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In its latest meeting, the Monetary Policy Committee (MPC) announced an increase in 

cash reserve ratio (CRR) from 22.5% to 27.5%, the first raise since March 2016. Of all the 

considerations given for the surprise adjustment, the need to combat liquidity-driven 

inflation was notable. The impact of the CRR increase is likely to be diametrically opposed 

to that of the loan-to-deposit ratio (LDR) measure already at play, in our view. Specifically, 

while the LDR measure is configured to induce bank lending, the CRR increase could 

curtail banks’ ability to achieve that objective with more funds likely to be sterilized. 

 

We see the following as broad implications of the policy move: 

1. Banks’ effective CRR may increase. Despite the regulatory requirement of 22.5%, 

effective CRR have ranged between 27.0% and 35.0% in the sector, according to 

our recent correspondence with coverage names. CBN’s data also suggests an 

average effective CRR of 29.4% for deposit and non-interest banks as at 

September 2019. It is unclear if banks’ excess CRR would be applied to their credit 

upon assessment of compliance to the new regulatory CRR of 27.5%. Our base 

case scenario is that the CBN would enforce the additional 500bps CRR on banks 

irrespective of their effective positions. This assumption appears to be consistent 

with historical precedent that saw a 250bps increase in regulatory CRR to 22.5% 

in March 2016 cascade to a surge in effective CRR to 26.0% in March 2016 (vs. 

23.7% previously). In contrast, we note that if banks’ excess CRR is applied to their 

credit in the evaluation of compliance to the new CRR of 27.5%, the MPC decision 

is likely to have an insignificant impact on our coverage names.  

 

2. We expect broad based application of the the measure. In our view, the 500 bps 

additional CRR is likely to be applied on already existing deposits, not on new 

funds alone. Although some banks have said they await clarity from the CBN in 

this regard, historical precedent suggests a retrospective application is on the 

cards. This could imply that an additional N817.5 billion of funds could be 

sterilized in the banking sector causing the effective CRR to increase to 34.4%. 

 

3. Banks’ liquidity could tighten, leading to a scramble for funds and a negative 

consequence for funding cost. Higher CRR and LDR requirements suggest that 

banks could potentially have limited funds for other play, including investments 

in treasuries. In our view, this could lead to a scramble for funds especially in 

consideration of a likely slowdown in OMO maturities in coming quarters, and 

possibly slowdown the previously expected moderation in funding costs for 

FY’20. 

 

4. We see downside risks to banks’ earnings, but mild implications for valuations. 

Theoretically, an increase in CRR invariably results in higher lending rates, given 

the resulting liquidity constraint for lending purposes. However, we do not see 

the MPC’s decision as a signal that the CBN is letting up on its LDR demands to 
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banks. Hence, taking into cognizance the likely constraint on investments in 

government securities, we are slightly worried about prospects for earnings 

growth across our coverage. Specifically, while we see slightly higher than 

previously expected cost of funds for FY’20, we retain our view that asset yields 

could remain depressed in the current year—although fixed income yields could 

trend higher, banks abiltiy to deploy funds to fixed income securities may be 

constrained by the CBN’s measures. Notwthstanding, we expect the impact to be 

less severe for UBA and ETI given their hugely diversified regional operations. We 

also expect banks with huge FCY deposits to be less impacted than their peers 

given the exclusion of FCY deposits from CRR assessment.  

 

All in, we see the likelihood of a 4.3% reduction on average for our coverage 

earnings projections. However, we  expect the impact to be minimal on our target 

prices—which could potentially fall by 0.8% on average—and hence, retain our 

recommendations.  

 

Table 1: Sensitizing the impact of cost of funds estimate on FY’20 PAT projections 

 

Source: CardinalStone Research 

 

 

 

 

  

 Target Price (N) Rating 
FY’20E PAT 

(N’mn) 

10bps rise in CoF 

(N’mn) 

20bps rise in CoF 

(N’mn) 

30bps rise in CoF 

(N’mn) 

ACCESS 11.97 BUY 113,678 111,858 110,038 108,217 

FBNH 8.69 BUY 79,365 78,031 76,698 75,363 

FCMB 2.02 HOLD 12,403 12,112 11,840 11,559 

FIDELITYBK 2.30 HOLD 21,633 21,297 20,960 20,623 

GUARANTY 39.14 BUY 175,871 174,309 172,748 171,187 

STANBIC 47.14 HOLD 69,416 68,901 68,386 67,871 

UBA 10.05 BUY 94,961 93,495 92,029 90,564 

ZENITHBANK 28.46 BUY 180,498 178,327 176,157 173,987 
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