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EXTERNAL DEBT SUSTAINABILITY: 

IMPACT ON NIGERIA 

Nigeria’s external debt has more than doubled since President Mu-

hammadu Buhari was elected in May 2015. External debt stock in 

June 2015 was $10.32bn, but by February 2018, it had increased by 

102% to $20.85bn1. The Federal Ministry of  Finance has been on a 

borrowing spree since 2015 and in 2017, borrowed up to $4.8bn2 

from the international capital market. The rationale was that Nigeria 

needed to spend its way out of  the recession, especially since gov-

ernment revenue from oil had declined significantly following the oil 

price shock of  2014.   

1Debt Management Office, 2017. “Nigeria’s External Debt Stock as at 30th September, 2017 (Provisional)”. 

http://www.dmo.gov.ng/debt-profile/external-debts/external-debt-stock/2253-nigeria-s-external-debt-stock-as-at-30th-september-

2017/file. This figure [$20.85bn] includes the $5.5bn Eurobonds issued in November 2017 and February 2018.  

2 Paul Wallace and David Malingha Doya, February 15, 2018. “Nigeria Sells $2.5bn Eurobonds to Replace Naira Debt”. Bloomberg.   

https://www.bloomberg.com/news/articles/2018-02-15/nigeria-sells-2-5-billion-of-eurobonds-to-replace-naira-debt.  

http://www.dmo.gov.ng/debt-profile/external-debts/external-debt-stock/2253-nigeria-s-external-debt-stock-as-at-30th-september-2017/file
http://www.dmo.gov.ng/debt-profile/external-debts/external-debt-stock/2253-nigeria-s-external-debt-stock-as-at-30th-september-2017/file
https://www.bloomberg.com/news/articles/2018-02-15/nigeria-sells-2-5-billion-of-eurobonds-to-replace-naira-debt
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Rationale for Debt - Driven recovery  

It is not uncommon 

for governments 

around the world to 

embark on expansion-

ary fiscal policy during 

recessions. During the 

five-quarter recession, 

Nigeria embarked on 

expansionary fiscal 

policy evidenced in 

the 2016 and 2017 

Appropriation Acts. 

The 2016 budget was 

dubbed the “Budget 

of  Change” with a 

proposed expenditure 

of  N6.06trn, 34.9% 

higher than 2015. The 

expected revenue was 

N3.86trn with the 

planned fiscal deficit 

at N2.20trn (2.16% of  

GDP). In 2017, the 

budget was tagged 

“Budget of  Recovery 

and Growth” with 

proposed expenditure 

of  N7.44trn, revenue 

of  N4.94trn and a fis-

cal deficit of  N2.50trn 

(2.18% of  GDP).   

The crash in oil prices 

in 2014 and the do-

mestic oil production 

shocks significantly 

hurt projected reve-

nues, increased the fis-

cal deficit and further 

justified the need to 

borrow. During the 

period of  low oil pric-

es, the Federal Minis-

try of  Finance bor-

rowed significantly 

from both the domes-

tic debt market and 

the international capi-

tal market. Domestic 

debt jumped by almost 

50% from N8.40trn in 

June 20153 to 

N12.59trn in Decem-

ber 20174. The Fi-

nance Minister justi-

fied the borrowing on 

the sub-optimal per-

formance of  revenue, 

the need to plug the 

fiscal deficit and the 

need to invest in infra-

structure such as 

roads, railway 

transport system etc. 

More recently, the in-

ternational borrowing 

($5.5bn Eurobond) 

was aimed at refinanc-

ing maturing domestic 

debt which is more 

expensive than foreign 

debt. The objective 

was to prevent crowd-

ing out the private sec-

tor in the domestic 

debt market. While the 

notion of  debt-driven 

recovery is noble, it 

begs the question, 

“what is the role of 

fiscal policy during a 

recession?” 

3Debt Management Office, 2015. “Domestic Debt Stock Outstanding by Instruments as at 30th September, 2015. 

http://www.dmo.gov.ng/debt-profile/domestic-debts/debt-stock/151-domestic-debt-stock-of-the-fgn-by-instruments-as-at-30th-june-

2015/file 

4Debt Management Office, 2017. Domestic Debt Stock Outstanding by instruments as at 31st Decemeber, 2017. 

http://www.dmo.gov.ng/debt-profile/domestic-debts/debt-stock/2377-domestic-debt-stock-by-instrument-as-at-31st-december-

2017/file.  

http://www.dmo.gov.ng/debt-profile/domestic-debts/debt-stock/151-domestic-debt-stock-of-the-fgn-by-instruments-as-at-30th-june-2015/file
http://www.dmo.gov.ng/debt-profile/domestic-debts/debt-stock/151-domestic-debt-stock-of-the-fgn-by-instruments-as-at-30th-june-2015/file
http://www.dmo.gov.ng/debt-profile/domestic-debts/debt-stock/2377-domestic-debt-stock-by-instrument-as-at-31st-december-2017/file
http://www.dmo.gov.ng/debt-profile/domestic-debts/debt-stock/2377-domestic-debt-stock-by-instrument-as-at-31st-december-2017/file
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The role of fiscal policy during recession 

During a recession, 

aggregate demand 

declines. This leads to 

a decline in aggregate 

output (GDP), an in-

crease in unemploy-

ment and a declining 

inflation. The ra-

tionale for an expan-

sionary fiscal policy 

during a recession is 

to create jobs, stimu-

late aggregate de-

mand and, through 

the multiplier effect, 

engender growth. Alt-

hough the 2016 and 

2017 Appropriation 

Acts were nominally 

expansionary, in real 

terms, they were not 

(due to galloping in-

flation). The sub-

optimal implementa-

tion of  the budgets 

constrained the in-

tended expansionary 

effect on the reces-

sion. Data from the 

Budget Office 

showed that the vari-

ance between budget-

ed expenditure and 

actual expenditure 

was (25.62%) as at 

September 20176 and 

(27.46%) in 2016 (full

-year)7. Unemploy-

ment increased signif-

icantly during the re-

cession despite the 

expansionary fiscal 

policy. 

Arguably, the most 

important policy that 

helped Nigeria get 

out of  the recession 

was the introduction 

of  the Investors’ and 

Exporters’ Foreign 

Exchange (IEFX) 

window by the Cen-

tral Bank of  Nigeria.  

5Source: NBS, FDC Think-Tank 

6Budget office of the Federation, 2017. “Draft Third Quarter Budget Implementation Report 2017” 

http://www.budgetoffice.gov.ng/index.php/draft-third-quarter-budget-implementation-report-

2017?task=document.viewdoc&id=670.  

7Budget office of the Federation, 2016. “2016 Fourth Quarter and Consolidated Budget Implementation Report.” 

http://www.budgetoffice.gov.ng/index.php/quarterly-budget-implementation-reports?task=document.viewdoc&id=659.  

The window allowed the 

exchange rate to be de-

termined by market forc-

es. This policy eased the 

acute foreign 

exchange (forex) short-

age, soothed the frayed 

nerves of  foreign inves-

tors and provided the 

much needed forex for 

manufacturers. The poli-

cy had a multiplier effect 

on economic activities 

and eased uncertainty 

about forex availability 

and price. This policy, 

together with higher oil 

prices in the global com-

modities market, peace in 

the restive Niger-Delta 

region and the strong 

performance of  the agri-

culture sector, helped Ni-

geria post positive gross 

domestic product (GDP) 

growth in Q2’17, Q3’17 

and Q4’17.   

5 

http://www.budgetoffice.gov.ng/index.php/draft-third-quarter-budget-implementation-report-2017?task=document.viewdoc&id=670
http://www.budgetoffice.gov.ng/index.php/draft-third-quarter-budget-implementation-report-2017?task=document.viewdoc&id=670
http://www.budgetoffice.gov.ng/index.php/quarterly-budget-implementation-reports?task=document.viewdoc&id=659
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Ballooning Deficits and External Debt: Déjà vu? 

Anecdotal evidence 

points to the fact that 

the main drivers of  

Nigeria’s recovery 

from the recession 

were largely non-fiscal 

policy factors. Given 

the state of  the econo-

my, the question re-

mains: “What did we 

use all the debt for, 

especially the foreign 

debt?” The Finance 

Minister argued re-

peatedly about the 

need to borrow to 

plug the budget defi-

cit, to invest in infra-

structure and more 

recently, to refinance 

domestic debt. The 

Finance Minister re-

cently stated that the 

Ministry of  Finance 

disbursed about 

N1.3trn to capital ex-

penditure in 2017. 

Meanwhile, the Minis-

ter of  Works, Power 

and Housing also re-

cently stated that no 

projects were executed 

in his ministry in 2017. 

Data from the Budget 

office showed that in 

2016, only N104.82bn 

was released and cash-

backed out of  the 

N1.48trn allocated to 

capital expenditure.8 

The case was no dif-

ferent in 2017. As at 

September, only 

N377.02bn had been 

released and cash-

backed, compared to 

the budgetary alloca-

tion of  N2.174trn.9 

The late passage of  

the 2016 and 2017 

budgets and revenue 

shortfalls were con-

tributory factors to the 

sub-optimal perfor-

mance of  the budgets. 

This indicates that the 

policy has not 

achieved its intended 

objective. That is, 

there are no jobs and/

or new infrastructural 

projects to show for 

the huge debt. Howev-

er, Nigeria’s debt has 

increased significantly, 

especially its foreign 

debt.   

There has been grow-

ing criticism about Ni-

geria’s growing public 

debt in recent times.  

8Budget office of the Federation, 2016. “2016 Fourth Quarter and Consolidated Budget Implementation Report. 

http://www.budgetoffice.gov.ng/index.php/quarterly-budget-implementation-reports/2016-budget-implementation-reports.  

9Budget office of the Federation, 2017. “Draft Third Quarter Budget Implementation Report 

2017”http://www.budgetoffice.gov.ng/index.php/draft-third-quarter-budget-implementation-report-

2017?task=document.viewdoc&id=670. 

http://www.budgetoffice.gov.ng/index.php/quarterly-budget-implementation-reports/2016-budget-implementation-reports
http://www.budgetoffice.gov.ng/index.php/draft-third-quarter-budget-implementation-report-2017?task=document.viewdoc&id=670
http://www.budgetoffice.gov.ng/index.php/draft-third-quarter-budget-implementation-report-2017?task=document.viewdoc&id=670
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However, the Finance 

Minister responded 

saying that Nigeria’s 

debt to GDP ratio at 

22.3%  in 2017 is con-

servative by interna-

tional standards and 

offers room to borrow 

some more. While the 

debt to GDP ratio is 

indeed low as can be 

seen in the graph, 

more practical ratios, 

especially the debt ser-

vice to revenue ratio 

and external debt to 

export ratio tell a dif-

ferent story.  

During the recently 

concluded article IV 

consultation, the IMF 

stress tested Nigeria’s 

debt ratios and ob-

served that public and 

external debt are vul-

nerable to oil price 

shocks and currency 

volatility. Nigeria’s ris-

ing external debt to 

export ratio suggests 

that total debt is grow-

ing faster than the 

economy’s major 

source of  external in-

come, indicating that 

the country may have 

problems meeting its 

debt obligations in the 

future. 

Paradoxically, we have 

been here before. In 

the 1980s, under the 

military regime, Nige-

ria borrowed exten-

sively from external 

sources until the debt 

was too much to repay 

and Nigeria had to 

seek a debt for-

giveness deal in 

2005.11  It appears that 

Nigeria is on the path 

to another debt crisis 

considering the Fi-

nance Ministry’s plan 

to double external 

debt and change Ni-

geria’s debt mix to 

60:40 domestic debt 

to external debt ratio 

from 73:27 as at De-

cember 2017.12 If  

nothing is changed, 

especially Nigeria’s 

revenue profile, there 

is significant exchange 

rate risk associated 

with the huge foreign 

debt. This is particu-

larly troubling given 

the fact that debt ser-

vicing expenses have 

been on the rise in re-

cent years. Another oil 

price shock can easily 

double Nigeria’s exter-

nal debt service cost.  

10Source: Debt Management Office (DMO), National Bureau of Statistics (NBS), FDC Think Tank. 

11Nonso Obikili, Oct 17, 2017. “Foreign debt, democracy and checks and balances” The Guardian, (Business, Money), 

https://guardian.ng/business-services/foreign-debt-democracy-and-checks-and-balances/ 

12Debt Management Office, 2017. “Nigeria’s Public Debt Stock as at December 31st, 2017”.  http://www.dmo.gov.ng/news-

and-events/dmo-in-the-news/press-release-nigeria-public-debt-stock-as-at-december-31-2017.  

9 

10 

http://www.dmo.gov.ng/news-and-events/dmo-in-the-news/press-release-nigeria-public-debt-stock-as-at-december-31-2017
http://www.dmo.gov.ng/news-and-events/dmo-in-the-news/press-release-nigeria-public-debt-stock-as-at-december-31-2017
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Outlook for debt and fiscal policy. 

Borrowing in itself  is 

not an economic evil. 

The challenge of  bor-

rowing is the utiliza-

tion of  the funds. 

Borrowing to finance 

recurrent expenditure 

is not an optimal use 

of  the borrowed 

funds and leaves a 

huge debt burden for 

the future generation. 

Given the oil price 

shock of  2014, the 

resultant decline in 

revenue, coupled with 

the sharp increase in 

public debt, the major 

challenge for fiscal 

policy is limiting the 

likelihood of  a debt 

crisis. Without any 

change in the status 

quo, Nigeria might 

end up repeating its 

past mistakes – accu-

mulating debt, until 

the debt service cost 

becomes too high or 

constitutes a huge 

portion of  revenue - a 

situation experienced 

from the mid-1980s to 

the 1990s. The cur-

rent strategy of  

boosting non-oil reve-

nue through taxes 

looks promising. 

However, it must be 

via an efficient utiliza-

tion of  borrowed 

funds and a reduced 

pace in the expansion 

of  government 

spending.  For in-

stance, the FG should 

channel its capital 

spending to more pro-

ductive projects such 

as building more and 

expanding existing in-

ternational airports to 

facilitate trade, reno-

vating strategic roads 

that connect trading 

zones and investing 

heavily in mass 

transport schemes 

amongst others. These 

productive projects, if  

properly implement-

ed, will have a multi-

plier effect on the 

economy and eventu-

ally boost economic 

growth.  

13Source: Debt Management Office, FDC Think Tank 

13 
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ADDRESSING NIGERIA’S POVERTY 

LEVEL THROUGH ITS HEALTH 

SYSTEM 

For a country blessed with abundant natural resources and a growing population, Ni-

geria’s poverty level is worrying. The African Development Bank has reported that about 

152 million Nigerians are living on less than $2 a day, representing a poverty population 

of  about 80%.14  

Between 2004 and 2010 alone poverty increased by 64%15 and while 2017 saw a recovery 

from recession, the positive economic outlook did not translate to improved well-being 

for the average Nigerian.  

14 https://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/African_Economic_Outlook_2018_-_EN.pdf 
15 catalog.ihsn.org/index.php/catalog/5865/download/69842 

https://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/African_Economic_Outlook_2018_-_EN.pdf
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Unemployment rose 

from 14% in Q1’17 to 

18% in Q3’17 and the 

misery index, the ad-

dition of  the inflation 

rate, underemploy-

ment and unemploy-

ment, increased to 

56% at the end of  

Q3’17 up from in 

53% in Q1’17. How-

ever, this has dropped 

to 54.33 using Febru-

ary 2018’s inflation 

data.  

The recently released 

2017 GDP report by 

the National Bureau 

of  Statistics shows 

that the Nigerian 

economy grew by 

0.83% in 2017 while 

its population in-

creased by 2.6%, 

highlighting the fact 

that Nigeria’s output 

is unable to feed its 

growing population. 

16Left unaddressed, 

Nigeria is set to over-

take India, which has 

five times Nigeria’s 

population, as the 

poorest country in the 

world by 2018.17 

While poverty allevia-

tion programs, such 

as the National Pov-

erty Eradication Pro-

gram (NAPEP) and 

the National Eco-

nomic Empowerment 

and Development 

Strategy (NEEDS) 

have been introduced 

over the years, a vital 

element to tackling 

16http://www.nigerianstat.gov.ng/ 
17http://venturesafrica.com/nigeria-set-to-become-the-extreme-poverty-capital-by-2018/ 
18National Bureau of Statistics 
19Source: http://www.who.int/macrohealth/action/sintesis15novingles.pdf 

Nigeria’s total population and relative poverty 

population between 1984 – 2010. 

Year Estimated Popu-

lation (Million) 

Population in 

poverty (Million) 

1980 65 17.1 

1985 75 34.7 

1992 91.5 39.2 

1996 102.3 67.1 

2004 126.3 68.7 

2010 163 112.518 

Link between Poverty and Health care 

Investing in health 

care can help tackle 

poverty by improving 

the learning and earn-

ing capabilities of  citi-

zens which would in 

turn increase econom-

ic growth and devel-

opment. Research has 

shown that a 40% in-

crease in life expectan-

cy has the likelihood 

of  increasing annual 

growth rate by 1.4 per-

centage points while a 

10% decrease in ma-

laria rate is connected 

to a 0.3% increase in 

growth rate.19  

 

http://www.nigerianstat.gov.ng/
http://venturesafrica.com/nigeria-set-to-become-the-extreme-poverty-capital-by-2018/
http://www.who.int/macrohealth/action/sintesis15novingles.pdf
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Excluding poor citi-

zens from efficient 

health coverage, com-

mon in most develop-

ing countries, only 

keeps them poorer 

and unable to func-

tion in the society.  

Poor health is a liabil-

ity both at a personal 

and national level 

with the potential of  

hindering human de-

velopment indicators. 

Low-income earners 

are at a greater risk of  

falling ill given their 

limited access to in-

formation and health 

care facilities. Poor 

health impairs learn-

ing and productivity 

of  citizens, draining 

savings and limiting 

earnings. Some of  the 

constraints to access-

ing good healthcare 

include affordability, a 

lack of  information 

and underfunded in-

stitutions. If  these are 

not addressed, poor 

health will continue to 

trap communities in 

poverty for genera-

tions, feeding the vi-

cious poverty cycle.  
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Nigerians remain vul-

nerable to illnesses 

such as malaria as a 

result of  the nation’s 

poor healthcare sys-

tem. The lack of  ac-

cess and affordability 

to quality healthcare is 

likely the greatest chal-

lenge. Low quality 

public sector facilities 

available to the poor 

are unable to effec-

tively address health 

needs and conse-

quently keep people 

poor and ill. The Na-

tional Health Insur-

ance Scheme (NHIS), 

established under Act 

35 of  1999, set out to 

close this gap by 

providing easy and af-

fordable access to 

healthcare for all Ni-

gerians. However, 

since its introduction, 

the scheme has cov-

ered less than 5% of  

Nigeria’s total popula-

tion.20 Average out of  

pocket expenditure as 

part of  total health 

expenditure still 

stands at a high of  

about 72%.21 This 

makes Nigerians vul-

nerable to fluctuations 

in the price of  ser-

vices. If  Nigerians had 

better access to insur-

ance coverage, they 

would not be subject 

to price fluctuations. 

Instead they would 

pay a definite premi-

um and price for ser-

vices. With over 70 

licensed Health 

Maintenance Organi-

zations (HMOs), 

health coverage of  Ni-

gerians is at a sup-

optimal level. Proper 

funding and regulation 

would go a long way 

in fixing this problem.  

Challenges  

20http://punchng.com/less-than-5-of-nigerians-covered-by-nhis/ 
21https://www.thisdaylive.com/index.php/2017/12/21/improving-nigerias-health-insurance-coverage/ 

In addressing the health dimensions of  poverty, information goes a long way. Many Nigerians 

do not have sufficient information about the benefits of  immunizations, clean water and clean 

living environments. Health policies that nudge Nigerians in the right direction such as the re-

fusal of  admission into primary school without immunization, rewarding parents for deworm-

ing their children, public awareness programs on the need for mosquito nets and cleaner envi-

ronments should be introduced. Australia for example has established a new policy of  cutting 

parents off  their benefit package on refusal to immunize their children. Additionally, a school-

based deworming experiment in Kenya, performed at a cost of  only $0.5c per child, was report-

ed to reduce both the rate of  infection and school absenteeism by 25%.  

Way Forward 
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Institutions them-

selves also need a 

boost. Public sector 

providers are saddled 

with poor human and 

material resources, 

while private sector 

health facilities, alt-

hough of  better quali-

ty, are not affordable 

to most Nigerians. 

With the private sec-

tor providing 60% of  

Nigeria’s total health 

care service, its role in 

fostering access to 

care cannot be ig-

nored. However, they 

must ensure afforda-

bility of  health care 

packages. In a bid to 

encourage new and 

affordable private 

hospitals, funding op-

tions and loan pack-

ages should be de-

signed for the sector. 

The Central Bank of  

Nigeria has set up a 

Real Sector Support 

Facility fund in a bid 

to encourage start-

ups and expansion of  

businesses, including 

private hospitals. Un-

fortunately, attention 

has remained focused 

on agriculture and 

manufacturing value 

chains with service 

sub-sectors ignored. 

Proper regulation of  

available fund facili-

ties to ensure efficient 

management of  the 

funds is required for 

the benefit of  the 

health sector.  

In conclusion, growth 

would remain artifi-

cial with no real value 

if  not felt by the aver-

age person. Public 

health investments 

would yield develop-

ment returns in the 

long term. 

Beyond fi-

nancing, 

the Nigeri-

an health 

sector 

needs poli-

cies that are 

encompass-

ing and ad-

dresses key 

issues. In 

place of  

broad based 

health poli-

cies, the Ni-

gerian gov-

ernment 

needs to consider pol-

icies that are tailor-

made for the poor. 

Private sector facili-

ties while augmenting 

efforts of  the govern-

ment should provide 

affordable and quality 

health care services. 

The development of  

the country hinges on 

the contributions of  

its dynamic human 

capital population. A 

poor and unhealthy 

population is not able 

to make significant 

contributions to eco-

nomic activities and 

growth. 
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AIR  

TRANSPORTATION 

REPORT 

The total air passenger traffic in 2017 was re-

leased by two government agencies recently- the 

Nigerian Civil Aviation Authority (NCAA) and 

the National Bureau of  Statistics (NBS). Howev-

er the data reported by both agencies differ by 

approximately 2.2mn. According to NCAA, the 

total number of  passengers that flew in 2017 was 

11.22mn, 16.2% lower than the NBS’ figure of  

13.39mn. The gap accounts for approximately 

N6.7bn in revenue, rendering funds intended to-

wards infrastructure maintenance and human 

capital development unaccountable.  

The National Bureau of  Statistics report of  ap-

proximately 13.39 million passengers in 2017 re- 
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presents a decline of  

8.03% from the figure 

recorded in 2016. To-

tal number of  air pas-

sengers in Q4’17 also 

declined by 0.56% 

quarter-on-quarter 

but advanced 4.89% 

compared to the cor-

responding period in 

2016. A further 

breakdown shows 

that about 71% of  

total passengers were 

domestic (9.5mn) 

while 29% were inter-

national passengers 

(3.9mn), with both 

recording a year-on-

year growth of  8.4% 

and 7.15% respective-

ly. Interestingly, do-

mestic and interna-

tional passengers 

peaked at 2,545,859 

and 1,134,768 respec-

tively in Q3’17, likely 

due to increased sum-

mer demand for air 

travel.  

The busiest airports 

in 2017 remained La-

gos, Abuja, Port Har-

court, Owerri and 

Kano airports, collec-

tively serving over 

92% of  air travelers 

in Q4’17 alone. Mur-

tala Muhammed In-

ternational Airport in 

Lagos was reported 

to be the largest hub 

for international trav-

el followed by the 

Abuja Nnamdi 

Azikwe airport as the 

second busiest air-

port. 

The closure of  the 

Abuja airport 

weighed heavily on 

Nigeria’s passenger 

traffic in Q1’17, re-

ducing total number 

of  air passengers 

from 3.48mn in 

Q4’16 to 2.88mn in 

Q1’17.The shut-down 

led to a rerouting of  

air traffic to the Ka-

duna airport, increas-

ing the airport’s pas-

senger traffic in the 

first two quarters of  

the year. Upon its re-

opening, the Abuja 

airport recorded a 

sharp increase of  

45.73% in domestic 

passengers between 

Q2’17 and Q3’17. 

This was however not 

enough to reverse the 

decline recorded in 

Q1’17. A total of  

214,258 aircrafts ar-

rived/departed from 

Nigerian airports in 

2017, increasing 

steadily throughout 

the year. 

In terms of  mail movement, the dominant 

airports were the Lagos and Abuja Interna-

tional airports, recording a combined 

growth of  500% in 2017, compared to 2016. 

Lagos international airport contributed sig-

nificantly to total mail movement in Q4’17 

recording an increase of  255.23% to 

363,228kg relative to the corresponding pe-

riod in 2016.  

Mail Movement 
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Air Cargo Movement 

Cargo movement recorded in 

2017 stood at 161.8mn kilo-

grams. This represents a de-

cline of  17% compared to 

2016, sustaining a three-year 

steady decline. Port conges-

tion in the Apapa and TinCan 

ports significantly slowed na-

tional cargo movements lead-

ing to a decline of  about 

41.75% in Q4’17 relative to 

the corresponding period in 

2016. Lagos airports however 

recorded the highest cargo 

volume, contributing to a to-

tal of  85.27% of  Nigeria’s 

total cargo movement in 

Q4’17.Year-on-year cargo 

movement dropped sharply 

in Abuja International airport 

by about 59%, followed by 

Enugu, declining by 44.35%. 

Conversely, Kano and Port 

Harcourt airports reported an 

increase in cargo activities by 

20.28% and 17.56% respec-

tively.  

A decline in Nigerian air traffic was observed 

between 2016-2017, owing to certain demand 

and supply shocks. With a slowdown in eco-

nomic activities up until Q2’17 and the clo-

sure of  one of  the busiest airports in the 

country, demand was adversely affected and 

continued on a downward trend even after-

wards. On the other hand, volatile oil prices, 

incessant fuel scarcity and multiple airline tax-

ation crippled the aviation sector’s ability to 

run smoothly in 2017.  

In the coming year, Nigeria’s air traffic would 

remain subject to seasonalities. The present 

political season in Nigeria is bound to influ-

ence air travel demand. Inter-city demand is 

likely to increase from the second half  of  the 

year as politicians begin their campaign to-

wards 2019 general elections. Historical evi-

dence supports this claim with air travel reach-

ing a high of  over 15 million total passengers 

in 2014, the run up to the last election year. 

We may likely see a similar uptick in air travel 

demand in 2018. However, if  domestic air-

lines are unable to purchase aviation fuel ow-

ing to fuel scarcity, the aviation sector activi-

ties could plunge downwards.  

Outlook 
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NET NEUTRALITY:  

PRESS FREEDOM AND  THE 

REST OF US 

Late 2017, and members of  the free press in the United 

States are up in arms. The Federal Communications Commis-

sion (FCC) of  the United States of  America (USA) voted to 

repeal net neutrality – Obama-era legislation signed into law 

barely two years earlier. This act of  congress, on the surface, 

appears to pose a clear threat to press freedom. It seems the 

stronger a country’s institutions are, the less brazen and vio-

lent the forms these threats manifest themselves in. 
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What is Net neu-

trality?  

Net neutrality is basi-

cally a code that en-

sures that content on 

the internet is not re-

stricted or filtered – 

neither the govern-

ment nor Internet Ser-

vice Providers (ISPs) 

can meddle with acces-

sibility or delivery 

speed of  data based on 

any criteria. They must 

simply treat all internet 

traffic equally. Its re-

peal in the US essen-

tially means this equal 

access will no longer 

be protected. 

 

Why it matters? 

The removal of  net 

neutrality could mean 

that ISPs, in possible 

partnerships with news 

organizations, get con-

trol of  the news that 

their subscribers have 

access to. In pretty 

much the same way 

that some television 

networks provide you 

with news coverage 

that is almost always 

designed to suit the 

agenda of  the network 

owners, ISPs would 

now have the power to 

dictate what stories 

their users have access 

to. They could even go 

as far as restricting ac-

cess to competitor 

news coverage – there-

by controlling public 

information to a large 

extent. 

The removal 

of  net neutrali-

ty could mean 

that ISPs, in 

possible part-

nerships with 

news organiza-

tions, get con-

trol of  the 

news that their 

subscribers 

have access to.  
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What it means for Journalism & Press freedom 

This is where it gets 

worrying, and de-

pending on who you 

ask, very dangerous. 

Every functioning de-

mocracy requires free 

journalism and equal 

access to information 

– two things which 

net neutrality ensure. 

Modern day journal-

ism and the internet 

are becoming pro-

gressively entangled – 

the former has been 

transformed by the 

latter. Instant access 

to countless and di-

verse news feeds from 

all across the world 

has been made possi-

ble. Collusion be-

tween ISPs and news 

organizations, in the 

form of  limiting ac-

cess to coverage of  

other news websites 

who are not in part-

nership with the ISP, 

could cause great 

damage to independ-

ent journalism. The 

ISPs could implement 

significantly slower 

load speeds for alter-

native sources of  me-

dia with divergent po-

litical perspectives or 

ensure that they do 

not even show up in 

search results, or 

simply cost more to 

access. It is safe to say 

that if  ISPs are no 

longer compelled to 

treat content neutrally, 

then the internet as a 

platform for ingenui-

ty, innovation, and ro-

bust political debate 

could cease to exist. 

Could it happen in Nigeria? 

The net neutrality de-

bate in Nigeria was 

brought to the front 

burner in 2016 when 

a revenue crisis beset 

the telecommunica-

tions providers 

(telcos) and a ban on 

Over-The-Top (OTT) 

services was being 

considered. The 

growing use of  web 

services like Skype, 

Viber and Whatsapp 

to make international 

calls cost the telcos an 

estimated 20trn in 

2016. This was also in 

line with forecasts 

from the research and 

analytics company, 

Ovum, which project-

ed a loss of  $386bn 

between 2012 and 

2016 as subscribers 

increasingly, switched 

to OTT voice applica-

tions. OTT services 

cost, on average, offer 

significantly much 

lower data costs per 

second on calls – do-

mestic or internation-

al – than telcos charge 

for practically the 

same service. Users 

may use up their data 

bundles faster, but 

not fast enough that it 

compensates for the 

drastic reduction in 

phone calls.  In re-

sponse, one of  the 

telcos launched a 

Whatsapp, Twitter 

and Facebook bundle 

with unlimited usage 

without diminishing 

the data bundle. This 

goes against net neu-

trality principles that 

all data should be 

treated equal. It en-

courages users to use 

more of  these ser-

vices than other mes-

saging apps. 
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So should the OTT 

services compensate 

the telcos for using 

their networks to pro-

vide, for free, services 

that subscribers would 

ordinarily pay for? 

The threat here is the 

possibility that telcos 

could go the way of  

ISPs in the US and 

lobby for laws that 

would allow them dis-

criminate against con-

tent and data traffic. 

As long as revenue is 

at stake, it remains a 

very clear possibility. 

If  it does, the impact 

on press freedom in 

Nigeria becomes a 

major issue, especially 

in the run-up to the 

general elections early 

next year. ISPs could 

collude with govern-

ments and news con-

sidered unfavorable by 

the incumbent could 

be suppressed. Eco-

nomic facts could be 

misrepresented to 

deepen propaganda 

while the opposition 

may barely get a men-

tion. The solution to 

this debacle remains 

unclear.  At a time 

when online media is 

saturated with “fake 

news” and the incum-

bent government is 

bent on clamping 

down on what it 

terms “hate speech”, 

it only exacerbates a 

potential problem. 

Few things are more 

democratic than the 

internet as we know it. 

Any act of  the state to 

restrict it would be 

oppressive. The repeal 

calls into question the 

US’ status as a bastion 

of  democracy and its 

position as the freest 

country in the world – 

regardless of  its mo-

tive. It has opened up 

a path that other 

countries – with sinis-

ter and suppressive 

objectives – can now 

tread and say they are 

only following the ex-

ample of  the US. 
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“A FOOL’S bargain.” That is how 

Idriss Déby, Chad’s president, now 

describes the state oil company’s de-

cision to borrow $1.4bn from Glen-

core, an Anglo-Swiss commodities 

trader, in 2014.  

The loan was to be repaid with fu-

ture sales of  crude, then trading 

above $100 a barrel. But two years 

later, as the price dived, debt pay-

ments were swallowing 85% of  

Chad’s dwindling oil revenue. For 

weeks schools have been closed and 

hospitals paralysed, as workers strike 

against austerity. On February 21st, 

after fractious talks, Chad and Glen-

core agreed to restructure the deal. 

Chad’s woes recall an earlier era, 

when African economies groaned 

beneath unpayable debts. By the mid

-1990s much of  the continent was 

frozen out of  the global financial 

system.  

The solution, reached in 2005, was 

for rich countries to forgive the 

debts that so-called “heavily indebted 

poor countries”, 30 of  which were in  

AFRICA IN THE RED 

 INCREASING DEBT IN MANY 

AFRICAN COUNTRIES IS A 

CAUSE FOR WORRY 

Global Perspective: Culled from The Economist  

Unfortunately the keenest borrowers are also 

feckless spenders  
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Africa, owed to the World 

Bank, IMF and African De-

velopment Bank. With new 

loans and better policies, 

many of  these countries 

turned their economies 

around.  By 2012 the median 

debt  level in sub-Saharan Af-

rica (as defined by the IMF) 

fell to just 30% of  GDP. 

Today the median debt level is 

over 50% of  GDP. That is 

low by international stand-

ards, but interest rates are 

generally higher for African 

countries, which collect rela-

tively little tax.  

Economic growth slowed in 

response to lower commodity 

prices. As a consequence, 

there is much less revenue to 

service debts. The pace of  

borrowing has picked up. 

The IMF reckons that five 

sub-Saharan African coun-

tries are already in “debt dis-

tress”, with nine more at high 

risk of  joining them. 

Lending to Africa surged after 

the financial crisis, when inter-

est rates in rich countries sank 

to historic lows. Fund manag-

ers chased the high yields of  

African government bonds 

and the profits from a com-

modities boom. The biggest 

lenders to Africa had long 

been Western governments.  

 

 

But since 2006, 16 African 

countries have sold their first 

dollar-denominated bonds to 

foreign investors. Interest 

rates in the rich world remain 

low, so several countries are 

scrambling back to the market 

this year. Senegal’s $2.2bn Eu-

robond was five times over-

subscribed on March  6th. 

 

But since 2006, 16 African 
countries have sold their 
first dollar-denominated 

bonds to foreign investors.  

Borrowing makes sense for poor countries if  it 

finances things like roads, schools and hospi-

tals, which improve welfare and support eco-

nomic growth. But the keenest borrowers in 

Africa are also feckless spenders. Take Ghana, 

which racked up debt as it ran an average annu-

al budget deficit of  10% from 2012 to 2016. 

When a new government entered office last 

year, it found a $1.6bn “hole” in the budget.  

The new chairman of  the state cocoa board 

found that a $1.8bn loan meant to fund cocoa 

production in 2017 was “all gone”.  
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Ghana got a three-year loan of  $918m from the IMF in 2015, ensuring a degree of  transparency. 

Commercial loans are easier to hide. In Mozambique, three state-owned companies borrowed $2bn 

in deals arranged by European banks. Most of  this was done in secret. The proceeds were squan-

dered on overpriced security gear and a bogus fleet of  trawlers. An audit could not trace $500m. 

The once-buoyant economy sank and Mozambique defaulted on its debt last year.  

Leveraged corruption 

A study of  39 African 

countries from 1970 to 

2010 found that for eve-

ry dollar borrowed, up 

to 63 cents left the con-

tinent within five years. 

The money is often si-

phoned out as private 

assets, suggests Léonce 

Ndikumana, one of  the 

researchers, based at the 

University of  Massachu-

setts, Amherst. Some 

banks seem more inter-

ested in juicy fees than 

good governance.  Chi-

na’s involvement in Af-

rica has made it harder 

to assess the situation. 

Countries such as Zam-

bia and Congo-

Brazzaville have taken 

out opaque loans from 

Chinese companies.  

Angola has bor-

rowed more than 

$19bn from China 

since 2004, mostly 

secured against oil.  

Such loans often 

have built-in clauses 

to review repay-

ments as prices fluc-

tuate, says Deborah 

Brautigam of  the 

China-Africa Re-

search Initiative at 

Johns Hopkins Uni-

versity. But there is 

little precedent for 

restructuring Chi-

nese loans.  

… for every dollar bor-

rowed, up to 63 cents left 

the continent within five 

years 

Nor is China a full mem-

ber of  the Paris Club, 

which co-ordinates the 

actions of  creditors when 

things go wrong. 

Though much of  the 

money borrowed by 

states comes from for-

eign investors, some is 

provided by local banks.  

They find it easier to buy 

government bills than to 

assess the reliability of  

businesses or homebuy-

ers.  

Moody’s, a ratings agency, 

estimates that African 

banks’ exposure to sover-

eign debt is often 150% 

of  their equity. So a sov-

ereign-debt crisis could 

fast turn into a banking 

one. 

Disaster can still be  aver- 
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-ted in most African 

countries. Abebe 

Shimeles of  the Afri-

can Development 

Bank warns against 

sudden spending cuts, 

which would leave 

half-finished infra-

structure projects to 

rust. Research from 

the IMF suggests that 

the least costly way to 

deal with fiscal imbal-

ances in Africa is to 

raise meagre tax-to-

GDP ratios, which 

have crept up by just a 

couple of  percentage  

points this century. 

Other proposals aim 

to make lenders share 

more risk with bor-

rowers by, for exam-

ple, linking interest 

payments to growth 

or commodity prices. 

Some suggest chang-

ing laws in America 

and Britain, where 

most debt is issued, so 

that countries are not 

liable for loans agreed 

to by leaders acting 

without due authority. 

Organisations such as 

the IMF could be 

more robust, speaking 

out early when coun-

tries seem to be in a 

downward debt spiral. 

As it is, the costs of  

bad borrowing rarely 

fall on leaders or their 

lenders, which often 

makes politicians bor-

row (and steal) more.  

“It’s the common man 

that actually bears the 

brunt,” says Bernard 

Anaba of  the Inte-

grated Social Devel-

opment Centre, a 

Ghanaian advocacy 

group. The people of  

Chad, now paying for 

Mr Déby’s foolish bar-

gain, would surely 

agree. 

As it is, the costs 

of  bad borrowing 

rarely fall on lead-

ers or their lenders, 

which often makes 

politicians borrow 

(and steal) more.  
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I 
N THE run-up to the presiden-

tial election of  2016, investors 

were nervous about Donald 

Trump. They liked his tax-

cutting, anti-regulation promises, but 

fretted about his foreign and trade poli-

cies. Some dubbed the two agendas 

“Trump lite” and “Donnie Darko”. 

Almost as soon as it became clear that 

Mr Trump would become president, the 

markets decided to believe in the opti-

mistic version. His tweeting and decision

-making may have been erratic, but in-

vestors seemed to forgive the president 

his peccadilloes as a wife might her er-

rant husband: “He may not be faithful 

but he’s a good provider.” 

Fears about trade conflict almost disap-

peared. In last month’s survey of  global 

fund managers by Bank of  America 

Merrill Lynch, just 5% regarded a trade 

war between America and China as the 

biggest risk facing the markets, com-

pared with 45% who worried about a 

return of  inflation or a crash in the 

bond markets. 

A trade war would be certain to roil 

markets and disrupt central banks’ 

plans to reduce stimulus 

- By Buttonwood 

MARKETS FRET ABOUT 

AMERICA’S TURN  

TOWARDS PROTECTIONISM 

Global Perspective: Culled from The Economist  
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The announcement of  

tariffs on steel and alu-

minum on March 1st 

thus came as a nasty 

shock, especially as it 

was followed by boasts 

about trade wars being 

“easy to win”. Further-

more, the news came 

just a few weeks after 

the stock market suf-

fered a nasty wobble, 

as investors worried 

that higher interest 

rates might pose a 

threat to global 

growth. 

Analysts have started 

to calculate the market 

consequences if  a 

trade dispute escalate. 

Erik Nielsen of  

UniCredit Bank thinks 

a trade war would re-

duce global economic 

growth by 0.5%-1% a 

year and send the stock 

market into a 

“measurable correc-

tion”. This would in 

turn disrupt central 

banks’ plans to with-

draw monetary stimu-

lus, sending both bond 

and currency markets 

on a “rollercoaster 

ride” for several 

months. Alan Ruskin  

of  Deutsche Bank 

thinks that the presi-

dent’s protectionist 

rhetoric will be seen 

by many investors as 

a sign that America 

desires a weaker dol-

lar, which is another 

way of  trying to bring 

the trade deficit 

down. 

Ben Inker of  GMO, a 

fund-management 

group, says that the 

rise of  economic na-

tionalism has in-

creased the likelihood 

of  a trade war that 

would be in no one’s 

interests. It would 

cause investors to 

shorten their time ho-

rizons—a problem 

for shares, which de-

pend for their value 

on an uncertain 

stream of  future 

profits.  

“If  one wanted to 

imagine a scenario in 

which valuations fall 

not merely to long-

term historical aver-

ages but right 

through onto the oth-

er side, a global trade 

war is a strong candi-

date,” Mr Inker 

warns. 

Clearly, not everyone 

feels the same way. 

There was a big fall in 

the American stock 

market when Mr 

Trump announced 

his intention  to raise 
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trade have generally 

been easing since 

1945, investors have 

no experience of  a 

broad tariff  dispute. 

The Smoot-Hawley 

Act, which pushed up 

tariff  rates by an av-

erage of  six percent-

age points, is regard-

ed as having been an 

unhelpful act in the 

midst of  the Depres-

sion. Congress passed 

it in June 1930 de-

spite a statement op-

posing it signed by 

1,028 economists 

published in the New 

York Times. Alt-

hough the big crash 

in the market came in 

October 1929, the 

S&P Composite in-

dex suffered a further 

decline of  10% in the 

month the act passed. 

(The tariffs were not 

the only thing driving 

the market down, of  

course; the American 

banking system was 

collapsing at the same 

time.) 

Even if  the world 

manages to avoid a  

tariffs. But shares 

quickly bounced back 

before falling again 

when Gary Cohn, the 

President’s economic 

adviser and a fervent 

advocate of  free trade, 

resigned. Adding to the 

uncertainty is the possi-

bility that America will 

decide to take separate 

measures against China 

for intellectual-property 

theft. 

At the time of  writing 

there was still scope for 

Mr Trump to change 

his mind in the face of  

congressional opposi-

tion at home or the 

prospect of  retaliation 

from abroad. And even 

if  tariffs are imposed 

the dispute could soon 

subside, as it did when 

the Bush administration 

pushed through similar 

measures in 2002. 

But the global economy 

is in unfamiliar territory 

Because restrictions on  

full-blown trade war, 

the threat to global 

markets is clear. Politi-

cians are becoming 

more nativist, and as 

they do so, barriers to 

the free movement of  

capital, goods and ser-

vices are likely to rise. 

Financial markets, 

with high equity valu-

ations and low bond 

yields, are currently 

priced for perfection. 

But a protectionist 

world is far from per-

fect. 

If  the trend contin-

ues, markets are likely 

to become more risky. 

After all, when a poli-

tician says “America 

First”, or indeed 

“Ruritania First”, that 

suggests that the in-

terests of  foreign in-

vestors are being left 

far behind. 



 30 

 



 31 

 

MACROECONOMIC INDICATORS  

22Source: FGN 

Average power output from the national grid was 

4,093.29MWh/h in the period March 1st -14th.  

This is 4.49% higher than the average of  

3,917.53MWh/h in the corresponding period in 

February. During the review period, average on 

grid power output however recorded its peak YTD 

level at 4,336MWh/h on March 2nd due to in-

creased output at Odukpani NIPP, Egbin and 

Afam VI. However, it dipped to its lowest level of  

3,774MWh/h on March 5th as a result of  a gas constraints of  360MWh/h at Olorunsogo NIPP.  

Outlook    

We expect this positive trend to be sustained as the raining season approaches. This is because 

of  the anticipated increase in hydro power. 

MONEY MARKET   

At the interbank market, the average opening 

position was long at N285.70bn between 

March 1st -15th, compared to N111.02bn long 

in the corresponding period in February. This 

is, however, 17.32% higher than the average 

long opening position of  N243.52bn in the 

second half  of  February. During the period, a 

total of  N826.32bn in OMO sales was issued 

while N371.23bn matured, compared to 

N260.11bn OMO sales and N386.09bn OMO 

maturity in the corresponding period in Febru-

ary.  

Yields on T/Bills maintained their downward 

trend, losing an average of  20bps during the 

period.  The 91, 182 and 364- day T/Bills 

closed at 11.75%, 13.0% and 13.19% respec-

tively in the primary market. 

In the secondary market, T/bill yields declined 

for the 91 and 182-day tenors to close at 

13.75% and 13.39% respectively and advanced 

to 13.25% for the 364-day tenor during the re-

view period. 

 

POWER SECTOR  
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23Source: FMDQ 
24Source: FMDQ, CBN, FDC Think Tank  

 Outlook   

We expect the apex bank to continue to 

regulate liquidity levels in the money mar-

ket by issuing OMO bills to mop up excess 

liquidity in the system.  

Outlook    

We expect the naira to trade closely between N362/$ - N363/$, due to the CBN’s regular inter-

ventions and muted forex demand  

FOREX MARKET   

The naira opened the month at N363/$ at the 

parallel market on March 1st, appreciated to 

N362/$ on March 2nd and traded flat at this lev-

el until the 13th, before depreciating to close the 

review period at N363/$.  

At the IEFX window the naira traded closely be-

tween N360.06/$ and N360.51/$ in the review 

period. Total forex traded at the IEFX window 

between March 1st and 15th was $2.45bn, com-

pared to $1.84bn in the prior period.  

Exchange Rate   

Average NIBOR (OBB, O/N) was 9.64% pa within the review period, compared to 24.17% pa in 

the corresponding period in February. The OBB and O/N rates reached a period-high of  13.67% 

pa and 14.67% pa respectively on March 12th. This was partly in reaction to a wholesale forex auc-

tion of  $210mn. 

23 
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During the period, oil prices recorded a choppy 

movement. The commodity increased by 0.34%, to 

$65.14pb on March 15th, compared to $64.92pb on 

March 1st. However, the average price for the peri-

od was $64.78pb, compared to $66.08pb in the cor-

responding period in February. This drop was be-

cause of  increased US shale output and ample 

global supply.  

Oil Prices   

Outlook 

The outlook for oil prices remains positive given the current market fundamentals. We expect an 

average price range of  $64-66pb in the second half  of  March.  

EXTERNAL RESERVES    

According to the CBN, Nigeria’s external reserves level has increased to $46bn. However, on the 

CBN’s website, the gross external reserves were $44.20bn as at March13th. This is 4.02% higher 

than $42.49bn recorded on February 28th. The positive trend continues to be primarily supported 

by strong oil proceeds and drawdowns on Eurobond issues. 

Outlook 

This positive trend indicates that the CBN’s 

ability to intervene in the wake of  a shock has 

intensified. The gross external reserves are ex-

pected to continue to record notable accretion 

in the coming weeks provided there are no neg-

ative movements in the global price of  oil and 

domestic production. 

COMMODITIES MARKET - EXPORTS   

25Source: CBN 
26Source: Bloomberg 
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Cocoa prices gained 11.96% to $2,519/mt on March 15th, from $2,250/mt on March 1st. The 

spike in price was driven by tightening supply in Ivory Coast and strong global demand. 

Cocoa  

Natural gas gained 1.85%, to close at $2.75/mmbtu 

on March 15th, from $2.70/mmbtu. The bullish 

trend in the gas market was partly due to the decline 

in EU output and the expectation of  warmer tem-

perature.    

Natural Gas   

Outlook  

Natural Gas prices are expected to flatten out be-

tween $2.70/mmbtu – $2.85/mmbtu in the coming 

weeks, ensuing from the decline in EU output and a 

global demand. 

27Source: OPEC 
28Source: Bloomerang 

Oil Production 

According to OPEC’s monthly oil report, Nigeria’s 

domestic oil production expanded by 1.69% to 

1.81mbpd in February, from a revised level of  

1.78mbpd in January. The uptick in production was 

driven by stability in the Niger Delta region. 

Outlook  

We expect Nigeria’s oil production to remain around 

current levels of  1.75mbpd – 1.85mbpd in March 

barring any disruption to pipelines. 27 
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Outlook  

The bullish trend in cocoa prices is expected to 

be sustained in the coming weeks driven by de-

clining global production and higher demand. 

Prices are thus expected to remain stable at 

$2,400-2,600/mt. 

Wheat  

Wheat prices lost 4.46% to $4.93/bushel on 

March 15th, from $5.16/bushel on March 1st 

despite robust global demand. 

Corn  

Corn prices inched up 1.04% to $3.90/bushel 

from $3.86/bushel. This was driven by bad 

weather in the Black-Sea region. 

Grains- Outlook 

Favorable weather in the planting regions would 

lead to improved supply, thereby depressing 

prices.  

Sugar 

Sugar prices decreased by 7.88% to $0.1263/

pound from $0.1371/pound, as market ex-

pectations for higher global surplus in-

creased. 

Outlook 

Sugar production in India has increased by 

45% as the country witnessed a bumper output 

in Sugarcane cultivation. This resulted in a dip 

in the global price of  sugar by Rs 900 ($13.87) 

per quintal, driving prices down. The prices are 

likely to drop further as the market anticipates 

a possible supply glut in the coming days.  

 IMPORTS   

29Bloomberg. 
30Bloomberg. 
31Bloomberg. 

29 

30 

31 
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STOCK MARKET UPDATE  

32Source: NSE, FDC Think Tank 

The NSE-All Share Index (NSE ASI) maintained its bearish trend in the review period, as the mar-

ket lost 2.64% to close at 42,185.38 on March, 15 from the 28th of  February’s close of  43,330.54. 

As a result, the YTD return on the index stood at 10%. 

The market lost 2.95% (N458.67bn) as the market capitalization closed at N15.09trn during the 

review period. The stock market is currently trading at a price to earnings (P/E) ratio of  11.94x 

(March 15th), a 14.84% dip compared to its close of  14.02x as at 28th of  February 2018. During 

the review period, the NSE recorded 6 days of  gains and 5 days of  losses. 

The market breadth was negative at 0.63x, as the number of  losers (63) outpaced the number of  

gainers (40) while 68 stocks remained unchanged.  

Trading activity on the bourse slowed in the period compared to the first half  of  

February. Average volume traded declined by 31.41% to 534 million units compared to 

701 million units recorded in the previous period. However, the average value of  

transactions moved in the opposite direction as it increased by 63.44% to N7.60bn in the 

review period. 

32 
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SECTOR PERFORMANCE 

In the review period, 

two out of  six NSE 

sectorial indices 

closed positive, with 

the oil sub-index per-

forming the best, 

gaining 7.71%. The 

bullish sentiment in 

the oil sector was 

driven primarily by 

robust demand fore-

casts, reiteration of  

the OPEC oil minister 

to adhere to produc-

tion cuts, the closure 

of  Libya’s 70,000bpd 

El Feel oilfield and 

strong China data 

amid a fall in the 

country’s crude pro-

duction. Significant 

gains recorded by 

Seplat Plc (16.20%) 

and Total Nigeria Plc 

(6.03%) also bolstered 

the sector’s perfor-

mance.  

Although some banks 

recorded stellar re-

sults, the banking sub-

index performed the 

least, losing 7.50% in 

the review period. 

The bearish sentiment 

in the banking sector 

was driven primarily 

by investors diversify-

ing their portfolios 

towards asset classes 

with higher returns, as 

banks posted low divi-

dend yields. 

The best performing stocks were CONSOLIDATED HALLMARK INSURANCE PLC 

(42.31%), JAPAUL OIL & MARITIME SERVICES PLC (35.19%), ASSOCIATED BUS COM-

PANY PLC (33.33%), N.E.M INSURANCE CO (NIG) PLC (31.90%) and FIRST ALUMINIUM 

NIGERIA PLC (23.26%). 

33Source: NSE, FDC Think Tank 

TOP 5 GAINERS (N)         

Company Mar 15'18 Feb 28'18 % Change Absolute Change 

CONSOLIDATED HALLMARK INSURANCE PLC 0.37 0.26 42.31% 0.11 

JAPAUL OIL & MARITIME SERVICES PLC 0.73 0.54 35.19% 0.19 

ASSOCIATED BUS COMPANY PLC 0.48 0.36 33.33% 0.12 

N.E.M INSURANCE CO (NIG) PLC. 2.77 2.10 31.90% 0.67 

FIRST ALUMINIUM NIGERIA PLC 0.53 0.43 23.26% 0.10 

33 
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The new par rule continues to weigh on the losers’ chart, as the top five losers closed the period 

below 50 kobo per share. Insurance stocks dominated the laggards. The top price losers were RE-

GENCY ALLIANCE INSURANCE PLC (-41.67%), SOVEREIGN TRUST INSURANCE 

PLC (-30.95%), FTN COCOA PROCESSORS PLC (-30.00%), AFRICAN ALLIANCE INSUR-

ANCE PLC (-26.32%) and VERITAS KAPITAL ASSURANCE PLC (-21.62%). 

TOP 5 LOSERS (N)         

Company Feb 15'18 Feb 27'18 % Change Absolute Change 

REGENCY ALLIANCE INSURANCE PLC 0.28 0.48 -41.67% -0.20 

SOVEREIGN TRUST INSURANCE PLC 

0.29 0.42 -30.95% -0.13 

FTN COCOA PROCESSORS PLC 

0.28 0.40 -30.00% -0.12 

AFRICAN ALLIANCE INSURANCE PLC 0.28 0.38 -26.32% -0.10 

VERITAS KAPITAL ASSURANCE PLC 0.29 0.37 -21.62% -0.08 

Corporate Disclosures 

GT Bank posted a 1.1% increase in top line to N419.23bn in FY’17, from N414.62bn recorded in 

FY’16. Net interest income rose by 26.2% to N246.66bn, from N195.4bn recorded in FY’16. 

Profit after Tax (PAT) gained 28.87% to N170.47bn in the period under review. Earnings per 

share (EPS) increased to N6.03 in FY’17, a 29.12% increase from N4.67 recorded in FY’16. Fur-

thermore, GTB posted a final dividend of  N2.45/share, which amounts to a total of  N2.70/

share. 

GT Bank Plc 

Zenith Bank posted a 46.69% increase in top line to N745.19bn in FY’17, from N508bn recorded 

in FY’16. Net interest income was N257.99bn, 7.42% higher compared to N240.18bn recorded in 

FY’16. Net impairment loss on financial assets declined significantly by 23.13% to N159.76bn 

while PAT was up 37.24% to N177.93bn in the period under review. EPS rose to N5.66 in FY’17. 

Additionally, Zenith posted a dividend of  N2.70/share. 

Zenith Bank Plc 
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Trading activity on the bourse is likely to be volatile in the near term as Corporates release mixed 

results for FY’17. We expect investors to take position in stocks with robust dividend payout histo-

ry. However, investors will likely diversify their portfolios towards assets with higher returns due to 

expectations of  low dividend yields by Corporates. 

Stanbic IBTC Holdings Plc. 

Gross earnings rose to N212.43bn, 35.8% higher compared to N156.43bn recorded in FY’16.  Net 

interest income also gained 44.47% to N83.59bn, from N57.86bn in the previous year. PAT was up 

69.64% to N48.38bn. Stanbic’s EPS rose by 86.99% to N4.60 in FY’17 from N2.46 recorded in 

FY’16. A final dividend of  N0.50/share was posted. 

OUTLOOK 
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ANALYST’S NOTE 

Analyst 

Recommendation: BUY   

                

Market Capitalization: 

N19.59 billion  

 

Recommendation 

Period: 365 days 

 

Current Price: N2.44 

 

Industry: Consumer 

Goods  

  

Target Price: N2.95 

EQUITY REPORT -  HONEYWELL FLOUR MILLS 

NIGERIA PLC 

Honeywell Flour Mills Plc (Honeywell) recorded an excellent 

performance in the ninth month of  year end December 2017 

(9M’18)34, as the company’s sales turnover rose by 44% to 

N54.65bn from N37.97bn in the ninth month of  year end 

December 2016 (9M’17). Although production costs increased 

at a higher rate of  56% compared to revenue, the improve-

ment in operational efficiency minimized the impact on the 

bottom line. In addition, the company’s financing costs de-

clined by 14% during the 9M’18 period. This is attributed to 

declining interest rates and foreign exchange stability, which 

eased the cost of  servicing both domestic and foreign obliga-

tions. As a result, earnings surged 110% to N2.78bn during 

the 9M’18 period.  

34Fiscal year ends March 31, 2018 (FY 2018)  

Back to winning ways 

The company continues to 

make considerable exchange 

rate gains. Income from non-

core operations, inclusive of  

exchange rate gains, increased 

by 239% to N145mn. These 

are typical activities that do not 

form the core of  the business. 

Selling and distribution costs 

as a percentage of  revenue de-

clined to 10.5% in 9M’18 from 

14% in the corresponding peri-

od. 

The five-year compound annu-

al growth rate (CAGR) from 

2013 to 2017 showed that 

earnings grew by 10.92% de-

spite a 3.88% growth in reve-

nue. This confirms that effi-

cient management of  operat-

ing costs has been a key con-

tributing factor to earnings 

growth.  

Operational efficiency prevails 



 41 

 

However, a quarterly compari-

son of  Honeywell’s results 

shows a decline in perfor-

mance across most reporting 

segments between quarter end-

ed September 2017 (Q2’18) 

and quarter ended December 

2017 (Q3’18).35 Revenue 

dropped by 25.63% to 

N15.51bn from N20.86bn. 

Cost items declined at a much 

slower rate. Production and 

operation costs declined by 

21.51% to N13.85bn during 

the period. This had an adverse 

effect on bottom line as profit 

after tax (PAT) dipped by 

63.84% to N570mn. An as-

sessment of  the general indus-

try performance confirmed the 

same trend in Q3’18, as indus-

try sales turnover declined by 

about14%.   

The Investors Export Foreign 

Exchange (IEFX) window was 

introduced in April 2017 to 

ease foreign exchange (forex) 

availability, but the impact of  

its benefit was not felt by con-

sumers until June 2017. During 

this period, the economy’s for-

eign exchange pressure eased 

considerably, but most manu-

facturers did not pass on the 

benefit of  increased availability 

of  forex and a stronger naira 

to their customers. Honeywell’s 

sales turnover improved by 

14.18% in Q2’18 over the pre-

vious period. Costs on the oth-

er hand rose at a lower rate of  

7.83% due to lower forex 

costs. This resulted in a 

144.32% surge in earnings in 

Q2’18. In Q3’18 intense com-

petition emerged as the effect 

of  the IEFX window was 

passed on to customers 

through a drop in prices with 

most players utilizing excess 

capacity to drive volume sales.  

Q3’18 – jinxed by Q2’18 performance  

Honeywell continues to drive volume sales in spite of  intense 

competition and is undertaking aggressive expansion plans to 

build capacity. This is a welcome development considering the 

high demand for wheat and related products. The company 

continues to expand its product offerings, with one or more 

products that appeal to its diverse market segments. Thus, Hon-

eywell is a company with little downside and we recommend a 

BUY. 

Capacity expansion in the face of  stiff  competition  

35Q2’18 – Q2 period  ended September 2017; Q3’17 – Q3 period  ended December 2017  
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Nigeria is the second 

largest consumer of  

wheat in Sub-Saharan 

Africa –behind South 

Africa.36 The nation 

spends approximately 

$1.5bn (2016) on 

wheat importation 

alone. 99% of  wheat 

consumed is imported. 

This overreliance on 

imports is mainly due 

to the unfavorable 

weather for the cultiva-

tion of  high quality 

wheat.  

Wheat is generally pro-

cessed into flour, 

which is used for a 

wide range of  food 

products including 

bread, noodles, pasta, 

cereal, ball foods and 

other savory snacks. 

The leading players in 

the industry include 

Flour Mills of  Nigeria, 

Dangote Flour Mills, 

Olam International 

and Honeywell. These 

four producers control 

almost 75% of  the to-

tal market for wheat in 

Nigeria. 

Top flour millers also 

operate pasta and noo-

dles factories. They 

have access to raw ma-

terials and ample ca-

pacity to add product 

lines. Noodles and pas-

ta have become promi-

nent consumables in 

most Nigerian house-

holds. These products 

have a higher margin 

than flour due to the 

value add. Leading 

players in the sector 

include Indomie Noo-

dles, Golden Penny 

Noodles, and Honey-

well Noodles.  

The critical success 

factor within the indus-

try is volume growth. 

Consistency in market-

ing and distribution 

results in brand loyalty. 

Top players embark on 

a combination of  

above the line forms 

of  marketing, such as 

advertising through 

media, and below the 

line marketing activities 

like direct selling and 

one-on-one interac-

tion. Smaller players 

concentrate on niche 

marketing to penetrate 

the market and build 

brand loyalty. Other 

players also cross sell 

products as a bundle to 

deliver value to cus-

tomers. 

INDUSTRY OVERVIEW 

36Economist Intelligence Unit. February 2018. World commodity forecasts: food, feedstuffs and beverages.  
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and brown flour, while 

the Ikeja factory (17% 

of  revenue) produces 

pasta and noodles. 

The Apapa factory  

is currently faced with 

logistic constraints due 

to the gridlock in Apa-

pa. However, Honey-

well has been able to 

mitigate some of  these 

challenges with effec-

tive supply chain man-

agement.   

About 80% of  Honey-

well is strategically 

owned by Siloam 

Global Services Lim-

ited (75%) and First 

Bank of  Nigeria Lim-

ited (5%). In the same 

vein, two members of  

the board indirectly 

own 75% of  Honey-

well, through their 

stakes in Siloam Glob-

al Services Limited. 

This exposes the com-

pany to key-person 

risk, as these share-

holders hold a majori-

ty share and can influ-

ence board decisions. 

COMPANY OVERVIEW 

Honeywell was first 

established as Gate-

way Honeywell Flour 

Mills Limited in June 

1983. It was renamed 

Honeywell Flour 

Mills Limited and 

listed on the Nigeri-

an Stock Exchange 

(NSE) in 2009. Prior 

to its listing, the 

company acquired 

Honeywell Superfine 

Foods Limited. This 

step was key to its 

integration strategy, 

as the factory 

ramped up produc-

tion following this 

move. Honeywell 

principally engages in 

the manufacturing 

and marketing of  

wheat-based prod-

ucts such as flour, 

semolina, noodles 

and pasta in the fast-

moving consumer 

goods market. 

Honeywell operates 

from two operational 

factories in Apapa 

and Ikeja. The Apapa 

factory,  which ac-

counts for 83% of  

revenue, manufac-

tures flour, semolina, 

wheat meal  
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Income statement for Honeywell Plc

N'000 2013 2014 2015 2016 2017

Revenue 45,709,382          55,084,305        49,057,511           50,883,780         53,227,891         

Cost of sales (37,788,322)         (44,626,674)      (41,553,977)         (46,522,386)        (40,515,269)        

Gross Profit 7,921,060             10,457,631        7,503,534             4,361,394            12,712,622         

Other income/gains & losses 144,066                259,542              232,804                 157,970               1,211,846            

Selling and distribution expenses (2,876,600)           (3,486,179)        (3,695,450)           (4,447,346)          (3,418,285)          

Administration expenses (1,468,120)           (1,794,910)        (1,856,363)           (2,121,583)          (2,243,395)          

Operating Profit 3,720,406             5,436,084          2,184,525             (2,049,565)          8,262,788            

Finance income 622,534                688,387              481,509                 417,771               934,350               

Finance cost (528,340)               (1,887,038)        (1,231,206)           (1,237,548)          (3,727,305)          

Profit Before Tax 3,814,600             4,237,433          1,434,828             (2,869,342)          5,469,833            

Tax credit/(Tax expense) (971,079)               (885,868)            (314,561)               (154,510)              (1,164,878)          

Profit After Tax 2,843,521             3,351,565          1,120,267             (3,023,852)          4,304,955             

Balance sheet for Honeywell Plc

N'000 2013 2014 2015 2016 2017

Property, plant and equipment 34,969,128      36,085,450       49,282,429        53,757,796           100,118,393         

Intangible assets 15,904              12,332               36,846                 31,131                    21,431                    

Non-Current Assets 34,985,032      36,097,782       49,319,275        53,788,927           100,139,824         

Inventories 10,009,275      11,287,037       12,546,468        5,586,084              4,515,525              

Trade and other receivables 6,868,962        5,874,818         2,187,332           1,169,430              871,697                 

Cash and bank balances 3,574,209        10,570,802       3,890,369           15,502,135           7,624,668              

Current Assets 20,452,446      27,732,657       18,624,169        22,257,649           13,011,890           

Total Assets 55,437,478      63,830,439       67,943,444        76,046,576           113,151,714         

Ordinary share capital 3,965,099        3,965,099         3,965,099           3,965,099              3,965,099              

Share premium 6,462,041        6,462,041         6,462,041           6,462,041              6,462,041              

Retained earnings 8,125,943        10,178,108       9,888,694           5,935,459              41,907,525           

Equity Attributable to Owners of the Company 18,553,083      20,605,248       20,315,834        16,362,599           52,334,665           

Non-Controlling Interest

Total Equity 18,553,083      20,605,248       20,315,834        16,362,599           52,334,665           

Financial liabilities 5,573,050        10,665,151       11,214,819        10,617,246           28,947,260           

Retire benefit obligation 647,186            805,924             962,209              1,195,900              1,039,364              

Deferred income and accruals 226,064            283,259             72,985                 25,528                    -                          

Deferred tax liabilities 2,934,939        3,411,518         3,517,377           3,632,078              4,511,727              

Non-Current Liabilites 9,381,239        15,165,852       15,767,390        15,470,752           34,498,351           

Financial liabilities 25,528,100      26,418,099       30,914,573        40,672,816           18,521,614           

Trade and other payables 1,262,714        1,309,256         814,490              3,117,770              7,478,658              

Income tax -                      

Current Income tax payable 712,342            331,984             131,157              422,639                 318,426                 

Current Liabilites 27,503,156      28,059,339       31,860,220        44,213,225           26,318,698           

Total Liabilites 36,884,395      43,225,191       47,627,610        59,683,977           60,817,049           

Total Equity and Liabilites 55,437,478      63,830,439       67,943,444        76,046,576           113,151,714          
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Dr. Ayoola Oba Otudeko 

Board Director 

T he board of  Honeywell is currently under the 

stewardship of  Dr. Ayoola Oba Otudeko, a foremost 

Nigerian philanthropist. His wealth of  experience cuts 

across diverse sectors in the Nigerian landscape. Un-

der his leadership, Honeywell is among the top millers 

of  wheat in Nigeria. Leveraging on his financial net-

work, Honeywell receives financial support from both 

the government and other financial institutions.  

These strategic collaborations and synergies will con-

tinue in the future as the Central Bank of  Nigeria 

(CBN) is keenly interested in the development of  the 

agriculture value chain.  

Mr Olanrewaju Jaiyeola is the Managing Director of  

Honeywell since 2014. He is well acquainted with the 

operations of  Honeywell, having served the company 

in different functions over the last 23 years. During 

Nigeria’s recession, he led the cost efficiency drive in 

the face of  stifled top line growth. This strategy 

helped to reduce the company’s production cost to 

revenue from 91.4% in 2016 to 76.1% in 2017. The 

move to expand capacity will also aid the reduction of  

cost in the long term. 

The management has focused on growth, efficiency 

and capability as critical enablers of  success. This 

measure has become essential given lower product 

volumes. Honeywell is working towards becoming a 

low cost producer. This is becoming a reality with the 

company’s continuous improvement initiatives that 

have resulted to higher levels of  production efficiency.  

Mr Olanrewaju Jaiyeola  

Managing Director 
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 Nigeria has a population of  over 186 mil-

lion and is expected to grow by at least 

2.5% annually – wheat products are con-

sidered staple foods  

 Long established business with footprints 

across Nigeria - strong brand recognition  

 Unrelenting government support for in-

digenous companies 

 Capacity expansion projects 

 Stability in the economic and business en-

vironment 

 Production efficiency has improved mar-

gins 

 Investment in backward integration pro-

grams 

The key risks faced by Honeywell in Nigeria include market risk (from the tepid recovery and unpre-

dictable government policies); liquidity risk (due to inability to meet up with day-to-day obligations); 

credit risk (risk of  trade debtor default) and litigation risk. 

To mitigate trade debtor defaults, Honeywell adopts a rigorous distributors’ selection process, as 

well as an insurance cover against possible losses. This will minimize the rate of  default and improve 

the quality of  credit sales. 

Given a debt to capital ratio of  less than 50%, Honeywell has adopted a combination of  working 

capital loans to finance daily operating costs and long-term loans to finance capital projects and ex-

pansions. This has helped to tackle liquidity issues, as activities are financed with the right tenure in-

struments. These funds include term loans and CBN intervention funds. Honeywell has also negoti-

ated the restructuring of  some of  its existing loans in line with current realities. 

 

THE BEARS SAY  THE BULLS SAY 

 High cost of  production leading to narrow 

margins 

 Stiff  competition among top players 

 Foreign exchange risk 

 The Apapa gridlock continues to cause lo-

gistics issues  

 Majority shareholders control 75% - key 

persons risk 

 Pending litigation case 

Risks and Outlook  
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APPENDIX - Our valuation of  Honeywell Flour Mills Plc  

Using the Discounted Cash Flow (DCF) methodology, we estimated a stock price of  N2.83, which 

is a 18.9% upside on the current price of  N2.38 as at March 19th, 2018. The discount rate 

(Weighted Average Cost of  Capital (WACC)) of  15.5% was derived using a 13.7% risk free rate 

(FGN 5-year Bond as at February 2018), a Beta of  1.5601, after a tax cost of  debt of  6.9%, and a 

market risk premium of  6.34%. The long-term cash flow growth rate to perpetuity calculated is 

3.8%. 

Based on our analysis above, we place a BUY rating on the stock. 

Important Notice 

This document is issued by Financial Derivatives Company. It is for information purposes only. It does not constitute any offer, recommendation or 

solicitation to any person to enter into any transaction or adopt any hedging, trading or investment strategy, nor does it constitute any prediction of 

likely future movements in rates or prices or any representation that any such future movements will not exceed those shown in any illustration. All 

rates and figures  appearing are for illustrative purposes. You are advised to make your own independent judgment with respect to any matter con-

tained herein.  

© 2018. “This publication is for private circulation only.   Any other use or publication without the prior express consent of Financial Derivatives 

Company Limited is prohibited.” 

Although Honeywell only oper-

ates in Nigeria, economic ana-

lysts are quite optimistic about 

Nigeria’s road to recovery. Con-

sidering Nigeria’s high marginal 

propensity to consume, demand 

for Honeywell products is relia-

ble, as they form an essential 

portion of  Nigerians’ daily diet. 

Hence, market risks facing Hon-

eywell are relatively low.  

As for the pending litigation 

case against Honeywell, the 

management alluded to the fact 

that these court cases would not 

result in any financial loss. As a 

result, they made no provisions 

for litigation cases in the finan-

cial statement.  

DCF Valuation for Honeywell Plc

N'000 2018E 2019E 2020E

EBIT 6,259,309                  7,449,118                7,383,419                

Less: Taxes 789,399                     939,453                    931,167                   

EBIAT 7,048,708                  8,388,572                8,314,586                

Plus: depreciation expense 2,702,232                  2,873,609                3,183,187                

Less: CAPEX (4,934,330)                (9,364,719)              (3,200,273)              

Less: Change in working capital 2,728,640                  (594,487)                  223,734                   

Free Cash Flow (FCF) 7,545,249                  1,302,974                8,521,234                

WACC 15.6% 15.6% 15.6%

Present value (PV) of FCF 6,525,100                  974,457                    5,511,162                

Terminal value @ perpetual growth rate (2020) 2018 2019 2020

Terminal value as of 2020 -                              -                             76,172,456             

Present value of terminal value 49,265,019               

2017

DCF Calculation Valuation

PV of explicit period 13,010,719               

PV of terminal value 49,265,019               

Enterprise Value 62,275,738               

+ Cash 7,624,668                  

- Borrowings (47,468,874)              

Equity value 22,431,532               

Share Price 2.83  


