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IMF SLASHES GLOBAL ECONOMiC
OUTLOOK AGAiN, RETAiNS NiGERiA’S
GROWTH PROSPECT

International Monetary Fund (IMF), in a more pessimistic move, downgraded the 2022 global growth
forecast for the second time this year to 3.2 percent, 0.4 percentage point lower than its revised forecast
of 3.6 percent in April. Earlier in January 2022, the IMF projected that the global economy would slow to 4.4
percent from estimated 6.1 percent growth in 2021 due to several cross currents that began to slow the
recovery momentum of 2021. It noted that the “global economy entered 2022 in a weaker position than
previously expected” due largely to the spread of the new Omicron COVID-19 variant, and rising inflation
which many saw then as being transitory. However, the outbreak of war in Ukraine in February changed
the course of the global economic conditions, prompting the IMF to downgrade the 2022 global growth
forecast to 3.6 percent in April. However, since its last forecast in April, global headwinds have quickened
with several countries (including advanced and emerging economies) experiencing economic slowdown
in larger-than expected proportions.

IMF GROWTH FORECAST FOR 2022 AND 2023

Source: IMF, FDC Think Tank
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In its new forecast, China’s economy is projected to
expand just 3.3 percent this year, 1.1 percent less
than anticipated in April. In the US, last year’s 5.7
percent expansion is forecast to more than halve to
2.3 percent in 2022. The UK with already dwindling
growth is expected to further slow to 3.2 percent in
2022 from 7.4 percent in 2021. Euro area, already set
for much lower growth this year than previously
anticipated, has its projections lowered to a 2.6
percent expansion in 2022. Advanced economies
are projected to slow to 2.5 percent from 5.2
percent in 2021 while emerging market and
developing economies (EMDEs) are projected to
slow to 3.6 percent in 2022 from 6.8 percent in 2021.
However, IMF’s growth forecast for sub-Saharan
Africa (SSA) appears to be less pessimistic than that
of advanced economies and even Asia. For
example, the economic outlook for SSA was only
slashed by 0.8 percent to 3.8 percent for 2022 with
Nigeria and South Africa expected to grow by 3.4
percent and 2.3 percent respectively. The IMF
disclosed that the global economic outlook had
become much gloomier and extraordinarily

GLOBAL INFLATiON FORECAST (PERCENT)

Source: IMF

uncertain, with inflation at historic highs and
challenges to growth increasing.

Mounting Risks and Uncertainties
Economic Slowdown Fears

Dominate

Post-pandemic economic recovery started in 2021
with
a
larger-than-expected
momentum
bookended by a historic global fiscal stimulus of
about $16.9trillion (trn). It was also supported by the
ease money stance adopted by most central
banks around the world. Consequently, global
output grew by 6.1 percent in 2021 from a negative
position of 3.1 percent in 2020. But policymakers
never envisaged the myriads of headwinds that
later began to undercut the recovery momentum.
First was upsurge in inflation. The surge in spending
on goods following the suspension of Covid-19
restrictions put upward pressure on prices as
suppliers have been unable to keep up with
demand.

HiGHER FOOD AND ENERGY PRiCES

Source: IMF

Although policymakers initially misread the inflationary surge as transitory, the Russia-Ukraine war that
started in February recalibrated the inflationary environment. Higher food and energy prices, supply
constraints in many sectors, and a rebalancing of demand back toward services have in most economies
driven up headline inflation. But underlying inflation has also increased, as reflected in different gauges of
core inflation, reflecting the pass-through of cost pressures by way of supply chains and tight labor markets,
especially in advanced economies.¹ Headline inflation in the US surged to a 41-year high of 9.1% in June
from 8.6% in May. Inflation also reached a rooftop high of 9.1% in the UK, while the Eurozone’s inflation rose
to a new high of 8.6% in June 2022. On the regional front, Ghana’s inflation breached the upper limit of the
central bank’s inflation target (10%) for the 10th consecutive month after rising to 29.8% in June, a 19-year
high. Similarly, South Africa’s inflation rose to a 5-year high of 7.5% in June. The War in Ukraine, which has
currently defied all efforts to broker truce, is heightening global uncertainties and worsening the upside risk
¹IMF WEO July 26, 2022.
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to inflation. The IMF baseline projection for global
inflation is also more pessimistic, having been revised up
to 8.3 percent in 2022 on a fourth-quarter-over-fourthquarter basis, from 6.9 percent in the April 2022.²
The global risk environment is also heightened by
ongoing bandwagon of monetary tightening around the
world, partly driven by inflation fears, and partly by the
fears of currency crises. Since the US Fed ditched the
view that inflation was transitory, it began raising the fund
rate in a historic aggressive monetary tightening regime,
raising the policy rate by a total of 175bps. In fact, about
53 central banks around the world were reported to
have raised rates by 50bps or more in the past three
months; and more rate hikes are expected in the coming
months. Although many analyst contend that the current
rate hikes may not be effective in curtailing a supply
shock inflation, it may be the case of “if the only tool you
have is a hammer, it is tempting to treat everything as if
it were a nail” as Abraham Maslow observed. But the
greater worry is that rate hike heightens downside risk to
growth as both consumer and investment demands
could plummet substantially.

IMF Remains Optimist about Nigeria’s Growth Outlook
The IMF retains Nigeria’s 2022 growth forecast at 3.4
percent amid worsening macroeconomic imbalances.
Although real output grew by 3.6 percent in 2021, the
National Bureau of Statistics (NBS) reported that real
output growth slumped to 3.11 percent in Q1’22 with
increasing possibility that it will further slowdown in Q2’22.
Nigeria’s headline inflation reached a five-year high of
18.60 percent in June. In a bid to rein in inflation and
reengineer price stability, the CBN ditched its unorthodox
monetary policy and began a regime of monetary
tightening which has seen it raise policy rate by a total of
250bps in two months. This move, in addition to curbing
inflation, is expected to strengthen the Naira and slow
capital flow reversals. However, the Naira has
depreciated by 23% to N700/$ since the beginning of
2022. The worsening exchange rate crises combined with
plummeting external reserves, and worsening fiscal cliff
will further fuel inflationary pressure, deteriorate
investment confidence, worsen the external balance
and substantially weigh on the growth outlook. At FDC,
we are projecting that Nigeria’s real output will slow to
3.0% in 2022.

EXCHANGE RATE
MANAGEMENT
FRAMEWORK iN AN
INFLATiONARY
ENViRONMENT
Persistent swings and volatility of the naira
exchange rate has worsened in recent time. It
began a wild race on July 19, depreciating by
16% to N717/$ on July 28 before appreciating
to N707 on July 29. Agusto & Co, in a report
published recently, noted that long term
inflation is one of the exchange rate stoking
factors. Agusto & Co also opined that the
differential between two countries’ long term
inflation rate would be mirrored in the
exchange rate depreciation between both
countries. In other words, the long-term rate of
inflation of the Naira compared to that of the
USD plays a significant role in what the value of
naira would be relative to the USD. Since the
Naira has a higher long-term rate of inflation
(12%) compared to the USD (2%), it is a weaker
currency
and
will
depreciate
by
approximately 10%.
The
report
enumerated
three
major
mechanisms for exchange rate determination,
namely, pegged exchange rate system,
floating currency, and a crawling peg. Even
though each of the options has its own
shortcomings, the report proposed that
adopting a crawling peg option is more
suitable for Nigeria. This allows the CBN to
intervene in the market when rates are
significantly higher or lower than its target.

²IMF WEO July 26, 2022.
Agusto & Co Ltd July Report
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FROM BRAiN DRAiN TO BRAiN GAiN:
FOCUSiNG ON THE SECOND-BEST ALTERNATiVE

The wave of emigration by
Nigerian workers in recent time
has raised a renewed interest in
the brain drain phenomenon. The
current spike in human capital
export has been attributed to low
returns to education in Nigeria,
poor economic condition and
worsening security situation in the
country. Between 2019 and 2021,
Nigeria recorded exponential
spike in the number of skilled visas
to the UK, the US and the EU and
several other countries. For
example, in the case of UK visa,
the number of skilled visas rose by
161% to 10,245 in 2021 from 3,918
in 2019. Although India recorded
the highest number of skilled visas
(67,839), it only spiked by 14% in
the same period.
Brain drains, costly but not unique
to Nigeria
One of the concerns of brain
drain is the loss of manpower.
According to Nigerian Medical
Association (NMA), about 9,000
medical doctors migrated to
other countries in search of better
job opportunities. These doctors
were trained in the highly
subsidised
Nigerian
medical
schools. Nigeria is reported to
have lost over $2bn³ to training
medical doctors who later
migrated to Europe and other
parts of the world. While the
exodus of skilled manpower from
Nigeria is raising a serious worry,
there is no doubt that it can be
turned to a positive gain.
Indeed, human capital export is
not unique to Nigeria. China,

India, Pakistan and Philippine
and several other countries are
also experiencing migration of
skilled manpower to the West.
Global interconnectedness has
amplified the mobility of labour –
labour will always move to places
with higher pay packages. This
implies
that
although
improvement
in
the
socioeconomic conditions and
returns to labour may reduce
cross-border labour migration, it
will
hardly
be
eliminated.
Therefore, the national human
capital development plan must
incorporate a migration factor to
ensure that cross-border skilled
labour
mobility
does
not
undermine availability of requisite
labour for domestic operations.
Above all, increased emigration
could tantamount to increased
prospect
for
diaspora
remittance- a source of foreign
exchange.
Diaspora remittance outpaces
capital importation
Diaspora remittance is a major
source of foreign exchange that
has proven to be resilient amidst
domestic
and
global
turbulences. For example, during
the COVID-19 crisis, remittance
flows defied expectations and
proved to be resilient - diaspora
remittance declined only by
about 27% to $17.3billion (bn) in
2020 from $23.8bn in 2019,
compared to capital importation
which declined by over 60% to
$9.6bn from $24bn in the same
period.

³Mo Ibrahim Foundation estimates the cost of training a medical doctor by an African country to hover between $21,000 and $51,000
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NiGERiA’S DiASPORA REMiTTANCE ($’MiLLiON)

Source: World Bank, FDC think Tank

Historically, remittance inflow has
maintained impressive growth
since 1990. From $10million (mn)
in 1990, it rose 13,806% to
$1.4billion in 2000 and further rose
1,317% to $19.7bn by 2010.
Remittance
inflow
peaked
$24.3bn in 2018 before declining
slightly by 2.05% to $23.8bn in
2019.
While
remittance
recovered quickly from the
pandemic shock and grew by
11% to $19.2bn in 2021, capital
importation further plummeted
by 31% to $6.7bn in 2021.
Historically, Nigeria could be said
to represent about half of
diaspora remittance in subSaharan Africa. In 2021, the total
remittance inflow to sub-Saharan
Africa
excluding
Nigeria
amounted to $30bn while only
Nigeria received about $19.2bn.
Also, the increase in remittance
inflow in Nigeria in 2021
represents about one-third of the
total of $6.3bn increase in
remittances to Africa. For the
past decade, the use of

unofficial windows for remittance
has contributed to low growth in
remittance inflow documented
by official sources.
In an interconnected global
economy
with
increasing
interdependence and dominant
role of the dollar as the super
reserve currency, the importance
of foreign exchange cannot be
over emphasised. One of the
sources of foreign exchange is
export
earnings.
Although
Nigeria has enormous export
potentials (including, but not
limited to, crude oil, solid mineral,
manufactured goods, cocoa
and other commodity), export
earnings
have
remained
relatively
low
for
several
decades. In recent time, the
biggest foreign exchange earner,
crude oil export, has been
constrained due to dwindling oil
production volume and systemic
inefficiencies that characterise
the oil sector. Between 2014 and
2021, oil export declined by 42.9%
while
diaspora
remittance
declined by only 8.6%.

Another veritable source of
foreign
exchange
and
development financing is foreign
investment inflow. Again, foreign
investment inflow in Nigeria is
propelled by push factors rather
than pull factors.⁴ The risk
involved with the push factor
phenomenon is that it is
characterised by capital flow
reversals and persistent volatility –
once the conditions that are
“pushing” the capital flow
reverses, the flow also reverses.
For example, when the US
quantitative
easing
(QE)
program began pushing capital
into emerging markets and
developing economies (EMDEs)
in 2009 up till mid-2013, many
emerging
markets
were
celebrating capital flow honey
moon until the Bernanke effect⁵
of 2013 ignited a capital flow
reversal. In Nigeria, capital inflow
declined by 69% to $3.9bn in 2014
Q1 from $6.6bn in 2013Q1. Also,
when the US began QE tapering
in 2016, capital flow declined
further to $0.7bn by 2016Q2.

⁴In capital flow literature, capital inflow can be driven by either pull or push factors. Capital flow is said to be driven by pull factors if the inflow of capital is
induced by domestic fundamentals such as flourishing economy, improved ease of doing business and political stability. On the other hand, if capital importation is
induced by global factors that are exogenous to the economy, capital is said to be driven by push factors. In this case external events such as interest rate policy,
global tailwinds, etc are driving capital flow into the domestic economy (see Fratzcher, M. (2012), “capital flows, push versus pull factors and global crisis” in
Journal of International Economics, 88, 341-356).
⁵Bernanke effect refers to the capital flow reversal experienced by emerging markets in 2013 due to Bernankeʼs miscommunication of the timing of Fedʼs tapering of
its quantitative easing. Bernanke, the then Fed chairman, had communicated that Fed would start monetary tightening and tapering of the quantitative. Investors
believed that the tapering program was commencing immediately and they started pulling out their capital in foreign markets.
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CAPiTAL iMPORTATiON, OiL EXPORT AND DiASPORA REMiTTANCE
(2014-2021)

Source: NBS, World Bank, CBN, FDC Think Tank

Similar experience is already
envisaged in 2022Q2 as US
began
another
round
of
aggressive monetary tightening.
Between 2014 and 2021, capital
importation declined by 67.7%,
having plummeted from $20.8bn
in 2014 to $6.7bn in 2021.
Options for public policy
In recent time, the CBN showed
strong interest in improving the
use of formal channel for
diaspora remittance. To achieve
this, it implemented the Naira-4Dollar policy. The World Bank
opined that the policy was
instrumental to the improvement
in remittance inflow recorded in
2021. But there is still much to be
done to improve the inflow of
diaspora remittance. One of the
greatest
constraints
to
remittance inflow is the existence
of multiple exchange rates. The
widening gap between the
parallel market and official rates;
and persistent exchange rate
volatility make it difficult to fairly
determine the true value of
remittance in local currency.
Thus, to induce greater inflow of
remittance, it is imperative to
maintain a stable and single
exchange rate.

Financial Derivatives Company Limited

To turn brain drain to brain gain,
the Nigerian government may
consider the Philippine rulebased approach or the Korean
formula. The Philippine approach
requires a mandatory remittance
by those working abroad. The
Philippine
government,
for
example,
through
Executive
Order No. 857 of 1982, required
workers employed overseas to
remit at least 70% of their monthly
salaries through national banks.
Proof of compliance with this
order was required before the
worker's annual passport could
be renewed. Korea, however,
sought to achieve the same
result using a more liberal but
high committal approach. The
Korean
government
works
closely with Korean companies
through its program called
"project package" whereby the
government
assists
Korean
companies
in
winning
job
contracts abroad. In return, the
companies directly deposit a
portion of their workers' salaries
into Korean banks. Furthermore,
the Korean government usually
does not recruit workers to stay
abroad for periods exceeding
one year and, therefore, is able
to keep worker ties to the country
strong,
further
promoting
maximum remittance inflows.
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WASTE TO WEALTH:
OPPORTUNiTiES FOR REVENUE DiVERSiFiCATiON
ALONG THE TOMATO VALUE CHAiN

Nigeria is the second largest
producer of tomatoes in Africa
and the fourteenth largest
producer in the world with a total
production of 3.69 million tonnes
in 2020.⁶ Tomato production in
Nigeria has seen tremendous
increase from 0.176 million tonnes
in 1961 to an all-time high of 4.08
million tonnes in 2014 before
slowing to 3.69 million tonnes in
2020. Nigeria is blessed with fertile
arable land that is ideal for the
cultivation of tomatoes and
other
vegetables.
Tomato
farming is predominantly done in
Northern Nigerian states such as
Gombe, Sokoto, Kano, Jigawa,
Plateau, Benue, Kaduna, Bauchi,
Kebbi, Nasarawa, Zamfara and
Kogi. Tomato farming is also done
in some southern states such
Ogun, Osun and Ekiti.⁷

TOMATO PRODUCTiON iN NiGERiA (1961-2020)

Source: FAO, FDC Think Tank

⁶FAOSTAT
⁷https://veggiegrow.ng/tomato-farming-in-nigeria/#:~:text=In%20Nigeria%2C%20tomato%20farming%20is,the%20southern%20part%20of%20Nigeria.
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Tomato production constrained
by low yield and high waste
Although tomato farmers in
Nigeria cultivated a total of
844,445 hectares (ha) of land in
2020, the yield was only 43,741
hectogram per hectare (hg/ha).
The US, third largest producer of
tomatoes, used only 110,000 ha
of land (which is 13% of Nigeria’s
land area for tomato cultivation)
for the cultivation of tomato and
produced 12.2 million tonnes of
tomatoes (about 331% higher
than Nigeria’s output). In the
same vein, China, the world
largest producer of tomatoes,
used about 1.1 million ha of land
(30% higher than Nigeria’s land
area) for tomato cultivation and
harvested about 64.9 million
tonnes of tomatoes (about
1759% of Nigeria’s tomato
output). Even Egypt’s output of
6.73 million tonnes from 170,862
ha represents a yield of 393,957
hg/ha, which implies that Nigeria
can produce as much as 33
million tonnes if it is as efficient as
Egypt, and this will make Nigeria
the second largest producer in
the world.

TOMATO OUTPUT, YiELD AND LAND AREA iN 2020

Source: FAO, FDC Think Tank

Apart from low tomato yield per
hectare, Nigeria also faces a
high level of waste due to an
underdeveloped tomato value
chain, poor storage facilities and
high logistics and distribution
costs. According to the Federal
Ministry of Agriculture and Rural
Development,
Nigeria
loses
approximately 45% of its total
output annually.⁸ This implies that
about 1.75 million tonnes of
tomatoes were not available for
domestic consumption or export
in 2020, thereby bulging the
supply gap. Thus, the need to
bridge the supply gap through
importation of processed tomato
products. Nigeria needs to focus
on research and development,
increasing processing facilities’
capacities and encouraging
backward integration to support
local
farmers
and
reduce
wastage.

Other challenges of the tomatoes
value chain in Nigeria
There are a number of other
challenges that have prevented
the Nigerian tomato market from
operating at optimum capacity.
These include:
Inadequate Storage
Tomatoes are a highly perishable
commodity. They contain a highwater content (about 80%) which
makes them deteriorate quickly if
not properly stored. In Nigeria,
most of the tomato farmers are
small scale farmers who cannot
afford proper storage facilities. To
this end, tomatoes are stored
and transported in baskets rather
than crates, increasing the rate
of deterioration and reducing
the
quantity
of
tomatoes
available for consumption and
processing.
In addition, tomato production is
seasonal. Its supply is usually high
between January and April with
prices of a basket of tomatoes
falling to as low as N5,000. In the
off season, tomato prices can
peak to N15,000. The lack of
proper storage and processing

⁸FMARD, https://fmard.gov.ng/tomato-summit-stakeholders-in-the-sector-converged-in-kano/
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facilities prevent the farmers from
taking advantage of this boost in
output for the period of scarcity.
This pushes up prices and
increases the demand for
imported processed tomato
products.
Processing challenges
Tomato processing in Nigeria has
been plagued with a number of
challenges. It is highly capital
intensive
high
cost
of
purchasing
machineries
for
processing and packaging. This is
in
addition
to
farmers’
unwillingness to supply raw
materials to processing firms due
to lower farm gates. The
combination of these two factors
increases production costs and
reduces the competitiveness of
locally
produced
products
compared to their foreign
counterparts,
which
are
imported at lower costs. Most
tomato processing companies
also have to combat high costs
of operations due to multiple
taxes, high energy costs, spiralling
inflation, etc.
Solutions
For Nigeria to meet its domestic
fresh and processed tomatoes
demand, attain self-sufficiency in
tomato
production
and
processing, and be a major
player in the global tomato
market, it is essential that the
aforementioned challenges are
addressed.
First, there is a need to improve
tomato yield in Nigeria. To
achieve this, there is an urgent
need to invest in research and
development. This will help to
keep farmers informed on the
best seedlings to be adopted,
proper planting techniques and
how to improve the commodity
yield. An improvement in yield
would help to boost output and

attain self-sufficiency. A quick
lesson can be drawn from South
Africa which has one of the
highest
tomato
yields
per
hectare in SSA. Access to agro
technology
–
knowledge,
synthetic inputs and information
technology played a crucial role
in enhancing productivity. Given
the high cost of R&D, there is a
need for the government to
partner with farmers in order to
achieve a higher tomato yield.
Second, there is a need to
increase expenditure on tomato
processing facilities. In the recent
past, a few tomato processing
facilities were established by a
few state governments, including
Kaduna.⁹
While this is a
significant development, it is
essential to deepen investments
in this segment of the value chain
in order to increase processed
tomatoes and reduce tomato
wastage in the country. More
importantly, it is necessary that
these processing facilities are
situated close to the source of
raw materials. This is to ensure
that the tomato fruits get to the
processing plants on time in order
to produce quality tomato paste.
Third, there is a need to enforce a
backward integration plan for
the
tomato
processing
companies. This would ensure
that these companies patronise
local farmers and increase the
local content of their inputs. It
would motivate farmers to
increase production, thereby
expanding their income. There is
also a need for partnerships
between producers and key
processors to locally source raw
materials, and thereby increase
their competitiveness, increase
jobs in rural areas, and reduce
poverty. This was one of the
strategies adopted in South
Africa.
Tomato
processors
purchase high quality seedlings

which are suitable for processing
and then distribute to farmers
based on their production and
harvesting
capacity.
After
harvest, farmers then sell the
tomatoes to the processors. This
would boost production and
increase farmers’ revenue and at
the same time make the raw
materials
available
for
processors.
Finally, the high cost of operating
a plant (power, infrastructure,
multiple taxation, etc.) in the
country needs to be addressed.
Processing companies could also
be granted tax relief, in order to
reduce production costs. This
would raise their competitiveness
with imported tomato paste.
Driving toward
sufficiency

tomato

self-

Nigeria’s ability to improve its
tomato output to a level of selfsufficiency
would
help
to
achieve non-dependency on
imported tomato products. The
country also stands to be a major
player in the global tomato
market,
an
avenue
for
diversification. This would serve as
a major source of foreign
exchange and play a crucial role
in reducing the misery level in the
Nigerian economy. Increasing
production by at least 20 percent
would assist the country in
meeting its self-sufficiency target
in the next two years. In 2020,
Nigeria imported about 62,205.06
MTs of tomato paste which is
equivalent of 407,572.39 MTs of
fresh tomato valued at N16 billion
($38million).¹⁰ Blocking the waste
could save us the foreign
exchange. Also, cultivating the
land area and eliminating the
waste could increase Nigeria’s
tomato export potential by more
than 70%.

⁹fmard.gov.ng/in-kaduna-minister-ogbeh-commissions-30mtday-gb-tomato-processing-plant/
¹⁰https://guardian.ng/features/agro-care/how-nigeria-can-tap-from-9-8b-worth-global-tomato-exports/
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GLOBAL
PERSPECTIVE:

CENTRAL BANKS EMBRACE BiG RiSES
TO BOLSTER CURRENCiES AND
FLiGHT iNFLATiON
Culled from: Financial Times

Analysts point to signs of ‘reverse currency war’ as policymakers try to stem imported inflation

A string of big rate rises by the
Federal Reserve has put pressure
on central banks around the
world to follow suit to counter
soaring inflation and the strong
dollar. A Financial Times analysis
found that central banks are
now, more than at any other time
this century, opting for large rate
rises of 50 basis points or more,
laying bare the challenges of
tackling price pressures and
higher US rates. Rises by the Fed,
including its first 75 basis point
increase since 1994, and fears
over the health of the global
economy, have bolstered the US
dollar
against
almost
all
currencies. As many goods are
priced in dollars on international
markets, the strong dollar adds to
inflationary pressures by raising
the cost of imports — creating
what analysts have described as
a
“reverse
currency
war”
between
monetary
policymakers. “We’re seeing a
rate hike feeding frenzy,” said
James Athey, a senior portfolio
manager
at
Abrdn,
an
investment company. “It’s the
reverse of what we saw in the last
decade . . . Nowadays the last
thing anyone wants is a weak
currency.”
Canadian policymakers became
the latest to surprise markets with
a bigger than expected rise,
opting for a 100 basis point
increase on Wednesday, the
largest by any G7 economy since
1998. The Philippines raised rates
by 75 basis points the following
day. In the three months to June,
62 policy rate increases of at
least 50 basis points were made
by the 55 central banks tracked
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NUMBER OF RATE iNCREASES BY AMOUNT AMONG 55 CENTRAL
BANKS, MONTH ON MONTH CHANGE iN CURRENT POLiCY RATE

Source: FT

by the Financial Times. Another
17 big increases of 50 basis points
or more have been made in July
so far, marking the biggest
number of large rate moves at
any time since the turn of the
millennium and eclipsing the
most recent global monetary
tightening cycle, which was in
the run-up to the global financial
crisis. “We’ve seen this pivot point
in the market where 50 is the new
25,” said Jane Foley, head of
foreign exchange strategy at
Rabobank.
Central banks in countries
acutely exposed to foreign
exchange market pressure have
increased rates by particularly
large amounts. Hungary stands
out, with its key policy rate up 385
basis points in just two months as
the country faces inflation and
currency depreciation against
the dollar at double digit rates.
The exchange rate component is
important in monetary policy
decision making for many
emerging markets, said Jennifer
McKeown, head of the global
economics service at Capital
Economics.
They
included
several economies in emerging

Europe whose currencies had
been hit by concerns about the
Ukraine war as well as a general
environment of risk aversion, she
said. But the trend is broad-based
and has affected central banks
in richer countries too. South
Korea’s central bank made its first
50 basis point increase in July.
Many of the large moves have
wrong-footed investors, including
in
Australia,
Norway
and
Switzerland, where the central
bank unexpectedly made a 50
basis point rise in June. Markets
had forecast the traditionally
dovish Swiss National Bank would
wait until later in the year to raise
rates, but concerns about
inflation and the exchange rate
led policymakers to act sooner.
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Culled from The Economists

GLOBAL PERSPECTIVES:
WHAT MAKES A GLOBAL FiNANCiAL CENTRE?
Three things: a base for business, a deep capital market and international wealth management

Skyscrapers, eye-watering rents
and
(only
sometimes)
a
functional airport are a few of the
things that spring to mind when
thinking about the hallmarks of a
global financial centre. In recent
years Britain’s exit from the
European Union put London’s
position as a nexus of European
dealmaking at risk, and China’s
creeping
authoritarianism
in
Hong Kong has dulled the
appeal of the city as a
commercial hub. But what are
the factors that separate mere
bustling
metropolises
from
international financial centres?
That particular cities are centres
of international business and
borrowing
is
not
a
new
phenomenon. As far back as the
1600s, London and Amsterdam
were recognised as hubs in a
growing network of European
commerce. In Asia, Calcutta
(now Kolkata) and Manila
played important financial roles
across the region, which have
since faded. Even today, it is
difficult or impossible to facilitate
certain
exports,
lending,
insurance
and
investment
directly from some countries to
others. That is where global
financial centres step up: as
places with the legal and
regulatory frameworks to process
such cross-border activities.
To identify an international
financial centre, look for three
important features. First, the city
should be used as a base for
regional or global businesses.
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Second, it needs a deep capital
market, and banking services to
go with it. And third, it should be
a centre for wealth made
elsewhere in the world to be
managed and invested. There
are deeper layers to determine
which cities are on the rise or
declining. Z/Yen partners, a
consultancy which compiles an
index of financial centres, looks
at five areas of competitiveness:
business environment, human
capital, infrastructure, financialsector
development
and
reputation. Each segment is split
into four underlying buckets, and
each city given a score (see
map).
Some cities double up their roles,
serving both as international and
domestic financial hubs. New
York is the best example. Others
play just one of the two parts.
Singapore, a city-state with a
population just shy of 6m, is not
exactly a domestic giant, but
plays a crucial part in Asia as a

centre for wealth and businesses.
Offshore sites such as Jersey and
the Cayman Islands are all
financial centres of a sort. The size
of their capital markets is limited
and their role as business hubs
marginal—not many global firms
will be setting up their European
headquarters in the Channel
Islands, no matter how attractive
the tax regime—but they can be
boltholes for global wealth
management. There is a lot of
inertia in the centres of global
finance, too: London holds a
colossal, outsized role even as
Britain’s own economic rank in
the world has declined. Hong
Kong will continue to be a hub
even
though
its
judicial
independence and pro-business
policymaking are well past their
best. The sands shift slowly over
decades and even centuries, but
they do shift. As financial centres
gain or lose those crucial tenets,
they will also climb or recede in
importance.
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MACROECONOMIC
INDICATORS

1ST- 22ND JULY

Money Market
Banks’ opening position were
negative for five periods in the
first half of July as CBN’s
intensified effort to mop up
liquidity from the system. It
averaged N27.17bn within the
review period. Liquidity fell
significantly by 777.50% when
compared to the average
position of N238.38bn in the first
half of June. Short term rates also
mirrored the tight liquidity in the
system as interbank rates rose by
140bps to an average of 14%p.a
in the first half of July from
9.11%p.a in the corresponding
period in June.
A total sum of N143.27bn was
sold within the review period at
the primary market auction,
34.12% lower than the N217.47bn
sold in the corresponding period
in June. Rates at the primary
market rose by an average of
467bps across all maturities from
their closing in June 15th.
Similarly, secondary market rates
rose by an average of 331bps
across the three tenors.
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Source: FDC Think Tank

Tenor

Primary
market
(June 15th,
2022)
(%)

Primary
market
(July 13th,
2022)
(%)

Secondary
market
(June 15th,
2022)
(%)

Secondary
market
(July 15th,
2022)
(%)

91-day

2.49

2.75

3.90

9.00

182-day

3.79

4.00

5.33

8.02

364-day

6.07

7.00

4.30

6.45

Source: FMDQ, FDC Think Tank

OUTLOOK
The CBN is expected to continue mopping up liquidity in
response to its tightening monetary policy stance, while
increasing the costs of interbank borrowing. As a result, shortterm interbank rates will likely remain in the double digits. This
will keep interest rates on loans and advances for businesses
and individuals high.
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Source: FMDQ, FDC Think Tank

Source: CBN, FDC Think Tank

Forex Market

External Reserves

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.

The country’s external reserves gained by 2.10%
($810mn) to close the review period at $39.44bn
from $38.63bn as at June 15th , primarily due to
higher oil prices

Exchange Rate
The Naira lost by 2.46%, closing July 15th at
N430.33/$ from N420.00/$ as at same period in
June, owing primarily CBN’s forex rationing. In the
parallel market, Naira also fell to close July 15th at
N619.00/$ from N606/$ in June 15th as forex
rationing at the official market continue to spur
demand pressure at the parallel market.

OUTLOOK

OUTLOOK
On the short term, the external reserves is likely
to fall owing to falling oil price and possible
increase in forex supply in order to stabilise he
currency.

IMPACT
Further depletion of the reserves is likely to
disincentivize the CBN from improving foreign
exchange supply at the official market while
fuelling demand pressure on the parallel
market and increasing risk of currency
depreciation.

The CBN is expected to continue to support
the Naira at the I & E window. However, forex
scarcity and rigid controls could support
Naira depreciation at the parallel market.

Financial Derivatives Company Limited
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COMMODITIES
EXPORTS
Nigeria is an oil export dependent economy. It derives
over 80%-90% of its export earnings from crude
petroleum and LNG.

Source: Bloomberg, FDC Think Tank

Source: OPEC, FDC Think Tank

Oil Prices

Oil production

The price of oil fell to a low of $99.10pb on July 14th
as China’s re-imposition of movement restrictions
on increased covid-19 cases and further interest
rates hikes by global monetary authorities to tackle
the spiraling inflation dampens demand outlook.
However, it rose to close the review period (July
15th) at $101.16pb owing to supply tightness. On
the average, the price of oil slipped by 13.82% to
$103.62 in the first half of July from $120.23pb in the
same period in June.

Domestic oil production rose minimally by 0.65% to
1.24 million barrels per day in June 2022, down
from 1.23 million barrels per day in May 2022. The
country's oil rig count, on the other hand,
remained constant for the third consecutive
months at 11 in June. OPEC's crude oil production
increased by 234,000 barrels per day to an
average of 28.72 million barrels per day in June
from 28.51 million barrels per day produced in
May. Oil production increased principally in Saudi
Arabia, UAE, Iran, Kuwait, and Angola, while it
declined majorly in Libya and Venezuela.

OUTLOOK
Oil price is expected to taper mildly in the
near term as further interest rate hikes is likely
to fuel concerns of a possible slowdown in
demand. OPEC+ is expected to maintain its
gradual increase of monthly oil production
quota as most member countries have now
reached their maximum capacity. Domestic
oil production will continue to be hobbled by
oil bunkering activities.
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IMPACT
Oil price moderation will lead to a decline in
oil revenue and the country’s foreign
exchange earnings. As a result, FAAC
allocation to the three tiers of government
will shrink and could raise government
borrowings in the capital market, pushing up
its debt burden.
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Natural Gas

Cocoa

Gas price reached a high of $7.02/mmbtu as at
July 15th from $5.73/mmbtu at the beginning of the
month, as hotter than usual weather in US fuels
demand for gas. On the average, the price of gas
however, fell by 21.91% to $6.14/mmbtu in the first
half of July from $8.52/mmbtu in the same period in
June due to the increase in domestic supply in US
following the explosion of one of its major export
terminal known as freeport, which is expected to
affect about 14% of the country's liquefied gas
exports.

Cocoa price was quite unstable within the review
period. It fell to a low of $2247/mt before increasing
slightly to close July 15th at $2270/mt. On the
average, the price of cocoa fell by 5.60% to
$2323/mt within the first half of July from $2461.2/mt
in the first half of June. The ease in cocoa price was
majorly supported by improved supply.

Source: Bloomberg, FDC Think Tank

OUTLOOK
Source: Bloomberg, FDC Think Tank

OUTLOOK
Global supply tightness stemming from
Russia’s gas cuts to European countries and
the closure of the US Freeport terminal will
continue to push up gas price in the near
term. The hot weather in the US wiill also
continue to support demand outlook.

IMPACT

The improved supply in the global cocoa
market will continue to support lower cocoa
price. However, downside risk exists from
possible flood that could hamper cocoa
harvest while lowering supply.

IMPACT
Tapering cocoa prices will lower the country’s
foreign exchange earnings and in turn limit
government revenue.

Higher gas price will raise the country’s
external and fiscal revenue, thereby enabling
the financing of major fiscal projects.

Financial Derivatives Company Limited
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COMMODITIES
iMPORTS

Source: Bloomberg, FDC Think Tank

Source: Bloomberg, FDC Think Tank

Wheat

Corn

The price of wheat eased significantly within the
review period owing majorly to the prospects of an
improved supply stemming from the harvest period
in main exporter countries (US and Russia) and a
possible closure on a deal between Russia and
Ukraine to unblock grain exports from black sea
ports. It fell to close July 15th at $776.75/bushel from
$875.25/bushel at the beginning of the month. On
the average, wheat price fell by 23.28% to $818.44/
bushel within the review period(July 1st-15th) from
$1066.75/bushel in the first half of June.

The price of corn dropped to a low of $601.00/
bushel from $616.50/bushel as at July 1st
underpinned by a possible agreement on the
Russia-Ukraine deal to unblock the black sea ports
for grain exports. This is expected increase global
grain supply and slowdown prices. Corn price fell by
$19.14/bushel to an average of $596.69/bushel
within the first half in July from $737.89/bushel in the
same period in June.

OUTLOOK
The price of wheat is expected to recede in
the near term as global supply improves
largely due to harvest season in exporting
countries like US and Russia as well as the
signed Russia-Ukraine grain deal. However,
downside risk exist from Russia’s incessant
invasion of Ukraine.
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OUTLOOK
The price of corn is expected to remain low as
grain supplies continue to improve due to
harvest period in US, the top world exporter of
corn and the removal of Russia’s blockade of
Ukraine’s black sea ports.

IMPACT
The fall in grain price is expected to reduce
the country’s import bill while lowering
manufacturing costs for grain dependent
industries. This will lower inflation risk as retail
prices tapers, leading to an increase in
consumers’ real income.
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Source: Bloomberg, FDC Think Tank

Sugar
The price of sugar was unstable within the review
period. It fell to a low of $17.80/pound as at July 5th
as tapering oil prices supports a possible redirection of sugar canes from biofuel production to
sugar. However, it rose to to close the review period
(July 15th) at $19.25pb as oil price began it upward
trend. Overall, the price of sugar averaged $18.53/
pound in the first half of July, 2.91% lower than
$19.08/pound in the same period in June.

OUTLOOK
The price of sugar is expected to taper due to
possible decline in crude oil price which
should support sugar production from sugar
canes rather than ethanol.

IMPACT
Lower sugar price is positive for the country’s
terms of trade. The fall in the price of sugar will
reduce manufacturing costs for confectioners
while lowering inflation risk and expanding
consumers’ real income.

OUTLOOK FOR TERMS OF TRADE
The country’s terms of trade is expected to
remain negative as the prices of its imports
rises in relation to its exports.
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The NGX closed on a positive note from July 1st
– 15th. It gained 0.77% to close at 52,215.12
points on July 15th from 51,817.59 points on
June 30th. Also, the market capitalisation
increased by 0.79% to N28.16trn relative to its
close of N27.94trn on June 30th. The market
YTD return increased to 22.24% from 21.31% in
the review period. The market breadth was
negative at 0.73x as 29 stocks gained, 87
stocks remained unchanged while 40 lost.

Source: NGX, FDC Think Tank

Market activity level was negative in the
review period. The average volume traded
decreased by 49.07% to 161.53mn units from
317.17mn. Similarly, the average value of
trades fell by 39.44% to N2.18bn from N3.60bn
in the review period.
The performance of the sectors was negative
in the review period, as all five sectors lost. The
industrial sector recorded the highest loss
(-3.49%). This was followed by the insurance
sector (-3.20%), the consumer goods sector
(-1.72%), the oil and gas sector (-0.78%) and
the banking sector (-047%).

Source: NGX, FDC Think Tank

TOP 5 GAINERS
Jun-30 (N)

Jul-15 (N)

Absolute
Change

Change
(%)

MULTIVERSE

0.2

1.82

1.62

810.00

ACADEMY

1.27

2.21

0.94

74.02

CAVERTON

1.02

1.37

0.35

34.31

The laggards were led by P Z Cussons Nigeria
Plc (-26.15%), CWG Plc (-23.08%), R T Briscoe
Plc (-21.43%), E-Tranzact International Plc
(-18.82%) and Livestock Feeds Plc (-14.47%).

JOHNHOLT

0.75

0.89

0.14

18.67

1.07

1.26

0.19

17.76

Outlook

TOP 5 LOSERS

Investor fear of an interest rate hike weighed
on market performance in the first half of July,
resulting in a bearish market sentiment. The
market is expected to continue this trend due
to the hike in interest rates, currency
weakness, and the uncertainty surrounding the
release of H1 corporate results. However, the
release of H1 corporate results could lend
support to the market.

Company

Multiverse Mining and Exploration Plc topped
the gainers’ list with an 810.00% increase in its
share price. This was followed by Academy
Press Plc (74.02%), Caverton Offshore Support
Grp Plc (34.31%), John Holt Plc (18.67%) and
UPDC Plc (17.76%).

Company

UPDC

Source: NGX, FDC Think Tank

Jun-30 (N)

Jul-15 (N)

Absolute
Change

Change
(%)

MCNICHOLS

2.03

0.91

-1.12

-55.17

CORNERST

0.72

0.57

-0.15

-20.83

FIDSON

11.2

9.41

-1.79

-15.98

RTBRISCOE

0.44

0.37

-0.07

-15.91

FCMB

3.46

3

-0.46

-13.29

Source: NGX, FDC Think Tank
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Analyst’s Note
Strong Revenue Growth Buoyed by
Data, supported by Voice, Fintech
and Digital Services
MTN Nigeria’s top-line rose by
22.23% to N470.98 billion in the first
quarter ended March 2022 from
N385.32 billion in the corresponding
period in 2021. The company’s
revenue growth was driven mainly
by a 54% surge in data revenue to
N162.7 billion, accounting for
34.60% of revenue. We attribute the
sharp growth in data revenue to
the 10.46% annual increase in the
telco’s active data subscribers
base to 35.9 million, highlighting the
company’s aggressive 4G network
expansion and its enhanced
quality and capacity to support
rising data traffic. Similarly, voice
revenue, which constitutes 55.1% of
revenue, rose by 5.8% to N258.8
billion to support revenue growth.
This
follows
increased
gross
connections and higher usage
from MTN Nigeria’s active SIM base,
spurred by an expansion of the
company’s customer acquisition
efforts. Nevertheless, the telco
recorded an annual 1.82% decline
in its mobile subscribers declined by
1.3 million to 70.2 million, due to the
continued impact of regulatory
restrictions on new SIM sales and
activations.

EQUITY
REPORT:
MTN
NiGERiA

Current Price

N 221.00
per share

Market
Capitalization

N4.50trn

Value-Based Capital Allocation
Drove Efficiency, Boosting Margins
Despite an accelerated site rollout,
rising inflationary and currency
pressures, MTN Nigeria successfully
contained its operating cost
growth at less than the prevailing
inflation rate. In Q1’22, the
company’s operating expenses
was up 15.72% to N134.27 billion
compared to Nigeria’s headline
inflation, which stood at 15.92%. This
reflects the continued progress of
the company’s expense efficiency
programme, through which it
realised N6.3 billion in the first
quarter ended March 31, and its
stellar discipline with capital
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Industry:
Telecoms

allocation. Consequently, MTN
Nigeria’s ability to drive operating
leverage supported operating
profit growth, which rose 34.72% to
N179.33 billion. Higher revenue
growth and the company’s well
managed expenses resulted in an
acceleration in EBITDA to N257.15
billion, 25.7% higher than the
corresponding period in 2021. It
also supported a 1.55ppts EBITDA
margin expansion to 54.6% in
Q1’22. A robust revenue figure and
the company’s cost discipline
strategy helped sustain its strong
performance.

Robust Increase in Bottom-Line
Underpinned By Strong Top-line
Momentum
MTN Nigeria’s profit before tax and
profit after tax were up by 39.40%
and 31.28% to N143.59 billion and
N96.82 billion, respectively. This was
supported
largely
by
the
company’s strong revenue growth,
which dampened the impact of
higher finance cost. In the quarter
ended March 2022, finance costs
grew 28.65% to N40.33 billion owing
to a 119.18% surge in interest
expense on borrowings to N14.70
billion. This partially offset the sharp
increase in finance income, which
rose by 273.8% to N4.6 billion, driven
by N3.9 billion of interest income on
bank deposits.
In 2021, MTN Nigeria issued N110
billion bond, which is the foremost
in telecoms and largest corporate
bond in the Nigerian debt capital
market. The successful bond
issuance gives the company the
opportunity to further diversify its
funding sources as well as extend
its debt portfolio and profile to
match investment in infrastructure.
The net proceeds will be used to
refinance
existing
debt
and
enhance the roll out of network
infrastructure.
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MTN Nigeria -Notable Milestones
at Twenty
MTN Nigeria, a subsidiary of MTN
Group is Africa's leading cellular
telecommunications company
and largest mobile operator in
Nigeria with over 68 million
subscribers and 32.5 million
active data users.
MTN Nigeria accounts for 39.28%
of the telecoms market share in
Nigeria.
The company provides a wide
range
of
products
and
telecommunication services and
offers roaming, Internet, bills
payment, device financing, data
management, SIM registration,
and other related services.
Following the increased demand
for digital services and evolution
from voice to data, the company
has spread its wings to take
advantage
of
opportunities
across the streaming, digital and
fintech space.
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Since its listing on the Nigerian
Stock Exchange in 2019, the
bellwether has maintained its
position as the second largest
capitalised
stock
on
the
exchange (N4.15trn market cap),
with strong fundamentals and
growth potentials. The share
price has returned over 35% to
investors since it listed.
From inception in 2001, the
telecom giant has remained at
the
forefront
of
telecommunication innovations
in Africa with the most extensive
network coverage and robust
network
infrastructure.About
65%, 83% and 90% of MTN’s
population is covered by 4GLT,
3G, and 2G services respectively
with a fibre network of over
29,500km across Nigeria.
In 2019, MTN Nigeria became the
first network to conduct trials for
5G technologies in West Africa.
However, to meet up with the
surge in demand for telecom

services during the pandemic,
the telecom giant suspended it
plans on the adoption of 5G
technology.
To further boost its network
capacity, MTN Nigeria recently
completed the acquisition and
activation of an additional
800MHz spectrum. The company
is also planning to invest over 600
billion Naira (about $1.46 billion)
over the next three years to
expand broadband access and
penetration. Rural connectivity
remains key priority for MTN
Nigeria, as the industry giant
recently
committed
approximately 1,000 rural sites
launching service in locations
with zero telecommunications
service.
Though
faced
with
stiff
regulations, the company has
remained
resilient
and
determined to deepen its
relationship with the Nigerian
government. The top player has
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paid over N2 trillion in taxes and levies to the Nigerian government since inception and has announced its
participation in the Road Infrastructure Tax Credit (RITC) Scheme, particularly in the restoration and
refurbishment of the Enugu-Onitsha Expressway. This commitment will foster the rehabilitation of critical
road infrastructure in Nigeria
In addition, the market leader has initiated plans to commission a purpose-built, state of the art head office
in Nigeria, designed to act as a central hub and a catalyst for creativity and innovation.

What the bull says

What the bear says

•

Strong brand name

•

Hostile operating environment

•

Largest market share -39.28%

•

Stiff regulations

•

Strong parental support

•

Foreign exchange challenges

•

Stiff competition from other
players

•

Broad reach across
Africa
•
Diversified
source
•
•

revenue

Favourable demographics
Strong management team

Financial Derivatives Company Limited

29

VOLUME 12 ISSUE 12

ECONOMIC
OUTLOOK
FOR THE NEXT MONTH

Nigeria’s economic outlook is underlined by increasing uncertainties due to
mounting global headwinds and cross currents. In the coming month,
Q2’22 GDP is expected to be released. We expect the GDP to grow by
2.8%; oil, road and rail transport are expected to contract while
manufacturing, financial services, ICT and agriculture will grow by more the
growth of the real GDP. The slowdown in growth reflects the drag down
effect of high inflation and supply chain disruption on output growth.
July inflation numbers will still remain elevated. Although we expect
inflation to peak in the third quarter, both food and core inflation will rally in
July as inflation exceeds 19%. MPC will maintain its monetary tightening
stance in August and September, and may raise rate by 50bps at its next
meeting in September.
We expect the pressure on the Naira to continue in the coming months as
forex demand continues to outstrip supply. At the parallel market, we
expect the Naira to dip to as much as N660/$ in August at the parallel
market. Investors are expected to remain tepid as they wait for the release
of Q2’22 results. Despite projection of substantial fall in oil price, we expect
that the Brent will continue to trade around the $100pb corridor, with the
worst and best scenarios being $90pb and $110pb respectively. However,
oil production will remain below OPEC quota in the coming month and
may not exceed 1.4mbpd. On the fiscal side, rising debt service will
continue to put pressure on government revenue which is already
constrained due to the inability of the NNPC to remit requisite revenue to
the federation account.
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