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Liquidity concerns remain with reduced rate: Banks favor FGN bonds to 
plug gap.  

In the last quarter of 2015, the CBN during its 
2015 last Monetary Policy Committee (MPC) 
meeting cut the benchmark interest rate from 
13 to 11 percent and reduced the Currency Re-
serve Ratio (CRR) from 25% to 20%. The 
Monetary Policy Rate (MPR) is the key rate 
which drives interest rate in the country and 
with which the CBN lends money to the com-
mercial banks. These policy decisions were 
geared at increasing liquidity. Relaxation of 
CBN’s monetary tightening policy is supposed 
to allow banks access to more funds for invest-
ment in the general economy but there is little 
sign that liquidity is increasing in the general 
economy. Three things should, therefore, be 
clear to CBN by now. First is that they should 
stop propping up the Naira. Second is that giv-
en current economic realities, CBN’s use of 
the foreign reserves and capital controls to 
support the naira cannot be sustainable in the 
long run.    

     

                      

 

 

 

Finally, there needs to be transparency on the 
part of the Nigerian banks in the use of the mon-
ies that the CBN has already pumped into the 
system. Whether this will actually happen is an-
other matter because the money released into the 
economy for the most part may be used by the 
commercial banks to buy FGN bonds to fill the 
gap created by the selloff of those bonds by for-
eign investors when JP Morgan removed Nigeria 
from their emerging market index. Investing in 
the FGN bonds is a safer bet for the commercial 
banks but this action is contrary to the CBN ob-
jective. In addition, the cost of servicing foreign loans is now more expensive given the weaker naira and saps 
the remaining liquidity in the system that could be channeled to other targeted sectors of the economy. 

 

Source– CBN, O-analytics 

Source– DMO, O-analytics 

“Liquidity remains a major 

    Concern’’ 
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O’Briefs Commentary. There is no sign from President Buhari or the CBN of any policy shift to stop the 

naira from getting weaker. Growth has slowed to an all-time low mainly due to the currency controls and im-

port restriction. The price of oil which we 

noted in our second issue would fall below 

$30 and the fuel shortages have worsened 

the situation. The impact of these re-

strictions is reflected in the 20% stock mar-

ket drop. If this policy remains we could 

see Nigeria’s GDP worse than the most 

conservative projection by multilateral fi-

nancial institutions like the International 

Monetary Fund and the World Bank. 

Worse, the restrictions are poised to pro-

duce high levels of unemployment and 

stall economic movement in the manufac-

turing and trade sectors . CBN should by 

now have created an economic war 

room where key stakeholders gather to 

monitor the impact of the current policy and change the trajectory of the economy before it is too late.  

The chart above shows the Nigeria All Share post the rate cut while the one below represents the prac-

tical impact of the current policy by the CBN as the variance between the official rate and the black 

market rate get even wider. A recent unscien-

tific polling of 25 Nigerians in America by 

O’Briefs shows a 100% shift on how they send 

money back to Nigeria. They no longer go to 

western union or wire monies through Nigerian 

banks. An alternative market is being created, it 

appears. They use carriers to bring in their dol-

lars so they can take advantage of the black 

market and avoid the chance of wired funds 

getting stuck in the system. We have too much 

demand chasing too little supply and as a result, 

suppliers of currency are able to charge more in 

the black market. We don’t expect to see any 

correction any time soon because opportunities 

for arbitrage remain stupendously lucrative for 

people that have strong access to dollars at a 

cheap rate. The black market has moved from USD/NGN255 in the 3rd quarter of 2015 to 391. This reflects 

the increasing upward pressure on the currency and strong fiscal headwinds on GDP and growth. Overall, the 

Nigerian economy is doing poorly. Unemployment is rising, wages are stagnant, Nigeria remains a net import 

country and as a result the CBN wants to maintain exchange rate stability because the cost of importing goods 

will increase if the official exchange rate is devalued or weakened against the US dollar. Looking ahead this 

means strong inflationary pressure on consumer goods. According to one estimate, overall inflation in Nigeria 

is expected to rise in qtrs 2 and 3 of 2016 to 9.68 and 9.86 respectively.  

 

Source- FT, O-analytics 

Source– CBN, O-analytics 

“CBN should by now have created an economic war room”  
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Q&A with Prof. Pat Utomi 
As an entrepreneur, Prof. Utomi founded and co-founded companies 

that are active in fields including financial services, ICT, and media. 

Prof. Utomi has been a scholar-in-residence at the American Univer-

sity in Washington DC and the Havard Business School. As leader in 

Civil Society, he is the founder of the Centre for Values in Leader-

ship; and the Concerned Professionals, among other social sector 

enterprise initiatives  

  

Interview by: Frank Dike, Senior Analyst 

 
OB: The CBN has unexpectedly cut MPR rate 
by 200bps. Was that the right decision at this 
time, given the challenges Nigeria faces with 
exchange rates?  

 
PU: It may seem like a paradox, at a time 
when the CBN has been trying to manage the 
slide of the Naira in exchange with major cur-
rencies that it would make a move that increases 
access to money supply, especially because the traditional ap-
proach of the CBN to exchange rate management has been to 
constrict money supply when the Naira is losing grounds but 
the fact is that many forces are at play for where the Nigerian 
economy stands. 

The urgent need to diversify the base of the Nigerian economy, 
which has been a battle cry of some like me for 30years now, 
came home with the oil price crash of 2014/2015. If stimulating 
economic activity in the face of a slide towards recession and 
diversifying the base of the economy are to proceed according-
ly, travelling in the direction of cheaper money is more or less 
an imperative. The big question is what it tells us about institu-
tional memory at the CBN which 20 years ago turned to stabili-
zation securities and withdrawing government funds from com-
mercial banks as a way of mopping up money in circulation in 
the face of an exchange rate slide. Does it signal an emphasis on 
economic growth over holding on to a strong exchange rate as a 
badge of honor or have we learnt from how the Japanese played 
it in the 1970, when the Yen was weak and supported export 
growth. If that is the case, we must ask is there some form of 
industrial policy that is propelling diversification and export led 
growth or will it turn out to have iatrogenic consequences 
where the treatment does more damage to the patient. I would 
support CBN improving access to credit even more dramatical-
ly if it educates people to get away from the fetish of strong ex-
change rates; if, and only if, a clear national strategy based on 
latent comparative advantage geared at dominating global value 
chains in select areas where our factor endowments make that 
plausible if we show enough discipline of execution and passion 
for winning and building a private sector that will grow those 
value chains the way South Korea did. The traditional view that 
we should keep the exchange rate artificially strong as we ex-
port little beyond oil is to vote for permanent dependence on 
oil, a wasting asset of traditional price volatility. 

 
OB: The non-oil sector has suddenly 
become prominent in discussions about 

the economy and GDP growth. It is 
clear that the new finance minister’s job 

is solely focused on making a dent on 
this sector. Considering that this sector 

had been neglected for a long time, what 
are your thoughts on the timeline to 
achieve success in this sector?  

 
 
 
PU: We waited too long, 
held back by the prebendal 
culture that defines our poli-
tics and the leadership fail-
ures of our contemporary ex-
perience, to build up the non-
oil sector. But to be fair, the 
Nigerian economy has be-

come much more diversified than we 
realize. But it is no thanks to policy. An 
entrepreneurial population, often in spite 
of policy rather than because of it has 
built up sectors like Nollywood, the ICT 
sector fashion exports etc, driven mainly 
by young people. 

Diversification is not a tap you switch 
on and off. What we need is carefully 
planned and sold industrial policy into 
which government regulators are social-
ized to become more facilitators than 
obstacles. I have said repeatedly that one 
of the biggest risks in doing business in 
Nigeria is regulatory risk. People think, 
in positions of authority that the best 
show of that authority is in bullying the 
regulated. We need to go back and study 
how MITI (Japan’s legendary Ministry 
of International Trade and Industry) op-
erated 40 years ago. 

“Diversification is not a tap you 

switch on and off” Pat Utomi 
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Q &A with Pat Utomi of Contd... 

   
OB: The TSA has been hailed as a key part of the solution to 
ensuring Nigeria is able to trace funds and ensure the FGN 
maximizes revenue collection and increase transparency around 
revenue disbursement. What are your thoughts on how to ensure 
the safety and soundness of the program?  

PU: As one who has long championed a war against corrup-
tion and reduction of the massive levels of goal displacement in 
the public service, I welcomed the TSA idea. But from the get-
go, it worried me in the same way as that withdrawal of govern-
ment money from commercial banks two decades earlier, struc-
turally damaged financial deepening, and seven year money 
gave way to 90 day credit with high costs for venture creation. I 
think that with the state of technology and Enterprise solutions 
being offered by the great software companies TSA could be a 
best thing to stop the hemorrhaging while a better way is put in 
place. It is like my suggestion of a Zero Base Budget. I saw the 
Jimmy Carter administration struggle with it in the late 1970s in 
the US and did not think it could be implemented in three 
months. I was hoping it would come in 2017 and then other ele-
ments of activity based budgeting can be pulled in but it would 
seem to have jumped into the 2016 budget  
 
OB: Nigeria will continue to depend on international partner-
ships if it fails to create an organic research base. Why is re-
search important and how can it help growth in the country?  

PU: Research is so impor tant for  growth because it will 
bring out your differential advantage that can enable you com-
pete in the global market place. I always give the example of 
Malaysia and how their Agriculture Research Institute 
(MADITECH) advanced the contribution of the Palm Oil value 
chain but also how research, in collaboration with MIT, helped 
counter campaigns on health problems related to palm oil con-
sumption. 

OB: Most economists will tell you that small businesses are 
the engine that drives economic growth. Do you agree, and if 
you do, why do you think that the viability of small businesses is 
not a major focus in the Nigerian government?  

PU: I do agree on the importance of SMEs especially given 
the number of jobs we have to create and how activities of  
SME enable big businesses focus better. When big businesses 
have to deal with all aspects of their value chains, from input 
logistics to selling and finance, it can easily lose focus or their 
strategy can make it vulnerable to challenge from a competitor 
differently disposed and better focused. 

 

 

 
Correction 
 
Vol.1, #4 of O’Briefs  inadvertently omitted the fact 
that the CBN did make clear that Stanbic IBTC was 
right in the case between it and the FRCN. We have 
since heard from readers including a CBN staff and 
two highly respected bankers including former CBN 
governor and the Emir of Kano, HRH Muhammadu 
Sanusi II and  Mr. Atedo Peterside, Chairman of Stan-
bic IBTC.  CBN actually explained why Stanbic was 
right in the following paragraphs: 
 
Contrary to the allegations of the FRC that Stanbic 
IBTC ( SIBTC) did not obtain approval from the Na-
tional Office for Technology Acquisition and Promo-
tion (NOTAP) for the payment of affiliate software 
license, our review revealed that the bank actually 
obtained the necessary approval from NOTAP to pay 
affiliate software license from the Standard Bank South 
Africa (SBSA), for a period of three years covering 1st 
June 2012 to 3oth May 2015. The remittance from June 
2015 to date is still awaiting approval from NOTAP.  

With regards to the allegation of non-disclosure of intangible 
assets in SIBTC’s 2013 and 2014 financials, we note that the 
bank adequately recognized the software as an intangible 
asset in its 2011 financials and sufficiently disclosed the dis-
posal of the software in the 2012 financials. Consequently, the 
said software could not have been reported as an intangible 
asset in the succeeding years 2013 and 2014. 
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To continue receiving our 
newsletter, please subscribe 
at http://www.o-briefs.com . 
We have two packages. We are 
dedicated to continually pro-
vide you with very useful infor-
mation. Thank you for your 
patronage.  
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