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The Nigerian Economy and Performance of the 
Financial Markets in the first half of 2007 

Economic Growth   

Amidst a flurry of activities in the political scene, key 
economic indicators remained stable for most of first 
half of the year. In an emerging and encouraging trend, 
the non-oil sector, with an estimated growth of 9.2%, was 
the major contributor to economic growth in the first 
quarter of the year as aggregate output growth was 
estimated at 7.5%, compared with 6.1% recorded in the 
preceding quarter1.  

Interest Rates   

Despite the liquidity in the system in the first quarter of 
2007, deposit and lending rates rose, as demand for 
short term funds rose by most banks that have March 
year-ends. This trend was however reversed in the 
second quarter as the spread between lending and 
deposit rates widened and rates were driven lower. 
Consequently and consistent with lower reported 
inflation, the Central Bank lowered its Monetary Policy 
Rate (MPR) by 2% to 8% in June. This action had a 
generalised effect on interest rates in the money market. 

Inflation 

The effects of increased fiscal spending in an election 
year were dampened by the restrictive monetary policies 
employed by the Central Bank. Consequently, inflation 
remained at single digit levels in the first four months, 
declining from 8.5% year-on-year inflation in December 
2006 to 4.6% in May 20071. The Naira also remained 
stable, trading within a tight range of N126/US$1 to 
N128/US$1, a fallout of CBN’s liberalization of the 
foreign exchange market.  

Financial Markets 

Unlike most election years when investor apprehension 
ahead of the elections tends to drive sentiment in 
financial markets low, demand proved resilient in the 
first half of 2007 due to increased support from foreign 
investor participation and continued indigenous interest. 
This is in itself significant and is an indicator of investors’ 
longer term outlook for the economy. In the first quarter 
of the year, the equity market returned 30.93%, after 
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which it appeared to lose some steam in April and May. 
The slowdown was however short-lived as the market 
resumed its climb, closing the half year with a 54.66%2 
return.  

Local and foreign demand within the Federal 
Government Bond market remained strong during the 
period, pushing yields lower across maturities. A total of 
N270billion worth of bonds were sold in the first half of 
the year, a 74.2% increase from the amount issued over 
the same period in the previous year3. Since the 
commencement of a debt profile restructuring in 2004, 
bonds have increased from being just 5% of total 
government debts to 41.8% as at the end of April 20073, 
with a corresponding reduction in the proportion 
represented by short term instruments.  

The corporate bond sector however remained inactive as 
the few banks, which issued bonds during the period, 
resorted to raising capital offshore to take advantage of 
lower rates. 

In other developments, the Federal Mortgage Bank of 
Nigeria issued its first tranche of a residential mortgage 
backed security in May 2007. This was in a bid to create 
longer term and better priced funding to individuals for 
home ownership as well as introduce another asset class 
for investors. The mortgage institution announced the 
issuance of a total of N100bn worth of these securities.  

Developments in the Nigerian Pension Fund Industry 

In a bid to increase awareness of the Pension Reform 
Scheme, especially by state governments and the 
informal sector, seminars were held in different parts of 
the country by the National Pension Commission in 
conjunction with operators within the industry and other 
stakeholders. Importantly, seminars were held for 
Federal Government employees due to retire in the 
second half of the year, the first set of Federal Civil 
Service workers to exit under the new Pension Scheme. 
The quantum of pension funds under management 
continued to witness sharp growth while more Pension 
Fund Administrators (PFAs) were licensed during the 
period, bringing the total number of PFAs to 23.  

 

                                                             

 

 

 

Tomorrow’s looking good!  



 

Asset Alloca tion of  the ARM Pens ion Fund a s  a t 30 June 07

Quoted Shares, 
24.21%

FGN Securities, 
41.17%

Money Market, 
32.52%

Corporate 
Bonds, 2.10%

The ARM Pension Fund 

Following its impressive performance in 2006, the ARM 
Pension Fund maintained a steady climb in the first half 
of the year, enhanced by gains in the equity market. The 
Fund started the year at a unit price of N1.1558 and, 
reflecting its strong performance, ended the first half of 
the year at a price of N1.3520 (see fig 1 below).As at the 
end of the period, the Fund had an asset allocation as 
presented in fig 2 below. 

ARM Pension Fund Price Trend - Inception ti l l  date
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The Outlook  

While the related legal and political fallout may continue 
for some time, with the elections finally come and gone, 
we expect increased focus on economic issues in the 
second half of the year. Indeed, this period will provide 
an indication as to whether the much talked about 
continuity that the present administration is supposed to 
represent is in fact the reality. 

With the deepening of the financial system over the past 
few years following recapitalisation and consolidation in 
the banking and insurance sectors and the strengthening 
of capital market operators and the pension industry, we 
anticipate a more enabling financial system and greater 
access to capital for a broad section of economic players. 
Longer term, along with foreign investments, this could 
provide an impetus to more vibrant economic activity 
and help unlock widespread economic potential across 
many facets of the economy. In this regard, a key policy 
objective must be the use of the current strength in oil 

prices as a springboard to diversify Nigeria’s dependence 
on the oil industry.  
 
Although some enabling reform is needed, we are 
optimistic that the capital market will play an increasing 
role in future economic activity, creating opportunities 
for firms, especially medium scale enterprises, to access 
capital and expand economic activity. However, we 
believe that much of the gains going forward will require 
not only increasing depth of the market but greater 
breadth and diversity of financial instruments available, 
especially of the fixed income variety. Consequently, the 
hitherto moribund corporate bond segment, which has 
been slow to take off, should be the immediate focus of 
issuers and investors to ensure the emergence of a viable 
corporate bond sector which could grow to become a 
significant portion of the capital market over the next 5 
years. 
  
Following the steep gain in the stock market in 2006 and 
so far in 2007, we advise a cautious approach as the 
valuation of a number of companies, in our opinion, are 
now overstretched. While we believe the solid growth 
potentials of many companies are supportive of their 
current valuation, there are many companies for which, 
in our view, the same cannot be said. With this caveat 
informing our decisions, we continue to have a positive 
long term view on selected equities that will either 
benefit disproportionately from the significant positive 
tailwinds in the Nigerian economy or that possess 
exceptional industry or company-specific characteristics. 
 
We believe that our focused and disciplined approach to 
security selection has never been more important and 
will continue to work to your benefit as our clients, 
enabling us to sustain the strong performance of your 
pension fund in the periods to come.  
 

Contact us 

Aba 082-308866, 08036726445 (Ikechukwu) Abeokuta 
039-770366, 0802335768608 (Wale); Abuja 
09/4130532, 09/4130680; Akure 034/241668, 
034/206689, 08056854708 (Femi); Asaba 08034059203 
(Victor); Benin 08056144485 (Loretta); Calabar 087–
777835, 08038971218 (Godwin); Enugu 042-310748, 
08077000509 (Doris); Ibadan 02-2006041, 
08033327827 (Eyitayo); Kaduna 062/394363, 
08023584884 (Samaila); Kano 064–948659, 
08033148227 (Abbas); Katsina 08034453632 (Mannir); 
Lagos 2715000, 2715005; Maiduguri  076/970346, 076-
978346, 08033866931 (Sarah); Minna 08036021840 
(Julius); Osogbo 035/206155, 08023614520 (Kemi); 
Port-Harcourt 084/779030, 08063563140 (Obioma) 
08035431454 (Donald): Uyo 08052433736 (Kufre) 
Warri 08026276669 (Desmond) 

*Past performance does not guarantee future results. 
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