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FG kicks the can
(fuel subsidy re-

moval) down the

road for another 6

months

O

ver the weekend, the federal government decided to delay the
inevitable with respect to the deregulation of refined PMS. This
time around for 6 months, as it continues to negotiate with the
unions over the resultant impact on their workers. The NNPC,

which is the sole importer of refined PMS into the country, spends about
N120bn monthly on fuel subsidies, (N720bn for 6 months). This is because at
current global oil prices, and factoring in the exchange rate adjustment, the
market price of fuel is estimated at N212- N234/ltr compared to the retail
price of N162-N165/ltr.
While there is an argument for the inflationary impact of fuel subsidy removal
on consumer prices, especially with the numerous challenges facing the average
Nigerian, the financial ramifications for the government have become unbearable and unsustainable. The government has a projected deficit financing need
of N5.5trn in 2021, which is projected to increase, as there was no provision
for fuel subsidies in the 2021 budget.
Kicking the can down the road only delays the inevitable. It will be better for
the government to bite the bullet now so the adjustment process can kick in
sooner than later.
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Headline inflation to surge again
towards 17.8%

T

he Nigerian Bureau of Statistics (NBS) will release the inflation figures
for the month of March on April 15. Our time series model is forecasting a 0.47% jump in headline inflation to 17.8% (±0.2%). This will be
the 19th consecutive monthly increase and a 48-month high. Exchange

rate pressures have proven to be one of the principal inflation drivers in Nigeria.
Manufacturers are currently experiencing difficulties in securing imported raw materials as forex rationing continues to take its toll. This pushed up import costs and reduced output, evidenced by the 3.02% drop in FBN PMI to 51.4pts in March. The

decline in imported raw materials is forcing manufacturers to look inwards for local
substitutes, reducing the supply of commodities to retail markets. Aggregate domestic
output has been constrained by disruptions, low productivity (-0.5%) and logistics
constraints. The FGN’s borrowings (ways and means advances) have also increased
money supply, exacerbating inflationary pressures.
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Rising food inflation — Nigeria not alone
Our analysis reveals that both the food and core sub-indices are likely to increase in the
month of March. Food inflation is projected to rise to 22.3% while core sub-index could
climb to 12.6%. Notably, rising food inflation is not a Nigeria-specific phenomenon. According to the Food and Agriculture Organization, the Global Food Price Index rose by
2.1% to 118.5pts in March. This was driven by strong demand for basic food stuffs such as
vegetable oils, meat and dairy.

Month-on-month inflation to drop on weak consumer demand
Month-on-month inflation, which has oscillated in the last three months, is projected to decline to 1.26% (16.17% annualized) in March from 1.54% (20.22% annualized) in February.
Weak aggregate demand and consumer resistance to price increases have forced most manufacturers to bear the burden of higher production costs. This is unlikely to be sustained in
the coming month as expenses continue to climb, squeezing corporate margins. Also, brand
loyalty is being tested as commodity prices increase, forcing consumers especially at the bottom of the income pyramid to shift to relatively cheaper commodities.

Monetary conditions and monetary policy
The sharp increase in headline inflation is likely to force the CBN to reconsider resuming its
tightening cycle. Typically, monetary conditions and monetary policy move in opposite directions to keep the price level under control. When monetary conditions are loose, the
CBN adopts a tight monetary policy stance to ensure price stability and vice versa.
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NBS, FDC Think Tank
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With inflation spiraling and currently double the upper band of the CBN’s inflation target
(9%), a likely increase in interest rates is not only imminent but almost inevitable. The good
news is that policy makers are becoming increasingly aware of the need to increase interest
rates before inflation spirals out of control. A third of the committee members (MPC) voted for a rate hike at the MPC meeting in March. This is likely to increase towards a majority
of members in the month of May.

Rising interest rates to reduce the negative real rate of return
It appears the CBN is using its orthodox policy tools to change the interest rate direction.
Yields on the 364-day T/bills tenor increased to 8.0% from 2.0% in January while OMO
bills of the same tenor are now slightly above 10%. With interest rates rapidly increasing,
the negative rate of return on investment will reduce.
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Regional inflation more to the upside
Regional inflationary trends have been increasing since the beginning of the year. This can
be largely attributed to higher food prices, weaker currencies, higher energy costs and rising
housing and utilities expenses. According to the EIU, SSA inflation is projected to average
8.1% in 2021 before edging down to 8.0% in 2022.
The regional central banks are beginning to take steps in taming rising inflation. Zambia’s
MPC raised its benchmark interest rate by 50 basis points to 8.5% during its February meeting. Nigeria is likely to follow suit in Q2 as inflation continues its upward trajectory.
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NBS, CBN, FDC Think Tank
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What to expect in Q2’21
Headline inflation is expected to continue its upward trend in Q2 as the planting season
commences, further exacerbating pricing pressures. The CBN might be forced to adopt a
tighter monetary policy stance to curb rising inflation and ensure macroeconomic stability.
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Trading Economics, FDC Think Tank
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Era of high oil prices slowly ebbing as
OPEC+ eases supply cuts

O

PEC and its allies have finally taken the step to reduce ongoing output

cuts and increase production. This is occurring after several months of
tightening in addition to voluntary cuts by Saudi Arabia. At its April
meeting, OPEC+ agreed to increase production by 1.14mbpd for three

months starting in May and ending in July. Oil prices fell to $62pb as a knee jerk reaction to the outcome. The cartel had hesitated until now to relax its grip on oil output
levels due to uncertainty about the strength of the recovery in global oil demand. Europe, a major oil-consuming region, is experiencing its third wave of the coronavirus
and has imposed new lockdowns. There have also been controversies surrounding the
AstraZeneca vaccine in the continent, which led to the halt of its use and this could
slow down the recovery of the region.

OPEC’s share being eroded, new kids are on the block
OPEC for decades maintained its position as the leading and dominant player in the
global oil market, with Saudi Arabia at the helm. However, this is changing with the
cartel slowly losing its grip on the reins of bargaining power. The commencement of

9

output cuts have also steadily chipped off some of the cartel’s hold. New kids on the block
such as the US and the mix with its allies (called OPEC+ mainly Russia), are altering the dynamics and widening the divide between price leaders and followers.
OPEC’s share of global oil supply has dropped to approximately 26.9% (24.8mbpd) from 34%
10years ago.4 In recent times, the cartel’s decision on the global oil market is jointly made with
its allies such as Russia. In March, there were speculations that Saudi Arabia and Russia (the two
major forces in OPEC+) were on opposite sides of the output cuts, with the former favoring a
more cautious approach and the latter pushing for a relaxation. It seems Russia won this round.

Price followers struggling, price leaders going on strong
In any oligopoly, there are the price leaders, who set the tone for price movements and the
price followers who are the vulnerable and stand to lose the most. In the global oil market,
the likes of Nigeria, Angola and Gabon are the price followers. These countries are the worst
hit when oil prices are down, due to low fiscal and external buffers. Their production levels
account for a marginal amount of total global oil supply. For instance, the three aforementioned countries account for less than 4% of total global output. These countries also usually

have a high fuel import bill due to defunct or nonexistent domestic refineries, forcing them
to import refined petroleum products.
The price leaders in the global oil market are the US, Russia and Saudi Arabia. These three
powerhouses combined account for 32% of total global output. They have significant oil reserves and external buffers to support their currencies should oil prices fall sharply like in
April 2020. However, the price leaders do not necessarily have the lowest cost of production
as shown in the table below.
4

OPEC February 2021 Monthly Oil Report
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Nigeria’s diversification story from oil, when will it yield the
desired outcome?
For as long as I can remember, I have heard policy authorities in Nigeria talk about the diversification story and the need to reduce the economy’s reliance on oil. Over the years, it seems efforts implemented are yet to produce the desired result. Oil and gas exports’ share of total export earnings have increased in the last decade, from approximately 70% in 2010 to almost 90%
in 2020. On the other hand, the sector’s contribution to economic activities has been hovering
around 8-9% of GDP while the non-oil sector accounts for the bulk. Why has the government
been unable to convert the over 90% contribution of the non-oil sector to GDP output, to generating significantly more in exports and revenue? There have been import substitution strategies
put in place to support local industries, forex restrictions to reduce competition from imported
goods and several intervention funds disbursed by the government and the CBN. However, all
these efforts appear to be rhetoric with no results, as the non-oil sector only accounts for a paltry 10% of export earnings.

There is a direct correlation between oil earnings and the external position of the country and
the exchange rate. The higher the oil proceeds, the higher the increase in the external reserves
accretion and the CBN’s ability to support the currency and ensure exchange rate stability. With
oil prices projected to slide due to OPEC+ relaxation of output cuts amid still low production
levels, Nigeria’s oil proceeds may dwindle and this will affect the CBN’s ability to support the
currency.
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Commercial ranching: a viable solution for Nigeria’s cattle industry

T

he Nigerian cattle industry has been a
subject of controversy in the last few
years, largely due to the system of cattle
rearing. Nomadic pastoralism, which is

the most common form of cattle rearing in Nigeria,

has been associated with several issues such as crop
destruction by grazing herds, attacks on farmers, loss
of farming lands to herders and allegations of kidnapping and banditry by herdsmen.5 This has necessitated calls for a review of the cattle industry, to
stem rising civil unrest and improve the productivity
of the Nigerian livestock sector. While the government has introduced some measures to address the issues, there is the need for a more inclusive approach, which relies largely on the gov-

ernment’s political will and objectivity.

The current state of the Nigerian cattle industry
The cattle industry is a section of the Nigerian livestock sector, which is one of the four subsectors of the agricultural sector. The industry boasts of an estimated 18.5 million cattle. 6 However, its economic contribution has remained low. According to the National Bureau of Statistics,
the agricultural sector accounted for 24.45% of Nigeria’s GDP in 2020, of which the crop production subsector contributed the largest share (91.44%).7 This implies that the livestock sector
and the other two subsectors, forestry and fishing, contribute less than 9% to agriculture
productivity in the country.

5

The International Crisis Group. 2018. “Stopping Nigeria’s Spiralling Farmer-Herder Violence”. https://www.crisisgroup.org/
africa/west-africa/nigeria/262-stopping-nigerias-spiralling-farmer-herder-violence
6
Food and Agriculture Organization of the United Nations. 2019. “The future of livestock in opportunities and challenges in the
face of uncertainty”. http://www.fao.org/3/ca5464en/ca5464en.pdf
7
National Bureau of Statistics. 2021. “Nigerian gross domestic product report (Q4 & FULL YEAR 2020)”.
https://www.nigerianstat.gov.ng/download/1229
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Besides low economic productivity, the pastoral system of cattle farming has remained a threat to

the development of the cattle industry and the agriculture sector at large. Over 80% of Nigeria’s
cattle population is managed under the nomadic pastoral system and the frequent reports of land
grabbing, and crop and produce destruction have created a long-standing conflict between herders and farmers, and has evolved into threats of insecurity and civil unrest. 8,9

Measures to address the challenges in the Nigerian cattle industry
In response to the herders-farmers conflict, the Nigerian government introduced the National
Livestock Transformation Plan (NLTP: 2019–2028) in 2019, which is premised on the commercial
ranching system.10 The NLTP initiative is aimed at improving the productivity of the Nigerian
livestock sector as a whole, but with special emphasis on the cattle industry. The plan proposes the
establishment of ranches in the different states of the federation to ensure formal settlements for
herdsmen with good access to pastures and water for their herds. However, progress on the NLTP
implementation has been slow amid the challenges of COVID-19 and rising herdsmen violence.11
Rising herdsmen violence has fueled concerns among state governments and the citizenry to open
up their states to herdsmen. More than 15 state governments are still reluctant to participate in the

NLTP.12

The importance of commercial ranching for the development of the cattle
industry
The commercial ranching system is a viable approach for the development of the Nigerian cattle
industry. The system would promote a well-organized and conducive environment for livestock
farming. It would also address the ongoing conflicts between farmers and herders, as it would remove herdsmen from farming lands and situate them on their own land. Furthermore, a ranching

system would facilitate large-scale cattle production, effective monitoring of livestock sector activities and increased productivity of the sector. Brazil offers a prime example of what ranching can
8

Food and Agriculture Organization of the United Nations. 2019. “The future of livestock in opportunities and challenges in
the face of uncertainty”. http://www.fao.org/3/ca5464en/ca5464en.pdf
9
The International Crisis Group. 2018. “Stopping Nigeria’s spiraling farmer-herder violence”.
https://www.crisisgroup.org/africa/west-africa/nigeria/262-stopping-nigerias-spiralling-farmer-herder-violence
10
Food and Agriculture Organization of the United Nations. 2019. “The future of livestock in opportunities and challenges in
the face of uncertainty”. http://www.fao.org/3/ca5464en/ca5464en.pdf
11
Gabriel Ewepu. 2020. “National Livestock Transformation Plan on course”. Vanguard Newspaper.
https://www.vanguardngr.com/2020/07/national-livestock-transformation-plan-on-course-kabir/
12
Gabriel Ewepu. 2021. “FG secures €400,000 grant to kick off Nat’l Livestock Transformation Plan in 4 states”. Vanguard
Newspaper. https://www.vanguardngr.com/2021/02/fg-secures-e400000-grant-to-kick-off-natl-livestock-transformation-plan-in-4states/
13

offer an economy.13 Brazil has an estimated cattle herd of 232 million and is set to emerge as the
world’s largest beef exporter by 2028.14 Commercial ranching has contributed largely to the development of Brazil’s cattle industry due to the opportunity for large scale cattle farming.
The ranching system is also supportive of efforts to reduce Nigeria’s dependence on dairy imports. Nigeria's milk imports are estimated at $1.3 billion annually, which has prompted Nigerian
policy authorities to restrict forex supply for milk and dairy imports in a bid to encourage domestic production.15, 16 Nomadic pastoralism has often undermined milk production due to the effect
of frequent movement of the animals. Cattle reproduction has also been suboptimal under the
pastoral system due to poor disease control, which continues to limit the competitiveness of the
Nigerian cattle industry.17

Potential barriers and the need for a more inclusive approach
Given the importance of the commercial ranching system, the successful implementation of the
NLTP is imperative for the development of the Nigerian cattle industry and resolution of ongoing conflicts. However, the NLTP alone is not sufficient now that the crisis has degenerated from
an economic issue to a socio-political problem involving insecurity, terrorism, and ethnic divide.
For instance, states in the south western region have begun to clamor for the expulsion of herdsmen from their communities on allegations of kidnappings, killings and banditry.18
Hence, beyond the establishment of ranches and settlements for herdsmen, there is the need for
legislation against the ownership and use of arms by herdsmen. The government also needs to
demonstrate a strong political will to ensure justice is meted out against any illegal activities by
herdsmen. This will help to address ongoing concerns of government nepotism in favor of the
herdsmen, and prevent a further degeneration of the crisis into a civil war.

13

US Department of Agriculture. 2019. “Brazil once again becomes the world’s largest beef exporter”.
https://www.ers.usda.gov/amber-waves/2019/july/brazil-once-again-becomes-the-world-s-largest-beef-exporter/
14
ibid
15
Food and Agriculture Organization of the United Nations (UNFAO) (2019). The future of livestock in opportunities and challenges in the face of uncertainty. Author. http://www.fao.org/3/ca5464en/ca5464en.pdf
16
Central Bank of Nigeria (CBN). (2020). Milk and Dairy Products Importation. Author.
https://www.cbn.gov.ng/Out/2020/TED/TED.FEM.FPC.GEN.01.002.pdf
17
Food and Agriculture Organization of the United Nations (UNFAO) (2019). The future of livestock in opportunities and challenges in the face of uncertainty. Author. http://www.fao.org/3/ca5464en/ca5464en.pdf
18
Nwokoye Mpi (2021). Nigeria: Southwest Governors hired a local militia to fight bandits. Has it worked? The Africa report.
https://www.theafricareport.com/63485/nigeria-southwest-governors-hired-a-local-militia-to-fight-bandits-has-it-worked/
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The commercial ranching system is a viable approach to resolve the herders-farmers crisis and improve the productivity of the Nigerian cattle industry. However, the successful implementation of
the NLTP initiative will be subject to the government’s ability to harness sufficient participation
from the states and acceptance by the citizenry. This is in turn dependent on the adoption of an
inclusive approach, which involves practical efforts to address the insecurities associated with the
activities of herdsmen in the country.
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G20 extends debt relief for
low-income countries until end of this year
Global Perspective: Culled from the Financial Times
46 nations hit by economic impact of pandemic have deferred $12.5bn in repayments so far
The G20 group of the world’s largest econo-

The DSSI has allowed the 46 countries that

mies has extended its offer of temporary

have so far applied to take part — out of 73

debt relief to low-income countries suffering

that are eligible — to defer an estimated

the economic impacts of coronavirus, in the

$12.5bn in debt repayments otherwise due to

latest of a series of efforts to ward off a

bilateral lenders in G20 member countries.

debt crisis in the developing world. The G20

Those debts must still be paid in full over a

said on Wednesday that it would extend to

maximum of six years once the suspension

the end of this year its debt service suspen-

expires. The new extension would cover an

sion initiative (DSSI) which launched last

estimated $9.9bn in bilateral debt payments

May and was initially due to end in to De-

due in the second half of this year if all eligi-

cember, though it was subsequently extended

ble countries participate. However, analysts

until June. Daniele Franco, finance minister

and debt campaigners said more must be

of Italy, which chairs the G20 this year, said

done to address the underlying economic

the further extension would allow beneficiary

problems in many emerging economies,

countries to mobilize more resources to face

which have been exacerbated by the pan-

the challenges of the coronavirus crisis.

demic. Earlier this week the IMF said that

However, he added, this will be the final ex-

poor countries would need to spend about

tension of the initiative.

$250bn up to 2025 to respond to the pandemic, and an additional $250bn to reduce
poverty.
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“It’s a welcome relief to know that countries battling the impossible choices between repaying
their debt or fighting the pandemic will be given more breathing space. But . . . the additional
debt suspension agreed is merely a drop in the bucket compared to the financing gap facing the
world’s poorest countries,” said David McNair, policy director at the anti-poverty ONE Campaign.

On Wednesday, the G20 joined other organizations in calling for a new $650bn allocation of the
IMF’s special drawing rights (SDRs), a form of reserve asset that countries can sell for cash. The
proposal was vetoed by the US last year under then-president Donald Trump but has since been
backed by Joe Biden’s administration and by the G7 group of wealthy nations. Kristalina
Georgieva, managing director of the IMF, said after the G20 announcement that she would propose a $650bn SDR allocation to the IMF’s board by June, and that she hoped it would happen
by August.
While the outlook for the global economy is better than previously expected thanks to the swift
rollout of vaccinations in many countries, she warned that low-income countries risked being left
behind. “Economic fortunes are diverging dangerously,” she said, adding that there was great uncertainty over the emergence of new strains of the virus and over shifting financial conditions,
raising the risk of economic scarring and extreme poverty in the worst affected countries. “We
are only as strong as the weakest link,” she said. “Time is not on our side.”
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Macroeconomic Indicators - March
(1st – 26th)
Power Sector
Total average power output in March was 4,470MWh/h, 1.91% lower than 4,557MWh/h recorded in the corresponding period of February. During the review period, the sector lost N26.03bn
annualized at N312.36trn in March while total constraints for the period stood at 2,086MWh/h.
Gas remained the dominant constraint to power generation and average water constraints stood

at 283.4MW. Average power dipped to a month low of 3,646MWh/h on March 13, as a result of
a gas constraint of 240MWh/h and 150MWh/h at Omotosho NIPP and Afam VI power plant.
Average on grid power output however reached a peak of 4,978MWh/h on March 5th due to increased output at the Egbin power plant.
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Outlook

Impact

As the rainy season commences, hydropower

A decline in power supply points to an in-

generation is expected to improve. However,

crease in the use of alternative energy sources

the key constraint ‘gas’ will continue to limit

like generators. This would negatively affect

power transmission and distribution to end

the productivity of businesses that rely solely

users. Hence, we expect on grid power supply

on power as well as increase their operating

to remain around current levels of 4,000MW-

expenses.

4,500MW.
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Money Market
In the review period, average opening position decreased by 36.99% to N219.96bn from
N349.14bn in the corresponding period in February. During the month, OMO repayments
(N331.33bn) surpassed OMO sales (N295bn), resulting in a net inflow of N36.33bn.
Short-term interbank rates (OBB, ON) averaged 12.33% per annum (pa) in March, which was
408bps higher than 8.25% pa in February. The OBB and O/N rates started the month at 6% pa
and 6.75% pa before closing at 10.5%pa and 10.75%pa respectively. However, during the review
period, OBB and O/N rates rose to as high as 15.33%pa and 16.33%pa respectively. The increase in NIBOR rates during the review period was due to reduced liquidity in the system driven by both forex sales and total primary market sales of N432.77bn. Yields increased across all
tenors by an average of 50bps. Furthermore, at the secondary market, the 90-day tenor stop rate
was at 262% p.a. while it remained flat at the 180-day tenor to 3.71% p.a. as at March 25. Meanwhile, at the just concluded MPC meeting, the status quo was maintained across all parameters.
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Outlook

Impact

We expect to see short-term interest rates

Higher interest rates will narrow the negative

continue to trade around current levels, inch-

interest rate- inflation differential.

ing up towards 8-10% for the 1-year T/bill
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
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CBN, FDC Think Tank
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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
At the parallel market, the naira depreciated by 0.62% to close the month at N485/$ from
N482/$ at the start of the month in March. At the interbank market, the currency traded flat at
N379/$ during the review period. The naira lost 0.19% at the investors and exporters’ window
to close at N410/$ on March 26 from N409.2/$ at the beginning of the month. During the review period, average forex turnover at the IEFX window in March was $70.92mn, 6.73% higher

compared to $66.45mn in February.
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Outlook

Impact

The depreciation of the currency at the IEFX

Currency depreciation will continue to keep

window is indicative of the fact that existing

the prices of imported food items elevated and

currency pressures due to the backlog in de-

reduce profits for firms.

mand and dearth in dollar inflows.

External Reserves
Nigeria’s gross external reserves maintained a declining trend between March 1 and March 18,
depleting by 1.66% to $34.42bn from $35bn at the beginning of the month. This occurred despite higher global oil prices at the time. However, towards the end of the review period, Nigeria’s gross external reserves inched up by 0.23% ($100mn) to $34.67bn on March 26 from
$34.57bn on March 22. In the review period, cumulative depletion in March 2021 is $700mn
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compared to the depletion of $270mn in February 2021. The decline in reserves was partly driven by the CBN increasing its efforts to support the naira. Meanwhile, the country’s payment and
import cover declined to 8.51 months from 8.59 months at the beginning of the month.
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Outlook

Impact

The accretion in the external reserves is ex-

Higher reserves would boost the CBN’s ability

pected to be sustained in the near term but at

to support the naira in the near term.

a slower pace. Also, if Nigeria attempts to visit the international debt market, this would
boost the external reserves level.

22

CBN, FDC Think Tank
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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 review period, the average Brent price was $66.38pb, 6.96% higher compared than
February’s average of $62.06pb. On March 8, crude oil prices reached a record high of $70.44pb
before falling to $62.98pb to close the review period. The decline in price was prompted by a

decline in oil demand following a new wave of the coronavirus pandemic spreading across Europe, which spurred the imposition of new lockdown restrictions.
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Outlook
Oil prices are expected to remain volatile in the next couple of weeks due to weak fundamentals.
OPEC+ is set to meet April 1 to determine its output quotas for the month of May. The outcome of this meeting will determine the direction of oil prices.

Impact
A fall in oil prices would decrease the country’s oil revenue thereby limiting the state government’s ability to meet their outstanding obligations. Based on the assumptions that the country
generates its revenue from other non-oil export commodities favourable terms of trade, trade
balance and accretion in external reserves will help support the currency in the near term in the
event of a sharp decline in oil prices.
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Bloomberg; FDC Think Tank
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Natural Gas
The price of natural gas fell by 9.62% to an average of $2.63/mmbtu during the review period
from an average of $2.91/mmbtu in February. The decrease was primarily due to the weak global demand for LNG.

24

Outlook

Impact

We expect global LNG prices to remain bear-

Lower prices will have a negative impact on

ish in the near term due to increased global

the country’s export earnings from gas.

LNG supply amid slow recovery in demand.

Cocoa
During the review period, average price of cocoa increased by 3.24% to $2,551/mt from
$2,471/mt in February. This was driven by unfavorable weather conditions in major growing
countries such as Ivory Coast. In addition, prices were supported further by a strong global demand for chocolate in Europe and Australia.

25
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Outlook
We expect prices to edge higher in the coming weeks on hopes of increased chocolate demand
in Europe amid increased vaccine rollouts.

Impact
Cocoa is Nigeria’s second main non-oil export commodity. An increase in cocoa prices would
invariably mean higher government revenue. This would have a positive impact on the country’s
external reserves and foreign exchange earnings.
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Commodities Market– Imports
Wheat
Wheat prices averaged $642.51/bushel in March, a 1.87% decline in prices when compared to
the average of $654.76/bushel in February. This was partly driven by weak global demand for
Ukrainian wheat amid recording bumper harvest.
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Outlook
We expect wheat prices to remain weak on soft global demand for Ukrainian wheat.

Impact
Nigeria relies heavily on wheat for the manufacture of bread and wheat related products. Most
flour manufacturers have been constrained by the dearth in dollar supply and this has fed into
higher production costs. The price of a bag of flour is expected to increase to N15,000 as from
April 1 from N14,500.

Corn
The average price of corn dipped by 0.67% to $544.81/bushel in March from $548.48/bushel in
the corresponding period in February. This was driven by weak global demand for Chinese corn.
In addition, lower demand for pig feed grains and a reoccurrence of African swine fever in China contributed to lower corn prices. Meanwhile, the US Department of Agriculture has revised
downwards its 2019 grain forecast and a possible reduction in output could push up prices in the
near term.
26

Bloomberg; FDC Think Tank
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Outlook

Impact

We expect corn prices to remain bearish in the

Lower corn prices will reduce the production

coming weeks on weak global demand for

costs for corn dependent firms. This is posi-

Chinese corn.

tive for Nigeria.

Sugar
On average, sugar prices decreased by 1.89% to $16.01/pound in March from $16.32/pound in
February. This could be partly driven by weak demand for sugar due to new lockdowns in Europe amid rising COVID-19 cases. In addition, a fall in price was driven by a soft global de-

mand for cane sugar.
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Outlook

Impact

We expect sugar prices to pick up in the near

An increase in the price of sugar would lead to

term on expectations of higher demand from

a higher raw material cost for manufacturing

Iran and some other Asian countries.

firms that rely on sugar. In addition, rising sugar prices will increase the country’s import bill,
which will in turn have a negative impact on
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the country’s trade balance.
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Stock Market Review

The NSE closed on a negative note in the review period (March 1-26). It lost 1.47% to close at
39,216.20 points on March 26th from 39,799.89 points on February 26th. Similarly, market capitalization was down 1.44% (N300bn) to N20.52trn on March 26th relative to its close of
N20.82trn on February 26th. The market YTD return was negative at 2.62%. The market lost in
12 out of the 20 trading days of the review period with a cumulative loss of 1.43%.
The NSE traded at a price to earnings (P/E) ratio of 13.88x as of March 26th, 7.71% lower
than the close of February 26th (15.04x). The market breadth was negative at 0.40x as 29 stocks

gained, 72 lost while 61 stocks remained unchanged.
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Market activity level was mixed in the review period. The average volume traded fell by 14.38%
to 381.91mn units from 446.06mn units in the previous period. Meanwhile, the average value of
trades was up 1.74% to N4.69bn from N4.61bn in the review period.
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The sector indices performance was mixed in the review period. The banking sector lost the
most (-5.45%), followed by consumer goods (4.33%) and insurance (1.38%) while the industrial
and oil & gas sectors gained 1.58% and 0.66% respectively.
Morison Industries Plc topped the gainers’ list with a 56.36% increase in its share price. This was
followed by Guinness Nigeria Plc (30.15%), Smart Products Nigeria Plc (30%), Stanbic IBTC
Holdings Plc (30%) and Regency Alliance Insurance Plc (17.86%).

The laggards were led by Japaul Gold and Ventures Plc (37.68%), Livestock Feeds Plc (22.57%),

Scoa Nigeria Plc (18.77%), NCR Nigeria Plc (18.66%) and Greif Nigeria Plc (18.29%).
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Corporate disclosures
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Outlook
Of the thirteen corporate earnings reported in the review period, nine recorded an uptick in
their topline. The earnings for the banking sector were mostly positive as United Bank for
Africa Plc and Guaranty Trust Bank Plc recorded an increase in their topline. Similarly, that
of the telecommunications and consumer goods sectors were positive while the oil sector
earnings was negative. We expect the stock performance to remain volatile, as investors are
cautious of rising interest rates and weak market fundamentals.
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Corporate Focus:
PZ Cussons Nigeria Plc
Current Price:

N4.60

Industry: Consumer goods

P

Analyst’s note
Z Cussons Nigeria Plc, reported an impressive top line growth of 9.6% in its 9
months 2021 result to N60 billion from N54.7 billion recorded in 2020, driven by
an increase in the level of business activities post pandemic coupled with the land
border reopening. Gross profit also grew by 93% to N16 billion from N8.5 billion.

The growth in gross profit was supported by the 9.6% revenue growth and a 5.7% decrease in
cost of sales to N43.6 billion.
The company reported a whooping 202% increase in operating profit to N3.9 billion relative to
a loss of N3.86 billion recorded in the corresponding period in 2020. The growth in operating
profit is driven by the 93% growth in gross profit and a 11.2% decline in selling and distribution
cost to N6.98 billion from N7.87 billion.
PZ Cussons recorded a 128.7% growth in bottom line performance to N1 billion from a loss of

N3.5 billion in 2020. This reflects the company’s gradual return to profitability. The company
recorded a spike of 1,383.6% in other income to N2 billion spurred by gains from the sale of
the company’s premises. However exchange rate volatility remains a major threat to the company’s profitability as the 3,517% surge in foreign exchange loss to N4.6 billion weighed on profitability.
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Industry and company overview
Industry overview
The Nigerian manufacturing sector was affected by the covid 19 pandemic and resulting lockdown in 2020. This led to a contraction of 2.75% in the sector’s growth from a marginal expansion of 0.77% in 2019. The sector’s performance has also been constrained by dollar shortages
and the CBN’s forex rationing which has forced manufacturers to meet their dollar needs outside official channels. This has led to the use of a blended rate of the IEFX window and parallel
market rate. Sharply lower consumer demand as a result of the plunge in consumers’ disposable
income also affected the productive capacity of manufacturers. The purchasing managers index,
which is a proxy for the manufacturing sector fell to a record low of 43 points (FBN’s PMI
reading for May 2020) which marked the peak of the pandemic and lockdown in Nigeria. The
index however recovered to close the year at 55 points.

Company overview
PZ Cussons is a leading international consumer goods group that is into the manufacturing, dis-

tribution and sale of consumer products such as detergents, soap, cosmetics, medicaments, confectionery and home appliances.
PZ Cussons Nigeria originated in1899 when Paterson and Zochonis opened their first branch
office in Nigeria. The first soap factory was incorporated in December 1948 as PB Nicholas &
Company Limited and was later changed to Alagbon Industries Limited in 1953. However, in
1960, the name was changed to Associated Industries after which it became listed on the Nigerian Stock Exchange (NSE) in 1972. In 1973, the company entered the detergent and refrigerator

markets in Nigeria. The company created Nutricima – a joint venture with Glanbia Plc – to supply evaporated milk and powder milk to Nigeria in 2003 and commenced manufacturing in
2005. In 2007, the Nigerian business changed its name to PZ Cussons Nigeria Plc. In 2011, PZ
Wilmar was established – a joint venture with Wilmar International – to build a palm oil refinery
and food ingredients business. PZ Cussons Limited UK, is currently the main shareholder with
73.27% of PZ Cussons Nigeria Plc while the remaining 26.73% is held by the general public.
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Its principal activities include the manufacturing of a wide range of consumer products such as
detergent, medicaments, soap, cosmetics, confectionery, and home appliances. These are sold
and distributed throughout Nigeria through company-owned depots. The company operates in
five main categories: personal care, beauty, home care, food and nutrition, and electrical. The
company remains the market leader in the toilet soap and baby soap segments.
Over the years, the company has collaborated with strategic companies to successfully provide
products that meet consumers’ needs. The company remains the leading personal and household company in Nigeria. Nigeria remains the company’s largest market in Africa.
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Management
Mr Gbenga Oyebode was appointed as the Non-Executive Chairman of the Board of
Directors, effective December 11 2020. Mr. Oyebode is also the Chairman of Aluko &
Oyebode (Barristers & Solicitors), one of the largest integrated law firms in Nigeria.
Other members of the board include the Chief Executive Officer, Mr Panagiotis
Katsis, and the Chief Financial Officer, Mr Zuber Momoniat.

Chairman
Mr. Gbenga Oyebode

Chief Executive Officer
Mr. Panagiotis Katsis
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What the bulls and bears say

Bulls say
 Strong global brand
 Leading personal and household company in Nigeria
 Rich product portfolio for personal care, home care, food

and nutrition
 Strong equity brand
 Efficient marketing and distribution channels cut across the

country
 Qualified, talented and experienced management team
 Diverse product portfolio which ensures sustainability of rev-

enue
 Focus on capacity expansion
 Cutting edge product innovation
 Favorable government policies

Bears say:
 Weak consumer demand and disposable income as a result

of the covid pandemic
 Exchange rate volatility and dollar illiquidity
 Intense competition from other leading players such as

Unilever, Nestlé and Cadbury
 Increased operational expenses
 Rising input costs could put pressure on earnings growth

 Poor infrastructure continues to weigh negatively on distri-

bution and logistics costs
 Shift in market preference to low-priced products
 Rising insecurity
 High cost of generating power
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Risk and outlook
The major risks that could prevent PZ Cussons from achieving its goals of boosting earnings,
increasing sales and managing costs include persistent macroeconomic challenges, credit risk,
liquidity risk, market risk (currency and interest rate), and capital risk amid security challenges in
the country.
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Economic Outlook
PEC + met on April 1 and decided to relax the ongoing output cuts by increasing production by 1.14mbpd. This is expected to last for three months
(May to July) before a review is done. The immediate impact of this was a
decline in oil prices to $62pb. We are projecting that oil prices will trade

range bound between $60- $62pb in the next four weeks.
External reserves reversed their downward trend towards the end of March. While high
oil prices will act as a cushion for external reserves, the growing backlog of forex demand
will limit oil price gains.
March’s inflation numbers will released on April 15 according to the NBS’ schedule. We
are projecting a further increase in Nigeria’s headline inflation, which could touch 18% in
April. The is due to lingering cost push pressures and new supply constraints that will occur as a result of the planting season. Also the heightened state of insecurity in the country coupled with a depreciating naira will continue to exacerbate the pressure on food
prices.
Nominal interbank interest rates have been on a steady increase, with the one-year T/bill
rate at 7%. This upward trend in fixed income yields is expected to continue. However,
due to rising inflation, real returns on investment will remain in negative territory.
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