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Q2 GDP Growth up at 0.55% 

As widely anticipated, Nigeria’s real GDP growth in 

Q2’17 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 Q1’17. This is still lagging Nigeria’s 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%, CBN’s 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 Q2’17, 

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 sector’s contribution to GDP was marginally 

lower in Q2 at 91.11% compared to 91.21% in Q1’17. 

 

 

 

 

 

 

 

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 

Q1’17. 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 Q3’17 

Economic activities in the first two months of the third 

quarter have improved as reflected in FBN’s 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 Q3’17. 
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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 Q4’17 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 TO 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 Nigeria’s 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 FY’17 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 

analyst’s mind is ‘how sustainable 

are the gains in this FX market seg-

ment?’ The CBN’s 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. 

Nigeria’s oil revenue is both produc-

tion and price sensitive. On the do-

mestic side is the level of oil produc-

tion. According to OPEC, Nigeria’s 

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 country’s 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 Nigeria’s 

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: OPEC’s 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=AJPERES  
 

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. 

Nigeria’s 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. 

“About 80% of current 

global palm oil produc-

tion is consumed as edi-

ble oils.” 

Over 50 years ago, Nigeria held the 

top position as the world’s 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 world’s 

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  

Nigeria’s 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. 

Presco’s turnover for 2016 was 

N15.7bn, 50.2% higher than its 2015 

performance of N10.45bn. Okomu’s 

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 company’s 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.  
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With every new green announcement on the global 

technology stage we get propelled further into a 

reality where oil may no longer be dominant. 

Whether its France and India committing to phase 

out gas powered cars, Tesla’s quest to revolutionize 

the global perception of renewable energy cars or 

the increasing rate at which many of the earth’s 

inhabitants are being displaced from their habitat, 

the moral, health, economic and ecological argu-

ments seem to be gaining traction after decades at 

the fringes. The importance of oil may endure the 

same fate that coal did at the turn of the 21st cen-

tury. While it’s arguable that oil still has a role to play 

in the markets for a long time coming, when coun-

tries such as India (Nigeria’s largest oil patron) set 

policies to cut oil receipts by half by 2030, then it 

explicitly highlights the energy direction of these 

countries in the future. In the short term, this down-

turn in oil demand will no doubt be painful, espe-

cially as Nigeria needs oil revenue for a full eco-

nomic recovery. However, if the country explores 

options in agriculture and low cost manufacturing 

then the medium to long term opportunities for 

wealth creation might be restored. Unfortunately, 

the likelihood that policymakers will recognise the 

urgency of this new risk to future income levels is a 

bone of contention, particularly given the slow 

pace of implementation of policy actions towards 

diversification following the 1980s oil crisis and the 

2016 oil crisis. 

8 EIU, August 2017.  
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The Obsolescence Of Oil As We Live Out The 

Current Technology Wave 

Countries % of total exports 

India 38.3 

US 10.2 

Spain 6.7 

France 6.5 

Nigeria’s oil and gas export profile  
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Changing dynamics in the 

global energy market mean 

renewable energy is on the 

rise  

Crude oil accounts for 78.3% of Nige-

ria’s exports and India imports a 

significant amount. The new draft of 

the Indian National Energy Pol-

icy (NEP) is set to exceed its 

commitments to the 2015 

United Nations Cl imate 

Change Conference (COP21) 

with the shift in its green car 

policy. The government plans 

to shift to electric cars from 

hybrid or traditional fossil fu-

elled cars, in the bid to cut its 

oil imports by half by 2030. In-

dia’s neighbouring country of 

Bangladesh is also joining the pack 

with the increased patronage of 

solar energy as a source of power. 

Solar panel installation has more 

than doubled in the region owing to 

its relatively low cost burden. In 

Europe the French, German and 

British governments have also ag-

gressively pursued policies, which will 

reduce their oil import dependence 

by exploring alternative sources of 

domestic and industrial energy. Re-

newable energy consumption in the 

EU-28 spiked to 13% in 2015 and is on 

course to meet the EU’s target of 

20% by 2020.  

The rhetoric in the technology 

sphere is that cost of renewable en-

ergy projects is high and as such the 

risk-return ratio does not foster further 

patronage. However, stakeholders in 

this field beg to differ.9 According to 

Adnan Amin, Director-

General of the Interna-

tional Renewable 

E n e r g y  Ag e n c y 

(IRENA), asymmetric 

information has dis-

couraged investment 

in the renewable en-

ergy industry in the 

past. The industry has 

matured and be-

come more cost-

competitive, reali-

ties that are not justi-

fied by the level of investment. 

Therefore as this information feeds its 

way through the global market, a 

spike in investment opportunities is 

anticipated.  

9   CleanTechnica, Renewables Now Cheapest, But How To Enable Faster Renewable Energy 

Growth?https://cleantechnica.com/2017/01/22/renewables-now-cheapest-renewable-energy-costs-low-too-high/ last viewed 17th August  
10   FDC Think Tank  
 

Commodity Global Ranking Current production level 

Oil 14th 1.8mbpd 

Gas 28th 85m cubic meters/day 

Cement 25th 16.4 million metric tons/yr 

Coal (not in top 40) 53,000 tons 

Cotton 27th 235,000 

Timber (not in top 40) $333m (value) 

Ground nut 3rd 2.75m metric tons/yr 

Rice 18th 2.77m metric tons 

Nigeria failing to see the writing on the wall 

10 

https://cleantechnica.com/2017/01/22/renewables-now-cheapest-renewable-energy-costs-low-too-high/
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Meanwhile, Nigeria remains heavily 

dependent on its oil revenue. Pro-

ceedings for the 2018 budget have 

begun and the Minister of Planning 

and Budget is toying with the idea of 

benchmarking government revenue 

on a very bullish oil production level 

of 2.3mbpd. While the ministry has 

remained quiet on the price, given 

the current uncertainty in the global 

market, increasing production 

hinges on the idea that there will be 

demand for the commodity. With 

the big policy changes described 

above, the need to diversify the 

country’s revenue portfolio has 

never been more pressing.  

Path towards diversification 

The export led growth model, which 

Nigeria has adopted for years, could 

still work in its favour. However, Nige-

ria will need to seek policy paths for 

diversifying its various sources of ex-

port revenue. A case study example 

is the Indonesian economy. It looked 

to diversify its revenue despite being 

rich with oil. This led to increased 

comparative and cost advantages 

in agriculture (rice) and low cost 

manufacturing. Like many emerging 

markets in the world, the Indonesian 

government suffered tremendously 

from political strife in the 1960s and 

as such the economic health of the 

nation took a back seat to this real-

ity. However as the country is geo-

graphically blessed with natural re-

sources, it benefited significantly 

from two oil booms in the 1970s 

(1973/1974 and 1978/1979). At the 

peak of the oil boom, broad-based 

development polices, such as direct-

ing oil revenue towards natural gas 

development, was adopted. By the 

1980s, export led growth policies 

took centre stage as the rupiah was 

devalued (competitive advantage 

in the global market). New fiscal 

policies were also adopted with the 

introduction of increased oil and 

non-oil taxes and general deregula-

tion across sectors in the economy. 

These policies were all part of an 

outward-oriented strategy, which 

saw trade reforms such as exemp-

tions for export-oriented firms from 

import duties. It ultimately promoted 

a favourable climate for domestic 

and foreign investors.  

Table 1: Indonesia, export diversification as a path to success 

Indicators Oil boom Post export industrialisation 

GDP growth (%) 1.38 5.0 

GDP per capita ($) 53 3970 

GDP ($bn) 5.67 932.26 

External reserves ($bn) N/A 124 

External balance ($bn) -0.46 7.25 

Inflation 106 3.5 

11 

11 World Bank, FDC Think Tank  
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Growth opportunities 

Commodity Global Ranking Current production level 

Oil 14th 1.8mbpd 

Gas 28th 85m cubic meters/day 

Cement 25th 16.4 million metric tons/yr 

Coal (not in top 40) 53,000 tons 

Cotton 27th 235,000 

Timber (not in top 40) $333m (value) 

Ground nut 3rd 2.75m metric tons/yr 

Rice 18th 2.77m metric tons 

Lessons for Nigeria to Learn 

Solidifying its comparative advan-

tage in agricultural and mineral 

commodities could open the path 

for Nigeria towards a well diversified 

export portfolio. In the Indonesia ex-

ample, the government took con-

scious steps to help prop up its ex-

port base and incentivize export-

oriented firms. In Nigeria, the Nigeria 

Export-Import Bank is taxed with the 

responsibility of originating and exe-

cuting ideas which would help sup-

port the growth of non-oil exports. So 

far, although policies to enhance 

export trade have been explored, 

bureaucratic and financing bottle-

necks continue to limit the scope of 

its achievements. Hence increased 

subsidies for the government, moni-

toring and awareness have to be 

imbibed in order to reach the target 

niche, export-oriented firms.  

In the policymaking field, there have 

to be more calls for investment in-

ducing polices that will encourage 

both foreign and domestic invest-

ment in the export sector. In Indo-

nesia, there was a wide spec-

trum of deregulation with the pur-

pose of fostering investment. In Sin-

gapore, a nation with no oil reserves, 

private investment was the reason 

for its ranking as one of the biggest 

oil refining hubs in the world, increas-

ing its export of refined oil products. 

One of the restraints to private in-

vestment is excessive and undue 

government influence. Regulation is 

a concept conceived from the idea 

that the consumer/public’s interest is 

at risk when asymmetric information 

exists in the market, which is the 

case in every market and economy. 

However, when policies become 

extraneous, the public actually loses 

as investment is curtailed.  

Outlook 

The increased pressure from the 

global oil market and the fragility 

that ensues in the domestic market 

will enact accelerated focus and 

activity in adjusting the country’s 

revenue profile. The question pre-

sents itself in how quick policymakers 

will adjust policy to encapsulate the 

reality of the impending obsoles-

cence of oil. At the moment, given 

the position of the economy on the 

business cycle, it could be argued 

that the likelihood of policy shifts 

might be at an opportunity cost to 

more pressing government obliga-

tions. The detrimental effects of fold-

ing arms and banking on oil to steer 

the economic course of this country 

are vast. Nigeria is very much sus-

ceptible to global risks and more 

than ever, it lacks certain facilities to 

restore the economy in the event of 

another global crisis. Therefore to 

avoid a total economic catastro-

phe, economically and politically, it 

needs to begin the process of hedg-

ing the country’s well being against 

risk and uncertainty. 
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WHY does unemployment exist? If 

there is a central question in macro-

economics, this is it. There are few 

bigger wastes than the loss to idle-

ness of hours, days and years by 

people who would rather be work-

ing. Unemployment can ruin lives, 

sink budgets and topple govern-

ments. Yet policymakers do not 

wage all-out war on joblessness. 

Most, like the Federal Reserve, Amer-

ica’s central bank, target what is 

known as unemployment’s “natural” 

rate, at which inflation is stable. 

The importance of this concept is 

hard to overstate. The Fed’s argu-

ment for its recent interest-rate rises, 

for example, hinges on stopping un-

employment from falling too far be-

neath the natural rate. Yet the natu-

ral rate is in many respects an article 

of faith, always sought but never 

seen. Where does it come from? 

There are several reasons why unem-

ployment cannot simply be eradi-

cated fully. It takes time for people 

to move from one job to another: 

this is said to cause “frictional” un-

employment. If people cannot find 

jobs because they have outdated 

skills—think hand weavers after the 

invention of the loom—they might 

become “structurally” unemployed. 

But it is the trade-off between unem-

ployment and inflation that most 

preoccupies central bankers. John 

Maynard Keynes, the great British 

economist, took a first step towards 

the natural-rate hypothesis when he 

focused minds on “involuntary” un-

employment. In his book “The Gen-

eral Theory”, published in 1936 in the 

aftermath of the Depression, Keynes 

noted that many people could not 

find jobs at the going wage, even if 

they had comparable skills to those 

in work. Classical economics blamed 

artificially high wages, perhaps 

caused by trade unions. But Keynes 

pointed to lackluster economy-wide 

spending. Even if wages fell, he rea-

soned, workers would have less to 

spend, making the demand defi-

ciency worse. The answer, he 

thought, was for governments to 

manage aggregate demand in or-

der to keep employment “full”. 

Keynes was not the father of all that 

is now thought of as “Keynesian”. 

Inflation, for instance, barely entered 

his analysis of unemployment. But by 

the late 1960s Keynesianism had be-

come associated with the idea that 

when managing aggregate de-

mand, policymakers are not just 

choosing a rate of unemployment. 

They are simultaneously choosing 

how fast prices rise. 

The relationship between inflation 

and unemployment was first studied 

Global Perspective: Culled from the Economist 

The Natural Rate Of Unemployment 

Policymakers have spent half a century in search of the natural rate 

of unemployment. The fifth in our series 

https://www.economist.com/news/economics-brief/21727050-poli…nt-half-century-search-natural-rate-unemployment?frsc=dg%7Ce 

 

https://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=imgres&cd=&cad=rja&uact=8&ved=0ahUKEwi1-aGrpf_VAhWipYMKHU_PBGEQjRwIBw&url=https%3A%2F%2Fgcn.com%2Farticles%2F2014%2F01%2F29%2Fstate-unemployment-systems.aspx&psig=AFQjCNG7EV8ONAij4pCgf3y_1qIwombo8w
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by Irving Fisher in 1926. But the 

“Phillips curve”, as it came to be 

known, owes its name to a study in 

1958 by William Phillips of the London 

School of Economics. In his study, 

Phillips traced the relationship be-

tween unemployment and wage 

growth in Britain over the course of 

almost a century. He found that from 

1861 to 1957 the relationship had 

been pretty stable: the lower the 

unemployment rate, the faster 

wages rose. This was remarkable, 

given the changes over that period 

in workers’ rights. In 1861 most work-

ers could not vote; by 1957 the post-

war Labour government had nation-

alised much of the economy. 

Paul Samuelson and Robert Solow, 

two other economic luminaries, sub-

sequently investigated the relation-

ship in America, and reported that 

there was no such stability there. The 

Phillips curve shifted around. But in 

any given era, Samuelson and Solow 

wrote, “wage rates do tend to rise 

when the labour 

market is tight, 

and the tighter 

the faster.” They 

described the 

relationship as a 

“menu”, encour-

aging the idea 

that the job of 

Keynesian policy-

makers was to 

pick a point on the curve that best 

aligned with their preferences. How 

low unemployment could fall, in 

other words, depended only on 

what level of inflation was tolerable 

(for rising wages would surely end up 

lifting prices, too). It is unclear 

whether policymakers actually 

thought of the relationship between 

inflation and unemployment as a 

menu. But the idea was prominent 

enough by the late 1960s to attract 

withering criticism. Its two main de-

tractors, Edmund Phelps and Milton 

Friedman, would each go on to win 

a Nobel prize. 

Suppose, Friedman reasoned, that a 

central bank prints money in an at-

tempt to push unemployment lower 

than the natural rate. A larger 

money supply would lead to more 

spending. Firms would respond to 

increased demand for their products 

by expanding production and rais-

ing prices, say by 5%. This inflation 

would catch workers by surprise. 

Their wages would be worth less 

than they bargained for when they 

had negotiated their contracts. La-

bour would, for a while, be artificially 

cheap, encouraging hiring. Unem-

ployment would fall below the natu-

ral rate. The central bank would 

achieve its goal. 

The next time pay was negotiated, 

however, workers would demand a 

5% raise to restore their standard of 

living. Neither firm nor worker has 

gained or lost negotiating power 

since the last time real wages were 

set, so the natural rate of unemploy-

ment would reassert itself as firms 

shed staff to pay for the raise. To get 

unemployment back down again, 

the central bank could embark on 

another round of easing. But workers 

can be fooled only for so long. They 

would come to expect 5% inflation, 

and would insist on commensurately 

higher wages in advance, rather 

than playing catch-up with the cen-

tral bank. Without an inflation sur-

prise, there would be no period of 

unexpectedly cheap labor. So un-

employment would not fall. The im-

plication? For a central bank to 

keep unemployment below the 

natural rate, it must keep outdoing 

itself, delivering inflation surprise after 

inflation surprise. Hence, Friedman 

reasoned, Keynesians were wrong to 

pin a low rate of unemployment to a 

Mr Phelps began writing 

groundbreaking models of 

the labour market in 1966. A 

year later, Friedman gave 

what became the 

canonical criticism of the 

old way of thinking in an 

address to the American 

Economics Association. In it, 

he argued that, far from 

there being a menu of 

options for policymakers to 

pick from, one rate of 

unemployment—a natural 

rate—would eventually 

prevail. 



 21 

 

given, high rate of inflation. To sus-

tain unemployment even a little be-

low the natural rate, inflation would 

need to accelerate year in, year 

out. Fried-

man’s and 

Phelps’s natu-

ral rate be-

came known 

as the “non-

accelerating 

inflation rate 

of unemploy-

ment” 

(NAIRU). 

No society 

could tolerate 

endlessly rising, 

or falling, infla-

tion. Phillips 

had observed 

a correlation 

in the data, but it was not one that 

policymakers could exploit in the 

long run. “There is always a tempo-

rary trade-off between inflation and 

unemployment,” Friedman said. 

“There is no permanent trade-off.” 

Nearly 50 years on, that remains the 

premise on which rich-world central 

banks operate. When officials talk 

about the Phillips curve, they mean 

Friedman’s temporary trade-off. In 

the long run, they believe, unem-

ployment will come to rest at the 

natural rate. 

The idea has such influence partly 

because Friedman’s and Phelps’s 

contributions were so well timed. 

Before 1968, America had had two 

years with unemployment below 4% 

and inflation below 3%. But when 

Friedman spoke, prices were indeed 

accelerating; inflation rose to 4.2% in 

1968. The next year it hit 5.4% even 

as unemployment changed little. 

The “stagflation” of the 1970s killed 

off the idea of a stable Phillips curve. 

Successive shocks to oil prices, in 

1973 and 1979, sent both inflation 

and unemployment surging. In 1975 

both were above 8%; in 1980 infla-

tion hit 13.5% even as unemploy-

ment exceeded 7%. The idea of the 

NAIRU looked a little shaky, too; infla-

tion was meant to fall so long as un-

employment was too high. But Fried-

man’s followers could argue that 

bad supply-side policies, in conjunc-

tion with the oil-price shocks, had 

pushed the NAIRU up. 

Around the same time, however, the 

concept of the NAIRU came under 

attack from theorists. It was built, in 

part, on the idea that inflation ex-

pectations are “adaptive”: to pre-

dict inflation, firms and workers look 

at its current value. But the doctrine 

of “rational expectations” decreed 

that firms and consumers would, to 

the 

greatest 

extent 

possible, 

antici-

pate 

policy-

makers’ 

actions. 

When-

ever the 

public 

sus-

pected 

that 

central 

bankers 

would 

try to push employment below the 

natural rate, inflation would rise im-

mediately. On the other hand, a 

credible promise not to seek any 

unsustainable jobs booms should 

keep inflation under control, simply 

by “anchoring” expectations. 

That proposition was put to the test 

after Paul Volcker became Fed 

chairman in 1979. Mr. Volcker was 

set on getting inflation down. As it 

turned out, he would need to prove 

his mettle. His tight monetary poli-

cies—the federal funds rate reached 

almost 20% in 1981—contributed to a 

double-dip recession, which pushed 

unemployment above 10%. It got 

the job done; inflation tumbled. 

Since Mr. Volcker’s time at the Fed, it 

has rarely exceeded 5%. 
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Yet the experience of the 1980s 

would not be repeated. In the dec-

ades that followed, central banks 

committed to inflation targets. As 

they gained credibility, the tradeoff 

between inflation and unemploy-

ment weakened. Economists wrote 

“New Keynesian” models incorporat-

ing rational expectations. By the 

mid-2000s some of these models 

showed a “divine coincidence”: tar-

geting the best possible path for in-

flation, after an economic shock, 

would also result in the best possible 

path for unemployment.  

Few economists think the di-

vine coincidence holds in 

practice. New Keynesian mod-

els usually struggle to explain 

reality unless they are tweaked 

to incorporate, for example, at 

least some people with adap-

tive expectations. A cursory 

examination of the data sug-

gests expectations follow infla-

tion (they sank, for instance, 

after oil prices fell in late2014). 

       Odd jobs Inflation has behaved 

strangely over the past decade. The 

recession that followed the 

financial crisis of 2007-08 sent 

American unemployment 

soaring to 10%. But under-

lying inflation fell below 

1% only briefly—nothing 

like the fall that models 

predicted. Because the 

only way economists can 

estimate the natural rate 

is by watching how infla-

tion and unemployment 

move in reality, they as-

sumed that the natural 

rate had risen (an esti-

mate in 2013 by Robert Gordon, of 

Northwestern University, put it at 

6.5%). Yet as labour markets have 

tightened—unemployment was 4.3% 

in July—inflation has remained quies-

cent. Estimates of the natural rate 

have been revised back down. 

Such volatility in estimates of the 

natural rate limits its usefulness to 

policymakers. Some argue that the 

wrong data are being used, be-

cause the unemployment rate ex-

cludes those who have stopped 

looking for work. Others say that the 

short-term Phillips curve has flattened 

as inflation expectations have be-

come ever more firmly anchored. 

The question is: how long will they 

remain so? So long as low unemploy-

ment fails to generate enough infla-

tion, central banks will face pressure 

to keep applying stimulus. Their offi-

cials worry that if inflation suddenly 

surges, they might lose their hard-

won credibility and end up back in 

1980, having to create a recession to 

get inflation back down again.  

This recent experience has led some 

to doubt the very existence of the 

natural rate of unemployment. But 

to reject the natural rate entirely, 

you would need to believe one of 

two things. Either central banks can-

not influence the rate of unemploy-

ment even in the short term, or they 

can peg unemployment as low as 

they like—zero, even—without spark-

ing inflation. Neither claim is credi-

ble. The natural rate of unemploy-

ment surely exists. Whether it 

is knowable is another mat-

ter.  

 

 

T 
o this day, some economists 

point to the Volcker 

recessions as proof that 

inflation expectations are adaptive. 

The public did not believe inflation 

would fall just because the Fed said it 

would. America had to suffer high 

unemployment to bring inflation 

down. Policymakers had to grapple 

with a short-term Phillips curve after 

all, as Friedman and Phelps had 

argued. 
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Nigeria has one of the world's most complex foreign-

exchange systems, with at least five exchange rates si-

multaneously available until recently. Reforming the sys-

tem to establishing a coherent and unified foreign-

exchange market that can gain the confidence of its 

users is one of the biggest challenges facing the admini-

stration of the president, Muhammadu Buhari. But his 

government, like all previous Nigerian governments, ap-

pears set on maintaining the myth of a strong naira and 

the belief that the state needs to subsidise and channel 

scarce resources to certain sectors of the economy and 

society. 

After ostensibly floating the naira and ending a 16-

month-long dollar peg in June 2016, which caused the 

local currency to immediately plummet from N197:US$1 

to N282:US$1, the Central Bank of Nigeria (CBN) soon 

reverted to its old habit of endeavouring to manage the 

market, resulting in the re-emergence of multiple ex-

change rates. The regulator has since introduced new 

windows for foreign-exchange transactions, including for 

small and medium-sized enterprises and personal and 

business travel allowances. This has further fragmented 

the market. The authorities have also continued to pro-

hibit importers of 41 categories of goods and services 

from accessing the country's foreign-exchange markets, 

a policy introduced in June 2015 in an effort to suppress 

demand for hard currencies. 

 

Devaluation by stealth 

In April, faced with persistent shortages of foreign ex-

change in the country, partly due to the drop in the na-

tion's oil revenue but also the reluctance of investors to 

bring money into the country, the CBN opened a special 

Investors' & Exporters' (I&E) foreign-exchange window 

where investors and exporters trade currencies at mar-

ket determined rates. These rates, known as the Nigerian 

Autonomous Foreign Exchange Rate Fixing (Nafex), 

started at N372.89:US$1 when the window was launched 

and was around N362:US$1 at the end of August, com-

pared with an official rate of N305:US$1. The opening of 

the I&E window therefore amounts to a partial and unof-

ficial devaluation of the naira. This devaluation by 

stealth has allowed the government and the CBN to 

maintain the illusion that the country has a stable and 

relatively strong official exchange rate, enabling them 

to continue channelling cheap dollars to selected users. 

Following the introduction of the I&E window the nation's 

private banks began quietly trading with each other 

based on the Nafex rates rather than the official rates. In 

early August the FMDQ OTC Securities Exchange, a La-

gos-based trading platform, asked banks to start quot-

ing Nafex rates, in effect merging that I&E window with 

Global Perspective: Culled from the Economist 

Nigeria’s Foreign Exchange Dilemma 

The regulator has since introduced new windows for foreign-exchange 

transactions, including for small and medium-sized enterprises and 

personal and business travel allowances  
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the main interbank one and aligning them with the par-

allel market. With the dollar now being sold between 

banks, at the I&E window and bureaux de change and 

on the black market at around market rates, it is proba-

bly the case that most business-related foreign-

exchange transactions in the country are now being 

conducted at market rates. The official rate is primarily 

used for government transactions, to dispense cheap 

dollars to some privileged buyers and as an administra-

tive tool. 

 

A single rate is unlikely 

By allowing banks to align their rates with market rates 

the government appears to be moving closer to a single 

rate for the naira, but a number of factors make it 

unlikely that the government will completely scrap its 

official exchange rates. There are implications to liberali-

sation that would be politically and economically objec-

tionable to the government and members of the na-

tion's broader political elites. 

A multiple exchange-rate system allows the government 

to subsidise certain sectors of the economy that it re-

gards as important to support for economic or political 

reasons. For instance, by selling hard currencies to petro-

leum products importers at official rates, the govern-

ment is indirectly subsidising fuel prices, despite its claim 

that subsidy payments have ended. If fuel importers 

were to buy foreign exchange at market rates to pay for 

products they would have to either increase pump 

prices above current regulated prices or incur significant 

losses. Petrol pricing is a politically sensitive issue in Nige-

ria where price hikes have tended to trigger national 

protests. 

 

Many Nigerian politicians view the ability of the govern-

ment to set exchange rates as a necessary mechanism 

of social intervention by the state. For example, on 

July 20th the Senate (the upper house) recommended 

that the CBN enable Muslim and Christian pilgrims travel-

ling to their respective holy lands to buy dollars at a con-

cessionary rate of N200:US$1, which is well below the 

already generous CBN rate. 

 

A shrinking economy 

A major devaluation of the official naira rate would also 

have an impact on the calculation of Nigeria's GDP, di-

minishing its standing in global economic rankings. For 

example, if The Economist Intelligence Unit's projection 

of Nigeria's 2017 GDP at current prices, currently 

N119.3trn, were to be converted to dollars at a market 

rate of N360:US$1, the size of the economy would be 

US$331.4bn, instead of US$391.1bn using an official rate 

of N305:US$1. The revised figure would put Nigeria back 

behind South Africa as the continent's largest economy 

and further dent the long-held official ambition that Ni-

geria become one of the world's 20 largest economies 

by 2020. It would also show that Nigeria's share of the 

world's GDP is less than estimated using the official rate. 

A more important consideration is that an adjusted GDP 

figure would result in a drop of around 15% in the coun-

try's income per head, indicating that poverty is more 

widespread than the current GDP statistics indicate. 

 

The myth of strong currency 

Nigerian politicians have long seen a strong national 

currency as an indication of economic virility, whereas 

weakness is seen as a symptom of political failure. This 

view stems at least partly from a mercantilist perspec-
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tive, in which currency weakness is regarded as evi-

dence of overconsumption of foreign goods and under 

consumption of locally produced products. Nigeria's 

president has long been a staunch opponent of de-

valuation and a proponent of economic nationalism. In 

his first stint in power as a military ruler in the 1980s, 

Mr Buhari severed ties with the IMF rather than accept 

the Fund's call on his government to devalue the naira. 

The current CBN governor, Godwin Emefiele, is of a simi-

lar mindset to the president. Mr Emefiele has repeatedly 

mourned what he sees as Nigeria's overdependence on 

imported goods, especially foodstuffs, and urged Nigeri-

ans to look inwards and stop importing stuff they can 

produce locally. 

Having gone through many ostensibly market-oriented 

adjustments to its foreign-exchange system since the 

mid-1980s but always ending up with multiple exchange 

rates, it is evident that a lasting reform of the system 

would require fundamental change in the mindset of 

Nigeria's rulers and the way policymakers view the role 

of the state in the economy. This seems unlikely in the 

medium term. 
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The purchasing managers’ index increased marginally in 

the month of August to 58.5 from 56.3 in July according 

to FBN Quest. This was due to increased fx intervention by 

the CBN, improved access to fx and improved utilization 

of local substitutes (particularly in the foods and bever-

age segment). This impacted positively on the manufac-

turing sector. However, the CBN PMI recorded a decline 

to 53.6 from 54.1.  One of which is the high cost of fund-

ing interest payments. Nonetheless August’s PMI numbers 

highlight a positive step in the path towards economic 

recovery.    

 

 

 

 

 

 

Outlook   

The manufacturing sector is expected to remain in posi-

tive territory as macro-economic fundamentals improve.  

POWER SECTOR 

Average power output from the national grid was 

3403.75MWh/h in the period 16th – 31st August, 3.3% 

higher than 3,295MWh/h recorded in the first half of the 

month. In spite of this improvement in on-grid power sup-

ply, high frequency constraints and gas constraints in key 

stations such as Omotosho II, Trans Amadi and Geregu II 

are capping further output improvements. 

 

 

 

Outlook  

The august break in the second half of the month has led 

to lower rainfall and as such reduced capacity for hy-

droelectric generation. As we enter the final month of 

the raining season, we expect increased hydroelectric 

generation.  

MONEY MARKET  

The money market remained illiquid in the second half of 

August. The average opening position of banks in the 

second half of august was N125.49bn short (August 16-

31) compared to the first half’s average of N88.86bn 

short.  The decline in market liquidity was as a result of 

increased CBN interventions in the form of OMO auc-

tions, and funding for dollar positions. 

Average NIBOR (OBB, O/N and 30-day) was 21.69% pa 

within the review period, relative to 33.79% in the first half 

of the month. The OBB and O/N rates spiked to as high as 

91.67% pa and 96% pa respectively as at the 23rd of Au-

gust. These rates closed August at 7.33% pa and 8.42% 

pa respectively. 

In the Primary market, average yields on Treasury Bills 

ranged between 13.8% - 18.99% for the 91 to 182- day 

bills. Lending rates have remained flat at an average of 

25%.   

PURCHASING MANAGERS INDEX (PMI) 

MACROECONOMIC INDICATORS  

12   FBN, CBN, FDC Think Tank 
13 Nigerian Electricity Supply Industry 
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Outlook   

Liquidity in the market is likely to recover in the coming 

months following further disbursement of budgetary funds 

as well as the inflow of cash from matured OMO obliga-

tions. Hence, short term interbank rates are expected to 

taper.   

FOREX MARKET  

Exchange Rate  

At the parallel market, the exchange rate closed at 

N365/$, compared to N370/$ at the end of the first half of 

August. The naira had been trading above N368 in the 

review period, depreciating to N370 as a result of in-

creased forex demand from Hajj, tuition fees and summer 

obligations. The IEFX window also recorded a miniscule 

appreciation of 0.75% to close at N359.67/$. Average 

Turnover in the IFEX window was $168.78mn in the latter 

part of the month. In the interbank market, there was a 

slight depreciation of 0.07% to close at N306.35/$ in  

the same review period. The spread between the parallel 

and interbank market rates narrowed to N59 as at 31st of 

August, relative to N63.85 at the end of the first half of the 

month. CBN intervention in the market totalled $754mn in 

the month of August ending August 21st.  

Outlook   

We expect the pressure on the exchange rate to dissi-

pate post hajj pilgrimage and end of summer. Nonethe-

less, the naira is likely to revert to the range of N365- 

N370/$ in the short term. 

External Reserves   

As pictorially illustrated, the pace of accretion in the 

gross external reserves level has remained aggressive, 

albeit some slight deviations from the trend. This is likely 

attributable to oil price movements in the global market. 

Also, there is a noticeable ramp up in Nigeria’s oil pro-

duction. As at 29th of August, the external reserves level 

was at $31.81bn, 0.92% higher than its value at the end of 

the first half of the month. The gross external reserves im-

port and payment cover is now at 8.81 months, com-

pared to 6.87 months at the end of the first half of August.  

Outlook  

The accretion in the reserves level is dependent on both 

domestic (peace in the Niger Delta, thus relatively stable 

oil output) and external factors (oil prices in the global 

market). If this continues we might experience a slow-

down in the pace of accretion.  

 

 

14  CBN, FMDQ OTC, FDC Think Tank 
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COMMODITIES MARKET - EXPORTS  

Oil Prices  

Brent crude has traded relatively bullish in the second 

half of August closing the 29th at $52.1pb. This is relatively 

higher than the closing value of $50.8pb at the end of 

the first half of August. This improvement is good news 

especially for countries such as Nigeria, whose main 

revenue source is from oil. In the case of Nigeria, the bull-

ish price provides a revenue headroom of $7.60pb 

(Nigeria’s budget benchmark is $44.50pb). In the US, de-

clining drilling activity evidenced by a reduction in oil rigs 

is aiding the bullish note in the market (down 5 to 763 rigs 

in the week ending 20th August). Weather conditions in 

the US has also factored into the bullish sentiment in the 

market. The impact of tropical storm Harvey in Texas has 

led to the shutdown of refineries in the Gulf of Mexico. 

The net effect is expected to be negative for oil con-

sumption and could threaten a rise in inventory. 

The magnitude of refinery shutdowns, especially if refin-

ery restarts take longer than production restarts, means 

that the potential for a Q4 crude oil inventory bulge is 

increased. This will have a dampening impact on oil 

prices, a risk to oil dependent economies such as Nige-

ria. It could also trigger a more aggressive approach to  

stabilize prices by OPEC ( i.e. include the likes of Nigeria 

in the output cuts). 

 

 

 

 

Outlook   

Oil prices are likely to trade bullish for the remainder of 

the tropical storm. However, the oversupply in the oil 

market will dampen price gains and keep Brent crude 

trading within the range of $51-$2pb.  

 

Oil Production  

Production recovered in July to 1.75mbpd, 0.4% higher 

than the previous level in June. This was expected follow-

ing increased activity in Forcados and Bonga oil fields. It 

is anticipated however, that further increases in the pro-

duction will be capped around 1.8mbpd. This is due to 

the commitment made by the Minister of State for Petro-

leum, Mr. Ibe Kachikwu, to adhere to quotas imposed by 

OPEC upon the rise of Nigeria’s production level.  

Outlook 

Oil production is expected to increase further in August, 

albeit marginally. There is a strong likelihood that the 

OPEC might impose quotas on Nigeria if its production 

levels continue to soar.  

Natural Gas  

In the second half of August, gas prices reached an av-

erage of $2.9242/MMBtu, 2.12% higher than the average 

of $2.8635/MMbtu in the first half of August. The relatively 

bullish sentiment in the oil market as a result of the tropi-

cal storm Harvey is reinforcing marginal gains for gas.  

Outlook 

Gas prices will move in tandem with weather develop-

ments in the US and the reopening of the golf coast refin-

eries. Hence, we expect to see an uptick in price.   

 

17 

18 

19 

17  Bloomberg, FDC Think Tank 
18  OPEC, FDC Think Tank 

19  Bloomberg, FDC Think Tank 
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Cocoa 

Cocoa prices averaged $1,896/mt in the period August 

16th – 28th, 5.25% lower relative to $2,001/mt in the first half 

of August. The bearish sentiment is predominantly driven 

by the oversupply of the commodity in the market. Al-

though there were bouts of a price rally during the pe-

riod because of technical buying, the commodity ulti-

mately underperformed in the second half of August.  

Outlook 

The cocoa glut will be the underlining factor in the con-

sideration of cocoa investors. However, price gains are 

likely to occur in the event that the US dollar continues to 

depreciate in value.  

IMPORTS  

Wheat 

Wheat prices averaged $4.35/bushel in the period 16th – 

29th August. This is 6.65% lower than the average of $4.66/

bushel in the first half of August. The relatively bearish 

sentiment in the market was as a result of dampening 

demand for US wheat crop. Strong rains in Europe also 

reinforced the negative note in the market as this served 

to increase supply expectations.       

Corn 

Corn prices also underperformed in the second half of 

August relative to its price performance in the first half. 

Corn averaged $3.59/bushel in the period 16th – 29th Au-

gust, 5.02% lower than its average of $3.78/bushel in the 

prior period. Corn futures are currently trading higher at 

$3.82/bushel (June 20).  This decline occurs in spite of the 

USDA report that only 62% of corn crop was in good to 

excellent condition. This is likely attributable to weak in-

vestor confidence in production level which was ex-

pected to be much lower than it currently is. 

Outlook 

As US corn crop concerns fade, it is anticipated that the 

bearish sentiment in the market for grains will persist in the 

short run. 

Sugar  

Sugar prices averaged $0.1363/pound in the period 16th 

– 28th August, 1.65% lower than the average of $0.1386/

pound in the first half of August.  Sugar remains a target 

of investor dissatisfaction about the  state of glut in the 

market.  

Outlook 

The outlook for sugar prices is weak as the market contin-

ues to suffer from high sugar supply at the detriment of 

prices.   

20 

21 

22 
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Following six consecutive week-on-week positive per-

formances, the Nigerian equities market retracted from 

its bullish streak on the back of profit taking from value 

stocks that have appreciated. 

Prior to the price correction that is currently taking 

place, the stock market rally was driven by the im-

proved performance in the economy. Towards the end 

of Q2 into Q3’17, there has been a noticeable recovery 

in key macroeconomic indicators and a boost in inves-

tor sentiment. These were driven by the implementation 

of policy reforms such as the creation of the IEFX win-

dow, which has recorded a YTD turnover of $9.6bn (as 

at August 30th), increased dollar liquidity and ex-

change rate gains. Also the headline inflation has main-

tained a downward trend. In spite of high borrowing 

costs, most corporates were able to post positive results 

in H1. Hence, one can comfortably deduce that the 

improved economic performance played a significant 

role in the stock market rally. 

     Market Activity 

The market declined by 1.31% during the review period 

(August 15th to August 30th) to close at 35,629.13 

(August 30th) from the 36,102.38 points recorded on 

August 15th. The YTD return on the index declined to 

32.58% while market capitalization closed at N12.79trn 

after it lost N510bn during the review period. The market 

is currently trading at a price to earnings ratio of 13.35x 

from 13.95x in mid-August. Daily changes, representing 

volatility on the ASI, ranged between -1.1% and 0.65% 

during the review period.  

In spite of the sell pressures on banking stocks, the sec-

tor led the sectoral chart with the most return, up 1.71% 

in the review period. The sector’s return was mostly 

driven by the performance of Tier 1 banks: ZENITH, AC-

CESS, UBA and GTBANK which returned 5.41%, 5.38%, 

2.85% and 1.98% respectively.  

The Oil & Gas sector declined by 1.19% in the second 

half of the month. The sector’s performance was 

weighed down by CONOIL (18.26%) and MOBIL 

(26.64%). The downstream Oil & Gas sector remains 

constrained by several challenges including inappropri-

ate product pricing, logistics and macroeconomic 

challenges. Moreover, a continued decline in interna-

tional crude oil prices may dampen investor sentiment 

in the short term.  

Consumer goods index lost the most by declining 3.9%, 

partly driven by a heavyweight company’s (GUINNESS 

NIGERIA) plan to raise capital through a rights issue. The 

biggest constituents of the index, GUINNESS NIGERIA, 

UNILEVER, FLOURMILL, 7-UP, and NIGERIAN BREWERIES 

reported a decline of -16.08%, -10.49%, -7.41%, -5.14% 

and -4.18% respectively. The sector is largely impacted 

by exchange rate volatility and the high interest rate 

environment.  

 

 

 

 

Widespread profit taking from the recent rally saw the NSEASI lose 1.31% to close at 35,629.13 points 

in the review period. The YTD return on the index declined to 32.58%, while market capitalization 

closed at N12.79trn. Market PE ratio stood at 13.35x compared with 13.95x in mid-August. 

STOCK MARKET UPDATE  

23  NSE, FDC Think Tank 
24 NSE, FDC Think Tank  
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The best performing stocks were CAVERTON OFFSHORE SUP-

PORT GROUP 15%, NATIONAL SALT CO. 11.21%, LIVESTOCK 

FEEDS PLC. 10.59%, DANGOTE SUGAR REFINERY 9.71% and C 

& I LEASING PLC. 9.28%. 

Top price losers were MOBIL (-26.64%), CONOIL (-18.26%), 

GUINNESS NIGERIA (-14.36%), UNILEVER NIGERIA (-12.34%) 

and SKYE BANK (-11.59%).  

 

     Outlook 

We expect to see more positive trading days in the month 

of September. Improving macroeconomic fundamentals, 

and transparency in the forex market are expected to sus-

tain the Foreign Portfolio Inflows (FPI) recorded in the last 

three months. Profit taking by speculators may however 

dampen the bullish performance.  

COMPANY 29-Aug 15-Aug % Change

CAVERTON OFFSHORE SUPPORT GROUP 1.15 1.00 15.00%

NATIONAL SALT CO. NIG. PLC 13.00 11.69 11.21%

LIVESTOCK FEEDS PLC. 0.94 0.85 10.59%

DANGOTE SUGAR REFINERY PLC 13.90 12.67 9.71%

C & I LEASING PLC. 1.06 0.97 9.28%

TOP 5 GAINERS (N)

COMPANY 29-Aug 15-Aug % Change

MOBIL OIL NIG PLC. 173.79 236.90 -26.64%

CONOIL PLC 27.70 33.89 -18.26%

GUINNESS NIG PLC 76.98 89.89 -14.36%

UNILEVER NIGERIA PLC. 40.00 45.63 -12.34%

SKYE BANK PLC 0.61 0.69 -11.59%

TOP 5 LOSERS (N)
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ANALYST’S NOTE 

The Nigerian food industry will continue to face challenges due to 

weak consumer demand despite an improving economy. Consumer 

spending growth has been dampened by accelerating food prices 

and weak labor market dynamics. Moreover, the current currency 

movements in Nigeria and high inflation rates (food inflation is cur-

rently at a record high of 20.28% in July 2017) have adversely affected 

the sector. There will be cautious spending and consumption will be 

largely determined by price and income levels. Food sales are ex-

pected to contract by 15.3% and top line food consumption is ex-

pected to contract in 2017. Sugar consumption is similarly affected. 

 According to the Global Agriculture Information Network (GAIN), Ni-

geria’s per capita sugar consumption was 9.7kg in 2016, three times 

lower than the global average of 30kg. However, consumption pat-

terns will continue to move towards subsistence-based spending re-

sulting in basic food supplies outperforming the market. Dangote 

Sugar recorded a 68% increase in its top-line earnings and a 131.7% 

increase in its bottom-line earnings, despite prevailing economic con-

ditions; this was due to an increase in its price of sugar. Dangote 

Sugar’s capacity expansion plans will make the company grow fur-

ther. Our Dangote Sugar valuation is derived using intrinsic valuation 

and its share price is currently undervalued. Accordingly, we place a 

BUY rating on Dangote Sugar. 

Earnings growth driven by increased sale prices 

Dangote Sugar posted solid sales of N118.7bn in H1’17 which grew by 

circa 68.4% from N70.5bn. This shows the company’s resilience in a 

period of slowing growth and weak economic fundamentals. The 

growth was driven mainly by a steep hike in average prices, which 

compensated for the relatively lower sales volume (fell by 17.1% to 

360,416tons) and the decrease in production volume by 11.7% to 

367,519tons. Despite consumer down-trading to cheaper alternatives 

and the subsequent fall in sales volumes, we expect revenue to main-

tain an upward trend supported by higher prices. 

 

 

 

 

 

CORPORATE FOCUS -  DANGOTE SUGAR 

Sector: Food, Beverage and 

Tobacco 

Ticker Symbols: 

NSE:DANGSUGAR   

BLOOMBERG: 

DANGSUGAR  :NL      

REUTERS: DANGSUG:LG      

FT: DANGSUGAR:LAG   

Shares Outstanding: 12bn  

TP Upside: 49.8%  

Target Price: N20.82 

Market Cap: N156bn      

Price: N13.9            

Analyst Recommendation: BUY 

Recommendation period :365 

days 
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Price hike outweighs rising cost 

Over H1’17, Dangote Sugar faced great pressures due to rising input costs as the depreciation of the naira amidst 

bullish raw sugar prices drove an increase in the cost of raw materials. The significant fall in oil prices, which re-

sulted in the lack of availability of the dollar, has made the importation of its necessary raw material relatively ex-

pensive. With the rising cost pressures, Dangote Sugar hiked refined sugar prices by 103.7% to an average of 

N16,168/50kg bag. Although volume growth fell in the first half of the year by 17.1%, the company recorded top 

line growth of approximately N1,119bn.  

INDUSTRY AND COMPANY OVERVIEW 

Nigeria produces only about 3% (15,000MT) of local demand (1.49mnMT)25 and the Nigerian sugar industry’s drive 

towards self-sufficiency in the production of raw sugar makes the industry attractive. The government has therefore 

put few incentives in place to drive growth and attract investors. These include: a Backward Integration Plan (BIP) 

to promote the sourcing of raw materials in-house and stop the importation of raw sugar by 2020; a 0% duty on the 

importation of sugar machinery; a 5-year tax holiday for companies operating along the sugarcane value chain; 

trust funds with the Bank of Industry and Bank of Agriculture for easy access to needed funds; and an out-grower 

program to encourage local farmers to grow sugar. Given the National Sugar Master Plan (NSMP) and government 

incentives, private companies, such as Dangote Sugar, plan to invest heavily in capacity expansion to boost sales, 

manage costs and grow existing market share to become a leading global force.  

The leading players are Dangote Sugar (a subsidiary of Dangote Industries Ltd), which controls 70% of the market in 

the sugar refining sub-sector of the Nigerian food and beverage industry, BUA Sugar Ltd and Golden Sugar Com-

pany (a subsidiary of Flour Mills). Dangote Sugar is the only quoted company on the Nigerian Stock Exchange (NSE). 

Other players include Honey Gold and Crystal Sugar Mills. 

Dangote Sugar commenced operations in March 2000 as a sugar refinery and was listed on the NSE in March 2007. 

With the acquisition of Savannah Sugar Company Ltd in 2003, it now has a combined sugar production capacity of 

1.49mn MT/annum. Dangote Sugar Refinery is the largest sugar refinery in Sub-Saharan Africa. It refines raw sugar 

into edible sugar and sells the refined product mainly to pharmaceuticals, food and beverage manufacturers, dis-

tributors and a small amount to retail customers. Dangote Sugar deals mainly in vitamin A fortified sugar and unforti-

fied industrial sugar. Savannah Sugar focuses on integrated sugar cane farming and sugar milling. 

Dangote Sugar’s financial results reflected its growth performance. Non-current assets had a Compound Annual 

Growth Rate (CAGR) of 14% between 2013 and 2016 and its net assets had a positive CAGR of 12%. Between 2015 

and 2016, its gross profit margin increased by 12% while its operating profit margin increased by 8%. Profit after tax 

(PAT) during financial year (FY) 2016 was up by 29% and the company experienced an overall revenue growth of 

68% for financial year (FY) 2016 due to its increase in sugar prices. The cost of sales as a percentage of revenue in-

creased by 8% for FY 2017 due to the rise in raw material and gas costs, while administrative expenses as a percent-

age of revenue fell significantly by 37% to 3%. However, the selling and distribution expenses, as a percentage of 

revenue, remained unchanged during the period. 

 

  

25  The Nigerian Sugar Development Council (NSDC) 
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Source: Dangote Sugar Annual Reports 
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Dangote Sugar’s growth over the years can be attributed to its strong do-

mestic presence. To further drive growth, it appointed experts with a wide 

range of experience both locally and internationally in the sugar industry. 

Alhaji Aliko Dangote is the Chairman of the Board of Directors. He holds a 

BSc. in Business Studies from the Al-Azahar University, Egypt. He is the founder 

and Chief Executive officer of the Dangote Group. He serves on various 

boards, foundations, institutes and committees of the Federal Government 

of Nigeria. 

Engr. Abdullahi Sule is the acting Group Managing Director/CEO. He has a 

BSc. in Mechanical Engineering and an MSc. in Industrial Technology from 

Indiana State University, USA. He has over 30 years extensive experience in 

the oil and gas sector, steel production, machine shop operations and the 

sugar industry in both the USA and Nigeria. He has also worked as the Man-

aging Director/CEO of African Petroleum Plc and Sadiq Petroleum Nigeria 

Limited. Other key members of the Dangote Sugar management team and 

long-time associates include Etim Bassey (Acting Chief Financial Officer), 

Ahmad Mohammad (Head of Sales, Lagos and West) and Abdulsalam 

Waya (Head of Sales, North). 

The management has put strategies in place to extend its presence across 

Africa and be a global force in sugar production. The management intends 

to work within Nigeria’s National Sugar Master Plan (NSMP) launched in 2013 

to end the importation of sugar. Dangote Sugar plans to invest N106bn over 

the next six years to complete the BIP. The company plans to increase sales 

by more than 1.5mnMT/annum by expanding its Savannah Sugar estate in 

Adamawa state, which already has an installed factory capacity of 

50,000tons. It signed a Memorandum of Understanding (MoU) worth $700mn 

with the Nasarawa State Government and will develop its new site – a 

60,000ha sugar plantation and two sugar factories – at Tunga, Nasarawa 

State. Dangote Sugar recently signed an MoU worth N166bn ($450mn) with 

the Niger State Government for the establishment of a fully integrated sugar 

complex. This will help in the production of raw sugar cane through an out-

grower scheme. The plan is expected to increase revenue, manage cost, 

grow market share, create a robust export market and achieve effective 

resource optimization. This will make Dangote Sugar the largest sugar pro-

ducer in West Africa and will enable the company maintain its market share 

as the leading sugar company.  

Dangote Sugar plans to finance these strategies from 20% of equities (by 

raising N21.2bn through equity injection from the stock market before the 

end of 2017) and is open to borrowing even though it presently has no 

debts. It is important to note that the BIP is expected to reduce costs for the 

company by sourcing for raw materials locally due to the consistent increase 

in raw sugar prices, the devaluation of the naira, and the difficulty in access-

ing foreign revenue. 

 

MANAGEMENT:  SKILLED MANAGEMENT SET TO TAKE ADVANTAGE OF GROWTH OPPORTUNITIES 

 

AG. Group Managing Director 

Abdullahi A. Sule 

 

ALH. Aliko Dangote, GCON 

Chairman (Non Executive) 
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 Better regional presence in Nigeria 

 Talented and well experienced management 

 Supportive government policies 

 

 

 Intense competition from other leading players 

such as BUA Sugar Ltd and Golden Sugar Com-

pany 

 Rising cost of raw materials 

 Persistent foreign exchange challenges 

 
THE BULL SAYS  

 

THE BEAR SAYS  

Risks and Outlook:  

Great prospects with risks beyond its control 

Dangote Sugar is exposed to financial risks such as mar-

ket risks (currency, price and interest rate risks), credit 

and liquidity risks amid persistent macroeconomic chal-

lenges. These threats could be an obstacle to achieving 

Dangote Sugar’s expansion plan, revenue and sales 

growth, managed cost, resource optimization and in-

creased market share. The company, through the cen-

tral treasury department currently, uses derivative finan-

cial instruments to hedge financial risks. 

Dangote Sugar imports most of its operating materials 

such as equipment and essential raw materials and 

trade receivables. Dangote Sugar is at risk of exposure to 

current currency movements. Further depreciation of the 

naira could lead to a further increase in finance costs 

and cost of sales. Sales would drop and earnings would 

be sticky downwards. The company believes its foreign 

exchange contracts can hedge its foreign exchange 

exposure.  

The poor road conditions in Nigeria and the unavailability 

of trucks, which delay the dispatch of products to cus-

tomers, have the potential to reduce production and 

pose a threat to the Group. It creates the potential for 

customers to move on to other products and can reduce 

Dangote’s sales volume. This consequently reduces its 

revenue in the near to medium term. 

BUA sugar Ltd and Golden Sugar company are aggres-

sively competing in the industry. BUA acquired Lafiagi 

Sugar Company and Golden Sugar established the Sunti 

Golden Sugar Estate to drive the country towards self-

sufficiency in sugar production. Golden Sugar currently 

has met one-third of the NSMP with its mill almost com-

pleted, while BUA is in the process of land preparation. 

Golden Sugar has 17,000ha and hopes to develop 

10,000ha of cane. Dangote Sugar is currently at logger-

heads with these companies as they have the potential 

to reduce its market share. 

25 
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APPENDIX - Valuation 

We derived our valuation for Dangote Sugar by using the Discounted Cash Flow (DCF) methodology. Our fair 

value estimate for Dangote Sugar stood at N20.82, which is a 52.8% upside on its current share price of N12.55 

as at August 17, 2017. The discount rate [weighted average cost of capital (WACC)] of 13.75% is derived using 

a 16.2% risk free rate [the yield for a 10-year Federal Government of Nigeria (FGN) bond maturing in March 

2027], a beta of 0.789326, an after-tax cost of debt of 15%, and a market risk premium of 6.4%. The calculated 

long-term cash flow growth rate to perpetuity is 5%. 

Considering Dangote Sugar’s latest financial results, expansion plans and prevailing macroeconomic condi-

tions, we foresee a three-year revenue compound annual growth rate of 11%. 

Important Notice 

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

tion 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 contained herein.  

© 2017. “This publication is for private circulation only.   Any other use or publication without the prior express consent of Financial Deriva-

tives Company Limited is prohibited.” 
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