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The Nigerian Economy and Performance of the 
Financial Markets in the Second Half of 2012 

Economic Growth   

The Nigerian economy grew at sub 7% levels in 2012, 
primarily reflecting declines in the contributions of both the 
oil and non-oil sectors to growth. Growth estimates released 
for Q3-2012 showed the economy grew by 6.48%1 p.a., 
stronger than the 6.39% and 6.2% recorded in Q2-2012 and 
Q1-2012, respectively. Though in line with the National 
Bureau of Statistics’ (NBS) lowered growth estimate of 
6.61%, this level of growth was last seen in 2008 as GDP 
growth averaged 7% in the three years to 2011.  

The improved growth in Q3 was driven by crude oil 
production, which grew for the first time in 4 quarters and 
offset the slower growth in the non-oil sector. Agriculture, 
which represents c.40% of GDP, suffered from security issues 
and flooding, and grew at a slower pace of 3.89%1 in Q3-
2012 compared to 5.76% during the same period in 2011. 

Money Supply & Interest Rates   

The Monetary Policy Committee maintained the status quo 
on the Monetary Policy Rate (MPR) in H2-2012, leaving the 
benchmark rate unchanged at 12%. However, it hiked the 
Cash Reserve Ratio (CRR) by 4% in July, which triggered a 
rise in interest rates across all segments of the money market. 
Overall, broad money (M2) rose an annualized 14.4%2 as at 
November 2012, compared to 15.4% in FY-2011.  

Inflation 

Inflationary pressures moderated in Q3-2012 but re-emerged 
in subsequent months, led by increases in food prices. 
Notably, food, which comprises 50% of the price index, was 
affected by flooding and security issues in the northern part of 
the country, with food prices rising by 3.9% between June 
and November 2012. However, core inflation maintained a 
downward trend, declining to 13.1%1 year-on-year in 
November 2012 from the 15.2% year-high recorded in June 
2012. 

The Naira 

In spite of the threat to crude oil demand from increased oil 
production in the US, crude oil prices remained strong. This, 
in addition to significant portfolio inflows, provided support 
to the nation’s external reserves and currency in 2012. 
During the course of the year, though slowing growth in 
Europe and Asia triggered concerns about demand for 
Nigerian crude oil, Bonny Light crude remained above $100 
per barrel (average of $110.62) in H2-2012. Thus, external 

reserves grew by 20.3% to $44.172 billion, providing strong 
support to the Naira, which gained 4.1% to N156.152 to the 
dollar (interbank rate) by the end of the period. Overall, 
external reserves grew by 34.2% in 2012, the highest growth 
rate witnessed since 2006, while the Naira also appreciated 
by 3.8% at the official market. 

Financial Markets 

In H2-2012, the Securities & Exchange Commission (SEC), 
the capital market regulator, continued with its efforts to 
increase liquidity and deepen the market. Thus, market 
making was introduced in the equities market in September. 
In addition, a waiver of stamp duties and an exemption of 
NSE transactions from VAT were introduced in November. 
However, these two actions did not appear to have had a 
significant effect on trading volumes during the period, as the 
daily average traded volume of 337million units recorded in 
H2-2012, was 10.4% lower than the average recorded in the 
first half of the year. Foreign investors remained the major 
drivers of activity in the market, accounting for 60% of 
market activity as at November 2012. Overall, the NSE All-
Share Index gained 20.43% in Q3-12 and 7.45% in Q4-12 
(FY: +35.45%), with the ARM banking and food sector 
indices gaining 40.26% and 47.35% during H2-2012. 

There was significant interest in the fixed income market in 
the second half of the year, following the inclusion of 
Nigerian Government bonds in the JP Morgan Emerging 
Market Index. More specifically, there was a surge in foreign 
portfolio investments, largely driven, in our view, by the 
relatively high yield of Nigerian securities, the stable currency 
outlook and S&P’s upgrade of the country’s credit rating to 
BB-. On the whole, the increased interest and activity 
resulted in a continuous decline in yields over the period. On 
average, yields declined by 400bps across the yield curve in 
H2-2012, while bond market capitalization gained 25.6% to 
N4.01 trillion. 

 

The ARM Pension RSA Fund 

The ARM Pension RSA Fund closed the year at an all-time 
high price of N2.0790 per unit. This represented a gain of 
15.51% (net of fees) in the year 2012, and a cumulative net 
return of 107.91% since inception in March 2006. The 
performance reflects our value investing philosophy and best-
of-breed asset selection approach during 2012. While we are 
proud of these results, we remain focused, disciplined and 
result-oriented in our management of the Fund. The chart 
below depicts the performance of the Fund since inception.   
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1Source – National Bureau of Statistics (NBS)2 Source- Central Bank of Nigeria (CBN)  

 



 

 

The Outlook 

Economic Growth – Our medium to long term outlook for 
economic growth and industry performance is hinged on two 
factors, namely: the state of the global economy and 
implementation of government reforms.  

The International Monetary Fund (IMF) estimates 2013 
global growth of 3.6%, an improvement from the 3.3% 
estimated growth in 2012. This improvement tallies with the 
World Bank’s global growth estimate for 2013. We view this 
forecast as positive for the Nigerian economy, especially as it 
suggests demand for the nation’s crude will remain strong. A 
trend of widening price discount between Nigeria’s Bonny 
Light crude and benchmark Brent emerged in 2012. This we 
view was on account of the rising preponderance of Asian 
buyers as the US cut Nigerian crude imports in H1 2012. 
However, the improving growth outlook in China, coupled 
with ongoing political tensions in the Middle East, bodes well 
for the Nigerian oil sector.  

Our outlook is also positive for the non-oil sector, particularly 
agriculture, given the expected benefits of various 
government incentives and higher tariffs on food imports. In 
spite of tepid agriculture GDP growth in 2012, we believe the 
effects of various reform programs within the sector will start 
being evident in 2013 and drive improved GDP figures. 
Notably, the receding base-impact of flooding and security 
related disruptions  on food output — which the Nigerian 
Bureau of Statistics (NBS) says will be fully reflected in Q4-
2012 and Q1-2013 GDP figures — should provide a boost 
for headline GDP in the first half of the year. At 7.0-7.5%, 
our full year 2013 GDP forecast band is 0.5% higher than 
our FY 2012 estimate. 

We believe Nigeria is positioned for strong economic growth 
in the long term, contingent on the implementation of 
ongoing and other necessary reforms. We note, for example, 
that power sector reforms are on course. However, some 
challenges to this outlook would be external shocks, which 
could drive crude oil prices lower and, by extension, weaken 
the government’s fiscal position. These could also delay 
passage of the Petroleum Industry Bill (PIB), which could 
worsen foreign investors’ sentiment towards the sector. 
Finally, the security situation in the North remains a concern. 
Whilst its impact on retail trade across various sectors and 

infrastructure development currently appears muted, an 
escalation of crisis could cripple government’s efforts and 
harm investor sentiment.  

Inflation - Despite the recent increase in food inflation, 
single digit inflation remains likely in 2013. This view is 
hinged on recent data released by the Ministry of Agriculture, 
which gives some credence to our views on the likely drivers 
of food price moderation in 2013. In addition, the base effects 
evident for much of 2012 following partial deregulation of 
petrol prices will wear off in early 2013. Nonetheless, further 
downstream deregulation remains a possibility in 2013, and 
this constitutes headwinds to our view.  

Money Supply, Interest Rates and Naira - Unlike 
other emerging economies, we expect the CBN to maintain 
its hawkish stance in the short term. This is based on our view 
that the apex bank will choose to protect the economy from 
possible external shocks. This risk appears to have 
temporarily receded following the tentative resolution of the 
US ‘fiscal cliff’, and should provide medium term justification 
for an interest rate cut by the CBN. However, our outlook for 
rates is increasingly hinged on the potential for external 
events that could trigger a reversal in portfolio flows, forcing 
the CBN into a defence of its key policy anchor. In particular, 
although US lawmakers forged a temporary consensus 
around the ‘fiscal cliff’ issue, looming uncertainty on the 
impending debt ceiling and fiscal deficit debates in March 
persist as a potentially damaging global risk event. For the 
Naira, we expect continued support for the currency, 
provided there is no ‘flight-to-safety’ by foreign investors. 

Financial Markets – The Nigerian financial market’s 
ascent into the limelight has set the stage for more foreign 
interest in the near future. In particular, the inclusion of 
Nigerian government bonds in the Barclays Emerging 
Market Index slated for the end of Q1-2013, the possibility of 
rating upgrades as progress is made on reforms, and less 
issuance of domestic bonds, given the government’s proposed 
plan to issue Eurobonds in 2013, are likely to drive demand 
for Nigerian securities higher. We also expect increased 
inflows into the equity market, especially if fixed income 
yields continue to decline. This view is further supported by 
our expectation that the banking sector recovery story will be 
firmly established with the publication of FY-2012 results. 
The major risk event for the financial markets however 
remains external shocks, especially as foreign investors 
remain key players in the market.  

Our Approach  

In seeking to generate optimum return on your pension fund, 
while ensuring safety, in a tough economic environment, our 
approach will remain the disciplined selection of “best-of-
breed” assets. We will continue to actively monitor 
developments and exploit the positive effects of 
macroeconomic improvements on the financial markets. Rest 
assured that we will continue to apply our proven, focused, 
disciplined and long-term value-oriented approach to sustain 
the leading performance of your pension fund in periods to 
come. We thank you for choosing ARM Pension Managers 
and we wish you a happy and prosperous year ahead. 
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*Past performance does not guarantee future results. 
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