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MPC cuts Benchmark Rate to 11.50%  

Adjusts Asymmetric Corridor to +100/-700bps 

 

 

   

 
 
 
 
 
 
 
 
 
 
 
 
 
    Committee’s Considerations 

The Committee noted with concern the persistent rise in headline inflation (currently 
at 13.22% as at August 2020), attributing same to structural weakness and supply 
shocks. The Committee expressed the view that employing traditional monetary policy 
measures to curb current inflationary pressure may prove ineffective and as such 
intervention programs towards stimulating production in the agricultural and 
manufacturing sectors are more likely to increase output and lower prices. 
 
The Committee also appraised the situation in the financial market, considering the 
impact of dwindling capital flows on the yield environment. Furthermore, the 
Committee took note of the improvements in the performance of the equities market 
since Q2:2020, citing it as a signal of prospective medium-term economic recovery.  
 
The Committee recognized the increase in aggregate credit while encouraging further 
expansion in credit particularly to employment generating sectors of the economy to 
hasten growth recovery. On the flip side, the Committee charged the apex bank with 

The Monetary Policy Committee (MPC) held its fifth (5th) meeting of the year 

on the 21st and 22nd of September 2020. The committee decided to cut the MPR 

to 11.50% and adjust the Asymmetric corridor to +100/700bps around the 

MPR while retaining all other parameters at current levels- Cash Reserve Ratio 

(CRR) at 27.50% and Liquidity ratio at 30.00%.  

In reaching its decision, the committee examined major factors working against 

output growth and issues spurring inflationary pressure within the domestic 

economy. The Committee noted the prevalence of security challenges in the 

country’s food-producing regions, adverse climatic conditions resulting in 

incessant flooding, the energy sector deregulation (increase in PMS pump price 

and move towards cost-reflective electricity tariffs), low crude oil prices and 

exchange rate adjustments as major headwinds. 

The Committee also noted the increase in aggregate credit but further 

encouraged that more credit should be channeled to employment generating 

sectors to hasten the recovery of the economy.  

Ultimately, the Committee held that traditional monetary measures to curb 

inflation may prove ineffective at this time as the rise in inflation is a result of 

structural rigidities.  

We expect the decisions reached to further ease up system liquidity. Based 

on the fact that the lower asymmetric corridor implies lower rates on the 

standing lending and deposit facilities, we expect lower funding costs for 

banks. In the fixed income space, we see yields trending lower as liquidity 

makes way into the market. 
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sustaining its surveillance of the banking system to ensure that Non-Performing loans 
(NPLs) remain at low and manageable levels. The Committee also noted the rising 
public debt profile and urged fiscal authorities to strengthen its debt management 
strategy, explore other revenue sources and enhance efficiency in public expenditure. 
 
The Committee highlighted the weak revenue base flowing from low crude oil prices, 
lack of fiscal buffers, and the high burden of debt service as some of the limitations of 
fiscal policy at this time while also encouraging the apex bank to carry on with its 
developmental finance activities to support economic growth. 
 
In the face of output contraction and rising inflation, the Committee after reviewing 
the policy options at its disposal voted to ease the policy rate. The Committee pointed 
out that, while tightening the policy rate would moderate inflationary pressure and 
serve to attract fresh capital, the decision would ultimately stifle the recovery of the 
economy and drive the economy further into contraction. Easing on the other hand 
would provide access to cheaper credit, encourage production, stimulate aggregate 
demand and support overall economic recovery. 

Key Decisions 
Reduced the MPR by 100bps to 11.5% 
Retained CRR at 27.5% 
Retained liquidity ratio at 30.00% 
Reduced the asymmetric corridor to +100bps/-700bps around the MPR 

     
Anticipated Impacts 
The Banking Sector: Asset Quality or Net Interest Margin? 
The Nigerian banking sector has so far shown resilience in the face of mounting 

regulatory risks and the COVID-19 pandemic. While interest earnings and fee-based 

incomes were pressured in H1:2020, an analysis of our coverage banks showed that 

loan book and transaction volumes growth served as important mitigants to the 

decline in gross earnings. Banks also found succor in other non-interest income lines 

such as trading and FX gains. Although the yield on assets remained depressed, the 

decline in cost of funds had a compensatory impact on net interest margins. The 

recent reduction in savings rate to 1.25% from 3.57% is expected to further support, 

albeit marginally, the downtrend in cost of funds.  

The Committee’s decision to reduce the MPR to 11.50%, however, is expected to exert 

further downward pressure on risk assets yield and thus net interest margins. Growth 

in interest income will therefore increasingly depend on the capacity to sufficiently 

grow loan book. In view of the prevailing macroeconomic risks, however, banking 

sector loan book expansion may jeopardize asset quality in the near term.  

Going forward, therefore, we expect banks to balance their desire for stronger 

margins with the need to protect asset quality. Also, the impact of the rate cut will 

be more apparent on the small-to-mid-sized banks as they tend to be more 

vulnerable to regulatory risks. 
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The Real Sector: Risk Factors Remain 

Despite the relaxation of lockdown restrictions and the gradual restart of the domestic 

economy, the real sector is still not out of the woods yet. The Purchasing Managers’ 

Index for August backs this up, as the Manufacturing and Non-Manufacturing PMI 

contracted further to 48.5pts and 44.7pts respectively. Since Q2:2020, the CBN and 

Federal Government have employed numerous monetary and fiscal policies in a bid to 

abate the looming recession and hasten the post-pandemic recovery. Some of these 

polices include the lowering of the benchmark rate from 13.5% to 12.5% in July, crop 

import restrictions and sector-specific intervention funds.  

The Committee’s decision to cut rates by 100 basis points, highlights its commitment 

to ensuring economic growth despite the soaring rate of inflation. We do not 

anticipate a drastic impact on the real sector, and it is unlikely that the rate cut will 

significantly pressure lending rates downwards given the risks factors associated 

with the sector.  

 

The Fixed Income Market: Rate Cut to Spur Buying Pressure 
The fixed income space has seen robust patronage and a consequent dip in yields in 

recent times. This momentum was headlined by the robust buying activities that have 

permeated the primary and secondary market, following improved liquidity in the 

financial system so far in 2020. 

The committee's decision to cut rate by 100bps to 11.50% is expected to spur 

increased participation in the fixed income market, leading to a further contraction 

in fixed income yields. We expect this to feed-off on the disincentive it would 

constitute to conventional savings, making investment in short-tenured risk-free 

instruments a preference. 

The Equities Market: Negligible Impact on Equities 
Most of the losses recorded on equities at the height of the pandemic scare in Q1-
Q2:2020 has been reversed. For the most part of the third quarter, the equities market 
activities have largely been supported by bargain buying, reaction to Q2:2020 earnings 
performance and investors positioning ahead of expected corporate action 
(particularly, dividend payments). Quarter to date, the NSE All-Share Index is up 4.80% 
to 25,654.90pts., having gained 5.71% since the MPC last met in July 2020. As we 
approach the end of the third quarter, we hold that corporate performance amidst 
the gradual restart of the economy would be the major driver of the market in the 
coming months. Although domestic macroeconomic indicators remain largely weak, 
from a valuation standpoint, the Nigerian equities market trades at a PE of 9.04x, an 
attractive discount when compared to its peers – South Africa (PE of 21.10x), Egypt 
(PE of 11.42x) and Kenya (PE of 9.17x). 

Going forward, we expect the MPC’s decision to alter the MPR and asymmetric 
corridor to have a negligible effect on the direction of the equities market. Instead, 
we expect share price movements to be reflective of earnings performance in 
Q3:2020. 
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Contact Information 

Investment Research 
ahmedjinad@meristemng.com   (+234 809 183 9487) 
research@meristemng.com 

 
IMPORTANT INFORMATION: DISCLAIMER 
Meristem Securities Limited (‘’Meristem’’) equity reports and its attendant recommendations are prepared based on publicly available 
information and are meant for general information purposes only and it may not be reproduced or distributed to any other person. All 
reasonable care has been taken to ensure that the information contained herein is not misleading or untrue at the time of publication; 
Meristem can neither guarantee its accuracy nor completeness as they are an expression of our analysts’ views and opinions. 
Meristem and any of its associated or subsidiary companies or the employees thereof cannot be held responsible for any loss suffered by 
relying on the said information as this information as earlier stated, is based on publicly available information, analysts’ estimates and opinions 
and is meant for general information purposes and should not be construed as an offer to buy or sell or a solicitation of an offer to buy or sell 
securities or any financial instruments. The value of any investment is subject to fluctuations, i.e. may fall and rise. Past performance is no 
guide to the future. The rate of exchange between currencies may cause the value of investment to increase or diminish. Hence investors may 
not get back the full value of their original investment. Meristem Securities is registered with the Securities and Exchange (SEC) and is also a 
member of The Nigerian Stock Exchange (The NSE). Meristem Securities’ registered office is at 124 Norman Williams Street, South West, Ikoyi, 
Lagos, Nigeria. Website: www.meristemng.com; Email: research@meristemng.com. © Meristem Securities Limited 2020. 
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Meristem Research can also be accessed on the following platforms: 
Meristem Research portal: meristem.com.ng/rhub 
Bloomberg:  MERI <GO> 
Capital IQ:  www.capitaliq.com         
Reuters:  www.thomsonreuters.com 
ISI Emerging Markets:  www.securities.com/ch.html?pc=NG      
FactSet:  www.factset.com 
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