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Economic Update --- June 2013
 

Base effects still in play in inflation downtrend 

Consumer prices rose 9% YoY and 0.67% MoM in May – 10bps 

lower YoY –but 17bps higher MoM—than the April reading. YoY 

core CPI continued on its downward trend easing 70bps from April 

to 6.2% despite rising 0.4% MoM (vs. a 0.2% contraction in April). 

YoY food price inflation similarly dipped 70bps to 9.3% in May while 

rising 0.5% MoM--10bps lower than the April.  

 

Thus, as anticipated, the existence of significant base effects from 

May 2012 – 75bps (Headline), 110bps (Core) and 120bps (Food) 

worked to compress the May 2013 numbers while the decline in 

MoM food inflation appears to affirm our expectations for a 

moderation in domestic grain prices on account of increased supplies 

from other West African countries. FEWSNET had cited increased 

alternative supplies attracted by the elevated domestic price levels 

that have prevailed since March and also reports that green maize 

harvests have commenced in the South on account of plentiful early 

rains which has improved food availability. Although the agency 

reports spotty rainfall patterns in some states in the North-Central 

and North West, field visits hint that crop yields remain largely 

unaffected.  

 

Notably, MoM inflation has been remarkably well behaved in 2013, 

lacking the volatility typical of the 2 planting seasons in the first half 

of the year. This observation and significant base effects from June 

2012 (Headline: 1.15%MoM; Core: 1.0% MoM; Food – 0.5%MoM) 

Economic Snapshot 
Inflation Data/Indices  

May 2013             MoM YoY Prev YoY 
Food 0.5% 9.3% 10.0% 
Core 0.5% 6.2% 6.9% 
Imported food 0.14% 5.7% 6.5% 
Energy 3.52% 14.59% 11.8% 

  
Currency Markets   

  Latest Daily chg YTD 
USDNGN        160.40  0.71% -2.72%  

EURNGN        208.74  1.09% -1.33%  

GBPNGN        243.32  1.02% 4.08%  

JPYNGN         159.73  1.45% 11.26%  

 
Monetary Aggregates -  May 2013  

Latest (N’bn) MoM YTD  

M2 15,425  -1.3% 13.4%  
CPS 15,492  0.5% 7.0%  
NCG 276  -64.7% -122.6%  

NFA 9,407  1.6% 17.8%  

NDC 15,768  -2.6% 19.0%  

 
External Position   

 Q1 2013 Latest QoQ* YoY  

Trade Balance (N’bn) 16,821 n/a 76%  

External Reserves ($’bn) 48,044 -1.1% 31.1%  

Foreign Debt ($’bn)  7,670 15% 27.1%  

 
Growth Data   

Q1 2013 Latest (N’bn) 
% of 
total 

YoY  

Real GDP 194,063 100% 6.56%  
Agriculture 65,377 33.69% 4.14%  
Oil 28,944 14.91% -0.54%  

Telecoms  16,398 8.45% 24.53%  

Wholesale and trade 46,099 23.75% 8.22%  
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suggest a benign inflation outlook for June 2013 with our headline 

forecast for the month at ~8.8% +/- 25bps, which puts CPI declines 

well on track to outperform our 2013 forecasts. 

 

Figure 1: Trend in MoM Food inflation (%) 

Source: NBS, ARM Research 

 

Yields succumb to global sell-off in EM debt 

The announcement by the US Federal Reserve of its intention to taper its 

LSAP program later in the year rocked already shaky EMs in June as global 

investors unwound positions on EM debt. Across the short end of the naira 

curve, yields rose 103bps on average to 12.39%, 13.27% and 12.8% on the 91-

day, 182-day and 364-day paper in June. In the secondary market, bond yields 

rose on average 128bps to close the month at 13.55%, 13.9% and 13.60% for 

the FGN 2017, 2019 and 2022. Nigeria’s Eurobond yield also spiked 133bps to 

5.832%. Significantly, OMO issuance contracted 92% MoM to N81billlion vs. 

N1.2trillion in total maturities, clearly suggesting portfolio outflows as the 

primary trends driver for fixed income yields.  

 

With N85billion on offer, bid cover ratios declined from 2.1x in May to 1.85x 
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at the June monthly DMO bond auction with marginal bid rates 86bps higher 

on average over the previous auction. The upper bound of bid ranges for the 

three bonds on offer ranged between 17.45-18.25% vs. 13.99-16% in May.   

With only N20.81billion worth of bonds allocated, only ~22% of the bids were 

successful. While this clearly demonstrated the DMO’s new found sensitivity to 

high yields, it was a gamble that merely deferred borrowing for a couple of 

months at best, which carries  the risk of forcing larger borrowings at even 

more adverse rates in subsequent months as revenue pressures inexorably 

mount.  

 

Figure 2: Fixed Income Yields 

 
Source: FMDA, ARM Research 

 

 

An upward twist in the yield curve is consistent with our earlier expectations 

with moderation in one-year yield possibly indicating prevalence of tactical 

buying in an unsettled market. Outlook for fixed income yields will remain tied 

to global sentiments around EM risk exposures. As such, we anticipate more 

volatility as global investors seek to interprete US Fed moves in coming 

months, putting much greater emphasis on (increasingly uneven) trends in US 
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economic data and Fed pronouncements. This will likely encourage more 

tactical positioning with increased focus on money market instruments and an 

upward sloping yield curve. Nevertheless, we do not expect yields to rise much 

further from current levels, all things being equal.  

                                                           

                                                          USDNGN bears the brunt of portfolio flow reversals  

In line with a broad basket of emerging market currencies, the NGN weakened 

2.7% to N162.53/$ in June—wiping off previous YTD gains in its worst 

monthly performance in 2013--in the face of an acceleration in FPI outflows. 

While portfolio outflows linked to the US Fed’s “taper-gate” has had a more 

devastating impact elsewhere—similar reversals have robbed the South African 

rand, Brazilian real and Russian rouble  of ~17%, 8% and 7% of their 

respective values vs. the USD YTD while the Indian rupee shed 8% to hit all-

time lows—the sharp MoM fall in the naira, likely signals resumption of 

currency skirmishes after a year-long hiatus in which the CBN had been spared 

such problems in its fairly presumptuous currency management programme. At 

any rate, the slide was serious enough to trigger CBN interventions at the 

interbank market whilst driving a 31% MoM increase in monthly WDAS sales 

to $2.65billion –a 12 month high. Average sales at bi-weekly auctions also rose 

15% in June to $331million, which include a 20-month high of $500million 

sold at a single auction. Nevertheless  the official market rate has held steady 

thus far weakening a tepid 0.01% to N155.75/$ even as foreign reserves 

contracted 0.8% in June to $48.04billion. 
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Figure 3: June 2013 performance of select EM Currencies 

 
Source: Bloomberg, ARM Research 

 

With the USDNGN testing the upper bound of the CBN target zone, focus 

must now shift to the apex bank’s willingness (and ability) to maintain its 

anchor in the face of reserve depletion given softer oil prices and production 

shortfalls.  The IMF shaved 20bps off its estimate for of global economic 

growth  in 2013 global to 3.3% respectively with recovery pushed further out to 

2014. It thus appears global economic scene will continue to be dominated by 

mixed signals, and while it appears that financial markets have over-reacted to 

prospective US Fed adjustments, we believe sentiment towards EMs will 

remain dour.  

 

Re-tapping the Eurobond market: better late... 

It emerged this week that FGN successfully raised $1billon in its second foray 

into the Eurobond market: $500 million in 5-yr bonds at a yield of 5.375% and 

another $500million in 10-yr at a 6.625% yield, in an issue that was reportedly 

3.95x oversubscribed—indicating still healthy appetite. We had highlighted the 

opportunities offered by the massive dip in EM bond spreads over past year 

but, having dawdled endlessly on the issue since the idea was mooted over a 

year ago, the DMO was evidently forced to act after a rapid deterioration in 
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market sentiment, and consequently had to issue the bonds at yields that are 

over 250 bps higher than its previous issue was trading barely 2 months ago 

(and 300bps from its January 2013 low). The event hopefully serves as a lesson 

for officials about how quickly market conditions can change and the folly of 

luxuriating in a temporarily positive market spotlight, particularly when there 

has been little fundamental change to back it. 

 

Be that as it may, the issuance was, in our view, a hugely positive development 

in two respects. It lent further credence to government plans to reconstitute its 

debt mix in to incorporate a higher proportion of USD obligations—it 

announced a 60:40 local-foreign debt target in June—and it was the first 

issuance explicitly tied to infrastructure projects as far as we can tell.  Both traits 

would suit our own persistent calls for the government to ease its strangle-hold 

on the domestic bond markets and better match its borrowings with revenues 

(to ameliorate domestic monetary impact) as well as channel much more of its 

borrowings away from consumption based deficit funding towards development 

of physical infrastructure. 

 

Instructively, the $1 billion Eurobond would cover for ~2 months of the typical 

domestic bond issuance and it would appear that the anticipation of this 

issuance played a significant role in the DMO’s snub of domestic bond 

investors in June. The big question clearly is how this new dynamic will future 

in domestic bond markets in the near to medium term. Even with this issuance, 

the DMO is still very far from its 60/40 target which would suggest that it may 

seek to raise additional foreign debt in coming months. Nevertheless, while it’s 

not clear how much of the current issue is still on the shelf, the government also 

faces constraints with legislative approval for foreign debt. With widespread 

aversion towards foreign debt among due to negative past experiences, such 

new authorisation may prove difficult to obtain which would rob Nigeria of the 

positive outcomes the new tilt in both debt re-composition plans and use of 

proceeds could bring. This again buttresses our point that not only should the 

government have approached the markets in a more timely fashion, it should 

have targeted a much larger issue when appetite was much stronger. The issue 

is a timely boon for reserves however and gives the CBN more ammunition to 
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prosecute its currency management—not that that is a particularly good thing.   

 

Figure 4: H1 2013 performance of select EM Currencies 

 
Source: Bloomberg, ARM Research 

 

Under this scenario reserve declines have been surprisingly benign, in view of 

the estimated $13.5billion worth of FPI inflows in 2012, plus $6.1billion in the 

first four months of 2013. While status from net reversals in Q2 13 is as yet 

unclear, the existing naira peg is evidently temporarily underwritten by current 

account flows which are still clearly positive but seem destined for a sharp 

contraction in view of falling oil prices—and production—amid a weaker 

global picture. This may explain the CBN’s growing distaste for inter-bank 

market interventions, which would signal the start of a widening in official-

parallel spreads; often the first fort the apex bank abandons in its policy 

manoeuvres. We daresay that it still has substantial scope to keep the pretext of 

official peg going for the time being, and while this position will become 

increasingly tenuous as the spread expands, the bank is certainly more 

comfortably perched now than it was a year ago with reserves ~31% higher. 

With few policy option left to the CBN and currency pressures clearly linked to 

external factors (which won’t respond to domestic policy initiatives) we, 

however, can’t rule out a pre-emptive upward shift in the peg at the MPC’s 

July meeting—though such a move could very well backfire with jittery 
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investors, leading to panicked exit. Clearly, however, recent developments all 

but obliterate the odds of previously anticipated policy easing.  

 

Figure 5: Foreign Reserve accretion and Exchange rate 

 
Source: CBN, Bloomberg, ARM Research 

 

 

Softer trade surplus in H1 2013 on further production worries 

Possibly reflecting a downward revision in US GDP growth and weaker than 

expected Chinese PMI which cooled speculation about the end of the 

prevailing accommodative policy stance. Nigeria’s benchmark Bonny Light 

crude gained 2% over June to close at $104/mb with the mean prices in H1 

2013 0.4% lower than in H2 2012.  

 

 Although the EIA expects oil prices to receive some near term support from 

the commencement of the hurricane season in the Atlantic coast citing weather 

forecasts predicting an above-normal tropical weather, the increase in oil 

production from non-conventional shale assets has reduced the contribution of 

Gulf oil production limiting the impact on US supplies. This would suggest that 

African sweet grades may lose that traditional price support for the period. 

Nevertheless, the EIA expects Brent Crude prices to average $105/mb in 2013.  
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Disruptions to Nigeria’s oil production continued in June with Shell placing a 

force majeure on its 150kbpd Trans Niger Line while NLNG also declared a force 

majeure on LNG exports following its inability to reach a settlement with the 

National Maritime Administration and Safety Agency (NIMASA) which has 

enforced a blockade on its Bonny Island liquefaction plant over disputed tax 

charges. This sets H2 2013 on track to hit the lowest export levels since 2008. 

Given the dominance of oil exports in the merchandise trade account, this--

alongside weaker global growth--reinforces our expectations for further 

weakness in the current account over Q2 2013, with negative implications for 

the naira as highlighted earlier. 

 

Figure 6: Nigeria Crude oil loading Schedule (mbpd) 

  
Source: Bloomberg, ARM Research 

 

Non-oil GDP to aid recovery in GDP as oil output drags   

The World Bank raised its GDP growth outlook for Nigeria by 10bps to 6.7% 

in June 2013 hinged on a recovery in the consumption and investment 

components of aggregate demand as the economy is shorn of the weight of 

shocks arising from subsidy removal and the floods in 2012. Incidentally, this 

brings it closer to the lower limit our 6.75-7.25% forecast range for 2013. 

However, Oil GDP weakness persists with lack of progress on the PIB and the 

associated uncertainty to investment outlook as reported increase in oil theft 

continues to hamper production, such that while we maintain our forecast 
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band, its lower reaches appear more likely. 

 

Figure 7: Real GDP Growth 

 
Source: NBS, ARM Research 
*Q1 2013 
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