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

Economic Growth   

Economic activity remained muted in the first few months 
of 2008 due to the delay in passage of the budget. 
Consequently, growth slowed from the 7.8% recorded in 
the last quarter of 2007 to 6.5%1 in the first quarter of 
2008 (Q1-2008), once again, largely driven by the non-oil 
sector which grew by 9.67%. Improved funding and 
favorable weather provided a boost to the agricultural 
sector but the industrial sector was impacted by poor 
electricity supply thus the industrial production index 
declined a third consecutive quarter to 118.751 in Q1-
2008. The passage of the budget in the second quarter 
coincided with major developments in the global 
economic scene, most especially soaring food and crude 
prices, both of which fuelled inflationary concerns across 
the globe. Despite declining production, oil revenue as 
percentage of total revenue rose in Q1-08, following 
eight consecutive quarters of decline, due primarily to 
high prices. External reserves also got a boost, rising 
10.9% from levels recorded at the beginning of 2008 to 
$60.1bn1 by the end of June 2008 while economic growth 
improved slightly to a provisional 6.6%1 in the second 
quarter of 2008.  

Interest Rates & Inflation   

The CBN remained active in monetary policy in the first 
half of 2008, announcing major policy changes and 
making significant adjustments to existing frameworks. 
Over the period, the apex bank hiked the Monetary 
Policy Rate (MPR), introduced in December 2006, by a 
total of 75 basis point to 10.25% from the 9.50% at the 
beginning of the year. This was driven by growing 
inflation concerns arising from higher food, oil, building 
materials prices and increased government spending, 
with year-on-year inflation rising to a 2-year high of 9.7% 
in May 2008 from 6.6%1 in December 2007. Deposit and 
lending rates rose in tandem with the rise in MPR and as 
banks began the drive to grow their balance sheets in 
preparation for the mandatory uniform December year 
end reporting.  The spread between rates narrowed 
slightly as deposit rates rose as high as 18% in June 
(averaged 13% in April) and lending rates 22% (averaged 
18% in April), a trend which raised concerns about short 
and medium term impact on the private sector. 

The Naira 

The Naira remained stable in the first half of 2008 (H1-
08), extending a trend established since the 
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implementation of currency market reforms in H1 2006. 
Also, official/parallel market spreads remained tight 
trending between N116.30 – N119.50, notwithstanding 
the effects of growing inflation and money supply. The 
sharp rise in energy prices and a corresponding increase 
in the CBN’s net foreign exchange (dollar) inflows have 
continued to underpin the Naira. 

Financial Markets 

Following the record growth recorded in 2007, the stock 
market reversed some of its gains in H1-08 as a result of a 
number of factors including overstretched valuations and 
deteriorating sentiments caused by speculation that the 
CBN would make moves to curtail margin lending. Other 
factors include a flurry of private placements; the impact 
of some newly introduced market rules, financial year end 
reporting requirements for some banks, and relatively 
attractive yield on fixed income instruments. The market 
started the year on a weak note, returning only 1% in 
January 2008. It however resumed its rally, peaked in 
March and from then on witnessed a correction. The 
worst hit were banking and insurance stocks, which had 
largely driven last year’s market performance, while 
trading on newly listed issues provided the liquidity that 
was evident in the market for most of the period. For the 
half-year ended 30 June 2008, the stock market declined 
by 3.52%. 

 

In the fixed income markets, the hike in MPR coupled 
with CBN directive of uniform year end for banks pushed 
yields higher across maturities in the second quarter of 
the year. The Nigerian Interbank Offered Rate, NIBOR, 
the benchmark for the money market for the market 
declined an average 137bps across maturities in the first 
quarter. This trend was however reversed in the second 
quarter as rates trended upwards. 

Following the success so far achieved by the Debt 
Management office (DMO) in restructuring domestic debt 
such that longer dated instruments (FGN Bonds and 
Treasury Bonds) made up 73.5% of total debt as at 
December 2007, the focus for the first half of 2008 was to 
deepen the bond market by increasing and standardizing 
bond issuance sizes, thus a number of earlier issued 
bonds were reopened and re-priced. Unattractive yields 
on longer dated bonds relative to the short end of the 
curve, especially as inflation fears loomed, however led to 
a 28.9% decline in subscriptions during the period from 
levels recorded in the same period in 2007. A total of 
N280bn worth of bonds across various maturities was 
issued in H1-08, a 3.7% rise from H1-07 levels2 
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Tomorrow’s looking good!  



 
 

The ARM Pension Fund 

In spite of the lull in the stock market coupled with swings 
in yields in fixed income assets, the ARM Pension Fund 
maintained a relatively strong performance over the first 
half of 2008. From a price of N1.4561 at the beginning of 
2008, the Fund closed at a unit price of N1.5063 (see fig 
1 below). While the second quarter in particular was very 
challenging, we are taking advantage of the correction in 
the capital market to realign the portfolio in favor of 
companies with strong fundamentals that are positioned 
for growth in light of improving economic fundamentals.  
  
  

 

 

 

 

 

 

 

 

As at the end of the period, the Fund had an asset 
allocation as presented in fig 2 below. 

FGN 
Securities, 42.6%

Money 
market, 34.7%

Quoted 
Shares, 22.2%

Mutual 
Funds, 0.5%

Asset Allocation of the ARM Pension Fund as at 30 June 08

 

The Outlook  

With GDP growth led by non-oil sector—especially 
agriculture—economic growth has been somewhat more 
broad-based over the past few years. Furthermore, 
liberalisation and other structural adjustments have 
helped open important segments of the economy 
creating a growing and more vibrant middle class and 
helping boost consumption. We are of the view that such 
growth will likely persist over the short term as ongoing 
liberalisation and sustained investment release the 
potential in other areas of the economy. We expect 
investment driven growth from industry and public sector 
expenditure while house hold consumption would be 
supported by increased access to finance created by 
growing willingness for consumer lending amongst banks. 
Government initiative in areas like agriculture could 
continue to support growth in the informal sector.  

The emergence of micro-finance institutions under the 
new micro-finance policy is another important 
development that could boost agricultural production 
over the short to medium term. As the largest contributor 
to economic output (and more recently, economic 
growth)—accounting for 42% of GDP—the agricultural 
sector, which is still largely informal, stands to benefit 
immensely from this scheme.  

Given the foregoing and with the expected benefit of 
increased government spending, we believe the economy 
is poised for continued growth in H2-2008. Indeed, 
considering the contribution of the oil sector, which 
accounts for 20% of the economy, has generally been 
weaker over the period, the broader economy has had an 
impressive performance over the past four years driven 
by the non-oil sector —especially agriculture—which 
accounts for 42%3 of economic output and averaged a 
7%3 growth during the period. Barring any significant 
negative socio-political or environmental events, we 
expect continued positive performance in the non-oil 
sector, which could surpass trend growth in 2008 given 
the positive developments in the financial and agricultural 
sectors as well as expected pick up in public and private 
sector investments.  

We believe that inflation risks will persist in the short to 
medium term. Thus the CBN will continue to face the task 
of keeping inflation at bay and maintaining a prudent 
monetary policy, which will likely imply higher rates. 

We expect the capital market to remain volatile in the 
second half of the year as retail investors, most of whom 
operated margin accounts from the year 2007, continue 
to close those positions by reducing exposures to the 
market. Foreign investors may also continue with their 
profit-taking activities, which further contribute to selling 
pressure. Whilst the consideration that domestic investors 
constitute by far the more important block may suggest 
that domestic liquidity conditions will dominate equity 
market performance, investor sentiment appears to be 
quite weak and higher yields on alternative investments 
such as the money market could keep the market 
trending sideways in H2-08  
 

Notwithstanding our cautious view for the market in H2-
08, our focus for the period will be to continue to have a 
well diversified portfolio across sectors in investments 
that will benefit from the areas of growth in the macro 
economy and in companies that occupy strong 
competitive positions within their respective industries. 
Indeed we are encouraged as we increasingly see 
situations where sentiment is diverging from the reality of 
business fundamentals. This is typically the type of market 
environment in which compelling investment 
opportunities are created. We believe that our focused 
and disciplined approach to security selection will 
continue to work to your benefit as our clients, enabling 
us to sustain the strong performance of your pension 
fund in the periods to come.  

                                                             
3 Source- National Bureau of Statistics (NBS) 

*Past performance does not guarantee future results. 

Fig 1 

Fig 2 

Copyright © 2008 ARM Pension Managers (PFA) Ltd. All rights reserved. No part of this Material may be copied, photocopied or duplicated in any form by any means or redistributed without 
ARM PFA’s prior written approval. The material and information contained herein is obtained from a variety of sources considered by us to be reliable. However, we make no representation as 
to its accuracy or completeness and it should not be relied upon as such. This Material has been issued by ARM PFA, which is regulated by the National Pension Commission. Further 
information on this material may be obtained upon request to ARM PFA. Website – www.armpension.com; Email – info@armpension.com 

 

1.00

1.10

1.20

1.30

1.40

1.50

Mar-06 Jul-06 Oct-06 Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 Jun-08

Pr
ice

 p
er

 u
ni

t (
N

)

ARM RSA Fund price - Inception to date

 


