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Q2 GDP Growth up at 0.55%  

As widely anticipated, Nigeriaõs real GDP growth in 

Q2õ17 moved to positive territory, after five consecutive 

quarters of negative growth. Growth rate recorded was 

1.46% higher at 0.55% compared to the revised figure of 

-0.91% in Q1õ17. This is still lagging Nigeriaõs population 

growth of 2.3%.  

The faster pace in growth was driven by robust oil reve-

nues due to stable oil production, reduced sabotage on 

pipelines, which led to improved supply of gas and in-

creased dollar sales.  

All the business and economic proxies pointed towards 

a faster growth rate in the review period: PMI was 55.9, 

average on -grid power supply was 3,524MW/hr, inflation 

slowed to 16.1%, CBNõs dollar sales was $5.35bn and 

turnover at the IEFX window was $3.74bn.  

Nigeria is not alone in its path to recovery. South Africa 

recorded a faster pace of growth of 2.3% in Q2õ17, 

driven by a surge (34%) in agricultural output. According 

to some analysts, South Africa is technically out of a re-

cession.  

 

Breakdown of GDP Data  

The increased pace of growth was driven predominantly 

by growth in the oil and gas, finance and insurance and 

electricity and gas sectors. Other sectors such as Agric, 

manufacturing and construction slowed in growth but 

are still in the positive region.  

 

The sectors that contracted further were ICT and tele-

cos, real estate, education and transport. Trade how-

ever recorded an improvement to -1.62% although it is 

still within the negative quadrant.  

The non oil sectorõs contribution to GDP was marginally 

lower in Q2 at 91.11% compared to 91.21% in Q1õ17. 

 

 

 

 

 

 

 

Analysis  

The GDP numbers are historical, nonetheless, the num-

bers will set the tone for the last 4 months in 2017. It is also 

a reflection of the positive impact of policies imple-

mented. The exchange rate dependent sectors 

(manufacturing, trade) have improved thanks to better 

dollar liquidity and accessibility. However, high borrow-

ing costs and epileptic power supply continue to act as 

constraints.  

1   NBS, FDC Think Tank 
2  NBS 
3  NBS 
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Agric remains a cause for concern as the sector has 

maintained a downward trend in spite of increased gov-

ernment intervention. The slowdown in construction can 

be attributable to seasonality. The heavy rainfall and 

floods during this period would have slowed activities.  

The growth in the Oil & Gas sector was driven by in-

creased production to 1.84mbpd from 1.69mbpd in 

Q1õ17. Oil prices reached the year to date peak of 

$56pb in April before declining to 47pb at the end of the 

second quarter. The average price of Brent crude was 

$51.05pb compared to $54.68pb in Q1.  

 

Policy Impact  

The Monetary Policy Committee (MPC) will meet on Sep-

tember 25/26 and the GDP numbers will form part of the 

considerations at the meeting. If this positive growth is 

supported by favorable August inflation data, the doves 

in the committee will be more emboldened to push for 

more accommodative monetary policy stance.  

 

Outlook for Q3õ17 

Economic activities in the first two months of the third 

quarter have improved as reflected in FBNõs PMI reading 

for August which is now 58.5. Manufacturers have also 

started raising letters of credit for Christmas inventory, for 

delivery in October/November. The average monthly 

statutory allocation shared in this period is N560bn and is 

projected to increase as tax receipts increase. Inflation 

has flattened out as food prices remain sticky down-

wards. The naira has strengthened on the back of in-

creased CBN intervention while the external reserves are 

at a year -to -date high of $31.81bn. All these point to-

wards a more robust growth of 1% -1.25% in Q3õ17. 
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We forecast that headline inflation will decline slightly for 

the seventh consecutive month to 16.03%, as base year 

effects wear out. Month -on -month inflation is also ex-

pected to slide to 0.99% (12.55% annualized) from 1.21% 

(15.57% annualized) in July. We believe that this decline 

would support the sense of cautious optimism about the 

economy, invigorate policy maker enthusiasm and push 

up investor confidence in the markets.   

 

Core Inflation to continue its downward trend  

We expect core inflation to marginally fall partly due to 

the stable exchange rate and the reduction in inventory 

cycles by manufacturers to reduce carrying costs. 

Manufacturers and retailers are already stocking up for 

a hectic December Christmas season.  

 

Food Prices are harvest sensitive  

Food prices are likely to remain sticky downwards with 

some minor exceptions in processed goods and com-

modities such as rice and palm oil. The harvest season is 

anticipated to commence in the month under review. 

However there will be a lag between when the harvest 

season begins and when the impact of increased supply 

would manifest. Commodity prices may begin to ease 

towards the start of Q4õ17 because of the extended 

rainy season.  

 

Import substitution impact sluggish  

The import substitution drive of the government sup-

ported by the relative stability in the foreign exchange 

market is expected to reduce import cost. However, the 

full impact might be delayed keeping imported inflation 

flat in the month of August. This is because importers 

have been slow to reluctant in passing through the 

benefits of cheaper imports to the market.  

 

Demand Pull Effect Minimal due to Tight Li-

quidity  

The average opening position of the interbank market in 

August was N106.33bn short in response to massive inter-

ventions and OMO auctions by the CBN. This resulted in 

a contraction in money supply and higher interest rates 

especially at the short end of the curve. As a positive 

correlation exists between money supply and inflation, 

the illiquidity in the market serves to corroborate the an-

ticipated decline in the pace of inflation.  

HEADLINE INFLATION T O SLIDE MARGINALLY TO 16.03% IN AUGUST  
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Outlook  

There is some skepticism about the ability of the govern-

ment to support the current foreign exchange policy. 

This is partly because of the cap on Nigeriaõs crude oil 

output at 1.8mbpd, as well as speculations of Nigeria 

being included in the output cuts at the September 

22nd meeting in Vienna.  

The MPC is scheduled to meet on September 25/26 and 

it is widely expected that the committee will maintain 

the status quo again, albeit the decision might not be 

unanimous. However, we do not believe the decision to 

maintain status quo is likely to have any impact on the 

general level of interest rates in the market. This is be-

cause the MPC decision has been factored into market 

expectations.  

4   NBS, FDC Think Tank 
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Is the Decline in Inflation Grinding to a halt?  

Headline inflation declined margin-

ally for the 6th consecutive month 

to 16.05% in July, despite the sharp 

increase in food inflation to 20.28%. 

Although historical, it is important to 

understand the trend especially be-

cause the decline was infinitesimal. 

This raises the question of whether 

inflation has bottomed out or will 

continue to decline in the ember 

months. Currently the average infla-

tion rate for the first 7 months in 2017 

is 17.06%. Some analysts are project-

ing a FYõ17 average of 16.05%.  

A quick look at the numbers show 

that the exchange rate dependent 

components of the consumer price 

index have sustained the downward 

trajectory, due to the stable ex-

change rate. This means that as 

long as the forex market remains 

well funded (function of oil pro-

ceeds) and the naira stays within 

the current range of N360 -N370, im-

port dependent commodities will 

continue to record slower increases 

in price level and even ultimately a 

decline.  

The more worrying component 

which has muted the inflation de-

scent is food inflation. Generally, 

food prices have remained sticky 

downward with few exceptions: old 

yam, garri and rice. However there 

are expectations of a bumper har-

vest due to favourable weather 

conditions and this should impact 

positively on price level. The catch 

there is the time lag between cause 

and effect. Harvest season is usually 

towards the end of Q3 and into the 

fourth quarter. So we may not see 

any significant change yet.  

Also, Christmas is coming up and 

manufacturers are beginning to 

raise letters of credit to meet their 

inventory for the festive season. So 

expect to see prices of imported 

commodities inch up towards the 

end of the year. This is also the pe-

riod when there is an increase in the 

influx of people into the country as 

many Nigerians abroad return home 

to celebrate the holidays; leading to 

an increase in dollar supply and an 

appreciation of the currency.  

Hence, the variable that carries a 

larger weight will determine the net 

effect on prices.  

In conclusion, consumer prices are a 

function of expectations, and sea-

sonality. The harvest season and 

increased dollar inflows will have a 

positive impact on consumer goods. 

However, the price uptick associ-

ated with Christmas will dampen the 

anticipated decrease. Hence, infla-

tion movements in the next four 

months will be marginal irrespective 

of the direction due to the net ef-

fect of these factors.  
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Since its introduction earlier in the 

year, the success of the IFEX win-

dow seems to be restoring lost con-

fidence in the naira. It also appears 

to be a more accurate reflection of 

market realities. In the last 2 weeks, 

the exchange rate in this window 

has appreciated to new levels of 

N359/$, 1.95% above the parallel 

market rate of N366/$. Year to 

date, the total turnover in the mar-

ket is $9.6bn (as at August 30), with 

a daily average turnover of ap-

proximately $170mn in the last two 

months.  

However, the question in every 

analystõs mind is ôhow sustainable 

are the gains in this FX market seg-

ment?õ The CBNõs continued par-

ticipation, though a declining func-

tion of time, and stable oil pro-

ceeds have helped drive this suc-

cess. Therefore any threat to oil 

prices and production will affect 

the sustainability of this market. Two 

major risks come to mind and these 

are risks to oil proceeds and the risk 

to foreign portfolio investment 

which is partly a function of per-

ception.  

Nigeriaõs oil revenue is both produc-

tion and price sensitive. On the do-

mestic side is the level of oil produc-

tion. According to OPEC, Nigeriaõs 

production level has picked up mo-

mentum, currently at 1.75mbpd 

(July 2017)5; thanks to the relative 

stability in the Niger Delta. However, 

there is a cap on the countryõs out-

put level at 1.8mbpd, which means 

any further increase will be minimal. 

There are also talks about the possi-

bility of Nigeria being included in 

the OPEC output cut, as the Minister 

of State for Petroleum has been 

invited to the September 22 meet-

ing in Vienna. The worst case sce-

nario is for Nigeria to be included 

and this is revenue and reserves 

negative for Nigeria.  

On the global side, the price of 

Brent crude (a variant of Nigeriaõs 

Bonny Light) has been hovering 

within the range of $50 -$52pb. As 

with any other commodity, oil is 

subject to volatility and price 

shocks, the most recent been the 

Tropical Storm Harvey which has led 

to the shutdown of refineries in 

Texas, USA. The impact of this 

weather phenomenon is a fall 

in demand for oil which can 

lead to a rise in crude invento-

ries. The Tropical Storm also 

affected production but the 

production shortages are 

smaller in comparison to the 

rise in inventory level. Hence 

the main question is how fast 

refineries will resume opera-

tions; the faster the better.  

The other risk is of subdued investor 

confidence in the Nigerian econ-

omy. So far, there has been an in-

crease in portfolio funds which was 

one of the driving factors influenc-

ing the stock market rally. This is be-

cause of improved investor confi-

dence in the market: the forex mar-

ket is operating more efficiently 

than before, the exchange rate has 

appreciated in comparison to Q1, 

proxies for growth such as the Pur-

chasing managers index are point-

ing towards a slow but gradual re-

covery and Q2 GDP growth came 

in positive at 0.55%. However, as 

easily as these funds have come in, 

they can also flow out if there is a 

change in perception and this 

would affect trades at the IEFX win-

dow which also depends on FPIs.  

 

 

5   Source: OPECõs August monthly report  
 

  

 

The IFEX Window Now a Major Indicator of Value??  
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Palm Oil, a Potential Cash Cow  

6   Source: World Bank and International Financial Corporation (IFC) report. 
https://www.ifc.org/wps/wcm/connect/159dce004ea3bd0fb359f71dc0e8434d/WBG+Framework+and+IFC+Strategy_FINAL_FOR+WEB.pdf?MOD=AJP ERES  
 

With the slump in oil prices and a 

slash in revenue inflows, Nigeria, the 

largest economy in Africa, is desper-

ately in need of other revenue 

sources. Palm oil may be one of the 

answers. About 80% of current 

global palm oil production is con-

sumed as edible oils, used in noo-

dles, ice cream, and margarine, to 

name a few. With food consump-

tion rising rapidly this bodes well for 

palm oil, as does the rising demand 

for non -food uses, such as: soaps, 

detergents, lubricants, greases and 

candles. The multiplicity of uses for 

palm oil is likely to sustain rapid 

growth in its demand in the foresee-

able future. 6 However, if Nigeria is 

going to take advantage of this op-

portunity it needs to leverage the 

expertise, technological advan-

tages and refining capacity of its 

large producers across its predomi-

nately small palm oil producers to 

improve their yields, export capabili-

ties and commercial packaging. 

Nigeriaõs top competitors in South-

east Asia offer strong lessons in this 

space. If Nigeria is able to learn from 

them, it could literally reap the 

benefits of what it sows.  

òAbout 80% of current 

global palm oil produc-

tion is consumed as edi-

ble oils.ó 

Over 50 years ago, Nigeria held the 

top position as the worldõs largest 

palm oil producer with a robust 

global market share of more than 

40%, contributing about 82% to the 

national export revenue.  However, 

by 1966, Malaysia and Indonesia 

surpassed Nigeria as the worldõs 

leading producers and exporters 

supplying around 85% of palm oil 

products. It may be tempting to link 

the rise of Malaysia and Indonesia 

to World Bank funding. One year 

before they took over the top posi-

tions, the World Bank started play-

ing a major role in supporting the 

expansion of the palm oil sector, 

injecting nearly $2bn over 45 pro-

jects in Southeast Asia, 12 African 

countries, and parts of Latin Amer-

ica. Indonesia did receive the high-

est amount of project funding, re-

ceiving $618.8bn, but Nigeria, not 

Malaysia, was second receiving 

$451.5bn; Malaysia, came in third 

with $383.5bn in project funding. 

Nigeria has continued to be the 

second largest recipient of World 

Bank palm oil sector projects, with 

six projects over the 1975 to 2009 

period. Success stories included the 

planting of 42,658 hectares of oil 

palms, road network expansion 

and increased milling capacity. 

However, only one of the World 

Bank projects continued opera-

tions, while the rest went bankrupt.  

 

https://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwiIrpeDzvLVAhUqxoMKHShQD0oQjRwIBw&url=http%3A%2F%2Fwww.financialnigeria.com%2Fokomu-oil-earnings-rise-on-strong-demand-for-palm-oil-products-news-1226.html&psig=
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By 2016, Nigeria had fallen in the 

ranks to be the fifth largest producer 

of palm oil products with total out-

put reaching 970,000 tons, while do-

mestic consumption was 1.3 million 

tons. Indonesia retained the 

number one spot in the world, 

producing 32 million tons, while 

Malaysia continued in second 

position with 17.7 million tons. 

Global palm oil consumption 

reached 58.3 million tons in 

2015/16 and is expected to 

reach 67.3 million tons in 

2017/18. 7  

Nigeriaõs underperforming 

palm oil sector can be linked to in-

efficient and outdated machinery 

and techniques. It is estimated that 

50% of oil extraction is lost due to 

these challenges. The challenge in 

improving these weaknesses, how-

ever, is daunting as two -thirds of 

crop output comes from dispersed 

small scale farmers, spread over an 

estimated 1.6 million hectares of 

land, and harvesting semi -wild 

plants through the use of outdated 

manual processing techniques. They 

rarely meet the standards required 

for exports and have improper 

documentation, certification, ac-

creditation and product packaging. 

Additional challenges include: gov-

ernment -owned plantation fields, 

weak milling infrastructure, chal-

lenges in accessing lands, commu-

nity unrest, politics and rights activ-

ism. These all contribute to hindering 

growth and development of the 

palm oil sector, and ultimately dis-

couraging private investors.  

The insufficient supply is so poor that 

the Central Bank of Nigeria (CBN) 

gave indigenous importers waivers, 

despite the fact that palm oil re-

lated products are on the list of 41 

items banned from accessing forex 

at official rates. The waivers were 

granted because many companies 

had the refining capacity but no 

palm oil. They had to either reduce 

output volume or shut down pro-

duction completely.  

Okomu and Presco Plc, are two ex-

ceptions in this narrative. They are 

two of the leading palm oil produc-

ers in Nigeria and the only indige-

nous palm oil companies listed on 

the Nigerian Stock Exchange. De-

spite recent macroeconomic head-

winds,  sales and financial perform-

ance remained positive, showing 

significant year -on -year growth. 

Prescoõs turnover for 2016 was 

N15.7bn, 50.2% higher than its 2015 

performance of N10.45bn. Okomuõs 

2016 revenue also expanded by 

47.4% to N14.3bn from N9.7bn in 

2015. The success of these compa-

nies was mainly bolstered by foreign 

exchange restrictions, high palm oil 

import substitutes, continuous ex-

pansion of oil palm plantations and 

increasing demand.  

To boost the productivity of the 

small holder farmers, Nigeria 

needs to fully leverage on the 

strong performance of its large 

scale producers. Looking to its 

competitors, Nigeria could lever-

age on common South -east Asian 

practices such as incentivising ex-

ports of refined palm oil products 

over crude palm oil (CPO) and 

integrating small holder farmers 

into large scale commercial opera-

tions.  

In Indonesia, the government 

slashed its export tax on refined 

products to spur growth in the 

downstream palm oil industry. As of 

2015, the government levy on CPO 

was $50 per metric ton while the 

levy on refined palm oil products 

was a much smaller $30 per metric 

ton. As a result, large consumer 

goods companies like Unilever Indo-

nesia have invested heavily in ex-

panding their palm oil refining ca-

pacity, which spiked to 45mn tons 

as at 2015, up from 30.7mn tons in 

2013 and 21.3 mn tons in 2012.  

The agro -industrial approach to 

small holder farmers in south -east 

Asia is complimentary to this focus 

on refined palm oil products. It typi-

cally involves government leasing 

lands to large companies. The locals 

of the land are then asked for per-

7   Source: EIU World Commodity Report, July 2017, World commodity forecasts: food, feedstuffs and beverages, EIU, www.eiu.com   
 

http://www.eiu.com
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mission and given development incentives and em-

ployment opportunities. This way, the small holder farm-

ers remain invested in the industry but are able to lever-

age the advanced agricultural methods used by the 

large companies. For the large companies, these part-

nerships offer more production to serve their refining 

needs.  

Palm oil producers in Africa are somewhat hesitant in 

replicating the south east approach as companies 

scurry to secure concessions without acknowledging 

the possibility of ruffling feathers within the local com-

munity. If sustainable palm oil production is prioritized in 

a companyõs investment model, the agro-industrial 

model would be beneficial for the local communities, 

while improving CPO production and ultimately ad-

dressing supply shortages for refining local production.  

With the implementation of good and favourable poli-

cies and coordinated public and private investments, 

Nigeria has a great opportunity to gain a share of ex-

panding world markets, as well as meet its own rapidly 

increasing demand. Nigeria offers the palm oil sector 

fertile arable land for cultivation and large human capi-

tal. What is needed is adherence to best agricultural 

practices and the intensification of government in-

volvement and support. There is a good possibility that 

Nigeria can triple its domestic production of palm oil to 

bridge the domestic demand gap as well as increase 

exports to the international market.  

 


