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Sluggish recovery on weak macro-

economic fundamentals 

F ears of  a double-dip recession have been allayed following the marginal positive 

GDP numbers released by National Bureau of  Statistics (NBS). The Nigerian econ-

omy expanded by a tepid 0.51% in Q1’21 after growing by 0.11% in Q4’20 and 1.87% in the 

corresponding period in 2020. The numbers reflect the negative impact of  increased insecuri-

ty and stringent government policies on major sectors of  the economy. They can also be part-

ly attributed to base year effects as the negative effects of  COVID still lingered. In Q1’20, the 

country then was not in a lockdown and the economy enjoyed a modest growth of  1.87%.  
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Of  the 46 activities tracked by the NBS, 23, which were mostly job inelastic sectors, recorded 

positive growth rates compared to 29 activities in corresponding period of  2020. However, 

the numbers reveal weak and slowing growth in 2 key sectors of  the economy – Agriculture 

and Telecommunications – which together account for 31.24% of  GDP. The trade sector, ac-

counting for 15.61% of  GDP, also contracted by 2.43%. This is in spite of  the re-opening of  

the land borders. 

Agricultural output across the country was hampered by insecurity especially in the food pro-

ducing zones of  the Country, which affected the planting, harvesting and distribution of  

crops. This has also been a major factor driving the rise in food inflation (22.72%) until it was 

tapered by the re-opening of  the borders. The sector grew by 2.28% in Q1’21, slower than the 

3.42% in Q4’20 but slightly higher than the 2.2% growth recorded in Q1’20. The govern-

ment’s policy to ban the registration of  new SIM cards negatively affected the growth in new 

telco subscribers. Sector growth, which had been crucial in driving the economic recovery in 

2020, slowed significantly to 7.69% from 15.9% in Q4’20 and 9.71% in Q1’20.  

Outlook 

While some analysts had forecast negative growth for the period, the positive outcome, in addi-

tion to the slight moderation in inflation numbers for April, is likely to compel the MPC to 

maintain Status Quo. The IMF expects the country to grow by 2.5% in 2021 while potential 

GDP is estimated at 8.0%, resulting in a recessionary gap of  5.5%. With 0.51% growth in  
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Q1’20, the Nigerian economy will now need to 

expand by an average of  3.15% over the next 3 

quarters to achieve the IMF’s forecast. However, 

this feat will be somewhat helped by base year 

effects of  the GDP contractions of  6.1% and 

3.62% achieved in Q2’20 and Q3’20 respectively. 

Output growth in Q4’21 will present the real 

test.  

While oil sector contraction has been due to Ni-

geria having to comply with OPEC mandated cuts to its output, the recent increase in Ni-

geria’s production quota to 1.54mbpd from 1.48mbpd will be positive for the sector’s growth. 

This is in addition to the likely passage of  the PIB, which will bring clarity to fiscal incentives 

and boost investment in the sector. This will also strengthen Nigeria’s fiscal and external pic-

ture, which will support growth in other exchange rate–sensitive sectors of  the economy. 
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NAFEX now Unified 

rate? 

I n what could be another step in the gradual harmonization of  exchange rates, the 

Central Bank of  Nigeria (CBN) has removed the official rate of  N379/$ from its 

website. This follows the announcement by the Finance Minister (in March), that the official 

rate had been scrapped and the Nigerian Government had adopted the NAFEX exchange rate 

as the official rate of  conversion for FAAC allocations. With this move, the NAFEX rate is 

now regarded as the default rate for all official and legitimate transactions. This means that all 

government inflows will now be monetized at the NAFEX rate (currently at N410/$).  

Implications 

This is a major move towards convergence and a possible unification of  exchange rates while 

also meeting some of  the lenders’ preconditions of  the $3bn Eurobond issue. A change of  for-

eign exchange policies is also a major conditionality for the World Bank to approve a $1.5bn 

loan to the Nigerian government. 

The NAFEX rate is the closest to a market-driven exchange rate and is referenced by both the 

private and public sector for official transactions. While the NAFEX rate is already reflected in 

FAAC disbursements, external debt service obligations for state governments, which were pre-

viously calculated at the exchange rate of  N379/$, will rise by 8-9%. We estimate that the land-

ing cost of  imported petroleum products will likely rise by the same magnitude, adding to the 

already crippling fuel subsidy bill of  the federal government and further fuelling imported in-

flation. 
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The adoption of  the NAFEX rate will have negligible impact on manufacturers who had previ-

ously sourced between 60-80% of  their forex from the parallel market and the rest from the 

NAFEX window. In addition, the CBN will now sell forex to the BDC’s at a devalued rate 

(official + N4/$) of  N415/$. 

Outlook  

Nigeria currently operates a multiple exchange rate system. This ranges from the NAFEX, 

SMEIS, BDC & Parallel market rates, with a premium of  N74/$ currently between the 

NAFEX and parallel market rates.  

The multiplicity of  exchange rates has been frustrating to businesses and investors. The World 

Bank and the IMF have been vocal in their calls on Nigeria to accelerate currency reforms 

which include unifying the multiple exchange rates around the IEFX window and gradually 

shifting to a market-determined exchange rate mechanism. According to the IMF, a unified and 

flexible exchange rate should ease external imbalances and achieve economic growth. The IMF 

is also of  the opinion that the ability of  the Nigerian economy to absorb external shocks is sig-

nificantly impaired by exchange rate rigidities.  

The CBN’s actions amount to neither a devaluation nor a shift from a managed float to a flexi-

ble exchange rate system. The managed float allows the CBN to monitor events in the forex 

market and intervene occasionally when it deems it necessary – which guides the market to-

wards price discovery. 

While the road to unification is fraught with snags, chief  of  which is dollar shortages, which 

continue to trigger currency pressures, the CBN may just have signaled its readiness to con-

form to market realities. 
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Renewed Optimism for Oil prices amid  

Nigeria’s Subsidy question 

O il prices maintained their momentum as OPEC+ ditched their meeting scheduled for 

Wednesday the 28th of  April and decided to go ahead with previously agreed plans to 

ramp up output. Brent crude is up 0.73% to $67.17pb since the decision. The coalition is now 

set to bring back 350,000bpd in May with Saudi Arabia adding another 250,000bpd. This could 

mean the addition of  an extra 2.1mbpd in July despite the re-emerging covid crisis in India. 

The alliance is likely to have based its decision on the expected recovery of  the global aviation 

industry by this summer as the rollout of  vaccines gains increasingly more coverage across the 

globe. Markets are already pricing in a recovery in the demand for jet fuel by summer as more 

and more airlines globally are announcing the resumption of  international flights. 

Justified Optimism: Vaccines to the rescue  

US bank Goldman Sachs, in a note to clients, stated that current global dynamics – unleashed 

pent-up travel demand due to the rollout of  vaccinations in Europe and parts of  the develop-

ing world – will spark “the biggest jump in oil demand ever, a 5.2 million barrels per day (bpd) 

rise over the next six months”. The volume of  new demand will be unable to be matched by 

immediate increases in supply.  The bank, at the start of  March, had forecast a rise in Brent  
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Crude prices to hit $80pb by the third quarter of  this year. However, there will be lower inter-

est rates globally as central banks in many advanced economies try to support economic recov-

ery. Moreover, a weaker US dollar will also prop up global commodity prices in the coming 

months. 

The global covid-19 pandemic is, by some distance, the biggest factor affecting the oil price 

outlook in the long-term. OPEC+ now plans to assemble in early June as concerns about surg-

ing covid-19 cases – especially in India, the world’s third largest importer – grow. The cartel 

and its allies also have their eyes on events in Brazil and Japan where covid-19 cases are also on 

the rise. The resurgence in all three countries could wipe out as much as 350,000bpd in global 

oil demand.  

Damned if u do, damned if you don’t 

While higher oil prices put OPEC+ members in better financial positions, it has become a dou-

ble-edged sword for one of  its poorer members. Nigeria is dependent on oil receipts for over 

60% of  government revenue and 90% of  foreign exchange earnings. Yet Nigeria is unable to 

refine enough crude oil domestically to meet demand and relies on imports to address the 

shortfall. Nigeria also has a high marginal propensity to import and is dependent on imports 

for most of  its consumables. Therefore, on one hand, the government earns more revenue 

from higher oil prices but then spends a significant amount of  that revenue to subsidize the 

country’s fuel needs. It is also imperative to note that an OPEC sanctioned reduction in Ni-

geria’s oil production quota by 21% to 1.41mbpd from 1.8mbpd has also significantly lowered 

oil revenues. This was recently increased to 1.54mbpd, effective May 2021. 

The government’s attempt to embark on the complete price deregulation of  the downstream 

sector of  the oil industry has been met with pushback from labor unions who are demanding 

that government owned refineries be rehabilitated first. According to the Nigerian National Pe-

troleum Corporation (NNPC) the average landing cost of  premium motor spirit (PMS) for the 

month of  March 2021 was N184 per liter as against the subsisting ex-coastal price (landing cost 

at the port) of  N128 per liter and a retail price of  N162-165 per liter. A cost reflective price 

would be at least N212 per liter given current global oil prices and the prevailing exchange rate 

(N379/$) among other factors. 
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Tough choices & Few Options 

The corporation reportedly now spends over 

N120bn monthly subsidizing fuel, an act that is 

no longer sustainable. Government revenue is 

now facing major uncertainty under the weight 

of  the fuel subsidy payments as the NNPC has 

indicated that it would be making no remit-

tances to the Federal Accounts Allocation 

Committee (FAAC) for April and May after 

accounting for fuel subsidy payments from its 

revenue. At this point, the government is left 

with a clear choice: remove fuel subsidies and 

face industrial action and possible civil unrest 

or continue with subsidies and crumble under 

the weight of  the financial burden. 

Subsidies have become a major drain on Ni-

geria’s financial resources and the difficulty in 

phasing them out is raising questions about fis-

cal sustainability and resilience especially in the 

face of  significantly lower revenues. Over the 

last decade, more than an average of  75% of  

Nigeria’s budget was allocated to recurrent ex-

penditure on an annual basis. This left just 

25% for capital spending and pales significant-

ly in comparison when compared with the esti-

mated $3trn spending to bridge the infrastruc-

ture gap in the next 30 years. 

 If  oil prices trend higher, continuing with the 

subsidies will also mean that many states will 

be confronted with the prospect of  being una-

ble to meet salary obligations to civil servants 

in the coming months. These states will be 

forced into the debt market – adding to their 

already rapidly increasing debt levels. 

Silver Lining? 

There is need for OPEC+ to remain vigilant and stay wary of  US shale producers stealing mar-

ket share as they attempt to gradually ease production curbs. US shale producers have higher 

costs than traditional oil producers and are incentivized by higher oil prices to ramp up oil out-

put. The positive outlook for oil has sparked renewed optimism about the fortunes of  US shale 

after it was decimated by COVID-19. It may not sound like much of  a silver lining, but in-

creased US shale supply would taper the oil price rise and help ease Nigeria’s conundrum – al-

beit temporarily. 
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Possible FX Restriction for Wheat: 

Impact Analysis 

Nigeria has remained a net importer of  wheat in the 

past years. This is because there has been growing de-

mand for this commodity while production has re-

mained sub-optimal. Nowadays, commodities made 

from wheat are more popular than traditional staples 

made from produce such as cassava and maize. In 

Sub-Saharan Africa, Nigeria is the second largest con-

sumer of  wheat after South Africa.1 Nigerians con-

sume over 4.5 million tons of  wheat annually while 

the country produces a meager 60,000 metric tons 

(0.0001% of  global production).2  As a result, the 

country relies heavily on imports to bridge the huge 

demand gap. In Q4’20, the government spent 

N252.98bn to import wheat, annualized at N1.1trn.3 

This is 5.53% of  total import bill and 0.71% of  the 

country’s GDP.   

Nigeria’s sub-optimal wheat production can be largely 

attributed to heightened insecurity in the wheat pro-

ducing states, which has prevented farmers from op-

erating at optimal capacity. Wheat is mostly grown in 

the northern part of  the country, where temperature 

in the night ranges between 15OC – 20OC. These 

states include Borno, Bauchi, Yobe, Kano, Jigawa and 

Zamfara.  

1https://gro-intelligence.com/insights/articles/wheat-in-sub-saharan-africa.  
2Food and Agricultural Organization (2019)  
3National Bureau of Statistics  
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In addition, the use of  traditional farming tools 

and techniques, limited access to improved 

seedlings, fertilizers & chemicals, high produc-

tion costs, inadequate irrigation infrastructure, 

insufficient funding systems, as well as uncom-

petitive pricing have further constrained wheat 

production in Nigeria. According to the Food 

and Agriculture Organization (FAO), Nigeria’s 

wheat yield is 10,699hg/ha compared to Ireland 

(93,787hg/ha), Netherlands (93,781hg/ha) and 

Belgium (93,364hg/ha). This has weighed on 

the profitability of  the produce and has kept 

domestic prices elevated compared to imports.  

FX Restrictions on Wheat Import: Impact on Economic Agents 

The government is currently considering adding wheat to the list of  items that are prohibited 

from accessing forex at the official foreign exchange window. The CBN has been reviewing 

itsforex restriction list these past few years, with maize being the most recent addition. The aim 

is to conserve the country’s gross external reserves (which has lost 2.94% ($1.04bn) so far on 

2021) and encourage local production amid forex supply dearth. The currency was devalued 

twice at the IEFX window and once at the official window in 2020. However, the inclusion of  

wheat to the list of  items that are prohibited from accessing foreign exchange at the official win-

dow means that wheat importers will have to source for forex mainly from the parallel market. 

This will increase forex demand pressures at the parallel market and push up import costs. So far 

in 2021, the naira has weakened by 3.40% at the parallel market and currently trades at N486/$.  

The impact of  higher import costs on economic agents largely depends on who absorbs the in-

creased costs. If  manufacturers decide to bear the burden, it means operating expenses will in-

crease, weighing significantly on corporate margins. Manufacturers may however decide to pass 

on the additional cost burden to consumers in form of  higher prices. This will further squeeze 

consumer disposable income. This is troubling at a time when poverty and unemployment rates 

are climbing. It could be a recipe for social unrest and an increased crime rate. Unemployment 

jumped to a record high of  33.3% in Q4’20  

Reforms and Policy Changes: Understanding Times and Seasons 

While reforms and policy changes are expected to help stabilize the economy, the timing of  such 

policy will largely determine its effectiveness. A policy with good intentions could become bad if  

the timing is not right. While the possible inclusion of  wheat to the forex prohibition list is  
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Conclusion 

The possible inclusion of  wheat to the forex restriction list could be a step in the right direction. 

However, getting the timing right is critical to the effectiveness of  such a policy.  

expected to conserve the gross external reserves, it is happening at a time when economic agents 

are still reeling from the negative impact of  the COVID-19 pandemic. Consumers are embattled 

with rising commodity prices and low discretionary income while businesses are struggling to 

recover to pre-pandemic levels.  

More so, the forex restriction is coming at a time when the Nigerian agric sector is still strug-

gling. There has not been enough investment in the local wheat industry to meet growing de-

mand and in some cases, the varieties of  wheat do not meet manufacturers’ requirements. This 

leaves manufacturers with no other choice but to scramble for dollar at the parallel market, thus 

increasing import costs.  
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A room without a roof  

Global Perspective – Culled from  Economist 

Like an enormous grey skeleton, a six-storey 

apartment building looms over a quiet street in 

Dakar, the capital of  Senegal. Concrete balco-

nies and bedrooms are discernible. But there 

are no windows, doors or lights. And the only 

painting is of  the scatological variety from the 

sole residents: crows. How long has it been like 

that? “Five or six years,” says the guard. Prop-

erty in Senegal has been booming, but con-

crete is frequently poured into buildings only 

for construction suddenly to stop, often for 

many years. 

Half-made buildings are everywhere in African 

cities. In Abuja, Nigeria’s capital, the govern-

ment last year said it would take over 600 of  

them because they had been unfinished for so 

long. Dakar’s skeletal structures illustrate many 

of  the reasons why unfinished buildings are so 

common—and the costs of  this problem. 

Putting up walls is not cheap. The concrete 

and materials for a five-storey apartment build-

ing cost hundreds of  thousands of  dollars. 

Senegal is desperately short of  finance. 

Around 40% of  firms say access to cash is 

their biggest obstacle, compared with 14% in 

the rest of  the world. Across sub-Saharan Afri-

ca it is businesses’ largest problem 

 Savings are low and bank lending is limited. 

Yet money is still poured into buildings which 

earn nothing for years. Whatever the pop star 

Pharrell Williams says, few prospective tenants 

feel like a room without a roof. 

What is going on? Start with the lack of  fi-

nance. Many Senegalese developers struggle to 

obtain loans without hefty collateral. Instead, 

some start building, hoping to tempt buyers to 

put down deposits on flats and then use that to 

help finance the rest of  the building. But buy-

ers are wary of  making a commitment based 

on a construction site. These unfinished pro-

jects often tie up prime land, too. 

For Senegalese hoping to build their own 

homes, mortgages are rare. In all they cover 

only about 20% of  the need. Across many Af-

rican countries even the cheapest newly built 

house is unaffordable for most people.  

Why are there so many unfinished buildings in Africa? 

Weak banks, poor land titling and grabby relatives all play a role 
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Instead, people break ground knowing they do 

not yet have the funds to finish. When they 

earn a little more money they add more bricks. 

The shortage of  finance makes a vicious circle. 

Many Africans, in effect, save in concrete. 

Thus money gets tied up for years in unfin-

ished buildings earning nothing, rather than 

being put into a business or bank where it 

could earn a return which could allow would-

be homeowners to build more rapidly later. 

The lack of  liquidity in the financial system 

then further limits what banks can lend to 

builders. 

Only 33% of  sub-Saharan Africans had a bank 

account in 2017. Many are suspicious of  finan-

cial instruments. “Here it is mine, it is more 

secure,” says Mansour, a resident of  Dakar, 

pointing to the house he is building. In coun-

tries with high inflation, saving in concrete is 

particularly appealing. And investments in 

buildings often escape the notice of  African 

tax collectors, since enforcement is weak. 

Pouring concrete makes sense for other rea-

sons, too. When you start building the neigh-

bourhood respects you, says Cheikh Abdoul 

Faty, who has been trying to finish the second 

floor of  his home in Dakar for a decade. “If  

you have millions in the bank, people do not 

see it,” points out Mamadou Diagne, a consult-

ant. If  you just start building they “appreciate 

you more”. Relatives are also more likely to 

pitch in to help you finish, once construction 

has started. 

Half-built walls also offer protection from 

grasping cousins. In much of  Africa, social 

pressure to help even distant kin is high. Mr 

Faty sends money to his mother every month. 

However, by putting the rest of  his spare cash 

into plaster and tiles he sidesteps some re-

quests from other relatives. “If  you have mon-

ey in your pocket, under your bed or in the 

bank you have to go and take it and help 

them,” explains Mr Diagne. “But if  you put it 

in your concrete,” he says, “you can say you 

have no money.” 

Weak property rights also matter. In Kampala, 

Uganda’s capital, the predominant land-tenure 

system often gives both the occupant and the 

owner rights to the land. That can gum up land 

markets, hampering new developments. But it 

can also spur people to pour concrete to try to 

strengthen their claims. Similarly, in the sub-

urbs of  Dar es Salaam, Tanzania’s commercial 

capital, formal land titles are rare, so people 

start building to try to secure their rights. 

Bigger building projects tend to stall for other 

reasons. Many developers are caught short by 

the fluctuating prices of  materials or by flaky 

contractors who spend the budget but don’t 

finish the job. Still, some want to turn cash 

hastily into concrete, regardless of  whether 

they can finish the building—because they are 

laundering money. 
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In Dakar property is a “target”, says Khady 

Dia Sarr, who advises the mayor. “A lot of  

people are investing behind [fake] names.” In a 

recent case a Guadeloupean drug-trafficker 

with multiple aliases is accused of  stashing 

cash in edifices. Many other African countries 

are affected, too. In 2019 Leilani Farha, then 

the un’s special rapporteur on housing, fretted 

that in Nigeria the thousands of  buildings that 

stood empty were used to launder money. 

More money in the financial system and less 

idling in unfinished buildings would help busi-

ness and aspiring homeowners alike. That 

would require improvements to taxes and regu-

lations, expanded access to banking services, 

and clearer property rights. In Senegal the gov-

ernment is starting by trying to make borrow-

ing more affordable by giving banks guarantees 

on home mortgages. Meanwhile, few Senega-

lese can predict when their homes will be fin-

ished. “That depends on God,” says Mansour, 

as he places one more cinder block in the wall.  
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Macroeconomic Indicators 
April  16th—31st 

Money Market 

The opening position for banks averaged N54.31bn in April. It decreased by 75.71% from the 

average of  N223.57bn in March. This was driven by tight liquidity in the system and a net out-

flow of  N169.26bn. In April, the banks’ opening position was in a negative territory for 8 days. 

Cumulative OMO sales were N206.84bn while total repayment for the period totaled N80bn. 

Also, the average opening position for banks has been negative since the start of  May while aver-

age liquidity was N101.49bn between May 4 and 5. 

Short term interbank rates (OBB, ON) averaged 15.99% per annum (pa) in April spiking 405bps 

when compared to March (11.94% pa). OBB and ON rates closed at 15.0% and 15.5% p.a. on 

May 5 from 14.50%p.a. and 15.50%p.a. on May 4. 

4CBN, FDC Think Tank 

In the primary market, total Treasury Bills in April was N282.84bn. This is 10.35% lower than 

the sum in March (N315.48bn). 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 75bps to 9.75% p.a. At the sec-

ondary market, the 91-day and 364-day tenor stop rates increased by 61bps and 124bps respec-

tively to 3.03% p.a. and 7.50% p.a. while the 182-day tenor rate declined by 13bps to 7.50% p.a.  

4 
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T/bills 
Tenor 

Primary 

Market rate 

as at April 

14 
(%p.a.) 

Primary 

Market rate 

as at April 

28 
(%p.a.) 

Direction 

Secondary 

Market rate 

as at April 1 
(%p.a.) 

Secondary 

Market rate 

as at May 5 
(%p.a.) 

Direction 

91 2.00 2.00 
 

2.42 3.03 

 

182 3.50 3.50 
 

4.25 4.12 

 

364 9.00 9.75 

 

6.26 7.50 

 

Outlook Impact 

We expect interest rate on T/Bills to rise fur-

ther in the near term on hopes that the CBN 

would continue in the use of  its orthodox 

monetary instruments to manage system li-

quidity.  

Tight liquidity in the system would further 

push up interest rates at the interbank mar-

ket. This would encourage investors to save 

more  

Forex Market 

The Nigerian forex market is segmented with multiple exchange rates. The most important rate being the Inves-

tors 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 not only as a source of  price dis-

covery 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 currency at the parallel market was relatively stable in April before closing at N485/$ on 

May 5.  It also traded flat at N379/$ at the interbank market while staying between N409.3/$ 

and N410.5/$ at the IEFX window. Meanwhile total average daily turnover declined by 11.33% 

to $59.08mn in April from $66.63mn in March owing to a slight decline in forex activities  
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5CBN, FDC Think Tank 

Outlook 

We expect the exchange rate to keep trading flat at 

N485/$ at the parallel market in the near term on in-

creased oil earnings exchange rate stability. However, 

the steady decline in the country’s gross external re-

serves since mid-April could have a negative effect on 

the naira. 

Impact 

Exchange rate stability is positive 

for investor confidence in the econ-

omy and will boost the exchange 

rate dependent sectors of  the econ-

omy, e.g. manufacturing and trade. 

20 

5 

  External Reserves 

Gross external reserves continued its steady accretion at the beginning of  the month in April 

reaching to a peak of  $35.25bn on April 19 before retreating to close at $34.88bn on April 30. It 

however lost 0.17% to close at $34.88bn on April 30 from $34.82bn in the preceding month. 

And in May, the reserve has depleted further. Between May 4 and May 5, it lost 0.09% to close 

the period at $34.76bn. The fall in reserves was driven by efforts by the CBN to clear its dollar 

demand backlog to foreign portfolio investors. The country’s import cover fell to 8.53 months 

on May 5 from 8.56 months on April 30.   
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Outlook Impact 

We expect the external reserves to fall below 

$34.70bn in the near term as the CBN intensi-

fies its effort in clearing its forex demand 

backlog. 

The decline in gross external reserves could 

trigger some volatility in the exchange rate 

and undermine the CBN’s efforts at support-

ing the naira 

6CBN, FDC Think Tank 

6 
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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 

In April, the average price of  oil prices fell by 1.3% to $65.28pb compared to an average of  

$66.14pb in March. However, in May, prices have risen by 1.80% to close at $68.96pb on May 5. 

The uptick in prices has been due to a sharp decline in US stockpiles coupled with reports from 

the American Petroleum Institute (API) indicating a 7.69mbpd decline in crude oil supplies. Al-

so, prices were further supported by projections of  a robust rebound in demand for crude oil 

from the US and China despite the spike in covid cases from India.   

Outlook 

We expect a marginal uptick in oil prices in the near term on improved global energy demand. 

However, it may take a while for fuel demand to stabilize due to the lingering shortfall in de-

mand from India and in spite of  the anticipated increase in global travel demand in the summer. 

Impact 

Higher oil prices would increase the country’s oil revenue and forex earnings. This would boost 

the government’s ability to meet its outstanding obligations and support exchange rate stability. 

However, it also increases the government’s fuel subsidy bill. 

7Bloomberg, FDC Think Tank 
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8Bloomberg, FDC Think Tank 

Natural Gas 

The average price for LNG in April stood at $2.68/mmbtu. It spiked by 1.90% above the aver-

age of  $2.63/mmbtu recorded in March. The increase in prices was due to rising global demand 

for LNG. However, between May 4 and May 5, prices rose by 0.34% to close at $2.97/mmbtu 

on May 5. 

8 

Outlook 

We expect LNG prices to rise further in the coming weeks owing to growing concerns of  sup-

ply shortages from Asia.  

Impact 

Natural gas is Nigeria’s second biggest export accounting for approximately 13% of  the coun-

try’s export earnings. Higher prices will lead to an increase export earnings as well as to favoura-

ble balance of  trade. 

Cocoa 

The average price of  cocoa fell by 3.55% to $2,442mt in April from $2,532/mt in March. It 

weakened further by 1.90% between May 4 and May 5 to close the period at $2,324/mt. The de-

clining trend in May was driven by weak global demand for chocolate. Also, the reduction in 

farm gate pricing coupled with surplus supplies in Ivory Coast and Ghana contributed to a fall in 

cocoa prices. 
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Outlook 

We expect cocoa prices to remain bearish on weak global demand and supply excesses from ex-

port countries 

Impact 

A fall in cocoa prices would negatively impact on the country’s export earning  

9Bloomberg, FDC Think Tank 



 27 

Wheat  

The average price of  wheat was up by 4.88% to $668.39/bushel in April from $637.32/bushel in 

March. However, prices declined in May as wheat prices closed at $723.00/bushel on May 5 

from $725.00/bushel on May 4. This was partly driven by softening global demand despite unfa-

vourable weather conditions in the US limiting supply. 

Commodities Market - Imports 

Corn 

Corn prices averaged $598.46/bushel in April, 9.87% higher than the average of  $544.72/bushel 

in March. However, between May 4 and May 5 prices spiked by 1.53% to close at 

$696.25/bushel on May 5. The increase in price was driven by an uptick in global demand for 

corn despite persisting dry weather conditions in parts of  US and Brazil. 

10 

Outlook 

We expect wheat prices to remain weak as global demand softens further. 

Impact 

Nigeria is a major importer of  wheat. Therefore, lower prices will positively affect the country’s 

import bill. This would most likely feed in to prices of  commodities made from wheat 

10Bloomberg, FDC Think Tank 
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Sugar 

On average, sugar prices rose by 1.64% to $16.15/pound in April from $15.89/pound in March. 

And between May4 and May 5, sugar prices also inched up by 1.78% to close at $17.12/pound 

on May 5. The increase in price was driven by limited supply for cane sugar from Brazil and 

Thailand.  

Outlook  

We expect corn prices to remain bullish in the near term on strong global demand  

Impact 

Higher corn prices will increase the production costs for corn dependent firms.  This is will 

negatively impact Nigeria’s import bill 

11 
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Outlook 

We expect sugar prices to maintain the upward trend on limited supply from Brazil and Thailand 

owing to poor weather conditions. 

Impact 

An increase in the price of  sugar would lead to a higher cost of  input for manufacturing firms 

that rely on sugar for production 
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Stock Market Review 
The NSE closed positive in the review period (April 1- May 5), gaining 1% to close at 39,433.81 

points on May 5th from 39,045.13 points on March 31st. The market gained in 13 out of  the 22 

trading days of  the review period with a cumulative gain of  1.03%. Similarly, market capitaliza-

tion was up 1.03% (N210bn) to close at N20.64trn on May 5th relative to its close of  N20.43trn 

on March 31st. The market YTD return was negative at 2.08%.  

The NSE traded at a price to earnings (P/E) ratio of  13.53x as of  May 5, 2.52% lower than the 

close of  March 31 (13.88x). The market breadth was negative at 0.74x as 40 stocks gained, 54 

lost while 68 stocks remained unchanged. 

Market activity level was negative in the review period. The average volume traded fell by 26.61% 

to 282.19mn units from 384.51mn units. Similarly, the average value of  trades was down 21.21% 

to N3.79bn from N4.81bn in the review period. 

13NSE and FDC Think Tank 
14NSE and FDC Think Tank 
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The sector indices performance was mixed in the review period. The banking sector lost the 

most (11.46%) followed by insurance (2.79%) and oil & gas (1.23%). The consumer goods and 

industrial sectors gained 3.08% and 2.77% respectively. 

Royal Exchange Plc topped the gainers’ list with a 100% increase in its share price. This was fol-

lowed by Japaul Gold and Ventures Plc (41.46%), Lasaco Insurance Plc (32.56%), Meyer Plc 

(15.56%) and Eterna Plc (14.50%). 

The laggards were led by NCR Nigeria Plc (18.64%), Computer Warehouse Group Plc 

(18.50%), Mutual Benefits Assurance Plc (17.39%), Unity Bank Plc (17.33%) and Guinness 

Nigeria Plc (15.34%). 

TOP 5 GAINERS 

Company Mar-31 (N) May-05 (N) Absolute Change Change (%) 

Royal Exchange Plc 0.30 0.60 0.30 100.00 

Japaul Gold and Ventures Plc 0.41 0.58 0.17 41.46 

Lasaco Insurance Plc 1.29 1.71 0.42 32.56 

Meyer Plc 0.45 0.52 0.07 15.56 

Eterna Plc 5.45 6.24 0.79 14.50 

TOP 5 LOSERS 

Company Mar-31 (N) May-05 (N) Absolute Change Change 

(%) 

NCR Nigeria Plc 2.79 2.27 0.52 -18.64 

Computer Warehouse Group Plc 2.54 2.07 0.47 -18.50 

Mutual Benefit Assurance Plc 0.46 0.38 0.08 -17.39 

Unity Bank Plc 0.75 0.62 0.13 -17.33 

Guinness Nigeria Plc 33.90 28.70 5.20 -15.34 
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Outlook  

Of  the 31 corporate earnings of  companies reported in the review period, 18 recorded an uptick 

in their topline and bottomline. The earnings in the consumer goods, breweries, telecommunica-

tions and cement manufacturing sectors were positive, while that of  the banking sector was 

mostly negative. We expect the market to remain volatile in the coming months on cautious trad-

ing as investors await the release of  more earnings. 
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Corporate Focus: Nestle Nigeria Plc 

Revenues sustained by growth in the beverage business segment 

Nestlé Nigeria Plc. recorded modest year-on-year revenue growth of  1.1% to ₦287.1 billion in 

FY-2020 from ₦284.0 billion in FY-2019. This uptick was supported by sustained growth in its 

beverage products business segment, which grew by 6.9% year-on-year to ₦115.4 billion, com-

pensating for the decline in the food business segment, which was down 2.5% year-on-year to 

₦171.4 billion. The company’s beverage business segment continues to be supported by growth 

in sales of  brands like Milo, Nescafe and Nestlé Pure Life, its water brand. Despite recent price 

increases, the company’s brands remain largely favoured among consumers. This could also be 

attributed to other competitors raising prices in line with the broader market, limiting the down-

trading impact. Also, despite the decline in growth during FY-2020, the food business segment 

remains competitive, especially in the bouillon cubes and infant food businesses. 

Market Capitalization: N1.097trn 
Current Price: N1384.5 

Industry: Consumer Goods 

Analyst’s note 

Supply chain disruptions weigh on raw material cost 

In FY-2020, cost of  sales increased to ₦167.9 billion, up 7.7% year-on-year from ₦155.9 billion 

in FY-2019. This augmentation in cost of  sales was underpinned by a sharp increase in the costs 

of  raw materials which grew abruptly by 12.7% year-on-year, a consequence of  supply chain dis-

ruptions in the local market where Nestlé purchases a significant portion of  its raw materials. 

The company saw prices of  essential inputs (maize, wheat, cassava and sugar) rise during the 

year. Consequently, gross profit shrunk to ₦119.2 billion in FY-2020 from ₦128.1 billion in FY-

2019, a decline of  7.0% year-on-year. 
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Operating expenses under control 

In FY-2020, Nestlé Nigeria reported a 2.3% year-on-year decline in its operating expenses to 

₦55.8 billion from ₦56.1 billion in FY-2019. This is largely attributable to the organization’s de-

liberate attempts to curtail costs amidst inflationary- and Covid-19-induced pressures. The 

downtick in operating expenses was driven by lower marketing & distribution expenses, which 

was down 4.8% year-on-year, a consequence of  decreased spending on sales promotion and ad-

vertising. However, the decline in operating expenses was insufficient in precluding a weakened 

operating profit, as it fell by 10.6% year-on-year to ₦64.4bn in FY-2020. 

Increase in long-term debt weighs on profitability 

Nestlé Nigeria acquired new debt from its parent company, Nestlé S.A. A facility of  $100 million 

was approved for the organization, out of  which $71.2 million has been drawn. The new facility, 

with a 7-year tenor, will carry an interest rate of  LIBOR+11.34%. Consequently, Nestlé’s total 

interest-bearing liabilities increased significantly to ₦41 billion in FY-2020, a sharp increase of  

210.4% year-on-year. This fed into higher finance costs in FY-2020 (₦4.4 billion), an increase of  

95.3% year-on-year. Conversely, finance income contracted to ₦647 million in FY-2020, a year-

on-year decline of  51.3%, despite stronger cash generation. Consequently, net interest expense 

increased sharply by 302.9% year-on-year to ₦3.8 billion during the review period. This resulted 

in decreased profitability, as pre-tax and net incomes declined by 14.7% year-on-year and 14.2% 

year-on-year to ₦60.6 billion and ₦39.2 billion in FY-2020, respectively. 
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The performance of  FMCG firms was lukewarm throughout 2020, a reflection of  the numer-

ous challenges organizations within the sector had to contend with. Extensive weakening of  

consumer income due to skyrocketing prices, ramifications of  the Covid-19 pandemic on busi-

ness segments – with Unilever and Nestlé experiencing weaker demand for bouillon cubes due 

to mandated restrictions on social gatherings and limited operations of  restaurants – and spikes 

in dollar costs of  raw materials (a result of  local currency devaluations) combined to impair cor-

porate performance of  FMCGs during the period. Furthermore, the continued gridlock at the 

Apapa Port terminal increased industry operational expenses considerably while companies con-

tinued to grapple with inadequacies in power supply, low budget implementation and poor 

transport infrastructure. 

Looking forward, the purchasing power of  Nigerian consumers will continue to weigh on the 

sector. With consumer struggles anticipated to persevere, as SMEs – an essential cog in main-

taining employment stability – continue to struggle amidst business challenges, a recovery in 

consumer income is unexpected in the near term. Revision of  the minimum wage, which was 

anticipated to increase the level of  wages, is still to pervade consumer pockets, a result of  con-

stantly increasing living costs. Furthermore, the prevalence of  insecurity in the north and north-

central basin is expected to impair food production, and consequently, food prices are projected 

to increase further during the year. Considering these challenges, consumers are expected to pre-

pare for a challenging year, with spending power and budget flexibility important considerations. 

As a result, FMCG firms are expected to be severely pressured during the course of  the year. 

With increasing poverty levels and decreasing consumer income, more products are expected to 

be pushed into the premium end of  the market. That said, the expected increase in product elas-

ticity of  FMCGs will limit the ability of  companies within the sector to raise prices as volumes 

will suffer, considering the prevailing low-income levels of  consumers. To improve prospects, 

increased product launches at the bottom of  the pyramid are to be expected. And as the focus 

within the sector shifts to affordability, increased deployment of  “sachetisation” is expected to 

take the forefront. Its importance cannot be overstated, considering the growing footprints of  

unbranded substitutes. 

Industry and Company Overview 



 38 

Nestlé Nigeria Plc. (“Nestlé”) is a household name in Nigeria’s fast-moving consumer goods, es-

pecially in the food and beverage industry. The company’s entry into the food and beverage busi-

ness dates back to 1866, with the foundation of  the Anglo-Swiss Condensed Milk Company. 

Henri Nestlé developed a breakthrough infant food in 1867, and in 1905, the company he 

founded merged with Anglo-Swiss to form what is now known as the Nestlé Group. Nestlé Ni-

geria Plc. was incorporated on September 25, 1969 and is a subsidiary of  Nestlé S.A. 

Today, Nestlé Nigeria Plc. is a leading brand that has made a remarkable impact on the Nigerian 

FMCG sector. The company’s core competences include: 

 Manufacturing, marketing, and distribution of  food products, including purified bottle wa-

ter throughout the country, and 

 Exportation of  consumer goods to markets within and outside Africa. 

Nestlé Nigeria Plc. seeks to continually promote local sourcing of  raw materials. The company, 

in partnership with the International Fertilizer Development Centre (IFDC), started a Sorghum 

and Millet in the Sahel (SMS) project to strengthen the resilience of  the millet and sorghum 

farming systems in north-western Nigeria. 

Nestlé also launched the “feed the future Nestlé Maize Quality Improvement Program (M-

QIP)” in collaboration with USAID and VEGA. It is leveraging on the expertise of  volunteers 

like farmers and small-scale agricultural businesses in Kaduna state to reduce crop contaminants. 

This is expected to increase the yield and quality of  maize and soybean by at least 17,000 metric 

tonnes annually. 

Nestlé Milo is also promoting sports development at the grass-root level by hosting competi-

tions such as the basketball championships. Nestlé Nigeria’s growth can be seen through increas-

es in its total assets and revenue over the years. 

Company Overview 
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The ability of  Nestlé Nigeria’s management to sustain returns and drive growth in a period of  

slow and fragile economic growth can be attributed to its diversified business segments and ex-

tensive distribution network across the country. 

We find most of  the qualities of  the board in line with best practices of  Nigeria’s code of  cor-

porate governance. This is attributable to the fact that the role of  the board is adequately sepa-

rated from that of  management, with the chairman of  the board a non-member of  any other 

committee and non-executive directors exceeding the number of  executive directors. In addi-

tion to that, an internal audit committee exists. Also, in line with stipulated financial reporting 

standards, Nestlé made an important disclosure in their 2020 financial report, stating that one 

of  the company’s non-executive directors was the chairman of  an affiliated supplier. This fur-

ther highlights the company’s adherence to transparency and ethical reporting. 

Mr. David Ifezulike is the chairman of  the board of  directors of  Nestlé Nigeria Plc. He was a 

non-executive director for more than twelve years before his appointment in 2013. He holds a 

Bachelor’s degree from the University of  Manchester and Master’s degree from the Imperial 

College, London. He also serves as the managing director of  Africa First limited and sits on 

various boards, including Nestlé Nigeria Trust Ltd. 

Management  

MD/Chief Executive Officer 

Mr. Wassim Elhusseini  

Chairman 

Mr. David Ifezulike 
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Bulls say: 

 Strong local brand 

 Local sourcing of  raw materials, hence 

lower exposure to FX volatility 

 Good product mix (non-cyclical) 

 Efficient distribution network across the 

country 

 Focus on capacity expansion 

Bears say: 

 Rising commodities super inflation, com-

bined with limited ability to increase pric-

es could further reduce margins 

 Competition from smuggled brands 

 Contracting household income could re-

sult in down trading to cheaper brands 

 High cost of  generating power 

Bulls and Bears say 
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The positive GDP growth of  Q1’21 (0.51%) means the economy will need to grow by an aver-

age of  3.15% in the remaining 3 quarters if  the IMF forecast of  2.5% GDP growth for 2021 is 

to be reached. The GDP numbers, in addition to the slight moderation in inflation numbers for 

April, will be key considerations in tomorrow’s MPC meeting. 

The continued rollout of  vaccines in Europe and major developing countries in addition to in-

creased global demand for air travel will support oil prices in the coming weeks ($65-68pb). Ni-

geria’s oil output is expected to rise to 1.54mbpd from May, which will significantly affect forex 

receipts. This will positively impact the CBN’s attempt to clear its forex backlog while also sup-

porting the external reserves and exchange rate stability. We expect the naira to trade within the 

range of  N484-486/$ and N410-412/$ at the IEFX window.  

There is a high chance that the MPC will maintain status quo tomorrow. This is in spite of  infla-

tion stoking factors that are on the rise – higher cost reflective tariffs and PMS pump price, 

food blockades. Domestic commodity prices continue to rise in spite of  conflicting data from 

the NBS. We project that the headline index will rise to 18.2% in May. The committee will also 

be wary of  the possibility of  tighter monetary policy stifling GDP growth after the tepid figures 

from Q1’21. The impact of  the decision will be inflation neutral and will have minimal impact 

on credit availability. 

The Federal government will also commence the securitization of  the overdraft at the CBN. 

However, borrowing from the CBN is likely to continue. The long-awaited PIB is also likely to 

be signed by the end of  June. We expect the rollout of  vaccines to accelerate and this is likely to 

trigger a review and further easing of  COVID guidelines in some sectors that have limited eco-

nomic activity.  

We also expect interest rates to maintain their upward trend while the stock market correction 

will continue. 

Outlook for the next month 


