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The Nigerian Economy and Performance of the 
Financial Markets in the first half of 2012 

Economic Growth   

Economic growth in 2012 started off on a weak note. 
Provisional data released by the National Bureau of Statistics 
(NBS) indicated GDP growth slowed to 6.2%1 in Q1-2012, 
down from 7.68% reported in the previous quarter and 7.1% 
in Q1-2011. This largely reflects a 2.3% contraction in the oil 
sector and slow growth in the non-oil sector during the 
period. Non-oil sector including agriculture (4.2% in Q1-
2012 vs. 5.5% in Q1-2011) and manufacturing (5.2% in Q1-
2012 vs. 6.2% in Q1-2011) also witnessed slower growth 
which was partly attributed to economic disruptions during 
the subsidy removal protests in January. 

Money Supply & Interest Rates   

Though the Monetary Policy Rate (MPR) was kept steady at 
12% during the period, monetary aggregates remained 
volatile on account of frequent Open Market Operations 
(OMO) conducted by the CBN. Specifically, Broad Money 
Supply (M2) rose by 3.35%2 in January 2012, declined 
sharply by 4.37% in February but, ultimately, stabilised in 
the course of the remaining months of the first half.  

Similarly, while Net Domestic Credit grew by 2.01% in 
January 2012, it declined by 5.09% from that point till end of 
May 2012, a trend largely reflecting competition from 
attractive treasury bill yields. 

Inflation 

Headline inflation remained in double digits during the first 5 
months of 2012, sustained mostly by higher food prices. Of 
note, the index of food prices, which constitutes more than 
half of the CPI Index, rose by 4.53% from January to May 
2012. Seasonal factors, supply chain disruptions due to 
protests that followed the removal of oil subsidies and rising 
insecurity in the northern part of the country all combined to 
push prices higher. 

The Naira 

The Naira was stable in the first quarter of the year, 
supported by strong crude oil prices and dollar inflows by 
foreign portfolio investors. However, there was a slight 
reversal of this trend towards the end of the first half of the 
year. Specifically, external reserves declined from year high 
levels of $37.7bn recorded early June to close the period at 
$36.8bn2 largely as a result of economic turmoil in Europe 
and lower crude oil sales.  

In our view, these ultimately exerted negative pressure on the 
Naira, compounded by a contraction in autonomous inflows. 
Despite the volatility however, the currency closed the second 
quarter with a marginal appreciation of 0.04% at the CBN 
official window. Overall, the Naira appreciated by 0.5% in 
the first half of the year at the official market, closing the 
period at N155.94/US$1, though it declined by 1.5% and 
1.2% at the interbank and parallel markets, respectively. 

Financial Markets 

The stock market declined 0.38% in the first quarter of 
2012.This was led by declines in some of the most capitalized 
sectors like banking, cement, food and oil and gas, especially 
as trading-inclined foreign investors continued to dominate 
the market. However, performance was stronger in the 
second quarter, as improved sentiment, ahead of full year 
reporting season, provided support for the market in the early 
part of Q2-2012. Thus, the NSE All Share Index hit a year-
high of 22,690.03 on 09 May 2012 and, overall, the stock 
market index grew by 4.19% in the first half of the year. 

In the fixed income space, supply remained strong as the 
Federal Government sold bonds of varying maturities valued 
at N453bn2 at the primary market in the period under 
review. The amount issued was higher than the N445.5bn 
issued in the corresponding period of 2011 and the N417bn 
issued in the last 6 months of 2011. This increased issuance, 
coupled with tight liquidity, pushed bond yields higher during 
the period. CBN OMO activity was also strong in H1-2012 
with over N1.6trillion of Tbills sold. Although lower than the 
N1.8trillion sold in H2-2011, it was higher than the N282bn 
sold during the same period in the previous year. Tbills sold 
at OMO auctions was in addition to over N1.6trillion Tbills 
sold at the primary market; therefore, yields remained 
relatively high for most of the period. However, yields 
fluctuated and declined at different points during the period, 
which was attributable to increased foreign investor 
participation due to relatively higher yields and fairly stable 
exchange rates. 

The ARM Pension RSA Fund 

The ARM Pension RSA Fund grew by 5.42% in the first half 
of 2012 and closed at a new all-time high of N1.8974, 
bringing cumulative return since inception to 89.74%. Our 
approach during the last six-month period was to focus on 
“best of breed” equities whilst taking advantage of attractive 
fixed income yields at different points along the curve. The 
graph below reflects the performance of the ARM RSA fund 
since inception. 

 

 
 

 

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

We sense that the direction and pace of economic and 
financial performance in ensuing periods will be driven by 
three broad themes. First is the clarity, or lack of same, 
surrounding the implementation of much needed 
government reforms. The second will be events happening on 
the global front as Nigeria remains coupled to the fortunes of 
the global economy, especially through the effect of oil prices. 
The third factor, and probably most worrying for foreign 
investors, will be issues around mounting security concerns in 
the country. This factor may have significant negative impact 
on economic activity and investor sentiment, particularly as 
foreign investors are currently dominant players in Nigeria’s 
financial markets. 

Economic Growth – While our long term outlook for the 
Nigerian economy remains positive, though contingent on 
implementation of appropriate polices and much needed 
reform, we admit that significant headwinds may exist in the 
near term.  In particular, we remain worried about 
government’s slowly deteriorating fiscal position given the 
country’s overbearing reliance on crude oil whose price may 
remain weak in response to increased global supply amidst 
slowing demand due to the lingering crises in major parts of 
the developed markets. This is of concern especially as 
Nigeria is also gradually losing the price competitiveness on 
its benchmark crude as spreads contract. Further delay in the 
passage of the Petroleum Industry Bill (PIB), in our view, may 
worsen the already uncertain situation. On a positive note, 
there has been a steady rise in crude production over the last 
three months, suggesting a ramp up in production from new 
fields and fewer disruptions in existing fields. Against the 
backdrop of the completion of major maintenance on most 
fields in 2011, we expect higher oil output to continue in 
2012, driven by the over 200,000-250,000 bbl/day coming 
on-stream. We also expect some recovery in the non-oil 
sector considering the two-week disruption to economic 
activities in January, which was mainly ascribed as the reason 
for the sub-par performance in Q1-2012. We expect 
agriculture, trade and telecoms to remain the primary 
drivers, although the pace of growth of the latter could 
moderate due to a larger base. Overall, we maintain our 
2012 real GDP growth forecast in the 6.5%-7.5% range.  

 

 

Inflation - Although the government’s recent policy 
pronouncements suggest inflation may remain in double-digit 
range in the coming period, particularly with the June 1, 
2012 hike in energy prices and the kick-off of the new tariff 
regime on wheat, rice and other commodities, our 
expectation is that the harvest season should herald ample 
supply of food and help alleviate rising food prices later in the 
year. However, festivities may add to the pressure on prices. 
Consequently, our expectations for average annual inflation 
remain anchored around 13%-13.5%, with a peak level in 
the 14.5-15% range likely in July. This remains somewhat in 
line with MPC expectations and, while we believe elevated 
inflation will provide further justification for holding off 
monetary loosening, we do not believe the MPC will be 
inclined to tighten on the back of rising headline inflation in 
the next few months. 

Money Supply, Interest Rates and Naira - Confronted 
with slowing growth on one hand, and rising inflation and 
weakening currency on the other, we reckon that the policy 
decision of the CBN in the coming period will ultimately 
reflect a trade-off. We believe that the CBN will either have 
to ease monetary conditions to spur economic growth, or 
keep rates constant to help stabilize the currency. As we 
expect the growth argument to weigh heavily on monetary 
policy, the need to stabilize the currency may force an 
emphasis on other growth enhancing policy tools that will not 
necessarily interfere directly with the benchmark rate. 
Reduction in the Cash Reserve Ratio (CRR), use of 
intervention funds and moral suasion may come in handy in 
this regard. For the Naira, major risks remain impact of 
slowing oil prices and possible dollar repatriation, which may 
both alter the mid-term outlook for the currency. Curbs on 
petroleum related demand and lower imports could however 
provide some support for the currency in the short term. 
Overall, we expect CBN efforts at supporting the currency to 
succeed in the short term. 

Financial Markets– As earlier stated, our outlook for 
financial markets is hinged on progress recorded on the fiscal 
and economic front as well as on economic trends in 
developed economies, given significant participation of 
foreign investors in the Nigerian financial markets. 
Specifically, we believe any meaningful and sustainable rally 
in the stock market will be an after-effect, or reasonable 
expectations, of implementation of economic growth policies 
and reforms by the government. Hence, we will be on the 
look-out for these important triggers to reshape our 
expectations for the equity market. Similarly, we believe the 
weakening fiscal position in the face of falling oil prices may 
force government to raise more funds in the ensuing period, 
driving bond yields upward in the process.  

Our Approach  

In seeking to maintain optimum return on your pension 
savings 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 in the financial markets and 
exploit positive effects of macroeconomic improvements. 
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ARM RSA Fund price - Inception to date

*Past performance does not guarantee future results. 
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