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In 2015, United Nations General Assembly (UN-GA)
approved a set of 17 ambitious goals, known as
Sustainable Development Goals (SDGs), intended to
serve as a "blueprint to achieve a better and more
sustainable future for all"¹. Goal 7 of the SDG aims to
"ensure access to affordable, reliable, sustainable
and modern energy for all”². Energy is the lifeblood
of all contemporary economies. From households to
businesses, communications, education,
infrastructure, technology and industrial
developments, energy is sine quo non. Established
energy system is also required for the achievement
of other SDGs. To this effect, greater efforts have
been made by most countries to provide access to
clean and affordable energy to all. For example, the
number of people without access to electricity
globally decreased to 733.4mn in 2020 from 1.02mn
in 2015. However, this process is not reflective in
Africa. According to SDG tracker, about 78% or
567.5mn people without access to electricity live in
sub-Saharan Africa.

GLOBAL ACCESS TO ELECTRiCiTY: 2000 TO 2020

Source: SDG tracker; FDC Think Tank

Nigeria, the world capital of energy poverty

One of the goals of SDG 7 is to reduce energy
poverty to the barest minimum. Energy poverty
refers to lack of modern, affordable, clean, safe,
and reliable energy. Although several countries

ENERGY POVERTY iN NiGERiA –
PREVALENCE, HUMAN DEVELOPMENT AND PUBLiC POLiCY OPTiONS

¹United Nations (2017) Resolution adopted by the General Assembly on 6 July 2017, Work of the Statistical Commission pertaining to the 2030 Agenda for Sustainable Development (A/RES/
71/313)
²Ritchie, Roser, Mispy, Ortiz-Ospina (2018) "Measuring progress towards the Sustainable Development Goals." (SDG 7) SDG-Tracker.org, website



have made appreciable progress in reducing
energy poverty, available data shows that Nigeria is
currently the capital of energy poverty in the world.
Out of the 733mn people without access to
electricity in the world, about 91.94mn live in Nigeria.
In other words, 1 out of 8 persons without electricity
live in Nigeria. The second and third positions are
occupied by Democratic Republic of Congo
(72.46mn) and Ethiopia (56.20mn) respectively.

Over the years, access to electricity has
deteriorated in Nigeria. The number of persons
without access to electricity increased by 22% to
91.94mn in 2020 from 75.69mn in 2016. When
compared to its peers like Ghana, Kenya and South
Africa, Nigeria’s story is a nightmare. While 16.25mn
persons entered energy poverty trap in four years
(2016-2020) in Nigeria, Ghana and Kenya lifted
about 1.51mn and 7.65mn respectively out of
energy poverty.

POPULATiON WiTHOUT ACCESS TO ELECTRiCiTY
iN SELECTED SUB-SAHARAN AFRiCAN

COUNTRiES

Source: SDG tracker, FDC Think Tank

Most of the rural populations in Nigeria do not have
access to electricity. According to SDG tracker, only
25% of rural dwellers had access to electricity as at
2020. This implies that about 75mn rural Nigerians do
not have access to electricity. Contrarily, about 75%
and 63% of rural dwellers in South Africa and Kenya
respectively have access to electricity. While South
Africa, Kenya and several other African countries
have shown substantial progress in rural
electrification, the number of persons that do not
have access to electricity in rural Nigeria actually
increased by 11.68mn between 2016 and 2020.
Globally, only 17% of rural dwellers do not have
access to electricity.

Worse still, several persons that have access to
electricity could still be classified as energy poor due
to power blackout which is rampant in Nigeria.
Evidence obtained from General Household Survey
of 2019 shows that average national blackout per
week is 64 hours. Blackout is worst in the rural areas:
rural dwellers experience about 114 hours (or 68%) of
blackout per week. In terms of regional distributions,
the South-south zone (107.25 hours) and Northwest
zone (87.84 hours) experience the longest hours of
blackout.

HOURS OF BLACKOUT PER WEEK

Source: Nigerian 2019 GHS; FDC Think Tank

Poverty in cooking Energy

Energy poverty in Nigeria is not restricted to access
to electricity. SDG tracker records that only 15% of
Nigerians have access to clean cooking energy.
Global access to clean cooking fuel stands at 65%,
while in sub-Saharan Africa, only 17% of the
population has access to clean cooking energy.
Out of 175.23mn people without access to clean
cooking fuel in SSA, Nigeria accounts for 19%. In
other words, 2 out of every 10 persons without
access to clean cooking fuel are in Nigeria.
Globally, about 2.37trn persons do not have access
to clean cooking fuel and about 923mn of such
persons live in sub-Saharan Africa. People who lack
access to clean cooking fuel and modern cooking
technologies usually cook with kerosene, animal
dung and firewood. Burning these cooking fuels
causes severe air pollution. The World health
organization (WHO) estimated that about 3.8mn
deaths annually are attributed to unsafe cooking
fuel. Evidence from the 2019 GHS suggests that
about 66.5% of Nigerian households use firewood as
cooking fuel. Another 21.3% of Nigerian households
use kerosene on traditional stoves while only 10.2%
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use LPG (cooking gas). The report also shows that
less than 4% of households use electricity for
cooking purposes.

USAGE OF MAJOR COOKING FUELS BY
HOUSEHOLDS iN NiGERiA

Source: Nigerian 2019 GHS; FDC Think Tank

Impact of energy poverty on human development

Energy poverty poses a substantial risk to human
development. Empirical research³ has shown that
use of polluting energy such as biomass and
firewood could increase the risks of respiratory
disorder, heart disease and lung cancer. It could
also create climate change exposures that may
have secondary effects on health. In addition,
exposure to particles generated through “dirty
energy” could cause premature death in people
with lung or heart disease, nonfatal heart attacks,
aggravated asthma, irregular heartbeat,
decreased lung function and increased respiratory
symptoms, such as difficulty in breathing. The
impact of energy poverty on education is also
monumental. First, energy poor children are most
likely to spend several hours each week in search of
firewood. This could reduce child school
attendance, reduce reading time and increase the
rate of school drop-out. Second, children in energy
poor homes and communities may not be able to
use educational facilities that could increase the
learning potentials of the children, including internet
access and other learning aids that require
electricity to function.

The impact of energy poverty on medicine, industry
and high-tech ventures cannot be
overemphasized. Access to affordable and reliable
energy is a vital catalyst for achieving many of the
SDGs, including goal 1 (no poverty), goal 2 (zero

hunger), goal 3 (good health and well-being), goal
4 (quality education), goal 6 (clean water and
sanitation), goal 9 (industry, innovation and
infrastructure), and goal 13 (climate action). Access
to energy is a veritable engine of economic growth,
poverty reduction and shared prosperity⁴. One of
the key barriers to firm survival in Nigeria is energy
deficiency, leading to about 42% of startup failure in
Nigeria⁵.

Public policy for ending energy poverty

All efforts made by the Nigerian government to end
energy poverty has yielded limited result and this
has remained a huge policy burden for achieving
the goal of industrial takeoff and the desired level of
economic growth. One of the policy options
adopted by the Indian government to address
energy crisis in India was the establishment of mini-
grids and micro-grids. Micro-grids are decentralized
electricity generation system that usually operate in
synchrony with traditional utility grids. However, it
can equally function in “island modes” in the case
of which it operates autonomously. Shifting from
centralized power generation system to a localized,
decentralized or distributed generation, especially
in industrial layouts, campuses, communities, cities,
council areas, etc, makes micro-grid more resilient
and competitive. The government of India
supported the establishment of about 10,000 mini
and micro-grids by private players.

Massive and commercial deployment of off-grid
solar home system was adopted in Bangladesh.
Bangladesh used both privately-delivered off-grid
solar home systems and publicly supported
extension of the main grid through its rural
cooperative program to increase the proportion of
the population with electricity from 32% to 96%
between 2000 and 2020. Vietnam, Ghana and
China all made substantial progress in increasing
energy access through off-grid technologies. For
example, Vietnam increased the proportion of its
population with access to electricity from 88% in
2000 to 100% in 2020 through a mix of technologies
on both on-grid and off-grid. In Kenya, about
700,000 home solar systems were installed on the
pay-as-you go purchase system, which is a flexible
payment plan that makes electricity accessible to
more people. Nigeria can adopt the micro-grid
model to guarantee 24/7 access to electricity. With
the current spike in energy prices - (Diesel - N820/ltr;
kerosene - N710/ltr; LPG – N950/kg), it is estimated
that, at least, 24mn Nigerians who are vulnerable to
energy poverty will slide into the energy poverty
trap.

³Rahut, Ali & Behera 2017 (https://www.tandfonline.com/doi/abs/10.1080/14786451.2016.1154855); Sule, I. K., Yusu, A.M & Salihu, M, 2022 (https://www.sciencedirect.com/science/article/pii/
S2772427121000346 )
⁴https://documents1.worldbank.org/curated/en/745601468160524040/pdf/Toward-a-sustainable-energy-future-for-all-directions-for-the-World-Bank-Groups-energy-sector.pdf
⁵https://www.semanticscholar.org/paper/Economic-assessment-of-the-Igbo-entrepreneurship-in-Ekesiobi-Dimnwobi/ae6340c682203e8d8437b4f03a44cd4b7c17cf7c
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Economic history shows that all economies are
characterized by business cycle dynamics which
manifests as cyclical downswings and upswings in
economic activity. The most worrisome phase of the
business cycle is recession, a phenomenon that is
associated with economic downturn, acute job
losses, financial crisis and mental anguish due to the
excruciating pain that households wriggle through.
But most recessions are caused by demand shock
(think 9/11), supply shock (oil price shock comes to
mind) or a financial/monetary shock (consider
2007/08 subprime collapse)⁶. Since 2020, the global
economy has faced the triple shocks of covid-19
pandemic, Russia-Ukraine war, and inflation. These
shocks which the global economies experienced in
less than three years have thrown many economies
into unimaginable chaos.

The Covid-19 shocks, fiscal stimulus and the hard
price of cheap money

Covid-19 in itself delivered both demand and supply
shocks. First was the supply shock. The lockdown,
quarantine, travel restrictions and social distancing
stopped workers from going to work and hospitality,
travel, tourism and even manufacturing were all
suspended in most economies. In the same vein, the
pandemic was also associated with demand shock:
demand for restaurants, travels, schools, and

commodities were at historical low ebbs. Several
persons lost their jobs and drastically reduced their
demand. The consequence was a massive
slowdown in economic activity, resulting in recession
in most countries. The US economy contracted by
5.1% and 31% in the first and second quarters of 2020
respectively. The UK economy dipped by 2.5% and
19.5% in the same quarters while the Nigerian
economy recorded -6.10% and -3.62% growth in the
second and third quarters respectively.

THE US, UK AND NiGERiA GROWTH PATH

Source: Statista; FDC Think Tank

TRIPLE GLOBAL SHOCKS
& THE NIGERIAN ECONOMY

Triggs, A. &Kharas, H. (2020). https://www.brookings.edu/blog/future-development/2020/03/17
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Indeed, Nigeria was not spared from the pandemic
shock. The economy halted and slummed into
another recession, after mildly and frailly recovery
from the 2016 recession. The 2020 recession, its worst
economic decline in four decades, brought the
economy to its knees. Unemployment spiked to over
33%, and over 14.7 million Nigerians were thrown into
poverty.

Although the global recession was deep, it was
short-lived. Policy makers adopted both fiscal and
monetary policy measures in tackling the economic
effect of the pandemic. For example, the US
employed both fiscal and monetary responses. Its
enormous $5.2 trillion fiscal response⁷ was followed
by gamut of monetary responses by the Federal
Reserve Bank, the Fed. The first response of the fed
was to cut the fund rate by a total of 1.5%. With the
fund rate now near zero bound (0% to 0.25%), the
fed has a limited scope for conventional monetary
policy: it reincarnated the unconventional
monetary policy measures it used in 2008 to pull the
US economy out of the Great Recession. In what is
popularly known as quantitative easing phase four
(QE4), the fed grew its balance sheet from $3.9trillion
in mid-March 2020 to $6.6trillion in December 2020.
Other economies such as Japan, the EU, etc
followed the same trajectory with massive monetary
easing. Shortly, the US and other economies
experienced a rebound. By 2021, the US crossed its
pre-pandemic long term growth level. But exiting
recession birthed another shock.

The US policy makers misread the inflationary impact
of the cheap money policy. Shortly, inflation began
rallying. From 1.4% in January 2021, inflation raced to
7% in December 2021. This suggests that consumer
demand boosted by fiscal support and strong
household balance sheets continue to outpace the
capacity of businesses and their global supply
chains to expand⁸.

The war shock and the regime of non-transitory
inflationary surge

In February, another unanticipated global shock hit
the world. Russia occupied Ukraine in a war it
underestimated the strength of Ukraine resistance.
The war shock that hit the world spiked a
monumental supply chain disruption that has
continued to ravage the world. The supply of crude
oil, gas and commodities was choked. With over
80bn barrels of oil reserves, Russia is the 3rd largest
producer of crude after the US and Saudi Arabia. It

also supplies a quarter and 40% of EU crude oil and
gas demand respectively. Similarly, Russia and
Ukraine supply about a quarter of global wheat.
With sustained disruption of the global supply chain,
inflationary pressure grew to all-time highs in most
countries: the US and the UK recorded 40-year highs
of 8.6%, 9.1% respectively. The US fed again misread
the rallying inflation to be transitory and thus
delayed tackling inflation. However, as inflationary
surge persisted, it quickened its attack on inflation,
raising the fund rate by a total of 150bps between
March and June.

The triple shocks and the woes of a fragile economy.

The Nigerian economy has a sour taste of the triple
shock of covid-19, Russian-Ukraine war and inflation.
By the end of Q1’20, the economy had slowed by
1.87% and it further contracted by 6.10% and 3.62%
in Q2’20 and Q3’20 respectively. The contraction
was led by industry and oil sectors. From Q2’20 to
Q4’20, oil, industry and service sectors contracted
by average of 13.43%, 8.49% and 3.66% respectively.

GROSS DOMESIC PRODUCTS BY SECTORS

Source: CBN, FDC Think Tank

The commencement of Covid-19 crashed private
consumption and government spending by 79%
and 74% respectively by the end of the first quarter
of 2020. In the same quarter, change in inventory
declined by 73.8% while export and import declined
by 82% and 88% respectively. With government
spending increasing by 120% in quarter two, private
consumption contracted by only 7.6% while export
and import contracted by 46% and 32%
respectively. Fiscal spending that spiked in Q2’20 in
line with Keynesian prescription appears to have
moderated the magnitude of the slowdown in the
subsequent quarters.

https://www.brookings.edu/bpea-articles/the-fiscal-policy-response-to-the-pandemic/
https://www.brookings.edu/blog/up-front/2022/05/18/inflation-related-updates-to-recession-remedies-lessons-learned-from-the-u-s-economic-policy-response-to-covid-19/
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GROSS DOMESTIC PRODUCTS BY EXPENDITURE

Source: CBN, FDC Think Tank

The Nigerian economy began a fragile recovery
with output growth of 0.11% in Q4’20 and peaking
5.01% in Q2’21 before slowing to 3.98% in Q4’21. But
the fragile recovery is currently being threatened by
the war in Ukraine. Since the Russian-Ukraine war
began, both commodity and energy prices have
skyrocketed. The average price of wheat rose by
62% to $1044/ bushel while the price of corn
climbed by 33% to $728/bushel. Both households
and firms are facing hard times with diesel, and
kerosene prices escalating by 160% between
February and June. Both pandemic and war shocks
imposed huge macroeconomic and fiscal cost to
Nigeria. At the beginning of 2020, the total public
debt stood at N32.2trillion. By the end of Q1’22, it
had risen by 29% to N41.6 trillion. The rise in debt
stock was partly bookended by the financing need
to support the fiscal stimulus to cushion the effect of
the pandemic. Fiscal deficit spiked by 52% to 7.3
trillion by the end of 2021. These exogenous shocks
are quickly exposing the inefficiencies in the
Nigerian fiscal regime as rallying international oil
price is paradoxically heightening its fiscal woes:
fuel subsidy payment is ballooning while
government revenue is shrinking. Before the
outbreak of the war in Ukraine, N3 trillion was
earmarked for fuel subsidy financing in 2022.
However, the spike in fuel subsidy payment
compelled the federal government to upscale the
budget estimate to N4trn in April and it is estimated
that total fuel subsidy may exceed N5trn by the end
of 2022.

Although the government spending support began
stimulating growth in 2021, the recovery momentum
began facing cross currents with the waves of
supply chain disruptions triggered by the war in
Ukraine. The growth trajectory began moderating

while inflation which slowed in January quickened in
February, recording its fourth consecutive rise in
May as it hit an 11-months high of 17.71%. The
surging inflation had prompted the CBN to ditch its
growth-enhancing unconventional monetary
policy and raise the MPR by 150bps to 13%p.a. as it
begins prioritizing price stability over growth. While
the effectiveness of interest rate hike could be
counteracted by the surging FGN overdraft from
the CBN (now valued at N19.1trn), the bulging fiscal
deficit and supply chain disruptions, the
countercyclical effects of interest rate hike may not
necessarily become quiescent. Thus, the IMF 2022
growth outlook of 3.4% for Nigeria could be too
optimist as no substantial let up in price surges and
other legacy constraints is envisaged in the
remaining quarters of 2022.

Policy Option for resilience and fortitude

As noted by prof. Soludo, when economic troubles
erupt in big economies, it, more often than not, spills
over to small economies due to global
interconnectedness. However, while the big
economies may quickly bail themselves out, the
small economies may have to wallow in the
quagmire for a long time. To reduce vulnerability to
global shocks, Nigeria will need to advertently build
or strengthen its resilience architecture. One of such
resilience arsenals is strategic reserves such as
external reserves, strategic grain reserves and
premium motor spirit (PMS) reserves. Reserves are
buffers that serve as self-insurance against internal
and external shocks. Nigeria has a relatively low
external reserve of $38.2billion (less than 9% of GDP)
which can barely fund 8 months imports. The
strategic grain reserves of about 50,000 MT tons is a
far cry from the UN minimum grain reserves
requirement of 3.5 million MT tons. Also, the PMS
reserves of 1.7 billion litres can only meet 23 days
consumption. Since external shocks are exogenous
to every economy, Nigeria must, as a matter of
urgency, strengthen its strategic reserves so as to
reduce vulnerability and enhance its resillience to
global shocks.





VOLUME 12 ISSUE 10

11

GLOBAL PERSPECTIVES:
THE RIGHTS & WRONGS OF INVESTING IN NATURAL GAS
SHOULD MULTILATERAL DEVELOPMENT BANKS FINANCE GAS PROJECTS??

Culled from The Economists

Can natural gas ever be a
“green” investment? Burning any
fossil fuel inevitably makes the
planet warmer. Yet switching
power stations to gas from more
carbon-intensive coal has helped
countries cut their total emissions
in the past. Environmentalists
counter that global temperatures
have risen so much that all fossil-
fuel use needs to be ended as
quickly as possible if the world is to
meet the targets laid out in the
Paris agreement to limit global
warming to “well below 2°c”.

European institutions cannot
agree on the question among
themselves. The European
Commission’s proposal for a
“green taxonomy”, a
classification scheme that aims to
guide sustainability-minded
investors, says the fuel can count
as green provided it acts as a
“bridge” to more renewable
sources. The European Investment
Bank (EIB), the EU’s state-backed
lender, by contrast, has virtually
ruled out investing in natural gas
as inconsistent with its climate
commitments.

Multilateral development banks
(MDBs) that channel money from
rich countries towards worthy
projects, such as the World Bank
and the Asian Development Bank,
have in general turned away from
financing natural gas. In 2018 they
signed a joint statement saying
they would align their lending with
the Paris goals, giving them limited
scope to invest in the fuel.

Few MDBs lent as much to gas
projects as the EIB did before it
said in 2019 that it would start
phasing out such investment.
Researchers at Boston University
calculate that the EIB provided
more than half of the $63.7bn
invested by MDBs in natural gas
between 2008 and 2021, mostly
for transmission and storage. (That
is a tiny fraction of the total
amount invested in energy
worldwide, but MDBs argue they
help catalyse private investment.)

The return of coal provides the
case for restarting spending on
gas. Eager to move away from
imported gas from Russia, on June
19th the German government
announced it was restarting some
previously mothballed coal power
plants. Investing more in Europe’s
gas infrastructure—such as
pipelines, terminals for liquefied
natural gas (LNG) imports and
storage facilities—could alleviate
a shortage of natural gas and
keep the continent from having to
switch on such plants. At present,
bottlenecks prevent LNG imports
moving from the continent’s
terminals, which are mostly in the
west, to the eastern and central
European countries that need to
swiftly wean themselves off piped
Russian gas.

What does the tension between
the commission’s vision of “green”
and the EIB’s thinking mean for
increasing investment in gas?
Some think the implications are
limited. If there is indeed a
business case for gas in Europe,

then the private sector could
simply finance it, says Sonia
Dunlop of E3G, a think-tank.
Scarce public money should be
used elsewhere.

But the disagreement over the
question of investing in gas hints at
a deeper problem. Whether it is
deemed green or not, gas is an
increasingly unattractive
investment, the high prices for the
fuel after Russia’s invasion of
Ukraine notwithstanding. Both
private and MDB investors worry
that gas infrastructure could end
up “stranded” as regulatory
changes or technological
improvements render them
unprofitable. MDBs that lend to
poor countries are worried that
such investments might leave
taxpayers saddled with debts for
worthless assets. Even the
commission’s taxonomy classes
the fuel as “green” only until 2030.
And as long as everyone agrees
that gas is dirty in the long term,
there is little incentive to invest
today.
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AFTER A GOLDEN DECADE,
FINTECH FACES ITS FIRST TRUE TEST

Europe’s annual Money 20/20 conference is where
the rock stars of fintech come to cut deals and court
investors. The shindig this month, the first proper
extravaganza since 2020, had the added buzz of a
long-awaited reunion, enhanced by djs and brass
bands. “Money 20/20 is back in full technicolour,”
trumpeted Tracey Davies, the master of ceremonies

The tone, however, was out of sync with the mood
outside the room. Rising interest rates and the threat
of an economic slowdown are hanging over the
industry. Many listed fintechs have seen their market
capitalisation crash by more than 75% since July
2021; private firms are being forced into “down
rounds” that value them at less than their previous
worth. In recent weeks a sorry cast of multi-billion-
dollar fintechs, from Klarna, a “buy now, pay later”
(BNPL) firm, to Wealthsimple, a trading app, have
announced layoffs. In total, fintechs have sacked
about 5,500 employees since May 1st, according to
Layoffs.fyi, a website, compared with none last year.

The woes are in stark contrast to the exuberance of
2021, which was fuelled by the surge in digital
finance and investors’ hunt for returns. Last year
financial startups raised $132bn, more than twice
their haul in 2020; fully 150 of them reached a
valuation of $1bn or more. Now backers are wary—
especially “non-traditional” venture capitalists, such
as sovereign-wealth and pension funds, that piled in
late in the cycle. Some vc investors are pulling out of
deals after they are signed.

For many insiders, the downturn serves to clear froth
from the market. “There was a lot of greed,” notes
Vidya Peters of Marqeta, a debit-card firm. The
thinking is that the current turmoil will be limited to a
correction in valuations, and that the secular trends
that have propelled fintech so far remain in place.
“Very little has changed,” says Rana Yared of
Balderton Capital, a vc firm. Recent declines, she
points out, have pushed back many valuations only
to the levels of early 2020.

Yet the funding crunch could inflict real damage.
Olivier Guillaumond of ing, a Dutch bank that also
invests in fintech, says he is advising firms in his
portfolio to raise debt rather than equity, to avoid
diluting valuations. But that means more borrowing
just as rates are rising. vcs are also asking startups to
hoard more cash to guard against shocks. The boss
of one “neobank” says he is planning to cut his
marketing budget by 75%. That, however, could
compromise the growth on which valuations have
tended to be premised.

Worse still, business models are exposed to a souring
economic environment. Many fintechs rely on the
securitisation of loan and credit-card portfolios, or
wholesale funding from banks, to fuel their credit
operations, leaving them vulnerable to rising interest
rates. Declining household incomes and reduced
consumer spending could spell higher default rates
and lower fees for payments firms.
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The tide is turning in other ways. Some firms had
sought to exploit loopholes that helped them avoid
some of the regulatory burdens faced by banks;
many of these are now being closed up. Others
have seen their products commoditised as rivals
have swarmed in. BNPL has been hit by both
problems. This month Apple said it would launch a
BNPL service in America.

Large fintechs with ample cash are responding to
the crunch by diversifying faster. Wise, which
provides cheap cross-border payments, has
launched a stock-trading platform and business-
accounting tools. Stripe, a payments giant that

raised $600m last year, has branched out into
business loans and card issuance. John Collison, its
president, says the firm is considering expanding the
services it offers.

Banks and credit-card giants, meanwhile, are on the
lookout for bargains as startup valuations tumble.
The very first session of Money 20/20 saw the boss of
Visa Europe waxing lyrical about becoming a
“network of networks”. Mastercard had sponsored
one of the stages at the conference. The
incumbents, in other words, are crashing the party.
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MONEY MARKET

Outlook

Rates are anticipated to stay
high in the near term due to

the monetary tightening
stance of the CBN. This will
probably lead banks to

increase lending rates on
loans and advances to their
clients, raising the risk of loan

default and driving up
impairment costs.

MACROECONOMIC
INDICATORS (MAY 1ST TO MAY 31ST)

Source: FDC Think Tank

Banks’ opening position averaged N190.92bn in the
month of May. This is 18.30% higher than the
average position of N161.39bn in April. The increase
was partly due to the OMO net inflow of N114.95bn
(OMO sales of N50bn and repayment of N164.40bn)
which was higher than the net outflow of N1.5bn in
April. On the other hand, when compared to the
opening position of N122.61bn at the end of May,
liquidity fell by 36.06% to N62.64bn in June 17th. Short
term interbank rates averaged 9.35%p.a, up by
120bps from the average of 8.15%p.a in April. So far
in June, OBB rose to a high of 14%p.a before
declining to 10%p.a in June 17th.

In the month of May, there were two tbills primary
market auctions. Total sales amounted to
N311.35bn, 48.92% higher than the total sale of
N159.03bn in April. On the other hand, a total of
N217.47 billion has been sold so far in June. Primary
market rates rose by an average of 108bps in May
from their levels in the last auction in April due to the
hike in monetary policy rate. However, in June, it fell
by an average of 18bps on all maturities from their
levels in the last auction in May, owing majorly to
high subscription rate. At the secondary market,
rates rose by an average of 29bps on all maturities
listed below, except the long-term bill which fell by
20bps.

Tenor

Primary

market

(April 27th

2022)

(%)

Primary

market

(June 15th

2022)

(%)

Maturity

Secondary

market

(April 29th

2022)

(%)

Secondary

market

(June 17th

2022)

(%)

91-day 1.74 2.49 11-Aug 22 3.50 3.70

182-day 3.00 3.79 24-Nov 22 3.53 3.90

364-day 4.79 6.07 14-Feb 23 4.70 4.50
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The Nigerian forex market is segmented with multiple
exchange rates. The most important rate is the
Investors and Exporters window (IEFX). No less than
55%-60% of Nigerian forex transactions are traded
on this window. The CBN and most exporters and
investors use this window. It serves not only as 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.

In the month of May, Naira fell to a low of N610/$ at
the parallel market due to increased demand
pressure before gaining slightly to close themonth at
N607/$. The IEFX rate traded within the range of
N418/$-421.5/$. So far in June, at the parallel market,
it appreciated to N604.5/$, before falling to close
June 17th at N608/$. Naira traded at N607/$ for most
of the period. On the other hand, rates were
relatively stable at the IEFX window.

Outlook

Naira is expected to trade within
the band of N610/$-615/$ as

demand pressure is expected to
continue at the parallel market

owing to forex scarcity. The supply
of forex by the CBN at the IEFX

window will remain constrained in
the near term. The exchange rate
at the IEFX window is expected to
hover around N419/$-N421/$ in the

near term.

Source: FDC Think Tank
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In the month of May, foreign exchange reserves
declined consecutively. From $39.58bn at the end
of April, it lost by 2.78% ($1.1bn) to close May at
$38.48bn. Low oil production levels and rising
subsidy payments continued to constrain the
country’s ability to benefit from the surge in oil price.
The constant depletion was aided by the CBN's
efforts to stabilize the currency. However, the
external reserves have gained by 0.23% ($90mn) so
far in June, closing at $38.70bn in June 17th.

Source: CBN, FDC Think Tank

Outlook

Following the interest rate hike, the sustained
depletion on the foreign exchange reserves is
expected to slow. Sub-optimal oil production

and increasing subsidy payments will
continue to limit the impact of higher oil
prices on the accretion of the country’s

foreign exchange reserves.

Impact

The country’s inability to grow its reserves will
constrain the CBN from further supplying forex

to the foreign exchange market.
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COMMODITIES
EXPORTS

Source: OPEC, FDC Think Tank

Source: Bloomberg, FDC Think Tank

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

The price of Brent touched a high of $121.67pb in
the month of May following the expectation of
increase in demand as China eases covid
restrictions, before settling to close May at $115.6pb.
On the average of $112.17pb in May, Brent price
was 6.44% higher than $105.38pb in April. On the
other hand, oil prices have fallen so far in June by
2.15% to close June 17th at $113.12pb from
$115.16pb at the end of May. This is due to fears on
demand slowdown as US Federal Reserve intensifies
its efforts to bring inflation down to its target of 2% by
aggressively raising interest rates.

Domestic oil production fell by 3.2% to 1.26 million
barrels per day in May 2022, down from a revised
figure of 1.31 million barrels per day in April 2022. The
country's oil rig count, on the other hand, remained
constant at 11 as it was in April. OPEC's crude oil
production declined by 176,000 barrels per day in
May, to an average of 28.51 million barrels per day,
down from 28.68 million barrels per day in January.
The decline was majorly contributed to by Libya that
saw a decline of 187,000 barrels per day in its oil
production. Saudi Arabia and UAE had significant
increases in oil production, while Nigeria and Gabon
saw declines.

OiL PRiCES OiL PRODUCTiON

Outlook

Oil prices are expected to ease in the near
term due to US intensified efforts to improve

crude oil supplies and expectation of a
slowdown in demand following the several
rate hikes. However, oil price is likely to stay
above $100pb as supply remains tight. Oil
production in Nigeria will continue to be
undermined by pipeline vandalism and

operational challenges.

Impact

The country’s oil revenue is expected to
stagnate as subsidy payment bulges amidst
declining oil production volume. This may

reduce FAAC allocations to the three tiers of
government. Revenue constrained
givernment may place embargo on

employment, slash or even delay payments
of staff emoluments, thereby squeezing

consumers and wage earners. It may also
increase borrowing activities a bid to meet

up with obligations and this will further
compound the debt burden.
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The price of gas jumped to a high of $9.07/mmbtu
due to Russia’s gas supplies cuts to European
countries, before settling to close the month of May
at $8.76/mmbtu as many European countries sought
for other gas sources. Gas price averaged $8.28/
mmbtu in May, 23.32% higher than $6.71/mmbtu in
April. So far in June, the price of gas has fallen
significantly by 20.78% to close at $6.94/mmbtu on
June 17th from $8.76/mmbtu at the end of May. The
decline was due to the explosion of one of US gas
export terminal (Freeport LNG), which led to the
proliferation of domestic inventories and fall in
domestic prices in the US, despite the surge in
international demand.

The price of cocoa was unstable in the month of
May. It rose to a high of $2513/mt on fears that the
heavy rains in Ivory Coast may limit full harvest of
cocoa beans, before falling to a low of $2462/mt on
improved supplies. It closed May at $2512/mt.
Cocoa price on the average of $2470/mt was 4.65%
lower than the average of $2590/mt in April. In the
same vein, cocoa price have also declined by
4.66% to $2395/mt in June 17th when compared to
$2512/mt at the end of May.

Outlook

Cocoa price is expected to remain low in
the near term as supply continues to

improve, following the harvest season and
improved rainfalls in top producing
countries (Ivory Coast, Ghana and
Nigeria). However, domestic cocoa

production in Nigeria may continue to be
hobbled by the increased rate of
insecurity and increased costs of

chemicals and fertilizers due to Naira
depreciation.

Impact

The fall in the price of cocoa will reduce
the income of cocoa farmers in Nigeria

considering the increased costs of
agricultural inputs. This will also lower the

country’s exchange earnings and
therefore limit the federal government’s

ability to perform its fiscal functions due to
the fall in budget revenue.

Outlook

Freeport LNG announced after the
explosion that operations will begin
partially in September 2022. This is
expected to reduce gas exports as

Freeport LNG’s Quintana Island site is the
second largest LNG production facility in

the US, and the seventh largest in the
world. However, the piled inventory in US,
due to its inability to export will lower gas
price since the U.S is the largest consumer

of natural gas.

Impact

The fall in the price of gas is negative for
the country’s terms of trade. Therefore, its
export earnings are expected to fall while
fiscal revenue declines. Domestically, this
will lower inflation risk as gas price ease
for consumers and manufacturers who

utilize gas.

Source: Bloomberg, FDC Think Tank

Source: Bloomberg, FDC Think Tank
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COMMODITIES
IMPORTS

The price of wheat continued its upward trend in the
month of May. It averaged $1155.81/bushel, 7.85%
higher than the average of $xx/bushel in April. This is
due to tight supplies in the global wheat market
following Russia’s blockade of Ukraine’s black sea
ports, both countries account for about 30% of
global wheat export. On the other hand, wheat
price receded so far in June; it fell by 7.49% from its
closing in May to $1094.50/bushel in June 17th due
to the projection of an increase in wheat production
in Russia and harvest season in North America and
Europe, which are top exporters of wheat.

Corn price averaged $782.18/bushel in May, a
marginal increase of 0.12% from the average of
$781.22/bushel in April. The improved supplies from
top producing countries (Argentina, US and China)
are supporting the price stability in the global corn
market. On the other hand, corn price fell by 5.22%
so far in June from $771.25/bushel at the end of May
to close June 17th at $744.25/bushel.

WHEAT CORN

Outlook – Grains

Price tensions in the grain market are
expected to ease due to improved supplies
from top producing countries. The winter

wheat harvest in North America and Europe
as well as the expectation of large crop in

Russia are easing supply concerns. Also, the
improved corn exports in US, Brazil and
Argentina is offsetting the shortfall from

Ukraine, this is expected to keep corn price
low in the short term.

Impact

The fall in grain prices is expected to lower
the country’s import bill as grain imports
becomes less costly. This also lessens

production costs for firms that depends on
grains for their raw materials, thereby

reducing inflation risk.

Source: Bloomberg, FDC Think Tank Source: Bloomberg, FDC Think Tank
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The price of sugar remained high in the month of
May owing majorly to tight supplies. The surge in oil
prices is fueling the diversion of sugarcanes to
ethanol production from sugar especially in Brazil,
the largest world exporter. India, which is the second
major world exporter of sugar, also imposed
restrictions on its sugar exports for the first time in six
years to curb the surge in domestic prices. However,
on the average, the price of sugar in May was
$19.35/pound, 1.03% lower than the average of
$19.55/pound in April. So far in June, the price of
sugar has fallen by 4.04% to close at $19.00/pound
June 17th from $19.80/pound at the end of May.

Outlook

Sugar prices are projected to remain
elevated in the short term as major
exporting countries begin to impose

restrictions on sugar exports to control the
spike in domestic prices. The spike in

domestic prices is heightened by decline in
sugar output caused by sugarcane
diversion to biofuels production.

Source: Bloomberg, FDC Think Tank
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The NGX closed on a positive note from May 1st –
31st. It gained 6.75% to close at 52,990.28 points on
May 31st from 49,638.94 points on April 29th. Also,
the market capitalization increased by 6.76% to
N28.57trn relative to its close of N26.76trn on April
29th. The market YTD return increased to 24.05%
from 16.21% in the review period. The market
breadth was negative at 0.94x as 49 stocks
gained, 55 stocks remained unchanged while 52
lost.

STOCK MARKET
REVIEW MAY 1ST - MAY 31ST

So far in June, the NGX closed on a
negative note on June 17. It lost 2.29% to
close at 51,778.08 points on June 17th from
52,990.28 points on May 31st. Also, the
market capitalization decreased by 2.31%
to N27.91trn relative to its close of N 28.57trn
on May 31st. The market YTD return
decreased to 21.21% from 24.05% in the
review period.

Market activity level was positive in the
review period. The average volume traded
increased by 182.81% to 1.81bn units from
0.64bn. Similarly, the average value of
trades increased by 180.44% to N15.20bn
from N5.42bn in the review period.

So far in June, average volume traded
stands at 302.04mn units as at 17th of June
and average value of trades stand at
N3.50bn as at 17th of June.

The performance of the sectors was mixed
in the review period, as three sectors
gained while two lost. The consumer goods
sector recorded the highest gain (5.44%).
This was followed by the oil and gas sector
(4.42%) and the industrial sector (0.41%).
Meanwhile, the insurance sector recorded
the highest loss (-6.13%) and was followed
by the banking sector (-2.10%).

In the month of June, the performance of
the sector has been negative as four
sectors lost while one gained. The banking
sector recorded the highest loss (-7.51%).
This was followed by the insurance sector
(-2.51%), the consumer goods sector
(-1.89%) and the oil and gas sector (-0.87%).
Meanwhile the industrial sector gained
0.14%.
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Mcnichols Plc topped the gainers’ list in
May with a 182.86% increase in its share
price. This was followed by Cadbury Nigeria
Plc (72.68%), Abbey Mortgage Bank Plc
(60.71%), Champion Breweries Plc (56.75%)
and International Breweries Plc (54.90%).

So far in June, Ellah Lakes Plc tops the
gainers’ list with a 28.21% increase in its
share price. This is followed by Learn Africa
Plc (21.95%), Nigerian Aviation Handling
Company Plc (14.29%), P Z Cussons Nigeria
Plc (13.54%) and Sovereign Trust Insurance
Plc (12.50%).

The laggards in May were led by Global
Spectrum Energy Services Plc. (-26.72%),
Ikeja Hotel Plc (-17.86%), Julius Berger Nig.
Plc (-13.65%), FTN Cocoa Processors Plc
(-13.51%) and Honeywell Flour Mill Plc
(-13.51%).

In the month of June, the laggards are led
by International Breweries Plc (-20.89%),
Ecobank Transnational Incorporated
(-19.20%), E-Tranzact International Plc
(-18.67%), FBN Holdings Plc (-18.49%) and
Beta Glass Plc (-18.15%)

Outlook

Investor sentiment has been jittery due to expectations of another interest rate hike in July as
inflationary pressures remain in the country. The interest rate hike will make investors rotate
their funds to fixed income securities due to higher yields and dampen market sentiment.

Market is expected to trade horizontally until the release of H1’22 corporate results.

Company Apr-29 (N) May-31 (N)
Absolute
Change

Change
(%)

MCNICHOLS 0.70 1.98 1.28 182.86

CADBURY 10.25 17.70 7.45 72.68

ABBEYBDS [BLS] 1.12 1.80 0.68 60.71

CHAMPION [BLS] 2.52 3.95 1.43 56.75

INTBREW [BLS] 5.1 7.90 2.80 54.90

Company Apr-29 (N) May-31 (N)
Absolute
Change

Change
(%)

GSPECPLC 3.78 2.77 -1.01 -26.72

IKEJAHOTEL 1.40 1.15 -0.25 -17.86

JBERGER 30.40 26.25 -4.15 -13.65

FTNCOCOA [RST] 0.30 0.32 -0.05 -13.51

HONYFLOUR 3.70 3.20 -0.50 -13.51

TOP 5 GAINERS

TOP 5 LOSERS
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Analyst’s note

The domestic economy has seen
some notable improvement since it
exited recession in the fourth quarter
of 2020. However, the growth
remains below potential and non-
inclusive. The exchange rate has
been volatile and the inflation rate
has stubbornly maintained double
digits for the better part of the last
decade. As part of efforts to
diversify its revenue base, the
federal government of Nigeria
(FGN) has adopted a protectionist
strategy. The FGN has also taken the
protectionist stance towards the
agricultural sector in order to
achieve self-sufficiency in food
production. Some of the import
substitution policies include the
inclusion of oil palm on the 43 items
restricted from accessing foreign
exchange on the official market as
well as access to concessionary
loans from the CBN and BOI (Bank of
Industry). Given that oil palm
accounts for more than 80% of its
revenue, Okomu is well positioned
to benefit from these government
policies. In 2021, Nigeria’s palm oil
production stood at 1.26mn MT, 37%
lower than the consumption of
2.00mn MT. The demand gap, which
is estimated at 740,000 MT,
combined with the recent ban on
palm oil exports by the world’s
highest exporter, Indonesia, creates
a massive opportunity for
expansion.

Q1’22 revenue surges on higher
crude palm oil prices

Following a plunge in global edible
oil stocks and a decline in export
surpluses, including the impact of
war in Ukraine, crude palm oil prices
surged by 23.90% during the first
quarter ended March 31, 2022.
Okomu Oil palm Plc’s revenue has
reacted, accordingly. It surged by
63.27% to N20.49 billion in Q1’22

from N12.55 billion in the
corresponding period in the
previous year, driven largely by
higher local sales which accounts
for 92.14% of total sales. The uptick in
the company’s local sales, which
expanded by 66.64%, was despite
operational challenges in the
course of the review period.
Similarly, revenue from exports grew
by 31.97%.

Persistent top and bottom-line
growth despite higher operating
costs

During the period under review,
Okomu Oil palm Plc faced elevated
cost pressure due to sustained
inflationary surge prompting cost of
sales to spike sharply by 504.08% to
N2.89 billion from N478.91 million.
Notwithstanding the accelerated
increase in the company’s cost of
sales, its profit margins remained
high and strong. In Q1’22, the gross
profit margin rose to N17.59 billion,
45.61% higher than N12.08 billion in
the first quarter of 2021.

Okomu oil palm Plc’s operating
profit almost doubled to stand at
13.70 billion, rising by 95.99%
compared to Q1’21. This was driven
largely by a 23.43% fall in the
company’s total net operating
expenses. Rising interest payments
on long-term loans weighed heavily,
resulting in a 470.16% increase in
Okomu’s finance cost at N134.90
million and offsetting the 175.18%
growth in finance income which
reached N3.88 million in the period
under review. Nevertheless, profit
before tax jumped by 94.69% to
N13.57 billion, from N6.97 billion in
the same period in 2021. In the same
vein, profit after tax reached N9.50
billion, an 80.27% expansion
compared to Q1’21.

INDUSTRY:

CONSUMER
STAPLE

PRODUCTS

N 215.00
PER SHARE

CURRENT
PRiCE

N205.10BN

MARKET
CAPiTALiZATiON

EQUITY
REPORT:

OKOMU OiL
PALM PLC
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Industry Overview

Nigeria was a major player in the
global palm oil market prior to the
emergence of Indonesia as the
largest global producer of palm
oil. It is now currently the fifth
largest producer, accounting for
less than 2% of global production.
However, Nigeria remains the largest
producer in Africa (1.26mmt in
2021).

Crude palm oil (CPO) exports were
also one of Nigeria’s major exports
and forex earner. Domestic
demand of CPO is about ₦9.88bn,
far in excess of the domestic supply,
making Nigeria a net importer of
crude palm oil. The Nigerian palm oil
industry has been a major
beneficiary of the government’s
protectionist policy, particularly as it
is featured among the list of items
banned from accessing foreign
exchange from official sources.
This is consistent with the
government’s policy to
discourage the importation of
products that can be produced
locally.

The oil palm industry can provide
both unskilled and skilled
employment for millions of
Nigerians if there is increased focus
on commercial large-scale
production. Most companies in this
industry are currently focused on
their expansion projects, and have
been investing to increase their
arable land area and milling
facilities over the last four years to
meet up with rising domestic
demand amidst several business
challenges. The major business
challenges remain unleveled
playing fields, illegal importation of
crude palm oil through Nigeria’s
porous borders. Others include

illegal taxes and tolls, insecurity
and poor infrastructure in terms of
road network, port delays and
epileptic power supply. These
have resulted into higher
operating costs mainly from
maintenance costs for generators
and vehicles. The most recent

challenge, which is also affecting
the global market, is the COVID-19
pandemic that has led to supply
disruptions.

The Nigerian Agricultural industry is
highly fragmented with several
small-scale farmers. However, the oil
palm space is dominated by three
main players - Okomu, Presco and
PZ Wilmar. The industry is
categorized by hectares into: large
estate plantations, medium and
small-scale plantations and semi
natural groves. Both Presco plc and
Okomu Oil palm plc are classified
as large estates plantations, and
are the only two companies listed
on the Nigerian Stock Exchange.

Since 2021, leading global
producers of palm-oil have been
faced with multiple production
challenges including labour
shortages in Malaysia. This,
flooding in parts of Malaysia as
well as COVID-19 related logistics
constraints have resulted in supply
tightness, which has been stoking
palm oil prices. Other factors
including higher energy prices
have also provided support to palm
oil prices, due to its usage in
biofuels.

Owing to this, the global oil palm
market is expected to strengthen in
the short term on growing Chinese
demand and rising transition to
renewables.

Company Overview
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Okomu oil palm Plc, is an integrated agricultural
company with oil palm plantations, mills, crushing
plants and oil refining plants. Its major sources of
revenue are income from sales of palm oil and
rubber production, while revenue from services
remains insignificant. The company started out as a
Federal government pilot project in 1976, before
becoming incorporated in 1979 as a limited liability
company. It began infrastructural developments at
the end of 1989, when its 5,055 hectares (ha) land
was planted. Okomu has grown to become a
leading oil palm company in Nigeria. It is a
subsidiary of the Socfina Group, and benefits from its
main shareholder Socfinaf S.A. This is a company
based in Luxemburg that brings almost a century of
sound technical industry knowledge in the
cultivation of oil palm and rubber plantation.

Governance Structure

The Board is chaired by Mr. Gbenga Oyebode,
while the Managing Director (MD) is Dr. G.D. Hefer.
Most of Okomu’s directors have long years of
service to the company, and also serve
concurrently as members of other companies, but
not companies that operate similar businesses to
Okomu that could possibly create conflict of
interest.

Risk and outlook

We have identified the business operation of this
company to be a volume led business model,
which is synonymous with businesses of its kind in
the consumer goods space. It is worth noting that
prices in the international market greatly define the
price direction of the two products the company

produces (palm oil and rubber), which can
significantly affect the overall performance of the
company. Illegal importers of these products will
continue to benefit from lower international prices
of CPO and a weak local currency, which would
be a potential threat to Okomu oil palm plc. Also,
heightened insecurity risk could affect production
of palm oil. One of the palm oil producing states in
Nigeria is Ondo and it has been rife with clashes

between herdsmen and farmers.



VOLUME 12 ISSUE 10

31

Bulls Say:

• Leading player in the Nigerian oil palm market

• Diversified revenue stream (addition of service
revenue stream and increased investment in the
rubber market)

• The growing demand for crude palm oil and its
derivative products

• Favorable government policies towards the
agricultural sector

• Strong market presence

• Multiple entry points and appeal to the market

• Land expansion initiatives to broaden the
revenue base

Bears Say:

• High operating cost (epileptic power supply)

• High rate of smuggling

• Dilapidated infrastructure

• Intense competition from leading players such
as Presco, PZ Wilmar, as well as international
players like Olam

• Change in government policies could affect the
competitiveness of companies in the agricultural
sector, particularly the palm oil sector

• Persistent macroeconomic headwinds could
dampen consumer demand for palm oil
products

• Insecurity in palm oil producing states

We expect that June inflation rate will remain elevated in spite of interest rate hike as the
energy costs and food prices continue to soar. Exchange rate will depreciate marginally.
However, we expect that it will trade below N620/$ for the remaining weeks in June and July.
Forex supply at the IEFX window will remain constrained in the near term as the rate of external
reserves accumulation slows. In the next MPC meeting coming up in July, we expect that it will
further raise the MPR as it remains committed to combating inflation.

We expect oil prices to continue its slight moderation in the near term as recession fears
heighten. However, the Brent price will remain above the $100 mark as supply tightness lingers.
Oil production in Nigeria for June and July will stay below the OPEC quota of 1.773mbpd and
1.799mbpd respectively. Oil production has remained suboptimal due to heightened cases of
vandalism, oil theft, force majeure and operational inefficiencies. This might continue to
negatively impact the external reserve position and government revenue.

On a general note, we expect investors to remain tentative or tepid as market uncertainties
persist. Investor tentativeness will be driven by expectation of quarter two results releases,
release of inflation number by the NBS in mid-July and the outcome of the MPC meeting
towards the end of July.

FOR THE MONTH OF MAY

United States Department of Agriculture
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