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

Economic Growth   

The Nigerian economy continued to improve during the first 
half of 2013. The National Bureau of Statistics (NBS) 
estimated that the economy grew by 6.56%1 in Q1-2013. 
Though this is lower than the 6.99% growth recorded in Q4-
2012 and lower than our 2013 GDP growth forecast range of 
7.0 -7.5%, it is better than the 6.34% recorded in Q1-2012. 
Growth was buoyed largely by improved performance of the 
non-oil sector, particularly building and construction, hotel 
and real estate, manufacturing, finance and insurance 
sectors. Despite relatively high global oil prices, which 
provided support for government revenue, the oil sector 
continued on a downtrend, declining by 0.54% in Q1-2013, 
reflecting challenges, such as, oil theft and unclear 
government policy.  

Money Supply & Interest Rates   

Currency considerations remained a major driver of 
monetary policy in the first 6 months of 2013. Thus, the 
CBN maintained a tight stance, holding the Monetary Policy 
Rate (MPR) steady at 12% throughout the first half of the 
year. The CBN’s tight stance was further reflected in 
aggressive Open Market Operations (OMO) during the 
period, mopping up about N6trillion from circulation 
through treasury bill auctions. Other monetary aggregates 
were reflective of this tightness as growth in Broad Money 
Supply (M2) slowed down to 2.35%2 as at May 2013 as 
against the 10.94% growth recorded in H2-2012.  

Inflation 

In line with our expectations, year-on-year inflation fell from 
12% in December 2012 to 9% in January 2013, and 
remained in single-digit territory throughout the period. This 
improvement is largely attributable to the high base that 
resulted from the increase in the pump price of petroleum 
products in January 2012. Despite some volatility, core 
inflation, food and energy inflation all moderated 
downwards, bringing headline inflation to 8.4%2 as at June 
2013. 

The Naira 

While the naira remained stable at the official market, 
appreciating by a meager 1 basis point to close the period at 
N155.75/US$,  it experienced some volatility in Q2-2013 
at the interbank foreign exchange market, depreciating by 
4.10% to close the first half of the year at N162.58. During 
the period, the CBN sold as much as $6.8billion, a 

significant increase from the average $3.8billion sold in Q1-
2013. Sources of pressure for the currency included a 
reduction in portfolio inflows, spooked by fears of reduced 
quantitative easing in the US, and a 7.51% decline in oil 
prices. Both factors also kept foreign exchange reserves flat 
in Q2, after gaining about 9.75% in Q1-2013.  

Financial Markets 

The equity market continued its positive run in H1-2013, 
gaining 28.80% and extending gains from the 35.5% 
recorded in 2012. Impressive corporate earnings, relatively 
high dividend yields and lower yields on fixed income 
securities provided motivation for investors to increase 
exposure to equities. Though locals dominated activity, 
foreign investors remained attracted to Nigerian assets, 
driven by easy liquidity conditions in advanced countries 
and favourable prospects for naira stability. Overall, stock 
market activity was dominated by local investors, who 
accounted for 51.39% of total transactions in the period to 
May 2013, an improvement from 38.6% in 2012. Industrial 
goods, consumer goods and banking sectors were the top 
performers with returns of 49.12%, 21.4% and 18.46%, 
respectively.  

Similarly, bond prices in the secondary market continued to 
rally as more investors piled in to take advantage of 
relatively high yields. In the primary market, the Debt 
Management Office (DMO) sold a total of N530bn of 
various maturities. However, towards the end of the period, 
there were heightened fears that the US Federal Reserve 
would initiate the end of its expansionary policy, resulting 
in increased selling pressure from foreign investors. 

 

The ARM Pension RSA Fund 

The ARM Pension RSA Fund continued its strong 
performance, delivering a total return of 9.22% (net of fees) 
in H1-2013, extending cumulative return since inception, in 
March 2006, to 127.06%. 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, as depicted 
in the chart below.     
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1Source: National Bureau of Statistics (NBS); 2 Source: Central Bank of Nigeria (CBN)  



 
 

The Outlook 

Economic Growth 

In the second half of 2013, we expect crude oil prices to 
remain around current levels of $100/barrel. However, we 
are concerned about the prospects for oil sector growth and 
government’s fiscal position on account of the continued 
drop in production due to oil theft and an uncertain fiscal 
regime. Indeed, we believe oil sector growth will likely 
remain constrained except these challenges are addressed 
head-on. Positively, we anticipate some support for the 
economy from expected good harvests in the agricultural 
sector as the dividends of the sector’s reforms continue to 
trickle in. Over the medium to long term, we also expect 
steady progress in the power sector, which should drive 
private sector investment. Accordingly, we believe Nigeria 
will retain a positive trade balance, particularly with 
government’s drive to discourage importation of 
commodities like rice, refined sugar and cement. Overall, we 
are lowering our GDP growth forecast range for the year to 
6.75-7.25%, on account of expected sluggish growth in the 
oil sector. Accordingly, we expect the non-oil sector to 
continue its dominance of economic growth. 

Monetary Policy, Interest rates & the Naira 

Given its protectionist currency posture, and the recent 
spike in the naira exchange rate at the interbank market, we 
expect the CBN to maintain its tight monetary stance in the 
second half of the year. This view is reinforced by the 
impending departure of the current CBN Governor in 
2014, which may rattle investors (particularly foreign) and 
could have negative consequences for naira assets 
depending on management of the transition. To this end, 
we do not expect a cut to the MPR anytime within the year. 

Dollar demand at WDAS may slow ahead of seasonally 
weak Q3, but the naira will likely remain under pressure as 
concern for government revenues grows. A positive current 
account balance and higher reserves should ameliorate the 
impact of portfolio reversals, which remain the primary risk 
factors for the naira given the portfolio inflows over the past 
year. While we expect the CBN to maintain WDAS at the 
N155.5/$ levels we anticipate a modest decline at the 
interbank market by year end 2013.  

Inflation 

In line with the trend witnessed during the first 5 months of 
2013, we expect inflation to remain in single-digit territory 
in H2-2013. In addition to the base effect of relatively 
higher prices in 2012, we believe commencement of the 
harvest season would result in further moderation in food 
prices. However, we concede that imported inflation may 
be a challenge on account of recent pressures on the 
currency.  

Financial Markets 

After the stellar performance recorded in H1-2013, 
consensus exists that a number of stocks in the food, 
beverages and conglomerates sectors on the Nigerian Stock 
Exchange are relatively overvalued. This  provides some 
basis to anticipate volatility in H2-2013, particularly as the 
potential tapering of quantitative easing in the US suggests 
that foreign investors are likely to scale down their exposure 
to naira assets. Regardless of this, we continue to see value 
in some Nigerian banks, though it is still unclear how much 
impact the new regulation on bank charges will have on 
banks’ earnings. Despite the more challenging earnings 
outlook, the relatively moderate valuations, and revived 
interest in financial sector stocks, should support prices for 
banks as domestic buying interest continues to improve. We 
expect rotation across sectors to help sustain positive 
momentum in domestic equities through 2013, but see 
limited upside from current levels. Similarly, the anticipated 
decline in foreign investors’ participation is expected to 
drive fixed income yields higher in the ensuing period. 
However, government’s plan to increase the proportion of 
foreign to domestic debt to 40%:60% from the current 
13%:87%, liquidity from maturing AMCON bonds, and 
the DMO’s nascent focus on the cost of borrowing, are 
expected to exert downward pressure on yields. 

The ARM Pensions Promise 

As we wrap up the year, 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.
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ARM RSA Fund price - Inception to date

*Past performance does not guarantee future results. 
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