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OPEC+ sticks to output plan, in the
face of Omicron

O

es plunging to below
PEC and its allies kept to their cur- $50.
rent output expansion plan, despite

demand concerns following the emergence of
the new Covid-19 variant (Omicron). The current plan involves ramping up output by
400,000bpd each month from August through
2022 until pre-pandemic pumping levels are
attained as the alliance attempts to gradually
reverse last year’s record supply cuts of roughly 10 million barrels per day. The decision to
maintain status quo came as a shock to the
market as most analysts had predicted that the
emergence of the new Covid-19 variant and
the White House’s resolve to boost supply
would compel the oil cartel to adjust its output
expansion plan. Prior to the meeting, US and
other oil importing countries made moves to
tap their Strategic Petroleum Reserves in order
to lower oil prices which had rallied to a threeyear high of $86pb.
With the re-imposition of lockdown measures
and movement restrictions across some European countries dimming the oil demand out-

look, the worry then becomes that of a potential supply glut with internal reports suggesting
a potential surplus of 3.8 million barrels by

Oil prices bounced

back after OPEC+’s
announcement, erasing the days losses.
Brent

crude

rose

1.35% to $69.35. The market reaction also suggests a belief that OPEC+ perceives that global oil demand will remain resilient during the

winter season. In a press release post-meeting,
OPEC is quoted as saying that they… “Agree
that the meeting shall remain in session pending further developments of the pandemic and
continue to monitor the market closely and
make immediate adjustments if required”.
A fall in oil prices would be negative for Nigeria’s fiscal and external accretion. It will widen the projected deficit and compel more borrowing while also giving the CBN less ammunition to defend the naira with. On a brighter
note, lower oil prices would lower the landing
costs of petrol which would translate into lower pump prices. This is noteworthy given the
government’s plan to finally phase out fuel
subsidies in early 2022.

March, 2022. This could possibly send oil pric3

Golden age of the Nigerian startup

I

n the first 10 months of 2021, a plethora of foreign and local investors have invested
a combined sum of N412 billion (bn) ($992 million) across 35 Nigerian startups.

Similarly, Google has pledged to invest $1bn in Africa over the next five years aimed at promoting digital transformation and innovation across the continent.1 On the regulatory side, the Nigerian government has developed the Nigerian Startup Bill, which is on its way to the Senate for
approval. If passed, this bill will empower the Nigerian tech ecosystem by fostering cooperation
between stakeholders in the startup space and Nigerian regulators to ensure that subsequent laws
and regulations are in line with the best interests of the sector. The aforementioned factors all
allude to the fact that Nigeria, in recent years, has witnessed the advent of a new type of company, one more forward looking and technologically savvy than those of the past. These companies
typically leverage technology to disrupt already established industries and offer a new standard
of value to consumers. Are we in the golden age of the Nigerian start-up?

What really is a startup?
The term ‘startup’ may seem self-explanatory, and traditionally refers to a company still in its

early stages of operations. However, this word has evolved to encompass much more. Usually, it
is used as nomenclature to refer to young companies rooted in innovation and offering solutions

1

Nigeria. 2021. “Google earmarks $1b for digital transformation of Africa”. https://guardian.ng/news/google-earmarks-1b-for-digitaltransformation-of-africa/
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to the flaws of existing products. It is also used to develop brand new classes of goods and ser-

vices. These companies disrupt and transform the landscapes of whole industries. Companies
like Uber, Airbnb and Robinhood are perfect examples.

Africa and Nigeria, the next frontier?
The global boom in startup popularity is not exclusive to Nigeria or the West, Africa currently
has about 577 registered startup companies. Nigeria accounts for the second highest number of
these at 144, just behind South Africa which has 154 startups. By far the most popular startup
class in Africa are the tech startups, consisting of fintech, e-commerce, e-health, ed-tech and
agri-tech among others. In 2020, African tech startups raised a combined sum of $701.41mn;
$625.66mn (89.2%) of that went to the ‘big four’ African technology investment destinations –
Nigeria, South Africa, Kenya and Egypt.2
Nigeria’s eminence as a forerunner in the African startup space, has been on a steady incline over
the past few years. In 2020, a total of $150.36mn, 21.4% of Africa’s total, was raised across 85
Nigerian startups. This put Nigeria in second place in terms of secured investments for 2020,
just behind Kenya which raised about $191mn. The number of Nigerian startups that secured
investments in 2020 represented a 77% increase from the number recorded in 2019, which was
48. Nigerian startup funding has risen every year since 2016, with 2020 representing a 22.8% increase from funding secured in 2019. This trend is projected to continue as estimated funding
secured in the third quarter of 2021 alone ($248mn) surpassed the totality of funding secured in
2020 by 64.89%.3

Source: Disrupt Africa, FDC Think Tank

2

Disrupt-Africa. 2021. “Disrupt Africa African Tech Startups Funding Report 2020”. https://disrupt-africa.com/research/
Samuel Oyekanmi. 2021. “Nigerian startups raise over $248 million funding in Q3 2021”. Nairametrics. https://
nairametrics.com/2021/11/08/nigerian-startups-raise-over-248-million-funding-in-q3-2021/
3
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The standouts of Nigeria
In 2020, certain Nigerian startups distinguished themselves from the pack by raising prodigious
amounts compared to the rest of the startup industry. For example, Flutterwave, a fintech company, raised $35mn in its series B funding round. Flutterwave would later go on to raise $170mn
in its series C round in 2021, which would elevate the company to Unicorn status. Fintech company Bitfxt and e-health firm 54gene secured $15mn each in 2020. Rounding out the list of the
biggest funding rounds for 2020 were fintech company Kuda, e-health company Helium Health,
and finally fintech Aella Credit, which each raised $10mn.4 Four out of the six above listed firms
are fintechs, this portends to the fact that fintech is undoubtedly the most preferred class to bet
on for investors. About $89.34mn, accounting for 59.4% of Nigeria’s total startup investment in
2020, was raised across 37 fintech startups. Just behind fintech are the e-health startups, which
raised $31.07mn (20.7% of total funding) across nine startups. E-commerce secured $10.71mn
(7.1% of total funding) across eight startups, and energy secured $7.2mn (4.8% of total funding)
across four startups.5 A seminal event that took place in 2020, within the Nigerian tech startup
space, was the $200mn acquisition of the Nigerian fintech company, Paystack, by the IrishAmerican financial services giant, Stripe. This represents a mounting growth in international interest and confidence in the Nigerian and African financial technology ecosystem. The availability of startup funding in Nigeria has become especially robust in recent years, attributed to a vibrant local investor scene and increasing attention from angel investors and venture funds such
as Y Combinator, Microtraction, and the Future Africa Fund.

The future for Nigeria and Startups
If Nigeria is able to fully leverage the tailwinds brought on by the success and huge popularity
of the startup and fintech sectors, the country will be poised to experience a phenomenal
amount of growth and development in a short period of time. These companies, apart from obviously creating employment opportunities, bring huge swaths of foreign capital and investments
into the country. A number of them also help to solve burning societal and economic issues that
impede the living standards of many Nigerians. The copious amount of startup firms with de-

cent value propositions, and the availability of a large market with active demand for their service offerings, coupled with the large influx of foreign capital, all illustrate the fact that we are at
the genesis of the golden age of startups in Nigeria.
4

Disrupt-Africa. 2021. “Disrupt Africa African Tech Startups Funding Report 2020”. https://disrupt-africa.com/research/
Ibid.
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The need for economic
diversification

N

igeria's economic fortunes are tied to the ups and downs of the market for oil,
which accounts for more than half of the country's revenue. Nigeria’s crude oil

proceeds fell by 41.60% in the first quarter of 2021 to $6.48 billion (bn) from $11.1bn in the
first quarter of 2020.6
Attempts to reduce Nigeria's reliance on oil have been defined by the mantra of "economic
diversification". Despite various loans, reforms and policies, millions of Nigerians continue to
remain impoverished. COVID-19 coupled with rising debt profiles, have brought the issue of
diversification to a new level of urgency.7
Due to the whims of the world crude oil market, an oil-based mono-economy like Nigeria
cannot achieve economic stability. The relationship between the global oil market and the Nigerian economy means that whenever the oil market sneezes, Nigeria catches a cold. For instance, from 2010 to 2015, Nigeria’s GDP grew at an average of 5.53% every year.8 However,

in the aftermath of the oil shock in 2016, economic growth slowed and the economy went into an outright recession.
Diversification helps to mitigate volatility and provides a more sustainable path for equitable
growth and development. It is even more crucial now, given the slower global economy and
the pressing need in many developing nations to boost revenue.

6

Samuel Oyekanmi. 2021.”Nigeria’s crude oil & gas exports proceeds fall by 42%”.
https://nairametrics.com/2021/07/14/nigerias-crude-oil-gas-exports-proceeds-fall-by-42/
7
Iseoluwa Akintunde. 2020.”Nigeria’s recovery means rethinking economic diversification”.
https://www.chathamhouse.org/2020/08/nigerias-recovery-means-rethinking-economic-diversification
8
World Bank Development Indicators. 2021. https://databank.worldbank.org/source/world-development-indicators
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Economic diversification entails not just a transition away from reliance on a few commodities,

but also structural transformation, as seen by improved productivity, growth, and development.
It facilitates the diversification of factors of production, trade and revenue through various dimensions.9
Inadequate infrastructure, such as a lack of proper transportation and frequent power outages,
makes it difficult for firms, particularly in the industrial sector, to thrive. Lack of infrastructure
raises the cost of producing and processing products, potentially leading to a rise in commodity
prices. Weak infrastructure also discourages foreign direct investment (FDI) because of the high
prices of energy, water, and transportation dangers.
Since gaining independence in 1963, Malaysia effectively diversified its economy from one dependent on agriculture and commodities to one based on robust manufacturing and service sectors. The country has become a prominent exporter of electrical appliances, parts, and other
commodities.
Between the early 1980’s and the late 1990’s, Malaysia successfully implemented trade policies

and kept its economy relatively open for both trade and capital inflows. Sectorial and fiscal policies also contributed to diversification. In addition, Malaysia also leveraged export promotions
and import restriction strategies, fiscal incentives, and the provision of infrastructure and utilities.
These strategies led to an increase in private investment in the country. Private investment’s share
of GDP rose to 31.8% in 1997 from 15.8% in 1985.10
In developing nations like Nigeria, FDI is a key engine of industrial expansion. Yet, the Nigerian
government struggles attracting and keeping investors especially with the onset of COVID-19.
FDI, as well as local private investment, should be encouraged in non-oil sectors. Incentives like
tax holidays for foreign investors, export incentives and the provision of subsidized industrial
lands would encourage investment inflows into the country. This can also be accomplished by
improving infrastructure, enhancing security, developing free trade zones and warehouses for export-oriented companies and providing assurances that investment in Nigeria will be both beneficial and safe.

9

Zainab Usman. 2021. “Economic diversification in Africa: How and Why it matters”.
https://carnegieendowment.org/2021/04/30/economic-diversification-in-africa-how-and-why-it-matters-pub-84429
10
Zainal Yusof. 2007. “Economic Diversification: The Case of Malaysia”.
https://resourcegovernance.org/sites /default/files/RWI_Econ_Diversification_Malaysia.pdf
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Nigeria has executed a number of import substitution strategies, including food import prohibi-

tions, with little success. Various governments have imposed import prohibitions on various
foods like rice and palm oil. Although production has increased, it has also resulted in limited
supply and a rise in the prices of these commodities. Import restrictions should be implemented
gradually, especially as the country lacks the production capacity to meet domestic demand.
These measures should be combined with the promotion of industries that can replace the large
number of manufactured goods imported from other countries.
Malaysia has also invested in research and development to increase the productivity of agricultural products such as palm oil and rubber. Institutes such as the Malaysian Rubber Research Institute and the Malaysian Palm Oil Council were instrumental in increasing productivity and diversifying Malaysia's agricultural landscape. Although Nigeria has similar organizations such as the
Nigerian Institute for Oil Palm Research and the Agricultural Research Council of Nigeria, these
institutions have not been effective in expanding production. The main reasons for these institutions' low efficacy are a lack of proper finance, a lack of critical inputs, and poor resource management. Emphasis should be placed on the development of training facilities, the provision of
infrastructure, and the availability of adequate finance for these institutes to help boost agricultural production in the country.
Diversification of the economy is critical in order to avoid becoming over dependent on the oil
industry

as

the

mainstay

and

greatest

contributor

to

government

revenue.

The manufacturing, industrial, and agricultural sectors should be better funded and prepared to
produce and contribute more to the economy. Economic diversification is critical for a country’s

long-term economic growth, but Nigeria remains overly reliant on its oil revenue, endangering its
prospects for long-term stability. Diversification can be achieved by encouraging private investment, foreign investment, improving infrastructure, investing in research and development institutions and by improving the productivity in the agricultural and manufacturing sectors.
The diversification of the economy necessitates a long-term approach, with the end result visible
over time. It requires concerted efforts to channel resources, particularly financial resources, and
to develop successful structures. Also needed is an export-oriented industrialization strategy that
combines macroeconomic and fiscal policies to attract FDI as well as human capital and infrastructure investments.
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Brain drain and its effect on the health sector

The health-care industry registered a 4.65% Medical and Dental Council as of June 2021,
increase in the second quarter of the year11; but only around 35,000 of them are practic-

however, this should not be used to define ing in the country. The others are working in
the sector's performance as the level of brain other countries – roughly 4,000 in the United
drain in the sector continues to rise. Alt- States and 5,000 in the United Kingdom –
hough the country is doing well economical- and a handful have changed careers. leaving
ly with a 5.01% growth rate, the country still only 35,000 doctors responsible for the
has a long way to go as diseases such as hep- health of nearly 200 million Nigerians.12 This
atitis and HIV aids are seriously affecting a is woefully insufficient. The World Health

significant percent of the total Nigerian pop- Organization suggests a one-doctor-to-600ulation. Using the pandemic as a lens, the patients ratio for member countries to fulfill
country could have effectively limited the vi- the Sustainable Development Goals in health
rus's spread if it had a better healthcare sys- care. Nigeria, for example, has a population
tem; unfortunately, residents were forced to density of 0.3 persons per 1,000, compared
rely on traditional and herbal means of sur- to 1.8 in China, 2.6 in the UK, 2.8 in the US,
vival prior to the advent of vaccines.
According to Nigeria HealthWatch, there are
80,000 doctors registered with the Nigerian

4.3 in Sweden, and 5.83 in Italy. In other
words, in the country, one doctor attends
5,000 people.

11

Research Team.2021. “Nigeria’s Healthcare cost gallop past 15%, highest on record”. https://nairametrics.com/2021/06/17/
nigerias-healthcare-cost-gallop-past-15-highest-on-record/
12
Editorial Board. 2021. “Nigeria’s brain drain can be a brain gain”. https://businessday.ng/editorial/article/nigerias-brain-draincan-be-a-brain-gain/
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In fact, this is the second time in less than

three years that Saudi officials have gone directly to Nigerian physicians in order to revitalize and re-energize their own healthcare system. Hundreds of physicians, including consultants, specialists, and other relevant professionals in all medical disciplines except psychiatry, with various years of experience, flocked to

Abuja and Lagos for the well-publicized recruiting. According to an estimate, they numbered around 500 people. Anesthesia, ICU, pediatrics surgery, family medicine (consultants care industry since money intended for boostonly), obstetrics and gynecology, ENT, emer- ing the sector's performance are instead emgency medicine, all sub-specialties (surgery), all bezzled and utilized for personal gain. There is
sub-specialties (internal medicine), orthopedic also the issue of nepotism. Medical practition-

surgery, ophthalmology, radiology, hematology, ers do not recruit people based on their talents
and histopathology were among the specialties and degree of education, but rather on how
covered by those interviewed.
Corruption, insufficient funding, inadequate
facilities and poor working conditions all have
an impact on the country's healthcare industry.
Although their influence on the health care industry's performance cannot be exaggerated,

well they know them or how many advantages
they can derive from them. As a result, the sector's production and efficiency suffers. This is
why some doctors would prefer to emigrate to
other countries where they know they stand a

chance in an even playing field.

they also serve as factors contributing to the Working circumstances for these medical prachigh level of brain drain in the sector account- titioners are exceedingly poor; as a result, seving for majority of the sector's deterioration.
Corruption is a widespread issue in the society,
and it has stymied the health-care sector's

growth. As of January of this year, the country
was ranked as the second most corrupt in West
Africa. This issue has an impact on the health

eral medical practitioners opt to work overseas.
This issue has resulted in multiple strikes by
the medical practitioners in this sector. The recent one being as a result of late and defaulted
payments. This can be expected as the Nigerian government has been operating with a deficit budget since 1981. For the past ten years,

13

Nigerians have spent about $ $11 billion on curring expenditure climbed by 2,822%, while
medical services. Specifically, Nigeria spends capital expenditure increased by little over
approximately $1 billion every year on medical 400%. This clearly shows that there is a huge
tourism, primarily to India. This was reported gap in health infrastructure
by a BusinessDay article which stated that in
2013, 47% of Nigerian travelers to India came
for medical reasons. Furthermore, they spent

up to N41.6 billion on medical expenses

Despite the fact that the healthcare sector is
suffering greatly, there is still reason to be optimistic about the future. This might be accom-

plished through combating corruption. People

In the Abuja Declaration of 2001, Nigeria and should be hired depending on their educational
other African Union member states agreed to level in order to enhance production. Additionallocating at least 15% of their national budg- ally, money should be used for the intended
ets on health. Unfortunately, throughout the purpose. This is necessary because it will allow
last 18 years, the country's rate has never ex- the health-care industry to reach its targeted
ceeded 6%. Except for the N547 billion health degree of development. With the increase in
budget for 2021, which accounts for 7% of the funds should also come proper management
total budget. The level of health infrastructure of these funds as this would prevent embezzleis also a growing concern as a recent assess- ment.
ment by the real estate firm Knight Frank revealed that, Nigeria would "need 386,000 additional beds and $82 billion in health-care real
estate assets to match the global average of 2.7
beds per thousand

inhabitants."13

The World

Bank's figures are similarly bleak. Nigeria's
government spends only 3.89 % of its $495
billion GDP on healthcare, compared to 8.25
% in South Africa and 5.17% in Kenya. In 20
years, recurrent expenses have absorbed 78%
of overall health spending, while capital has

The issue of brain drain in the health care sector can be curbed through effectively through
increase investment and spending. As stated
before, the World Health Organization has revealed that Nigeria has a five hospital beds per
10,000 patients which is way below standards.
We should expect to see some progress in this
area if we raise spending, starting with greater
capital expenditure, which will have long-term
implications in the sector.

taken only 22%. Between 2001 and 2021, re-

13

Research Team.2021. “Nigeria’s Healthcare cost gallop past 15%, highest on record”. https://nairametrics.com/2021/06/17/
nigerias-healthcare-cost-gallop-past-15-highest-on-record/
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The government can address the issue of bad should be paid based on international standworking conditions by providing greater work ards.
benefits. Even with the existence of the deadly
corona virus, the hazard allowance of these
medical practitioner is still set at a relatively
low level and this can be very discouraging to
these medical practitioners. The government

should strive to increase the hazard allowance
in order to encourage the 88 percent of doctors who are actively seeking opportunities
abroad to begin to look

domestically.14

Also,

workers should be fairly compensated for the

We can expect the quality of medical services
to deteriorate as the amount of brain drain in
the healthcare industry rises. This may be
avoided by enhancing medical practitioners'
working circumstances, increasing investments

in the sector and curbing corruption in the
country. As a result, the country would see better levels of growth, a higher standard of life,
and increased efficiency and production.

amount of work and effort they put in and

14

Mucahid Durmaz.2021. “As Nigeria’s healthcare bleeds, striking doctors pledge to fight”. https://www.aljazeera.com/
news/2021/9/17/nigeria-healthcare-bleeds-striking-doctors-pledge-fight
15
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Impact of decentralized VAT collection
on regional development in Nigeria

T

he Nigerian fiscal space is currently embattled by the tussle between some state governments and the federal government on the

collection of the value added tax (VAT) rev-

enue.15 This is premised on the demand for equity by
large revenue generating states like Lagos. VAT revenue
generation in Nigeria has been largely dominated by the
federal capital territory and two of the 36 states of the
federation (Lagos and Rivers). The three states accounted
for 74% of the total VAT generated in the first eight

months of 2021 (8M’21).16 However, the revenue is collected centrally and shared among the 36 states leaving
most states highly dependent on support from the federal
government.

Regional analysis of VAT generation in Nigeria
Given that it is a consumption tax, VAT generation thrives in states with robust economic activities and a significant level of formal business operations. The South West generated the
highest proportion of total VAT collected in 8M’21, as it hosts the country’s commercial city,
Lagos. North central has the second highest VAT generation, which is mostly sourced from the
capital city, Abuja. However, these regions eventually receive just approximately half of the
VAT generated from their regions while poor performing regions, like the South East and
North East, get more than four times the VAT generated from their regions.

15

Emma Ujah (September 18, 2021). “VAT: What states generated, received in past 8 months”. Vanguard Newspaper. https://
www.vanguardngr.com/2021/09/vat-what-states-generated-received-in-past-8-months/
16
ibid
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Region
S/West (+ Lagos)

VAT generat- Share of total
VAT allocated
ed (8M'21)
VAT generated (8M'21)
(N’bn)
(N’bn)
518.86
50.96%
276.51

S/East
S/South (+ Rivers)
N/Central (+ FCT)
N/West
N/East

23.55
135.81
255.25
57.11
27.68

2.31%
13.34%
25.07%
5.61%
2.72%

109.63
162.60
129.15
219.82
130.42

% of VAT
generated
53.29%
465.52%
119.73%
50.60%
384.91%
471.17%
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Impact of decentralized VAT collection
The ongoing clamor for the decentralization of VAT collection means that low revenue generating regions will be at risk of huge revenue shortfalls. This will further weigh on their ability to
meet their fiscal obligations. According to the State of State Report 2021, only three states have
the capacity to meet their operating expenses as measured by their 2020 fiscal performance.18
On the other hand, a change in the distribution of the VAT revenue could spur states in low
VAT generating regions to build their revenue generation capacity and reduce dependence on
the federal government. The current revenue sharing practice provides a disincentive for fiscal
responsibility by low revenue generating regions. Besides low VAT revenue, the South East,
North West and North East also have low internally generated revenue (IGR) compared to the
other regions.19

Region
S/West

IGR
(N’bn)
561.01

Share of total IGR
42.95%

S/East

96.71

7.40%

S/South

263.17

20.15%

N/Central

181.61

13.91%

N/West

146.73

11.23%

N/East

56.84

4.35%

20
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ibid
budgiT (2021). “State of States 2021 edition: Fiscal options for building back better”. https://yourbudgit.com/wp-content/
uploads/2021/09/State-of-States-report-2021-web.pdf
19
National Bureau of Statistics (2021). Internally Generated Revenue at State Level (Q4 & FULL YEAR 2020). https://
nigerianstat.gov.ng/elibrary/read/1241015
20
ibid
18
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Recommendations
While decentralization puts the economy at risk of regional inequality, a drive towards domestic
resource mobilization has the potential to promote regional development. A focus on domestic
revenue generation will create a healthy competition among the regions to attract investments
and encourage increased private sector activities. Therefore, the ongoing VAT collection debate
represents a clarion call to the regions to pursue some level of self-reliance.
Specifically, there is the need to:

Identify potential sources of higher revenue: Due to location and other non-economic
unique differences, regions have their respective areas of comparative advantage. These can be
potential sources of higher revenue if well developed. For instance, oil-rich South-South region
can benefit immensely from the newly enacted Petroleum Industry Act (PIA)21 through increased investment and the positive spillover effect on overall economic activities. The regions
can also take advantage of their respective mineral reserves by encouraging increased mining

sector activities.

Improve the business environment: A thriving private sector is imperative for increased
VAT generation. However, higher private investment is largely dependent on the attractiveness
of the region for business operations. According to the Q2 2021 capital importation report,
only three states (Lagos, Abuja and Ogun) attracted new investments during the quarter.22

21

Anthony Osae-Brown (2021). “Nigeria’s Buhari Orders Incorporation of State-Owned Oil Firm”. https://
www.bloomberg.com/news/articles/2021-09-19/nigeria-s-buhari-orders-incorporation-of-state-owned-oil-firm
22
National Bureau of Statistics (2021). “Nigerian Capital Importation Q1 & Q2 2021”. https://nigerianstat.gov.ng/elibrary/
read/1241052
19

Step up efforts to combat insecurity: Insecurity has been a major constraint to private sector
activities in Nigeria, particularly in the North and South Eastern regions. This is due to frequent banditry attacks, herdsmen conflict and the activities of the Boko Haram Islamic insurgency group. There is therefore the need for state governments to unite efforts to address insecurity in the regions.

Develop an efficient tax collection system: Beyond a taxable economy, it is important for
the regions to strengthen their tax administration system in order to ensure efficient VAT collection. Increased private sector activities without a corresponding improvement in the tax administration capacity will undermine the expected increase in VAT generation in the regions.

Conclusion
Despite the immediate adverse impact on revenue for almost all the states of the federation, a
ruling in favor of the decentralization of VAT collection in Nigeria is likely to compel state
governments to improve their revenue generation capacity. This will facilitate increased private

sector activities, which will aid regional development and support overall economic growth.
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Global Perspective –

Culled from The Economist

Hazards ahead: Three threats
to growth in emerging markets
THE NEWS, as the second anniversary of the pandemic nears, could be better. The
emergence of a covid-19 variant, labelled Omicron, has sparked a wave of selling on
financial markets, seemingly on concern that a new highly transmissible strain of the
virus could set back economic recoveries worldwide. With luck, Omicron may prove
manageable. But continued disruptions from various variants of covid-19 represent
just one of three formidable forces that will squeeze emerging markets in 2022, alongside tighter American monetary policy and slower growth in China.
Start with American policy. Markets knocked for a loop by Omicron sagged further
on November 30th, after Jerome Powell, the chairman of the Federal Reserve, suggested that the central bank might accelerate its plan to taper its asset purchases.
Thanks to the critical role of the dollar and Treasury bonds in the global financial system, a more hawkish Fed is often associated with declining global risk appetite. Capital flows towards emerging markets tend to ebb; the dollar strengthens, which, because of the greenback’s role in invoicing, reduces trade flows.

In order to assess which places face the biggest squeeze from a tightening Fed, The
Economist has gathered data on a few key macroeconomic variables for 40 large
emerging economies (see chart 1). Large current-account deficits, high levels of debt
(and of that owed to foreigners especially), rampant inflation and insufficient foreignexchange reserves are all indicators that can spell trouble for countries facing fickle
capital flows as American monetary policy tightens.

21

Combining countries’ perfor- in 2021, diminishing the pur- na, as a share of their own
mance on these measures chasing power of Turks’ wag- GDP, yields an index of vulyields a “vulnerability index”, es and pensions.

nerability

on which higher scores trans-

Many of the biggest exporters

late into greater fragility. Some
places are already in serious
trouble. Argentina, which tops
the list, faces an inflation rate
above 50% and a deepening
economic crisis. Turkey’s fundamentals look a little better,
but its woes are compounded
by the government’s stubborn
desire to lower interest rates
in the face of soaring prices.
The lira has been hammered,
losing 45% against the dollar

The second element of danger comes from China’s slowing economy. When China falters, exporters around the
world feel the pain. It is, by a
large margin, the world’s biggest consumer of aluminium,
coal, cotton and soyabeans,
among other commodities,
and a major importer of
goods ranging from capital
equipment to wine.
Ranking the same 40 econo-

to

the

country.

to China, like Vietnam, are
critical links in manufacturing
supply chains, which should
be untroubled as China’s domestic economy slows, as
long as Americans keep shopping and Sino-American trade
relations stay stable. At greater risk are the poorer commodities exporters that have
helped feed China’s population and provide for its building boom.

mies by their exports to Chi22

This gauge of exposure to China can then be compared with our measure of vulnerability to
American monetary-policy tightening (see chart 2). Some countries’ fates are more linked to one
of the giants than the other. An unlucky bunch, such as Brazil and Chile, appear most likely to
suffer from a double whammy. Despite high levels of debt and soaring inflation, high commodity prices have enabled Brazil to just about maintain investors’ confidence. A softening Chinese
economy could deprive Brazil of that benefit, leading to a tumbling currency, even higher inflation and the possibility of economic crisis.

The world has faced the combined pressure of hawkish American policy and a stumbling China
before. In the mid-2010s fragile emerging markets were squeezed by a rising dollar, as the Fed
withdrew the monetary support provided during the global financial crisis, while a badly managed round of financial-market liberalisation and credit tightening triggered a slump in China.

Growth across emerging markets, excluding China, sagged from 5.3% in 2011 to just 3.2% in
2015.
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The squeeze this time is almost certain to be worse. That is in part because the Fed is expected
to tighten policy more quickly than it did in the 2010s, when a weak recovery and stubbornly
low inflation forced it to go slow. Then more than two-and-a-half years elapsed between the
Fed’s announcement of its intention to reduce its asset purchases and the first rise in its policy
rate. This time, by contrast, the 12 months following the Fed’s announcement of its plan to
begin tapering in November are likely to involve a complete halt to bond-buying and, according
to market pricing, at least two interest-rate rises.

China, for its part, also seems at greater risk of a hard landing today than it was a half-decade
ago. Most economists thought growth would slow to 4.5-5.5% even before the emergence of
Omicron. That would, with the exception of 2020, be the lowest growth rate since 1990.
Another reason for the pain this time around is the addition of a third hazard to emerging markets: the spread of Omicron and the risk of future variants. Little is yet known about the danger
posed by Omicron. But the emerging world remains particularly vulnerable to nasty outbreaks
of the virus. With a few exceptions, vaccination rates in poorer countries lag behind those in
rich ones. Just a tenth of Africa’s population has received even one jab, less than the share of
Americans that has received a third shot. Of our group of 40 countries, vaccination rates are
particularly low in Egypt and Pakistan, two countries that are also especially vulnerable to American monetary tightening.
The spread of a new variant against which existing vaccines may be less effective could prove
back-breaking to tourism-dependent economies. And public purses in the emerging world more

broadly are in no fit state to extend or reintroduce pandemic relief measures.
Working out how the three threats might interact with each other is tricky. But it is possible that
their coincidence could lead to still more economic pain for poorer countries. Unforgiving capital markets as the Fed tightens could leave emerging-market governments fiscally hamstrung in
the face of new outbreaks. Omicron-induced local lockdowns in China could deal emergingmarket exporters another blow. The tourist-dependent countries of South-East Asia, once popular destinations for Chinese visitors, are likely to remain deserted for a while longer.
The pandemic’s third year was already destined to be a rocky one for emerging markets, stuck as
they are between the two poles of a tightening America and a slowing China. New variants
could make the journey still more perilous.
24
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Macroeconomic indicators
November 1st – 30th
Money Market
The average opening position of banks increased sharply by 115.95% to N173.56bn in November. This was partly due to a net OMO inflow of N80.7bn (OMO sales – N50bn, OMO repay-

ment – N130.7bn). The opening balance slipped into negative territory for two days (Nov
22/24). The boost in market liquidity filtered through to a decline in short-term interest rates.
Average NIBOR rate fell by 209 bps to 10.95% in November from 13.04% in the preceding
month.
Total primary market t/bill auction declined by 16.40% to N411.86bn in November N492.63bn
in October. The 91-day and 182-day t/bill yields remained flat at 2.50% and 3.50% respectively
while 364-day t/bill declined by 61bps to 5.89%. At the secondary market, the t/bill yield declined by an average of 2.67bps across the three tenors.

Tenor

Primary market
(November 10th,

Primary market Secondary market
(November 30th, (November 1st,

Secondary market
(November 30th,

91-day

2.50

2.50

4.18

4.15

182-day

3.50

3.50

4.70

5.15

364-day

6.50

5.89

6.70

6.20

Outlook and Implications
Pending any significant withdrawal, we expect the short-term interbank rates to continue to
trend lower. T/bill yields are expected to trend lower as well as investors are still wary of investing in risky assets. Lower t/bill yield would reduce the cost of borrowing for the government
which would free up cash and assist in meeting its fiscal obligations.
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Forex Market
The Nigerian forex market is segmented with multiple exchange rates. The most important rate being the Investors and Exporters window (IEFX). No less than 55%-60% of Nigerian forex transactions are traded at this
window. The CBN and most exporters and investors use this window. It serves as not only a source of price discovery but also a barometer for measuring potential and actual CBN intervention in the market. Some of the
exchange rate determinants are balance of payments, capital inflows and trade balance.

Exchange Rate
Currency volatility persisted at the foreign exchange rate market. In the period under review, the
naira appreciated 0.26% to N566.5/$, at the parallel market, from N568/$ at the beginning of
the month. This is attributable to a 199% increase in forex supply as the CBN increased its intervention at the foreign exchange market. At the I&E window, the Naira traded between the band
of N413.28/$-N415.1/$. The average turnover declined significantly by 26.43% to N153.98mn
in November from N209.29mn recorded in October.

Outlook
We expect the CBN to continue. Travel restrictions could weigh on oil prices given
OPEC+’s decision to continue with their
plans to expand output by 400,000bpd. This
could weigh on oil prices and Nigeria’s forex
receipts, limiting the CBN’s capacity to continue with its forex interventions at the foreign exchange market. The naira could depre23

ciate at the parallel market as a result.

Impact
Sustained intervention at the I & E window will help ease forex pressures and lead to an appreciation of rates. This will reduce import costs and tame inflationary pressures.
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External Reserves
The month of November saw the gross external reserves reverse its accretionary trend and
maintain steady depletion throughout the month. The reserves lost 1.36% to $41.22bn from
$41.79bn on Nov 1. This is due to the CBN’s efforts at defending the naira, supported by higher
oil prices. In the review period, the country’s imports and payments cover fell to 10.12 months.

Outlook
The gross external reserves is expected to
maintain its downward trend as the CBN intensifies efforts at defending the naira.

Impact
Falling external reserves impedes the CBN’s
ability to intervene at the foreign exchange
24

market.
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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
After settling above $80pb, oil price plunged 16.67% from $84.72pb to $70.59pb at the end of
the period. Oil prices had been trading at multi-year highs before the new Covid-19 variant
(Omicron) crept in and triggered lockdown measures across the world. Earlier in the month, the
US made moves to release about 50 million barrels from its strategic reserves in the bid to lower
oil prices.

Outlook
We expect oil prices to trend lower in the
coming month as the emergence of the Omicron variant raises demand concerns. This is

in addition to the increased chances of a supply glut due to OPEC+’s decision to continue
with its current output expansion plan.
25

Impact
Lower oil prices are negative for fiscal and reserves accretion. It will also impact negatively on
FAAC allocation for the month of November.

Natural Gas
The price of gas plunges 10.6% to $4.64/mmbtu at the close of the review period from
$5.19/mmbtu at the beginning of the month. This is primarily attributable to the shock to the

market from the emergence of Covid-19 variant (Omicron).
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Outlook
We expect LNG price to increase in the coming months on increased demand in the US
and Europe as winter commences.

Impact
Natural gas is a major export commodity in
Nigeria. Higher LNG prices will boost Ni26

geria's LNG export revenue and facilitate a
more favourable balance of trade.

Cocoa
During the review period, the price of cocoa decreased by 8.61% to $2,378/mt from $2,602/mt
at the beginning of the month. This is due to declining global demand upon the emergence of
Omicron.

Outlook
We expect the price of cocoa to remain soft in
the near term on weak demand as a result of
renewed lockdown measures in some European countries.

Impact
Cocoa is one of the main non-oil export commodities in Nigeria. A reduction in its price
27

would result in lower export earnings.
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Commodities market - Imports
Wheat
The price of wheat rose by 6.59% to $849.75/bushel from $797.25/bushel at the beginning of
the period (November 1). This is due to tight market supply as top producing countries grapple
with drought conditions and the emergence of the new covid-19 variant.

Outlook
We expect the price of wheat to fall in the near
term as demand begins to slow in response to
the imposition of lockdown measures in some
European countries.

Impact
A fall in the price of wheat is positive for Ni-

geria’s import bill. This could also lower the
28

price of bread and other pastries.

Corn
When compared to the opening price on November 1 ($579.10/bushel), the price of corn declined marginally by 0.06% to $578.75/bushel. This is due to higher corn yields in top producer,

Ukraine.

Outlook
The price of corn is expected to be bearish in
the near term on improved corn yields and a
likely reduction in demand as most countries
impose travel restrictions.

Impact
Nigeria is a net grain importer. A possible reduction in the global price of corn is favoura29

ble for Nigeria’s import bill. It could also trans28
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late into lower cost for corn dependent firms.
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Sugar
In the month under review, the price of sugar fell to $19.19/pound. This represents a 0.93% decline when compared to $19.37/pound on November 1. The decline is attributable to slowing
demand triggered by renewed lockdown measures and travel bans.

Outlook
The price of sugar is expected to remain soft
due to falling global demand.

Impact
A fall in the price of sugar has a positive impact
on Nigeria’s import bill and will, to a reasonable
extent, lower production cost for sugardependent businesses.
30
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Stock market review
The NGX closed on a positive note in the month of November. It gained 2.88% to close at
43,248.05 points on November 30th from 42,038.60 points on October 29th. In the same vein,
market capitalization increased by 2.78% (N630bn) to N22.57trn relative to its close of
N21.94trn on October 29th. The market YTD return improved to 7.39% from 4.24% in the review period. The market gained in 7 out of the 22 trading days of the review period with a cumulative gain of 2.89%.
The market breadth was negative at 0.43x as 26 stocks gained, 69 stocks remained unchanged
while 61 lost.

31

Market activity level was negative in the review period. The average volume traded fell by 44.28%
to 281.05mn units from 504.38mn units. Similarly, the average value of trades decreased by
31.91% to N3.82bn from N5.61bn in the review period.
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The performance of sectors was mixed in the review period. The oil & gas sector recorded the

highest loss (7.56%). This was followed by banking (-4.78%) and consumer goods (-3.92%). On
the other hand, the insurance and industrial sectors gained 4.28% and 0.72% respectively.
University Press Plc topped the gainers’ list with a 35.48% increase in its share price. This was
followed by Airtel Africa Plc (21.79%), Livingtrust Mortgage Bank Plc (20.00%), Vitafoam Nigeria Plc (18.38%) and Honeywell Flour Mill Plc (9.72%).
TOP 5 GAINERS
Company
University Press Plc
Airtel Africa Plc
Livingtrust Mortgage Bank Plc
Vitafoam Nigeria Plc
Honeywell Flour Mill Plc

Oct-29
(N)
2.17
780.00

Nov-30
(N)
2.94
950.00

Absolute
Change
0.77
170.00

Change (%)
35.48
21.79

0.80

0.96

0.16

20.00

18.50
3.60

21.90
3.95

3.40
0.35

18.38
9.72

The laggards were led by Cutix Plc (55.40%), UPDC Plc (40.56%), AIICO Insurance Plc
(33.06%), UPDC Real Estate Insurance Trust Plc (31.67%) and Eterna Plc (30.06%).
TOP 5 LOSERS
Company
Cutix Plc
UPDC Plc
AIICO Insurance Plc
UPDC Real Estate InsurEterna Plc

Oct-29
6.30
1.80
1.24

Nov-30
2.81
1.07
0.83

Absolute
3.49
0.73
0.41

Change (%)
-55.40
-40.56
-33.06

6.00

4.10

1.90

-31.67

8.65

6.05

2.60

-30.06

Outlook
The stock market’s performance is likely to be positive in December and this would be largely
driven by the continued decline in interest rates in the fixed income market. This is expected to
prompt investors to rotate more of their portfolio to equities.
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Corporate focus : Guinness
Nigeria Plc
Market Capitalization: N79.51bn
Current Price: N36.6

Industry: Food, beverage and tobacco

Guinness Nigeria Plc’s stock is currently trad- of raw materials. In the same vein, its gross
ing at N36.60 at the NGX, representing an sig- profit surged by 117.32% to N15.24bn in the
nificant YTD growth of 92.63%. While the just ended first quarter from N7.01bn in the
company’s EPS is yet to recover to its pre- preceding period.
pandemic levels, it returned to positive territory to stand at N1.85 in the reporting period
ended September 30, 2021. Similarly, the company’s ROE returned to positive territory of
0.05x from -0.01x in the same period in the
previous year. Guinness Nigeria Plc reported a
strong top line growth of 58.10% to N47.47bn
for the first quarter ended September 30,
2021from N30.02bn in the corresponding period in 2020. The significant revenue growth
can be attributed to the impact of higher product pricing. The company’s performance in this
quarter reflects its resilience and adaptability in
the face of sustained disruption to global supply chains as well the challenges in sourcing
foreign exchange in the domestic market, both

Guinness reported an operating profit of
N6.51bn, a rebound of 1,009% compared to
N586mn in the same period in the previous
year. This is largely attributable to the strong
growth in its top-line and other income. The
company recorded a 42.28% increase in its
marketing

and

distribution

expenses

to

N6.58bn and a 19.47% growth in administrative expenses to N2.40bn resulting in a 35.37%
rise in its net operating expenses to N8.98bn.
The marked growth recorded in marketing and
distribution expense emphasizes the company’s
ramped up effort to deepen market penetration during a time of heightened competition
in the domestic market.

of which have caused a sharp spike in the cost
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Guinness Nigeria Plc’s bottom-line performance mirrored its impressive top-line performance,
moving from loss making to profitability. This was supported by a 9.56% increase in finance income to N506.44mn and a 21.96% decline in the company’s finance cost, resulting in a 38.09%
fall in net finance cost. The company’s profit before tax returned to positive territory at N5.95bn
from a loss before tax of N317.48mn in Q1’2022. Similarly, the company reported a profit after
tax of N4.04bn Q1’22, a remarkable improvement from the N841.65mn loss reported in the
same period in 2021.

Industry and company overview
A subset of the food, beverage and tobacco (FBT) industry, the brewing industry is categorized
under the manufacturing sector. So far in 2021, the FBT sub-sector has expanded by an average
of 6.02% indicating a robust recovery from the previous year’s 1.50% growth. Conversely, the
manufacturing sector recorded a negative growth of -1.21% in Q3’21, an improvement from the
8.86% contraction in 2020. The sector has a five-year average growth rate of -0.88%.33 The manufacturing sector, which is a major employer of labour, contributes an estimated 12.83% to
GDP.34
The pandemic-induced global economic downturn along with containment measures and disruption continues to have a negative impact on the brewing industry and the broader market. While
increased fiscal regulation and rising cost pressures have massive influence on the sector’s per-

formance, the gradual easing of global supply bottlenecks and improving macroeconomic fundamentals are expected to weigh on the sector’s near-term prospects. However, the industry’s significant reliance on imports amid a weaker naira and forex illiquidity has exerted further pressure
on production costs for breweries.
Nonetheless, in the medium to long term, the brewing industry is anticipated to deliver great value, driven largely by Nigeria’s growing population and favourable demographics, low consumption per capita and increasing trade opportunities through exports under the African Continental
Free Trade Area Agreement (AfCFTA).
33

NBS (2016-2020)
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Because of the limited headroom for pricing, brand visibility is vital to improving market share.

Industry players will continue to leverage on product innovation to maintain competitiveness in
the face of constrained pricing actions.
Guinness Nigeria, a subsidiary of Diageo Plc of the United Kingdom, was incorporated in 1962
with the building of a brewery in Ikeja, the heart of Lagos. The brewery was the first Guinness
operation outside Ireland and Great Britain. The group's products include primarily spirits, vodkas, beer and malted beverages. Its products comprise of Guinness Foreign Extra Stout, Malta
Guinness, Harp Lager, Dubic Lager, Smirnoff Ice, Snapp, Orijin Bitters brands, etc. The company has approximately three breweries, which are located across the southern cities of Lagos, Benin and Aba and has operations primarily in Nigeria.
Guinness Nigeria controls 18% of the industry’s market share in Nigeria. The company has
been adversely affected by a wide range of macroeconomic conditions including a decline in
consumers’ disposable income, increased excise duty, inflation as well as the increase in VAT
from 5% to 7.5%. Despite these, the company’s stock price has gained 92.63% YTD.
The company’s business fundamentals remain strong and sustainable.
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Bulls and Bears say
Bulls say:


Strong brand name



Variety of products



Consumer loyalty and brand visibility



Large market size supported by growing population

Bears say:


Stiff competition, especially through discounts and promotions



Weak consumers’ purchasing power



Harsh operating environment



Traffic bottlenecks in and around the Lagos ports and roads



Forex illiquidity and naira weakness



Rising cost of input
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Economic Outlook for the next four
to eight weeks

W

ith the emergence of the new Covid-19 variant (Omicron), it is likely that
more countries will impose strict lockdown measures. This will weigh on the
demand for global commodities, ahead of the festive season, causing prices

to decline. Oil prices are likely to trade in the $67-71pb range as OPEC+ sticks to its output expansion plan (400,000bpd) despite the threat of Omicron to global demand. This is in addition
to efforts by the US and other oil importers to boost supply by tapping into their Strategic Petroleum Reserves. Oil earnings are likely to fall as a result. This is in addition to the negative impact of Nigeria’s inability to meet its output quota as a result of vandalism and pipeline sabotage. This would also impact FAAC disbursements and aggregate consumption negatively.
Nigeria’s gross external reserves will likely continue in its declining trend on lower forex receipts
and continuing interventions by the CBN at the forex market. However, the CBN is likely to
slow down on its interventions if the reserves cross the $40bn threshold. Expected forex inflows from visiting friends and family will also be limited by travel restrictions. As a result, the
naira appreciation we expected will be limited ($540/$)
The declining trend of inflation will be sustained in November (15.2%). This is as a result of
waning base effects and weak demand as a result of the vastly eroded purchasing power of the
Nigerian consumer. However, other inflation stoking factors such as higher logistics cost, electricity tariff hike (effective Dec. 1) and exchange rate pressures could dampen this outlook.
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