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IN BRIEF

o The newly reconstituted Monetary Policy Committee (MPC) of the Central Bank of Nigeria (CBN],
led by Governor Yemi Cardoso, convened its first MPC meeting this week amidst heightened
expectations of a hawkish policy direction.

® Although this meeting marks the start of scheduled MPC meetings for 2024, the new CBN
administration which effectively commenced in September 2023 had implemented a number of

reforms in the FX market whiles tweaking the monetary policy transmission mechanism. However,
we observed that the forex reforms implemented so far have been heavily focused on boosting FX
supply while the persistent Naira liquidity overhang continues to fuel FX demand to overwhelm the
limited forex supply.

[ Against the backdrop of persistently loose Naira liquidity, the 12-member MPC expectedly delivered
a400bps hike in the monetary policy rate (MPR) to 22.75% (market expectation: 21.25%), amongst
other liquidity management measures.

o Our assessment of the CBN Governor's policy tone since his appointment suggests a strong leaning
towards reviving foreign portfolio investment as a critical source of forex inflows. We think this
posture will keep the MPC hawkish as the market requires higher interest rates to complement the
ongoing FX reforms. The MPR hike raises our hopes for a continued upturn in domestic yields,
especially along the back-end of the T-bill curve into the medium-term segment.

® However, the reduction in the lower bound of the asymmetric corridor effectively neutralizes the
impact of the MPR hike on the CBN's Standing Deposit Rate (SDR) which remains at 15.75%. This will
likely keep short-term deposit rates largely unresponsive to the MPR hike, limit the CBN's capacity
to effectively drain Naira liquidity and undermine the monetary policy transmission mechanism.
Despite the optically hawkish hike in the CRR to 45.0%, the CBN's past daily deductions from banks’
cash reserve above the previous 32.5% CRR will mute the liquidity-restraining impact of the latest
hike. This suggests the need for more aggressive Open Market Operation (OMO] in the near-term to
further tighten Naira liquidity.



https://www.cbn.gov.ng/MonetaryPolicy/calendar.asp
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A new era of monetary policy

The newly reconstituted Monetary Policy Committee (MPC) of the
Central Bank of Nigeria (CBN), led by Governor Yemi Cardoso,
convened its first MPC meeting this week amidst heightened
expectations of a hawkish policy direction. Although this meeting
marks the start of scheduled MPC meetings for 2024, the new
CBN administration which effectively commenced in September
2023 had implemented a number of reforms in the FX market

while tweaking the monetary policy transmission mechanism.

On the foreign exchange market, the CBN devalued the Naira
twice in the past 8-months with a cumulative adjustment of
65.0% against the US Dollar as of end-January 2024. The sharp
devaluation immediately narrowed the premium between the
official NAFEM and the parallel market rates, largely pushing the
Naira towards its fair value and eroding arbitrage opportunities.

The forex market reforms also included the re-introduction of the
“Willing buyer, Willing Seller” model on the official FX market in
June 2023, thereby allowing a market-based determination of FX
rates. The CBN also capped commercial banks” net open position
(NOPJ at 20.8% short and zero-percent long of shareholders’
fund. This effectively reduced the FX exposure of banks and
redirected the excess FX exposure to the Nigerian Autonomous
Foreign Exchange Market (NAFEM) to boost forex supply.

In our view, the FX reforms are decisive and charts a credible path
for Nigeria's exchange rate policy under the new Central Bank
regime. However, we opine that achieving the desired outcome of
a stable Naira will require staying the course of policy reforms as
the market gradually adjusts to the new era of monetary policy
and exchange rate determination.

We also observe that the forex reforms implemented so far have
been heavily focused on boosting FX supply while the persistent
Naira liquidity overhang continues to fuel FX demand to
overwhelm the limited forex supply. Consequently, the Naira has
weakened by an extra 168.5% against the USD on the NAFEM post
the January 2024 devaluation while the parallel FX market
premium widened to 17.6% as of 27 February 2024 from 8.3%.
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Here comes the hawks with a dove in the mix

Against the backdrop of persistently loose Naira liquidity, the 12-
member MPC expectedly delivered a 400bps hike in the
monetary policy rate (MPR] to 22.75%, amongst other liquidity
management measures. Whiles in line with our expectations, the
hawkish decision exceeded market expectation of a 258bps hike,
emphasizing the new regime's commitment to restore price
stability. Highlights of the decision includes:

e Raise the MPR by 400bps to 22.75%

e Adjust the asymmetric corridor around the MPR to
+100/-700 basis points from +100/-300 basis points

e Raise the Cash Reserve Ratio by 1,250bps to 45.0%

e Retain the Liquidity Ratio at 30.0%

The outsized hike in MPR is Favourable for price stability and
hastens the step to positive real policy rate. We view the
authorities’ bold decision to hike the policy rate to 22.75% as a
strong message of commitment to restore price and FX stability.
The new MPR with +100bps corridor brings the CBN's Standing
Lending Rate (23.75%] closer to the 12-month Nigerian Interbank
Treasury-bill True Yield (NITTY), which closed at 24.9% as of 26
February 2024 (+10.5pp YTD). With inflation at 29.9% in January
2024 and potentially peaking along the 30.0% - 35.0% range in
1H2024, real interest rates will remain in negative territory in the
near-term. However, we expect the start of disinflation in 2H2024
as the impact of the fuel subsidy removal and FX devaluation
wanes while the MPC remains hawkish at subsequent meetings.

Qur assessment of the CBN Governor's policy tone since his
appointment suggests a strong leaning towards reviving foreign
portfolio investment as a critical source of forex inflows. We think
this posture will keep the MPC hawkish as the market requires
higher interest rates to complement the ongoing FX reforms. The
IMF’'s recommendation in early February 2024 for continued hike
until the real policy rate turns positive suggests the MPC may
favour additional hikes of between 150bps - 250bps at future
meetings later this year.

INFLATION AND POLICY RATE PATH

e Policy Rate

@= e= |Jpper Policy Bound 35.0%

«= e= |ower Policy Bound 30.0%

e Headline Inflation Rate

25.0%
20.0%
15.0%

IC Insights | 10.0%

Forecast
5.0%
T — T T — T —r—r—r—1 0.0%
N OO DO O g NN NNOON ST WD W
TLL L Ay TTTIYNYYYYYQA
O >N = = o L 1 c c > a e
Umémw%DODOEuE%QQDB%S
o = Zn PmmHmHm"Z 90 3L Paos =

SOURCE: CBN, NBS, IC INSIGHTS,



https://www.cbn.gov.ng/MonetaryPolicy/calendar.asp
https://www.cbn.gov.ng/Out/2024/TED/Circular%20on%20Foreign%20Currency%20Exposure%20of%20Banks.pdf
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The wider asymmetric corridor however leaves us concerned
about the policy transmission. The MPR hike raises our hopes
for a continued upturn in domestic yields, especially along the
back-end of the T-bill curve into the medium-term segment.
However, the MPC's decision to reduce the lower bound of the
asymmetric corridor around the MPR from -300bps to -700bps
dampens our optimism about continued upward adjustment in
shorter-term vyields. The reduction in the lower bound of the
asymmetric corridor effectively neutralizes the impact of the
MPR hike on the CBN's Standing Deposit Rate (SDR) which
remains at 15.75%. This will likely keep short-term deposit rates
largely unresponsive to the rate hike, create a divergence with the
policy rate and undermine the monetary policy transmission
mechanism. We recognize the adverse impact of a higher SDR on
the CBN's interest expense on monetary sterilisation. In our view
however, a narrower interest rate corridor which raises the SDR
towards the B-months NITTY of ~17.0% would drain additional
Naira liquidity, improve the policy transmission mechanism, and
restrain the demand-induced price and FX pressures.

In an optically hawkish move, the MPC also hiked the cash reserve
ratio (CRR) by 1250bps to 45.0%, adding emphasis to its tilt in
favour of a hawkish policy stance. Hypothetically, this CRR hike
should drain Naira liquidity from the market and ease our concern
on the widened asymmetric corridor around the MPR. However,
the CBN had in the past executed daily debiting of banks"accounts
under the 32.5% regulatory cash reserve ratio. Although the CBN
announced cessation of these daily debits in early February 2024,
commercial banks indicated that the previous deductions have
increased their cash reserves held at the Central Bank above the
32.5% requirement. Against this backdrop, we believe the latest
hike in the CRR to 45.0% mostly regularizes the new ratio with the
current holdings of banks at the CBN. Consequently, we expect
the optically jumbo hike in the CRR to exert only a modest drain
on Naira liquidity to align with the new regime. This suggests the
need for more aggressive Open Market Operation (OM0) in the
near-term to further tighten Naira liquidity.

A formal adoption of inflation targeting (IT) framework did
not materialize but we remain hopeful for adoption in 2024.
We had anticipated an official announcement of a change in
monetary policy to IT framework at the February MPC meeting
after the CBN Governor offered a hint during his late-2023
presentations. However, our expectation did not exactly
materialize ostensibly because the authorities are yet to complete
the draft framework. Reassuringly, the Committee noted that the
proposed transition to an IT framework is essential to addressing
the persistent inflationary pressures. This indication deepens our
hope for adoption of inflation targeting in Nigeria before end-
2024. We believe an explicit inflation target which is clearly
communicated to the market will enhance the transparency of
monetary policy operations and anchor inflation expectations in
the short-to-medium term.




Hic

For more information contact your IC representative

Business Development & Client Relations

Derrick Mensah

Head, Business Development
+233 24 415 5765
derrick.mensah@ic.africa

Corporate Access

Joanita Hotor
Corporate Access
+233 50137 6100
joanita.hotor@ic.africa

Kelvin Quartey

Analyst, Business Development
+233 57 6042802
Kelvin.quartey@ic.africa

Dora Youri
Head, Wealth Management
+233 23 355 5366

dora.youri@ic.africa

Insights

Courage Kingsley Martey Churchill Ogutu
Head, Insights Economist

+233 240 970 832 +254 711796 739

courage.martey@ic.africa

churchill.ogutu@ic.africa

Lydia Adzobu
Senior Analyst, Financial Sector
+233 24 656 8669
Lydia.adzobu@ic.africa
Investing
Isaac Adomako Boamah Obed Odenteh Timothy Schandorf
Chief Investment Officer Portfolio Manager, Fixed Income Portfolio Manager, Risk Assets
030 225 2623 +233 54 707 3464 +233 24 292 2154

isaac.boamah@ic.africa

Operations

obed.odenteh@ic.africa

Herbert Dankyi
Portfolio Manager

+233 55710 6971
herbert.dankyi@ic.africa

timothy.schandorf@ic.africa

Clevert Boateng
Analyst, Risk Assets.
+233 24789 0452
Clevertboateng@ic.africa

Nana Amoa Ofori

Chief Operating Officer
+233 24 220 6265
nanaamoa.ofori@ic.africa

Trading

Emmanuel Amoah

Fund Administrator

+233 20 847 2245
emmanuel.amoah@ic.africa

Kelly Addai

Fund Accountant
+233 20 812 0994
kelly.addai@ic.africa

Randy Ackah-Mensah
Head, Global Markets
+233 24 220 6265
randy.mensah@ic.africa

Terms of use - disclaimer - disclosure

Allen Anang

Trader, Equities
+233 54 084 8441
allen.anang@ic.africa

Daniel Asante

Trader, Fixed Income
+233 55 285 7164
daniel.asante@ic.africa

This communication is from the Insights desk of IC Asset Mangers (Ghana) LTD, a member of IC Group (IC). The message is for information purposes only and it is subject to change as it is only
indicative and not binding. It is not a recommendation, advice, offer or solicitation to buy or sell a product or service nor an official confirmation of any transaction. It is directed at both professionals
and retail clients. This message is subject to the terms and conditions of IC Group. IC is not responsible for the use made of this communication other than the purpose for which it is intended, except
to the extent this would be prohibited by law or regulation. All opinions and estimates are given as of the date hereof and are subject to change. IC is not obliged to inform investors of any change
to such opinions or estimates. The views are not a personal recommendation and do not consider whether any product or transaction is suitable for any particular type of investor.




