We recommend investors in search of higher yields should take 

advantage of undervalued and fundamentally sound stocks in the equity 

market, or perhaps, equity mutual funds with lower risk and instant 

diversification benefits. Investors can also explore other options like high-

yielding fixed deposits to moderate the negative real rate of return gap. 
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