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CBN ’s  f ive-year  plan: same direct ion; more dimensions   

Although the nation sti l l  awaits  minister ial  appointments and more direct ion from 

the f isca l  authorit ies,  the Central  Bank of  Nigeria  (CBN) had ensured that i ts pol icy 

targets  for  the next  f ive years  did not remain uncertain  for  long  when i t  released 

its f ive-year plan in June 2019 . In l ine with our  expectation ( c l ick here  to read our 

note on Emef iele’s re -appointment and macro implicat ions ) ,  the CBN ’s  proposed 

pol icy thrust  centered around exchange rate stabi l i ty  and targeted interventions 

in non-oi l  economic  sectors.  Prec isely,  the apex bank is  aiming to  1)  maintain 

macroeconomic and f inancial  stabi l i ty,  2)  improve f inancial  system stabi l i ty  3 ) 

work with Deposit Mo ney Banks (DMBs)  to improve access to credit  4)  d iversify  

the economy through targeted intervention programs  and 5)  foster  f inancial  

inclus ion.  A lthough the plan is  largely a mirror image of  CBN’s  f irst  term strategy 

under Emefiele ,  the resolve to pursue the  improvement of  f inancia l  system 

stabi l i ty  appears to be  stronger.  In addition to th is ,  the apex bank has wasted no 

time in rol l ing out new modali t ies and ini t iatives  towa rds the atta inment of  the 

set objective s.  In the sections below, we assess the core objectives for  the next 5  

years with a v iew to assessing the potential  implications.   

 

What is  new? 

CBN wants to improve f inancial  system stabi l i ty  and may recapital i ze banks to 

achieve the objective .  A standout of  CBN’s 5 -year plan is  i ts focus on improving 

f inancia l  system stabil i ty,  and centra l  to  that objective is  the potentia l  

recapital ization of  banks.  Th is objective  is  l ikely dr iven by  the  need to ensure that 

Nigerian banks have enough buffers to withstand systemic  shocks.  Since the last 

recapital ization exerc ise in 2005,  a 183.0% depreciation of  the naira  has led to  a 

signif icant p lunge in the minimum capital  requirement of  ban ks to $70.0 mil l ion 

in 2019 compared to $193.8 mil l ion in 2005. To our minds,  CBN’s  concern about a  

possible inadequacy of  the current minimum capita l  may have been motivated by 

higher non-performing loans in the balance sheet of  banks,  pr incipal ly  stoked by 

the col lapse  of  g lobal  o i l  pr ice  in 2014. To this  point,  we note  that the oi l  and gas  

sector accounted for  c .30.4% of  the total  loan portfol io of  banks in Q1’19 (vs.  

24.0% in 2018).  Other core exposures of  the Nigerian bank ing sector from a loan 

portfol io  standpoint include manufacturing (14.7%),  government (9.0%),  and 

f inance,  insurance & capital  markets  (7.4%).  Clearly,  the decl ine in oi l  pr ice may 

have had a second order effect on  the non-oi l  loan portfol io t hat drove further 

pressure  on the sector  loan book. In l ine with this,  NPL ratio deter iorated from 

3.5% prior  to the oi l  pr ice col lapse in 2014 to 10.8% in 2019.  
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Figure 1:  Historical  NPL in Nigerian banking sector  (%)  

 
Source: CBN; CardinalStone Research 

Thus,  the renewed focus on shor ing up the capital  bases of  banks in the coming 

years is  understandable ,  especia l ly  in v iew of  the recent stress  test which 

indicated that  banks with less than N1 .0 tr i l l ion in assets  would not  survive in the 

event of  a deteriorat ion in  their  NPL’s to 50 .0%. For the CBN to restore capital  

buffers  to 2005 levels in dol lar  terms,  it  wil l  have to ra ise  capital  requirement for 

nat ional  banks to c .N72.0 bi l l ion ($200.0 mi l l ion)  and that of  international  banks 

to c.N144.0 bi l l ion  ($400.0 mil l ion),  assuming an exchange rate of  N360/$. Our 

analysis suggests that  while  internat ionally  l icensed banks have no problem 

meeting our scenario threshold,  some nat ional  banks  may need to source extra 

capita l  or  consolidate with peers to keep substantial  buffers over our  hypothetical  

higher minimum requirement.  Notwithstanding,  a robust f inancia l  system with the 

capacity to take on r isk  wil l  be  essential  for  the sustainable  provision of  credit to 

the real  sector .    

  
S o ur c e :  C om p any  f i na nc ia l s  ( Q 1 ’1 9 ) ;  C ar d i n a l S t on e  Re s e a r c h  
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Figure 2 :  International  Banks  possess substantial  capital  buffers  (N’  bi l l ions)  
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S o ur c e :  C om p any  f i na nc ia l s  ( Q 1 ’1 9 ) ;  C ar d i n a l S t on e  Re s e a r c h  

 

CBN looks  set  to take more drastic  steps to increase lending to real  sector .  

The CBN embarked on several  ini t iat ives to improve real  sector lending in the last 

5  years with l imited success ,  as  pr ivate sector credit only  recorded marginal  

growth of  1.0% between 2016 -2018 after  an ini t ia l  surge of  15.4% YoY in 2016. 

Some of  the ini t iatives  of  the  last 5  years inc lude the introduction of  a  national  

col lateral  registry,  which ,  as  at Apr i l  2019 ,  had over N1.2  tr i l l ion registered on the 

platform; and the introduction of  a more f lexible cash reserve ratio for  banks 

providing funding to green and brown f ield projects in manufactur ing and 

agriculture sectors .  In  the next f ive years,  the CBN is p lanning to expand the scope 

of  i ts previous policies ,  with added object ives  including:  broadening the range of  

col lateral  MSME s can provide to banks ;  increasing the enrol lment of  unique 

banking customers to 100 .0 mil l ion on the BVN system ; supporting the 

development of  invoice  f inancing ;  and introducing a consumer lending framework 

for  large department stores,  automobile companies and equipment leasing 

auctions.  In l ine with these object ives of  deepening access to credit ,  the CBN 

recently released a guidel ine instruct ing banks to maintain a minimum loan to 

deposit ratio (LDR) of  60.0% by September  2019  (compared to sector  LDR of  58.5% 

as at May 2019 and regulatory maximum of 80.0%) .   

 

Although bank lending to the domestic economy rose  by 8 .2% YoY to N20.974 

tr i l l ion (as at Apr i l  2019),  the CBN’s move highl ights an increasing need to 

encourage greater  al locat ion to str ategic segments within  the pr ivate sector.  In  

addition,  the apex bank may have been concerned about the recent decl ine in LDR 

to 58.5% in 2019 (from 67.4% as at May 2018)  and the concentrat ion of  existing 

loans in the volati le  o i l  and gas sector .  Based on Q1’19 numbers  on Nigerian 

operat ions,  our analys is  suggests  that  most  banks under our coverage may not 

have to increase loans signif icant ly to adhere to the new  requirement,  save for  

United Bank for  Afr ica  (UBA)  Plc.  Whi le we highl ight that the  regulation could 

incentiv ize some DMBs to extend loans to targeted sectors due to the implied 

benefit  in the  computation of  LDR, banks are l ikely to weigh this  benefit  against  
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Figure 3 :  National  Banks may need to raise addit ional  capital  (N’  bi l l ions)  
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the r isk  of  a  possib le  increase  in  NPLs due to fresh  exposure to fragi le real  sector 

segments.    

 
S o ur c e :  C om p any  f i na nc ia l s ;  C ar d i na l S t on e  Re s e ar c h  

 

Same old same old as CBN doubles down on its last term mandates  

The CBN reaff irmed i ts  core object ives  of  ensuring stable FX and reining in 

inf lat ionary  pressures  in the next 5 years by  leveraging monetary tools  such as  

open market  operat ions and reserve requirements.  Notably,  the CBN emphasized  

that exchange rate stabi l ity  is  l ikely to be crucia l  in achieving i ts  single digi t  

inf lation target  in  the medium-to-long term. Although a target inf lation band was 

not  explic it ly  stated in the pol icy document,  we believe the CBN wi l l  a im to anchor  

expectat ions  around i ts  previous ly stated target of  between 6 .0-9.0%. In our view,  

we see the CBN’s target as opt imistic given structural  im pediments such as the 

vulnerabil i ty  of  crop produce (which accounts for  c.50% of  the CPI)  to weather and 

seasonali ty effects .  With average growth in  crop product ion fal l ing below the 

population growth rate  for  the f irst t ime in a decade  in 2018 (2.1% vs populat ion 

growth rate of  2.7% in 2018),  inf lat ionary pressure  from food prices is  unl ikely  to 

abate in the near term. Furthermore,  the possible devaluation of  the naira ,  

implementat ion of  cost ref lect ive energy  tar if fs  and deregulati on of  the  

downstream oi l  sector al l  present upside r isks  to inf lat ion in the near -to-medium 

term. While we note that CBN’s susta ined support for  the agricultural  sector has 

the potentia l  to  increase product ion in the medium term  and thus cushion the 

volati le  impact of  weather condit ions,  the burden of  r isks remains largely t i l ted to 

the upside in our view. Our base case expectation is  for  inf lation to average 

c.11.5% YoY in 2019 (vs.  YTD average of  11.3% YoY).   

 

FX stabi l i ty  has been largely achieved in the last 2  years ,  fol lowing several  

currency devaluat ions that caused shocks  to the price env ironment,  as oi l  pr ices  

tumbled from highs of  $155/barrel  in 2014 to an average of  $44/barrel  in 2016.  

The apex bank achieved relative stabi l i ty  through frequent intervention s in the 

various exchange windows, which we expect  to be sustained  in  the near term 

given prevai l ing g lobal  fundamentals (monetary e asing in developed economies,  

steady oi l  pr ice outlook owing to recently  agreed extension of  OPEC cuts and FX  

reserves well  above CBN ’s comfort level  of  c .$30.0 bi l l ion) .  In Emef iele’s second  
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Figure 4 :  Most of  our coverage banks already meet CBN’s LDR requirement  
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term, we expect I&E FX window to remain the primary  exchange window,  with a  

possibi l i ty  of  further convergence of  al l  FX rates  sti l l  l ike ly.  We a lso do not  rule  

the possibi l ity  of  a devaluation of  the naira in the medium term as our expectat ion 

of  sticky double-digi t  inf lation could result in  further overvaluation of  the NGN 

and increased pressure  on the apex bank.  

 

N igeria’s  monetary authority st i l l  seeks diversif icat ion through extension of  

intervention programmes .  Intervention in it iatives such as the Anchors Borrowers  

Programme, Pres idential  Ferti l izer  ini t iat ive,  Nigerian  Bulk E lectr ic ity Payment 

Assurance Faci l i ty  and FX restr iction on over 4 2 banned i tems  were synonymous 

with the  CBN in  the last 5  years.  The objective of  d iversif ication is  closely  t ied 

with that of  exchange rate stabi l i ty  as the long-term goal i s  to propel targeted 

sectors to help dr ive non-oi l  exports to US$ 13.0 bi l l ion (2018:  $2.0 bi l l ion)  and 

diversi fy FX earnings from crude oi l  exports.  In the next 5 years,  the lender of  last  

resort p lans to deepen some of  the aforementioned reforms. Some other  measures 

being pursued by  the CBN include:  

❖  Introducing a non-oi l  export  d imension to the ABP with a focus on 

l ink ing small  holder farmers to internat ional  buyers  

❖  The provision of  improve d seedlings as well  as  access to f inance for  

rural  farmers  across cert ain  identif ied commodit ies  

❖  Strengthening of  the capacity building arm of  the ABP to support better 

farming pract ices and improved output.  

Although the intensif ication of  farmer -herder  clashes makes it  d iff icult  to assess  

the success of  the in it iat ive s,  the worry for  the centra l  bank remain s the 

persistently  low repayment rates  associated with loans extended to businesses 

in these segments .   

 

 F igur e 5 :  Loan extens ion and repayments of  key inter vention progra m mes  

Development Initiatives Inception 
Loans since inception 

(N'billions) 
Repayments (N'billions) 

Commercial Agriculture 
Credit Scheme (CACS) 

2009 603.29 328.31 

Power and Airline 
Intervention Fund (PAIF) 

2010 301.37 145.52 

The Accelerated Agriculture 
Development Scheme (AADS) 

2013 57.62 19.21 

he Nigeria Electricity Market 
Stabilisation Facility (NEMSF) 

2014 183.09 30.46 

Anchor Borrowers’ 
Programme (ABP) 

2015 174.75 21.41 

The Paddy Aggregation 
Scheme (PAS) 

2017 14 - 

The Nigeria Bulk Electricity 
Trading-Payment Assurance 
Facility (NBETPAF) 

2017 704 534.14 

 

S o ur c e :  C B N  A nn u a l  Re po r t ;  C ar d i na l S t on e  Re s e ar c h  
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We expect  the apex bank to aggressive ly pursue f inancial  inclusion in the next  

5 years.  According to EFinA, Nigeria has made  only  marginal  str ides in f inancial  

inclus ion since 2014,  as the percentage of  population that is  f inancial ly  s erved 

grew by only 2 .8ppts to 63.2% between 2014 and 2018. To achieve i ts objective 

of  95.0% access  to f inancia l  services,  the apex bank plans to leverage technology .  

Fostering the implementation of  ini t iat ives such as the cashless economy, USSD, 

mobi le banking,  and agent networks  is  l ikely  to be important for  the  

accompl ishment  of  this  goal .  We believe that the release of  the guidel ine for  the  

operat ion of  payment service banks bodes well  for  CBN ’ s  medium term outlook  

on this front.  Payment service banks are l ike ly to enhance access to f inancial  

services  in rural  areas ,  predominantly dominated by the relat ively poor .  We 

believe that  te lecommunicat ion operators  are well  positioned to successful ly  

execute mobi le money services owing to their  vast network coverage and 

expertise of  their  parent/holding companies.  Furthermore,  Nigeria’s  relat ively  

high dependency rat io  (87.2%),  sizable informal sector  (c.  55.0% of  GDP) and 

vast  populat ion l iv ing in rural  areas  (49.6%) provide the underly ing bases for  the  

success of  payment service banks .   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Page | 7  
 

Macro Update 

CBN’s five-year plan: same direction; more dimensions  

Disclosure 

Analyst Certification  

The research analyst(s) denoted by an “*” on the cover of this report certifies (or, where multiple research analysts 

are primarily responsible for this report, the research analysts denoted by an “*” on the cover or within the 

document individually certifies, with respect to each security or issuer that the research analyst(s) cover in this 

research) that: (1) all of the views expressed in this report accurately articulate the research analyst(s) independent 

views/opinions, based on public information regarding the companies, securities, industries or markets discussed 

in this report. (2) The research analyst(s) compensation or remuneration is in no way connected (either directly or 

indirectly) to the specific recommendations, estimates or opinions expressed in this report.  

Frequency of Next Update: An update of our view on the company (ies) would be provided when next there are 

substantial developments/financial news on the company. 

Conflict of Interest: It is the policy of CardinalStone Securities Limited and its subsidiaries and affiliates (individually 

and collectively referred to as “CardinalStone”) that research analysts may not be involved in activities that suggest 

that they are representing the interests of Cardinal Stone in a way likely to appear to be inconsistent with providing 

independent investment research. In addition, research analysts’ reporting lines are structured to avoid any 

conflict of interests. For example, research analysts are not subject to the supervision or control of anyone in 

CardinalStone’s Investment Banking or Sales and Trading departments.  

However, such sales and trading departments may trade, as principal, based on the research analyst’s published 

research. Therefore, the proprietary interests of those Sales and Trading departments may conflict with your 

interests.  

 

Important Regional Disclosures 

 

The analyst(s) involved in the preparation of this report may not have visited the material operations of the subject 

Company (ies) within the past 12 months. To the extent this is a report authored in whole or in part by a Non-U.S. 

analyst and is made available in the U.S., the following are important disclosures regarding any Non-U.S. analyst 

contributors: The Non-U.S. research analysts (denoted by an * in the report) are not registered/qualified as 

research analysts with FINRA; and therefore, may not be subject to the NASD Rule 2711 and NYSE Rule 472 

restrictions on communications with a subject company, public appearances and trading securities held by a 

research analyst account. Each analyst (denoted by an *) is a Non-U.S. Analyst and is currently employed by 

Cardinal Stone.  

Legal Entities: Legal entity disclosures: CardinalStone Securities is authorized and regulated by the Securities 

and Exchange Commission (SEC) to conduct investment business in Nigeria. 
 

 

 

 

 
 

 


