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The Nigerian Economy and Performance of the 
Financial Markets in the first half of 2010 

Economic Growth   

In the context of a global recovery which, though still 
fragile, has evolved better than expected, the Nigerian 
economy maintained steady growth in the first half of 
2010 with the oil sector displaying relative stability over 
much of the period. The improvement in oil production, 
which began in the second half of 2009, continued in the 
first half of 2010 as production grew by 7.5% to an 
average of 1.98mb/d. Accordingly, provisional data 
released by the National Bureau of Statistics (NBS) 
indicates that the economy grew by 7.23% in the first 
quarter of 2010; up from 4.50% recorded the same period 
in the previous year, while in the second quarter of the 
year, the economy is projected to have grown at 7.68%1. 
The non-oil sector also remained strong over the period, 
with agriculture, trade and services driving growth within 
the sector. 

Money Supply &Interest Rates   

Provisional data from the CBN showed that broad money 
supply, M2, declined 0.2% in the first five months of 2010, 
trending far below the apex bank’s indicative growth 
target of 29.3% for 2010. Led by government borrowings, 
aggregate domestic credit grew 12.4% in the first five 
months of 2010, again trending significantly lower than 
the 2010 indicative target of 55.54%1. The skewness of 
credit in favor of government reflects the risk aversion of 
banks in lending to private sector borrowers over the 
period. Interest rates continued on a downward trend over 
the period. The expansion in liquidity and drop in 
interbank rates also dragged deposit rates lower. Lending 
rates however remained stubbornly high. 

Inflation 

In line with our expectations, inflation remained at 
double-digit levels in the first half of 2010. The National 
Bureau of Statistics (NBS) reported that headline inflation 
rose from 12% year-on-year (y/y) in December 2009 to 
12.5% in April 2010 but declined over the next two 
months to 10.3% in June 20103. The primary driver of 
inflation in Nigeria remains food prices given that it 
accounts for 64% of the CPI basket. The food price 
component rose steadily, month-on-month, in the four 
month period, to hit a year high of 14.3% y/y in April 
20103. 

The Naira 

After going through a period of fairly significant 
depreciation in 2008 and 2009, the Naira was relatively 
stable through the first half of 2010. At the Wholesale 
Dutch Auction System (WDAS) sessions, the Naira 
exchange rate to the US$ remained stable at an average of 
N148.5/US$, trending within a narrow range during the 
period. The CBN substantially met demand from banks, 
except for a period in late April to mid-May when demand 
spiked, reaching a single-auction high of US$681million. 
However, the apex bank increased its supply level and was 
ultimately successful in keeping the Naira around the +/-
3% band of its target N150/US$ level. 

Financial Markets 

As envisaged in our last report, the equity market started 
2010 on an upbeat note, with the Nigerian Stock 
Exchange All Share Index (NSE ASI) gaining 24.7% in 
the first quarter. This followed a two-year period, during 
which the Nigerian stock market was one of the worst 
performing globally. In our view, major drivers of the 
rebound were attractive market valuation, improving 
economic fundamentals, banking sector reforms and 
declining yields in fixed income markets. However, the 
optimism of the first quarter did not last into the second 
quarter of 2010 as disappointing earnings announcements 
from some banks reignited fears that the market’s strong 
rebound might have been overdone. Thus, the NSE ASI 
declined 2.2% during the quarter. Overall, the market 
returned 21.88% in the first half of 2010. 

The Federal Government (FGN) bond market remained 
strong in the first half of 2010. After recording slightly over 
N500 billion in bond issues in each of the past two years, 
bond issuance in H1-2010 alone was N513.5 billion2. The 
increased issuance was mainly driven by the need to 
bridge the N900 billion fiscal deficit in the 2010 budget, 
which the Federal Government intends to fund mostly 
through domestic bond issues. Despite the increase in 
bond issuance by the DMO, all issues remained 
oversubscribed, reflecting money market conditions as well 
as pervasive credit risk aversion. Expectedly, the strong 
demand witnessed in the market drove yields across all 
maturities lower.  

The favorable reception for FGN bonds also extended to 
State Bonds as two states raised over N100 billion in the 
first half of 2010. The corporate bond market, on the 
other hand, remained largely nascent with no new issue 

 

 
 

1 Source- Central Bank of Nigeria (CBN) 2Source – Debt Management Office (DMO) 
3Source – National Bureau of Statistics (NBS) 

 



over the period. 

The ARM Pension Fund 

The ARM Pension Fund maintained its strong 
performance in the first half of 2010, reflecting the benefits 
of our disciplined and research-driven approach to 
investing. The Fund closed the first half at 1.7267, 
advancing 8.17% over the period. The Fund’s cumulative 
gain since inception in 2006 stands at 72.67%. While we 
have made good progress, we will remain focused, 
disciplined and result-oriented in our management of the 
Fund. The chart below depicts the performance of the 
Fund since inception.  

 

The Outlook 
 
We expect sustained overall economic growth in the 
second half of the year. This view reflects the progress 
made thus far in banking sector reforms, stability so far 
recorded in the Niger Delta, stable oil prices and 
improving global growth outlook. We expect that the non-
oil sector will continue to play an important role in 
boosting economic growth for the rest of the year 
especially in the area of agricultural output. We therefore 
see the 7.74% projected GDP growth for 2010 as being 
achievable. 

We expect further expansion in money supply as we 
approach the election year and as banks resume lending. 
This expansion coupled with the extension of the CBN 
guarantee on interbank transactions till June 30, 2011 
underpins our view that interest rates (interbank and term 
deposit rates) will still remain low till the end of 2010. The 
combined effect of the recent expansionary fiscal and 
monetary policies without a commensurate expansion in 
real productive base will continue to raise the risk of 
inflation.  

With regards to the Naira, we do not foresee a high 
probability of significant deterioration or strengthening 
from current levels of N150/$US over the rest of the year.  
 

However, we do not totally rule out a possibility of Naira 
depreciation if the scenario of excess liquidity and negative 
real rates continue to exert pressure on external reserves 
especially if accompanied by oil sector instability or price 
volatility. 
 
For the bond market, we expect an uptick in yields as 
supply increases and investors show a renewed willingness 
to consider relatively riskier assets. Valuation aside, 
banking sector reforms, developments in the Niger Delta, 
oil prices, exchange rate and political developments will all 
be important determinants of trends in foreign portfolio 
investments into the Nigerian financial market. The 
political environment has seen improved stability after the 
swearing-in of the new President and there is great 
expectation of the new leadership of the electoral 
commission to conduct credible 2011 elections.   
 
For the equity market, we see a gradual upturn for the 
banks as they recover from a crisis period, continue to 
recover bad loans and begin to lend again. On the other 
hand, performance of non-financials have not been strong 
as they have seen their revenues and margins contract as a 
result of the credit squeeze, higher energy prices and 
significant pressures on disposable income. Nevertheless, 
valuation of Nigerian equities appears attractive when 
compared to emerging market peers, despite the recent 
price appreciation.  
 
Importantly, we continue to see compelling medium to 
long term opportunities particularly as challenging 
business conditions improve. We are mindful of the need 
to ensure that the benefits of diversification are reflected in 
our portfolio. At the same time, we also believe that it is 
important to have a selective focus that emphasizes growth 
industries, strong individual company competitive 
positions, healthy balance sheets and compelling 
valuations. We are confident that this focus positions us 
well to sustain the strong performance of your pension 
fund in the second half of 2010 and beyond.   
 
Business Update 

We are pleased to report that the business combination 
between ARM Pension Managers (PFA) Ltd and First 
Alliance Pension & Benefits Ltd was completed during the 
period, resulting in an enlarged ARM Pensions, which 
remains a subsidiary of Asset & Resource Management 
Company Limited (ARM), one of Nigeria’s most 
prominent and respected financial service brands. This 
combination speaks to the leadership demonstrated by 
your Pension Fund Administrator in the industry. We 
assure you of our enduring commitment to building an 
ever-stronger, increasingly client-focused organization that 
continues to exhibit leadership while putting our clients’ 
interests, your interests, first. 
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*Past performance does not guarantee future results. 
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