
ARM PENSIONS RETIREMENT SAVINGS ACCOUNT (RSA) FUND 

Fund Manager’s Report for the period ended 30 June 2011 

The Nigerian Economy and Performance of the 
Financial Markets in the first half of 2011 

Economic Growth   

Provisional data released by the National Bureau of Statistics 
(NBS) indicated that the Nigerian economy grew by 7.43% in 
the first quarter of 2011 (Q1-2011), a slight improvement 
from the corresponding period in the previous year. In line 
with our expectations and recent trends, the non-oil sector 
remained the major contributor to growth as it grew by 
8.46% in Q1-2011 while the oil sector grew by 2.90%. 
Sectors such as telecommunications and trade continued to 
drive growth in the non-oil sector1. 

Money Supply &Interest Rates   

Driven by significant demand pressures on the currency and 
rising inflation outlook, the Central Bank of Nigeria (CBN) 
continued its restrictive monetary policy stance initiated in 
December 2010 into the first half of 2011. Between January 
and June 2011, the CBN increased the Monetary Policy Rate 
(MPR) from 6.25% to a 2-year high of 8.0%. In addition, the 
apex bank constrained the lending ability of banks by 
increasing the liquidity ratio and Cash Reserve Ratio (CRR) 
to 30% and 4% respectively1.  

Inflation 

As anticipated in the December 2010 edition of our Fund 
Managers report, election related spending, high energy 
prices and consequent disruption in food and cement supply 
chain ultimately triggered a fluctuation in headline inflation 
in the first half of 2011. From a year start of 12.1%, inflation 
rose to 12.8% in March 2011 and retreated to 11.3% in April 
on the back of a 100bp hike in interest rates. However 
inflation defied monetary tightening yet again and rose to 
12.4% in May 20113 to reemphasize structural inefficiencies 
and the liquidity effect of AMCON Bonds.  

The Naira 

The Naira experienced demand pressures in the first half of 
2011 as election related expenditures, high cost of 
commodities in the international market and uncertainty 
induced capital flight took a hold of the economy. However, 
to sustain the ‘volatility band’ indicated by the CBN, 
Nigeria’s Foreign Currency Reserves declined by 1.42% 
despite the almost 20% rise in crude oil prices. This 
aberration reflects the extent to which the currency was 
supported during the period. Particularly, we note that stable 
production and rising crude oil prices did not translate into 
significant accumulation of Forex Reserves in the first half of 
2011 on account of huge subsidies and other first line charges 

to government’s oil revenues. To the extent that this affects 
sentiments on the fundamentals of the country, this may also 
affect inflows into the market and create skepticism as to the 
sustainability of the recent appreciation of the Naira. In a 
similar vein, despite the recent appreciation of the Naira in 
the official market, there has been a divergence in the parallel 
market on the back of tight supply of dollars attributed to the 
CBN’s restriction on the amount of dollars purchased by 
Bureau de Change operators. 

Financial Markets 

Following a strong performance in 2010, the stock market 
started the year 2011 on an upbeat note with an 8.3% rise in 
January 2011. However, the combined effects of monetary 
tightening, inflation expectations and uncertainty 
surrounding the outcome of the general elections put pressure 
on the market for the rest of the first quarter of 2011. 
Successful completion of the general elections spurred 
investor interest in the stock market in April and May as the 
performance of non-financial sectors such as Food, 
Beverages, Breweries and Building Materials drove the 
overall market to recover the losses witnessed in the previous 
months. The Banking and Insurance sectors, which returned 
-7.04% and -0.79% respectively, lagged the aggregate market 
on account of uncertainty surrounding the final resolution of 
the troubled banks. Overall, the market closed the first half of 
the year flat at 0.85%. 

In the bond market, primary market activity slowed in the 
first half of 2011, relative to the same period in 2010, as the 
Debt Management Office issued only N396.2bn2 worth of 
bonds, a 20% decline from the amount issued in the first half 
of 2010. However, AMCONs issuance of N1.7trn zero-
coupon bonds in consideration for Non Performing Loans 
(NPL) held by banks and other State and corporate issue of 
bonds deepened activities in the sub-treasury sector of the 
fixed income market. 

In the secondary market, bond prices fell as investors 
demanded higher yield on account of monetary tightening 
and an uncertain inflation outlook.  

The ARM Pension RSA Fund 

The operating environment remained challenging in the first 
half of 2011. Nonetheless, the ARM Pension Fund remained 
resilient; returning 3.66% during the period. The Fund 
continued to hit new all time highs, the highest being 
N1.8353 on June 26, 2011, and closed the period at N1.8316, 
bringing cumulative return, since inception, to 83.16%. This 
consistent performance reflects our disciplined investment 
approach and a focus on value investing, which we commit to 
maintaining.  

 

 
 

 

1 Source- Central Bank of Nigeria (CBN) 2Source – Debt Management Office (DMO) 
3Source – National Bureau of Statistics (NBS) 



 

The Outlook 

Having witnessed the signing of the federal budget into law in 
May 2011 as well as the appointment of a new cabinet, we 
expect to see increased fiscal activity in the second half of the 
year (H2-2011).  While we also anticipate improvement in 
investor confidence on account of successful general elections, 
we reiterate that the pace of growth will largely trail the 
implementation of policy directives and reform initiatives. 
We highlight below expected key themes for macroeconomic 
performance in the second half of 2011: 

Fiscal and Monetary Policies – We expect that the 
implementation of the budget and increased disbursement of 
various intervention funds to critical need areas will help 
sustain the momentum in the non – oil sector’s contribution 
to economic growth. Similarly, we expect to see significant 
growth in the oil sector subject to the implementation of key 
policy initiatives. Faced with an expansionary fiscal policy, an 
increase in the national minimum wage, falling foreign 
exchange reserves and rising energy prices triggered by 
gradual deregulation of the downstream sector, the CBN 
may, in addition to hoping for bounty harvest of farm 
products, have to resort to other tightening tools at its 
disposal to put inflation at bay, as further increase in rates 
may have a counterproductive effect on economic activities. 

The Naira - With increasing pressure on the currency and 
dwindling foreign exchange reserves, we are of the view that 
sustaining the currency at desired levels will depend on the 
pace of actual implementation of deregulation of the 
downstream sector, removal of subsidies and plugging of all 
leakages in the nation’s foreign exchange earnings. If these 
hurdles are not crossed and autonomous inflows of capital are 
not significant enough to support reserve accumulation and 
support for the currency, a devaluation of the naira may be 
imminent.  

Inflation – We are of the view that price pressures are likely 
to persist in H2- 2011 as significant liquidity shocks could still 
arise from implementation of the new minimum wage, 
increased government spending, continued high food prices, 
expected higher distribution costs, recent hike in power tariff, 
and money market activities. In our view, such liquidity 
spurts could exacerbate general inflationary pressures to 
which the economy is already predisposed by structural 
bottlenecks—which we believe will also likely limit the impact 
of the MPR hike that was partially premised on the need to 

 

curb inflation. 

Reform Initiatives – The signing into law of the Nigerian 
Sovereign Investment Authority (Sovereign Wealth Fund) 
Act and government’s compliance with the Fiscal 
Responsibility Act in keeping budget deficit less than 3.0% of 
the GDP are early pointers to the government’s commitment 
to fiscal discipline. Other legislations such as the Freedom of 
Information (FOI) Act, Money Laundering and the Anti – 
terrorism Act are also geared at improving the country’s 
overall macroeconomic environment. While we expect the 
current energy supply chain disruptions to persist in the short 
term, we expect significant benefits to flow in the medium to 
long term.  We also look forward to safe closure of the 
banking sector reforms in the fourth quarter of 2011 despite 
legal hiccups which had hitherto stalled the recapitalization 
process. 

Asset Prices – The major headwind for the stock market in 
H2-2011, in our view, is the conclusion of ongoing banking 
reforms. Should this occur and some banks post stable Q3’11 
results, investor sentiment may improve. With the earnings 
season scheduled to kick off from July 2011, market’s 
expectation is that many of the banks will complement their 
attractive valuations with strong results. However, with the 
uncertainty overhang especially from unresolved M&A 
processes, it remains to be seen if results alone –even if strong 
– can support equities through what we expect to be a bumpy 
road in the near term.  

In light of these factors, we believe a selective approach 
remains the winning theme for H2-2011.  

The outlook for equity issuance in the primary market still 
looks a little hazy but renewed electoral mandates and 
refinancing requirements may induce sub-national issuers to 
seek debt capital from investors. In the secondary bond 
market, we expect bond prices to remain volatile as AMCON 
bonds continue to dilute the transmission of monetary 
tightening. Expected increase in demand (both local and 
international) for government securities may however depress 
yields. 

Since the CBN’s announcement (through a circular dated 
June 24, 2011) of a removal of the restriction placed on 
foreign investors from investing and trading in Federal 
Government bonds (FGNs) and treasury bills that have 
maturities less than one year, demand for government 
instruments have increased, causing yields in FGNs to drop 
an average of 20 bps since the announcement. This trend 
may continue well into H2-2011. Over the last two/three 
years, the fixed income and equity markets have become near 
substitutes with local investors returning to the equity market 
last year only when fixed income yields became very 
unattractive in light of inflation realities. While inflation 
concerns remain, fixed income yields are at more attractive 
levels especially with expectations for huge foreign inflows.  

Our Approach - We renew our commitment to stay 
focused and maintain a disciplined approach to security 
selection. This we believe 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. 
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*Past performance does not guarantee future results. 
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