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Is PMS Price Deregulation for 
Real or a Mirage? 

T he Federal Government recently announced a N5 reduction in the pump price 

of  fuel, effective December 14. This has raised eye brows on who controls the 

price of  petroleum products...the government, the market, or the unions? Is the market deregu-

lated or not? If  yes, why is there still government intervention especially at a time when Brent 

crude is in contango – a situation where the spot price is higher than the future price?   

The deregulation of  the downstream petroleum sector and the removal of  subsidies on refined 

products especially PMS has been a subject of  controversy in Nigeria for years. In Q1, the FG an-

nounced the approval of  the deregulation process and in April, the price of  PMS was allowed to 

slide in tandem with the fall in crude oil prices.  Brent crude averaged $26.63pb in April compared 

to $63.68pb recorded in January. Since then, marketers have begun pricing petroleum products to 

reflect global oil price trends, exchange rate and refining costs. The price of  PMS now varies both 

intra and interstate. 
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The possible decline in PMS price courtesy of  interventions by the Federal Government and unions 

could increase investor pessimism. This has serious implications for future investments in the petro-

leum industry as it signals that the market is not fully deregulated.  

In the near term, marketers would not be in a hurry to adjust their pumps and implement the down-

ward revision in petrol price. This is because prices are sticky downwards and marketers/distributors 

typically respond faster to a price increase than decrease. If  the government and unions insist on the 

change, there could be artificial scarcity of  petrol as marketers refute the decline (on the premise that 

global oil prices are increasing) and may decide to hoard the commodity. Brent is currently trading 

around $48-$49pb on covid-19 vaccine rollouts in the US and UK and a recovery in Asian fuel de-

mand. 

In addition, higher crude oil prices are positive for export earnings but could however mean another 

increase in the price of  petrol to N170-N180/litre. This coupled with the cost reflective electricity 

tariffs and low income levels could further erode consumer disposable income. 

Implications 

The negotiation with labor unions and stakeholders on price determination is not part of  a deregu-

lated market. The price needs to be a product of  crude petroleum price, exchange rate and refining 

costs.  
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CBN Rolls the Dice to 
Tackle Market Liquidity 

and Dollar Dearth  

T he CBN has issued series of  circulars from special bills to new regulations for 

Diaspora remittances. These new policies triggered a quick appreciation of  the 

naira from N500/$ to N470/$ at the parallel market on December 3. The naira 

had lost over 30% YTD due to limited forex inflows and heightened forex demand. 

Regulations for Diaspora Remittances: The CBN through a circular released on Decem-

ber 2 announced that beneficiaries of  Diaspora remittances can now receive funds in foreign cur-

rency or directly into their domiciliary accounts. The aim was to boost and facilitate the efficient 

flow of  remittances into the country from Nigerians in Diaspora. According to the CBN gover-

nor, these amendments are a result of  an internal review of  the operations of  International 

Money Transfer Operators (IMTO) in the country (Western Union, MoneyGram and RIA Money 

Transfer) and the potential impact of  improved inflows on the economy. Remittance inflows into 

Nigeria fell by about 40% in Q2’20 partly due to restrictions on the use of  dollars by beneficiaries 

and the widening gap between the parallel market and official rates. 

Analysis 

This decision by the CBN will encourage remittance inflows through official channels and possi-

bly reduce forex smuggling and arbitrage practices in the country significantly. In addition, some 

analysts describe it as a game changer as it could help address the imploding problems of  forex 

scarcity and the widening balance of  trade deficit. In its latest foreign trade statistics report the 

NBS stated that the country’s trade deficit expanded by N2.39trn in Q3’20. 
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Implications 

A possible increase in forex supply will boost the CBN’s ability to support the currency and clear 

its forex demand backlog. The naira could appreciate against a basket of  other currencies, particu-

larly the US dollar. This coupled with the AfCFTA and possible reopening of  the land borders 

could reduce imported inflation significantly and further taper prices of  finished food imports/

commodity prices.  

CBN Special Bills: On the same day (December 2), the CBN issued another circular where it 

introduced special bills as an additional tool for liquidity management and also to deepen the fi-

nancial markets.  

The features of  the CBN Special Bills are as follows: 

1.  Tenor of  90 days; 

2.  Zero coupon, applicable yield at issuance will be determined by the CBN; 

3. The instrument will be tradable amongst banks, retail and institutional investors; 

4. The instrument shall not be accepted for repurchase agreement transactions with the CBN and 

shall not be discountable at the CBN window; and 

5. The instrument will qualify as liquid assets in the computation of  liquidity ratio for deposit 

money banks. 

Analysis 

This means that the excess cash reserve requirements of  banks will be refunded through a 90-day 

instrument to be priced as a zero coupon bill and the yield will be determined by the CBN. Banks 

can trade the bills, which also qualifies as liquid assets on their balance sheets. The aim is to allow 

banks exchange cash for an interest bearing instrument and also reduce the negative effect on 

their earnings. 

Implication 

This could increase interbank borrowing as banks scramble for cash to meet consumer demand. 

In addition, another instrument as a “replacement for cash” would help mop up market liquidity, 

which could be a signal that interest rates may start to increase. It could also taper inflationary 

pressures.  
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OPEC+ Agrees to Ramp up 
Crude Oil Production 

O 
n December 3, OPEC and its allies agreed to increase oil production by 

500,000mbpd for 3 months starting from January 2021. This was after a dispute 

between the three price leaders (Saudi Arabia, Russia & UAE) on whether to ease 

output cuts or not. The discord pushed oil prices to $47pb after recording a 9-

month high ($49pb) on the covid-19 vaccine breakthrough and recovery in Asian Fuel demand.  

This decision by OPEC+ will bring the total production to 8.2mbpd from 7.7mbpd. The cartel and its 

allies are optimistic about a recovery in global oil demand as people get inoculated.  

Implications for Nigeria 

Nigeria as a price taker  stands to benefit from an ease in output cuts as that means it can produce 

more. This would boost export earnings significantly and government revenue from oil. Oil prices 

are currently trading at $48pb which is 20% higher than the $40pb 2021 budget benchmark. 

An increase in oil revenue would increase forex inflows and could increase the ability of  the CBN 

to support the naira. The currency has weakened by over 30% YTD on limited forex supply, ra-

tioning and heightened forex demand.  
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Lagos- Ibadan Railway Commences 

A Sigh of Relief! 

A 
fter so many years of  talk and little or no action/results, the Lagos-Ibadan rail-

way has commenced commercial operations 7 ahead of  its commissioning in 

January 2021. The project ($1.6bn) was one of  many that started in 2006 but just 

like all the other abandoned projects, lack of  funding and commitment remained 

the dominant issues to its implementation. The railway has significant implications for the govern-

ment, consumers, manufacturers, real estate values and rents.  

Implications 

Economic Agent Implications 

Manufacturers  Reduce logistics and distribution costs 

 Reduce production costs and increase turnaround time for inventory 

levels 

 Boost revenue and profit levels 

Consumers  Fall in transport costs and commodity prices 

 Decline in inflation and boost in consumer disposable income 

 Pick up in aggregate demand/consumption 

Government  Decrease in road maintenance costs 

 Boost in real estate values and rents in Lagos & Ogun states around 

the rain line 

Outlook 

Scenario 1: Proper Implementation and Maintenance 

On the premise that the railway project is well implemented and maintained over the years, it 

would be a huge attraction to investors. It could also increase the IGR of  Lagos & Ogun states.  

There would be a boost in job opportunities which will in turn taper unemployment and poverty 

levels. The value of  properties around the rail line is likely to increase significantly and spur more 

businesses within the areas. This could lead to rapid development and improved standard of  liv-

ing. 
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Scenario 2: Poor Implementation and Maintenance 

If  this happens, it would just be another addition to the over 12,000 abandoned projects in Nige-

ria. It will douse the expectations for the project as a means of  job creation and improvement to 

the business environment. Higher commodity prices, logistics & transport costs and supply chain 

disruptions could continue. Investors would remain skeptical and development in areas around 

the rail line will slow.  

In summary, this project, if  well maintained and managed is an opportunity for the government to 

boost economic development and improve the business environment. We therefore advise the 

government and all regulatory bodies involved to ensure efficient and effective use and manage-

ment of  the railway.  
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Import Surge Widens Nigeria's 
Trade Deficit in Q3’20  

N igeria's merchandise trade deficit widened to N2.4trn (US$6.3bn) in July-

September 2020, from N1.8trn in the second quarter and compared with a surplus 

of  N1.4trn in the third quarter of  2019, according to the Foreign Trade Statistics Third Quarter 

2020 report published by Nigeria's National Bureau of  Statistics (NBS). . 

 Analysis 

The value of  both imports and exports rose in the third quarter, but the increase in the inflow of  

goods was greater. Imports totaled N5.4trn in July-September, their highest level in at least four 

years, up from N4trn in the second quarter and N3.9trn a year earlier. The government has kept 

the country's borders closed for more than a year and maintains protectionist foreign-exchange 

policies to stem imports, especially of  agricultural products. Officials will be disappointed that the 

value of  food and beverages imported in the third quarter was at N838.3bn, almost doubled from 

N420bn a year earlier. The Central Bank of  Nigeria (CBN) has in recent weeks reiterated its ap-

peals to Nigerians to cut imports and consume locally produced products, seeing this as necessary 

to ease the mounting pressure on the Nigerian currency, the naira. But high local inflation and the 

CBN's own policy of  overvaluing the exchange rate has led to high and rising real effective ex-

change-rate (REER) appreciation, encouraging Nigerians to buy goods from abroad. 

Culled from The EIU 
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1EIU 

Nigeria 

The value of  exports rose to N3trn in July-September, from N2.2trn in the previous quarter and 

compared with N5.3trn a year earlier. The quarter-on-quarter increase stemmed from improved 

sales of  hydrocarbons products. Non-oil exports dropped to N214.7bn, from N353bn in the sec-

ond quarter of  2020 and N1.1trn in the third quarter of  2019. The poor export performance of  

non-oil sectors, which account for only 7.2% of  total exports, shows that the government has 

made little progress in its "zero-oil" policy programme to diversify the nation's exports away from 

dependence on crude oil. High REER appreciation is again a major factor. Success in boosting 

Nigeria's non-oil exports would arguably do more to address the economy's long-standing prob-

lem of  foreign-exchange shortages than policies aimed at curbing imports. 

Impact on the forecast 

We continue to estimate that the current-account deficit will have been equal to 2.2% of  GDP in 

2020, and we project that this shortfall will persist into 2021 (at 2.1% of  GDP) as high inflation 

relative to trading partners encourages imports and suppresses non-oil exports, and—more im-

portantly—as world oil prices remain low. 
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A Biden Presidency – Implications 
for Sub-Saharan Africa 

T he United States (US) presidential 

election came to a nail biting photo

-finish. The world watched and braced itself  

for what could be a stark change in leader-

ship ideology and approach to diplomacy, or 

an even more disruptive four years if  Donald 

Trump won a second term. He didn’t so Mr. 

Joe Biden is President-elect and a restoration 

of  normalcy is expected – one that will re-

shape the outlook for industries and the 

global economy. The US will seek to mend 

strained relationships, ditch the “America first” rhetoric that was the bed-rock of  the Trump ad-

ministration and re-assume its place as “the” global leader. We expect greater global coordination 

of  fiscal and monetary policy led by the US, co-optation with China, rapprochement with the 

European Union (EU) as well as constructive engagement with Russia. But what does a restora-

tion of  normalcy mean for sub-Saharan Africa (SSA)?  

 

East vs. West 

First of  all, the consensus is that Africa was effectively ignored by Donald Trump as he never set 

foot in SSA after assuming office in January 2017. Africa has been at the center of  economic and 

political struggle between the US and China – a struggle the Americans seem to be losing. Even 

before Trump, China’s economic rise and its increasingly important role in global economic affairs 

and development meant it deepened its presence and links with the African continent. This coin-

cided with the move by the West to relinquish its traditional role as donor and financier and chan-

nel its resources towards more strategic interests and domestic challenges. In more recent years, 

the US has acted more out of  a fear of  a perceived “take-over” by the Chinese than anything else.  
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This strategy is inadequate and may well be counterproductive in the grand scheme of  things. The 

Chinese strategy effectively combines aid, investment, trade and labor co-operation in ways that 

ostensibly seek to find solutions to African challenges. The Biden administration will need to be 

seen to be providing solutions to re-gain any kind of  foot-hold on the continent.  

SSA Debt Debacle 

Right now, the debt crisis in SSA provides the first test. The COVID-19 pandemic has devastated 

the fiscal picture in many SSA economies as trade, capital and remittance flows have plummeted 

significantly. In the face of  increased healthcare obligations and the need to provide adequate 

stimulus, many countries are unable to meet debt obligations (of  which a significant part is owed 

to China). The region is in dire need of  bailouts and longer debt moratoriums which the US gov-

ernment (given its influence) could insist on. This is in addition to increased flexibility on Special 

Drawing Rights at the IMF. Trump was already blaming China for the region’s woes. His exit 

hopefully stops the blame game and opens doors to unload SSA’s debt overhang.  

Multilateralism and Stronger Institutions 

The bilateral approach of  Trump to trade will give way for the return of  a multilateral approach. 

Biden is likely to support the African Continental Free Trade Agreement (AfCFTA) as well as 

other continental initiatives. Its bilateral free trade agreement with Kenya will be monitored 

closely by other African countries as it could potentially trigger regional tension as it is anticipated 

to complicate and disrupt intra-African trade. However, the African Growth and Opportunity Act 

(AGOA), which expires in 2025, is likely to be renewed and deepened to encourage more trade 

and investment flows as it seeks to regain some ground on the Chinese. Economic prosperity, se-

curity, power and influence (in areas such as human rights, democracy, and American values) con-

stitute the fundamental drivers of  US foreign policy. As the US seeks to ensure democratic princi-

ples across the world, Africa is likely to have the searchlight turned on and focused on it to ensure 

the advancement of  democracy, rule of  law, human rights and justice. This is positive for 

strengthening institutions and political stability across the region as well as being a way around the 

region’s security challenges – especially terrorism. 
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Biden’s Green Revolution 

At the center of  Biden’s economic recovery plan is the creation of  10 million clean-energy jobs by 

spending over $7trn on initiatives such as infrastructure. These clean energy jobs will also be sup-

ported by Biden’s pledge to rejoin the Paris Climate Agreement and continue the Obama admini-

stration’s climate-change-mitigation policies, which were aggressively rolled back by Trump. There 

was an acceleration of  greenhouse gas emissions under Trump, who was bent on leading the US 

down the path of  energy independence by encouraging US shale oil output – which also served to 

suppress oil prices.  

Coal could take a back seat to renewables as the biggest source of  power generation across the 

world by 2022 if  Biden has his way. An essential part of  Biden’s campaign was a promise to decar-

bonize US power generation by 2035. By implication, this would mean a more than 100% rise in 

US solar and wind capacity in the next five years. According to the Executive Director of  the In-

ternational Energy Agency, Fatih Birol, “This would have major implications for the decarbonisa-

tion of  the US energy system as well as global implications for the growth of  renewable energies 

and release of  global CO2 emissions….I would expect it would either be 2022 or 2023 . . . and it 

could be a very good present from the US to the rest of  the world”. This adds more gloom to the 

demand outlook for oil in the medium to short-term, and will have major implications for the oil 

markets and oil dependent economies which include two of  the three biggest economies in SSA – 

Nigeria and Angola. In addition, the Iran nuclear deal is likely to be reinstated which means sanc-

tions on Iranian oil output will be eased – adding up to a million barrels a day to an already 

bloated market. However, there is the scenario where Biden’s regulations to impede US oil and gas 

production have a positive impact on prices. This is hinged on OPEC members holding their fire 

and keeping supply steady – a possible but unlikely scenario.  

SSA silver producers (South Africa, Burkina Faso and Nigeria) should benefit from the anticipated 

surge in silver prices as the demand for the commodity which is a major component of  solar pan-

els is expected to increase in the coming years. In addition, US relations with China are also likely 

to be less hostile, boosting global growth and demand. This will accelerate the global economic 

recovery which is positive for trade, capital and remittance flows which many African economies 

rely crucially on.  

In all, Trump’s re-election would have meant more of  the same while Biden’s victory means we 

expect a return to pre-Trump normalcy and less uncertainty. 



 16 

 



 17 

 

Infrastructure Development in 
Nigeria: The PPP Approach 

I nfrastructure development is crucial for Nigeria’s 

economic growth, particularly for the realization of  

the federal government’s economic diversification agenda. 

The lack of  adequate fiscal revenue to finance infrastructural 

development has however left the Nigerian economy grossly 

in deficit in this area. Nigeria’s infrastructure deficit is esti-

mated at $100 billion annually, which is 189.77% above the 

2021 federal budget, projected at $34.51bn.2,3 With such a 

gap, the Nigerian government is incapable of  addressing the 

country’s infrastructure needs on its own. This has necessi-

tated a shift towards public-private partnerships (PPP). The 

PPP approach is a concession arrangement. It allows the pri-

vate sector to finance infrastructure development in the 

country, with specified agreements on the management of  

the infrastructure to recoup investment.4 Although the Nige-

rian government has used the PPP approach since 2008, it 

has been unable to attract the needed interest and confidence 

from private investors to help meet its infrastructure deficit.5 

Regulatory framework for PPP infrastructure development in Nigeria 

2Edidiong Inwang. 2020. “Leveraging the capital market & private sector to bridge Nigeria’s infrastructure gap”. Business Day Nigeria. 

https://businessday.ng/opinion/article/leveraging-the-capital-market-private-sector-to-bridge-nigerias-infrastructure-gap/ 
3Budget office of the federation, 2020. 2021 budget. The federal republic of Nigeria. budgetoffice.gov.ng 
4ICRC, 2018. https://www.icrc.gov.ng/ppp/ 
5Laurence Carter & Rachid Benmessaoud, 2017. Nigeria: Getting PPPs right. The World Bank. https://blogs.worldbank.org/africacan/nigeria-

getting-ppps-right  
6ICRC, 2018. https://www.icrc.gov.ng/about-icrc/what-we-do/ 

The Infrastructure Concession Regulatory Commission (ICRC) is the regulatory body for the im-

plementation of  the PPP framework for infrastructure development in Nigeria. It was established 

in 2008 and has supervised the development of  a number of  PPPs in the country.6 

https://businessday.ng/opinion/article/leveraging-the-capital-market-private-sector-to-bridge-nigerias-infrastructure-gap/
https://www.icrc.gov.ng/ppp/
https://blogs.worldbank.org/africacan/nigeria-getting-ppps-right
https://blogs.worldbank.org/africacan/nigeria-getting-ppps-right
https://www.icrc.gov.ng/about-icrc/what-we-do/
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The ICRC currently has about 76 PPP projects under implementation, including the recently ap-

proved Bonny Deep Water Port Project, the Nigerian Correctional Service’s (NCS) Shoe and Gar-

ment Factories Projects, and the Port Harcourt Industrial Park Project.7,8 However, some of  these 

projects have failed and about six were suspended as investors were unable to follow through with 

the contracts.9 Failed projects have undermined the Nigerian government’s infrastructure develop-

ment drive and constituted a deterrence to private investors to participate in PPPs. 

Challenges of PPP infrastructure development in Nigeria 

Private investors are faced with a number of  challenges which have reduced the desirability of  

PPPs in Nigeria. A critical issue is the poor regulatory framework and inability of  the public sec-

tor to keep the contractual agreements.10 Although the private sector is charged with the responsi-

bility to execute the project, the public sector has an obligation to properly monitor the imple-

mentation process. A lack of  thorough review and understanding of  the contracts and their inher-

ent implications make it difficult for the public sector to follow through with the contract.11 For 

instance, the Lagos state government was compelled to take over the Lekki Toll PPP after the 

public resentment against toll fees by the private sector. 

This brings to fore another challenge, which is the disconnect between the target users and the 

public and private sector regarding the planned infrastructure development. Private investors will 

typically seek to recover disbursed funds, along with expected returns on investment, upon com-

pletion of  the project. These usually come in the form of  levies, toll fees and payment for the us-

age of  the provided infrastructure. Meanwhile users mostly see infrastructure as social amenities 

that should be provided for free.  

Some projects end up as terminated contracts due to the lack of  thorough feasibility studies and 

cost assessments. As a result, the contract is grounded in unrealistic assumptions and thus 

doomed for failure from inception. Delayed financial closure on proposed projects is also a chal-

lenge.12
 

7ICRC, 2018. https://www.icrc.gov.ng/projects/projects-under-icrcs-custody/ 
8Business Day Nigeria Editorial Board, 2020. Need for lasting solution to infrastructure deficit in Nigeria. Author. https://businessday.ng/editorial/article/need-for-
lasting-solution-to-infrastructure-deficit-in-nigeria/ 
9ICRC, 2018. https://www.icrc.gov.ng/projects/projects-under-icrcs-custody/ 
10ICRC, 2018. Why do some PPP contracts fail? Author. https://www.icrc.gov.ng/ppp/ 
11ibid 
21Rose Onah, Eme Okechukwu Innocent & Ogbochie Andrew, 2017. Addressing the Challenges to Optimization of Public Private Partnership for Infrastructure Devel-
opment in Nigeria. Science Arena Publications 
https://sciarena.com/storage/models/article/yoVLctqqyav9p56q6kj4GDfgWf0pZ1o6853OXaGCb9BQYa0U4hOdfbNH856s/addressing-the-challenges-to-
optimization-of-public-private-partnership-for-infrastructure-develop.pdf  

https://www.icrc.gov.ng/projects/projects-under-icrcs-custody/
https://businessday.ng/editorial/article/need-for-lasting-solution-to-infrastructure-deficit-in-nigeria/
https://businessday.ng/editorial/article/need-for-lasting-solution-to-infrastructure-deficit-in-nigeria/
https://www.icrc.gov.ng/projects/projects-under-icrcs-custody/
https://www.icrc.gov.ng/ppp/
https://sciarena.com/storage/models/article/yoVLctqqyav9p56q6kj4GDfgWf0pZ1o6853OXaGCb9BQYa0U4hOdfbNH856s/addressing-the-challenges-to-optimization-of-public-private-partnership-for-infrastructure-develop.pdf
https://sciarena.com/storage/models/article/yoVLctqqyav9p56q6kj4GDfgWf0pZ1o6853OXaGCb9BQYa0U4hOdfbNH856s/addressing-the-challenges-to-optimization-of-public-private-partnership-for-infrastructure-develop.pdf
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The way forward 

Financial institutions are sometimes reluctant to disburse funds for proposed projects due to the 

high level of  risk associated with most PPPs. Instability in the political landscape and increased 

vulnerability of  the nation to social violence and terrorism has also continued to deter investors 

and constrain infrastructure development in Nigeria.13 

The Nigerian PPP regulatory framework needs to be revamped to make it attractive for investors 

to invest in infrastructural developments in Nigeria. Although the private sector is responsible for 

the implementation of  PPP projects, the public sector needs to be more involved especially in the 

preliminary studies and evaluations of  the projects to have a good grasp of  the requirements. 

Other issues to address include improved commitment to the terms of the contracts, more detailed prelimi-

nary assessments and feasibility studies, which highlight the need to involve well trained and ex-

perienced professionals in the PPP contract development, and proper handling of  social unrest 

and security issues. 

When it comes to social unrest and security issues, community consent and participation is critical 

to proactively engage the users and mitigate negative reception of  the PPP project. Stakeholder 

engagement helps garner social permission, get a sense of  the level of  need for infrastructure, and 

allows both the private and public sector partners to better estimate the expected usage of  the in-

frastructure. Protests against toll fees or decreased usage can be addressed from the onset with 

proper stakeholder engagement. This in turn reduces the level of  risk and provides some certain-

ties for investors as regards recouping their investment. 

Considering the huge infrastructure gap in Nigeria and the country’s currently strained public fi-

nances, private participation is indispensable to adequately finance infrastructure projects in Nige-

ria. Infrastructure development through PPP will also enhance a better allocation of  risks between 

public and private sectors and facilitate efficiency in the provision and management of  these pro-

jects. This will impact positively on the country’s economic growth trajectory and support job 

creation and the industrialization of  the Nigerian economy.   

13Olatunji Fadeyi, Abimbola Adegbuyi, Edwin Agwu & Ogbonna Ifeanye, 2016. Assessment of Public-Private Partnership on Infrastructural 

Development in Nigeria: Challenges and Prospects. 3rd International Conference on African Development Issues. 

https://core.ac.uk/download/pdf/43010063.pdf 

https://core.ac.uk/download/pdf/43010063.pdf
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Ten trends to watch in the 
coming year 

Global Perspective: Culled from the EIU 

It’s not all doom and gloom 

DO YOU FEEL lucky? The number 21 is connected with luck, risk, taking chances and rolling 

the dice. It’s the number of  spots on a standard die, and the number of  shillings in a guinea, the 

currency of  wagers and horse-racing. It’s the minimum age at which you can enter a casino in 

America, and the name of  a family of  card games, including blackjack that are popular with gam-

blers. All of  which seems strangely appropriate for a year of  unusual uncertainty. The great prize 

on offer is the chance of  bringing the coronavirus pandemic under control. But in the meantime 

risks abound, to health, economic vitality and social stability. As 2021 approaches, here are ten 

trends to watch in the year ahead. 

1. Fights over vaccines. As the first vaccines become available in quantity, the focus will shift 

from the heroic effort of  developing them to the equally daunting task of  distributing them. 

Vaccine diplomacy will accompany fights within and between countries over who should get 

them and when. A wild card: how many people will refuse a vaccine when offered? 

2.  A mixed economic recovery. As economies bounce back from the pandemic the recovery 

will be patchy, as local outbreaks and clampdowns come and go—and governments pivot 

from keeping companies on life-support to helping workers who have lost their jobs. The 

gap between strong and weak firms will widen. 

3.  Patching up the new world disorder. How much will Joe Biden, newly installed in the 

White House, be able to patch up a crumbling rules-based international order? The Paris cli-

mate treaty and the Iran nuclear deal are obvious places to start. But the crumbling predates 

Donald Trump, and will outlast his presidency. 

4. More US-China tensions. Don’t expect Mr Biden to call off  the trade war with China. In-

stead, he will want to mend relationships with allies to wage it more effectively. Many coun-

tries from Africa to South-East Asia are doing their best to avoiding picking sides as the ten-

sion rises. 
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5. Companies on the front line. Another front for the US-China conflict is companies, and 

not just the obvious examples of  Huawei and TikTok, as business becomes even more of  a 

geopolitical battlefield. As well as pressure from above, bosses also face pressure from below, 

as employees and customers demand that they take stands on climate change and social jus-

tice, where politicians have done too little. 

6.  After the tech-celeration. In 2020 the pandemic accelerated the adoption of  many techno-

logical behaviors, from video-conferencing and online shopping to remote working and dis-

tance learning. In 2021 the extent to which these changes will stick, or snap back, will be-

come clearer. 

7.  A less footloose world. Tourism will shrink and change shape, with more emphasis on do-

mestic travel. Airlines, hotel chains and aircraft manufacturers will struggle, as will universi-

ties that rely heavily on foreign students. Cultural exchange will suffer, too. 

8.  An opportunity on climate change. One silver lining amid the crisis is the chance to take 

action on climate change, as governments invest in green recovery plans to create jobs and 

cut emissions. How ambitious will countries’ reduction pledges be at the UN climate confer-

ence, delayed from 2020? 

9.  The year of  déjà vu. That is just one example of  how the coming year may feel, in many 

respects, like a second take on 2020, as events including the Olympics, the Dubai Expo and 

many other political, sporting and commercial gatherings do their best to open a year later 

than planned. Not all will succeed. 

10.  A wake-up call for other risks. Academics and analysts, many of  whom have warned of  

the danger of  a pandemic for years, will try to exploit a narrow window of  opportunity to 

get policymakers to take other neglected risks, such as antibiotic resistance and nuclear ter-

rorism, more seriously. Wish them luck. The coming year promises to be particularly unpre-

dictable, given the interactions between the pandemic, an uneven economic recovery and 

fractious geopolitics.  

And it’s not all doom and gloom. So let the dice fly high—and, whatever cards 2021 may end up 

dealing you, may the odds be ever in your favour. 
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Macroeconomic Indicators - 
November 1st – 15th 

Power Sector 

The average power output sent out from the national grid during the review period was 

4,342MWh/h, 7.1% above the average of  4,054MWh/h recorded in the first half  of  October. 

Gas (27,535MWh/h) was the dominant constraint to power generation especially in Alaoji NIPP 

and Ihovbor NIPP plants. Total constraints in the period averaged 2,396MWh/h, resulting in a 

total revenue loss of  N17.25billion (N207bn annualized).    

The electricity Discos have commenced the implementation of  the revised electricity tariffs. Con-

sumers are divided into five categories (Band A-E) across various states like Lagos, Abuja and Ka-

duna. The divisions are based solely on electricity consumption and hours of  electricity supplied. 

In addition, the FG has resumed the distribution of  6mn free meters, estimated to impact over 

30mn consumers nationwide within the next 18-24 months. Meanwhile, approximately 60% of  

Nigerians are still on estimated billing.  

14 

Outlook 

We expect power output to remain at current levels 

pending any significant development in the sector. 

However, rising gas constraints could weigh on power 

supply as gas fired thermal power plants account for 

approximately 70% of  total power generation. 

Impact  

A decline in power supply will most 

likely increase the use of  alternative 

energy sources, thus increasing firms’ 

operating expenses at the detriment 

of  their margins.  

14FGN, FDC Think Tank  
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Money Market 

The average opening position of  banks was N560.98 billion in the first half  of  November, up 

32.58% from N423.14 billion in the corresponding period of  October. The increase in market li-

quidity was partly due to a net OMO inflow of  N66.82 billion. Total OMO maturities during the 

period was N226.82 billion while OMO bills issued amounted to N160 billion. 

Average short term rates, NIBOR (OBB/ON) fell by 56bps to 1.45% in the review period from 

2.01% in the corresponding period of  October. OBB and ON rates reached a period high of  

5.70% and 6.40% respectively on November 6th, before declining to close the period at 0.50% and 

0.63%.   

15 

There was a primary market auction on November 11th worth N167.80 billion and was oversub-

scribed by 259.42%. Compared to October 28, T/bill yields declined across all tenors by an aver-

age of  44bps. Similarly, yields fell across all segments (91-day, 182-day and 364-day) at the secon-

dary market to close at 0.07%pa, 0.10%pa and 0.20%pa respectively.  

Primary Market  Secondary Market  

T/bills 

Tenor 

Rate on Oct 

28th    (% 

pa) 

Rate on 

Nov 11th   

(% pa) 

Direction 

 91 0.34 0.04  

182 0.50 0.15  

364 0.98 0.30   

T/bills 

Tenor 

Rate on 

Nov 2nd        

(% pa) 

Rate on Nov 

13th      (% 

pa) 

Direction 

91 0.34 0.07  

182 0.62 0.10  

364 0.39 0.20  
16 

15CBN  
16FDC Think Tank  
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Outlook 

We expect interbank interest rates to remain 

around current levels pending any major 

withdrawals or injections into the system.  

Impact 

A decline in naira liquidity in the system will 

push up interbank interest rates.  

Forex Market 

The Nigerian forex market is segmented with multiple exchange rates. The most important rate 

being the Investors and Exporters window (IEFX). No less than 55%-60% of  Nigerian forex 

transactions are traded at this window. The CBN and most exporters and investors use this win-

dow. It serves as not only a source of  price discovery but also a barometer for measuring potential 

and actual CBN intervention in the market. Some of  the exchange rate determinants are balance 

of  payments, capital inflows and trade balance. 

Exchange Rate 

The exchange rate was volatile at the parallel market during the review period. It lost 1.51% in 

value to close the period at N470/$ from period’s opening of  N463/$. The volatility in the mar-

ket was due to limited forex inflows amid depleting external reserves. The currency traded flat at 

N379/$ at the interbank market in the review period. 

At the IEFX window, the naira was relatively stable during the period, trading within a tight band 

of  N385.63- 386/$. The total forex turnover recorded at the I & E window increased by 45.58% 

to $1.37 billion compared to $944.02 million in the first half  of  October.  

17 

97FMDQ, CBN, FDC Think Tank  
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Outlook 

We expect heightened currency pressures in the coming 

weeks owing to declining external reserves and the sus-

tained forex supply shortfall. This would be com-

pounded by the increase in forex demand as interna-

tional flights and trading activities pick up. 

Impact 

A volatile exchange rate would impact 

negatively on economic activities and 

sectors that are highly import depend-

ent like manufacturing.  

External Reserves 

During the review period, the gross external reserves lost (0.17%) a total of  $61.94mn to close the 

period at $35.60bn from $35.66bn on November 2nd. At $35.60bn, the reserves level can only 

cover 8.86 months of  import compared to 8.88 months at the start of  the period.  

18 

28CBN  

Outlook 

Gross external reserves are expected to maintain 

the declining trend in the near term. This will be 

due to the frequent CBN’s forex sales coupled with 

lower forex inflows.  

Impact 

Falling external reserves will undermine 

the CBN’s ability to intervene in the forex 

market, thus putting more pressure on the 

naira. 
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Commodities Market- Exports 
Nigeria is an export dependent economy. It derives over 80%-90% of  its export revenue from crude petroleum and 

LNG. 

Oil Prices 

During the period, average oil prices stood at $41.64pb, down 1.16% from $42.13pb recorded in 

the first half  of  October. This was driven by an increase in Libyan oil output, US crude invento-

ries and the spike in covid-19 cases (Europe & US). However, oil prices have recovered on news 

of  a covid-19 vaccine breakthrough and the likelihood of  OPEC+ maintaining its output restric-

tions. 

19 

Outlook 

We expect oil prices to remain above $40pb in the near term on the possibility of  OPEC+ rein-

stating output cuts at its next meeting (Nov. 30 - Dec. 1). This will also be supported by the grad-

ual recovery in Asian oil consumption.  

19Bloomberg  

Oil production 

According to the latest OPEC report, Nigeria’s oil production increased by 3.47% to 1.49mbpd in 

October while the oil rig count dropped to 7 from 10 in September. This is despite a persistent 

backlash by OPEC+ as Nigeria continues to produce above its quota of  1.4mbpd. OPEC’s crude 

oil output was up 1.16% to an average of  24.39mbpd in October largely due to increased produc-

tion in Libya, Iraq and Nigeria. Meanwhile, oil output fell in Angola, Congo, Venezuela and the 

UAE.  
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20OPEC, FDC Think Tank 
21Bloomberg 

Outlook  

The increased oil output puts Nigeria at risk of  a sanction by OPEC+, who is currently commit-

ted to stabilizing the oil market. Hence, we expect a decline in Nigeria’s oil output in the coming 

months in compliance to its OPEC+ quota (1.41mbpd).  

Impact 

A decline in oil output poses a significant threat to government revenue as crude oil accounts for 

approximately 90% of  Nigeria’s total exports.  

Natural Gas 

The average price of  natural gas was up 12.78% to $3.00/mmbtu in the review period from an 

average of  $2.66/mmbtu recorded in the first half  of  October. The increase in price was partly 

due to the expectation of  improved LNG demand as the winter season approaches.   

20 

21 
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Outlook 

We expect the global price of  natural gas to 

trend lower in the near term driven by rising 

LNG stockpiles in the US. 

Impact 

A decrease in LNG prices will impact nega-

tively on Nigeria’s export earnings as the com-

modity accounts for approximately 13%22 of  

the country’s export revenue.  

22EIU 
23Bloomberg  

Cocoa  

During the first half  of  November, average cocoa price softened to $2,336/mt, 4.14% below the 

average of  $2,437/mt recorded in the corresponding period of  October. This was in spite of  the 

disruption in cocoa supply amid the political crisis in Ivory Coast, the world’s largest cocoa pro-

ducer.   

23 

Outlook 

We expect the recent move by Ivory Coast and 

Ghana to control global cocoa output to boost 

prices in the near term. This will be supported by 

the lingering political tensions in Ivory Coast.  

Impact 

Cocoa is a major non-oil export com-

modity in Nigeria and an increase in 

the global price of  cocoa would bolster 

export earnings. 
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Imports 
Wheat  

Wheat prices rose by 1.97% to an average $604.4/bushel during the review period from an aver-

age of  $592.75/bushel recorded in the first half  of  October. The rise in average wheat price was 

due to lingering supply challenges in Russia. 

24 

Corn  

The price of  corn averaged $412.3/bushel during the review period which is 6.01% higher than 

the average of  $388.93/bushel recorded in the corresponding period of  October. This was pri-

marily driven by an increase in Chinese demand for US corn. 

24Bloomberg  
25Bloomberg  

25 
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Outlook - Grains 

We expect the persistent rise in Chinese demand for US corn to keep corn prices elevated. Simi-

larly, wheat prices could remain high due to the recent plan to introduce a grain export quota in 

Russia (Russia is the 3rd largest global producer of  wheat) 

Impact 

The rise in the global price of  grains will increase the production cost incurred by domestic com-

panies that are dependent on grain imports.  

26Bloomberg 

Sugar 

The average price of  sugar in the first half  of  November was $14.77/pound. This represents a 

5.95% increase from the average price of  $13.94/pound in the corresponding period last month. 

The uptick in price was due to the output constraints in Brazil.  

26 

Outlook 

Sugar prices will most likely decrease in the 

coming weeks on expectations of  higher 

supply from India.  

Impact 

A fall in sugar prices will lead to a reduced im-

port bill for Nigeria as it is a net importer of  the 

commodity. 
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Stock Market Review 

T he Nigerian stock market closed on a positive note in the first half  of  November. It 

gained 14.76% to close at 35,037.46 points on November 13th relative to its close of  

30,530.69 points on October 30th. In the same vein, market capitalization rose by 14.72% to 

N18.31trn from N15.96trn on October 30th. The market has gained 30.53% YTD. During the 10 

trading days of  the review period, the market gained in 7 days and lost in 3 days.  

The NSE traded at a price to earnings (P/E) ratio of  12.74x on November 13th, 15.09% above 

the close on October 30th (11.07x). The market breadth was positive at 6.55x as 72 stocks gained, 

78 stocks remained unchanged while 11 lost.  

27 

Market activity level was positive in the review period. The average volume traded was up 30.49% 

to 509.46mn units in the review period from 390.41mn units. Similarly, the average value of  trades 

spiked by 69.58% to N8.14bn from N4.80bn in the review period. 

27NSE and FDC Think tank  
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All the sector indices closed positive during the review period. The industrial sector (20.33%) 

gained the most, followed by banking (16.85%), consumer goods (11.99%), insurance (6.25%), 

and the oil & gas sector (4.52%).  

Sunu Assurance Plc topped the gainers’ list with a 400% increase in its share price. This was fol-

lowed by Livestock Feeds Plc (79.01%), Transnational Corp of  Nigeria Plc (61.97%), Dangote 

Sugar Plc (60.87%) and Northern Nigeria Flour Mills Plc (52.17%). 

TOP 5 GAINERS 

Company Oct-30 (N) Nov-13 (N) Absolute Change Change (%) 

Sunu Assurance Plc 
0.20 1.00 0.80 400.00 

Livestock Feeds Plc 
0.81 1.45 0.64 79.01 

Transnational Corp of Nigeria Plc 
0.71 1.15 0.44 61.97 

Dangote Sugar Plc 
13.80 22.20 8.40 60.87 

Northern Nigeria Flour Mills Plc 
5.06 7.70 2.64 52.17 

The laggards this period were Ikeja Hotel Plc (-9.91%), Global Spectrum Energy Services Plc (-

9.89%), Morison Industries Plc (-9.26%), Eterna Plc (-4.85%) and Mobil Nigeria Plc (-3.11%). 

28NSE and FDC Think tank  
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TOP 5 LOSERS 

Company Oct-30 (N) Nov-13 (N) Absolute Change Change (%) 

Ikeja Hotel Plc 
1.11 1.00 0.11 -9.91 

Global Spectrum Energy Services Plc 
4.65 4.19 0.46 -9.89 

Morison Industries Plc 
0.54 0.49 0.05 -9.26 

Eterna Plc 
5.15 4.90 0.25 -4.85 

Mobil Nigeria Plc 
196.10 190.00 6.10 -3.11 

Outlook 

Market performance this period was supported by high demand for stocks amid the low interest 

rate environment. We expect the stock market performance to be volatile in the near term on cau-

tious trading pending the release of  more Q3’20 corporate reports. 
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Equity Report: 
Honeywell 

Flourmills Plc 

Analyst Recommendation: HOLD  Market Capitalization: N8.56billion 

Recommendation Period: 365 days  Current Price: N1.08 

Industry: Consumer Goods   Target Price:  N0.96 

Analyst’s Note 

The demand in the consumer goods industry remained tepid due to the sluggish growth of  the 

economy. Weak income levels have necessitated adjustments that resulted in negative conse-

quences on the volume of  sales. Higher prices due to inflation have constrained consumer spend-

ing power and discretionary incomes have shrunk while tax rates have increased. These factors 

have worsened the economic conditions leading to increased unemployment as reported by the 

NBS (currently at 27.1% as at Q2’2020). More so, the COVID-19 pandemic worsened the per-

formance of  the food, beverage and tobacco sub activity under the manufacturing sector which 

contracted by -3.10% in Q2’20 from 1.10% in Q1’20 and 1.22% in Q2’19. 

Investment in the food, beverage and tobacco sector is in line with an enormous potential for 

growth as Nigeria is the largest consumer market in sub-Saharan Africa made up of  a current esti-

mated population of  207 million people. 

Honeywell Flour Mills is amongst the market players in the food manufacturing segment of  the 

Nigerian manufacturing sector; which presents several opportunities and challenges. Direct gov-

ernment intervention programmes have deepened access to finance and other incentives, but 

these are negated by the dearth of  critical infrastructure such as electricity, urban roads, efficient 

port facilities in the country and declining consumer purchasing power.  To address some of  these 

challenges, alternative measures were adopted to evacuate products from the factories and tackle 

the lack of  reliable on-grid power as all these increase the cost of  doing business.  
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Furthermore, competition is intense and inclusive, with companies moving from end-miller to 

production across the entire agribusiness value chain. The recent expansion embarked on by the 

company to its ultramodern Sagamu factory is expected to enhance competitiveness and increase 

the market share of  Honeywell Flour Mills. 

There is need to re-evaluate the financing structure of  the company, considering deleveraging as 

an option in order to mitigate expenses and improve returns.  

Capacity Expansion yet to Bolster Performance 

The company’s FY’20 results, which ended March 31st 2020, portrayed improved performance 

across key lines. The management’s initiative for growth led to expanded production capacity of  

the newly constructed Sagamu factory to meet the increasing demand for pasta and possibly cre-

ate more room for future products portfolio expansion. As a result of  this, there was an 8.1% in-

crease in revenue to N80.5bn from N74.4bn when compared with the corresponding period. 

More so, profit after tax (PAT) surged astronomically by 1,7221% to N650.5mn coming from a 

moribund N35.7mn recorded in the corresponding period. Furthermore, the Q1’21 result released 

as at June 2020 also portrayed positive growth in revenue of  39% to N26.3bn when compared 

with corresponding period. Despite the growth in revenue, PBT and PAT dipped by 51.1% and 

58.3% year on year to N66mn and N45mn respectively. Nonetheless, the expected jump in reve-

nue from the newly opened Sagamu factory is likely to be moderate due to the impact of  COVID

-19 on production volume and sales. 

The positive trend in revenue over the years stems from the ability to fully utilize and sweat all of  

its assets in various factories, varieties offered to consumers in the product portfolio backed up by 

adequate marketing and advertisement to create brand awareness. In all, we reiterate the need for 

management to pursue more strategies that will continuously ramp up revenue in the short and 

long-term in order not to dampen efforts with operational costs.  

Growth Strategy through Backward or Forward Integration 

The deliberate effort towards creating a strategy to contain and manage the entire costs of  the 

company plays a major role in translating into an increased bottom line for fantastic dividend pay-

out to company shareholders. The need for the company to adopt a backward integration strategy 

into its operational fold is highly advisable due to certain macro-economic fundamentals and gov-

ernment policies. These include but are not limited to land border closure and limitations to the 

access of  forex to aid imports (wheat).  
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Though we foresee backward integration to pose a challenge due to local wheat being below pro-

duction standard, we believe that there are opportunities for exploring yield improvement on local 

wheat production through strategic collaboration with farmers. More so, examining the need for 

forward integration is yet to be explored through either acquiring smaller intermediate players 

along the value chain in the flour-based food segment or investing in new product lines to reduce 

high cost of  raw materials and enhance route to market. 

Operational Costs Further Weigh Down Growth Prospects 

Despite the company’s large strides towards continuously improving revenue by driving up sales 

volume, expanding product offerings and efficient capacity utilization, nightmarish operational 

costs still continue to plague the efforts of  delivering an attractive profit. This comprises of  fi-

nance costs and selling & distribution costs that have contributed to the reduction in dividend 

payout and target profit. The surge in selling and distribution expenses was linked to the product 

evacuation gridlock and situation at Apapa and its environs, which slowed down the distribution 

of  finished goods to customer locations across the country. Hence, alternative measures had to be 

devised to bypass the infrastructural defects such as embarking on shipping finished goods. This 

is reflective in the company’s results as an in-depth trend analysis carried on selling & distribution 

expenses revealed that it has been on a double digit increase since FY’18 till date. Also, Q1’21 re-

sult is currently on the same trajectory as the quarter ended with a 38% increase when compared 

with the same period in 2019; all of  these negatively impacting operating profit.  

Furthermore, the same scenario is reflected on finance costs as the growth has contributed to sti-

fle profit after tax potentials for the company. The rise in finance cost over the years is seen in 

FY’20 as this increased by 31% to N4.22bn from N3.21bn in the corresponding period and has 

grown year on year by an average of  56% over the past 5 years. We foresee a gradual reduction in 

finance costs if  the company takes advantage of  the current low-yield environment to refinance 

expensive debt or engage in renegotiating existing loan facilities. 
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An Opportunity in the Midst of an Economic Downturn 

The company was amongst those rewarded and acknowledged with Pioneer Status Incentive 

which implies a tax holiday from the payment of  corporate income tax for an initial period of  

three (3) years, extendable for one or two additional years. This was as a result of  the expansion 

plan, huge capital investments made by the company and also being among part of  the qualified 

sectors (manufacturing). The implication of  this will positively allow the company to make rea-

sonable level of  profit within its initial period of  expansion, tax free dividends void of  withhold-

ing tax (WHT) which allows investors/shareholders receive the full amounts of  dividends due and 

capital allowances; tax deductions that are allowable on the cost of  company’s assets. 

Industry Overview 

N igeria, with a population size of  207 million and a population growth rate of  

about 2.58% (according to the World Population Review), is the largest importer 

of  wheat – the primary raw material of  milling companies – in sub-Saharan Africa. The flour 

milling industry in Nigeria is oligopolistic in nature with high barriers to entry and high concen-

tration. The industry is dominated by very few players, leaving Flour Mills of  Nigeria Plc, Honey-

well Flour Mills Plc, and Crown Flour Mills (a subsidiary of  Olam Group) as the top three, as 

they account for 80% of  market share.  

Flour millers depend on imported wheat due to the better quality and shortage in domestic sup-

ply. Local production for 2019/20 is forecast to remain unchanged at 60,000MT. The shortage 

of  close substitutes (such as cassava flour) and rising prices of  wheat have increased the cost of  

raw materials, which forms a large chunk of  total cost (Flourmills: 85.7%; Honeyflour: 80.3% in 

FY of  2019/20). Average wheat price fell 0.3% to $493.9/bushel in 2019 from $495.6/bushel in 

2018 and rose 11.3% to $549.6/bushel as at Q1 of  2020. Prices are expected to moderate for the 

rest of  2020 due to weak demand despite major producers’ (Russia) export restriction and supply 

cuts due to COVID-19. However, the benefit of  lower global wheat prices would be muted for 

industry players due to the currency devaluation. 
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Dangote Flour Mills was acquired by Crown Flour Mills for $120mn in November 2019. This ex-

panded Olam’s wheat milling capacity in Nigeria to 11,466.8MT; Flour Mills to 9,310MT; Honey-

well Flour to 2,610MT (ex-Sagamu factory) and Chagoury Group to 2,100MT bringing the indus-

try’s installed capacity to 25,486.8MT/day. The combined revenue of  the Flour Mills of  Nigeria 

and Honeywell Flour Mills Plc expanded by 8.7% in 2020 FY. The PAT also surged 195.6% fol-

lowing a drop in finance cost (7.6%). Wheat-based products continue to be a major staple food 

and its revenue is therefore projected to increase at a 5-year Compound Annual Growth Rate 

(‘CAGR’) of  11.8% in 2021.  

Consumer spending has been tight and is expected to remain weak based on inflationary pres-

sures, high unemployment rate (27.1% as at Q2 of  2020), the increased VAT rate (from 5% to 

7.5% in 2019) and the effect of  COVID-19. These, however, should not affect the consumption 

and revenue growth of  wheat-based products because of  its inelastic nature. Based on valuation 

perspectives and the resumption of  economic activities, market pricing is suggested to improve in 

H2 of  2020. The flour mills industry is strategizing on ways to reduce the direct cost burden in 

order to boost operational efficiency and earnings. 

Corporate Profile 

Honeywell Flour Mills Plc was founded in 1983, initially registered as Gateway Honeywell Flour 

Mills Limited. The change in name to Honeywell Flour Mills Limited in 1995 was as a result of  a 

change in its ownership structure. Honeywell converted to a Public Limited Company in 2008 and 

its shares were subsequently listed on the NSE in 2009. The company acquired 100% ownership 

of  Honeywell Superfine Foods Limited in 2008, which expanded its operations to the productions 

and marketing of  wheat-based products, including flour, semolina, whole wheat meal, noodles 

and pasta. 
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The Company operates from Apapa, Ikeja (combined capacity of  2,610MT/d) and recently com-

missioned Sagamu Factory (14,000MT/a). The Apapa factory is engaged in the manufacturing of  

flour, semolina, wheat meal and brown flour while the Ikeja and Sagamu factories are used for the 

manufacturing of  noodles and pasta. In order to meet its products’ increasing demand, Honeywell 

expanded the Sagamu factory capacity. Although there was a 31.3% increase in the finance cost to 

N4.2bn, the expansion allowed for an 8.1% increase in revenue N80.5bn and a 1,722.1% surge in 

PAT to N650.5mn in the FY of  2020.  

Despite this, there is need for management to focus more on restoring the company on the path 

of  a medium to long term profitability. Honeywell was among the companies that the Federal 

government of  Nigeria granted a 3-year Pioneer Status Incentive (PSI) in Q1 of  2020. 
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Management  
The company is committed to global best practices. Hence it is managed by the experts and highly 

competent board of  directors (‘the board’) who have vast business management experience and 

good reputation. The Founder and Chairman of  the board, Dr. Ayoola Oba Otudeko, is a leading 

Nigerian entrepreneur, known for his vast and diverse investments, both home and abroad. He is 

also the chairman of  Airtel Nigeria and Fan Milk of  Nigeria PLC. He is a fellow of  the Chartered 

Institute of  Bankers, United Kingdom, Institute of  Chartered and Corporate Accountants, UK 

and Institute of  Chartered Accountants, Nigeria. He was also the 16th President of  the Nigerian 

Stock Exchange, the Chairman of  the Board of  FBN Bank (United Kingdom) Limited and Nige-

ria-South Africa Chamber of  Commerce. 

The Managing Director, Mr. Olanrewaju Jaiyeola, joined the company in 1993 and worked his way 

up from various accounting and finance positions, to the head of  sales, director of  sales opera-

tions, and now an appointed director of  Honeywell Flour Mills PLC. He obtained his bachelor’s 

degree in Mathematics and Statistics from Obafemi Awolowo University, Ile-Ife, Nigeria in 1986. 

He had his professional accountancy training with the international firm of  Messrs. Akintola Wil-

liams & Co and became a Chartered Accountant in 1990.  

Founder /Chairman 
 

Dr. Ayoola Oba Otudeko  

Managing Director 
 

Mr. Olanrewaju Jaiyeola 
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Bull & Bear 
Bulls say: 

 Top three in the Nigerian flour milling in-

dustry 

 Large market size 

 Rich product portfolio 

 Inelastic staple products 

 Well experienced management team  

 

Bears say: 

 Intense competition from other key players 

such as Flour Mills of  Nigeria Plc and 

Crown Flour Mills 

 Tight consumer spending and decreasing 

disposable income 

 Among the top leaders of  NSE’s N12bn 

losses in Q3 of  2020 

Risks & Outlook 
The key risks that could prevent Honeywell Flour Mills plc from achieving its strategic goals and 

meeting shareholder expectations include currency risk, interest rate risk, commodity price risk 

and liquidity risk (based on the COVID-19 situation). 

We expect the economic reform agenda of  the government to pick up steam as rising inflation, 

shrinking growth, weaker naira and bleak unemployment figures point to a significantly deteriorat-

ing misery index. We also presume that as the COVID-19 pandemic eases and economic activities 

begin to pick up again, costs will be minimized, and profits also maximized as there is an opportu-

nity for further product portfolio expansion due to its recent expansion in the Sagamu Factory 

capacity. 

Our Valuation 

Using the Discounted Cash Flow (DCF) methodology, we estimated a stock price of  N0.96, 

which is a downside of  11.11% on the current price of  N1.08 as of  December 10, 2020.  The dis-

count rate Weighted Average Cost of  Capital (WACC) of  21.1% was derived using a 12.5% risk 

free rate, a beta of  1.39, nil after-tax cost of  debt of  6.3% and a market risk premium of  13.3%. 

The long-term cash flow growth rate to perpetuity calculated is 3.8%. 

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

 



 47 

 

Economic Outlook for 
the Next Month 

The road to economic recovery will be longer than anticipated. With the wide infrastructure defi-

cit, rising inflation, high unemployment, political instability and insecurity in vital agricultural re-

gions, the EIU estimates that the economy will contract by 3.5% before recovering slightly to 

1.1% and 3.1% in 2021/2022 respectively.  

Inflationary pressures will persist and annual consumer price inflation could reach 14.8% and 15% 

by November and December respectively. Oil price shocks are expected to linger on the back of  

supply and demand concerns and this would remain a huge limitation to forex availability and fur-

ther worsen currency pressures. The attendant effect would be a continuous depletion of  the ex-

ternal reserves. This will also coincide with the CBN maintaining its forex rationing stance. 

A meaningful recovery will only happen when inflation and exchange rates stabilize which is 

highly unlikely in the near term.  
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