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The Nigerian Economy and Performance of the 
Financial Markets in the second half of 2009 

Economic Growth   

Economic growth estimates jointly released by the Central 
Bank of Nigeria (CBN) and the National Bureau of 
Statistics (NBS) showed that the economy grew by 7.07% 
and 8.23% in the 3rd and 4th Quarter of 2009 respectively, 
an improvement from the trend seen in the first half of the 
year. The oil sector, fuelled by a significant rise in oil 
prices and brokered peace in the Niger Delta Region, grew 
by 0.71% compared to a decline of 6.08% in the 
corresponding period of 2008. Overall GDP growth for 
2009 is estimated at 6.90%, higher than the 5.98% 
recorded in 2008. 

Interest Rates & Inflation   

The Central Bank maintained an easing stance in the 
second half of the year as Monetary Policy Rate (MPR) 
was reduced to 6% in July 2009. This move was in 
addition to other monetary policy easing tools adopted in 
an effort to reflate the economy during the period 
especially as effects of the banking sector reforms 
lingered. Consequently, broad money supply, a measure 
for liquidity, rose by N1.16trillion from July to November 
2009, a sharp rise from the N438.79bn increase recorded 
during the same period in 2008. The sharp rise reflected 
the low starting level attained in the first half of 2009 and 
contributed to a decline in the Nigerian Interbank Offer 
Rate (NIBOR), interbank rates and all major money 
market rates except lending rates. The CBN’s guarantee 
on interbank money placements, one of the measures put 
in place by the CBN during the period, also served to 
stabilize rates. 

Slow domestic demand relieved some of the upward 
pressure on inflation in the third quarter of 2009. 
Subsequently however, increased demand in the last 
quarter of the year, and uncertainty surrounding the full 
deregulation of the downstream oil sector contributed to 
the observed rise in inflation from the September 2009 
year low of 10.4% to 12.4% in November. 

The Naira 

With support from the CBN, the Naira was stable for the 
most part of the second half. After falling 11.8% in the 
first half of 2009, the Naira depreciated by only 1% from 
its June 2009 levels to close the year at N147.6/$1 official 
rate. The gap between official and parallel markets 
remained narrow during the period. This stability is 
mainly attributable to increased foreign exchange earnings 

of the Federal Government as increased oil exports and 
higher oil prices pushed export earnings to a level last 
seen just at the wake of the global crisis in October 2008. 
Foreign exchange reserves also achieved relative stability, 
declining by just 2.08% in the second half of the year to 
$42.4bn1, compared to a drop of 18.01% the previous half. 

Financial Markets 

The Nigerian equity market weakened further in the 
second half of 2009 as the Nigerian Stock Exchange 
(NSE) All Share Index (ASI) declined 22.5% in the period 
compared to a 14.6% decline in the first half of the year, 
putting the decline for the full year 2009 at 33.8%. The 
decline in the second half of the year reflected worsening 
investor sentiment exacerbated by regulator mandated 
loan loss provisions made by a number of banks and 
declining margins witnessed in some other sectors. 

The year’s performance marked the second consecutive 
year of significant decline in the Nigerian equity market. 
The banking sector, which represents about half of the 
market capitalisation, declined 38.7%, reversing gains 
recorded by some non-financial sectors like building 
materials, conglomerates and breweries in the first half of 
the year. 

2009 was another record year for the Federal Government 
(FGN) bond market. While FGN bond issues remain 
largely flat compared to 2008 level at N504 billion2, 
subscriber demand for bonds doubled in 2009, the 
strongest ever since the rebirth of the bond market in 
2003. The year also witnessed a proliferation of 20-year 
bond issues after their debut in 2008, consistent with the 
country’s debt management strategy to restructure existing 
debt to longer maturities and lengthen the yield curve. In 
fact, the 20-year issue accounted for 31% of bond 
allotments in 2009 compared to a mere 2% in 2008.  The 
Debt Management office (DMO) took advantage of the 
rising appetite for bonds, as a result of declining equity 
prices and heightened risk aversion in the banking sector 
that spurred a flight to safety 

 As further evidence of the significant level of bond 
market activity, state governments issued a total of 
N41.5bn of bonds during this period while a number of 
corporate institutions signified their intention to access the 
bond market. Most notably, sustained investor appetite for 
bonds has resulted in significant downward pressure on 
yields as the increased demand pushed bond prices higher. 
As at year end, for example, the average yield on the 20-
year FGN Bond stood at 8.7%. 

 

 

 
 

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

 



The ARM Pension Fund 

The ARM Pension Fund sustained its strong performance 
in the second half of 2009, demonstrating leadership in an 
increasingly challenging operating environment. The Fund 
closed the year at an all time high of 1.5988, advancing 
4.66% in the second half of the year. The Fund’s 
cumulative gain, since inception in 2006 stands at 
59.88%.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.  

 

The Outlook 
 
Recent developments in the political scene, in our view, 
pose major threats to different sectors of the economy. 
Whilst the President’s long absence from office seems to 
be the most debated of the myriad political issues, more 
important is the outcome of the 2011 polls as that provides 
some policy direction for the next four years.  With the 
campaign period due to begin over the next couple of 
months, the much needed and yet to be concluded reforms 
(electoral, power, banking and oil) may suffer major 
setbacks, a development which may delay sustainable 
market recovery. With planned expenditure of N4.079tr, 
the government will probably be a major growth driver in 
2010 as the significant drop in credit availability will 
likely weaken private consumption. The quality and 
transparency of that spending is therefore of utmost 
importance and that will be dependent on the ideals and 
will power of the new government. Although financial 
markets have shrugged off the uncertainty on the political 
front, the extent to which that trend will continue remains 
to be seen, especially as foreign investor interest in the 
economy and markets may be hampered. Successful 
political transition and implementation of reforms 
therefore remain key growth variables for the economy. 

Similar to the global economy, it is expected that the 
Nigerian economy will continue on a positive growth 

trajectory into 2010. Potential threats to this expectation 
are the dynamics of crude oil economics. Although the 
global recovery process and OPEC’s oil supply 
management is expected to sustain oil prices, stability in 
domestic production remains fragile as the amnesty 
program unfolds. The outcome of the amnesty program 
and planned reforms in the oil sector are critical success 
factors to achieving economic growth estimates for the 
year. In the non–oil sector, various fiscal initiatives are 
expected to support agriculture which is the single largest 
component of the Nigerian GDP. While the 2009 energy 
target has been missed, we expect the government to 
continue in pursuit of its broad 2011 target of 10,000 
Megawatts. Meaningful increases in power supply, if 
achieved, will be positive for the manufacturing sector and 
will boost growth. The telecommunications sector is also 
expected to continue to record growth albeit at a slower 
pace as operators seek deeper penetration of the country. 
 
Monetary policy is expected to remain expansionary for 
an extended period of time at least until stability is 
restored in the financial system. As a consequence, 
interest rates are expected to continue on a downward 
path. While we expect inflation to tick upward in the near 
– term, the mid- term inflation outlook is mostly hinged 
on the successful deregulation of the downstream oil 
sector and the money supply condition of the economy.  
We do not see much risk of a significant depreciation in 
the value of the Naira. 
 
Considering the large planned spending deficit, we expect 
large issuances of bonds as DMO seeks to bridge the 2010 
proposed spending gap. However, plans by sub - national 
institutions to raise funds through bond issuances, the 
inflation outlook and, to a lesser extent, increased country 
risk are expected to affect the pricing of government 
securities, increasing the risk free rate. This in turn will 
likely increase the cost of sourcing funds by sub - 
nationals as risk premia rise. Similarly, a probable shift in 
investor sentiment in favor of the stock market is expected 
to put upward pressure on yields of fixed income 
securities. This shift in focus to the equity market would 
reflect a reversionary trend typical of equity markets in 
light of the NSE’s cumulative loss of 64.09% of its value 
over the last 2 years. Another potential catalyst may be the 
substantial completion of the banking sector reforms. 
Although we also expect some volatility to be caused by 
frequent profit taking, the successful launch of the 
proposed Asset Management Company may be a net 
positive.  
 
In conclusion, following last year’s resilient performance, 
we are entering the New Year with a renewed 
commitment to sustain the leading performance of your 
pension fund this year and beyond. We thank you for 
choosing ARM Pension Managers and we wish you a 
happy and prosperous year ahead.  
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