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The Nigerian Economy and Performance of 

Financial Markets in the 2nd Half of 2014 

 

Economic Growth 

External pressures in the oil sector in the 2nd half of 2014 

(H2-2014) led to a slowdown in economic growth in 
Nigeria during the period. A combination of declining 

international crude oil prices (down 47.93% in H2-2014) 

and domestic production (3% decline) contributed to the 
3.6% decline in oil sector GDP in Q3-2014 from previous 

year levels. Performance in the non-oil sector was also 

mixed; the Agriculture sector weathered the effects of 

insecurity in the North East, recording growth of 4.6% in 
the third quarter Q3-2014, 170bps higher than year ago 

levels. There was however a slowdown in manufacturing 

and services sub-sectors, which weighed on the non-oil 
sector which grew by 7.5% in Q3-2014, 80bps lower than 

corresponding period in the previous year.  

Overall, year-on-year headline real GDP growth in Q3 

declined to 6.23% from 6.54% recorded the previous 

quarter.  

Monetary Policy 

Renewed inflationary and exchange rate pressures forced 

the Central Bank to reverse its earlier stance on monetary 
policy, hiking rates at its November meeting. Specifically, 

the Monetary Policy Rate and Cash Reserve Ratio (CRR) 

on private sector deposits were increased by 100bps and 
500bps to 13% and 20% respectively while the Naira was 

devalued by approximately 8%. In addition, CBN 

reduced the amount that banks are allowed to keep at the 
Standing Deposit Facility, simultaneously increased the 

issuance of OMO treasury bills, banned the use of foreign 

exchange bought through the official window on some 
items and reduced bank’s net-open position of foreign 

exchange to zero% of shareholder’s funds. All of these 

measures were to reduce pressure on the Naira as oil 
prices continued to decline. 

 

Inflation 

 

Extending the rising pattern observed over H1-2014, 

year-on-year inflation rose further in Q3-2014, peaking at 
8.53% in August before declining to 7.9% in November. 

The trend mirrors the historical pattern  of food inflation                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                     

which typically declines following the onset of the harvest 

season in September. 
 

The Naira 

The drop in oil prices and resultant high demand for 
foreign exchange by foreign portfolio investors exiting 

their investments in the Nigerian market fueled the 

significant pressure on the naira in the second half of the 
year.  Dollar demand at the Wholesale Dutch Auction 

System (WDAS) remained high with sales coming in at 

$14bn in H1-2014, after the $17bn sold in H1-2014. 
Consequently the naira weakened -10.85% to the US$ at 

the interbank market in H2-2014, leading to a full year 

decline of 12.16% to N182.5 and a widening of the 

spread between the official window and other markets. 
The level of support required for the Naira was evident in 

the resulting 8.22% decline in foreign reserves in H2. 

 
Financial market 

The Nigerian equity market recorded its worst half year 

loss, of 26.7%, since 2008. Most of the declines occurred 
in Q4 2014, and were driven by foreign portfolio 

divestments which hit a peak of N101billion1 in October. 

The foreign sell-offs reflected concerns about 
deteriorating macro-economic outlook following the 

downturn in oil prices and subsequent currency 

devaluation. Consequently, market weakness was broad-
based with Cement (-19.77 %), Banks (-17.26%), food (-

20.69%), Brewers (-8.99%), and Oil and Gas (-11.43%), 

leading to the NSEASI returning negative 16.14% during 
the period 

 

Given the sizable share of oil in Nigeria’s fiscal receipts of 
about 75%, declining oil prices increased foreign investor 

apprehension about exposure to Federal Government 

debt which resulted in significant sell-offs in the last 
quarter of the year. This situation was compounded by 

the CBN’s adoption of tight monetary policy and 

shrinking liquidity in the financial market following the 
CRR hike. All of these led to bond yields rising an 

average 340bps across tenors in Q4-2014. 
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The ARM Pension RSA Fund 

 

Despite headwinds witnessed in both the equity and fixed 

income markets, the strategy to stay cautious in the equity 
market while optimizing the performance of fixed income 

securities held within the portfolio was positive for the 

Fund. The ARM Pensions RSA fund delivered a full year 
performance of 9.135% return to our esteemed clients, 

extending cumulative return, since inception, to 159.89% 

as the Fund closed the period at N2.5989. 

 
*Past performance does not guarantee future results 
 

Outlook 

Economic Growth 

In the face of declining oil prices, we expect Nigeria’s oil 

sector GDP growth to remain under pressure in H1-2015. 
This is based on our view that the supply glut in 

international crude oil markets will remain in the first half 

of 2015. Moreover, government’s delay in passing the 
Petroleum Industry Bill (PIB) may continue to hamper 

any capital investment and production growth in the 

sector.  This coupled with expected slower importation 
bill, on account of devalued naira and less export 

earnings, is likely to keep outlook for the oil sector gloomy 

in H1-2015. However, we believe the non oil sector, 
driven by agriculture which contributed 26.63% of Q3 – 

2014 GDP compared to 20.89% in Q2 – 2014, will 

continue to experience growth as recent investments in 
the sector start to reflect in output.  The growth in the 

non oil sector, we believe, will offset declines in the oil 

sector, therefore reducing the overall impact on economic 

growth. 

 

 

Monetary Policy, Inflation, Interest Rate and the 

Naira 

Although inflation has remained within single digits for an 

extended period, recent macro economic developments 
pose a negative outlook for 2015 inflation. Specifically, 

upside risks to inflation in the near term include increased 

spending in the build up to the February 2015 elections 
lagged effect of the devalued currency on imports and 

continued insurgency in the food producing north- east 

region of Nigeria.  

We believe the over-riding need to ensure exchange rate 
stability may force the Monetary Policy Committee to 

keep monetary conditions tight.  This view is 

strengthened by our expectation of exchange rate driven 
inflation through increased purchased cost, and continued 

weakness in oil prices, which will likely constrain export 

earnings. Post elections when money supply should have 

abated, we expect the CBN to have the latitude to execute 

more stabilising monetary policy measures. 

Financial Markets 

In the fixed income space, we expect yields to remain 

high, given the uncertainties on government’s approach 
to managing its fiscal balances. Notably, we anticipate 

that government may increase its supply of fixed income 

securities in order to make up for shortfall in revenue as 
oil revenue declines. Foreign investor apathy may also 

preclude a significant decline in yields in the near term. 

Similarly, in the equity market, we believe that foreign 

investors’ interest in Nigeria may continue to decline 
given the improvement in developed economies especially 

the US, uncertainties around the upcoming elections and 

dwindling oil prices. Also, as banks struggle to improve 
bottom line and Fast Moving Consumer Goods (FMCGs) 

struggle to increase sales; we see tepid performance from 

the stock market in the first half of 2015. 

The ARM Pensions Promise 

Being an election year, we will stay cautious for the first 

half 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 market. 

We will also take advantage of volatility in the fixed 

income market to build portfolio duration as necessary. 
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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