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Financial MarkeThe Nigerian Economy and Performance of the 
Financial Markets in the second half of 2007 
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Economic Growth   

Economic activity remained strong in the second half of 
2007 as strong gains in the non-oil sector offset output 
challenges in oil. The non-oil sector grew by a robust 
9.47% in the third quarter of the year; its sixth 
consecutive quarter of steady growth, contributing to the 
6.05% overall GDP growth recorded during the period1.  
The main drivers of growth in the non-oil sector have 
been telecommunications, general commerce, 
agriculture, and services. In the last six years, the 
communications sector in Nigeria has improved 
significantly with teledensity growing from the sub 1 
levels of 2001 to 28.13 in October 20072. Continued 
expansion in non-oil GDP reflects some progress at 
diversifying the economy away from oil but a lot more 
needs to be done.  
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The banking system was characterised by high liquidity 
for most of 2007, driving interest rates lower and fuelling 
inflation concerns. In response, the Central Bank of 
Nigeria hiked its benchmark – Monetary Policy Rate 
(MPR) - from 8% to 9% in October and to 9.5% in 
December. This move followed the slight increase 
witnessed in year-on-year inflation to 4.6% in October 
from 4.1% the previous month, even though inflation 
remained within the target single digit level throughout 
the year.  

The Naira 

Supported by continued rise in private foreign exchange 
inflows, the naira appreciated significantly in the second 
half of 2007. Overall, the Naira appreciated by over 8% 
in 2007, to exchange at N116.30 to the US$ by year end. 
Improved sovereign risk perception, political stability, 
substantial gains in stock market indices, investment 
flows and strong economic outlook forecasts by the 
international community have continued to fuel demand 
for the currency. 
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1 Source- Central Bank of Nigeria (CBN)  
2 Source- Nigerian Communications Commission (NCC)                        
 3 Source – Debt M
 

Tomorrow’s looking good!
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In line with our philosophy, our emphasis on a 
disciplined and rigorous approach to security selection 
and liquidity management continues to distinguish us in 
a competitive market environment.  

 

ARM RSA Fund price - Inception to date
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As at the end of the period, the Fund had an asset 
allocation as presented in fig 2 below. 

Asset Allocation of the ARM Pension Fund as at 31 Dec 2007

Quoted Shares
24%

Mutual Funds
1%

Money market
32%

FGN Securities
43%

 

The Outlook  

We expect to continue to see a robust macroeconomic 
environment and sustained foreign investor interest 
which together are resulting in a gradual transformation 
of the economy. From a fiscal perspective, there is a 
more disciplined budgetary process that incorporates 
conservative benchmarks for oil revenues, which 
fortuitously coincides with a period of sharp rise in 
global energy prices. In this regard, despite the current 
threat to near term growth in the United States and parts 
of Europe arising from the deflation of the housing 
bubble, we expect above-average oil prices to be 
sustained for some time to come, driven by global 
demand particularly in Asia and Eastern Europe. 

While we expect that the unrest in the Niger Delta will 
be a concern in the short to medium term, on an overall 
basis, we believe that domestic GDP will continue to 
show strong growth.  The proposed budget includes an 
increased allocation of funds to security in the Niger 
Delta (22% of total revenue), Education (11%), Energy 
Sector (excluding National Integrated Power Projects, 

7%) & Agriculture (6%)
4

. This reflects the recognition 
that the risks associated with the activity of militant 
groups in the Niger Delta remain substantial, with oil 
production remaining below the 2.45 million barrels 
threshold. Constructive engagement and creativity will 
however ultimately be the key to finding a lasting 
solution to this most important near term threat to 
stability and growth. 

Fig 1 

We believe that good macroeconomic management will 
continue to bode well for inflation, interest rates and the 
Naira. Risks however persist from cost push inflation 
factors that may arise from food prices and hikes in 
petroleum product prices. In our view, the CBN’s 
success at keeping inflation at bay in 2008 will be 
dependent on its ability to combine and sustain its 
policies effectively and proactively. We expect the apex 
bank to maintain a tight monetary policy for most of 
2008, thus pushing interest rates slightly higher for longer 
dated fixed income securities.  

*Past performance does not guarantee future results. 

The capital market is currently witnessing a period of 
exceptional growth. Most importantly, recognition of its 
importance as a catalyst for wealth creation and 
distribution has grown among investors and issuers alike 
resulting in growing relevance in broader economic 
activity. Given the low correlation of the Nigerian equity 
market with virtually all developed and major emerging 
markets, the country may continue to prove an attractive 
investment alternative for the foreseeable future, 
developments which will further enhance the NSE’s 
profile especially in the context of significant volatility 
currently being witnessed in the developed markets.  

Fig 2 

 
With the dramatic increase in equity prices over the last 
two calendar years, the challenge for the stock market is 
whether earnings growth will match the implied 
expectations. In this regard, robust underlying economic 
growth and improving disposable income levels would 
argue for strong earnings momentum. However, while 
we continue to see opportunities to invest in some high 
quality companies at attractive valuations, such 
opportunities are becoming less obvious, as it is also 
clear that the current prices of many stocks reflect a level 
of exuberance that actual performance may have 
difficulty matching. In such an environment, rigorous 
research and disciplined security selection will make the 
difference.  
 
Following last year’s very strong performance, we are 
entering the New Year with a renewed commitment to 
sustain the leading performance of your pension fund 
this year and beyond. Thank you for choosing ARM 
Pension Managers and we wish you a happy and 
prosperous new year. 
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