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FGN borrowing from the CBN
– curse or blessing?

T

he standard definition of a central bank is that it is the bankers’ bank and the
bank to the government. Therefore, the central bank is often obliged to pro-

vide financial support to the government to meet its financing needs. Central

bank lending to their host governments are usually funded by selling of government paper directly or issued on behalf of the government. In some cases, a government’s expenditure is
funded by ways and means advances, which grants the government an overdraft by means of
direct monetary financing. Since the oil price
shock of 2014-2016, the Nigerian government has
often relied on borrowings from the Central Bank

to plug its revenue shortfalls. The practice has,
however, become increasingly worrisome due to
the inflationary risks associated and the delayed
repayment of the loans.
In January 2021, international ratings agency, Fitch Ratings, warned that continual dependence
on central bank lending could undermine the stability of the Nigerian economy. 1 Notwithstanding, the CBN has insisted on sustained credit financing to the government. 2 While the
minister of finance recently affirmed the need to reduce reliance on central bank lending, 3 the
CBN’s commitment to uphold the practice poses a fundamental threat to investor confidence
and the stability of the economy. The Nigerian government’s debt at the CBN was estimated at
N13.2 trillion (8.6% of GDP) as of September 20204 and headline inflation is already at a more
than four-year high of 18.17%.5
1

Fitch Ratings. 2021. “Nigeria’s Deficit Monetisation May Raise Macro-Stability Risks”.
https://www.fitchratings.com/research/sovereigns/nigerias-deficit-monetisation-may-raise-macro-stability-risks-20-01-2021
2
Alonso Soto. 2021. “Nigeria Central Bank Chief Rebuffs Money-Printing Criticism”. Bloomberg.
https://www.bloomberg.com/news/articles/2021-01-26/nigeria-central-bank-chief-rebuffs-money-printing-criticism
3
Alonso Soto. 2021. “Nigeria Vows to Shun Central-Bank Cash Amid Budget Squeeze”. Bloomberg.
https://www.bloomberg.com/news/articles/2021-04-19/nigeria-vows-to-shun-central-bank-cash-amid-budget-squeeze
4
Fitch Ratings. 2021. “Fitch Affirms Nigeria at 'B'; Outlook Stable”. https://www.fitchratings.com/research/sovereigns/fitch-affirms-nigeria-atb-outlook-stable-19-03-2021
5
National Bureau of Statistics. 2021. “Consumer Price Index March 2021”. https://www.nigerianstat.gov.ng/download/1241014
3

Impact of central bank lending on the economy
Central bank lending to the government is usually necessitated by fiscal gaps and the need to support economic recovery efforts. This is different from intervention lending for developmental initiatives in the country such as the anchor borrowers programme. CBN’s lending to the government is targeted at reducing the fiscal pressures of the government at times of significant revenue
shortfalls. Nigeria’s fiscal revenue has been susceptible to swings due to peaks and troughs in the
global price of oil. For example in 2016, the global economy recorded a huge slump in oil prices,
which plunged below $30pb in January 2016. This weighed significantly on country’s fiscal and

external balances resulting in a recession in 2016. The country also continues to face a rising fiscal deficit resulting in a surge in government borrowing, both domestic and external. Nigeria’s
debt to GDP ratio rose to 34.98% in 2020 from 29.10% in 2019.6 Fiscal deficit is also estimated
at 3.6% of GDP (N5.6trn) in the 2021 budget, higher than the 3% benchmark in the Fiscal Responsibility Act of 2007.7
According to the CBN, the direct impact of credit financing from the Central Bank is the surge in
money supply, which typically results in price and exchange rate instability.8 Hence, the CBN’s
commitment to continue to finance the government undermines its core monetary responsibilities. Although the government has announced plans to securitize its debt at the CBN, this could
result in an increase in its debt service costs, which will weigh on its credit rating. Fitch retained its
credit rating for Nigeria at ‘B’ with a stable outlook on March 19 but highlighted sustained central
bank lending as one of the potential threats to the country’s rating.9 In addition, continual reliance
on CBN financing could encourage fiscal complacency in the implementation of revenue generation reforms by the government.

6

Trading Economics. Real Time. “Nigeria Government Debt to GDP” https://tradingeconomics.com/nigeria/government-debt-to-gdp
Ruth Olurounbi. 2020. “Nigeria will need to borrow more, threatening fiscal flexibility”. https://www.theafricareport.com/56297/nigeriawill-need-to-borrow-more-and-that-threatens-fiscal-flexibility/
8
Central Bank of Nigeria. Real time. “Frequently Asked Questions: Can the Federal Government frustrate the Central Bank from pursuing its
monetary policy?” https://www.cbn.gov.ng/FAQS/FAQ.asp?Category=Monetary+Policy
9
Fitch Ratings. 2021. “Fitch Affirms Nigeria at 'B'; Outlook Stable”. https://www.fitchratings.com/research/sovereigns/fitch-affirms-nigeria-atb-outlook-stable-19-03-2021
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Lessons from Zimbabwe
The Zimbabwean government resorted to central bank financing after sanctions from the international community in 2001. The sanctions were prompted by the contentious land reform program initiated by the then president, late Robert Mugabe, in 2000. The program encouraged
black farmers to reclaim their farmlands from white commercial farmers. The US, in reaction,
imposed sanctions on the economy restricting support for multilateral financing to Zimbabwe.
The country therefore relied on monetary financing to meet its fiscal obligations, which led to a

spike in its inflation rate to as high as 79.6 billion percent in November 2008, the second highest
case of hyperinflation on record.10 Although the inflation rate has since reduced, Zimbabwe is
still struggling with a three-digit inflation, which stood at 194.07% in April 2021.

Conclusion
The Nigerian government needs to intensify its revenue generation efforts and step up measures
towards economic diversification to reduce its vulnerability to oil price shocks. The current focus
on the development of the agriculture sector is commendable. However, there is the need for an
effective monitoring process to track the progress of several agriculture interventions schemes
and areas requiring improvement. The government should also adopt business friendly economic
policies to encourage growth in other sectors of the economy such as manufacturing, mining,
trading and ICT. This will help broaden the government’s revenue base and reduce reliance on
oil. Moreover, the government needs to be committed to fiscal discipline to prevent an increase
in the country’s debt burden and the risk of a credit rating downgrade.

10

Farai Shawn Matiashe. 2021. “Zimbabwe: Can the central bank hold rate as inflation soars?” https://
www.theafricareport.com/61176/zimbabwe-can-the-central-bank-hold-rate-as-inflation-soars/
5
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Forex availability and exchange rate depreciation- A manufacturer’s nightmare!
Nigeria’s exchange rate policy has been a subject of controversy.
The price of forex is the major problem followed by the availability of adequate forex supply, which leads to a blended rate for
forex transactions. In addition, there are limited hedging opportunities, e.g. the 12-month NDF market rate is trading at
N456.96/$ indicating that the market expects the naira to depreciate.
In the last three years, the currency depreciated by 33.61% to
N485/$ at the parallel market. This was also the case at the I& E
window, where the naira weakened by over 14.35% to currently

trade at N412/$ from N360.3/$ at the end of 2017. The window
was introduced in 2017 after the oil price crash (2016) to facilitate transactions for individuals and businesses that need dollars
to repay loans, dividends, settle trade transactions and repatriate
capital. In all, currency volatility in recent times is a déjà vu of
the oil price crash in 2016. However, this time around its impact
was worsened by the economic fall out of the covid-19 pandem-

ic. In Q2’20, which was the peak of the pandemic, oil prices fell
to as low as $18pb before recovering to a range of $60-69pb in
Q1’21.
The strong link between exchange rate pressures and the manufacturing sector cannot be overstated at this time, because most
manufacturers rely heavily on imported raw materials. The result
of a weaker currency has been a surge in import costs with imported inflation climbing as high as 16.86% in Mar’21. A market
determined exchange rate is important to boost output growth
and drive industrialization especially with the commencement of
the African Continental Free Trade Agreement (AfCFTA).
7

Multiple rates & the IMF
The IMF through its article IV review has

fied exchange rate regime. The near-term focus

strongly advocated for a market driven and

should be on allowing greater flexibility and

unified exchange rate system in Nigeria, be-

removing the payments backlog. We have re-

cause it encourages transparency in exchange

cently seen the convergence around the IEFX

rate determination for investors (domestic and

rate and the CBN has resumed clearing of the

international) and manufacturers. The multilat-

$2bn dollar demand backlog to Foreign Portfo-

eral lender stated that multiple rates, limited

lio Investors (FPIs). Nigeria currently operates

flexibility and forex shortages are economic

at least seven exchange rates for various trans-

challenges and disincentives to investors. The

actions including government, banks and man-

IMF further recommended a gradual and multi

ufacturers.

-step approach to establishing a clear and uniCurrent rates (N/$)
Parallel

485

IEFX

410

NDF – 6M

431.86

9M

444.51

12M

456.96

NAFEX

410.13

Customs

381

Interbank

379

IATA - ROE

420

Source: FMDQ, CBN, AbokiFX

Manufacturing sector operations & exchange rate – Current state
The FBN purchasing mangers’ index reading for March eased by 3.02% to 51.4 points from 53
points recorded in February. This was mainly because of the difficulty manufacturers faced while
sourcing for forex to acquire raw materials. To address the issue of dollar scarcity, the CBN has
embarked on several initiatives including encouraging exporters to repatriate proceeds, licensing
of 10 additional IMTOs and the naira4dollar promo. However, exchange rate policy ambiguities
and forex market shortages continue to linger, worsening the business environment for manufacturers. Even though, the CBN has made moves toward naira convergence at the I&E window,
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April 1st - 21st 2021
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forex rationing has continued. So far in April, the average daily turnover fell by 13.4% to $57.7mn
from $66.63mn in March. Furthermore, dollar sales by the CBN with a 60-day delivery means the
effective cost is higher as most manufacturers are forced to source for forex from the parallel
market, leading to a more expensive and blended rate around N460/$. About 10% of their forex
is gotten from official sources, while 90% from the parallel market.

Implications


Sector growth: There is a high probability that forex rationing will increase the exchange
rate pressures at the autonomous market, which could impede growth in the manufacturing
sector. The sector contracted by 1.51% in Q4’20 and if the situation spirals out of control,
the sector could move deeper into the negative territory. Because as it is, output levels would
be limited by challenges in raw materials procurement. This constrains expansion plans particularly in the face of regional competition resulting from the African Continental free trade
agreement (AfCFTA). It would also frustrate and force small businesses to shut down.



Capital flight: More companies are likely to move their operations to neighboring countries
if these problems persist, especially with the commencement of the AfCFTA. Other African
countries like Ghana and South Africa would be more enticing for business operations. This
would worsen the country’s already abysmal state of forex inflows. The immediate impact, is
a further depreciation of the naira at both the parallel market (N490/$ - N500/$) and I & E
window (N412/$ - N415/$).



Higher import costs to push up imported inflation: Currency volatility would heighten
import costs and increase imported inflation. The impact on economic agents is largely dependent on who bears the final burden of higher costs. If manufacturers decide to absorb
the costs, corporate margins will likely remain squeezed. However, if they decide to pass the
burden to the already embattled Nigerian consumer, disposable income will be negatively affected.

Conclusion
In summary, it is difficult to forecast the exchange rate but some institutions have made various
calls.

9

Institution

2021 Forecast (Year-end) Rationale

Rencap

N429/$

Oil prices increase to trade at $64.8pb
by year end. Improvement in diaspora
remittances as the global economy re-

EIU

N422.3/$

covers.
Falling external reserves as the CBN
clears dollar demand backlog despite
firmer oil prices. CBN would also be
keen on defending external reserves.

A tough business environment will continue to encourage capital flight and loss of the much
needed investment inflows. The manufacturing sector is a huge player in the government’s plan to
diversify its revenue base and fasten the pace of industrialization. The world is fast transitioning
away from oil, so this should be a wakeup call for the government to hasten its steps towards
boosting the activities of other sectors that have the potential to drive economic growth. More
noteworthy is that if these forex challenges persist, alongside the rising insecurity levels and already weak macroeconomic environment, Nigeria could lose its chance of being a hub as the
AfCFTA progresses.
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Global Perspective: Culled from The Economist

Africa’s covid-19 vaccination
drive is off to a slow start
Doses of skepticism
Scant supply is the biggest problem, but not the only one
As a nurse in Lilongwe, the capital of Malawi, Linda Banda is at the front of her country’s queue
for a covid-19 vaccine. However, she is wary. “I’m not sure it’s a safe move,” says the 26-year-old
Such attitudes are complicating Malawi’s plans. The country received its first vaccines on March
5th. Seven weeks later it has used only about half of its 512,000 doses, most of which came via
covax, an alliance co-led by the World Health Organisation (who). About 16,000 doses are set for
the incinerator after expiring last week.
African countries can ill afford to waste vaccines. Just 6m doses have been administered in subSaharan Africa, fewer than in New Jersey. Globally 13% of adults have received a first dose, versus 1% in the region (see chart).

covax, which has supplied most of Africa’s doses, has been hampered by India’s restrictions on

vaccine exports. Yet supply is not the only problem. Many African countries are struggling to use
their doses because of operational failings and low demand. Africa cdc, a public-health body,
wants 60% of the continent vaccinated by the end of next year. The target looks increasingly ambitious. If it is not met there could be dire consequences for Africa—and, potentially, the rest of
the world.
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Forty-seven of Africa’s 54

stock, delayed starting for

reach arms. covax says it

countries have started a vac-

about ten days and has been

needs about another $3bn to

cination drive. Some have

slow to distribute doses. An

carry out its plans for buying

done so efficiently. Angola

ad hoc approach is common.

and delivering vaccines this

used

registration.

During an event at the Gam-

year. In October the World

Rwanda surveyed village el-

bian president’s residence, he

Bank pledged $12bn for vac-

ders so it knew where to find

and cabinet ministers got a

cines and their roll-outs glob-

priority groups. It distributed

jab. “Then they ended up vac-

ally, but as of April 20th it

doses to more than 500 health

cinating everyone, including

had approved projects worth

centres within days of receiv-

the cleaners,” says one ob-

only $2bn. Just seven of them

ing them on March 3rd. Gha-

server.

are in Africa.

Mamunur Rahman Malik of

Logistical difficulties are cou-

the who in Somalia says coun-

pled with vaccine hesitancy.

tries are using the wrong ap-

In a five-country survey pub-

proach. Somalia has done lit-

lished on March 9th by

tle outreach and instead relies

Afrobarometer, a pan-African

on people showing up to

pollster, an average of 60%

sites, some of which are

of respondents said they were

closed for Ramadan. It has

unlikely to try to get vaccinat-

wrongly assumed that organ-

ed. After starting with similar

Yet of the 45 countries for

ising covid-19 shots is the

eligibility criteria to the West,

which the who has data, 32

same as, say, measles jabs.

most countries have expand-

have used less than half of

“But this is not like mothers

ed who can get jabbed.

their vaccines. A few, like

bringing their children.”

Strange as it may seem for a

online

na, which has administered
nearly 90% of its jabs, drew
on its experience in 2018 of
vaccinating 6m people in a
week against yellow fever.
Volunteers

were

recruited

from institutions such as Rotary clubs. Drones carried vials to remote parts.

Zambia, received covax deliveries only this month. But
most have had supplies for
longer. Uganda, which has
dispensed just 24% of its

A lack of money is making
matters worse. care, a charity,
reckons that for every $1

spent on vaccines, another $5

continent with so few vaccines, in many countries anyone wanting a dose can get
one.

is needed to make sure they
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Hesitancy has several causes.

covid-19 is simply not a big

John Nkengasong, the head

A 15-country survey by Afri-

deal. Official caseloads and

of Africa cdc, laments that

ca cdc last year found that

death tolls are relatively low.

just 1% of the vaccines used

half of respondents believed

Unlike in rich countries, there

in Africa are manufactured on

covid-19 was planned by a

is no talk of needing a vac-

the continent. For the time

“foreign

One-third

cine to go about daily life. “I

being it is mostly reliant on

thought that vaccine trials had

did not, at any point, deny the

two sources: covax and the

killed African children. Such

existence of covid-19, but

African Union’s deal with

falsehoods spread rapidly on

what I doubt is its existence

Johnson & Johnson (j&j),

WhatsApp. They can also be

in Sierra Leone,” says Mo-

which has agreed to provide

amplified by religious leaders.

hamed Kabia, a student in the

220m doses. But when they

In Nigeria powerful pastors

west African country (official

will arrive is unclear.

such as Chris Oyakhilome

death toll: 79).

actor”.

have spread misinformation.

Some governments are look-

African epidemiologists such

ing at other options. Having

The main vaccine available to

as Charles Wiysonge of the

declined to use the Astra-

African countries has not

South African Medical Re-

Zeneca vaccine, South Africa

helped. Roger Kamba, the

search Council argue that de-

has belatedly signed its own

head of the anti-covid task-

mand will respond to supply.

deals with j&j and Pfizer. The

force in Congo, blames its

“Hesitancy is partly a func-

Sinopharm vaccine has been

nearly two-month delay on

tion of so few doses.” It is

approved by 11 African coun-

the need to assure people fol-

hard to run mass vaccination

tries, but others are wary be-

lowing European decisions

campaigns without masses of

cause the who is still review-

about the AstraZeneca jab.

vaccines.

ing

“We are telling people to take

countries do not know when

struggling to get Russia to

the vaccine but they see all

they will be able to give sec-

send doses of the Sputnik

the time on tv that there are

ond doses. “We have a plan

vaccine.

problems with it.”

but no supply,” says Anthony

Hesitancy also has prosaic
causes. For many Africans

Even

successful

it.

Governments

are

Nsiah-Asare, health adviser to
Ghana’s president.
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Kwaku Agyeman-Manu, Gha-

doses to Accra, he says. Much

es. “No one is listening,” he

na’s health minister, says he

better would be for countries

sighs.

has had more than 50 meet-

with excess doses to give or

ings with businessmen who

sell them to countries like

say they can get doses. A mid-

Ghana. Sadly he has received

dleman “from the Middle

little response from such plac-

East” brought 16,000 Sputnik
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Macroeconomic Indicators February
1st – 15h
Money Market
The average opening position for banks fell by 58.77% to N95.89bn from N232.55bn in the first
half of March. For the first time since July 6, 2020, the opening position of banks was negative
due to a highly illiquid market. Cumulative OMO sales during the review period was N174bn
with a total repayment of N20bn.
Short-term interbank rates traded between 12%-30% during the first half of April, reflecting the
tight liquidity in the system. On the average, NIBOR (OBB, O/N) rose by 436bps to 15.18%
from 10.82% in March.

12

In the primary market, total Treasury bill auction was N153.38bn. The 91-day and 182-day tenor
stop rates were flat at 2% p.a. and 3.5%p.a respectively while the 364-day tenor rate increased by
100bps to 9.0% p.a. At the secondary market, the 91-day tenor stop rate increased by 156bps to
2.5% p.a. while the 180-day and 364-day tenor rate increased by 20bps and 350bps respectively
to 3.73% p.a. and 7.5% p.a

12

CBN, FDC Think Tank
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Primary
Market
rate as at
March 31

Primary
Market
rate as at
April 14

(%p.a.)
91

Secondary
Market
rate as at
March 15

Secondary
Market
rate as at
April 15

(%p.a.)

(%p.a.)

(%p.a.)

2.00

2.00

0.94

2.50

182

3.50

3.50

3.53

3.73

364

8.00

9.00

4.00

7.50

T/bills
Tenor

Direction

Direction

Outlook

Impact

Policy authorities will continue to use the pri-

Higher interest rates will continue to support

mary and secondary instruments to mop up

the shift away from equities to fixed income.

excess liquidity and push up 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 window. 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 bal-

ance of payments, capital inflows and trade balance.

Exchange Rate
At the parallel market, the naira remained flat for the first five trading days at N485/$ before appreciating by 0.62% to close at N482/$ on April 15. The exchange rate was stable at the interbank market (N379/$) while the IEFX rate depreciated by 0.29% to N410.5/$ on April 15 from
N409.3/$ at the beginning of the month. In the review period, average forex turnover was
$52.67mn, 23.32% lower than the corresponding period in March ($68.69mn).

18

The CBN has resumed its sale of dollars to foreign portfolio investors as part of its efforts to

clear the backlog of dollar demand currently estimated at $2bn. This will slow the pace of accretion of the external reserves.

13

Outlook

Impact

We expect the exchange rate to trade between

A weaker currency will continue to impact

N485-N490/$ at the parallel market in the second

negatively on consumer goods and their

half of the month on exchange rate volatility

prices.

External Reserves
Nigeria’s gross external reserves maintained an increasing trend all through the review period. It
rose marginally by $410mn (1.18%) to $35.23bn on April 15 from $34.82bn on March 31st. The
increase in reserves was driven by higher oil receipts. The country’s import cover increased by
1.29% to 8.65 months from 8.54 months in March.

14
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CBN, FDC Think Tank
CBN, FDC Think Tank
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Outlook

Impact

The accretion in the external reserves is expected

Higher reserves would boost the CBN’s ability to

to be sustained on high oil prices for the next cou-

support the naira.

ple of weeks

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, oil prices traded slightly above $62pb for five consecutive days before increasing to close the review period at $66.94pb. This was driven by a gradual recovery in global oil demand. Also, prices were supported by signs of full economic recovery in the US and China and

with countries relaxing their lockdown restrictions.

15

Outlook

Impact

We expect an uptick in oil prices in the near term

Higher oil price is positive for Nigeria’s

on increased vaccine inoculations and with coun-

export earnings. This will be further sup-

tries gradually reopening from the lockdown.

ported by the increase in Nigeria’s oil pro-

Meanwhile, the relaxation of output cuts by

duction quota to 1.54mbpd in May

OPEC to 1.14mbpd starting from May could taper
oil prices.

25

Bloomberg, FDC Think Tank
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Natural Gas
The average price for Natural gas stood at $2.54/mmbtu, 6.62% lower than $2.72/mmbtu recorded in the first half of March. The decrease in LNG prices was partly due to increased LNG supply in the US.

16

Outlook

Impact

We expect LNG prices to remain soft in the near

Natural gas is a top export commodity for the

term on weak global demand for LNG

country (14.2%). Lower LNG prices will reduce Nigeria’s LNG export earnings.

Cocoa
During the review period, Cocoa prices rose by 1.78% to $2,459/mt on April 15 from $2,416/mt
on April 1. The uptick in price was driven largely by increased demand from India. Meanwhile, the

average price of cocoa declined by 7.72% to $2,408/mt from $2,594/mt in the first half of
March.

17
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Bloomberg, FDC Think Tank
Bloomberg, FDC Think Tank

17

21

Outlook

Impact

We expect cocoa prices to remain bullish in the

Cocoa is one of Nigeria’s major non-oil export

near term on increased global demand. In addition,
favorable weather conditions in Nigeria could

commodities. The bullish trend in cocoa prices will
have a positive impact on Nigeria’s export earnings.

weigh positively on the outlook of cocoa supply.

Imports
Wheats
In the review period, wheat prices increased by 5.46% to $651.75/bushel from $618/bushel from
April 1. The increase in price was driven by strong global demand amid unfavorable weather conditions in the US. Meanwhile, the average price of wheat declined by 3.64% to $628.19/bushel
from $651.95/bushel in the first half of March

18

Outlook

Impact

We expect wheat prices to maintain the upward

High wheat prices will negatively affect

trend on increased demand in the near term

the country’s import bill. This could
increase prices of finished goods made
from flour.

18

Bloomberg, FDC Think Tank
22

23

Corn
Corn prices rose by 5.24% to $582.25/bushel from $553.25/bushel on April 15. The uptick in
corn prices was driven by the increase in demand for US corn amid constrained supply and
planting shortages in the US.

19

Outlook

Impact

We expect corn prices to maintain the upward

Nigeria is a major importer of grains.

trend in the near term on tight global supply.

Therefore, higher corn prices would increase the country’s import bill. This
would increase the cost of production of
firms who depend on corn for their out-

put.

Sugar
Sugar prices have maintained their bullish trend in the first half of this month. In the review period, prices rose by 7.95% from $14.71/pound on April 1 to $15.88/pound on April 15. The increase in price was driven by poor weather conditions in France amid expectations of tighter
supplies.

19

Bloomberg, FDC Think Tank
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Outlook

Impact

The outlook for sugar prices would remain elevat-

Higher sugar prices would increase Ni-

ed for the next couple of weeks due to the unfa-

geria’s sugar import bill and cost of raw

vourable weather conditions in France.

material for confectionery companies and
bakeries.

20

Bloomberg, FDC Think Tank
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Stock Market Review
The NSE closed on a negative note in the review period (April 1-15). It lost 1.21% to close at
38,571.89 points on April 15th from 39,045.13 points on March 31st. Similarly, market capitalization was down 1.17% (N240bn) to N20.19trn on April 15th relative to its close of N20.43trn
on March 31st. The market YTD return was negative at 4.22%. The market lost in five out of
the nine trading days of the review period with a cumulative loss of 1.22%.
The NSE traded at a price to earnings (P/E) ratio of 14.07x as of April 15th, 1.37% higher than
the close of March 31st (13.88x). The market breadth was negative at 0.54x as 27 stocks gained,
50 lost while 85 stocks remained unchanged.

21

Market activity level was negative in the review period. The average volume traded fell by
42.04% to 236.31mn units from 407.72mn units. Also, the average value of trades was
40 down

51.86% to N2.20bn from N4.57bn in the review period.
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The sector indices performance was negative in the review period. The banking sector lost the
most (11.51%) followed by insurance (6.36%), industrial (0.99%) and oil & gas (0.37%). Only
the consumer sector gained 1.34%.
Japaul Gold and Ventures Plc topped the gainers’ list with a 70.73% increase in its share price.
This was followed by Royal Exchange Plc (30%), Linkage Assurance Plc (27.27%), Meyer Plc
(17.78%) and the Initiates Plc (9.52%).
TOP 5 GAINERS
Company

Mar-31 (N)

Apr-15 (N)

Absolute Change

Change (%)

Japaul Gold and Ventures Plc

0.41

0.70

0.29

70.73

Royal Exchange Plc

0.30

0.39

0.09

30.00

Linkage Assurance Plc

0.66

0.84

0.18

27.27

Meyer Plc

0.45

0.53

0.08

17.78

The Initiates Plc

0.42

0.46

0.04

9.52

The laggards were led by Northern Nigeria Flour Mills Plc (20.97%), Regency Alliance Insurance Co Plc (20%), Mutual Benefits Assurance Plc (19.57%), Unity Bank Plc (14.67%) and PZ
Cussons Nigeria Plc (14.43%).
TOP 5 LOSERS
Mar-31
(N)

Apr-15 (N)

Absolute Change

Change
(%)

Northern Nigeria Flour Mills Plc

6.20

4.90

1.30

-20.97

Regency Alliance Insurance Co Plc

0.30

0.24

0.06

-20.00

Mutual Benefit Assurance Plc

0.46

0.37

0.09

-19.57

Unity Bank Plc

0.75

0.64

0.11

-14.67

PZ Cussons Nigeria Plc

4.85

4.15

0.70

-14.43

Company

Outlook
We expect the NSE performance to be volatile in the near term on rising yield rates in the fixed
income market
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Corporate : UACN Plc
Market Capitalization:: N30.54bn
Share Price: N10.55

Analyst’s note
Resilient top line performance - HOLD
UAC of Nigeria reported an impressive top line performance in its full year 2020 result. The
company’s revenue grew by 2.7% to N81.4 billion relative to N79billion reported in the corresponding period in 2019. The growth in revenue was supported by price increase in the animal
feeds and edibles segment which accounts for about 63% of the company’s total revenue. The
segment was also least affected by the pandemic due to its essential nature. Gross profit however
declined by 3.67% to N15.99 billion from N16.6 billion driven by a 4.47% increase in cost of
sales to N65.4 billion.
On the operations side, operating profit declined by 36% to N3.6 billion attributable to a 17%
increase in administrative expenses to N7.7 billion coupled with a 47.9% reduction in other operating income to N1.2 billion driven by non recurring gains from sale of investment property
as reported in 2019.
The company recorded a 35% decline in profit from continuing operations to N3.46 billion
from N5.35 billion reported in the corresponding period of 2019. The 35% decline in profit was
impacted by the decline in operating profit as well as a 62% reduction in finance income to N1
billion attributable to low interest rates on bank deposits
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Company overview
UAC of Nigeria Plc is a leading diversified company, operating in the food and beverage, real
estate, paint and logistics sectors of the economy, with eight subsidiaries across different segments of the manufacturing industry.
The company however began to experience a steep fall in 2017 after reporting a 75% decline in
bottom line. A 100% increase in finance cost of the real estate segment (UDPC) attributable to

interest rate hike, compressed margins resulting in a 75% decline in EPS. The loss in the real estate segment continued into 2018 and 2019 as the capital structure of the subsidiary became a
major challenge for the company. The management took a bold step and sold off 51% stake of
the loss-making subsidiary to custodian investment to ensure a return to profitability. We expect
the proceeds from sale of the subsidiary to be reinvested in other valuable segment of the company.
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Economic outlook for the next two to four weeks
Global oil output is set to increase in the next four weeks. This is due to the ease in supply cut
of 1.14mbpd by OPEC+ starting from May. By extension, Nigeria’s oil production would increase and this would offset the anticipated decline in oil prices. This is positive for Nigeria’s export earnings and is expected to support external reserves accretion.

We also expect the exchange rate to remain stable for the next couple of weeks owing to the level of external reserves accretion so far. This is further supported by the CBN’s intervention in
the forex market in meeting demand and supply shortages in the forex market.
Inflationary pressures will continue to linger, as food prices remain elevated. The price stoking
factors remain rising insecurity in the food belt, higher transport and electricity costs, supply disruptions and seasonality effect.
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