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ARM PENSION MANAGERS RETIREMENT SAVINGS ACCOUNT (RSA) FUND 
Fund Manager’s Report for the Half-Year Period to 30 June 2015 

The Nigerian Economy and Performance of Financial 
Markets in the 1st Half of 2015 

Economic Growth  
Reflecting continued weakness in the oil sector, the Nigerian 
economy grew by 3.96%1 in Q1-2015, 225bps lower than the 
preceding quarter and 198bps lower than Q1 2014.The oil 
sector contracted 8.15% during the period from previous year 
levels while the non-oil sector maintained a positive trend and 
grew 5.59%.  The negative growth in the oil sector was due to 
weak oil prices and a decline in production while the positive 
growth of the non-oil Sector was as a result of improved 
activities in trade, crop production, construction, 
telecommunications and other services.   

Amidst sharp drop in oil prices and weak demand following 
the increase of shale output by the United States, the 
International Monetary Fund (IMF) estimated lower global 
growth for 2015 and 2016 to 3.5% and 3.8% respectively. 
This excess supply driven decline in oil prices is expected to 
benefit oil consuming countries and developed economies 
while adversely affecting many oil producing countries, like 
Nigeria, and emerging markets. Economic growth across 
emerging economies, with the exception for of India, has 
therefore slowed.  

Monetary Policy 
The Central Bank of Nigeria (CBN) continued with its 
monetary tightening stance in a bid to manage the liquidity in 
the system as well as maintain price and currency stability. At 
the last Monetary Policy Committee (MPC) meeting in May 
2015, Public and Private sector Cash Reserve Ratios (CRR) 
were harmonized from 75% and 20% respectively to 31%. 
Monetary Policy Rate (MPR) was left unchanged at 13%. The 
consequence was a net withdrawal of funds from the inter-
bank market, which increased pressure on rates in the short 
term.  

Inflation 
After a steady decline that came to a halt in December 2014, 
inflation resumed an upward trend in the first half 2015 with a 
100bps increase between January and May 2015. The last 
inflation reading in May 2015 stood at 9%, which was a 30bps 
increase from the previous month. Over the same period, food 
and core inflation averaged 9.43% and 7.42% respectively, 
higher than levels recorded in 2014. 

May 2015 saw the highest spike in inflation for the year, a 
reflection of the lagged effect of Premium Motor Spirit (PMS) 
scarcity which started in March 2015. The scarcity led to 

                                                             
1 Nigerian Bureau of Statistics (NBS) 

higher transportation and other related input cost which also 
fed into higher food prices.    

The Naira 
In a bid to reduce pressure on the Naira in the first half of the 
year, the CBN closed the Retail Dutch Auction System 
(RDAS) foreign exchange market. The Naira declined by 
8.4% in Q4 2014 to a new target band of ₦160/US$ - 
₦176/US$. This band, however, proved unrealistic as the 
naira overshot the upper limit before the devaluation. Thus far 
in 2015, the Naira has weakened by 8.89% to N199/$ at the 
official and worse at the parallel market.  

Largely reflecting higher CBN intervention in the interbank 
market following the closure of the RDAS window, Nigeria’s 
foreign reserves declined 15.86% Year-to-Date (YTD) to 
$29.00billion as at the end of June 2015. 

Financial Markets 
There was significant pressure on domestic financial markets 
on account of low investor confidence in the economy during 
the period.  Net Foreign Portfolio flows into the equities 
market was negative over the first three months of 2015 but 
turned positive in April as .investor expectation on the 
outcome of the elections improved. 

Consequently, after the sharp declines in Q4 2014, the equities 
market declined further by 8.38% in Q1 2015. Following the 
peaceful conclusion of the general elections, however, the NSE 
All Share index returned 8.30% on the first day in April which 
eventually led to a positive return of 5.8% for Q2 reducing 
YTD declines to 3.7%. 

Major drivers of market performance over H1 2015 were  
Financials, Consumer Discretionary Sectors and Real Estate 
which returned 4.9%, 22% and 2.3% respectively while the 
laggards were Brewers, Cement, Consumer staples, 
Construction, and Oil and Gas which declined 5.9%, 8.9%, 
8.2%, 9.8% and 8.6% respectively. 

In the fixed income financial market, the Debt Management 
Office (DMO) sold N370billion of Federal Government Bonds 
in the first 5 months of 2015, a 21% decline from the amount 
sold same period in the previous year while the CBN sold 
Open Market Operations (OMO) bills of N1.3trillion during 
the period. Fixed income yields peaked at 16.4% levels pre-
election, as apprehension grew and investors held short-dated 
instruments and cash. Following the successful completion of 
the elections, investor interest returned and yields declined to 
the 13% levels, hitting lows of 12% at different points.  
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The ARM Pension RSA Fund 
Despite headwinds witnessed in both the equity and fixed 
income markets, in the first half of 2015, the strategy to stay 
cautious in the equity market while optimizing the 
performance of fixed income securities, held within the 
portfolio, had a positive impact on the Fund. Consequently, 
the ARM Pensions RSA fund delivered a 5.57%[i] return to 
our esteemed clients during H1-2015, extending cumulative 
return, since inception, to 174.36% as the Fund closed the 
period at an all-time high of ₦2.7436[i] 

 

*Past performance does not guarantee future results 

The Outlook 

Economic Growth 
We expect even slower GDP growth in H2-2015 given 
concerns around government budget deficit, weak foreign 
reserves, unstable oil prices and sustained pressure on the 
Naira. 

Reflecting some of the highlighted headwinds, the IMF projects 
GDP growth of 4.8% and 5.0% for 2015 and 2016 respectively, 
lower than the 6.1% growth recorded in 2014. This weak 
outlook is largely based on the expectations for lower oil prices 
to persist which will impact on the Federal Government’s 
ability to fund its budget.  

In the short term, investors will look to economic policies to be 
implemented by the current administration and will form the 
basis for their investment decisions. 

Monetary Policy, Interest Rates & the Naira 
We do not expect any significant changes by the monetary 
policy committee until economic plans by the new 
administration are clear and the full cabinet is in place. We 
however expect fiscal policy changes as government would seek 
to tap into other sources of funding to close the budget deficit 

gap.  

We anticipate there is scope for a further ~10% depreciation in 
the Naira for it to be fairly priced. The view is shared by most 
market participants and foreign portfolio investors, as dollar 
demand still outstrips supply. 

Inflation 
The country is gradually progressing into a high inflation rate 
environment with our forecasts being that inflation will be at 
double digit by the end of H2 2015. The expected surge in 
inflation in H2 will be due to the following factors: the recent 
PMS scarcity, which has increased the general cost of doing 
business, the possibility of higher electricity tariff, and likely full 
deregulation of the downstream oil sector. 

We envisage creeping high inflation and tight monetary 
environment may affect consumer spending, therefore having a 
negative bearing on the non-financial sector revenue growth.   

Financial Markets 
We remain neutral on equities given our bearish outlook for H2 
2015. Our investment thrust will be to strategically maintain 
our 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, import 
dependency and high foreign debt exposure. Our preferred 
sector still remains the banking sector while we remain neutral 
on consumers and industrials sectors. 

Though we intend to remain overweight fixed income 
securities, our expectation for monetary and fiscal tightness in 
H2-2015 suggests the need to stay at the short end of the yield 
curve, while taking advantage of any volatility to enhance the 
average yield and total return of the portfolio. 

The ARM Pensions Promise 
As we await a clear statement from the new administration, we 
will stay cautious for the rest of 2015 and retain our value 
investing philosophy. Our focus will be to invest in assets we 
consider undervalued 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! 

                                                             
[i] Net of fees as at 30th of June 2015 
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