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                                                                                            Economic Update --- March 2013  
 

Inflation ticks upwards on adverse base effects 

The NBS reports that prices rose 9.5% YoY in February 2013 – 

50bps higher than the January reading while MoM headline inflation 

rose 0.75% - 13bps higher than the previous month.  The YoY 

reading bucks the downward trend over the last three months largely 

on account of adverse base effects from Feb 12 when the headline 

index rose 0.28% MoM. 

 

Core inflation decelerated for the third consecutive month with the 

YoY reading 10bps lower than in January at 11.2% while on a MoM 

basis, it was essentially flat (0.0%) vs. a rise of 1.4% in the preceding 

month.  

 

In line with our expectations, YoY Food prices bucked the downward 

trend observed over the past three months as it rose 11% - 90bps 

higher than in January although on a MoM basis it rose 0.7% - 10bps 

lower than the previous reading. The NBS attributes the increases in 

food to rises in the price of cereals, bread and livestock as food stock 

depletes faster on account of the 2012 flood shocks. This is in sync 

with reports monitored via FEWSNET which noted that increased 

demand for cereals (maize and millet in particular) from growing 

industrial and poultry use served to place pressure on weakened 

stockpiles  following the floods in addition to atypical trade flows in 

the North on account of the security situation.  

 

 

Economic Snapshot 
February 2013 Inflation Data/Indices  

  MoM YoY Prev YoY 
Food 0.7% 11.0% 10.1% 
All Items Less Farm 0.0% 11.2% 11.3% 
Imported food 0.3% 14.4% 14.1% 
Energy -0.6% 16.7% 22.4% 
  
Currency Markets   

  Latest Daily Chg YTD  

USDNGN        157.63  0.15% -0.92%  

EURNGN        201.49  0.31% 2.18%  

GBPNGN        238.23  -0.26% 5.68%  

JPYNGN         165.12  0.12% 8.95%  

 
Monetary Aggregates – February 2013   

  (N’bn) MoM YoY  

M2 15,562  2.6% 18.4%  
CPS 15,268  0.9% 8.6%  
NCG 109  n/a n/a  

NFA 9,630  3.5% 33.2%  

NDC 15,377  6.2% 14.1%  

 
External Position   

  Latest QoQ YoY  

Trade Balance (N’bn) 16,821 n/a 76%  

External Reserves ($’mn) 48,698 10.2% 46.6%  

Foreign Debt ($’mn)  6,527 3.6% 15%  

 
Growth Data – Q4 2012  

   (N’bn) %of total YoY  

Real GDP 263,678 100% 6.99%  
Agriculture 100,719 38.2% 3.62%  
Oil 33,187 12.59% -0.79%  

Telecoms  18,307 7.01% 32.44%  

Wholesale and trade 54,481 20.66% 11.19%  
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In the light of the latter, the FEWSNET March bulletin paints a cloudy outlook 

for food production as a field assessment to three states along the Niger-Benue 

trough uncovers significant flood related impact to irrigation infrastructure and 

fishing dams. It notes that while households in most parts of the country are 

expected to face minimal food insecurity, areas affected by the floods and the 

volatile North-Eastern axis are likely to become market dependent 2-3months 

earlier than normal with such households coming under pressure in the lean 

season starting from June. In addition, FEWSNET notes that the Agriculture 

Ministry (FMARD) is in the process of re-stocking national grain reserves 

which served to dampen the flood shocks to food prices in 2012. This is coming 

later than normal (usually between December and February) and could serve to 

further raise prices. We observe that FEWSNET indicates that the purchases 

are 50% lower than in a normal year and will largely be supplied from areas 

unaffected by the floods which are in surplus.  

 

This development dampens our previous optimistic expectations about stronger 

dry season harvest over March/April on account of initiatives by the FMARD 

to boost agricultural output and creates potential food price pressures going 

forward. On the other hand, the FGN has played down the likelihood of 

complete deregulation of energy prices in 2013, it has since clarified its stance 

ruling out the possibility of this event which should see a subdued pattern in 

core inflation over the rest of the year. Despite these new risks our models 

suggest that headline figures will fall within our revised forecasts band of 9.2% 

(+/-) 50bps, largely on account of favourable base effects in 2013. 
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Figure 1: Annual CPI Inflation 

 
Source: NBS, ARM Research 

 

Naira comes under pressure on moderating supply  

The naira weakened 0.28% MoM at the interbank market in March, to close 

the month at N158.55/$1. The currency came under significant pressure 

during the month breaching the N159/$ barrier – a development that 

triggered CBN intervention at the interbank. On the heels of renewed demand 

side pressures at the official market with a 38% MoM rise in sales to $1.2billion 

in February, WDAS sales rose a further 65% MoM in March to $1.9billion. 

Nevertheless with foreign reserves climbing 3% MoM to $48.5billion --their 

highest level since January 2009—bolsterd by a markedly improved current 

account (see trade below)  the official rates were unchanged MoM at 

N155.75/$1 despite significant sales. 

 

This surge in demand  reflects softer net foreign portfolio investment(FPI) flows 

which the CBN attributes to the seasonal repatriation of profits by 

multinational corporates in  Q1,  while a pick-up in fixed income yields across 

the curve also highlights declining inflows.  However, increasing WDAS 

demand likely also reflects revival in the activities of downstream petroleum 

marketers following subsidy refunds in Q1 13.   
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With dollar supply increasingly linked to FPI flows, outlook will likely become 

even more closely tied to the trend in oil prices where deterioration could serve 

as a key trigger for portfolio flow reversals. Brent crude prices dipped 0.4% in 

March as renewed threats to global demand re-emerged over Europe with an 

inconclusive Italian election and concerns over the nature of the Cyprus bailout 

program. On the positive side, a recovery in China’s PMI for March after a 

deceleration in February possibly on seasonal Lunar holiday factors, India’s 

expansionary budget announced in March and robust Non-OECD Asia 

growth should continue to support crude oil prices above $100/mb. 

Incidentally, the EIA in its March outlook expects Brent crude prices to 

average $108.33/mb in 2013. 

 

Figure 2: WDAS sales and Interbank USDNGN rate volatility 

 
Source: CBN, Bloomberg, ARM Research 

 

Yields trend slightly higher on easing FPI flows 

In contrast to preceding months when waves of FPI inflows compressed yields 

across the curve, the trend reversed in March as investors’ expectations with 

regards to further declines appears to have bottomed out. Across the short end 

of the curve, yields on the 91-day, 182-day and 364-day paper rose 131bps on 

average to close the month at 11.57%, 11.48% and 10.58% respectively. At the 

longer end, yields on the FGN 2017, 2019 and 2022 rose 25bps, 37bps and 
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36bps to close the month at 10.81%, 20.96% and 10.96% respectively. 

Moderating FPI inflows was readily evident, in March bond auctions where a 

total of N155billion worth of bonds was issued in FGN 2017 and 2022 with 

bid-cover ratios falling to a record low of 0.85x and yields 15bps higher than 

preceding month auction. The yield on Nigeria’s Eurobond shed 9bps to close 

the month at 4.27% tracking a 4bps reduction in similar dated US Treasuries. 

 

Figure 3: Treasury bill Yields 

 
 

Source: FMDA, ARM Research 

 

With about N1.141trillion in maturities, the CBN  issued N1.03trillion worth of 

OMOs, which contrasts with its much more aggressive activities in preceding 

months as it sought to gain curb rising liquidity  despite alluding to more 

aggressive action at its mid-month MPC meeting in March. On the latter 

subject, in line with our expectations in February, the CBN for the ninth MPC 

meeting in a row voted 9-3 to retain its policy rate unchanged at 12%. It 

premised its decision on the need “to avoid sending conflicting signals about a 

premature termination of an appropriately tight monetary stance” citing 

concerns about, among other things, global asset bubbles from stimulus 

packages and an expansionary fiscal budget, which underscored the 

8%

9%

10%

11%

12%

13%

14%

15%

16%

17%

91-DAY 182-DAY 365-DAY



 

 
ARM Research 

committee’s fears over potential naira weakness as its primary policy concern.  

 

A key takeaway from minutes of the MPC is the proposed use of structured 

OMOs and inter-bank market interventions to keep the USDNGN rate stable 

with an OMO pricing limit of 14%. When set side-by-side with the March 

OMO issuance, it appears the CBN no longer perceives threats to the naira 

arising from elevated liquidity levels whose effect on currency stability it may 

consider to have been blunted by “administrative measures” which, among 

other things, reduced net open forex position for banks. Thus, the CBN 

appears to be concentrating instead on leading markets by driving pricing 

rather than aiming at neutral liquidity conditions. Indeed, the market liquidity 

has been on the rise since Q4 2012. Significantly, that the MPC showed very 

little inclination to target bank reserves in a bid curb liquidity as we had earlier 

feared, alleviates a key concerns we entertained for the banks in that regard, 

which should improve earnings outlook for lenders on stronger volumes, as 

prospects for yields declines diminish with CBN interventions. 

 

Oil exports continue to undergird trade surplus  

Recently released data provided by the NBS shows that Nigeria posted a 

N16.8trillion trade surplus in 2012 -- 76% YoY increase--spurred by stronger 

oil exports and a downtrend in imports. Oil exports which accounted for 69% 

of total exports grew 11% YoY amid a slight (-2% YoY) dip in production to a 

2.34mbpd average , while non-oil exports grew 26% YoY bringing total export 

growth to 15%. However, imports contracted 43% YoY to N5.6trillion due to 

a combination of some trade restrictions including higher tariffs on such 

commodities as cement, wheat and rice in 2012. In addition, the NBS notes 

that the Mineral fuel and oils component of imports declined sharply– no 

doubt on account of a tighter subsidy payment regime in place in 2012.  

 

Nigeria’s benchmark Bonny Light climbed 0.3% MoM to close March at 

$113.1/mb even as Brent crude oil prices fell 0.4% over the month to close at 

$110.02/mb. Just as global crude oil prices continue to be supported by strong 

Asian demand, the BonnyLight premium over Brent widened 9% further to 

$3.31/mb – as Indian imports of Nigerian crude hit a 10-month high.  
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Forward crude loading schedules monitored via Bloomberg indicate that oil 

exports shrank 9% MoM to 1.9mbpd in March affirming reports by OPEC 

and EIA about production declines on the back of the ExxonMobil February 

force majeure along the 400kpd Qua Iboe line. Shell and Eni-Agip also declared 

force majeures on the Nembe Creek Trunk line in March and pipelines running 

along the Swamp Area, located in the Bayelsa State. After lifting the embargo, 

Shell is now contemplating suspending operations around the Nembe Creek 

due to unrestrained theft , raising the fears of lower exports in coming months 

though export schedules for April and May are 4% and 9% higher than 

March-end levels suggesting a recovery as the force majeures are lifted.  

 
Nevertheless, with new oil fields scheduled to come on stream in 2013 and oil 

prices expected to stay above $100/mb, a rising trend in trade surpluses will 

likely persist as renewed tariff measures on sugar and other rice varieties 

continue to keep imports subdued. This should provide crucial support for 

Nigeria’s dollar reserves, which rose despite a reversal in portfolio flows as 

noted earlier. 

 
Figure 4: Trade Balances 

 
Source: NBS, ARM Research 
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Oil GDP clouds robust growth outlook 

Following its annual review of the Nigerian economy’s performance in 2012, 

the IMF projects GDP growth of 7.2% in 2013 hinged on continued fiscal 

reforms and consolidation. This falls within the range of our 2013 forecast 

band and suggests strong consensus around a rebound in the economy shorn of 

the weight of shocks arising from subsidy removal and the floods in 2012. 

 

The inability of the Ministry of Petroleum Resources to hold a licensing bid 

round even for marginal oil fields in Q1 2013 despite a consistently rosy view 

on the matter is indicative of the problems with reaching a consensus with 

IOCs on the fiscal terms on the proposed PIB. Although the bill passed through 

second reading in the legislature, continued delays in its passage and the 

renewed intensity of oil bunkering may drive further contraction in sector 

contribution to overall output despite more favourable production outlook with 

on-streaming of new oil wells in 2013. On the other hand, we still expect robust 

recovery in non-oil GDP in 2013 driven by improved Agricultural production 

and industrial output as well as an expansion in the service sector as adverse 

events for the consumer in 2012 wane in 2013.  

 
Figure 5: Components of Real GDP 

 
Source: NBS, ARM Research 
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