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The Nigerian Economy and Performance of 

Financial Markets in the 2nd Half of 2015 

Economic Growth  

 
The Nigerian Economy continued to slow down in the 
second half of 2015 due to a sharp decline in global oil 
prices (-43%). As at the end of September 2015, growth 
improved marginally to 2.84%, from 2.4% recorded in 
the first half of the year, led by the oil sector as crude oil 
production increased. Improved activities in Crop 
Production, Financial Services, Telecommunications, 
and Trade amongst others also supported the 3.05% 
growth recorded in the non-oil sector.  

Monetary Policy  
 
 As the new Government settled into its duties, major 
events that took place in H2-2015 included the 
implementation of Treasury Single Account (TSA), State 
government bailout, appointment of Ministers and the 
2016 increased budget proposal. To manage excess 
funds in the banking system as well as to stabilise prices 
and currency, the Central Bank of Nigeria (CBN) 
continued with measures to raise interest rates in Q3-
2015. However, at the Monetary Policy Committee 
(MPC) meeting in November 2015, Cash Reserve 
Ratios, (monetary rates that affect liquidity within the 
banking sector), was reduced by 5% to 20%. A new twist 
by the CBN, was that funds provided by the CRR 
reduction would only be released to banks who financed 
the real, infrastructure, agriculture, and solid minerals 
sectors. In addition, the Monetary Policy Rate (MPR) 
was reduced to 11% from 13%. The impact of these 
policies during the period was a significant fall in fixed 
income market rates. 

Inflation and The Naira 
 
Largely reflecting the impact of Naira weakness and 
higher transport costs from fuel shortages, headline 
inflation rose by 10 basis points to 9.4%[1]YoY in 
November 2015. Inflation pressures were largely driven 
by increases in average core inflation, which rose to 
8.2% YoY, from an average of 6.9% in 2014, while 
average food inflation, on the other hand rose modestly 

                                                             

1 National Bureau of Statistics 

to 9.8% YoY from 2014 levels of 9.5%, reflecting 
pressures on imported food basket. As for the Naira, a 
series of currency management techniques implemented 
by the CBN, during the period, kept the Naira stable at 
the official market. This stability was, however, at a cost, 
as the country’s reserves of foreign exchange declined by 
1.1% over 6 months to December 2015 to close at $29.3 
billion. Some measures introduced by the CBN were the 
48-hour pre-funding requirement for forex purchases 
and usage of Bank Verification Numbers (BVNs) to track 
spending limits. The impact of these measures was a 
further widening of the premium between the parallel 
market and interbank exchange rate to an average of 
18% in H2-2015 (H1-2015: 11%). 

Financial Markets 

 
As the state of the domestic economy remained unclear 
following speculation around Naira devaluation, and the 
sustained downward trend in crude oil and commodity 
prices, foreign and domestic investor sentiments 
continued to be negative. All these uncertainties 
contributed to the17.36% decline in the equities market 
in 2015, with most of the losses (-14.39%) occurring in 
the second half of the year as the market capitalization 
and the All Share Index (ASI) reached 3-year lows. In 
the fixed income market, T-bill yields declined an 
average ~668bps over Q4-2015 to 3.55%, 5.55% and 
5.93% for the 91-day, 182-day and 364-day paper 
respectively. These declining yields resulted from 
investor equity risk aversion and high liquidity in the 
banking system due to monetary easing by the CBN. 
Similar sentiments drove bond yields lower, on average 
~584bps, to 7.2%, 10.67% and 9.2% for the FGN April 
2017, June 2019 and January 2022 bonds respectively. 

The ARM Pension RSA Fund 

 
Our strategy to underweight equities at the start of the 
year while actively managing the fixed income portfolio 
to enhance the total return ensured the fund’s 
performance remained positive. Specifically, the ARM 
Pensions RSA fund delivered a 3.01%[2]return to our 
esteemed clients during H2-2015, bringing 2015 returns 
to 8.75%[2] and extending cumulative return since 
inception, to 182.62% as the Fund closed the period at 
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Net of Fees as at December 31, 2015 
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an all-time high of ₦2.8262[2] 

 

 
 

The Outlook 
 

Economic Growth 
 
We expect even slower GDP growth in H1-2016 given 
concerns around declining oil prices and its 
consequences on Federal and State Government 
revenues. Key economic indicators will most likely 
remain cautious amidst low foreign reserves and increase 
in Government borrowings.  

The monetary and fiscal authorities expect to maintain a 
low interest rate regime, rule out any possibility of Naira 
devaluation and improve revenue collection through 
taxes. 

Fiscal and Monetary Policy 

We expect a more efficient and effective fiscal (tax and 
spending) policy regime as the government looks towards 
other sources of funding to close its budget deficit gap. 
The government has reiterated its intent to stimulate the 
economy, particularly through infrastructure spending as 
well as more investment in the solid minerals and 
agricultural sectors, and we are likely to see measures 
that will encourage the financial sector to lend favorably 
towards these sectors through special intervention 
programs. The introduction of the Treasury Single 
Account (TSA) implies that more efforts would be made 
to curb leakages, optimize resources and ensure better 
accountability. Monetary policy rates are expected to 
remain stable however the CBN may deploy 
administrative measures to keep interest rates low in a 
bid to maintain low domestic borrowing costs.  

 

Inflation and The Naira 
 
Although the harvest season, at the end of 2015, gave 
some respite to food inflation, we expect to see a reversal 
of recent declines in prices. This reversal could be due to 
continued security issues in the north east, albeit with 
recent improvements, as well as limited access to foreign 
exchange for businesses and consumers. Our base 
estimate is for inflation to average ~9.5% ±0.5% in 
2016. Also, we could see double-digit inflation by the 
first half of 2016 if fuel scarcity persists and higher 
electricity tariffs are implemented. Finally, Dollar 
demand still outstrips supply and the possibility that the 
Naira might be devalued to lay the groundwork for the 
re-opening of the foreign exchange market and also to 
encourage foreign investment still remains. All these 
concerns, we believe, will keep the Naira under pressure 
for most part of H1-2016. 

Financial Markets 

 
We remain neutral on equities given our bearish outlook 
for H1-2016. Our investment thrust will be to focus on 
securities which we believe have resilient strong 
fundamentals and growth potential. Emphasis would be 
placed on securities with low exposure to oil price 
fluctuations, low dependency on imports and low foreign 
debt exposure. 

Though we intend to remain proportionally more 
invested in fixed income securities, our expectation for 
increased borrowing needs in H1-2016suggests the need 
to stay at the short end of the yield curve, in order to 
take advantage of any volatility to enhance the average 
yield and total return of the portfolio. 

The ARM Pensions Promise 
 

We anticipate increased fluctuations in the equities and 
fixed income markets and will use the opportunities to 
invest at attractive valuations. We will continue with our 
value investing philosophy; to invest in assets we consider 
underpriced in both the equity and fixed income 
markets. We will also take advantage of any liquidity-
induced volatility in the fixed income market to build 
portfolio duration. Overall, we remain committed to 
staying disciplined in our approach as we optimally 
invest your pension funds without losing sight of the need 
to ensure safety. We thank you for entrusting us with 
your pension. Tomorrow is looking good! 
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ARM RSA fund price - inception to date*

*Past performance does not guarantee future results
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