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                              MPC meeting preview: Currency concerns to drive policy inertia 

 

Today, the Central Bank of Nigeria (CBN) concludes its last two-

day Monetary Policy Committee (MPC) meeting for the year 

amid increased uncertainty on the global front and a 

deteriorating domestic landscape. On the international scene, the 

emergence of Donald Trump as US President-elect has stoked 

prospects of rising US interest rates1 given his campaign emphasis 

on expansionary fiscal policy. Furthermore, developments along 

the macroeconomic front: strong Q3 16 GDP growth, sturdy jobs 

data and rising inflation have resulted in the US Federal Reserve 

guiding to a rate increase at the December 2016 FOMC. In 

contrast, the domestic macro-economic climate darkened further 

with GDP extending its negative reading for the third consecutive 

quarter in Q3 16—first time in 25 years—while inflation 

maintained its upswing with latest reading in October printing at 

a twelve-year peak. As in September 2016, the MPC faces a stark 

policy conundrum with no easy trade-offs along all policy options.  

 

 

 

In justifying the need to maintain a hawkish stance, the CBN 

stated that its July tightening had induced a recovery in FPI 

inflows to the tune of $1 billion between July and September. In 

addition, post a 60% drop in the three months after adoption of 

a flexible exchange rate regime, the USDNGN has strengthened  

3% from the end of August to current N305/$ levels.   

 
 

                                                 
1
 Post Trump’s electoral success, US Treasuries have climbed 46bps 

    

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 315.47 -0.06% -58.3% 

EURNGN 336.91 0.90% -56.1% 

GBPNGN 399.02 1.70% -36.2% 

JPYNGN  286.00 0.70% -71.3% 

Monetary Aggregates –September 2016 

  (N’bn) MoM YoY 

M2 22,133 2.2% 18.2% 

CPS 22,593 -0.3% 20.6% 

NCG 3,749 13.9% 34.5% 

NFA 7,742 1.6% 52.3% 

NDC 26,341 1.5% 22.4% 

External Position  

  Latest QoQ YoY 

Trade Balance 

($’mn) -409.21 -73.3% -80.3% 

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% 

                                                               Usman Olubajo 

          usman-olubajo.ajibola@arm.com.ng 

  
 

       

Naira stability to dominate CBN’s agenda… 
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Furthermore, naira volatility has dropped from over the last three months – a 

departure from the heightened volatility in the aftermath of floating. Nonetheless, 

the newfound currency stability is at odds with FMDQ data on FX trading 

turnover which point to persisting dollar shortages in the newly floated FX market. 

Indeed, the dollar paucity at the interbank has resulted in three CBN special 

interventions, in addition to daily CBN sales, to clear demand overhang in the 

segment even as FX reserves maintained descent over the period (-1.8% to $24.3 

billion). Amid foreign reticence, the CBN has resumed a more active role in the 

market with the exchange rate on the apex bank’s dollar sales now the effective 

closing USDNGN spot rate. The reinstatement of this informal peg at N305/$ 

and CBN attempts at correcting dislocation in the parallel market suggests the 

apex bank’s focus remains on the currency. Thus, the renewed emphasis on 

currency stability should continue to induce a hawkish monetary policy stance to 

provide attractive returns for holding naira. 

 

Figure 1: FX market turnover (US$’ millions) 

  

Source: FMDQ, ARM Research  
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Growth worries to remain at the backseat for now 
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That said, as earlier stated, the recently released Q3 16 GDP numbers which 

showed further output contraction should renew arguments in favour of monetary 

accommodation. While non-oil GDP only printed positive, on the back of 

continued positive reading in agriculture and a lesser contraction in Services, the 

underlying patterns remain weak with the recession deepening across 

manufacturing and trade. However, we think the apex bank, as in the last two 

MPC meetings, should continue to view these issues as structural requiring fiscal 

policy measures. To our minds, the view conveniently ignores the adverse impact 

of elevated interest rates at the short end of the curve on the structure of economy. 

In our views, following the sizable depreciation in the naira, the high interest rate 

environment of largely short tenors limit any gains from increased export 

competitiveness to sectors with high turnover and low margins (such as trade) often 

characterized by low labour absorption and weak growth elasticity. More 

importantly, given subdued loan growth, excluding translation impact, the high 

rate environment merely adds an extra layer of cost to businesses compounding 

current growth pressures.  

 

 

 

Despite the limited impact of the current tightening stance on interbank dollar 

availability pressing domestic growth concerns, we see CBN’s undue focus on 

naira stability as providing scope for an unchanged stance at the conclusion of the 

MPC meeting. That said, declining momentum in CPI readings with base effects 

to kick in over 2017 raise prospects of a strong expansion in real yields. Under this 

scenario, we think the apex bank would need to re-examine the effectiveness of 

current tightening more in light of growth concerns.  

 

 

 

 

 

 

 

 

 

A static MPC on the cards 
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