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 Budget 2017: Head in the clouds? 

 

On Wednesday, President Muhammadu Buhari presented the 

proposed federal budget for 2017 tagged “the Budget of Recovery 

and Growth” to the National Assembly with FGN proposing a 20% 

YoY expansion in aggregate expenditure to N7.298 trillion split 

into: non-debt recurrent expenditure (41%), capital expenditure 

(31%), debt service (23%) and statutory transfers (5%). The sizable 

increase in the budget is consistent with the expansionary fiscal 

posture adopted in 2016 to offset the recessionary impact of oil price 

shock on the economy.  

 

Table 1: Highlights of the proposed 2017 Budget 

 

2017 
Budget 

2016 
Budget 

9M 16 
Actual 

Oil price ($/bbl) 42.50 38.00 43.17 

Oil production (mbpd) 2.20 2.20 1.82 
Average Exchange 
rate (N/$) 305.00 197.00 236.25 
FGN retained 
revenues (N'trillion) 4.94 3.86 2.17 
FGN expenditure 
(N'trillion) 7.30 6.06 3.58 
Budget deficit 
(N'trillion) (2.36) (2.20) (1.41) 

Debt service (N'trillion) 1.66 1.36  
Source: 2017 Budget Speech, ARM Research 

 

 

 

 

 

 

 

 
 Economic Snapshot 

November 2016 Inflation Data/Indices 

  MoM YoY Prev YoY 

Headline 0.78% 18.5% 18.5% 

Food 0.88% 17.2% 17.1% 

All Items Less Farm 0.71% 18.2% 18.1% 

Imported food 0.86% 21.2% 21.2% 

Energy 0.15% 31.4% 32.1% 

Currency Markets  

  Latest Daily Chg YTD 

USDNGN 315.69 0.2% -58.4% 

EURNGN 327.13 1.8% -51.6% 

GBPNGN 392.62 1.6% -34.0% 

JPYNGN  267.00 1.1% -59.9% 

Monetary Aggregates –October 2016 

  (N’bn) MoM YoY 

M2 22,276 0.7% 22.4% 

CPS 23,070 1.9% 20.9% 

NCG 3,705 1.2% 63.8% 

NFA 7,742 -1.7% 64.7% 

NDC 26,775 1.8% 25.4% 

External Position  

  Latest QoQ YoY 

Trade Balance ($’mn) 
-235.07 -21.5% N/A 

External 
Reserves($’mn) 24,341 -3.5% -19.2% 

Foreign Debt ($’mn) 10,718 0.9% 10.4% 

Growth Data – Q3 2016 

   (N’bn) %of total YoY 

Real GDP 17,574 100% -2.2% 

Agriculture 5,035 28.7%  4.5% 

Oil 1,439 8.2% -22.0% 

Services 5,950 33.9%  -1.1% 

Wholesale and Trade 2,880 16.4%  -1.4% 

Manufacturing 1,700 9.7% -4.3% 
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To implement the proposed 2017 fiscal outlay, the FGN projects retained revenues 

of N4.94 trillion (+28% YoY) largely underpinned by higher oil receipts (+142% 

YoY to N1.9 trillion) and a nine-fold YoY jump in ‘other’ revenues to N780 billion. 

On the non-oil side, the 2017 budget assumes lower estimates for independent 

revenues (-47% YoY) and non-oil receipts (-5% YoY). In his budget speech, the 

President announced that JV operations would now be subject to a new funding 

mechanism to allow cost recovery for IOCs which would remove the fiscal strain of 

funding JV operations from oil sales. The projected JV savings and higher exchange 

rate target of N305/$ (+54% YoY) largely accounts for strong oil revenue 

assumptions with mean oil production of 2.2mbpd, as in 2016, and a conservative 

oil price benchmark of $42.5/bbl. (+12% YoY).  On the non-oil side, whilst the 

independent revenue estimates are now in line with trend levels, implicit in the non-

oil item is a 2.5% YoY real GDP growth forecast for 2017. Elsewhere, the outsized 

surge in ‘other’ income emanates from proceeds of recovered funds from corrupt 

former government officials which account for 73% of line item.  

 

Figure 1: Budget Revenue Estimates 

 

Source: 2017 Budget Speech, ARM Research 
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As earlier stated, the key driver of higher oil revenues is the removal of the obligation 

to fund JV cash calls, which have accounted for on average 32% of ‘crude oil revenue 

to the federation’ over the last six years. Going forward, the FGN proposes an 

alternative funding structure, under which JV fields would fund operations as an 

independent entity allowing for cost recovery. This arrangement was test-run in 

2015 under a JV with Chevron which raised $1.2 billion independently. The NNPC 

estimates that the proposed funding structure would result in $2 billion which should 

boost to fiscal revenues. Furthermore, the Ministry of Petroleum resources also 

announced that it had reached an agreement with IOCs to repay outstanding JV 

debt obligations over five years via incremental production from each JV oil field.  

Whilst details about the deal are still developing, we think optimism of the NNPC’s 

estimates is hinged on crude production assumption of 2.2mbpd. Given that these 

JV operations remain within reach of militant attacks, as opposed to the deep 

offshore platforms under PSC arrangements, we express reservations over the oil 

production estimates (2.2mbpd). Our position also reflects limited progress on 

conciliatory talks with the Niger Delta militants, whose resumption of hostilities 

impacted oil production (averaged of 1.82mbpd in 2016). On the other crude oil 

assumptions, we view the price (+12% YoY to $42.5/bbl) and exchange rate (+54% 

YoY to N305/$) assumptions as conservative—with higher upside to fiscal revenues 

implied in possible naira depreciation. 

Production headaches dim JV cash optimism 
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Figure 2: JV deductions  

 

Source: Budget Office, ARM Research 

 

On the non-oil side, we see persisting issues of negative real wage growth, subsisting 

dollar shortage and ongoing unrest in the Niger Delta as supportive of a less 

constructive GDP growth outlook for 2017. Lending some credence, the IMF 

forecasts only a modest recovery in 2017 output growth to 1% YoY. Furthermore, 

persisting dollar shortages, which underpinned 28% YoY contraction in imports 

over 2016, should remain a recurring issue in 2017 capping scale of customs 

revenues. 

  

Lastly, whilst there is a strong case for optimism over recoveries, as the budget 

estimate is 19% of recoveries from corrupt government officials thus far1, we note 

that only 4% of the recovered amount is in cash form with the remnant tied up as 

real estate property. Thus, unless the FGN makes more cash recoveries, we do not 

think the legal system would allow quick conversion of recovered assets into cash 

form for budget implementation2. Overall, as in the 2016 budget, we see enough 

downside across both revenue segments and therefore remain unconvinced of FGN’s 

estimates.   
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On the spending side, total recurrent expenditure is expected to print at N5.1 trillion 

(69% of total) split across Personnel cost (36%), Debt service (33%), as well as 

Overheads and Statutory transfers which make up the rest. Interestingly, despite the 

acclaimed savings of N180 billion monthly from elimination of ghost workers, 

restricted travel costs, reduced board members’ sitting allowances etc., we note that 

the projections on personnel expenses are flat relative to 2016 budget which raises 

doubts over the estimated savings. On the capex side, breakdowns provided reveal 

prioritization of Power, Works, and Housing, as well as Transportation, which 

jointly constitutes 48% of planned capital expenditure for 2017. Focus on transport 

reflects increased counterpart funding for construction of the Lagos-Kano, Calabar-

Lagos, Ajaokuta-Itakpe-Warri and Kaduna-Abuja railway projects which are to be 

funded using Chinese loans. Nonetheless, in the absence of confirmed external 

financing arrangements, we think as in 2016, capital expenditure plans would falter.   

 

Figure 3: Trends in budget implementation  

 

Source: Budget Office, ARM Research 

 

 

 

                                                 
1 N3.3 trillion 
2 According to the World Bank ease of doing business index it takes 447days to get cases sorted out through Nigeria’s legal system 
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According to the budget presented, the FGN intends to finance the N2.36 trillion 

fiscal deficit largely through borrowings (98%) with a greater emphasis on local debt 

(54% of planned debt). However, as in 2016, when FGN was unable to follow 

through with its targeted evenly split debt mix, we think uncertainty over the external 

leg would again translate to higher than expected reliance on domestic sources. 

Importantly, in the wake of recent calls for the CBN to cap its financing of fiscal 

deficit to regulatory limit of 5% of prior year’s revenue, we expect the apex bank’s 

lending facility to contract 58.1% YoY to N145.7 billion in 2017 by our estimate, 

leaving the government at the mercy of domestic debt markets for financing the 

budget deficit. To add, amidst National Assembly’s apathy towards sizable foreign 

borrowings which cast a dark cloud over potential assent, as well as lack of progress 

on Asian concessionary loans, we see the AfDB budget support facility ($1 billion) 

and already approved $4.5 billion Eurobond issuance as a more likely source of 

external borrowings over 2017. Given DMO’s plan for only a $1 billion issue, we 

believe only strong appetite for Nigerian risk—akin to what trailed Ghana’s $750 

million bond in September—could see the FG raise close to double of the amount 

on offer. Whilst recent recovery in Brent crude stokes prospect for greater investor 

willingness to tolerate Nigerian risk, recent upswing in US interest rates and 

subsisting uncertainty over Brexit fallout implies more tight global financial market 

conditions. Consequently, we see limited scope for a Nigerian issue north of $2 

billion—a point which highlights our views about the opportunity cost of the failed 

entry into Eurobond markets in November 2016. To estimate potential size of 

domestic paper issue, we played out different scenarios in table 2 below. Having 

obtained board approval for disbursement of the AfDB facility, we assume the item 

as a given and play out varying scenarios over potential Eurobond issuance. 

 

 

 

 

 

 

Limited external financing points to another record year in local 

paper issuance  
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Table 2: Scenario analysis of 2017 proposed borrowings 

  
AfDB 
loan only 

AfDB loan and 
$1 billion 
Eurobond 

AfDB loan and 
$1.5 billion 
Eurobond 

AfDB loan and 
$2 billion 
Eurobond 

Total foreign debt ($ 
million) 1,000.00 2,000.00 2,500.00 3,000.00 
Total foreign debt (N 
billion) 305.00 610.00 762.50 915.00 
Domestic borrowings (N 
billion) 2,016.00 1,711.00 1,558.50 1,406.00 
CBN ways and means (N 
billion) 144.67 144.67 144.67 144.67 
Borrowings from capital 
market ((N billion) 1,871.33 1,566.33 1,413.83 1,261.33 
2016 net issuances (N 
billion) 1,366.41 1,366.41 1,366.41 1,366.41 

YoY increase ((N billion) 504.92 199.92 47.42 (105.08) 

YoY increase (%) 37.0% 14.6% 3.5% -7.7% 

  

Source: Budget Speech, CBN, DMO, ARM Research 

Sensitizing over varying scenarios with a base case of a $1billion issue – which is the 

amount the government sought to obtain in November 2016—we estimate that to 

finance the budget, the FGN would need to increase net debt issue by at least 15% 

YoY to N1.6 trillion. In the event of a failed Eurobond raise, our analysis suggests 

that at the minimum, net borrowings would rise 37% YoY to a record N1.9 trillion. 

Underlying all scenarios is that the FGN seeks to keep its credibility by implementing 

the 2017 budget and that the CBN does not bridge the limit on monetization of fiscal 

deficit as per the CBN 2007 act. Given our reservations regarding the feasibility of 

certain revenue lines, our estimates should be read as a floor for potential debt 

issuances in 2017.  
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Figure 3: Historical trend in FG’s net debt issuance3 

  

Source: CBN, DMO, ARM Research 

 

Coming eight days earlier than 2016’s budget presentation, focus is now on the 

national assembly to get the budget passed in quick time after errors in the detailed 

2016 budget were uncovered which delayed budget implementation and impacted 

growth. For markets, we think the key take-way from the draft fiscal spending plan 

is that delayed issuance of the Eurobond plan signals higher domestic financing 

which points to higher interest rates. That said, as we noted in our recent report, 

removal of underhand CBN budget financing could translate to greater fiscal 

resistance to currently elevated interest rates.  

 

 

 

 

 

 

 

 

 

 

 

1,567 

753 

1,402 

1,204 

786 
951 

1,366 
1,261 

1,566 

1,871 

 -

 200

 400

 600

 800

 1,000

 1,200

 1,400

 1,600

 1,800

 2,000

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

 b
u
ll 

ca
se

20
17

 b
as

e 
ca

se

20
17

 b
ea

r 
ca

se



 

 

research@armsecurities.com.ng / +234 1 270 1652 ARM Securities 

 

Copyright © 2016 ARM Securities Limited.  

 

All rights reserved. Unauthorised use, reproduction, distribution or disclosure of this document is strictly prohibited. 

 

This material has been issued by ARM Securities Limited, a member of the ARM Group, and a Company regulated by the Nigerian Securities & Exchange 

Commission. The analyst(s) primarily responsible for preparing this research report, in whole or in part, certifies that with respect to each security or issuer 

covered; all of the views expressed accurately reflect his/her personal views about the subject securities and issuers and no part of his/her compensation 

was, is, or will be, directly or indirectly, related to the inclusion of specific recommendations or views in the report. 

This research report is based on information from sources that ARM and its analysts believe to be reliable. Neither ARM nor any of its research analysts, 

nor any member of the ARM Group, gives any representation or warranty, express or implied, or undertaking of any kind or assumes responsibility or 

liability of any kind with respect to the accuracy or completeness of the information set out in this report or any third party’s use (or the results of such use) 

of such information. This report is provided solely for informational purposes and is not to be construed as providing advice, recommendations, or 

endorsements of any kind whatsoever. The investments and strategies discussed here may not be suitable for all investors; counsel of investment advisor 

should be obtained with regard to such investments and or strategies. This research report is not a replacement for advice from an accountant, lawyer, 

personal finance advisor or other category of investment advisor. The investments discussed in this report may oscillate in price or value. Opinions and 

information provided are made as of the date of the report issue and are subject to change without notice. This research report is not intended as an offer 

or solicitation for the purchase or sale of any financial instrument. Reference herein to any specific security or financial instrument does not necessarily 

constitute or imply its endorsement or recommendation by ARM, its directors, officers, employees or designated agents. Members of ARM may act as 

broker, advisor or lender, or make a market in any investments or issuers referenced in this report. Further information on any of the securities discussed 

herein may be obtained upon request to ARM. By accepting this document, you agree to be bound by the foregoing limitations. 

 

 

 

                                                 
3 Net debt is defined as debt (Bond and NTB) issue in excess of maturing debt in a calendar year. 


