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                                                         A move to an accommodative stance 

▪ Yesterday, the MPC voted to cut the benchmark lending rate by 100 bps to 12.5% while 

leaving other policy parameters unchanged. The decision centered on the need to stimulate 

growth in the economy amidst the corona virus pandemic. Reported figures for Q1 GDP 

showed a slow down to 1.87% YoY from 2.6% YoY in Q4 19. Furthermore, we expect the 

economy to contract by 1.95% YoY over Q2 20 hinged on the adverse impact of the 

pandemic (See report: Q1 2020 GDP - A pre-pandemic glimpse into Nigeria’s 

economy). Elsewhere, the MPC alluded the gradual increase in inflation largely to 

disruptions in supply chain and reduced supply of FX; but expect it to improve as gradual 

ease of lockdown continues and economic activities return.  

▪ We reiterate our view on the symbolic nature of the MPR given its ineffectiveness of 

transmission to other key rates. As a matter of fact, the MPC at earlier meetings have also 

alluded to this. Instead, we have seen growth in credit (increase of N3.1 trillion since 

introduction of LDR) via the use of unorthodox policy such as the minimum loan to funding 

requirement. Hence, the cut makes us to believe a stronger signal to stimulating growth.  

▪ On FX, flows at the IEW in the month of May has maintained same trend with the previous 

month. While inflows (-18% MoM) have remained low, outflows (-15% MoM) have been 

surprisingly low despite CBN resuming FX sales for school fees and SMEs. Similarly, CBN 

has recorded almost no sale at the IEW over the month. With the recent disbursement of 

IMF’s loan facility ($3.4 billion) and expected approval of facilities from the World Bank 

and AfDB, we believe there is no immediate concern to the reserves in the interim. Hence, 

this should give the CBN more headroom in supporting economy growth.  

▪ That said, we expect the CBN to seek more effective ways of reducing lending rate in order 

to stimulate growth. Particularly, we can’t rule out refund of excess CRR debit to banks. 

However, banks would have to submit a lending plan before getting the refund. This way, 

the CRR refund is given as credit and customers could benefit from lower lending rate due 

to competition across the banks. Elsewhere, we expect further implementation of credit 

growth mechanisms via loan to funding requirement and stimulus packages.     
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