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The Nigerian Economy and Performance of 
Financial Markets in the 2nd Half of 2013 

Economic Growth   

The Nigerian economy remained strong in Q3-2013, 
achieving 6.81%1 year-on-year GDP growth during the 
period. This compares favorably with growth of 6.18% in 
Q2-2013 and 6.48% in Q3-2012, and is ahead of our 
forecast range of 6.50-6.75% for the year. In line with recent 
trends, growth was driven by non-oil GDP, which grew 
7.95% in Q3, 0.4% higher than the same period in 2012. 
On the other hand, despite relatively high global oil prices, 
oil GDP growth was negative for the fourth consecutive 
quarter in Q3-2013, contracting 0.5% year-on-year, 
underscoring the impact of oil theft, vandalism, shutdown of 
oil & gas infrastructure and unclear policy.  

Monetary Policy 

In our view, the Central Bank of Nigeria (CBN) maintained 
a relatively tighter monetary stance based on concerns about 
the Naira and the likely impact of N3.8 trillion2 of OMO3 
treasury bills scheduled to mature in the second half of 2013. 
In addition to maintaining the Monetary Policy Rate (MPR) 
at 12%, the CBN increased the Cash Reserve Ratio (CRR) 
on public sector deposits from 12% to 50%, resulting in the 
effective withdrawal of about N1.25 trillion from the system. 
Nevertheless, further OMO activities were needed to mop 
up the excess liquidity which still existed. Consequently, the 
CBN issued ~N3.4 trillion in OMO bills during the period, 
compared to N2.7 trillion in H2-2012.  

Inflation 

Inflation remained in single digits in the second half of 2013, 
dropping to a five and a half year low of 7.8% in October, 
and 7.9% in November. We believe this largely continues to 
reflect the high base effect that resulted from the partial 
deregulation of petrol prices in January 2012 as well as the 
CBN’s tight monetary policy stance.  Food CPI also 
provided some support, as agricultural productivity 
improved, with the 12-month average reading gradually 
declining and falling into single-digit, at 9.8%, for the first 
time in 2013 in November.  

The Naira 

The Naira continued to experience significant pressure 
during the period. The CBN reintroduced the Retail Dutch 
Auction System (RDAS) in October, replacing the 
Wholesale Dutch Auction System (WDAS). The apex bank 
attributed the change to the increasing “dollarisation of the 
economy” which it blamed on politically linked 

transactions. The measures increased documentation 
required to access the official window and, effectively, 
shifted a significant proportion of demand to parallel 
sources. Other sources of concern for the currency included 
the tepid growth of external reserves, which declined 1.29% 
year-on-year to $43.61 billion as at December 20132, 
despite relatively high oil prices, as well as fears about 
capital flight related to possible tapering of the quantitative 
easing (QE) program by the US Federal Reserve. 
Consequently, the naira remained stable at the official 
market at N155.70/US$2 but depreciated 2.70% and 
8.62% to N160.30/US$ and N174.00/US$ at the 
interbank and Bureau De Change (BDC) segments, 
respectively, over the period.  

Financial Markets 

Generally, financial markets experienced some negative 
pressure at the beginning of the second half of 2013, as 
foreign investors reduced exposure to Nigeria and portfolio 
inflows declined based on expectations that the US Federal 
Reserve would initiate an end to its expansionary policy. 
This reflected in the level of portfolio flows in the equity 
market, which were reported as a net outflow of N40.47bln4 
in Q3-2013 compared to a net inflow of N72.68 billion 
during H1 2013. The equity market returned 14.28% in 
H2-2013, markedly short of 28.80% in H1-2013 and 
30.00% in H2-2012. The petroleum marketing and cement 
sectors were the top performers, with gains of 99.09% and 
20.96%, respectively, during the period. In the bond 
market, prices trended higher in early H2-2013, based on 
increased demand, after the Federal Reserve surprised the 
market by not initiating an end to its expansionary policy as 
expected. However, there was a reversal towards the end of 
the period as the US Fed finally announced they would start 
tapering their expansionary policy in January 2014. In the 
primary market, the Debt Management Office (DMO) sold 
a total of N377bn of various maturities, helping to increase 
bond market capitalization by 6.4% to N4.1 trillion over the 
period. 

The ARM Pension RSA Fund 

The ARM Pension RSA Fund continued its strong 
performance and closed the year at a price of N2.4330, 
representing a 17.03%5 return for FY-2013 and extending 
cumulative return since inception, in March 2006, to 
143.29%5. The performance of the fund, since inception, 
gives credence to our disciplined and thorough approach to 
research and investment management. Going into the 
future, we remain committed to sustaining the Fund’s 
positive performance. 
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1Source: National Bureau of Statistics (NBS); 2 Source: Central Bank of Nigeria (CBN); 3Open Market Operations; 4 Source: Nigeria Stock Exchange (NSE); 5Net of fees 



 

The Outlook 

Economic Growth 

Our medium to long term outlook for economic 
development and growth is centered mainly on the 
implementation of ongoing reforms as well as events in the 
global economy. In particular, after the commencement of 
the Transition Electricity Market in Q1-2014 and beyond, 
there is likely to be incremental improvement in power 
generation and increased productivity in other segments of 
the power industry. We also expect agricultural reforms to 
continue to provide support for non-oil GDP, extending 
benefits of reforms already being recorded. However, oil 
GDP growth remains a concern, with production persistently 
short of target due to vandalism and oil theft. Furthermore, 
the fresh agreement with Iran to curb its nuclear program, 
which will lift some of the earlier sanctions on the country, 
portends lower oil prices in the latter part of 2014 from 
increased supply, potentially inhibiting improvements to the 
Nigerian government’s fiscal position.  Nevertheless, oil 
prices could find support in the near term from conflicts in 
Syria, South Sudan and Libya, which may constrain oil 
production output from Africa. Barring the outcome of the 
GDP rebasing exercise which is expected in 2014, our GDP 
growth forecast range for 2014 is 6.75-7.25%, largely 
supported by the agriculture sector.  

Monetary Policy, Interest Rates & the Naira 

Given the strong possibility of a marked increase in money 
supply in a pre-election year, as well as dwindling external 
reserves, we anticipate the recent trends in monetary policy 
to continue. This view is hinged on our expectation that the 
succeeding CBN Governor could also be of the view that a 
tight monetary policy in 2014 is necessary, thus focusing on 
protecting the local currency and preserving external 
reserves. Any perceived dovishness by the CBN could 
trigger capital flight as Nigerian assets would become less 
attractive to foreign investors, who currently have large 

equity and fixed income holdings. Also, with significant 
OMO maturities due in 2014, we anticipate even further 
monetary tightening in the first half of 2014. In addition, we 
anticipate that dollar demand will increase from election-
related activities. This, in conjunction with concern for 
government revenues, suggests the naira is likely to remain 
under significant pressure. However, further import 
restrictions have emerged with the newly announced 
automotive tariff, which is likely to provide support for the 
trade balance. Overall, with the RDAS in place, we 
anticipate further demand pressures from BDC/parallel 
sources while the CBN would keep the official rate stable 
within the N155/$ +/-3% range for the year.  

Inflation 

We expect inflation to remain in single-digit territory in 
2014, even as the base effect of relatively higher prices in 
2012 abates. The CBN also has a target range of 6% - 9% 
for 2014. However, some headwinds exist which could push 
inflation higher into double digits. Factors such as election-
related spending and a possible depreciation of the local 
currency, if the CBN is unable to adequately defend the 
currency, could skew inflation to the upside.  

Financial Markets 

In our view, foreign investor sentiment will be a key driver 
of the domestic financial markets in H1-2014. The US 
Federal Reserve’s decision to cut back its monthly asset 
buying program to $75bln from $85bln will commence 
January 2014, as positive economic data continue to come 
out of the US. Thus, we expect consumer stocks to be hit 
first by any capital withdrawals given their relative 
overvaluation. However, the rebalancing of the MSCI 
Frontier Market Index scheduled for May 2014, which is 
expected to increase Nigeria’s weight on the index by ~5% 
could trigger renewed interest in Nigerian stocks. In the 
same vein, foreign investors’ participation in the fixed 
income space should decline in the event of any tightening 
by the US Fed, thus driving fixed income yields higher. 
However, any spikes in yield should be temporary as we 
expect strong demand from local institutions. This is even 
as the government intends to increase the proportion of 
foreign to domestic debt to 40%:60% from the current 
13%:87%, which may reduce supply to the market. This, 
combined with the DMO’s recent focus on the 
management of borrowing costs, increases the probability 
of further downward pressure on yields. 

The ARM Pensions Promise 

In seeking to achieve the optimum return on your pension 
savings, our promise to our esteemed clients is to stay 
disciplined in our approach to investment management. We 
remain committed to sustaining the strong performance of 
your pension fund in the periods to come. We thank you for 
choosing ARM Pensions and wish you a happy and 
prosperous year ahead. 
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ARM Fund Price - Inception to date

*Past performance does not guarantee future results
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