
restaurant and hotel prices (26.5%), clothing and footwear (10.96%), health (10.88%) and education (10.65%) as these segments are 

on.  

Fund Manager’s Report for the period ended 31 December 2008 

The Nigerian Economy and Performance of the Financial 
Markets in the second half of 2008 

Economic Growth   

Provisional third quarter 2008 GDP growth figures released 
by the Central Bank of Nigeria (CBN) showed that the 
economy continued to benefit from relatively strong growth 
in the non-oil sector, a development that significantly 
cushioned the effects of the sharp decline in oil prices in the 
second half of 2008. The non-oil sector accounted for 77% 
of total output and grew by an estimated 9.16%1 in the 
third quarter. Agriculture remained the largest contributor 
to growth in the non-oil sector, with higher food prices 
creating an incentive for increased production. The services 
sector, though a smaller contributor to growth, also 
continued to grow. On the other hand, the oil sector 
declined by 0.81%1, led by the combined effects of the 
decrease in oil prices (72%2 decline from all-time high levels 
attained in July 2008) and production challenges.  
Continued unrest in the Niger Delta and slowing global oil 
demand amidst recent global financial crises posed major 
threats to the economy in the second half of 2008.  

Interest Rates & Inflation   

Following a series of interest rate hikes by the Central Bank 
of Nigeria to cushion rising inflation concerns in the first half 
of 2008, growing concern about the impact of the global 
financial crisis on the economy led to a review of the apex 
bank’s monetary policy in the second half of the year. 
Accordingly, the focus of policy makers shifted in favor of 
managing risks in the financial sector and sustaining growth. 
The CBN lowered the Monetary Policy Rate (MPR), for the 
first time in the year, by 50 basis points to 9.75% in 
September 2008, amongst other monetary policy actions. 
This, coupled with the reversal of the common year-end 
policy for banks, led to a moderation of interest rates 
towards the end of the third quarter. 

However, the monetary policy intervention only offered 
temporary respite to the banking system as reduced 
liquidity and increased concern over counter-party credit 
default risks, pushed rates higher in the fourth quarter. In 
addition, significant cash requirement by banks to fund 
foreign exchange purchases to satisfy demand also exerted 
pressure on the banking system’s liquidity. Like interbank 
rate trends, deposit and lending rates resumed an upward 
trend. 

Despite food related price hikes in most of the first half of 
2008, core inflation had remained moderate. It however 
rose sharply in the fourth quarter to 10.4%3 in December 
2008 from the 3.6% recorded at the beginning of the year. 
Some have attributed this spike partially to the significant 
liquidity inflow to the system associated with the delayed 
passage of the 2008 budget. Headline inflation on the other 
hand remained high, rising to a 3-year high of 15.1%3 in 

December as food prices remained high relative to previous 
year levels.  

The Naira 

After two years of sustained stability, the Naira came under 
severe pressure in the last quarter of 2008. Demand for 
foreign exchange rose significantly from October as private 
inflows shrank and oil prices plunged. Supply of forex was 
also increasingly dependent on the CBN source as 
autonomous inflows decline partially due to dwindling oil 
prices. This development led to a sharp rise in the CBN 
supply to the Wholesale Dutch Auction System (WDAS) in 
October and November to $3.4 billion and $3.2 billion 
respectively, three to four times the average monthly 
supply levels since 2006. As a result, the country’s gross 
external reserves declined. As demand remained strong, 
CBN reduced its supply levels in December to preserve 
external reserves. Consequently, the official Naira exchange 
rate depreciated 12.4% against the US dollar to N131.25/$ 
within the first two weeks in December. As at 10 December 
2008, external reserves stood at $58.111 billion, a 13.2% 
increase from December 2007 levels but a 10.3% drop from 
the peak attained in August 2008.In addition, the spread 
between the official and interbank rates widened from 0.9% 
at the start of the year to 3.8%. The Naira closed the year at 
N131.25/US$ (WDAS rate), a 12.5% depreciation from year 
start levels.  

Financial Markets 

The decline witnessed in the stock market in the first half of 
the year continued for the rest of the year. Having risen to 
an all time high of 66,371.20 on March 5, 2008, the index 
declined a steep 52.6% from that level to close the year at 
31,450.78, implying a decline of 45.77% for all of 2008, the 
worst performance in the history of the Nigerian Stock 
Exchange. Worst performing sectors were the building 
materials and banking, while the best performing sectors 
were construction and petroleum marketing. 

The Debt Management Office (DMO) continued with its 
plan of deepening the bond market in the second half of 
the year with three of the eleven bonds auctioned over the 
period being new issues. One of the newly issued bonds 
was a 20-year bond, the first of its kind in Nigeria and the 
longest tenured bond ever-to-be issued by the DMO. In the 
second half of the year, investors concentrated more on the 
shorter maturities to take advantage of relatively higher 
rates obtainable in the money markets, thus leading to a 
drop in yields.  Demand for longer dated instruments at the 
primary auction declined in the second half by 3% to 
N420.7billion from first half levels. Trading activity in the 
secondary market however remained high as N10 trillion2 
(155% more than what was traded the previous year) worth 
of over-the-counter bonds were traded in 2008. 

 

 

Tomorrow’s looking good! 

1 Source- Central Bank of Nigeria (CBN), 2 Source- Debt Management Office 

(DMO)  3 Source- National Bureau of Statistics (NBS) 

  



The ARM Pension Fund 

The ARM Pension Fund maintained its leadership in the 
second half of 2008, in the face of extremely challenging 
markets. In a year in which the stock market declined by 
45.77%, led downward by banking sector stocks, your 
pension fund grew by 1.15%, to close the year at a price of 
N1.4726. While this is a much lower return than was 
achieved last year, we are very gratified that we succeeded 
in increasing the value of our members’ funds in the midst 
of so much market turmoil and decline. 

The impressive performance of the Fund, since its inception 
in March 2006, is as a result of consistent, disciplined and 
focused approach to sector allocation and security 
selection. The weak performance of the stock market in the 
last three quarters underscores the ongoing need for this 
discipline and focus.  

  
  

 

 

 

 

 

 

The Outlook  

With global economic growth expected to slow significantly 
in 2009, we expect Nigeria to also be affected especially as 
slowing global oil demand depresses prices. Although 
growth in the Nigerian economy has been largely fuelled by 
the non-oil sector over the last few years; oil remains a 
significant variable and therefore the economy is 
susceptible to shocks within the sector such as the sharp 
pull-back in oil prices. 
 

Encouragingly for producers like Nigeria, it is important to 
bear in mind that the medium term economics of the oil 
industry is less volatile than the recent swing in spot prices 
would suggest. That said, in the light of sharp output cuts 
by Organization of Petroleum Exporting Counties (OPEC), 
the recent being a 14.5% cut to 24.845 million b/d target 
from September 2008 levels, near term, revenues could be 
further challenged. Indeed, the 2009 budget is based on an 
estimated oil production of 2.292million b/d, 11.8% higher 
than the current OPEC ceiling for Nigeria.  

We expect the non-oil sector to remain strong in the first 
half of 2009, but this strength may not be broad-based as 
the manufacturing sector continues to suffer epileptic 
power supply and rising finance costs. Nonetheless, as 
manufacturing accounts for only 4%3 of total GDP, its 
impact on overall output is not expected to be significant. 
Growth in services and communication sectors may also 
suffer a slowdown from 2008 levels although competition is 
expected to drive innovation within these sectors.  

 

Agriculture, the largest contributor to output is expected to 
remain a key growth driver in 2009 especially as it is one of 
the key focus areas for government policy in the year.  

Private expenditure is expected to be dampened due to 
the expected slowdown in oil related revenues, tighter 
credit and money supply conditions. Further, we expect the 
net exports component to be sharply affected due to the 
decline in oil prices. The key support for expenditure 
growth therefore, in our view, is government spending, 
which calls into question the growth estimates of the 
government in its 2009 budget. Based on the foregoing, we 
project real GDP growth more in the region of 6.5%, and 
well below government estimate of 8.9%.  

As the economy loses some steam in H1-2009, we expect 
inflationary fears to abate somewhat. Expected decrease in 
credit to the private sector also reduces the possibility of 
demand pull inflation in the short term. However, one major 
risk to our inflation outlook lies in government’s proposed 
300% hike in VAT to 15%.  

For the Naira, current dynamics appear to portend 
depreciation against the US dollar although the extent to 
which CBN would be willing and able to satisfy demand 
considering its objective to preserve foreign reserves at 
reasonable levels remains to be seen. Overall, the Naira 
may test new lows against the US dollar, amidst a high 
degree of volatility. 

While (RSA) pension portfolios are predominantly fixed 
income portfolios, they do have some exposure to equities 
and can be affected by very sharp declines in the stock 
market. You would recall that we had, in our previous 
reports, cautioned that in some cases, stock prices reflected 
a level of exuberance that far exceeded underlying business 
fundamentals. The recent stock market decline has however 
taken prices back to the levels they were last in 2006. 
Because the earnings of the underlying companies are 
generally significantly higher today than they were then, 
there is, today, appreciably better value in many listed 
equities. In saying that, it is important to note that, there is 
quite a lot of uncertainty around the near-term challenges 
that some of them, especially banks, face in the light of the 
tumultuous operating environment, and the extent to which 
they will be individually affected. Nevertheless, market 
sentiment remains overwhelmingly negative with a 
pervasive tone of pessimism casting a pall over the markets.  

We believe that, as is often the case with markets, this 
sentiment is overdone, and for long term investors like 
ourselves, creates a good environment in which to go 
selectively looking to acquire good long term investments 
at bargain prices, realizing, as we do, that much of the 
selling pressure is driven by factors other than rational 
assessments of company value. In saying that, you should 
also know that it is possible that the present situation could 
still persist for a while. Importantly however, we will 
continue to implement our strategy within an overall 
framework that anchors the majority of your portfolio in 
fixed income instruments. 

Rest assured that we will continue to apply our proven, 
focused, disciplined and value-oriented approach to sustain 
the leading performance of your pension fund in periods to 
come.  

 

*Past performance does not guarantee future results. 
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