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Social Outlook – Trends 2016”, published in January 2016, shows

that more than 197 million people around the world were unem-

ployed at the end of last year – 27 million more than the pre-crisis

level of 2007.  It forecasts that 2.3 million more people would be out

of work by the end of 2016, with an additional 1.1 million jobless in

2017, to reach 200.5 million unemployed by that year, the highest

figure in history. 60-70 percent of these would be from the youth

population, and mostly from developing, emerging and low income

markets.

Obviously, Nigeria, the largest economy in Africa, accounts for

a huge chunk of these figures, especially in the area of youth unem-

ployment—a monstrous challenge that keeps getting compounded

by the minute. According to off icial statistics (National Bureau of

Statistics), in the past six quarters up to Q1, 2016, the unemploy-

ment rate (that is the number of unemployed persons divided by the

number of people in the labor force) has maintained a consistent

rise: from 6.4 per cent in Q4, 2014 to 10.4 per cent in Q4, 2015, and

further to 12.1 per cent in Q1, 2016. In absolute terms, the number of

unemployed persons in the country per time is really humongous.

By definition, unemployment occurs when a person who is actively

searching for employment is unable to find work. Unemployment is

often used as a measure of the health of an economy.

And so, in the face of this ‘octopus’ of a challenge in the Nige-

rian, nay, global economy, we decided to explore solutions rather

than rehashing lamentations about the lingering problem. Our cover

topic “YOUTH UNEMPLOYMENT CRISIS: CREATING THE JOB

CREATORS” takes a solution-seeking approach to analyze the cri-

sis of youth unemployment, proffering panaceas for geographical

regions and economic jurisdictions. The author sums up that pro-

tracted high level of youth unemployment portends serious risk to

any socio-economy and is a breeding ground for intergenerational

poverty, crimes, social instability and anarchy. Furthermore, in or-

der to actualize the goal of building job creators, every socioeco-

nomic agent should be a key stakeholder, while government must

provide the enabling policy and regulatory environment; educational

institutions, businesses, nongovernmental organizations (NGOs),

institutional investors, multilaterals, and major international agen-

cies, all have roles to play. Indeed, the job of tackling unemploy-

ment is a job for all!

In a related topic, the nagging problem of the mounting debt

profile of Nigeria in the face of fast dwindling foreign exchange

earnings and reserves is also examined. The author vividly analyzes

the implications of the worrisome phenomenon, its import for fu-

ture generations and strategies for reversing the irksome trend.

Similarly, a review of the performance of Nigeria’s manufacturing

sector vis-à-vis the import substitution strategy of the Federal Gov-

ernment is examined. Consequent upon this, the author warns that

the strategy would not yield much unless manufacturing is made to

take the front burner in the efforts at diversifying the economy.

Also, as Nigeria grapples with perhaps its most problematic

commodities’ price crises ever, we turned our focus to the solid min-

erals sector, portraying the depth and expanse of opportunities

therein. Under the topic “Solid Minerals: A Viable Alternative Source

to Oil Revenue”, the author looks around the world to identify other

emerging economies that have leveraged their solid minerals to

jumpstart economic growth and advises the Nigerian authorities to

borrow a leaf from them.

A two-pronged treatise on the Nigerian financial system is also

carried out. One, a review of the Nigerian financial services sector

with focus on current trends, regulatory responses and interven-

tions. The other dwells on financial literacy and people’s economic

empowerment, including the ongoing efforts of the Government to

leverage f inancial inclusion in pursuit of economic development.

Efforts at empowering female entrepreneurs through SMEs for

overall economic development is also critically analyzed.

There are also other very topical issues under ‘Foreign Insights’,

‘Facts and Figures’, ‘Periscope’, ‘Policy’, etc., to complete this whole-

some package for your delight and intellectual enrichment.

Enjoy yourself!

he International Labor Organization (ILO) has warned

that unemployment will continue to rise in the coming

years as the global economy enters a new period char-

acterized by slower growth, widening inequalities and

turbulence. ILO’s annual “World Employment andT Obviously, Nigeria, the largest economy in

Africa, accounts for a huge chunk of these

figures, especially in the area of youth

unemployment—a monstrous challenge that

keeps getting compounded by the minute.
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I write as Dean of the Faculty of Management
Sciences to appreciate the ZEQ editorial
team. I have always found the publications
very enlightening. It will be appreciated if
you could send copies to our faculty to give
access to my students in the faculty of man-
agement sciences. Thank you.
Prof Rosemary N. Okoh
Dean, Faculty of Management Sciences
Delta State University
Asaba Campus, Asaba, Delta State

I am directed to acknowledge with delight, a
receipt of copy of October, 2015 edition of the
Zenith Economic Quarterly (ZEQ) journal.
The theme on focus which is on “Sustainable
Development Goals (SDG’s) and Extreme
Poverty: From Alleviation to Eradi-
cation?” is quite apt and could not
have come at a better time than
now that all countries are facing
serious economic recession. With-
out mincing words, this edit ion
contains all the necessary tools re-
quired with respect to critical infor-
mation on the Nigerian and global
economy for strategic policy deci-
sions and we are happy to have it.
Furthermore, we are looking for-
ward to receiving more of such jour-
nals from you in future as a guide to
achieving your valuable goals. Ac-
cept our highest regards.
Ekpe S. N.
Director of Industry
For: Honourable Commissioner
Ministry of Commerce & Indus-
try.
Government of Ebonyi State of
Nigeria

On behalf of the President/Chair-
man of Council, Chartered Insurance Institute
of Nigeria, we acknowledge the receipt of the
copy of Zenith Economic Quarterly Journal
sent to us. We appreciate the gesture and this
would be added to the collections of Journals
in our library. We look forward to receiving
more of these quarterly Journals from you.
Folu Ayoola
For: Director-General
Chartered Insurance Institute of Nigeria
Ebute-Metta, Lagos

I write to acknowledge our receipt of a copy
of your quarterly publication, the Zenith Eco-
nomic Quarterly (ZEQ) of January 2016. We
appreciate your sending us this timely publi-
cat ion. It will undoubtedly enrich our learn-
ing, teaching, and research work in the area
of sound economic indices.
Okechukwu Nonyelum
The Librarian

Lagos Business School
Pan-Atlantic University
Lekki, Lagos

I am directed to acknowledge with thanks the
receipt of a copy of your January, 2016 edi-
tion of the Zenith Economic Quarterly vide
letter dated 21st March, 2016. I am to add that
the publication will be of immense contribu-
tion in developing strategic action plans for
the Waste Management Sector. Grateful.
E.O Dada
For: Executive Chairman
Lagos Waste Management Authority
(LAWMA)
Ijora Olopa, Lagos

We acknowledge, with thanks, receipt of a
copy of your April, 2015 edition of the Zenith
Economic quarterly (ZEQ) donated to the
University. We appreciate your kind gesture
in furnishing the University library with this
resourceful material. On behalf of the Vice-
Chancellor, Prof. Vincent Tenebe, please ac-
cept our best assurances and regards.
Ainodion Wosilatu (Mrs.)
Principal Assistant Registrar
For: University Librarian
Nat ional Open University of Nigeria
(NOUN)
Victoria Island, Lagos

I write on behalf of the Director to acknowl-
edge the receipt of your Journals of 20th July,
19th October, 7th December, 2015 and 21st
March, 2016 editions of the Zenith Economic
Quarterly (ZEQ), respectively. They will go
a long way to widen our horizon on critical

issues and will provide informat ion and
awareness to all who will read the Journals
and will assist us in strategic policy decisions.
Please accept our Director’s highest regards.
Mrs M. Agidani
Admin. Secretary
Centre for Energy Research and Training
Ahmadu Bello University
Zaria, Kaduna State

I humbly wish to acknowledge the receipt of
copies of April, October, 2015 and January
2016 edition of the Zenith Economic Quar-
terly (ZEQ). We look forward to seeing more
of your interesting and educative journals in
future. Thank you.
Abubakar Sufiyanu

For: Executive Director
Institute for Agricultural Re-
search, Samaru
Ahmadu Bello University
Zaria, Kaduna State

I write on behalf of the Vice-Chan-
cellor to acknowledge with appre-
ciation the receipt of your letter
dated December, 2015 forwarding
a copy of the October, 2015 edi-
t ion of the Zenith Economic
Quarterly (ZEQ) Journal to the
Vice-Chancellor. No doubt, the
Journal will provide the Univer-
sity with useful information on
“SDGs and Extreme Poverty: From
Alleviat ion to Eradication”, and
also serve as a veritable reference
material in the University Library.
While commending the Manage-
ment of Zenith Bank Plc for the
publication, please be assured of
our warm regards and best
wishes.

Bayo Orukotan
Principal Assistant Registrar
Vice-Chancellor’s Office
Bells University of Technology
Ota, Ogun State.

I am directed by the Honourable Attorney-
General of the Federation and Minister of
Justice to acknowledge the receipt of your
letter forwarding the attached copy of the July
2015 edition of the Zenith Economic Quar-
terly (ZEQ) to his office. Accept the assur-
ances of the best wishes of the Honourable
Attorney-General of the Federation and Min-
ister of Justice.
Mrs C. M. Ogunniyi (FCSR)
For: Honourable Attorney-General of the
Federation and Minister of Justice
Federal Ministry of Justice
Maitama, Abuja
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economy—the Gross Domestic Product (GDP)—turned nega-

tive in Q1, 2016, standing at -0.36 per cent. The last t ime

Nigeria recorded a negative GDP growth was in 1995, when

the economy contracted by -0.3 per cent, according to the

World Bank records. Thus, the deterioration of the GDP to -

0.36 per cent in Q1, 2016, from 2.11 per cent level in the last

quarter 2015 and the persistence of poor macroeconomic

environment could be a pointer to the imminence of a reces-

sion as earlier indicated by the Central Bank of Nigeria. In its

Monetary Policy Committee (MPC) communique 107, the

apex bank had said: “the Committee acknowledged the se-

verely weakened macroeconomic environment, as reflected

particularly in increased inflationary pressure, contraction

in real output and rising unemployment,” recalling that “in

July 2015, it had hinted on the possibility of the economy

falling into recession unless appropriate complementary

measures were taken by the monetary and fiscal authori-

ties.” The MPC further stated that “unfortunately the de-

layed passage of the 2016 budget constrained the much

desired f iscal stimulus, thus edging the economy towards

contractionary output.”

Further breakdown of the GDP by the National Bureau

past year. These include uncertainty around economic poli-

cies, adverse external environment (especially crash of oil

prices), security challenges in some parts of the country af-

fecting production and distribution of agricultural produce,

low electricity supply, fuel shortages, and the foreign ex-

change crisis, among others. By the close of the first quarter

Q1, the 2016 Federal Government’s Appropriation Bill re-

mained in the vortex of parliamentary debates; militancy in

the Niger Delta was gradually gaining momentum; insur-

gency in the North-East persisted; fuel scarcity was wide-

spread and lingering; as well as salaries of civil servants in

most of the 36 states of the Federation also remained un-

paid for a number of months.

The upshot of all these was the abysmal state of the

economic indicators at the close of Q1, 2016. Indeed, for the

first t ime since the return of democracy in the country in

1999, the measure of the rate of growth/value of the

T

PERISCOPE

By Marcel Okeke

he Nigerian economy which, measured by

some key indicators, hit its seemingly lowest

ebb in two decades by the close of 2015, was

further dragged down during the first quarter

2016 by the same persisting conditions in the
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of Statistics (NBS) shows that the Q1,

2016 figure of -0.36 per cent repre-

sents a drop of 2.47 percentage points

in output from the 2.11 per cent re-

ported in the last quarter of 2015, and

4.32 percentage points lower than the

3.96 per cent recorded in the corre-

sponding period of 2015. Aggregate

output contracted in almost all sec-

tors of the economy, according to the

NBS, with the non-oil sector declin-

ing by about 0.18 per cent in Q1,

2016, compared with 3.14 per cent

expansion in the preceding quarter.

Only agriculture and trade grew by

0.68 per cent and 0.40 per cent, re-

spectively, while Industry, Construc-

tion and Services recorded negative

growth of -0.93, -0.26 and -0.08 per-

centage point, respectively.

Similar to this worrisome decline

in the GDP, general price level or infla-

tion, shot up signif icantly into the

double-digit region all through Q1,

2016. Of this trend, the CBN said: “the

rising inflationary pressure continued

to be traced to legacy factors includ-

ing energy crisis reflected in incessant

scarcity of refined petroleum prod-

ucts, exchange rate pass through from

imported goods, high cost of electric-

ity, high transport cost, reduction in

food output, high cost of inputs and

low industrial output.” The apex bank

further noted that the current infla-

tion trend, being largely a product of

structural rigidities and inadequate

foreign exchange earnings would

continue to be closely monitored, and

in coordinat ion with f iscal policy,

with a view to addressing the under-

lying drivers of the upward price

movements. Thus, for the f irst three

months in 2016, headline inflation

rate (year-on-year) rose from 9.6 per

cent in January to 11.4 per cent in

February and closed the quarter at

12.8 per cent. Core inflation (All items

less Farm Produce) also rose sharply

to 12.17 per cent in March, 11.00 per

cent in February and 8.80 per cent in

January, having stayed at 8.70

per cent for three consecutive

months through December,

2015. Food inflation also rose to

12.74 per cent in March, 11.35

per cent in February, 10.64 per

cent in January and 10.59 per

cent in December, 2015.

St il l in keeping with the

negative trend, the total value

of capital imported into Nigeria

in Q1, 2016 stood at US$10.97

million, the lowest level since

2007, according to the NBS

data. This also represents a de-

cline of 54.34 per cent since the

last quarter 2015, and a year-on-

year decline of 73.79 per cent.

Another feature of the period

under review was marked drop

in capital importation into the

country.

Capital importation is made

up of three investment types:
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Foreign Direct Investment (FDI), Port-

folio Investment, and Other invest-

ments—each comprising various

subsectors. Worthy of note however is

that while ‘Portfolio Investment’ and

‘Other Investments’ experienced de-

clines during the quarter under review,

FDI recorded some increase in Q1, 2016:

from US$123.16 million to US$174.46

million. As a result of this, its share of

total capital importation increased from

7.91 per cent to 24.54 per cent, although

it remained the smallest part of im-

ported capital. Over all, the NBS attrib-

uted the huge decline in capital impor-

tation during Q1, 2016, to what it de-

scribed as “symptomatic of the chal-

lenging period that the Nigeria

economy is going through following the

fall in crude oil prices.”

As capital imported into the coun-

try was declining during Q1, 2016, the

nation’s external reserves followed same

trend; decreasing to US$27.870 billion

in March 2016 from US$29.07 billion

as at December 2015. On a month-on-

month basis, stock of foreign reserves

stood at USD28.16 billion as at end-

January, 2016 but slipped to

US$27.82billion at the end of February,

2016. However, it inched up to

US$27.82billion as at end-March 2016,

just enough to provide less than six

months of imports cover.

The deplet ion of the foreign re-

serves during the quarter under review

is attributable to, among other things,

CBN’s consistency in ‘defending’ the

value of the national currency (Naira)

against the dollar in the foreign ex-

change market. Thus, the average naira

exchange rate remained stable in the

interbank segment of the foreign ex-

change market all through Q1 2016, but

was under pressure at the Bureau De

Change (BDC) segment of the market.

The off icial exchange rate averaged

N197/US$ in the period under review

while it averaged N313/US$ in the BDC

segment. On month-on-month basis,

the exchange rate opened the quarter

in January at N289.78/US$ but fell to

N329.83/US$ in February, before appre-

ciating to closed in March at N320.93/

US$. In the face of this trend, the apex

bank employed various policy measures

to keep supporting the naira as well as

conserve the nation’s stock of foreign

reserves; for example, it stopped the sale

of foreign exchange to BDCs, allowing

operators in that segment of the mar-

ket to source their foreign exchange

from autonomous sources.

THE CAPITAL MARKET
The equity market which declined 17. 4

per cent in 2015, depressed further in

the first quarter 2016. Specif ically, the

Nigerian Stock Exchange (NSE) All-

Share Index (ASI) fell by 10.9 per cent in

Q1, falling from 28,335.01 points to

25,306.22 points. Similarly, the market

capitalization shed N1.1 trillion, falling

from N9.8 trillion to N8.7 trillion dur-

ing the same period. Earlier in the year,

the Chief Executive Officer of the NSE,

Mr. Oscar Onyema, had anticipated the

return of investors who had remained

on the sidelines throughout 2015. He

said “this return is predicated upon re-

turn of investor confidence as a result

of effective implementation and com-

munication of the government’s eco-

nomic blueprint; credibility in monetary

policy stance; relative stability in the

macro economy (oil price stability above

benchmark targets, increase in tax col-

lect ion to gross domest ic product

among others) and improved security.”

However, none of these attenuating

conditions materialized during the first

quarter 2016. Rather, the market re-

mained under pressure of weak demand

for stocks from both domestic and for-

eign investors and poor corporate earn-

ings for 2015 f inancial year.

Notably, the foreign exchange re-

strictions by the CBN and persisting

exchange rate volatility affected the

participation of foreign investors in the

market, Q1 2016. Thus, equities trans-

actions figures released by the NSE for

the month of January, February and

March 2016 showed that total transac-

tions at the nation’s bourse decreased

by 17.87 per cent from N117.27 billion

recorded in February 2016 to N96.31

(about $0.49 billion) in March 2016. In

comparison to the same period in 2015,

total transactions decreased by 47.66

per cent from the N184.02 recorded in

March 2015. Domestic investors out-

performed foreign investors by 28.48 per

cent as total Foreign Portfolio Invest-

ment (FPI) transactions decreased from

36.48 per cent to 35.76 per cent over

the same period. Monthly foreign out-

flows outpaced inflows which was con-

sistent with the same period in 2015.

Foreign outflows decreased by 40.20

per cent from N31.84 billion in February

2016 to N19.04 billion in March while

foreign inflows increased by 40.77 per

cent from N10.94 billion in February

2016 to N15.40 billion in March 2016.

Further highlights of the domestic
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composit ion of transact ions on The

Exchange between January and March

2016 show that total domestic trans-

action decreased by 16.94 per cent from

February to March 2016. The institu-

t ional composit ion of the domestic

market increased by 0.71 per cent from

N38.25bil l ion in February to

N38.52billion in March whilst the retail

composition decreased by 35.57 per cent

from N36.24bil l ion in February to

N23.35billion in March 2016. This indi-

cates that institutional investors slightly

outperformed their retail counterparts

in the period under review.

The Q1, 2016 performance of the

equity market was also largely affected

by negative sentiments brought by

profit warnings by some companies, in-

cluding some banks. Indeed, five banks

including FCMB Group, FBN Holdings

Plc, Diamond Bank Plc, Ecobank

Transnational Incorporated and Skye

Bank Plc sent prof it warnings. Also

Courtville Business Solutions Plc, Com-

puter Warehouse Group Plc, among oth-

ers sent out not-so-impressive results.

Incidentally, investors’ reactions to the

profit warnings by banks led to the sec-

tor recording the highest decline in Q1.

The NSE ‘Banking Index’ went down by

19.25 per cent in the quarter in March

2016 and recorded highest sectoral de-

cline of 19.25 per cent in Q1, 2016.

 In its efforts to deal with some of

the investors’ concerns and worries in

the market, the Securit ies and Ex-

change Commission (SEC) introduced

the electronic dividend platform to en-

sure prompt dividend payments. Al-

though the e-dividend was launched late

last year, SEC embarked on public aware-

ness campaign in the first quarter, 2016,

taking the programme to Abuja, Kano

and Lagos. According to the Director

General of SEC, Mounir Gwarzo, e-divi-

dend platform will enable investors have

direct access to their dividends. “Once

the e-dividend is in place, the issues sur-
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rounding stale dividend warrants will be

a thing of the past; similarly, the chal-

lenges of travelling from one place to

another to deposit dividend warrants

would be completely eliminated. This

process would eliminate all challenges

associated with payments of dividends

in our markets,” Gwarzo said. The effort,

according to him, would also help in re-

ducing the quantum of unclaimed divi-

dend in the market, adding that “this is

because unclaimed dividends are an off-

shoot from dividends of small stake-

holders who have been unable to claim

them.”

OIL PRODUCTION & PRICES
In tune with the general decline in the

economy in Q1, 2016, both oil produc-

t ion and prices of the commodity

dropped significantly during the period.

Indeed, Nigeria lost its Africa’s top oil

producer status to Angola, as the

country’s crude oil production fell by

67,000 barrels per day in March, accord-

ing to data from the Organization of

Petroleum Exporting Countries (OPEC).

OPEC, in its Monthly Oil Market Report

(MOMR) for April, 2016, put crude oil

production from Nigeria at 1.677 mil-

lion bpd in March based on direct com-

munication, down from 1.744 million

bpd in February. Nigeria recorded the

biggest drop in output in the month

among its peers in OPEC, followed by

Venezuela, based on direct communi-

cation.

Exports and production of Nigeria’s

popular crude grade ‘Forcados’ contin-

ued to be shut in for most part of the

quarter under review due to a sabotage-

related spill on the subsea Forcados

pipeline. Nigeria in recent t imes has

been hit by a rise in militant attacks in

the Niger Delta; a development that has

been threatening oil production. OPEC

in its April MONR said “Crude oil out-

put increased mostly from Iran, Iraq and

Angola, while production decreased in

UAE, Libya and Nigeria.” Angola saw its

oil output rise to 1.782 million bpd in

March from 1.767 million bpd in Febru-

ary, based on direct communication,

according to the OPEC report.

According to data form Cardinal

Stone Partners, an investment firm, a

total of 959 vandalized points were re-

corded between January and March

2016 on Nigeria’s oil infrastructure – a

25 percent increase from the 768 van-

dalized points recorded in the corre-

sponding period of 2015. Nigeria’s 2016

budget is hinged on estimated daily oil

output of 2.2 million barrels per day and

a US$35 per barrel benchmark. Unless

the price of crude appreciates signifi-

cantly to make up for the shortfall in

production, the government may be

under pressure in meeting its budget

obligations. Crude oil prices made some

upwards climb by the close of the f irst

quarter, standing at above US$45 per

barrel to a combination of Nigerian, Ven-

ezuelan and other supply outages, as

well as declining U.S. production.

Telecommunications
The telecommunications sector of the

Nigerian economy sustained its good

performance streak during the first quar-

ter 2016, even when other sectors were

experiencing some decline. Thus, total

connected phone lines continued to rise

all through the period; moving from

214.5 million in January to 215.76 mil-

lion at the close of Q1. However, the

number of active lines dropped during

the same period: from 151.4 million in

January to 148.75 million in March 2016.

Teledensity (the number of phone lines

per 100 persons) also declined, from

108.11 in January to 105.41 in March.

Of the 148.74 million active line in

Q1, MTN accounted for the largest share

of 57.04 million (38 per cent), followed

by Glo with 34.60 million subscribers

(or 23.20 per cent) and Airtel with 33.86

million (or 22.70 per cent). Further break-

down of the active phone lines in Q1

shows that Lagos State accounted for

the largest share with 19.04 million (or

12.80 per cent), followed by Ogun State

with 8.53 million subscribers (or 5.7 per

cent); Kano State with 7.81 million (or

5.25 per cent); Oyo State with 7.53 mil-

lion subscribers (or 5.06 per cent); Fed-

Exports and production of

Nigeria’s popular crude

grade ‘Forcados’ contin-

ued to be shut in for most

part of the quarter under

review due to a sabotage-

related spill on the subsea

Forcados pipeline.
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eral Capital Territory, FCT, with

6.03 million (or 4.05 per cent);

Rivers State with 5.84 million

(or 3.93 per cent). On the other

hand, Bayelsa State (1.11 mil-

lion), Yobe State (1.40 million),

Ekit i State (1.42 million) and

Ebonyi (1.43 million) had the

smallest number of active sub-

scribers as of Q1, 2016.

Further analysis of the

telecoms market shows that

Lagos State was the dominant

market for all the active voice

telecom companies during the

first quarter 2016. It accounted

for 10.05 per cent of MTN total

voice subscribers, followed by

Ogun, Kaduna and Rivers in

that order. The State accounted

for 10.03 per cent of Glo (fol-

lowed by Oyo, Niger, Ogun and

FCT in that order); 16.0 per cent

for Airtel (followed by Ogun,

per cent), followed by Glo with 26.53

million subscribers (or 28.70 per

cent) and Airtel with 17.15 million

(18.56 per cent). Also, Lagos State

accounted for the largest share of

act ive Internet subscribers with

12.62 million or 13.65 per cent of

the total, followed by Ogun state

with 5.62 million subscribers or 6.09

per cent, and then Oyo, Kaduna and

Kano in that order. Lagos was also

the dominant market for all of the

active Internet telecom companies,

accounting for 11.34 per cent of

MTN total internet subscribers,

10.36 per cent of Glo, 16.95 per cent

of Airtel and 20.27 per cent of

Etisalat voice subscribers.

(Marcel Okeke is the Editor, Zenith

Economic Quarterly)

Kano and Oyo States); and 19.1 per cent of Etisalat

voice subscribers (followed by Ogun, Kaduna and

Rivers, in that order).

In a similar vein, the total number of active

Internet subscriptions in the country stood at 92.4

million at the end of Q1, 2016, with MTN account-

ing for the largest share of 33.35 million (or 36.09
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1.  INTRODUCTION

The absence of clear guidelines for the management of dor-

mant accounts in Nigeria resulted in different treatments of

dormant account balances by deposit taking financial insti-

tutions, thus raising concerns among bank account holders,

regulators and other stakeholders. Representations received

by the CBN from stakeholders on the subject highlighted the

need for the Bank to develop a regulatory framework on the

management of dormant and inactive accounts as well as

other unclaimed funds in Nigeria for the benefit of the bank-

ing system.

The essence of the Guidelines is to curb possible abuses in

the operation of dormant and inactive accounts, set opera-

tional standards for banks and OFls in line with best prac-

t ices and to reinforce the rights of depositors and/or

customers.

2. OBJECTIVES

The objectives of the Guidelines, among others, are to:

• Standardize the management of dormant accounts in

Nigeria;

• Conform to international best practice;

• Eliminate the possibility of banks converting dormant

accounts’ balances to income; and

• Strengthen risk management and internal control pro-

cesses.

3.  DEFINITION

The Guidelines adopts the following definitions:

a. Inactive Account: An account shall become inactive if

there has been no customer or depositor-initiated transac-

tion for a period of six months after the last customer or

depositor initiated transaction. During the inactive period,

the bank shall elevate controls on the account in line with its

P
o
lic

y
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precautionary policies, which may include surveil-

lance procedures and second level authorization.

Also, the customer shall not be required to pro-

vide any documentation to  activate the account.

Simple deposit or withdrawal shall suffice to acti-

vate the account.

b. Dormant Account: A bank account shall be clas-

sif ied as dormant if there has been no customer or

depositor initiated transaction in it for a period of

one (1) year after the last customer or depositor-

initiated transaction. When the account becomes

dormant, the bank shall institute controls consis-

tent with its precautionary policies,including sur-

veillance procedures and second level authoriza-

tion. To make such account active, the customer

is to provide satisfactory evidence of account own-

ership means of identif ication and present place

of residence.

c.  Unclaimed funds shall be categorized as:

i. Proceeds of stale local and/or foreign currency

drafts not yet presented for payment by ben-

eficiaries.

ii. Funds received from a correspondent bank with-

out sufficient details as to the rightful benefi-

ciary and/or a recall of funds made to the re-

mitting bank to which the Nigerian bank’s ac-

count had not been debited; and

iii. A judgment debt for which the judgment credi-

tor has not claimed the amount of judgment

award.

Customer or depositor-initiated transactions in-

clude cash deposits, withdrawals and transfers to

or from the account.

4. TREATMENT OF DORMANT ACCOUNT

BALANCES

In the light of the above, the following standards/

guidelines shall apply to the operation of dormant

accounts in Nigeria.

a. Interest-bearing accounts shall retain their in-

terest earning status during the period of dor-

mancy.

b. Deposit taking financial institutions shall con-

tinue to monitor accounts that show tenden-

cies of inact ivity andinitiate actions for their

react ivation or protection from wrong usage.

Such actions shall include, though not limited

to any of the following: SMS, e-mail, visitation,

and or phone calls. In all cases, the cost of moni-

toring the accounts and contacting the custom-

ers shall be borne by the bank.

c. Once accounts become dormant, they shall be

reported quarterly to Banking Supervision or Other

Financial Institutions Supervision Department of

the CBN, as the case may be, along with efforts

made by the obligor bank to locate the owners or

their personal representatives. Such returns shall

be rendered in the format of the Dormant Ac-

counts Reporting Template attached hereto.

d. In line with the requirements 0; the Uniform Ac-

count Opening Forms policy, every customer shall

provide a next of kin when opening an account.

e. Three months to dormancy, the bank shall notify

the account holder of the status of the account.

For individual accounts that the bank cannot reach

the account holder during the three (3) months

period, it shall contact the next-of-kin to assist in

locating the account holder(s). This will be done

within one month after the account has been de-

clared dormant. (For corporate accounts the bank

shall contact the directors of the entity or seek

information from the Corporate Affairs Commis-

sion on the Directors).

f. Henceforth, revalidation of inactive/dormant ac-

counts shall not attract any cost to the account

holder (as the banks would have made ample use

of the idle funds).

g. Dormant account balances shall continue to be

reflected in the books of banks as deposit liabili-

ties until they are eventually withdrawn by the

account holders or disposed of, on their instruc-

tions.

Once ac-
counts
become
dormant,
they shall be
reported
quarterly to
Banking
Supervision
or Other
Financial
Institutions
Supervision
Department
of the CBN,
as the case
may be, along
with efforts
made by the
obligor bank
to locate the
owners or
their per-
sonal repre-
sentatives.
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h. Dormant accounts balances shall be covered by Deposit

Insurance Scheme.

I. Banks that have, in the last f ive (5) years from the date of

these Guidelines, appropriated credit balances in dormant

accounts to income are to reclassify such accounts to

deposits not later than six (6) months from the effective

date of the Guidelines.

j. Notwithstanding the provisions of section (i) above, banks

shall retain the records of all dormant accounts irrespec-

t ive of the number of years of dormancy of the

accounts,and shall reactivate such accounts upon request

by the bona fide account holder or his/her legitimate

representatives.

5. TREATMENT OF UNCLAIMED FUNDS

a. Where any unclaimed funds remain outstanding in the

books of the bank beyond six (6) months, the bank shall

pool all such funds into a suspense account. The bank

shall warehouse the funds until the beneficiary shows

up or the corresponding bank debits its account; and

b. Any other legally payable fund shall with the prior ap-

proval of the CBN be considered “unclaimed” if it has

been in the possession of the bank for a period of six

months after becoming due and no claim has been made

by the owner of the fund. Such fund shall similarly be

moved into a suspense account.

6.   LIMITATIONS/SCOPE OF THE GUIDELINES

The following categories of accounts are excluded from the

Guidelines:

a. Savings accounts: Provided that such accounts are not

‘hybrid accounts’, which have features of both current

and savings accounts. Banks are, however, expected to

institute controls consistent with their internal policies

when a savings account becomes inactive to prevent

such accounts from being used for fraudulent purposes.

b. Government-owned accounts.

c. All individual accounts that are subject of lit igation

and/or fraud.

Individual accounts include sole trader, partnership, trust

account, solicitor client account, etc.

7.   Sanctions

Sanctions for contravention of the provisions of the Guide-

lines shall be imposed on quarterly basis under Section 60 of

the BOFIA as amended.

The Guidelines shall take effect from October 7, 2015.

FINANCIAL POLICY & REGULATION DEPARTMENT

CENTRAL BANK OF NIGERIA

ABUJA, OCTOBER 7, 2015
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By Eunice Sampson

ll around the world, workers are losing their jobs in droves with no hope of getting new ones. Meanwhile,

fresh job seekers continue to flood the labor market. “Every year, 40 million new young people join the

labor market. We are not growing quickly enough to absorb them”, Guy Ryder, the Director-General,

International Labour Organisation (ILO) recently complained, echoing the general frustration as global

youth unemployment f igures continue to mount.

The spiraling rate of youth unemployment has become a major global menace, made worse in recent

years by persistent economic recessions that have marked the last decade, and of course, the recent

demand and price slump in the global commodities market.

While the classif ication differs by countries and regions, youth unemployment generally refers to

joblessness of young people between the ages of 16-35 who are willing to work and actively searching for

jobs. Global unemployment rate currently averages 6 percent. But regional and country disparities re-

main unacceptably wide. Equally wide is the disparity between general and youth unemployment. Though
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there has been relative improvement in

job numbers in some of the most ad-

vanced economies, at 13.2 percent, glo-

bal youth unemployment rate is still

more than twice that of the general un-

employment figure.

As a consequence of the recent

great recession, some major economies

in Europe such as Spain, Greece, Croatia

and Italy still carry the burden of per-

haps the worst youth unemployment

situation in the world, at a staggering

40 to 50 percent. In the UK where sig-

nificant job gains have been recorded

in the last few years, a report published

by the House of Commons Library in

May 2016 shows that the youths are

still nearly three times more likely to be

jobless than the rest of the population.

In March 2016, 13.7 percent of young

people between the ages of 15-24 were

unemployed, compared to 5.1 percent

for the entire population.

In the United States, the story is simi-

lar. Overall unemployment f igure for

April 2016 was constant month-on-

month at 5.0 percent. But youth un-

employment rose within the same pe-

riod from 10.4 to 10.8 percent, tainting

the general unemployment statistics in

that country. The current global youth

unemployment crisis has left govern-

ments frustrated and policy makers

seemingly clueless.

The over a decade of frequent eco-

nomic recessions, poor educational cur-

riculum in several countries, lack of pre-

requisite technical and entrepreneurial

skills, and dearth of funds and startup

capital are some of the factors that have

fuelled the youth unemployment cri-

sis. And for the overly commodities-de-

pendent developing and low income

markets, complexities resulting from

the recent record slump in commodi-

ties pricing have aggravated the situa-

tion.

With 74 million youths currently

unemployed globally, the worst hit coun-

tries are especially at risk of breeding

abject poverty, social exclusion, in-

creased crime rate, saboteurs, armed

conflicts and social unrests.

The worst Hit Regions
Africa and Asia are the two continents

with the largest youth population. With

over 200 million people between the

ages of 15 and 24, the African continent

has the youngest populat ion in the

world. Its largest economy by popula-

tion and GDP size, Nigeria, is estimated

to have about 100 million people below

the age of 30 (approximately 70 percent

of the population). Egypt has an est i-

mated 60 percent youth population.

And in South Africa, over 60 percent of

the total population are also below the

age of 35.

Disturbingly, more than half of

Africa’s youth are currently unemployed.

In South Africa, youth unemployment

rate as at end March 2016 was over 50

percent compared to 26.7 percent for

the entire population. Data just pub-

lished by Nigeria’s National Bureau of

Statistics for f irst quarter 2016 shows

that youth unemployment increased to

21.5 percent from 19 percent; underem-

ployment increased to 19.1 percent from

18.7 percent. In Kenya, unemployment

hovers around 40 percent; and about

70 percent of these are youths from ages

15-35 years. An est imated 800,000

Kenyans join the labor market every year

with less than 7 percent of them get-

ting professional jobs. From 12.88 per-

cent in 2015, Egypt’s unemployment

rate is expected to rise to 13 percent in

2016, while youth unemployment is

double at 26.3 percent. Egypt, by the

calculation of the International Mon-

etary Fund (IMF, World Economic Out-

look April 2016), has officially become

Africa’s second largest economy, over-

taking South Africa. But this impressive

growth is yet to reflect on job creation

and economic empowerment for the

As a consequence of the
recent great recession,
some major economies in
Europe such as Spain,
Greece, Croatia and Italy
still carry the burden of
perhaps the worst youth
unemployment situation
in the world, at a stag-
gering 40 to 50 percent.
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youth population.

In Asia, the story is the same among

the major developing economies. India’s

latest census (2011) data released in Janu-

ary 2016 shows that around 41 percent of

the country’s 1.3 billion population is be-

low the age of 20 years, a massive 500 mil-

lion young people.  India’s youth unem-

ployment rate for the age group 15 to 24

years is 18.1 percent, with the illiterates

faring better than the graduates at 3.7 per-

cent unemployment rate. Recent surveys

by India’s Labour Bureau found that one

out of every three graduates between the

ages of 15 to 29 is unemployed. Unem-

ployment among Indian graduates is at

about 26.5 per cent in urban areas and 36.6

per cent in rural areas.

Even with a fast aging populat ion,

China is not spared the same dilemma. In

the summer of 2015, about 7.5 million col-

lege graduates entered the Chinese labor

market. Youth unemployment is at 10.2

percent, the highest rate in 26 years, fu-

elled by a slowing economy and a widen-

ing gap between skills obtained in colleges

and the practical skills in high demand at

the labor market.

Not surprisingly, much of the jobs that

have been lost since 2014 have been mostly

in the developing, emerging and low in-

come markets. Labour markets in these

economies have been stretched to break-

ing points as they suffer the rude shock of

a collapsed global commodities market

and dwindling economic fortunes.

The International Labor Organization

(ILO) has warned that unemployment will

continue to rise in the coming years as the

global economy enters a new period char-

acterized by slower growth, widening in-

equalit ies and turbulence. ILO’s annual

“World Employment and Social Outlook –

Trends 2016”, published in January 2016,

shows that more than 197 million people

around the world were unemployed at the

end of last year – 27 million more than the

pre-crisis level of 2007.  It forecasts that

2.3 million more people would be out of

work by the end of 2016, with an addi-

tional 1.1 million jobless in 2017, to reach 200.5 million un-

employed by that year, the highest figure in history. 60-70

percent of these would be from the youth population, and

mostly from developing, emerging and low income markets.

Equally disturbing is the growing figures of the self-em-

ployed and those in the informal sector whose jobs are at

risk. By ILO statistics, vulnerable employment accounts for

1.5 billion people, or over 46 per cent of total employment.

74 percent of workers in Southern Asia and 70 percent in sub-

Saharan Africa are in vulnerable employments characterized

by low productivity, low pay and lack of social safety nets.

On the other hand, an estimated 358 million young people

around the world are currently excluded from the labor mar-

ket because they lack the needed education, skills or training

that could get them employed.

Salvaging the Situation
To reverse the growing unemployment menace, the world

must intensify efforts at building entrepreneurship and de-

veloping future employers of labor. Even those without the

basic education and skills set needed to earn a living can still

be salvaged through adequate training, capacity building,

mentoring and access to funding. Going forward, focus must

Not surpris-

ingly, much

of the jobs

that have

been lost

since 2014

have been

mostly in

the devel-

oping,

emerging

and low

income

markets.
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be on consistently building new entre-

preneurs that could create more jobs, in

the short to long term.

Entrepreneurship thrives in environ-

ments where there are low entry barri-

ers for startups; adequate infrastructure

and social amenities such as electricity

and transportation; and where there is

access to seed funds and a ready market

for products and services. While empha-

sis on job creation is good; focusing

more on developing entrepreneurship

would be a much more sustainable way

of creating jobs for current and future

generations. A thriving entrepreneurial

environment not only reduces the num-

ber of people in the labor market but

also creates a multiplier effect that guar-

antees more jobs, more wealth and more

opportunities for the younger genera-

tion.

More than ever before, youths are

getting increasingly excited about the

prospect of starting their own

business. Maria Pinelli in an

article recently published by

the World Economic Forum,

discussed the outcome of a

2015 survey where 65 percent

of the 2,800 young people

studied around the world ex-

pressed their dream of running

their own business at some

point in their careers. About 27

percent want to do so imme-

diately and 38 percent would

prefer to learn from someone

else f irst. Leading this enthu-

siasm were two developing

economies, Mexico (91 per-

cent) and China (89 percent).

Youth entrepreneurship

remains one effective way of

curbing current alarmingly

high global unemployment level. This is

more so since young entrepreneurs will naturally demonstrate preference for re-

cruiting from the youth populat ion.

Also, entrepreneurs, especially in small

and medium scale businesses tend to

generate more new jobs opportunities

than large corporations. The same 2015

survey shows that 47 percent of entre-

preneurs (and 77 percent of world-lead-

ing entrepreneurs) plan to increase the

size of their workforce; compared to 29

percent of large corporations. Deliber-

ate policies at driving entrepreneurship

will create more jobs and effectively re-

duce the problem of youth unemploy-

ment.

Building and nurturing the next gen-

eration of wealth and job creators would

require the collaboration of stakehold-

ers in the public and private sector. Gov-

ernments must play their role in ensur-

ing a conducive macroeconomic and

fiscal environment for entrepreneurship

to thrive; and revamping the educational

curriculum towards one that encourages

and develops entrepreneurship mindset,

skills, capacity and innovation.

Also key is the need for access to

adequate and affordable funding of busi-

ness plans and projects, without which
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several entrepreneurs will not survive

past the first few years. It is also impor-

tant that a favorable tax regime be ad-

ministered for startups as a way of en-

couraging youngsters and new school

leavers to venture into their own busi-

ness.

For too long, emphasis has been on

helping the young job seekers secure

jobs – and without any meaningful suc-

cess. In the new dispensation character-

ized by increasing complexity in achiev-

ing robust jobs growth, emphasis must

shift towards creating a conducive so-

cioeconomic and regulatory environ-

ment where young businesses could

thrive – and this would entail stimulat-

ing innovation, nurturing entrepreneur-

ship, and building skills and requisite

capacity among the youth population.

And in developing effective entrepre-

neurial-friendly policies, attention must

be focused also on the most vulnerable

and disadvantaged young population,

including women, the physically chal-

lenged and the socially excluded. This

would help close growing inequality,

socio-economic exclusion and falling

standard of living.

Activating the
rural economies
Curbing youth unemployment and

breaking the current rural-phobia gene

will remain a mirage if rural economies

are not stimulated to become condu-

cive and rewarding, especially for the

young population. In economies where

youths in small towns are economically

empowered, rural-urban migration is

signif icantly reduced and so is youth

unemployment. The rural youths must

be presented with diversified economic

sectors to leverage for their career

growth and livelihood.

In traditional rural areas especially

in emerging and low income economies,

the only thriving sector is agriculture -

and even this is mostly subsistent farm-

ing that can barely serve any economic

purpose beyond putting basic food on

the table. For youths to find rural econo-

mies attractive and be willing to live

there, the rural economies must be de-

veloped and diversified. Basic infrastruc-

ture including efficient transportation

system, electricity and other social

amenities will have to be put in place.

When rural households are able to earn

good wages and enjoy modern infra-

structure, their general standard of liv-

ing is enhanced and the ever increasing

rural-urban migration is reasonably cur-

tailed.

With the massive potential that the

agricultural sector holds for young en-

trepreneurs, a major challenge in sev-

eral emerging and low income countries

is how to make this sector attractive for

the youth population. Still mostly writ-

ten off by the young and even some

aged as a “brown-collar job”, this indus-

try actually holds the key to solving the
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massive unemployment problem in

Afro-Asian countries.

Making the sector attract ive for

young entrepreneurs would entail mas-

sive reorientation, training and capac-

ity building, establishing internship pro-

grams in industrialized and large scale

farms for young university and polytech-

nic students, so they begin to see the

huge career opportunities and massive

economic gains that await them in com-

mercial agriculture.

Farming should be developed to be-

come a thriving, well-paying career for

young rural dwellers; not an undesirable

casual job that tough socio-economic

circumstances forces on them.  Achiev-

ing this would necessitate setting up

large scale, commercialized, innovation

and technology driven agricultural ven-

tures. It would also entail scaling up tra-

ditional agricultural approach to encom-

pass the entire food value chain, from

production and storage through, pro-

cessing, distribution, export, marketing,

among others. This would broaden the

scope of the sector, encourage special-

ization in the different areas, and cre-

ate massive job opportunities.

Rural youths should be trained to

see the connection between a thriving

agriculture and other critical sectors of

the economy, including medicine, en-

ergy, housing and construction, cloth-

ing, among others; and be nurtured and

mentored to identify and leverage the

diverse business opportunities the sec-

tor holds.

Apart from farming, other rural in-

dustries will have to be galvanized and

nurtured. Governments in partnership

with the private sector should drive the

activation of rural economies by delib-

erately bringing development closer to

rural dwel lers – access to tert iary

schools, ultra-modern health facilit ies,

contemporary means of transportation,

information and communication tech-

nology, among others. Importantly,

young dwellers in small towns would

require access to credit facilities and the

requisite financial management skills to

enable them drive their businesses.

Even with the recent gains in tele-

communications penetration world-

wide, several rural areas in emerging and

low income markets still do not have

access to up-to-date communication

tools. Youths in several small towns are

still excluded from seamless access to

the internet and the social media where

vast opportunit ies exist for them to

explore, including market information

that could stimulate new ideas, prod-

ucts and services.

Also, a large percentage of the fi-

nancially excluded population reside in

small towns. Developing products and

services that would attract this group

and increase their knowledge about, and

participation in the f inancial system

would be a critical step towards overall

economic empowerment. Adequate fi-

nancial literacy also empowers rural mi-

cro and small entrepreneurs to effec-

tively manage their businesses for en-

hanced returns and success.

When governments priorit ize rural

economic development, the traditional

perception of these communities as

breeding ground for poverty, medioc-

rity, illiteracy and socio-economic ret-

rogression would be erased, and the

young population would be encouraged

to live and work there. Because in sev-

eral countries, the rural areas harbor the

majority of those living below the pov-

erty line, developing the rural economies

would help close the gap between the

rich and the poor while also keeping the

youths positively and gainfully engaged.

Several commodit ies-dependent

emerging and low income economies

are currently exploring fresh ideas and

policies on how to diversify their econo-

mies and create new jobs. The rural

economies, with their massively un-

tapped potential, provide a good plat-

form to achieve these.

Tackling the problem of youth un-

employment and underdevelopment in

rural areas would be a positive step to-

wards addressing general global eco-

nomic challenges.

Leveraging ‘Green
Earth’ Opportunities
Discerning economic leaders are now

taking advantage of the opportunities

that the growing emphasis on “green

earth” presents. Governments in youth

unemployment-prone markets could

initiate policies that would trigger en-

trepreneurship opportunities as part of

their environmental sustainability strat-

egies.

In February 2012, the US govern-

ment released a presidential memoran-

dum titled “Driving Innovation and Cre-

at ing Jobs in Rural America through

Biobased and Sustainable Product Pro-

curement”. It instructed all heads of

government departments and agencies

to increase Federal procurement of

biobased products to promote rural eco-

nomic development, job creation and

job makers, and expand the penetration

of environmentally-friendly and sustain-
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able products. The executive action also mandated govern-

ment agencies to patronize “green businesses and products”

especially in the rural areas of the country, as a way of driving

innovation and creating new jobs and businesses in rural

communities while also achieving energy security and inde-

pendence.

Some of the economic activities that evolved from this

policy include construction, renovation, repair; building op-

erations and maintenance, landscaping services, pest man-

agement; electronic equipment; cafeteria operations; meet-

ing and conference services, building interiors/furniture; and

janitorial services. With this init iative, the US government

provided farmers in rural America with a ready market for

their bio-based products (corn, soybean, jute, among oth-

ers), which are needed by diverse industries for renewable

energy and other environmental and human-consumption

friendly purposes.

The US initiative is a classic example of how governments

could introduce policies that deliberately prioritize rural and

entrepreneurial development while also prompting the cre-

ation of ‘green’ job opportunities.

The prospects in today’s evolving ‘green’ economy are

enormous. For example, the present quests by environmen-

talists and chemists to derive all plastic materials from bio-

logical sources has been estimated to hold great entrepre-

neurial and jobs creation opportunities. Because much of

the plastic in use around the world today are non-biodegrad-

able and therefore very harmful to the physical environment,

new innovations and businesses have evolved in the effort to

tackle this challenge. The goal is to develop plastics from

biodegradable materials, such as corn starch and vegetable

fats and oils, which can easily decompose and be recycled. A

2011 report shows that achieving merely 20 percent of this

target would lead to the creation of about 104,000 jobs in

the U.S alone. And according to the report of the US Senate

Agriculture Committee, by July 2014, more than 3,000 com-

panies in the U.S. have evolved, either manufacturing or dis-

tributing bio-based products.

Similarly, a report published by the European Commis-

sion (European Bioplastics, 2012) estimates that the Bio-

economy related sectors now account for 22 million jobs,

which is approximately 9 percent of the EU workforce.

The ‘green’ sectors are only just evolving in most emerg-

ing and low income markets of Asia and Africa. Governments

in these regions would do well to take a cue from these ex-

amples and create a conducive macroeconomic and regula-

tory environment that would jumpstart these new sectors

and turn them it into the job spinning machines that they

have become in advanced markets.

Opportunities in Technology
and Social Media
With the advent of the social media, thousands of young

billionaires and multimillionaires have emerged around the

world, leveraging innovation and entrepreneurship in this

sector.

In August 2015, Forbes published its f irst ever list of 100

top tech billionaires with a total net worth of $842.9 billion.

Interestingly, several of the social media and technology bil-

lionaires on the list made their fortunes way before they hit

30 years. Bill Gates (co-founded Microsoft Inc. in 1975 at the

age of 20); Larry Page and Sergey Brin (co-founded Google

Inc. in 1998 at the age of 25); Mark Zuckerberg (founded

Facebook in 2004 at the age of 20); Elon Musk (became a

multimillionaire in his late 20s following successes in diverse

technology business ventures, including, SpaceX, Tesla Mo-

tors, SolarCity, PayPal and Hyperloop) are some popular ex-

amples.

Today’s ICT and social media space holds huge prospects

for young, innovative entrepreneurs. And in the last three

decades, this sector has been dominated by youths. Every

day, new opportunities for entrepreneurship and job creation

continues to spring up.
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Aside from being an industry

that is dominated solely by the

young, another big attraction in

the social media industry is that it

thrives on great, innovative, prob-

lem-solving ideas, and not on avail-

ability of huge startup capital. The

most successful social media en-

trepreneurs started off their

today’s multibillion dollar busi-

nesses with zero balance, but

plenty of innovat ive ideas that

addressed the world’s everyday so-

cioeconomic problems.

Perhaps no innovation in the

history of mankind presents as

endless and immeasurable oppor-

tunities for wealth creation as the

social media. But millions of this

type of innovations are st ill wait-

ing to be discovered. In fact, just

as is the case with today’s social

media, there are hundreds of sec-

tors and industries that are yet

to be discovered or named.

The creat ive energy of the

youths must be st imulated

and guided towards unveiling

these life-changing discover-

ies.

Addressing a
defective educational
System
China has undoubted ly

achieved remarkable eco-

nomic progress in the last few

decades. But the country still

struggles with massive level of

unemployment among its

university graduates. The out-

come of a study carried out by

Perking University in 2014

showed a growing skills gap in

the Chinese labor market.

While the country’s university gradu-

ates aspire to work in law and biol-

ogy, the top five in-demand positions

in the labor market were identified to

include salesmen, technicians, agents,

customer service staff and waiters.

This has increased the number of job-

less young school leavers in the coun-

try. To reverse this gap, China is cur-

rently revamping and refocusing its

schools’ curriculum around voca-

tional and commercial education, in

line with its status as the world’s unri-

valled commercial hub. To further

drive its increasing focus on entrepre-

neurship, China in 2015 set up a ven-

ture capital fund of 40billion yuan

($6.5billion) to spend on emerging

start-ups across the country.

The educational system remains

the most effective platform for kick-

starting the process of building the

requisite skills for future job seekers

and job creators. But we saw in the

experience of China , in several emerg-

ing economies, the curriculum of

schools at all levels needs to be re-

vamped, updated and upgraded. This

is to enable schools inculcate in chil-

dren the skillsets required towards be-

coming future entrepreneurs and

value adding employees. The labor

market is today awash with hundreds

of millions of job seekers. But a huge

percentage of these is not employ-

able, not having garnered the neces-

sary skills that would make them pro-

ductive and indispensable to employ-

ers of labor.

Several countries still run educa-

tional curriculum that are at best ar-

chaic, obsolete and completely out

of tune with modern economic and

business realities. The education sys-

tem has to be reassessed for their role

in ensuring that the youths are better

prepared for the now highly global-

ized and st iffly competit ive labor

market.

Obtaining a formal certif icate is

no longer enough. Developing hands-

To reverse

this gap,

China is

currently

revamping

and refocus-

ing its

schools’

curriculum

around

vocational

and com-

mercial

education,

in line with

its status as

the world’s

unrivalled

commercial

hub.
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inborn, converting them to viable busi-

nesses – entrepreneurship – can actu-

ally be learned. From mid-school age,

students could be taught, formally and

informally, skills such as f inancial man-

agement, goal setting, time manage-

ment, project planning, managing feed-

back, teamwork, effective communica-

tion skills, brainstorming, creative think-

ing, failure management, information

management, priorit izing and t ime

management, identifying innovative

ideas, networking, basic risks manage-

ment, among others. These skills learnt

early in life would build self-confidence,

entrepreneurial mindset and the pro-

duct ive drive that youngsters would

find useful later in life.

Educational programs that support

the development of these skills would

help create a new brand of school leavers

that are better prepared not only to cre-

ate economic opportunities for them-

selves but for others.

Final Thoughts …
Entrepreneurship thrives in an environ-

ment where there is adequate capacity

and skills development. And this delib-

erate nurturing should begin from

households and through schools at di-

verse levels. For developing economies

to groom more job creators, schools’

curriculum must be upgraded to include

transfer of skills that propel and nurture

innovation, creativity and entrepreneur-

ship. There is also the need to imbibe

the culture of internship during school

years, as a way of triggering the entre-

preneurship spirit. Institutions and eco-

systems that inculcate hands-on skills

in business innovation and manage-

ment are needed, and students should

be made to go through them as part of

the fulf illment of their degree require-

ments.

But in managing the development

of these skillsets, one cap cannot fit all.

Every economy is unique, and with

unique economic inclinations, charac-

teristics and business prospects. Econo-

mies must be able to access their areas

of relative advantage and work towards

developing requisite expertise towards

harnessing them. As Daniel Isenberg

(founder of the Babson Entrepreneur-
ship Ecosystem Project) puts it, ‘the as-

piration to become the next Chile or

the next Taiwan does not necessarily

mean copying them directly. Each coun-

try instead must examine its own cir-

cumstances, strengths, and weaknesses

and design approaches that are rooted

in these local realities’.

Protracted high level of youth un-

employment portends serious risk to any

socio-economy and is a breeding ground

for intergenerational poverty, crimes,

social instability and anarchy. In actual-

izing the goal of building more job cre-

ators therefore, every socioeconomic

agent is a key stakeholder. While gov-

ernment must provide the enabling

policy, f iscal and regulatory environ-

ment, educational inst itutions, busi-

nesses, non-governmental organiza-

t ions, inst itut ional investors,

multilaterals, and major international

agencies, all have roles to play.

(Eunice Sampson is the Deputy Editor,

Zenith Economic Quarterly)

on skills, the can-do spirit, and a cre-

at ive and problem solving mindset,

should be the new educational focus.

In this vein, defective educational

systems must be restructured to instill

the skills needed to thrive in today’s busi-

ness world. In several emerging and low

income countries, internship, be it at

student or graduate level, is virtually an

unknown practice. Students go through

school without acquiring skills needed

to survive in the real world, saddling em-

ployers of labor with the time consum-

ing and difficult burden of training them

to f it into the business environment.

Early exposures to business practices

and employers’ needs go a long way in

helping the young ones f it seamlessly

into the business world after school,

while also inspiring them to become job

creators rather than employment seek-

ers.

Even for those that plan to take up

paid employments, imbibing entrepre-

neurial skills becomes an added edge

that would make them more competi-

tive and relevant in today’s highly com-

petitive and digitized job market.

Experts around the world agree that

while innovation and creativity can be
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By Chuks Nwaze

effect of these issues have the tendency to impact nega-

tively on the fortunes of the deposit money banks, and by

implication on their profitability and ability to retain staff.

ALLEGED ‘ROUND TRIPPING’
OF PUBLIC SECTOR FUNDS
There have been allegations that some deposit money banks

are reaping huge profits from lending interest-free public

sector funds back to them at maximum ‘spread’. Below are

excerpts from an address to journalists by the former CBN

governor, Lamido Sanusi, after an MPC meeting as reported

in THISDAY of July 24, 2013 (cited by Henry Boyo in the PUNCH

of July 29, 2013, p.91):

 “…first of all, you have got liquidity surplus in the bank-

ing industry…there is over N1.3 trillion or so sitt ing in banks

and belonging to government agencies. Now, basically, they

(these funds) are at zero percent interest and the banks are

lending about N2 trillion to the government and are charg-

ing 13 to 14%! Now that is a very good business model, isn’t

it? Give me your money for free and I lend it to you at 14

percent; so why would I go and lend to anyone…?”

In his article published in The PUNCH of September 15,

2014 p.95, Henry Boyo has said:

“The financial PUNCH section of The PUNCH, Monday,

September 8, 2014, carried a story titled, ’12 banks earn
N1.4tn in six months’. The report explained that published

trading results showed that 12 banks made a combined af-

ter-tax profit of N223bn between January and June 2014…the

declared profits is spectacularly almost 16% of gross earn-

ings. Instructively, however, in spite of their role as the real

drivers of employment and inclusive economic growth, the

trading results of industrial and commercial conglomerates

cannot boast this same degree of success…”

Comment: The question of whether banking is a busi-

ness (driven solely by the profit motive) or a profession (guided

by rules, regulations and ethical conduct) remains relevant.

However, it is doubtful if the bizarre profit f igures will con-

tinue in view of the sliding economic indices, oil price slump,

tight regulatory framework and implementation of the Trea-

sury Single Account (TSA), all of which will shrink margins

and diminish opportunities for ‘fast-track’ revenues.

NDIC WARNS BANK EXAMINERS
AGAINST UNETHICAL PRACTICES
The NDIC has beamed a searchlight on its field staff. Accord-

ing to the managing director, Alhaji Umaru Ibrahim, as re-

ported in The PUNCH of Thursday, July 3, 2014, the organiza-

tion has warned its bank examiners that the corporation

would not condone any form of unethical conduct in the

course of their duties. Although the NDIC boss was not spe-

n this edition, we continue with a comprehensive dis-

cussion of the contemporary and regulatory issues that

define the operational boundaries of the Nigerian fi-

nancial system. As readers will observe, the combinedI
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cif ic on the nature of unethical prac-

tices being referred to, he, nonetheless,

said that the corporation would wel-

come feedback from banks on the con-

duct of its f ield examiners. He added

that the NDIC placed premium on con-

sumer protection and that it had taken

steps to promote this, including a dedi-

cated 24-hour toll-free help desk.

Comment: This is a step in the right

direction and we commend the man-

agement of the NDIC for this warning.

MICROFINANCE BANKS
(MFBS): ENDANGERED BY
BAD LOANS?
The following are excerpts from the re-

port released by the NDIC in September,

2014:

“…Non-Performing Loans (NPLs)

held by the MFBs in 2013 was 45.7 per

cent of the total loan portfolio (a de-

cline from the 61.9 per cent NPLs posi-

tion of the MFBs as at December, 2012

following the pressure on them by the

apex bank to tighten their credit pro-

cesses). This f igure emerged from the

on-site examination of 797 of the 821

registered MFBs in the country con-

ducted by the CBN and highlighted in

its Financial Stability Report. Besides,

only 526 or 66 per cent of the MFBs

examined by the CBN, met the statu-

tory capital adequacy ratio (the ratio of

capital to credit) of 10 per cent. And

just 568, or 71.2 per cent, satisfied the

minimum liquidity ratio (the ratio of

deposits to credit) requirement of 20

per cent…That some 271 MFBs have is-

sues with capital adequacy ratios and

with only 229 meeting regulatory liquid-

ity requirements call for some con-

cern…”

Comment: There is need for the

regulators to strengthen their supervi-

sory capacity by reducing Non-Perform-

ing Loans (NPLs) and keeping distress

at bay. Erring operators in the f inancial

system should be appropriately sanc-

tioned.

INSURED DEPOSIT LIMIT
RAISED
In a report to the House of Representa-

tives, the NDIC stated that it currently

provides deposit insurance coverage to

the twenty three (23) deposit money

banks (DMBs), 882 Microfinance Banks

(MFBs) and 101 Primary Mortgage In-

st itutions (PMIs) existing as at 2014.

With effect from November 2010, the

limit was raised to N500,000 per deposi-

tor of DMBs and N200,000 per deposi-

tor for MFBs and PMIs. According to

the NDIC, the current N500,000 cover-

age level for DMBs fully covers about

90% of depositors and about 30% of

the volume of deposits in the regular

banks. Similarly, the N200,000 cover-

age level for the MFBs and PMIs takes

care of 99% of the depositors and about

51% of the total volume of deposits in

that bracket.

Comment: The insurance coverage

limit is per depositor, irrespective of the

number or volume of deposits you have

in a particular bank! For instance, if you

maintain five accounts in one bank with

a combined deposit of N10million, what

you will get on liquidation is N500,000.

Hence, although the vast majority of

legit imate depositors have been

brought under the umbrella, only a frac-

tion of the actual volume of deposits is

covered by the insurance.

NDIC REDUCES INSURANCE
PREMIUM TO SUPPORT
BANKS
The Nigeria Deposit Insurance Corpora-

tion (NDIC) has thrown additional life-

line to the banks by reducing the basis

of assessment of the deposit insurance

premium for a second time in four years;

the new rate took effect from 2015. Ac-

cording to the NDIC, as reported in The

PUNCH of Friday, September26, 2014,

p. 29:

“In support of the Financial Stability

Fund in 2010, we reduced the premium-

based rate from 0.5 per cent to 0.4 per

cent and that took effect 2011 up to

this year, and that is for four years, and

for this four-year period, we have had a

reduction of N53bn as a result of reduc-

tion in the base rate from 0.5 to 0.4.

Now, from next year, there is going to

be an additional reduction in the base

rate from this 0.4 to 0.35per cent…we

want to make sure that we reduce the

premium burden for banks and also to

make sure that the deposit insurance is

fairly priced. We want to support the

banks to make sure they succeed”.

Comment: Although this gesture is

commendable, banking industry opera-

tors are divided on whether the NDIC is

genuinely assisting the banks or they

are correcting some distortions inher-

ent in the previous assessment modali-

ties. Meanwhile, since this translates to
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a reduction in the cost of fund for the

banks, are borrowers not expected to

benefit in terms of lower lending rate?

STAKEHOLDERS SHOULD
REPORT ABUSES BY BANKS
The NDIC has called on the various

stakeholders in the f inancial sector to

promptly report f inancial abuses by

banks for appropriate action. The man-

aging director, Alhaji Umar Ibrahim,

made the call at the 2014 Lagos inter-

national trade fair. The Vanguard of No-

vember 20, 2014, p.24 has the follow-

ing:

“The Corporation is not unaware of

the perennial problems between the

customers and their banks, ranging from

arbitrary bank interest charges, account

balances manipulat ion to outright

frauds and forgeries…the corporation

has also created Complaint Units in the

Bank Examination Department (BED)

and Special Insured Institutions Depart-

ment (SIID) to carter for the needs of

DMBs, FMBs and PMBs who wish to

lodge complaints. That is not all. The

Corporation’s website has been rede-

signed and equipped with major social

media platforms like Facebook, Youtube,

Twitter and Instagram to enhance com-

munication…”

Comment: The implicit assumption

in this request by the NDIC is that stake-

holders have not been reporting corpo-

rate governance abuses in the past

hence they should do so henceforth.

Well, the crux of the matter is whether

the regulatory authorities possess the

wherewithal to enforce compliance with

best practices. Meanwhile, ‘Whistle-

blowers’ should be actively encouraged.

BANK FRAUD AND
NON-PERFORMING LOANS
GROW
In a related development, the NDIC has

raised alarm over the surge in cases of

bank fraud and non-performing facili-

ties. According to the NDIC Annual Re-

port for 2014, as reported in THE SUN of

July 8, 2015, cases of bank fraud rose

from 3,786 in 2013 to 10,612 as at De-

cember, 2014 (183% increase). In mon-

etary terms, the amount increased from

N21.8bn to N25.61bn (17.5% increase).

In the same vein, non-performing loans

moved up from N321.7bn in 2013 to

N354.8bn in 2014 (increase of 10.3%).

The former managing director of Asset

Management Corporat ion of Nigeria

(AMCON), Mr. Mustafa Chike-Obi also

warned, as published in The PUNCH of

January, 2015 p. 54:

“We can see that there is an eco-

nomic headwind coming to Nigeria this

year; and when the economic headwind

comes, it will certainly impact on the

Non- Performing Loans levels. So we

expect an increase in the NPL levels this

year”.

Comment: For bank fraud, it is not

diff icult to predict the fact that this

trend is likely to continue as more and

more bank employees are being thrown

into the burgeoning unemployment

market and those remaining are look-

ing for avenues to ‘settle’ themselves.

In the case of bad loans, the worsening

economic climate, coupled with in-

stances of insider abuse, could combine

to heighten loan defaults.

BEWARE OF ‘WONDER
BANKS’: FSRCC WARNS
NIGERIANS
The Financial Services Regulation Coor-

dinating Committee (FRSCC), a com-

mittee comprising of 10 regulatory

agencies in the Nigerian f inancial sec-

tor (CBN, Corporate Affairs Commission,

Federal Ministry of Finance, National

Insurance Commission, NDIC, SEC, Ni-

geria Commodity Exchange, FIRS, Na-

tional Pension Commission, Nigerian

Stock Exchange) has warned depositors

to beware of fraudsters who go by the

name of fund managers. According to

its statement in DAILYSUN of February

20, 2015 p.32:

 “…These fraudsters often camou-

flage as fund managers and agents of

other purported money spinning

schemes commonly referred to as ‘won-

der banks’. These illegal operators offer-

ing f inancial products and services un-

der various guises normally entice their

unsuspect ing vict ims by promising

them very high returns or interest, only

for them to default and most t imes

abandon their principal place of busi-

ness in the long run. The FRSCC is there-

fore compelled to issue this advice to

the general public to be wary of the kind

of persons or institutions they entrust

their money in their care to avoid un-

pleasant consequences…while the

member agencies of the FRSCC have

put in place mechanism for addressing

complaints from customers of agencies

licensed by them and would continue
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to address those complaints, henceforth

complaints from persons who patron-

ized illegal fund managers/‘wonder

banks’ will not be entertained…”

Comment: The ‘Ponzi Booby Trap’,

otherwise called ‘Wonder Bank’ in this

environment, refers to the situation

where con men use a new deposit to

settle the unrealistic promises made to

an earlier customer until funds dry up

and they vanish from the business pre-

mises. It is the gullibility of the average

Nigerian, propelled by the get-rich-

quick syndrome that has necessitated

this advice by the FRSCC. A typical ‘for-

tune seeker’ is not even deterred by the

fact that his friend, neighbor, father,

mother, brother or sister has lost money

in the same manner; he believes that his

own will be different and that he will

‘make it’.

OIL PRICE SLUMP: FINANCIAL
DISTRESS IMMINENT?
The years ahead will constitute an acid

test for the Nigerian banking sector, not

only on account of the collapse in oil

prices but also in view of the array of

regulatory intervention designed to sta-

bilize the economy. The managing di-

rector of Afrinvest West Africa Limited,

Mr. Ike Chioke, alluded to this scenario

in his opinion as published by The

PUNCH of January, 2015:

“It is going to be very challenging

for the banking sector this year. You re-

member a gradual progression of the

CBN trying to reduce the fee element

that the banks do enjoy. The Commis-

sion on Turnover for example has been

reduced from 5 to 3 and one per mille.

By 2016, it will be reduced to zero. The

CBN has also come up with a lot of

measures to control the foreign ex-

change. All of these are taking away the

fee incomes that the banks would ordi-

narily have enjoyed. So I see that some

banks will be in a place where their cost

structure may be too diff icult for the

income generated to carry. So they will

have to f ind new ways to generate ad-

ditional income. But trying to f ind new

ways to generate additional income in

an environment where there is declin-

ing revenue overall for the federal, state

and local governments is going to be

very difficult…”

Comment: It has been predicted

even by non-experts and casual observ-

ers of the Nigerian financial system that

the ‘boom’ era just might be over for

Nigerian banks. What is not clear is

whether the operators themselves are

prepared for this, judging from their

apparent preference for deposit mobili-

zation instead of capitalizat ion. We

need to understand why a bank that

wants to survive must grow its capital

base (not deposit base). The reason is

because the statutory ratio between

loans and shareholders’ funds (known

as capital adequacy ratio) must be main-

tained at all times, with the current in-

ternational standard being a minimum

of 10%. In other words, unrestrained in-

crease in loans (the major source of earn-

ings) without a corresponding growth

in capital base (i.e. shareholders’ funds)

is detrimental to the ‘health’ of the f i-

nancial institution. Only poorly-man-

aged banks focus on deposit mobiliza-

tion at the expense of capital.

HOW BANKS LOST OVER
N203BN TO ELECTRONIC
FRAUD IN FIFTEEN YEARS
One fundamental issue in the banking

industry is the paucity of accurate sta-

tistics.  However, even the official f ig-

ures will provide enough cause for worry,

especially with respect to electronic-re-

lated fraud, which is the new focus of

criminals. According to the Nigerian In-

ter-Bank Settlement System (NIBBS),

quoting the data from the research con-

ducted by the Financial Inst itut ions

Training Centre (FITC), the breakdown

of electronic-related fraud perpetrated

in Nigeria between 2000 and October

2014 is as follows (see table):

While the upsurge in 2008 could be

traced to the stock market crash, 2013

is particularly memorable as few banks

were said to have lost a total of N40bn

in a syndicated electronic fraud which

took place during the last quarter of that

year.

Comment: According to this report,

the cases involved include: ‘Card-not-

present’, card skimming, physical at-

tacks on ATM machines, card trapping

and several others. It was also observed

that the above scenario was mostly due

to inappropriate management of cus-
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tomer data by banks. Since banks can-

not be insulated from the socio-eco-

nomic situation in Nigeria, it should not

be difficult for anyone to appreciate why

the corruption and general increase in

crime rate has manifested in the increas-

ing cases of bank fraud.

FRAUDSTERS ARE ONE-STEP
AHEAD AS e-BANKING FRAUD
TAKES THE LEAD
The Special Fraud Unit, Ikoyi, Lagos, has

raised alarm that despite all the elabo-

rate arrangements put in place by the

regulatory authorities to ensure the se-

curity and operational integrity of elec-

tronic banking platforms in Nigeria,

fraudsters have managed to device po-

tent means to thwart these efforts and

remain in business. In fact, e-banking

frauds now occupy the f irst position in

the list of reported fraud cases. The most

common is said to be the Money Trans-

fer (Wire) Instruction Schemes where

either the bank customers’ account pass-

words are stolen or hacked into or where

the security pass codes of bank officials

are compromised through the bank’s

electronic platform. These scenarios are

explained below:

• In the f irst scenario, fraudulent

wire transfer instructions are scanned

supposedly from the customers’ ac-

count profile to the relationship man-

agers and either through active conniv-

ance or sheer negligence on the part of

the bank, such platform instructions

are honoured by the bank as money run-

ning into hundreds of millions of Naira

is paid into fraudsters-nominated bank

accounts.

• In the second scenario, the bank’s

e-platform is completely hijacked by

fraudsters and swift transfer of large

chunks of fund running to several mil-

lions of Naira are effected into accounts

of nominees, proxies, associates or al-

lies of fraudsters.

• There is also a third scenario

whereby unscrupulous

bank officials fake custom-

ers’ Transfer Instruction Let-

ters and forge mandate sig-

natures to defraud hun-

dreds of millions of Naira

from customers’ account.

Comment: Growth is a

mult i-faceted phenom-

enon. It should, therefore,

not be surprising that crimi-

nals and fraudsters are also

keeping pace with the

growth in other sectors of

the economy, including

banking. The source of worry here is the

fact that preventive, investigative and

deterrent machinery seem to be lagging

behind. Surely, electronic banking frauds

constitute a formidable challenge to

the cashless policy.

INSIDER ABUSE BY BANK
STAFF BLAMED FOR
ELECTRONIC FRAUDS
Executive Director Operations, First City

Monument Bank (FCMB), Mr. Nath Ude,

in a keynote address  presented at the

Nigeria electronic Fraud Forum (NeFF)

general meeting for 2015 which was held

in Lagos in June 2015, dwelt on the in-

creasing instances of insider abuse as

driver of electronic fraud.  The Guardian

of June 13th 2015 has excerpts of his ad-

dress which centred on ‘e-fraud and in-

sider abuse’:

“…Banking is built on trust. Custom-

ers’ data is an asset to banks and to re-

tain the customers’ trust, banks need

to protect these assets. Fraudsters are

succeeding because banks have not paid

enough attention to strategies that

could minimise these incidents…most

electronic fraud is from insiders even

from unexpected sources including dedi-

cated employees…banks will be able to

combat electronic fraud by f iltering out

predatory employees, reviewing up-

wards, the required reliability status for

all staff who need privileged roles to

Electronic-related fraud  in Nigeria (2000 - 2014)

Source: Nigerian Inter-bank Settlement System
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work as well as deploying appropriate

prevention and detection technologies

like CCTV monitoring and access cards

with authorizations...”

Comment:  Surely, this banker

knows what he is talking about. The crux

of the matter is the fact that in their

hot pursuit for ‘mega deals’ some banks

place greater premium on staff mem-

bers who are ‘connected’ to the ‘high

and mighty’ in the society at the ex-

pense of individuals with character and

integrity. In other words, the marketing

function takes precedence over opera-

tions and controls. Sadly, at the end of

the day, what they gain with one hand

is lost through the other!

BANKS ON LENDING SPREE
TO PUBLIC SECTOR
The Debt Management Office (DMO)

has raised alarm over banks’ increasing

lending to the public sector without

obtaining the due regulatory approval.

According to the DMO advertorial in

Sunday SUN of June15, 2014:

“As operators in the f inancial sys-

tem, all banks are expected to be con-

versant with all laws and regulations

related to their business. Accordingly,

all banks are expected to be conversant

with the provisions of Section 24 of the

Debt Management Office (Establish-

ment, Etc.) Act 2003, which states that:

All banks and f inancial institutions re-

quiring to lend money to the Federal,

State and Local Governments or any of

their agencies shall obtain the prior ap-

proval of the Minister (of Finance). The

DMO, having observed that some banks

were contravening this law took the ex-

tra step in June 2013 to advertise in

major newspapers to remind banks of

this legal requirement. In spite of this

extra effort by the DMO, we observed

that some banks are still not comply-

ing with the law as it relates to lending

to all t iers of Government and their

agencies. This public notice serves as the

last reminder and warning to all banks

that any further contravention will be

responded to with full sanctions appli-

cable by the Federal Ministry of Finance.

The DMO shall also advise the relevant

regulatory authorities, including, but

not limited to, the Central Bank of Ni-

geria and Fiscal Responsibility Commis-

sion, to apply the necessary sanctions,

in accordance with the relevant laws…”

Similarly, the CBN in its circular BSD/

DIR/GEN/LAB/02/032, dated October 3,

2014, warned banks to follow due pro-

cess in their loans to the public sector:

“We refer to a letter dated June 4,

2014 forwarded to all banks by the Debt

Management Office (DMO), which speci-

f ied the guidelines on the above sub-

ject. The Central Bank of Nigeria has

noted with serious concern that some

banks have failed to adhere to the guide-

lines specified by the DMO in relation

to lending to any tiers of government.

It is in this regard that we write to direct

banks to be guided by the guidelines

and all extant laws and regulations on

this matter and henceforth, desist from

inundating the DMO with requests for

ISPOs. Banks are warned to be guided

accordingly as the CBN will not hesi-

tate to impose SEVERE penalties on

erring banks”.

Comment: These disclosures by the

DMO and the CBN circular that fol-

lowed are steps in the right direction to

ensure that banks’ loans to the public

sector are not abused at the detriment

of the f inancial system and the overall

economy

NEXT EDITION
We invite you to keep a date with ZEQ

in the next edition as we continue with

this dialogue on the fascinating inter-

actions between banks, their custom-

ers and the regulators.

(Chuks Nwaze is the Managing Direc-

tor Consultant/CEO, Control & Surveil-

lance Associates Ltd)
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debt to GDP ratio is 13 percent and will

not exceed the 20 percent self-imposed

threshold until 2017, and as such Nige-

ria is under-borrowed and still within a

safe debt threshold. The DMO’s argu-

ment has however been challenged by

the humongous debt servicing obliga-

t ion. According to IMF’s recent heat

map assessment, although Nigeria’s

debt-to-GDP profile is well below warn-

ing thresholds, public debt service will

reach a concerning level amounting to

more than 50 percent of general gov-

ernment revenue. In 2015, Nigeria ex-

pended 28.1 percent of its revenue on

debt servicing and this is expected to

the obvious intention to continue in

that trajectory. According to data from

the Debt Management Off ice (DMO),

Nigeria’s total public debt stock (exter-

nal and domestic) was N12.6trillion as

at end 2015, up N1.4trillion or 12.5 per-

cent year-on-year from N11.2trillion in

2014. In 2016, federal government’s

budget def icit is a staggering

N2.2trillion – 36.51 percent of total gov-

ernment spending plan for the year. And

this could rise to N3trillion. Anxiety over

Nigeria’s fast rising public debt is fur-

ther aggravated by trepidation of con-

tinuous borrowing following persistent

low oil prices, dwindling crude oil pro-

duct ion and the resultant decline in

government revenue.

Although the Debt Management

Office (DMO) has persistently assuaged

fears about Nigeria’s debt profile, debt

sustainability, and the likelihood of a

sovereign debt crisis, public aversion to

the rising debt is pervasive especially

since it is barely a decade that the coun-

try exited a sovereign-debt conundrum.

The DMO has insisted that Nigeria’s

igeria appears to be at the

cusp of another sovereign-

debt debacle following the

pace at which the country’s

debt prof ile is rising, and
N

The consequences arising from the continual accumulation of public debts in other countries ought to admonish us to
be careful to prevent their growth in our own. - John Adams, First Address to United States’ Congress, Nov. 23, 1797

By Sunday Enebeli-Uzor



ISSUES       |       April 2016       |       Zenith Economic Quarterly      33

rise to 35.32 percent in 2016, according

to the DMO, an indication that a sub-

stantial proportion of the nation’s rev-

enue is allocated to debt servicing.

A major concern about Nigeria’s

debt has been the fear that some part

of it is being used to augment recurrent

expenditure instead of funding long-

term capital projects. This fear has been

confirmed by recent reports that the

federal government is borrowing to aug-

ment payment of wages and salaries.

Resorting to borrowing heavily to fund

recurrent expenditure such as wages

and salaries raises serious issues of

intergenerational equity of debt burden

– that is, if the present generation is

accumulating long term debt, the re-

sulting higher debt impose risks and

costs on future generations. Supposing

that the debt accrued from investments

in long-term infrastructural develop-

ment, it may be excusable since future

generations will benefit from such in-

frastructure. But borrowing to pay

wages and salaries in essence is mort-

gaging the future for present consump-

tion and this raises pertinent questions

on the country’s long-term f iscal

sustainability.

The fate of the other two tiers of

government (states and local govern-

ments) is far worse as the monthly gross

federally collected revenue shared

among the three tiers of government

has continued to plummet. Unable to

meet their statutory obligat ions of

wages and salaries, several states re-

ceived financial assistance from the

Central Bank of Nigeria (CBN) and the

DMO in 2015. The CBN special interven-

tion fund in the form of soft loan to

states ranged between N250billion and

N300bil l ion. The DMO debt relief

programme helped states to restruc-

ture their commercial loans into long

term domestic bond, extending the life

span of such loans while reducing their

debt-servicing obligat ions. However,

there was palpable consternation re-

cently of likely default by states that

had issued debt instruments. The fed-

eral government had to allay fears of

debt default by promising that it would

be bearing the repayment burden of

states that had issued the debt instru-

ments. These unfolding realities are al-

ready stirring up regretful memories of

the past, and has again brought

Nigeria’s debt sustainability and the like-

lihood of another debt debacle to the

fore.

Crowding Out Effect
of Government Debt
One of the major strands of arguments

against unrestrained accumulation of

sovereign debt, especial domestic debt,

is its crowding out effect on the

economy. This argument has raised ger-

mane questions as government appears

to be outcompeting the private sector

for much needed funds for investment

to spur economic growth and generate

employment. The active participation

of government in the money market

may also be diverting domestic savings

away from the capital market to the

money market. This is especially so be-

cause of the risk averseness of most in-

vestors who now prefer to invest in gov-

Source: Debt Management Office (DMO)
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ernment bonds in a period of uncer-

tainty. The high interest rates of gov-

ernment bonds have made them one of

the most attractive investment outlets.

Government borrowing from de-

posit money banks is also rising. Accord-

ing to the Fourth Quarter 2015 Statisti-

cal Bulletin of the Central Bank of Nige-

ria (CBN), the Federal Government bor-

rowed N2.89trillion from the banking

sector in Q4 2015, an increase of 3.8

percent over the amount borrowed in

Q3 2015. According to the CBN, net

credit to government rose by 151.56

percent in both year-to-date and year-

on-year, representing 115.51 percentage

point increase above the provisional pro-

grammed target of 36.05 percent for the

2015 fiscal period. The CBN attributed

the increase in banks’ lending to the fed-

eral government to 18.7 percent rise in

deposit money banks’ holding of gov-

ernment securities within the period.

Federal Government’s f iscal deficit for

Q4 2015 was N289.1billion, up from

N130.7bn in Q3 2015.

Nigeria’s Debt Sustainability
Analysis (DSA)
In the recent Debt Sustainability Analy-

sis (DSA) of Nigeria at the conclusion of

its 2016 Article IV Consultation, the In-

ternational Monetary Fund (IMF) says

that although at low levels, Nigeria’s

debt profile reveals weaknesses. Accord-

ing to the Fund, Nigeria’s public debt is

set to rise, but remains at a comfortable

level. Mostly domestic and maturing in

the medium term, the public debt-to-

GDP ratio is forecast to increase by one

half from 14.4 percent in 2015 to 25

percent in 2021. The growing debt ratio

is largely driven by larger-than-histori-

cal deficits stemming primarily from the

reduction in oil revenue due to the re-

cent drop in prices. The contribution of

growth to debt reduction will not be

large enough to offset adverse dynam-

ics from real interest rates.

Over the medium term, the current

policy course will lead to higher f inanc-

ing needs. Consequently, gross f inanc-

ing needs wil l remain signif icantly

higher than the historical average and

debt service is projected to represent a

higher share of f iscal revenue. Public

debt service (interest payments and am-

ortization) will continue to represent a

considerable share of general govern-

ment revenue, remaining above 50 per-

cent over the medium term. The Fund’s

DSA report surmised that Nigeria’s debt

dynamic is vulnerable to macroeco-

nomic shocks, especially to primary bal-

ance and interest rate shocks.

According to the IMF, the level of

Nigeria’s external debt is low, at about

10 percent of GDP in 2015, but has risen

moderately in recent years owing to ris-

ing public external borrowing. Nigeria’s

increasing financial integration has led

to higher private sector external debt,

public sector external debt from com-

mercial sources, and non-resident hold-

ings of public sector domestic securi-

ties. The increased prevalence of com-

mercial f inancing sources and private

borrowers has been reflected in a rising

interest rate on external debt. Further-

more, other key ratios have deteriorated

as lower oil prices have reduced oil ex-

ports. The ratio of external debt to ex-

ports has increased from 24 percent in

2011 to 98 percent in 2015. Gross exter-

nal f inancing needs were negat ive

through 2013; nevertheless external

debt increased as errors and omissions

outflows largely offset the current ac-

count surplus. For 2015, the estimated

gross external financing need amounted

to $27.9 billion, over 5 percent of GDP;

about $5 billion was f inanced through

drawing down gross reserves. Accord-

ing to the Fund, given Nigeria’s relatively

short history of accessing commercial

f inancing and the lending capacity of

multilateral and bilateral creditors to

the public sector, the sustainability of

this debt path will hinge crit ically on

the ability to maintain market access.
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Stress Tests
According to IMF’s DSA, stress tests in-

dicate that Nigeria’s debt and financ-

ing profile needs are particularly sensi-

tive to interest rate and primary balance

shocks. Primary balance shock consti-

tutes the main risk to Nigeria debt

sustainability. This scenario assumes a

deterioration of the primary balance

from the baseline by 2.3 percentage

points in 2017 and 2018. In such case,

the debt-to-GDP ratio will increase sig-

nificantly above the baseline, reaching

almost 31.8 percent in 2021. Financing

requirements as percent of GDP will

peak at 11.1 percent in 2018 and will

decline thereafter at a higher level than

the outcome in the baseline. Similarly,

higher interest rates are a key risk to

Nigeria’s debt sustainability because

debt service already represents a large

share of revenue. In this scenario, nomi-

nal interest rate increases to reflect the

real interest rate observed over the past

10 years. For Nigeria, it is assumed that

the spreads increase by about 500 bps

from 2017 onward. The debt-to-GDP

ratio reaches 30.6 percent at the end of

the projection horizon, with gross f i-

nancing needs projected at around 9.4

percent of GDP.

Current Composition of
Nigeria’s Public Debt
According to data from the Debt Man-

agement Off ice (DMO), Nigeria’s total

public debt stands at N12.60trillion

($65.43bil lion) as at end December

2015. The country’s external debt (Fed-

eral Government and States) is

N2.11trillion ($10.72billion) – represent-

ing 16.75 percent of total debt. Domes-

tic debt stock of the Federal Govern-

ment stands at N8.84trillion ($44.86bil-

lion) – representing 70.11 percent of

total debt, while States’ domestic debt

stock is N1.66trillion ($9.85billion) –

accounts for 13.13 percent of total debt

stock.  Details of the external debt stock

showed that multilateral institutions

accounted for 70.54 percent of the

country’s external debt. The Interna-

tional Development Association (IDA),

a member of the World Bank Group, ac-

counts for $6,290.19million, while an-

other member of the World Bank Group,

International Bank for Reconstruction

and Development (IBRD), is owed

$3.57million.

The nation’s external debt stock also

consists of $400million owed the Afri-

can Development Bank (AfDB), while

the African Development Fund (ADF) is

owed $672.44million. The country also

owes the European Development Fund

(EDF) $75.47million, while $20.33mil-

lion is owed the Islamic Development

Bank (IDB). Nigeria owes the Arab Bank

for Economic Development in Africa

(BAEDA) $5.02million, while the Inter-

national Fund for Agricultural Develop-

ment (IFAD) is owed $96.42million. The

country’s bilateral debt represents 15.85

percent of the external debt stock, com-

prising loans of $1,444.73million owed

Exim Bank of China; $157.95million

owed French Development Agency

(AFD); $43.88million owed the Japan

International Cooperation Agency (JICA);

and $11.44mill ion owed the KWF of Ger-

many. Nigeria’s commercial loan still

Source: Debt Management Office (DMO)
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mestic debt, while Nigerian Treasury Bonds is N255.99billion,

accounting for 2.90 percent of domestic debt.

Current Debt Profile of States
The combined external debt prof ile of the 36 States and the

Federal Capital Territory (FCT) as at end December 2015 stands

at $3.37billion. Lagos State leads the chart as the most in-

debted state (external debt) with $1.21billion representing

35.84 percent of the 36 states’ and FCT total external debt

stock. Kaduna State and Edo State rank second and third

with $226.37million (6.72percent) and $168.19million (4.99

percent), respectively. Cross River State and Ogun State com-

plete the list of top five most indebted states (external debt)

with $136.40million and $103.33million, respectively. Taraba

State remains the least indebted state (external debt) in the

country with $22.93million, representing 0.68 percent of the

combined external debt profile of the 36 States and the Fed-

eral Capital Territory (FCT). Borno State and Yobe State are

the second and third least indebted states (external debt)

with $23.19million (0.69 percent) and $30.46million (0.90

percent), respectively.

Source: Debt Management Office (DMO)

stands at $1.5million, being Eurobonds from the Interna-

tional Capital Market and accounts for 13.99 percent of the

external debt stock.

According to the DMO statistics, Federal Government of

Nigeria (FGN) Bonds stood at N5.81trillion (65.73 percent of

domestic debt) as at end December 2015. Nigerian Treasury

Bills valued at N2.77trillion represents 31.38 percent of do-



ISSUES       |       April 2016       |       Zenith Economic Quarterly      37

More Borrowing Underway?
The country’s fast rising debt prof ile

nonetheless, there are obvious indica-

tions that more borrowing is in the off-

ing. The clearest intent to amass more

debt is the expansionary 2016 federal

budget tripling capital spending, and

with a deficit of N2.2trillion. Already,

China has reportedly offered Nigeria a

loan of $2billion to fund infrastructure

projects, according to Reuters report.

There are also indications that the gov-

ernment intends to raise as much as

$1billion from internat ional capital

markets to f inance the budget deficit.

Nigeria may opt for Chinese Panda

bonds as the renminbi market may be

cheaper than the Eurobond market.

Should Nigeria follow through to issue

Chinese Panda bonds, the country will

become only the second country after

South Korea to sell yuan-denominated

debt instruments in China’s domestic

market.

Polit ical expediency appears to be

increasing Nigeria’s debt appetite as the

new government (at both federal and

states) are already under pressure to

deliver on their electoral promises. In the

face of persistent low revenue from oil,

the debt market has become the sec-

ond-best alternative to raise money to

finance massive infrastructure projects,

and programmes. There are plethora of

alluring polit ical considerat ions and

economic arguments for more borrow-

ing – especially the much flaunted low

debt-to-GDP ratio. However, the already

excruciating debt servicing obligation

calls for serious caution to avert a debt

debacle. In fact, the prevailing situation

should rekindle the somewhat forgot-

ten Fiscal Responsibility Act (FRA), and

set a debt ceiling to forestall a reentry

into excessive debt. The long term strat-

egy for f iscal sustainability is to diver-

sify the sources of government revenue,

build a robust f iscal buffer during peri-

ods of revenue boom to mitigate unex-

pected shock to the nation’s income

stream.

(Sunny Enebel i-Uzor is a Research

Economist, Zenith Economic Quarterly)

Source: Debt Management Office (DMO)
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here is an overwhelming

consensus that reviving

Nigeria’s moribund manu-

facturing sector remains

the most potent strategy for diversify-

ing the country’s import-dependent

and mono-product economy. What is,

perhaps, a major point of divergence is

the most effective strategy (ies) to

adopt in achieving this much-desired

objective. Indeed, Nigeria’s manufac-

turing sector is presently in a precari-

ous state with many manufacturing

firms having to either close down or

operate far below full capacity. Accord-

ing to the Nigerian Associat ion of

Chambers of Commerce, Industry,

Mines and Agriculture (NACCIMA), at

least 800 companies closed shop in Ni-

geria within the last decade, owing to harsh and unfavourable

operating environment. Also, the Manufacturing Purchasing

Managers’ Index (PMI) report for March, 2016; a gauge of the

“health” of the sector, reveal a declining manufacturing

economy at less than 50 per cent.

The weak state of the manufacturing sector is felt, most

acutely, in the country’s high dependence on imported manu-

factured goods and the sector’s contribut ion to national

output. According to the fourth quarter 2015 foreign trade

statistics report, the value of Nigeria’s imports at the end of

2015 stood at N6.7trillion (about US$34billion), dominated

by the imports of “Machinery and transport equipment”,

“Mineral Fuel”, and “Food and Live Animals” and other f in-

ished goods that could be manufactured locally. Similarly,

the contribution of manufacturing as a share of total eco-

nomic output in Nigeria has remained less than significant.

According to the National Bureau of Statistics, the sector’s

contribution to Gross Domestic Product (GDP) has remained

below 10 per cent annually. Even in terms of employment

Manufacturing and exporting are activities that are increasingly essential for participation in

an ever more closely integrated world economy  - United Nations Conference on Trade and

Development (UNCTAD), 2005

- By Chinemerem David Okoro
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generation, the manufacturing

sector currently employs fewer

than two million people and

created a paltry 19,647 new

jobs in f irst quarter 2015.

Drawbacks in
the sector…
The apparent poor perfor-

mance of Nigeria’s manufactur-

ing sector is attributed to a

number of ongoing challenges

that combine to explain its

current state. Many of these

challenges show the vulnerabil-

ity of the sector to global eco-

nomic pressures, as well as the

impacts that policy changes

could have in reshaping the

sector.

Poor Power supply: Power

infrastructure has remained a

major chal lenge facing

Nigeria’s manufacturing sector

in particular and the economy

in general. The erratic and in-

adequate power supply in Ni-

geria has often been cited as

the main factor affecting out-

put levels in the sector and forc-

ing multinationals to relocate

production lines to other coun-

tries. Currently, the power gen-

eration capacity stands at be-

tween 3,000 and 5,000 mega-

watts as against about 20,000

megawatt needed to drive

manufacturing activities in the

country.  Most factories turn

to self-provision of electricity,

using diesel generators, to keep

going. This, of course, has sig-

nificant impact on the pricing

compet it iveness of locally

manufactured goods.

Heavy dependence on im-

ported inputs: Manufacturing

companies in Nigeria depend

heavily on imported inputs and

raw materials. This has re-

mained a major challenge and

exposes the sector to vagaries

in the global economy. Put dif-

ferently, foreign exchange and

other volatilit ies in the global

economy has significant impact

on output level as well as sector

performance. This creates oppor-

tunity for pass-through costs

that impact on the competitive-

ness of locally manufactured

goods.

Lack of access to finance:

Another major problem facing

the manufacturing sector in Ni-

geria is inadequate access to f i-

nance for long term investment

purposes. This has limited the

capability of companies in the

sector to make investments, on

a long term basis, in modern ma-

chines, information technology

and human resources develop-

ment, which are crit ical to in-

creasing productivity, improv-

ing competit iveness, and ex-

panding operations. Unfortu-

nately, funds are not readily

available for manufacturers in

the country for this purpose.

Even when it is available through

bank loans, the interest rates are

so high (in double digits) be-

cause banks regard the sector as

high risk area for lending. This

high rate of interest is not prof-

itable for the players in the sec-

tor.

Pol icy Inconsistency: The

manufacturing sector has wit-

nessed policy summersaults

that have helped to hinder

growth. For instance, the im-

port-substitution policy of the

early 1960, which saw Nigeria

attract several foreign compa-

nies into the country, was fol-

lowed by the indigenizat ion

policy, which advocated indig-

enous ownership of key indus-

tries. Such policy swings do not

engender confidence for local or for-

eign investment, as investors regard

these inconsistencies as a major risk

for any medium to long term plan-

ning.

High cost of product ion/

Competiveness: The Nigeria manu-

facturing sector is characterized by

high cost of production stemming

from unfavourable interest rate and

increased cost of energy input as

mentioned above. Also, increasing

cost of production is being recorded

by most business organizations in

the sector due largely to high foreign

exchange rate, low effective demand

for goods, and fallen capacity utili-

zation rates. Inflation has contrib-

uted in no small measure to high cost

of production, high products costs

and lack of competitiveness in the

international market. The possible

implication is that Nigeria becomes

a “dumping ground” for cheap goods

shipped into the country from other

more efficient-producing/exporting

countries.

Many of
these chal-
lenges show
the vulner-
ability of
the sector
to global
economic
pressures,
as well as
the impacts
that policy
changes
could have
in reshaping
the sector.
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Opportunities in the sector…It is not

all gloomy

Despite these seemingly over-

whelming challenges, the position of

the country’s manufacturing sector in

West Africa can hardly be challenged. A

domestic consumer base of over 170

million people ensures that local de-

mands are strong and supportive of in-

vestments in manufacturing. This is par-

ticularly so as a result of the growing

middle class that is boosting consump-

tion. According to off icial statist ics,

Nigeria consumers presently spend over

US$100 billion a year and this is ex-

pected to rise exponentially as living

standards and purchasing power im-

proves. The regional Economic Commu-

nity of West African States (ECOWAS)

market of over 300 million people, in

which Nigeria has a strong political and

economic role, also presents significant

opportunities to produce manufactured

goods in Nigeria, targeted at those mar-

kets.

More so, Nigeria’s abundant human

and natural resources provide signifi-

cant and crit ical input for manufactur-

ing activities in the country. Nigeria has

about 44 solid minerals in commercial

quantity including iron ore, t in, colum-

bite, lead, zinc, gold, coal, petroleum,

and uranium. In addition industrial min-

erals such as clays, limestone, dolomite,

barytes and glass-sand are in vast

amounts within the country.

Beyond minerals, Nigeria’s agricul-

tural sector can also provide feedstock

to feed a robust agro-allied industry. In

terms of human resources, Nigeria has

an advantageous demographics that

provide the requisite labour that sup-

ports manufacturing activities.

The country is equally strategically

located in the Gulf of Guinea with di-

rect freight access to North America and

Europe via the Atlantic Ocean. These

developed markets (i.e. North America

and Europe) have a combined GDP ex-

ceeding US$30 trillion, which is almost

half the global economy. Nigeria, there-

fore, has a “freight advantage” to sup-

plying the richest markets in the world.

Western countries provide the largest

concentration of the global consumer

class (by value), and are physically easier

to reach from the Gulf of Guinea, and

from Nigeria. In addition to the North

American and European Markets, Nige-

ria can also reach Lat in America,

ECOWAS and Central Africa via its stra-

tegic location in the Gulf of Guinea and

near the middle of Africa. Thus, with all

the “strategic advantages”, it is reason-

able that foreign investors in the region

look at setting up in Nigeria and then

export excess capacity to other coun-

tries in the region and beyond.

Riding the current
economic tide
The current economic situation facing

Nigeria – fall in crude oil price, exchange

rate crisis, and depletion of foreign ex-

change reserves – provide a dose of nasty

but indispensable opportunity for the

country to make concerted efforts to-

wards reducing its high import content

by reposition the manufacturing sec-

tor. Indeed, it is inarguable that the cur-

rent pressure on the stock of foreign re-

serve and its attendant exchange rate

crisis facing Nigeria stem from the high

dependence on imported goods and

services. Nigeria’s total import bill in

2015 stood at N6.7trillion naira (about

US$34billion dollars) and comprise

manufactured goods that could have

been produced locally.

Spending such huge amounts on

import bill has led to a sharp decline in

the nation’s stock of foreign exchange.

Nigeria’s foreign exchange reserves

stood at US$27.8 billion as at March

2016, according to f igures obtained

from the Central Bank of Nigeria (CBN).

The stock of external reserves has fallen
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so low that it can barely provide an im-

port cover for up to six months. Also,

the current exchange rate crisis has fur-

ther exacerbated the precarious state

of the nation’s foreign reserve by forc-

ing the Central Bank to deplete the re-

serves in order to defend the naira from

spiraling out of control. To conserve

Nigeria’s foreign reserves, the CBN in-

troduced a number of policy measures

including restricting access to the offi-

cial foreign exchange market for the

importation of specif ic goods and ser-

vices.

Agreeably, the current economic

situat ion do not require a quick-f ix.

Rather it provides an excellent oppor-

tunity for Nigeria to curtail its over reli-

ance on imports as well as reduce the

deleterious effects of excessive impor-

tation. Put differently, it provides an

opportunity to art iculate effect ive

policy (ies) geared towards revamping

manufacturing activities in the coun-

try. The recent renewed attention on

import-subst itut ion, which gives

primes focus on patronizing locally

manufactured goods (popularly called

Made-in-Nigeria goods), appears to be

a step in the right direction. But con-

sidering the peculiar challenges facing

the manufacturing sector and the fact

that Nigeria has in the past employed

similar strategies, the question that

readily comes to mind is: will this strat-

egy be effective in reviving Nigeria’s stra-

tegic but near comatose manufactur-

ing sector?

Import substitution strategy:
the pros and cons
One of the policies employed by devel-

oping economies to grow their indus-

trial base is import substitution. Essen-

tially, import substitution involves pro-

ducing locally, goods that were formerly

imported. It is a trade and economic

strategy to reduce a county’s depen-

dence on foreign markets through the

local production of goods, especially

basic necessities. Some of its attraction

as an economic strategy include its abil-

ity to increase domestic employment,

enhance resilience against global shocks,

conserve foreign exchange and protect

domestic infant industries. Thus, it is

based on the premise that a country

should attempt to reduce its foreign

dependency through the local produc-

tion of manufactured products.

Like many other developing coun-

try, Nigeria has made several attempts

at building a virile industrial base

through a number of policies and strat-

egies including import subst itut ion.

This policy was the first industrial strat-

egy embarked upon by Nigerian Gov-

ernment immediately after indepen-

dence. The adoption of this policy was

meant to reduce the burden on the ex-

change rate by establishing industries

that produce domestic goods in place

of imported ones. The policy, however,

could not be sustained due to both in-

ternal and external forces like frequent

change of governments in the country

and the effects of globalization. Also,

these efforts were thwarted by high

transportat ion costs in landlocked

states, small markets and limited skills

and technology as many industries were
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themselves dependent on imported in-

puts and vulnerable to foreign currency

shortages.

In recent times, Nigeria has demon-

strated renewed commitment to re-

vamp the manufacturing sector using

the import substitution strategy. At the

heart of this strategy is the promotion

of consumption of locally manufactured

goods and the broader agenda to diver-

sify the economy, build resilience to

shocks, conserve foreign exchange and

create employment opportunities. Ad-

mirably, the renewed commitment to

promoting the patronization of “made

in Nigeria goods” is indeed timely and

noble. One major challenge local manu-

facturers has faced is poor domestic

patronage. Consumers in the country

display preference for imported items

over locally manufactured ones. Al-

though a lot of consumers have given

quality as their excuse for patronizing

imported goods, intelligent market sur-

veys reveal Nigerians’ appetite for for-

eign products. Thus, adopting import

substitution policies would help is in

increasing domestic product ion and

capacity utilisation in the short term,

as well as create employment opportu-

nities in the sector.

Also, import subst itution st imu-

lates domestic investments as well as

investments in appropriate local tech-

nologies. As such, it could enhance the

opportunity to harness the country’s

abundant domestic resources for eco-

nomic development. In Nigeria, for in-

stance, after 1960, textiles rapidly be-

came the leading import substitution

sector, with protectionist policies en-

couraging a spate of fresh investments

by Oriental investors, mainly Indians and

Japanese. By 1980, the industry had

some 100 major plants in its large-scale

firms and provided gainful employment

for thousands of workers.

However, as noble as this strategy

is, it not without its drawbacks. Beyond

the technical trade “jargons” of overval-

ued exchange and trade deficit, the im-

port substitution idea, by its very na-

ture, involves protect ion of the

economy from large number of imports.

Yet, Nigeria’s manufacturing sector de-

pends heavily on imported raw materi-

als and critical inputs. As such, embrac-

ing import substitution strategy, which

advocates trade protection, is capable

of being counter-productive by slowing

manufacturing activities. For instance,

due to the recent CBN’s policy of shut-

ting off icial access to forex for the im-

portation of selected items, most manu-

Purchasing Managers’ Index (PMI)
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facturers have been forced to shut down

and move their operations to neighbor-

ing countries as they are unable to ac-

cess foreign exchange for raw materials

and other crit ical inputs, according to

Lagos Chamber of Commerce and In-

dustry (LCCI).

Again, import substitution provides

no incentive for eff iciency/innovation

and limits economies of scale. The pro-

duction inefficiencies that developed

behind a “protected economy” lead not

only to trade ineff iciencies but even to

a form of product differentiat ion in

which lower quality goods are produced

specif ically for domestic consumers.

Indeed, this is an existing problem in

the Nigeria’s manufacturing sector and

the argument of consumers that

patronise imported manufactured

goods. The problem became more pro-

nounced recently due to increasing glo-

balization and all that accompany it.

Also, import substitution limits access

to larger markets and make the country

miss out on benefits from more effi-

cient mechanisms and from the expan-

sion of trade flows, investment and fi-

nance, technology transfer and integra-

tion into the global market.

Beyond import substitution,
the way to recovery
From the foregoing, it is easy to sur-

mise that import substitution strategy,

as a single economic strategy, might not

be a “silver bullet” towards reviving

Nigeria’s manufacturing sector. The pe-

culiar nature of the country’s manufac-

turing sector requires a combination of

policies that will promote exports and

reduce dependence on imports, with a

broader focus on the entire value chain

of the sub-sectors where Nigeria has

comparative and competitive advan-

tage. Thus, it remains spot-on to say that

rather than have a blanket policy to-

wards import substitution and trade

controls, the relevant authorities should

articulate a more holistic policy or com-

bination of policies that is borne out of

clear economic rationalization.

Additionally, incentives and govern-

mental support are required to success-

fully revive the manufacturing sector.

Particularly, there is urgent need to ad-

dress the crit ical infrastructure gap in

the economy like power and transpor-

tation. Also, the creation of incentives

like investment allowance, tax holidays,

among others, will create a favourable

environment that attracts and supports

manufacturing activities. More initia-

tives like the Central Bank of Nigeria’s

(CBN) N300 billion (US$1.5billion) real

sector support facility should be intro-

duced, expanded and sustained to im-

prove access to finance. This will encour-

age long term investment in technolo-

gies, production lines as well as research

and development to enhance local (do-

mestic) sourcing of crit ical raw materi-

als.

These steps can be articulated into

an industrial plan for easy implementa-

tion over a period of time. An example

is the Nigeria Industrial Revolution Plan

(NIRP) launched in 2014 to provide a

national road map for industrializing the

nation. The plan has the lofty goal of

revamping manufacturing activities in

the country, through accelerated indus-

trial capacity expansions and reforms

that could add about N5trillion (about

US$25billion) to annual manufacturing

revenues in the next three to five years.

This will create jobs, generate wealth,

diversify the economy, substitute im-

ports, boost exports, broaden the

nat ion’s revenue base and deepen

Nigeria’s integrat ion into the global

economy. Such fine leap-forward indus-

trial plan should be fine-tuned and fully

implemented. In a nutshell, what is re-

quired to revamp Nigeria’s manufactur-

ing sector and indeed, catalyze the

country’s economic and social develop-

ment is a combination of temporary

selective protectionist restrictions, in-

novation, governmental support, hu-

man capital development and an effec-

tive export-driven master plan.

(Chinemerem David Okoro is a Re-

search Economist, Zenith Economic

Quarterly)
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by the dwindling oil revenue, the coun-

try is presently developing a Solid Min-

erals Strategy to adequately monetize

its vast mineral resources. This is ex-

pected to f ill the gap, as crude oil has

been the economic mainstay since the

last five decades.

Nigeria’s solid minerals sector re-

mains largely underdeveloped. Despite

the huge potential the sector holds to

contribute significantly to the country’s

foreign exchange earnings and GDP, its

current impact on national earnings is

still considerably low while it accounted

he recent crash in oil prices has

raised serious concerns about

the health and resilience of the

Nigerian economy. Compelled
T

By Joy Patrick-Akpan

:
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output to N103, 235.97 million in 2012. Coal contributed

8.33% of total sector output; Mineral Ore, 3.96%, while other

minerals constituted 87.71%.

Interesting case studies...
Compared with its Sub-Saharan neighbours such as

Botswana, DR Congo, and Namibia, among others, Nigeria is

richly blessed with huge deposits of solid minerals. The 2012

report of the Nigerian Extractive Industries Transparency Ini-

tiative (NEITI) showed that over 34 different kinds of pre-

cious metals and solid minerals can be found in Nigeria. The

report also revealed that the value of these minerals are esti-

mated to run into hundreds of trillions of dollars which are

all waiting to be fully exploited.

In the past few decades, there has been significant growth

in the global mining industry.  Demand for solid mineral re-

sources has surged in rapidly growing economies such as

India and China, while Canada is known to supply minerals

with a total estimated value of over $45.3 billion annually.

India, which is less endowed with solid minerals than Ni-

geria, currently earns about $75 billion annually from solid

minerals. Likewise, the 2015 report of the Nigerian Invest-

ment Promotion Commission (NIPC) indicates that South

Africa now earns over $30 billion annually from the sector.

But Nigeria with its huge solid minerals potential earned a

measly $89 million from the sector in 2014.

Interestedly, South Africa, as one of the major players in

the global mining industry, focused on only a handful of

minerals and was able to create about  half a million direct

and indirect jobs in the sector. Considering its huge reserves,

this emphasizes the country’s massive loses in foreign ex-

change, owing to gross under-development of the sector.

This flaw has led to a situation where the country imports

minerals that could be exploited domestically, such as Bar-

ites, Salt and Iron Ore.

Global reviews also reveal that in recent times, the solid

mineral sector serves as a viable source of foreign exchange

earnings, and has become a close rival to the oil industry in

many countries.  In 2011, countries like South Africa, had its

mining sector contributing about 9 percent of GDP, with an

employment of over 500,000 people. The United States of

America (USA), alone provides over 670,000 direct jobs in its

mining sector. In Australia, about 320,000 direct jobs has

been created in the mining sector. In Canada, mining ac-

counts for 3.5 per cent of GDP and has created over 200, 000

employment opportunities.

Current trends and insights from other climes show that

it is not too late to revamp the sector. Similarly, statistical

indicators from the National Bureau of Statistics project an

increase of at least f ive per cent by the year 2017 and ten per

“Nigeria is perhaps the last
remaining frontier for mineral
investment in the region. With
the wide occurrence of miner-
als and a history of mineral

production, Nigeria presents a
rare opportunity for serious

investors and that opportunity
is worth exploring.”

- Olayinka O. Mubarak, Group
Head, Solid Minerals and Met-

als, Bank of Industry in Nigeria.

for a paltry 0.3 per cent of the GDP as at 2014.

In several countries around the world, the solid minerals

sector provides jobs for a large percentage of the population

and contributes significantly to Gross Domestic Product.

But that has not been the case in Nigeria where the sector’s

contribution to GDP and Foreign Exchange earnings has been

on the decline since the discovery and commercial exploita-

tion of oil.

Solid minerals deposits abound in almost every state of

the federation, and is capable of becoming the largest em-

ployment sector of the economy if its potentials are prop-

erly harnessed, according to a 2015 report of the National

Bureau of Statistics (NBS). However, Nigeria’s ability to un-

lock and exploit the growth potential in the sector will de-

pend on government’s ability to revitalize the sector by at-

tracting foreign investment to complement the efforts of

the local industry players.

Mining and quarrying of Coal, Metal Ores and Other Min-

erals (excluding Crude Petroleum and Natural Gas) jointly

contributed about 0.09% to the national GDP in the period

covering 2010-2012, according to the National Bureau of

Stat istics. There was a steady rise over the period. From the

N51, 877.80 million recorded in 2010, output grew by N7,

691.54 million or 14.83% in 2011 to reach N59, 569.34 mil-

lion that year. In 2012, it grew by N11, 920.06 million or

20.01% to N71, 489.39 million.

The total output in the mining and quarrying sector, as

reported by the NBS in 2015 indicated that it grew at a high

and steady rate. From N73, 009.77 million in 2010, it in-

creased by N12, 805.30 million or 17.54% in 2011 to reach

N85, 815.07 million. The growth went up even higher, with

an increase of about N17, 420.90 million or 20.30%, taking
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cent by 2020, and with the capacity to

create three million jobs - direct and in-

direct - by the end of 2017.

Hope is not lost as
opportunities abound…
Nigeria is endowed with commercially

viable mineral resources, with associated

socio-economic benef its which can

contribute to national wealth and job

creation. Hence, the country presents

immeasurable opportunities for local

and foreign mining companies.

Statistically, the level of exploita-

tion of these mineral resources is still

very low. But, if properly harnessed, these

unexplored mineral reserves will encour-

age massive foreign investors’ partici-

pation in the sector, especially since, like

its crude oil, several mineral deposits

found in Nigeria are top of the grade.

For instance, Coal ranks high as Nigeria’s

foreign exchange earners primarily be-

cause the country’s Coal is one of the

best in the world, with low levels of sul-

fur and impurities. There are about 22

coalfields in the country with a proven

reserve of about 639 million tons, and

inferred reserves of 2,750 million tons.

According to the Ministry of Mines and

Steel Development, Coal export is ca-

pable of earning Nigeria up to $6 billion

per annum, and would yield about

7,000MW if applied to electricity gen-

eration.

Other great investment opportuni-

ties offered by the mineral resources

sector include Gold, which is also found

in commercial quantities in Nigeria.

Owing to the global market uncertain-

ties, the price of gold has increased as-

tronomically; and with the privatization

of the Nigerian Mining Corporation in

2007, some domestic and multinational

companies have acquired gold mining

licenses to supplement the efforts of the

indigenous small scale, artisanal min-

ers.

In addition to huge deposits of Lead

and Zinc, Nigeria is believed to also have

the second largest reserves of tantalite

in the world.  This occur as Tantalum-

Niobium which it is a rare metal needed

by high technology and aerospace in-

dustries. Large deposits of Iron Ore, re-

puted to be the largest in Africa have

also been found in Nigeria.

Other commercially viable deposits

found in Nigeria include: Limestone,

Kaolin (30million tonnes) and Gypsum

(16 million tonnes) that can be pro-

cessed for cement; Bitumen (42 billion

tonnes) and tar sands equivalent to 13

billion barrels of oil; while 40 million

tonnes of talc with the potential to earn

about $3 billion annually, is spread

across the country.

Industry setbacks
Over the years, solid minerals exploita-

tion has suffered neglect as a result of

Nigeria’s over-dependence on oil rev-

enue. However, this stagnation cannot

be attributed only to the years of oil

price boom.  The absence of a reliable

database and geological map to indi-

cate proven reserves of minerals; weak

legislative and regulatory frameworks to

guide operations in the sector; polit ical

instability; inadequate funding; the cur-

rent informal mining structure; weak

value chain integration with other sec-

tors; and lack of skilled manpower all

constitute hindrances to the develop-

ment of the Solid Minerals sector in Ni-

geria.

But, the most significant challenge

faced by the solid mineral sector in Ni-

geria is perhaps inadequate infrastruc-

ture and the environmental impact of

large-scale mineral extraction. These

challenges are not insurmountable and

offsetting them will revitalize the in-

dustry and boost productivity.  Hence

the government is instituting far reach-

ing reforms that will make the mining

sector more investors’ friendly.
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Propelling Industry
Growth: Recent
Initiatives
Nigeria has the capacity to become

a major processing hub for solid

minerals. Unfortunately, despite its

huge endowments, it remains an in-

significant player in the global min-

ing community.

Various efforts have been made

by past administrations to revamp

the Solid Minerals sector. But some-

how, these attempts have not been

successful. The intense desire of the

government to refocus and reshape

the solid minerals industry in Nige-

ria has in recent t imes led to the

initiation of  reforms targeted at at-

tracting private investors, strength-

ening institutional and human ca-

pacity, ensuring liberal and transpar-

ent access to mining t itles,

strengthening geological data gen-

eration and a reorientation of gov-

ernment from ‘Owner-Operator’ to ‘Administrator-

Regulator’.

The Nigeria Industrial Revolution Plan (NIRP), 2014

reported that this government strategy is a roadmap

to significantly grow the sector over the next few years,

and is aimed at creating adequate linkages between

Industries and Solid Minerals in Nigeria. The forward

linkage is expected to enhance the development of

the solid minerals sector and help combat poverty

through job creation.

Also, in an attempt to revamp the sector, the Ni-

gerian government established some agencies such

as: The Ministry of Mines and Steel Development

(MMSD) charged with the responsibility of managing

the sector; and The Nigerian Mining Cadastre Office, a

department under the MMSD which processes min-

eral title applications, including mining licenses, ex-

ploration licenses, quarrying licenses, and small-scale

mining licenses.

Other agencies created recently by the govern-

ment include the Mining Environmental Compliance

Department responsible for all environmental related

mining issues; the Mines Inspectorate Office, respon-

sible for the enforcement of legislation and collec-

tion of royalties; and the Artisanal and Small Scale

Mining Department, responsible for the organization

and encouragement of small scale miners.

In another development,

MMSD constituted a com-

mittee to formulate a road

map that will identify the

gaps, goals, act ions and

timelines that will stimulate

growth in the sector. The 17-

man Committee, inaugu-

rated in March 2016 will have

the responsibility of  identi-

fying hindrances to the de-

velopment of the mining in-

dustry of Nigeria; developing

case studies of similar devel-

oping mining countries;

identifying strategies to over-

coming existing hindrances;

priorit izing act ivit ies and

providing a timeframe for all

activities including the Pro-

posed Action Plans to actu-

alize the strategies; defining

mechanisms for implemen-

tat ion and performance

monitoring with clear indica-

tors; developing cont in-

gency scenarios & risks analy-

ses; developing a communi-

cation strategy for consulta-

tion and engagement with

all industry stakeholders.

The Federal Government

also resolved to provide $1

billion (about N200 billion)

as solid minerals develop-

ment fund for potential in-

vestors in the mining sector.

It has also launched a

roadmap for driving invest-

ment in Gold and other solid

minerals. Dangote Group

and six others companies

were awarded licenses to

mine gold and other solid

minerals in different parts of

Nigeria with the aim of at-

tract ing over N440 billion

local and foreign direct in-

vestments.

... the most

significant

challenge

faced by the

solid min-

eral sector

in Nigeria is

perhaps

inadequate

infrastruc-

ture and the

environmen-

tal impact

of large-

scale min-

eral extrac-

tion.
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Governance and Regulation
Recent crash in crude oil price and the

resultant effect on oil dependent

economies like Nigeria has made it a pri-

ority to diversify the economy and en-

courage investors to venture into hith-

erto underdeveloped sectors such as

solid minerals. To this end, government

has introduced the Nigerian Minerals

and Mining Regulation 2011 to stream-

line procedures for granting licenses to

both local and foreign investors and

guaranteed access to mining sites with

minimal encumbrances.

The Federal Government has also

created a National Policy on Solid Min-

erals to ensure an organized develop-

ment of the country’s mineral resources.

The policy will provide clear rules and

unambiguous regulations for the exploi-

tation of the minerals with clearly pre-

scribed patterns and roles to be played

by different industry stakeholders.

The Nigerian Extractive Industries

and Transparency Init iat ive (NEITI)

2015, reported that the regulation pro-

vides for the right to search for, or ex-

ploit minerals in Nigeria, and can be

obtained through several mining titles

such as:   Reconnaissance Permit, Small

Scale Mining License, Exploration Li-

cense, Mining License, Water Policy, and

Quarrying License.

Furthermore, government has put

in place several incentives to improve

the ease of doing business in Nigeria, by

creating a favourable environment for

investment. These include:

• Deferred royalty payments

• Capital allowances of up to 95% of

qualifying capital expenditure

• Exemption from customs and im-

port duties for plant, machinery and

equipment for mining operations

• Three to f ive years’ tax holiday as

applicable; and tax concessions

• Possible capitalization of expendi-

ture on exploration and surveys

• Expatriate quota and resident per-

mit in respect of the approved ex-

patriate personnel

• Personal remittance quota for ex-

patriate personnel, free from any tax

imposed by any enactment for the

transfer of external currency out of

Nigeria

• The NIPC Act 16 of 1995 allows for

100% Ownership of Investment

while the Foreign Exchange Miscel-

laneous Act 17 of 1995, guarantees

100% Repatriation of Capital, Profit,

& Dividends through authorized

means.

Going Forward …
There is no doubt that the Nigerian solid

minerals sector offers viable prospects

to investors as the industry remains

largely untapped. However, these will

remain as mere potentials if they are

not actually exploited. As the country

grapples with falling oil prices and the

high cost of importation occasioned by

foreign exchange crisis, there is no bet-

ter t ime than now for the nation to le-

verage the opportunities provided by

the solid minerals sector. It presents the

perfect opportunity to revive the

economy and diversify Nigeria’s revenue

base away from crude oil. Eventually,

this would help curb the growing level

of unemployment, move rural miners

into the middle class and reduce pov-

erty across the country.

From the foregoing, it is clear that

enormous economic benefits are deriv-

able from the full and effect ive exploi-

tation of the solid mineral endowments

in the country.

The Solid minerals sector offers a

very viable alternative to oil revenue, if

only the innate potentials in the sector

could be unleashed.

(Joy Patrick-Akpan is a Research

Economist, Zenith Economic Quarterly)
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of whether they were commodities, cur-

rencies or equit ies. This was, oddly

enough, precisely what we had been

waiting for – even though, as we were

working our way through it, the end of

the world might have seemed inescap-

able for all investors. When markets

swoon into what seems to be a total

‘lemming’ like decline, when they are

ostensibly bent on complete and utter

f inancial ruin, only to be shortly fol-

lowed by a period of consolidation and

then a slow but seemingly unrelenting

period of recovery, this is actually fairly

normal behaviour. Add to this the fact

that for some areas the underlying eco-

nomic fundamentals have moderately

recovered from the previous gloomy

predict ions, we can breathe a (very

small) sigh of relief.

However this does not mean that

everything is suddenly and instantly

rosy.

The global economic outlook does

not remain anything other than fragile

for the rest of 2016 if not well into 2017

and possibly beyond that. As we have

cautioned for the past 6 quarters (Eco-

nomic Quarterlies passim) the world-

wide economic recovery continues to

be riven by underlying disinflationary

forces in combination with what could,

even now, turn out to be a toxic amal-

gamat ion of slow to non-existent

growth in mainland Europe, Japan and

many of the major South American

economies.

There has not, over the past 12

weeks, been some miraculous global re-

covery; instead the posit ives we cor-

rectly identif ied, in some cases as far

back as 2012, are coming to the fore, as

we had confidently predicted, whilst

those areas of weaker economic activ-

ity cont inue to struggle. As such our

much remarked upon observation that

we currently have a prolonged twin

speed world economy (cf “The Times”)

will be a continuing problem for most

certainly the rest of the current decade

and beyond – the hopelessness of the

situation in Greece being one particular

ultra-long-term challenge that is ex-

tremely unlikely to be harmoniously re-

solved while current policies continue

to be pursued.

Indeed the recent pronouncements

by the (ever so sl ightly subjective) Inter-

he economic hyper-volatil-

ity during the past quarter

saw some extreme short-

term instability in the prices

of many assets, irrespectiveT
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national Monetary Fund / the “IMF” that

the world faces a ‘lost year’ and could be

sleepwalking into a fresh crisis as inves-

tors start to lose faith in policymakers’

ability to revive the global economy, are

interesting. The IMF also trailed our ear-

lier observation by noting that Chinese

corporate debt levels of around $1.3 tril-

lion posed potentially serious challenges

to f inancial stability were defaults to

push the Chinese banking system over

the edge. Such a loss of conf idence,

could, they said, drag global stock mar-

kets into a bear market.

Such a bear market, the commen-

tary continues, could push equity prices

down by around 20% in two years as

the threat of slower growth along with

rising risks in China and a diminished

faith in policymakers meant an upturn

in household savings and a proportion-

ate reduction in expenditure. Such a

possibility would, they continued, see

the Indian and Chinese economies have

output losses of over -4% by 2021 and

world output could fall by -3.9% or so

over the same period. Unfortunately the

IMF also continues in a similar vein by

noting that low inflation and growth

would continue to push debt burdens

in countries such as Japan and Greece

to fresh highs which would “entrench

secular stagnation worldwide”

All well and good: however the prob-

lem with this is that not only is the IMF

about a year behind with their forecasts

but also that the language used is

couched with so many reservations and

caveats that almost any slant can be

put on the eventual outcome when

these particular runes are re-examined

with the benefit of hindsight..

We are all well aware that any sus-

tained corporate default on such a scale

will impact lenders and the trickle-down

effect will slow global growth.

We already know that Greece, espe-

cially, is in cont inuing and relentless

economic diff iculties and that if the

country continues on the current path

of economic lunacy that the outcome

will be, to put it mildly, dire.

We have, likewise, known for many

years that the Japanese economy is stag-

nating. This has been a 20+ year prob-

lem (!) and is likely to endure for at least

another 20 years given that the unspo-

ken problems with a shrinking Japanese

populat ion, which as we previously

noted, shows no signs whatsoever of

disappearing – something the 127 mil-

lion Japanese population, perversely, will

do by the year 3100...yet Japan is not

alone in suffering from a disappearing

populace: the ent ire South Korean

people is predicted to disappear by

2750, almost within touching distance

in the overall history of mankind.

Also in the f irst quarter of 2016 we

have for many markets seen a 20% cor-

rect ion from highs and /or al l-t ime

highs and the subsequent rebound back

to near-term averages has already hap-

pened.

We also know that the IMF has,

many, many times before, got it wrong

– this is no exception.

However to give it its due, the IMF

does highlight the more general global

economic problems in a way that can

be easily reported. Yet while it gives its

own forecasts in its own inimitable way,

it also does not actually give any solu-

tions or creditable answers and as al-

ways, leaves that to either fate or indi-

vidual governments to try and resolve,

or not.

Away from the IMF distractions the

global economy continues to remain

fixated by the price of oil. Producers

seem incapable of agreeing among

themselves the reasonably simple con-

cept of unilaterally cutting output for

all OPEC members. One reason for this

helplessness could be long simmering

ideological and religious differences be-

tween Saudi Arabia and the newly

legitimised regime in Iran. As we noted

in the previous issue, Iran has a multi-

year foreign currency deficit to repair

and at OPEC meetings where all that

was required was a similar cut in pro-

duct ion by all members, absolutely

nothing could be agreed.

While stock and commodity mar-

kets fall temporarily on the back of each

oil production set-back oddly enough

prices recover quite soon after. It is al-

most as if, paradoxically, that market

traders are coming to the understand-

ing and realisation that ‘no deal’ is quite

possibly the best outcome in the me-

dium term. Short term quotas almost

always collapse as producers just can-

not help themselves when prices leap

$5 a barrel and production always spikes,

only for further talks to ensue about yet

more oil quota curbs.

The 2016 way of oil producing is

somewhat different. The rebalancing

process for oil supply and demand can

continue to its natural, market driven
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conclusion. It has already taken 18

months for this new equilibrium to func-

tion – there are now some signs of fall-

ing production in non-OPEC countries

and oddly enough the lower price of oil

is actually feeding through into grow-

ing global demand. As such there is un-

likely to be sudden sustained spikes

above $45 a barrel in the short term and

instead of this we are seeing a process

of ever so subtle higher lows and very

slightly higher highs within the charts

for the past 12 months or so. Certainly

the lows of sub-$30 seen at the begin-

ning of the year were levels exacerbated

by more of a ‘surrender’ attitude by com-

modity traders which, in retrospect,

were at odds with the inherent market

price, then ever so slightly above $30.

While such a tepid recovery is a slight

diversion from earlier trends, it is none-

theless a welcome sign of things to

come. The longer OPEC producers can

curb their ‘enthusiasm’ to pump as

much oil as possible the better the pros-

pects for an eventual total and natural

market equilibrium to return in 2017.

We do see some positive develop-

ments that should get us to a better

place from a pricing perspective.

Demand for 2016 is likely to increase,

but at a trickle. Certainly from the

amount of gasoline being sold at the

pumps in the US, demand is respond-

ing to lower oil prices in a slightly atypi-

cal American way which is seen in the

“let’s-go-buy-a-new-car” approach or,

better st ill, “let’s-go-buy-a-massive-

SUV” stance. Auto sales are picking up

and this will feed through into a more

positive oil price – eventually.

Also Asian demand, including and

outside China is showing stronger

growth. China itself, despite the recent

stock market jitters remains a huge po-

tential and actual source of global de-

mand.

The recent move by the central au-

thorities to (officially) allow two chil-

dren per family, rather than one, prom-

ises to eventually double the numbers

of drivers (and thus, oil product/gaso-

line buyers) at some point in the future.

However in the shorter term there will

be an initial explosion in pent up con-

sumer demand, initially, at least, for

baby items but in the next decade for

additional consumer items of all de-

scriptions – especially, and this should

be carefully noted, consumer electron-

ics. Here we note in passing the recent

weakness in the Apple price (down from

$132 in July 2015 to a medium-term low

of $94 in March 2016) which should and

could be viewed as a very appropriate

entry point for new investors or for ex-

isting positions to be added to.  Add to

this a very tempting dividend yield of

2%, which is currently higher than the

US Treasury 10 year, standing at around

1.85% and for the longer-term investor

with a 5 year view this might just be

something to tuck away for the future.

An additional looming positive is

that, oddly enough, such low prices as

we have already indicated, means that

production from high expense wells has

ceased or is at the very least substan-

tially lower. As natural reservoir produc-

tion declines at its current historical rate

of 4%-5% this means that even without

demand growth, the oil and gas indus-

try must f ind and produce another four

million barrels per day every year just to

keep up with current demand. This ‘nor-

mal’ state of affairs does usually act as a

natural pricing positive. Linked to this

natural attrit ion we have now seen the

downside of the previously commented

upon decline in US shale production – a

trend that is expected to cont inue

throughout 2016. Additionally billions

of dollars of investments have been de-

layed due to the current sharply low

price environment. In other words mil-

lions of US barrels of oil will not be pro-

duced in the years to come. This also

sets the stage for an eventual sustained

price rally from the $30’s level.

Eventually we will see a naturally

leaner, stronger oil industry – despite or,

in spite of, any intervention, oil is a free

market. Today’s new lower price situa-

tion is and will force innovations in the

way oil is developed and produced.

Prices, whether high or low, force inno-

vation and it is highly likely that we are

in the early stages of an industry wide

phenomenon where oil product ion
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costs are reduced through

new approaches and techno-

logical innovation.

The endgame is an oil and

gas industry that wil l be

stronger, leaner, and built to

last.

Europe – it’s not all
about Greece, for
once!
While I have been rightly ac-

cused of being appropriately

crit ical of some of the eco-

nomic policies adopted and

embraced by the European

Union (EU) we sadly report

that after a period of unnatu-

ral quietness for investors, the

same old problems are about

to have a much feared sum-

mer revival.

Irrespective of the loom-

ing vote in the UK about

whether to f inally leave the

EU or not, which despite

much outward bluster about

a stay vote not leading to an

inescapable closer union (it

will!), the rest of the EU edi-

fice is wobbling badly. Rather

like a punch-drunk boxer, the

ECB is just about able to

maintain f inancial stability

but we are seeing the grow-

ing signs that despite the

full-on, almost desperate li-

quidity being thrown at mar-

kets, there remains a great

fear that the Euro experiment

is about to go desperately,

very badly and possibly ter-

minally wrong.

Irrespective of the non-

f inancial crises happening

within the EU component

states, the most visible em-

bodiment of which is the ever

growing and seemingly un-

stoppable migrant emer-

gency, the ECB f inds itself,

yet again, with the seemingly

impossible task of corralling

mult iple non-divergent

economies in the same direc-

t ion. A task which, as the

phrase goes, makes herding

cats look stress-free...

So it is hardly the best

t ime for an old horror to

remerge – “Euro Crisis - Mark

2” – but just as you thought

it was safe to breathe a sigh

of relief, on the horizon there

is evidence that the crisis

from the past few years never

actually died, it merely went

underground into hiding.

Recent electoral results in

Europe seem to point to the

high possibility that a group

of German-influenced, auster-

ity-imposing governments

are about to be swept away.

Given cont inuing, old and

oft-repeated mutterings

from Spain and Portugal, with

the Greeks feeling especially

hard done by as usual, recent

German poll results point to

the possibility of a diff icult

summer ahead. While the

next round of Federal elec-

t ions in Germany will not

happen until October 2017,

recent results for Angela

Merkel’s CDU point to the

possibility of an almost seis-

mic change in German poli-

tics.

Outside of Germany, Ger-

man-driven austerity is being

rejected wholesale.

Greece, despite having

elected an anti-austerity gov-

ernment was effectively cor-

nered into accepting the ECB

bailout. Oddly enough at a

recent meeting with the ex-

f inance minister I was told

that the only reason the

Greeks did not accept the in-

evitable and default was that

there was no physical re-

placement currency easily

available. However, and here

we are being a little mischie-

vous, as it takes, I was told in

confidence, 12-18 months to

print a new currency,

Drachma banknotes could

theoretically be available by

the end of 2016….pure and

utter speculation and hearsay

I know and must emphasise,

but the odds of ‘something’

happening continue to grow.

Despite the fact that,

even after the recent ‘near

misses’, most dispassionate

and objective observers con-

tinue to agree the state of the

Euro continues to be crit ical

and the Eurozone economy

remains in deep trouble. The

problem is that despite the

ECB cont inuing to flood

markets with liquidity just at

the moment the UK and US

Central Authorities are stop-

ping their QE programmes,

there is a looming European

problem which most com-
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mentators have either ignored or quite

simply have not factored into their

death-spiral calculations…

Both the Federal Reserve and the

Bank of England realised when they

started their QE (Quantitative Easing)

that the pool of available fungible re-

sources was a “known/known” and that

there are and were certain natural limits

to the amount of aid possible. Admit-

tedly the US government did, effec-

t ively, temporarily nationalise some

parts of the financial sector, the aim was

always to have a focused QE programme

leaving enough slack within the system

for a ‘regular’ market to continue to

operate.

The looming problem within Europe

is that the pool of both investment

grade Sovereign Debt as well as higher

quality Corporate Debt issued in Euros

by purely European companies eligible

for inclusion within the ECBs purchas-

ing program remains worryingly small.

Given the stated aim of the ECB to in-

ject init ially €60 Billion a month which

has ‘mysteriously’ now been increased

to €80 Billion, combined with the pos-

sibility of negative official interest rates

until well into 2017, if not beyond, the

underlying participating asset pool will

become smaller and smaller – from what

was a low starting point.

The decision in March to include

corporate investment grade debt in the

ECBs QE, so quickly into the process,

shows that my init ial suspicions were

spot on.

Apart from the fact that, for in-

stance, all short term German Govern-

ment Debt / Bunds will continue to have

actual negative yields for some time to

come, there wil l now be a growing

temptation by the ECB, as the pool of

available liquidity dries up, to start go-

ing further and further down the invest-

ment grade quality spectrum in the

search of new bond sources.  Certainly

the ability of corporates to issue almost

unlimited quantities of debt with the

specific aim of pitching it directly at the

ECB as buyer not only of last resort, but

also the first, is tempting for many com-

panies. However more prudent compa-

nies will shy from this almost limitless

funding possibility, irrespective of the

miniscule coupons that will most prob-

ably be tendered, as such issues will re-

main a balance sheet liability as at some

stage, though quite when remains

shrouded in the mists of uncertainty,

the ECB as it currently exists will want

to be repaid.

So far so good, for responsible and

ethically run corporates – yet the prob-

lem is that the temptation for lesser

quality companies and institutions to

try and inflate or boost their credit qual-

ity in the very short-term in order to

become eligible for ECB inclusion will

be almost too much to resist. Here I

would include some of the lesser and

worse capitalised banks such as the mul-

titudinous number of different f inan-

cial institutions highlighted purely for

illustrative purposes and not to pick

them out individually, such as the inor-

dinate number of Italian banking

groups.  Many such institutions are ef-

fectively ‘zombie’ companies only be-

ing kept alive to ensure there is not an

additional and terminal  banking col-

lapse in Southern Europe – something

that must be prevented at all costs to

maintain the veneer of respectability

that the Euro must be seen to have.

As such we would advise all corpo-

rate debt investors, especially those with

exposure to Euro denominated and Eu-

ropean headquartered ECB eligible is-

suers to be extremely careful about

what your underlying exposure and risk

profile actually is. There is the distinct

possibility not too far down the line for

the corporate debt market collapse that

was init ially feared in China to actually

happen in Europe.

Here we must reiterate the long sim-

mering fears that the Euro has merely

been given a stay of execution. How-

ever, how and when the end happens is

currently not on the table.

It is not that we think the Euro, per

se, is a deeply flawed entity – far from it.

Were it to have been introduced in a

very limited number of countries in par-

allel with changes at Sovereign levels to

fiscal rules and/or budgets to create a

totally level playing f ield – here we

would emphasise that the prerequisites

for identical income, VAT and corporate

tax rates and threshold levels are crit i-

cal – then the currency would have been

a cast iron winner. We do not wish to

trawl through, ad nauseum, our earlier,

totally correct observations about the

dilution effects of having 27 members

in a single currency.

But, to continue: it is agreed by all

that in its current state the Euro is un-

sustainable without some fairly radical

changes. Yet, despite this comprehen-

sion, no one has actually managed to

propose a sensible, sane and rational

series of solutions.

If, as or when the Euro crisis returns,

it will be simply because policy makers

can’t or won’t face the conundrum at

the heart of the single currency - the
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shackling together of very different

economies with very different needs.

This summer will see the resump-

tion of the on-going tragedy that is the

Greek bailout conditions. Yet, as we have

already noted, the Syriza government

in Greece is unwilling to knuckle under

and give in to demands for yet more

cuts to service its debt while the Troika -

the International Monetary Fund (IMF),

the European Commission and the ECB

- can’t agree on what they should do

anyway. Not exactly a good hors

d’oeuvre for the actual f inal negotia-

tions. While the IMF prescribes more

debt relief it doesn’t want to finance it.

If it were to walk away, Greece would be

back in the crit ical ward immediately

with a government elected first to op-

pose austerity would be forced to imple-

ment it.

However the underlying disparity in

economic growth makes for grim read-

ing for those who refuse to accept that

there is not a North-South divide.

But a devastating recent Wikileak

has poured fuel on the f ire. It appears

(allegedly) to show the IMF is actively

pondering steps to bankrupt or implode

the Greek economy which, just in itself,

will make for an interesting next meet-

ing of Eurozone finance ministers. Even

to contemplate such a step informally

could be construed by many that the

global elite don’t care about real people,

which is at the root of growing

groundswell of revolt against Germany.

For Greece is not alone as the new left-

wing Portuguese government (closely

followed by the  new ant i-austerity

Spanish perspective on matters) is also

demanding a change of policy which is

a direct challenge to German orthodoxy

and one that has some polit icians in

despair.

But it is Italy that is the real worry.

Its huge banking crisis has gone largely

unnoticed.

As we indicated above the strains in

the EU’s fourth largest economy could

yet trigger the next mega-crisis as the

sluggish European economy stubbornly

refuses to grow, and is threatening to

emulate Japan’s long-running stagna-

tion. While, as we continue to signpost,

the ECB has with the March change in

QE stance already started to show signs

of having completely and utterly run out

of ideas, or, more harshly, totally lost

the f iscal plot.

Negative interest rates already cause

more than raised eyebrows in Germany

and recent musings about “helicopter

money” - a sort of post-Keynesian stimu-

lus, achieved not by investing in big

public projects, but by simply giving

people money to spend - shows that we

are now not just at the last chapter of

the European financial handbook, but

looking at the sealed appendix marked

‘Only to be tried if all else fails’.

Yet few are willing to voice concerns

that the real end to the problems would

be achieved with a new EU treaty with

ever closer fiscal and monetary integra-

tion. There is impeccable logic here but

the solution is very unlikely to be en-

acted.

So the stage could be set for another

crisis but the EU has a habit of mud-

dling through each similar calamity. It

is never elegant, never the complete

answer, but survival is what

policymakers eventually ensure will hap-

pen – even if such measures are stop-

gap at best.

In the end the polit ical will exists to

ensure that a solution will always be fab-

ricated.

Yet this could be the year that po-

lit ical tensions between North and

South grow so great that the fabric of

the Euro and Eurozone is f inally ripped

into an irreparable state.

As such we continue to advise ex-

treme investment caution and for the

moment cannot see any scope for in-

creasing investment positions anywhere

within the Central Eurozone area except,

just possibly, Germany

However within a few weeks this

could all be come a technicality thanks

to the UK...

Grand Canal and Basilica Santa
Maria della Salute, Venice, Italy
and sunny day
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The UK – Brexit is still
very much possible…
By the time the next Economic Quar-

terly is produced the results of the UK

poll on June 23rd will be known. The

question being asked of the electorate

is simple:-

“Should the United Kingdom re-

main a member of the European Union

or leave the European Union?”

Upon these sixteen words hang,

most probably the fate not only of the

UK stock, currency and bond markets

for the next 20 years, but also and inevi-

tably, the fate of the EU as we know it.

Just as the migration crisis tempo-

rarily eases, Berlin and Paris are bracing

themselves for another blow - the pos-

sibility of the UK daring to leave the EU.

The Ukraine crisis is almost forgotten,

but those Dutch who could be both-

ered to vote have just rejected an ever-

growing union and it is such a small,

almost missed signal that could signal

the f irst stage in the implosion of the

European dream.

The UK has had a somewhat schizo-

phrenic relationship with the European

Union for the past 40 years and the cur-

rent vote is merely the public expres-

sion of a deep-seated fear and loathing

held by many for what the EU stands

for – certainly the entry specif ications

for the UK in 1974 have changed out of

all recognition when the vote then was

for solely one of entering a trade group-

ing, not the political edifice that has

evolved since then.

While it is tempting to think that

Prime Minister Cameron only put in the

promise of a referendum in his party

manifesto last year because he thought

there was not a change of him actually

winning an outright mandate, we are

where we are now and this is actually

going to be for investors both a very

volatile period but one that will, ult i-

mately, present the possibility of mak-

ing substantial returns, irrespective of

whether there is a Stay result or a Leave.

Certainly I will state before the re-

sult that, as at the time of writing, it is

going to be quite a close result – most

likely a f inal result of 47% / 53% is the

probable final outcome - but for which

side remains slightly clouded.

Also as we have to remain impartial

I will not comment on the arguments

currently raging through the UK press

about the benefits of staying or exiting

– read in a kind light, any and all not too

outrageous hypotheses all sound quite

reasonable. However my own vote by

itself will not change anything and it is

to be hoped that even in a t ight f inish

the eventual result will be accepted by

the losing side.

Yet while we would advise extreme

caution for anyone willing to either add

too exist ing UK/FTSE 100 posit ions

there is a rather neat little investment

strategy which, irrespective of the re-

sult could be profitable.

Certainly a ‘naked’ position either

being purely long or short of the FTSE

100 and similarly a currency position in

the Sterling vs. Euro pair is inadvisable,

at the time of writing, as the final result

remains statistically impossible to sepa-

rate

But for those of you with patience I

might suggest the following little trade

which would produce returns whatever

the result.

In such a poll we have what is called

a ‘binomial’ outcome – there can only

be one of two results: either the UK

stays, or it leaves. Unlike a General Elec-

tion where one party can win under half

the vote and still form a government,

with our without the help of smaller

aligned other parties, in this case the

result is simply that – a definitive out-

come.

Yes or No
In this case volatility in the run—up to

the vote will be high, in fact significantly

higher than it would be for a General

Election, as various polls will give the
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belief that one side or the other will have

the upper hand. Given this, placing our

trades will need to wait until closer to

the poll which, as this is written some

three months before the actual vote,

makes the planning a little simpler.

As we have seen before, there are

only occasional times the eventual out-

come will most likely produce, in invest-

ment terms, an explosive market reac-

tion.

If the UK does actually vote to exit,

the FTSE 100 would most likely fall by

around 10%-15% or, from a level of

around 6,500 we could see a fall of some-

where between 650 and 1,000 points.

Sterling against the Dollar and Euro

would also implode by about the same

so we could see ‘Cable’ (US$ vs. GBP)

move from around 1.4400 to 1.3000 and

versus the Euro it would move from

0.7900 to possibly somewhere around

0.8700 or higher.

If the UK votes to stay, the upside

reaction is likely to be almost as explo-

sive but probably not quite by as much:

a typical ‘relief rally’ in fact. The FTSE

100 could possibly add around 500-750

points (7,000 – 7,250), Cable would add

around 5cents – 10 cents (1.4900-

1.5400) and against the Euro we could

see a strengthening to somewhere in

the region of 0.7250 – 0.6950.

Oddly enough the reason a “re-

main” vote would see the lesser moves

is because this is the desired result by

the major polit ical parties.

No matter. There is plenty of mile-

age to be had simply because there is

not the possibility of a ‘We- will-say-

‘stay’-but-hold-on-a-second-while-we-

think-about-it’ reaction.

Given the only possible outcomes

this is an ideal moment to place what is

technically called a Long Straddle –

where a put and call are purchased at

the same strike price so long as the trade

is placed ‘At the Money’ i.e. if the FTSE

on the day of placing the trade is at or

around 6,400 you would be buying iden-

tical numbers of FTSE 100 6,400 puts

and calls. If the index moves to 7,200 or

5,600 you would pick up 800 points in

premium less the costs of the underly-

ing trade of the ‘losing’ put or call….but

because of the short term nature of the

trade would not lose too much time

premium which is factored into your

purchase price.

In such a scenario such a trade is

specifically appropriate for the large

moves such as those that we are more

than likely to see with the added safety

net that irrespective of the result money

will be made even though the trade is

placed during a period of high volatil-

ity. The costs of such a trade are going

to be a matter of a couple of hundreds

pips at most (depending on your indi-

vidual strategy) which is more than out-

weighed by the upside/downside poten-

tial for the trade.

However what happens after the

vote will be a completely different mat-

ter and something which at the mo-

ment, especially were the UK to vote to

exit, have unintended consequences –

Sweden is rumoured to already be con-

templating an exit vote if the UK votes

‘Out’ and the Netherlands is also quite

likely to wish to do something similar.

However such a stance from these two

countries should be viewed in the wider

context of being a cast iron excuse for

each country to use a possible UK exit

as a means to extract more country spe-

cif ic concessions from the EU leader-

ship.

Until mid-June, then, there remains

the unwelcome prospect of UK markets

being extremely unwelcoming – there

is nothing investors hate more than

uncertainty and this will be highly evi-

dent. As such, certainly until nearer the

vote, it would be possibly very unwise

to add to any existing UK positions in

any asset class unt il or unless a more

certain outcome is revealed.

Then again given the recent failures

of UK opinion polls, any implied large

lead for either the Stay or Leave camp

will be treated with extreme suspicion

unless the gap between the two results

widens significantly to over 25 points

(37.5 – 62.5 or wider).

Short-term, at least, investors

should remain extremely cautious.

However nearer to the poll date,

matters should become much clearer

and ultra-short term trades might well

be applicable as, described above.

Japan – negative interest
rates are, quite possibly, the
final roll of the economic
dice…
If you were thinking that the ECB was

scraping the bottom of the economic

solutions ‘barrel’ then you might have

forgotten Japan’s economic doldrums,

which are seemingly never ending. It is

with some sense of longer-term forebod-

ing mixed with the possibilities of some

very positive short-term gains that we

were not too surprised by the announce-

ment from the Bank of Japan (BoJ) on
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Friday January 29th that Japan was now

taking a more aggressive step by cut-

ting interest rates below zero – the rate

of a negative -0.1% would be applies on

excess reserves placed centrally by Japa-

nese institutions.

The policy now means banks are es-

sentially paying for the privilege of de-

positing their own money and could

quite possibly represent an actual last

resort for a country that has struggled

through over 20 years of weak to non-

existent growth. But the BoJ is only fol-

lowing other central banks with its nega-

tive interest rate policy as a sign of the

continuing global trouble from low oil

prices, stalling international trade and

slowing growth in China.

For what feels to be about the 900th

time (I am exaggerating, I know) Japan’s

prime minister, Shinzo Abe, is seeking

yet another way out of this continuing

cycle of weakness. The Bank of Japan’s

governor, Haruhiko Kuroda, said the

negative interest rate was in response

to global economic instability but as a

policy in itself it is probably ultimately

futile.

Mr. Abe has already tried to stimu-

late the Japanese economy with vari-

ous measures such as temporary tax cuts

and inflated government spending to

spur growth and try and stoke inflation

– something that in the current global

deflationary spiral is possibly impossible.

Despite all such stimulus measures

the economy has really not moved out

of a full-time recession under his ad-

ministration, sowing doubts about his

policies.

The BoJ’s policy board took great

pains to say the rate cut was based on

global condit ions, not the Japanese

economy itself, but this might, yet

again, be more a posit that they are try-

ing to save face rather than admit the

rather unwelcomed truth that amongst

other problems such as a rapidly declin-

ing population, it would take a short-

term economic miracle or global hyper-

inflation (neither of which are likely) to

finally kick-start the Japanese economy.

In fact the temptation remains for

the BoJ to cut rates further if necessary

– something that we have seen else-

where with varying to little overall ef-

fect.

A move to negative rates was, we

were told in our economics studies, out-

wardly a measure of total and utter des-

peration on the part of Central Banks.

As all the traditional tools have been

exhausted and with the likelihood of

weak prospects for economic growth in

many countries, businesses are reluctant

to borrow for pract ical ly any new

projects even with almost giveaway bor-

rowing rate.

If deflat ion also becomes a long-

term globally entrenched problem then

repaying even a loan at an interest rate

near zero could become diff icult.

As we have seen in Europe already,

three other countries not in the Euro -

Denmark, Sweden and Switzerland - also

have negative interest rates purely be-

cause all three have been held by mar-

kets given each countries’ stated aim of

shadowing the Euro – and we all know

the fiscal disaster that happened to Ster-

ling when it shadowed the ‘Snake’ (the

precursor to the Euro) in the 1990’s.

Such a situation is unlikely to disap-

pear anytime soon as investors continue

to be keen to diverge away from the
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perceived long-term risks of  physically holding the Euro and

feel that the Franc and the two Krona(s) are all better longer-

term prospects to be invested in when it all goes rign with

the Euro…

Equities – despite a slow start there
are some positives for 2016
Looking at the chart below of the three major index group-

ings you might be forgiven for thinking initially that 2016

could end up like 2015, where we had negative returns all

round.

But look again…..for all three global indices to recover as

quickly as they did from -10% or worse falls in the f irst three

weeks of the year to end the quarter up +5.37% for the MSCI

Emerging Index, barely changed at -0.88% for the MSCI World

and -2.53% for the MSCI Frontier (notoriously volatile as we

have discussed before) is actually making me feel much more

positive for the projections for the rest of 2016.

Certainly January was a horrible beginning to the year;

within 20 days the FTSE 100 had fallen nearly 10% and other

major indices were running similar losses. However, for those

with longer term memories than financial and business re-

porters, whose job it is to report in the shortest possible

time-frame with the maximum pessimism, you will remem-

ber our sage advice from 2015.

We were one of the f irst, if not the f irst, to predict that

the Chinese growth rate would be gradually off icially

ratcheted down by around the -0.1% per quarter rate; some-

thing that, ‘mysteriously’, is starting to happen. This would

bring growth rates of around +6.5% for 2016-17, far more

economically believable, rather than to have an economy

growing at a constant +7% annual rate, quarter in and quar-

ter out.

The last time we saw such consistently and steady growth

rates were with the Madoff Ponzi scheme and we know how

that all turned out!

The Chinese slowing growth story coupled with a dip in

oil below $30 were in themselves nothing new and rational

beings should have ignored this.

The slowing growth story has been lurking in the back-

ground for about 5 years and official guidance to lower but

more believable growth rates is a welcome positive. Also the

fall in oil prices that were seen are not directly correlated to

slower Chinese growth. In fact, as we mentioned in earlier

commentaries, the massive increase in US shale production

has occurred totally and utterly separately from Chinese

growth and is rather like blaming the varying fortunes of

your favourite football team on the changing price of wash-

ing powder.

For those of us with longer memories it was not so long

ago that stock market falls were being blamed, sometimes
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erroneously, on the rising price of oil.

In other words these are two com-

pletely separate events and have merely

been incorrectly linked in order to try

and prove some non-existent associa-

tion for the purposes of sealing news-

papers.

So the real reason for the stock mar-

ket wobbles were a series of unrelated

but simultaneous strokes of bad luck

for investors, who in the midst of this

panic might have decided to sell – al-

ways a wrong move and something

against which we always caution – es-

pecially in the more mature, Developed

Indices.

For London the standout event has

to be, as it will be until the end of the

first half of the year, the EU vote – a

vote on a possible Brit ish Exit “Brexit”.

Certainly we are seeing a complete

and utter paralysis of forward planning

by many Brit ish and European institu-

tions, a fact highlighted in suddenly

marginally worse unemployment rates,

a reduction in capital expenditure and

an unwillingness of big businesses to

do anything other than remain com-

pletely mesmerised in the headlights of

uncertainty.

Again, though, this is an event com-

pletely and utterly dissociated from the

problems in China – a parallel problem,

not an identical one.

Another factor in the precipitate fall

might well have been the decision by

some sovereign wealth funds when the

price of oil had fallen, maybe too far for

their own liking and they needed to

raise some cash. The finger isn’t exactly

pointing at Saudi Arabia which has to

experience some utterly real austerity

for the f irst t ime in living memory, but

they might well have been one of the

contributing factors…..

Also we have been tending to over-

look the ever so slight t ightening of

money supply – as we pondered the Feds

raising of interest rates, admittedly by

only +¼% was probably too late. How-

ever the unintended consequences of

such a small money supply compres-

sion might just have been to unnerve

some of the more anxious margin trad-

ers.

Finally there is a more complex but

growing reason – robot trading.

The exponential growth in algorith-

mic trading and its expansion out from

the hedge fund universe into more regu-

lar ‘normal’ trading is a worrying trend.

We have already seen instances of

‘flash crashes’ where prices in individual

stocks or indices suddenly plunge for

no apparent reason, especially where

there is no underlying economic or price

sensitive releases. It is becoming more

apparent that trends, whether bull or

bear, are becoming more prolonged and

also more extended.

The trading programmes that are

now being offered as a matter of course

by all the large trading houses is a trend

we have to be both wary of and try and

understand. Certainly for those who

have an inbuilt chartist slant the pre-

cipitate falls in January were a good

opportunity to add funds to existing

index positions and something that we

had privately advised as the time.

Certainly an inspection of the ma-

jor winners and losers for the first quar-

ter of 2016 makes for simultaneously

depressing and yet interesting reading.

While the indices in the US ended

the quarter flat it is from the lows that

we must comment – such short-term

strength gives us great hope for the f irst

half of the year, even until the end of

the 3rd quarter ahead of what is likely to

be an extremely factious, ill-tempered

and disruptive US presidential election.

While the Democrat ic nominee

should be, barring an upset, Mrs Clinton,

there is likely to be an extremely acri-

monious and bad-humoured Republi-

can convention, due to be held in Cleve-

land, Ohio from 18th-21st July.

It is looking quite possible that the

convent ion may be extended even

longer if no single candidate gains an

initial overall majority. Certainly markets

are quietly perplexed about what would

happen were Donald Trump to win the

Republican nomination and, more dis-

quietingly, were he to be voted in as

President.
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Certainly given a peculiar series of

events this could happen were the anti-

Hillary [Clinton] vote be galvanised suc-

cessfully.

Yet for the next quarter there is little

to upset most of the major indices – the

caveat being London where our sug-

gested strategy should be kept at the

back of your mind at all t imes.

The US will see what is probably

likely to be a quiet and very slight uptick

in economic activity, while mainland

Europe as well, is likely to benefit from

the absence of any major bad news but

still remain mired in underlying stasis.

Certainly the problems of the oil

producing nations will be quietly ig-

nored for the next three months and

trouble spots such as the Ukraine and

Syria are also likely to remain kicked into

the long grass with no signif icant re-

sumption in violence expected.

The only possible problem is likely

to be Libya where there are signs of yet

another ill-conceived military rescue

plan being formed to aid whichever re-

gime NATO wishes to prop up.

As Libyan oil product ion has

dropped off the radar any near term re-

sumption is likely to be insignificant and

ignored.

Within the Emerging Markets uni-

verse there were positive moves for the

vast majority of components for the

f irst quarter of 2016 and yet the 12

monthly returns for all but one compo-

nent (Hungary, which as we have noted

previously is pressing all the right but-

tons economically) were depressingly

negative, highlight ing not only the

overall -14.14% return for this index over

the past year but also the continuing

weakness in the area as a whole.

While the moves in Brazil were more

the visual embodiment of the looming

resolution of the political crisis that has

hit the country in recent months with

the impeachment of the President

most likely to now occur,  positive con-

tagion for such a stock market rise seen

in its neighbours in Peru and Colombia

were slightly unexpected.

However the worst performer, yet

again (!) should not surprise – Greece

continues to sink almost without trace

as even with the f illip of an intra-quar-

ter rally (within the overall mega-bear

market) it managed to lose almost a

further 1/8th of its value.

As we continue to caution and con-

tinue to stress – do not go anywhere

near the Greek stick market. Usually an

equity index may be seen as a forward

indicator of the health of a particular

countries’ economy. For Greece to show

not only such a savage quarterly loos

yet again but also even with the small

rally to have lost over half its value

(again!) over a 12 month period is tell-

ing even the most obstinate investor

that any money invested is a wasted in-

vestment.

Yes, one day the market will be a

big, fat ‘Buy’: Yes, the economy will re-

cover: Yes the country will emerge from

recession.

But...whether this is in 2 quarters, 2

years or 2 decades remains clouded in

mystery. The odds though on a recovery

in 2 quarters are also non-existent – this

is called a ‘Hint!’

We also note that the returns from

India, -2.90% and China, -10.12% are not

too shocking – certainly India seems to

be picking up slowly – it must be re-

membered that these returns are from

lower lows and both show the inherent

underlying strength not only in the re-

spective economies but also the indi-

vidual stock markets if the authorities

can be prevented from ‘assist ing’ or

stimulating markets artificially.

While we do not currently advocate

adding to position in each country the

rest of 2016 could well be a positive for

both stock markets and additional po-

sitions can be added to bring you back

up to index weighted levels on any dips

– depending on overall stock market

sentiment at the time. Yes I like both

countries and yes in the longer term (10+

years) both will do well as the iron grip

of government ‘inspired’ intervention

is eased, but inherent underlying high

volatility remains for the moment.

Meanwhile in the Frontier markets

overall quarterly returns of ‘only ’ a -

2.53% fall isn’t too bad at all given the

high dependence of many component

countries on oil and petro carbon ele-

ments.

While we merely note the position

of Nigeria as the worst performing mar-

ket please also note that the 12 month

returns were on a par with Ukraine (-

24.31%)  and Bahrain (-24.09%) and that

given the propensity of oil to rise from

the depressed end of quarter levels there

could well be some positive tom come

here.

This area is starting to be of interest

again after a multi-year and well de-

served ‘Avoid’ rating and we will spend

the next quarter examining the indi-

vidual components of this index.

Estonia overall is one of the best

performing markets in this sector – cer-

tainly the reduction in the near-term

threats from Russia have helped here

along with the bolstering of tis internal
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defences with the positioning of additional NATO forces

within the region

Jamaica, even though it does not appear on the Top5, as

we noted in the previous issue, is starting to be of extreme

interest given its willingness now to reform its markets andalso

its proximity to the ‘new kid on the block’ – Cuba where the

wraps have come off its intended return to near-normality

over the next 5-6 years including, as we wrote about previ-

ously the reopening of the Havana Stock Exchange.

While Jamaica’s annualised 5 year return of +3.29% it is

one of ONLY 4, yes, FOUR Frontier markets with a positive 5

years annualised return – the others being Kenya, +11.62%,

Pakistan, +2.20% and Trinidad and Tobago, +6.88% (Trinidad

is definitely feeling the positive effects of being in the Jamai-

can index slipstream) it is now starting to hit certain of my

own personal key metrics as regards accessibility, transpar-

ency and affordability.

 While I am always open to the benefits of a f ieldtrip to

personally examine both the Jamaican and Trinidadian stock

markets, I fear my research next quarter will have to be made

at arm’s length.

Oil – starting to shake off
previous extreme weakness…
As we commented earlier in the piece, the weakness in oil is

partially self-inflicted, partially the market having a f inal

shake-down and also a f inal easing of the thrombosis from

extremely high cost exploratory ventures being forced out of

business.

As the chart shows the bear trend we identif ied at the

end of the year has been partially reversed (always look for a

retracement of over 10% for initial confirmation and 20%

for full and f inal confirmation of a short-term trend rever-

sal). Prices have risen from lows of $26 in January 2016 and

hit highs of just over $40 in March – this in itself was a rise of

over 50%, well within reversal territory.

A quarter end price of $36 for both Brent and West Texas

is a strong enough move to put into place near-term price

floors as well as showing that demand is strong enough but

not too strong to push prices rapidly higher without encour-

aging production to resume in the more expensive sources

such as the Canadian Tar Sands which would have the poten-

tial to depress prices further.

Strangely enough what has been missed is that at the

new elevated production levels, apart from Saudi Arabia, the

rest of OPEC does not actually have the infrastructure cur-

rently in place to physically produce more oil – and this is

something the market probably subliminally realised when

prices f irst popped back above $30. We discussed previously

the parlous state of the Iranian infrastructure and how it

would take years to not only replace and upgrade the exist-

ing pumping facilities but the extended lead time required

to physically produce oil from new Persian sources.

The recent inability of OPEC to agree on production quo-

tas does show that for the moment that the ability for the

market to react to such a negative shock is still there but, as

commented on earlier, the reaction to such announcements

is overall far more muted and actually the total effect is for

there to be, in the end, very little net reaction one way or the

other.
Market dynamics are changing fast, though. While lower

prices spur innovation to try and enable producers to pump

oil more efficiently, output globally is also beginning to slip.
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The North Sea is a good example close

to home – while production still con-

tinues many of the oil fields discovered

in that init ial boom time of the 1970’s

are either exhausted or have substan-

tially reduced reserves. New production

needs the introduction of more expen-

sive deep sea technology and as such

new fields are unlikely to be discovered

in the coming years unless the price is

more supportive.

The Saudi Arabian economy contin-

ues to suffer from the low oil price. So

long as the Saudi Riyal cont inues to be

pegged to the dollar the longer the

Saudi economy will burn through US$

10 billion a month in reserves.

The Saudis are, in some ways, like

the Japanese – an odd comparison to

make I know. They continue to wish to

remain the lynch-pins of OPEC and for

economic as well as religious reasons,

wish to remain the masters of all they

survey. But their actions in refusing to

accept a compromise deal proposed by

their arch-enemy Iran means that OPEC

in its current state is probably slowly

but surely being killed off. It is this re-

fusal to countenance loss of ‘face’ on

the global stage that will eventually be

the undoing of yet another cartel.

Elsewhere in OEPC there are signs

that it is all being held together by the

political equivalent of sealing wax and

string. Venezuela having previously

adopted a 4 day week has now reduced

this to a 3 and most recently a 2 day

working week – the economics of lu-

nacy incarnate!

Angola has been forced to go to the

IMF for short-term help, something only

a year ago it vowed it would never do.

Iraq, despite winning back substan-

tial territory from ISIS/ISIL has been

unable to produce as much oil as it

wished and again has had to go for help

to the IMF.

Libya, as already mentioned is a bas-

ket case and what little production be-

ing pumped, there is at risk of a com-

plete and utter shut-down.

Oddly enough what we are looking

at is a supply crunch coming sometime

soon – but probably not until 2017.

Something, somewhere is going to

give way – but quite what or where is at

the moment shrouded in mystery.

As such while the oil price will most

probably hover between $35 and $45 a

barrel, it is quite likely that prices will

some plateau around the $50 level – a

welcome sign of relief, no doubt, for

many of our readers.

2016 – Q2 probably going to
be positively quiet until the
last week of the quarter….
It is looking far more hopeful that after

so many quarters of caution that for

investors in most asset classes there will

now start to be seen some positive re-

turns and in some cases some very large

short-term returns.

After a January 2016 which looked

like reinforcing our cautionary stance,

it is the speed and strength of recovery

in most of the major indices (with some

notable exceptions) that now gives us

some real, as opposed to false, positives.

Certainly the US appears to be quite

happy to ignore the polit ical problems

with the nomination process for the

next US President until well into the 3rd

quarter this year. While US corporate

earnings continue to be fluctuat ing

there are some of the old stalwarts who

continue to maintain their near mo-

nopolistic, demand insensit ive pricing

models to continue with robust earn-

ings growth.

Certainty with a muted Fed the

coming quarter could well see the Dow

and S&P500 hit new all t imes highs

again and as such we would caution

against anything other than a full index

weighted posit ion, or even slightly

higher – a position which could be eas-

ily added to at the expense of the UK,

given the peculiarity of the British Elec-

torate to give anything other than a

desired or expected result in most re-

cent elections.

Brexit in the UK will continue to

weigh on all aspects of investments –

while the eventual outcome may well

be extremely positive for markets, it is

the getting there that will be extremely

difficulty and here, despite this being

my home economy, I will advise and is-

sue an EXTREME caution warning. Un-

til or unless there is a def initive trend

emerging AVOID adding to any FTSE

100, Gilts and Sterling positions.

Once the threat has passed and the

result has emerged from the referendum

then re-examine the actual UK eco-

nomic indicators – taking into account

our little short-term high return strat-

egy outlined above.

 Be patient – the time has come

again to get investing – soon, if not now!!

-  (Dr. Neil Hitchens, ACSI – Independent

Investment Financial Strategist and Man-

ager. He may be contacted at any t ime

via email at the following email address:

ceo@mountross.com
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ing the f inancial exclusion rate in Nige-

ria from 46.3 percent as at 2010 to 20

percent by 2020. A key component of

the implementation process of NFIS is

the f inancial literacy framework devel-

oped in 2012 in collaboration with rel-

evant stakeholders.

 Financial literacy is the possession

of knowledge and skills needed by an

individual to eff iciently manage finan-

cial assets and resources in order to en-

hance economic growth and develop-

ment. According to the Central Bank of

Nigeria, financial education enables f i-

nancial services providers to better un-

derstand their products, the associated

risks and the needs of their customers.

Benefits of Financial
Literacy
The benefits of f inancial literacy in-

clude:

•  It enhances individuals’ knowledge

of f inancial products and services, and

financial capability by empowering the

educationally disadvantaged segment

of the population to have access to in-

clusive financial services. A sound finan-

cial skill will enhance the scope and scale

of adoption of f inancial services.

• It promotes savings culture and

sound financial discipline. Financial lit-

eracy training can make an education-

ally disadvantaged person literate in

words and numbers, thus enhancing his

ability to practice long term savings and

investment.

• It encourages entrepreneurship,

transparency and accountability, and

creates access to the varied f inancial

services needed to nurture their busi-

nesses.

• It facilitates signif icant inclusion

in the number and percentage of f inan-

cially excluded persons.

• Financial Education is necessary

for f inancial system stability, by giving

T
he National Financial Inclu-

sion Strategy (NFIS) was

launched on October 23rd,

2012 with the aim of reduc-

- By Kazeem Aremu



FOREIGN INSIGHTS      |       April 2016       |       Zenith Economic Quarterly      67

key industry players the capacity to un-

derstand market’s early warning signals.

This will protect f inancial assets, im-

prove livelihood, and deepen financial

inclusion

• An efficient adoption of financial

services wil l enhance sustainable

growth and profitability of financial in-

stitut ions, thereby facilitating long

term confidence in f inancial markets

and system.

• A f inancially literate person will

possess the requisite f inancial skills

needed to contribute to economic de-

velopment. The financial capability at-

tained will foster higher standard of liv-

ing leading to improved social well-be-

ing of an individual.

• It increases the choice of financial

products and services available at af-

fordable costs to customers and pro-

motes innovation and healthy compe-

tition.

• With a higher literacy level of bank

customers, regulation and supervision

will be wider, broader and more eff i-

cient.

• A sound financial education will

reduce drastically the prevalence of

fraudulent activities in the financial sys-

tem such as ‘Ponzi Schemes’.

Measuring the Current
Level of Financial
Capability
In January 2013, the Central Bank

of Nigeria (CBN) developed and

approved the Financial Literacy

Framework (FLF) in collabora-

tion with other relevant stake-

holders. A Baseline Survey for Fi-

nancial Literacy (the Baseline)

was carried out in 2015, in the

context of the Financial Literacy

Framework (FLF).The overall goal

of the Baseline Survey was to

measure the levels of financial ca-

pability in Nigeria. This appraisal

will guide financial literacy policy

options and tackle key challenges

observed using financial educa-

tion interventions and progress

monitoring.

The f indings of the Baseline

survey highlight the key issues to

be addressed to enhance the level

of f inancial capability in Nigeria.

And they include:

• The level of education is

low. About 50.7 per cent of the

adult population in Nigeria has

either no formal educat ional

qualif ications or has only com-

Source: Central Bank of Nigeria’s Baseline Survey
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pleted some primary education.

• High drop-out rates of youth from

school causing exclusion from financial

education interventions embedded in

school curricula, and the need to reach

them through other means.

• Income per capita is low and two

third of the adult population in Nigeria

earn less than the minimum wage of

N18, 000 per month. Low income levels

limits an individual’s capacity to save

and plan for retirement and provide for

their dependents.

• The Baseline survey revealed that

the decision making role of women in

households is negatively impacted.

• According to the survey, two third

of the adult populat ion is married;

about 50.4 million or 51.1 per cent of

this is monogamous; 15.1 million or 15.3

per cent is polygamous; 24.5 million or

24.9 per cent are single; while the bal-

ance of 8.6 million or 8.7 per cent are

separated/divorced or widowed.

• Financial educat ion init iat ives

through employee-based programmes

have limited reach. Therefore, innova-

tive forms of communication should be

considered to reach farmers and owners

of small enterprises.

•  About 29.1 million of Nigerians

are into Agriculture and this serve as

their main source of employment; 25.7

million or 26.1 per cent run their own

business; while 25.3 million or 25.7 per

cent of the population depend on fam-

ily and friends. Only 7.4 million or 7.5

per cent is formally employed.

• About 46.8 million adult popula-

tion in Nigeria experience financial vul-

nerability. These category of people of-

ten run out of money to meet regular

expenses. As a result, 18.5 million or 39.5

per cent of this class of people opt for

borrowing while 11.5 million or 25.0 per

cent use current savings to meet their

financial obligations or needs.

Financial Capability
Segments
There is a strong connection between

the levels of financial capability and lev-

els of education, which in turn depend

on the socio-economic and geo-politi-

cal context of an individual. Hence,

there is need for a crit ical analysis of

Nigeria’s literacy levels as well as seg-

mentation of its f inancial capability by

categories in order to understand the

main ‘Baseline’ issues and policy choices

that government could explore.

Government Intervention
Plans and Policies
The Federal Government has approved

financial literacy education for market

women, traders and artisans, as part of

activities lined up for implementation

in the 2016 Budget. According to the

Nigerian President in the 2016 Budget

Speech tagged ‘The Budget of Change’,

“We also intend to partner with State

and Local Governments to provide f i-

nancial training and loans to market

women, traders and artisans, through

their cooperative societies. We believe

that this segment of our society is not

only crit ical to our plan for growing

small businesses, but is also an impor-

Source: Central Bank of Nigeria (2015 baseline survey report)
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tant platform to create jobs and pro-

vide opportunities for entrepreneurs.”

Based on the Financial Capability

index depicted above, the priority seg-

ments in the Federal Government’s plan

are three:

• Market segments with low index

scores. These are women farmers and

micro-enterprises with 10.3% score;

• Traditional small-scale male farm-

ers with 13.5% score; and

• Impoverished marginalized rural

women with 16.9% score.

Segments (D, E and F) have poor lit-

eracy levels, low levels of English profi-

ciency, and limited exposure to main-

stream media (radio). In addition, they

are mostly f inancially excluded, and

cannot be easily reached at their places

of work – subsistence farms, markets or

street trading. Therefore, innovative

means needed to reach these segments

are face-to-face training of smal l

groups, supplemented by radio and vil-

lage road shows, among others.

The first group in the Financial Ca-

pability index (Segments A, B and C) are

capable of undertaking self-education.

However, according to Government’s

plan, they will be reached via the formal

educational system, employee wellness

programmes, seminars, formal financial

institut ions, mainstream media and

through information technology espe-

cially computers and mobile phones.

The focus of financial education for this

group will be on second tier products,

such as pension schemes, investment

options, insurance, and mobile banking.

They will also be made aware of their

rights and responsibilities, and available

recourse options.

Also, financial literacy will be taught

as a subject at the junior and senior sec-

ondary school levels in Nigeria before

the end of 2017. To make the plan a real-

ity, the Central Bank of Nigeria (CBN)

has commenced an initiative with the

National Education Resource Centre

(NERC) to make financial literacy a part

of the curriculum of secondary schools

across the country.

The Financial Literacy implementa-

tion plan of the Federal Government

within the short, medium and long term

include the following:

Short-Term Plans (By the
end of 2016)

• Obtain the approval of the Com-

mittee of Governors (COG) and Board

of Directors for the revised National Fi-

nancial Literacy Framework (NFLF).

• Transfer the coordination and sec-

retarial functions for the implementa-

tion of the NFLF from the Consumer

Protection Department of the CBN to

the Financial Inclusion Secretariat.

• Convene a National Stakeholders’

workshop to launch and validate the

NFLF and present f indings of the 2015

National Baseline Survey on Financial

Literacy

• Constitute Working Groups in ac-

cordance with the provisions of the

NFLF to review f indings of the 2015

National Baseline Survey on Financial

Literacy.

• Working Groups to identify prior-

ity areas from the 2015 Nat ional

Baseline Survey on Financial Literacy and

design targeted financial literacy pro-

grams for intervention across the iden-

tified segments.

• Develop guidelines on content,

standards, codes of conduct and require-

ments for Financial Literacy Practitio-

ners in Nigeria to standardize the imple-

mentation of f inancial education pro-

grams.

• Develop a Monitoring and Evalua-

tion Framework to assess impact of the

various Working Groups’ initiatives.
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Medium-Term (By the end of 2017)

•  Incorporate Financial Literacy into

the National school curriculum of Basic

and Senior Secondary schools.

•  Conduct annual performance as-

sessment and review of set targets

across individual init iatives in accor-

dance with the Monitoring and Evalua-

tion (M&E) framework developed.

•  Commence the teaching of finan-

cial literacy curriculum in schools.

Long-Term (After 2017)

• Conduct National Survey on Fi-

nancial Literacy to assess shift in Finan-

cial Capability levels in Nigeria.

•  Establish a National Financial Lit-

eracy agency that will be responsible for

propagating Financial Literacy in Nige-

ria.

Tackling the Financial
Literacy Challenges
Essentially, the focus of any f inancial

literacy framework is to improve social

well-being and empower people to be

in control of their f inances and avoid

debt. This will boost the conf idence of

the cit izenry and facilitate the acquisi-

t ion of basic and advanced f inancial

skills and capabilities regarding savings,

investment, insurance, retirement plans

and mutual benefits, among others.

Additionally, enhancing f inancial

literacy starts from the acquisit ion of

basic skills and knowledge on the fol-

lowings: knowing your f inancial rights

and responsibilit ies; knowing the risks

associated with your choice of f inancial

products; and knowing how to keep

within budget and avoid debt.

The Nigerian population is young

and growing rapidly (55.2 per cent of

the population are aged 16 to 35 years).

Hence, it is imperative that f inancial

education should start at a young age

when attitudes and values are still be-

ing formed. The youth can also play a

major role in educating their parents, as

one in 10 adults consult with their chil-

dren on f inancial matters. This calls for

the use of simple language in f inancial

documents and financial education ini-

tiatives.

Innovative and unique forms of com-

municat ion should be considered to

reach farmers and owners of small busi-

nesses According to CBN’s f inancial lit-

eracy baseline survey report, Radio is the

most popular media. About 71.1 million

Nigerians listen to radio, representing

40 percent of the population. This is

followed by TV, mobile phone advertise-

ment and newspapers.

Low income levels were found to be

one of the main barriers to f inancial in-

termediation. Personal financial educa-

tion is a precursor to managing the f i-

nances of an enterprise, and thus there

is a need to separate plans and budgets

for household from that of businesses.

This will foster transparency, credit wor-

thiness and accountability.

The launching and use of dedicated

websites and apps for different target

groups in the f inancial capability index

is imperative.  Constant awareness cre-

ation is required to reach the target au-

dience; while the use of mass media (es-

pecially the adoption of radio and tele-

vision) will be critical to pass on knowl-

edge on financial literacy and capabil-

ity.
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An independent institute of Finan-

cial Literacy could be set up with the

aim of providing f inancial education

that will enhance consumer welfare and

allow them to have a grip of their f i-

nances. The institute should be partly

funded by public-private partnership.

The rest of its funding strategy can be

sourced through the sale of books, soft-

ware, tuition, training, sponsorships,

among others.

Also, there is the need to increase

significantly the knowledge and aware-

ness of f inancial products and services

as well as basic f inancial processes in

the country. According to the CBN’s

baseline survey, 69.7 million or 70.7 per

cent of the adult population have not

heard of mobile-money, while about

81.0 million or 82.2 per cent of the adult

population indicated that they have no

knowledge of processes such as paying

with or receiving money through a mo-

bile phone; 80.7 million or 81.9 percent

have no knowledge about obtaining in-

surance.

Moreover, prioritization of financial

education and training on basic bud-

geting and long term planning in the

aspect of retirement, insurance and sav-

ings is key to f inancial literacy and in-

clusion. For instance, most respondents

(97.8 per cent) have retirement strate-

gies in place, but only 9.0 per cent be-

lieve that these will be sufficient to pro-

vide for their retirement; and a further

42.8 per cent believe that these will only

cover their retirement to some extent.

The financial services sector should

introduce products such as simple sav-

ings accounts with no administrative

fees, no minimum balances and with

positive returns on deposits. Addition-

ally, the Central Bank of Nigeria could

provide micro-credit for agriculture

while Federal Government initiates mi-

cro insurance scheme and low-cost

housing financing, among others.

Financial service providers can play

a major role in supporting financial edu-

cation targeted at Nigerian adult popu-

lation by funding seminars, editorials in

newspapers and radio talk shows. Also,

large employers of labour (such as gov-

ernments, banks and other big corpora-

tions) should be encouraged to intro-

duce employee wellness programmes as

part of their corporate social responsi-

bility.

Financial education should be em-

bedded into the Nigerian education

curriculum. The countries that have

adopted this method are Netherlands,

South Africa and Malaysia, and their

curricula content could be customized

for the Nigerian context. Also, extra-cur-

ricular activities, such as savings clubs

could be introduced for immediate im-

pacts on the youth.

Conclusion
The effect iveness of Federal

Government’s f inancial literacy plans

will be largely dependent on the mode

of delivery of f inancial education; the

proportion of the national budget allo-

cated and other resources set aside for

its implementation; the level of stake-

holders’ awareness, engagement and

inclusiveness; and the level of accep-

tance by the targeted Nigerians. Impor-

tantly, for it to gain wide acceptance,

the targets of these initiatives should

be made to see the direct link between

financial literacy and economic growth

and development.

(Kazeem Aremu is a Research Econo-

mist, Zenith Economic Quarterly)
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sector should introduce

products such as simple

savings accounts with no

administrative fees, no

minimum balances and
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for agriculture while Fed-

eral Government initiates

micro insurance scheme

and low-cost housing

financing, among others.



72       Zenith Economic Quarterly       |       April 2016       |       DISCOURSE

D
is

c
o
u
rs

e

t the beginning of the new millennium,

world leaders came together to find ways

to tackle some of the world’s most press-

ing problems. They came up with the Mil-

lennium Development Goals (MDGs) in

2000. These goals were expected to be

achieved by the year 2015. Eradication of

poverty was the f irst of these goals.

Nigeria, like other countries, has been

working towards the improved socio-eco-

nomic condition of its citizenry, a key prin-

ciple of the MDGs. And developing Small

and Medium Scale Enterprises (SMEs), has

been identif ied as one of the key steps to-

wards poverty alleviation, wealth creation

and employment generation.

SMEs in the Nigerian economy
Small and Medium Scale Enterprises

(SMEs) do not have a generic definition.

Each economy based on its specific dy-

namics, has its own def inition of SMEs.

The Central Bank of Nigeria (CBN) in their

N200billion credit guarantee scheme de-

- By Ugochi Chibuzor Nweke
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fined SME as an enterprise that has as-

set base (excluding land) of between

N5million –N500 million, and labour

force of between 11 and 300. In Nigeria,

the National Council of Industry (2003),

categorized enterprises based on the

criteria tabulated below:

In Nigeria, SMEs constitute a sig-

nificant source of employment genera-

tion. They also are a source of Internally

Generated Revenue (IGR) for the gov-

ernment through tax payments.

The International Finance Corpora-

tion (IFC) has stated that “there is a

posit ive relat ionship between a

country’s overall level of income and the

number of SMEs per 1,000 people”.

SMEs are the bedrock of industrializa-

tion as they constitute effective de-

mand and supply agents in the

economy.

SMEs facilitate the development of

local technologies and the mobilization

of domestic savings for investment pur-

poses. This increases the efficiency and

competitiveness of larger firms and that

of the local economy.

Quite a number of SMEs have proper

knowledge of economic dynamics in the

markets where they operate. However

it is important to note that not all SMEs

are in the formal sector. A lot of SMEs

operate in the informal sector. In Nige-

ria, over 50 percent of SMEs operate in

the informal sector.

Women and SMEs in Nigeria
According to a study by the United Na-

t ion Industrial Development

Organisation (UNIDO), the industrial

sector in Nigeria is dominated by small-

scale enterprises, which constitute 66

percent of all industrial establishments.

Nigerian women own about 25-30 per-

cent of registered businesses in the

country. And while women constitute

an est imated 50 per cent of the

country’s population, the important en-

trepreneurial role they could play in the

economy has not been fully realized

because they are still largely hidden

within the informal sector.

Women economic empowerment is

increasingly viewed as arguably the most

important way of triggering economic

growth and development in emerging

economies. Economically strengthen-

ing women – who constitute about half

the world’s population – is not only a

means of advancing women’s human

rights, but also a viable tool through

which economic growth can be spurred.

Women’s economic empowerment re-

fers to women’s capacity to bring about

economic change for themselves and

the larger society.

Women entrepreneurs have become

increasingly important, making influen-

t ial impact in global economies and

businesses. But women business own-

‘When women participate

in the economy, everyone

benefits.’  - Hillary Clinton.

Source: Mediterranean Journal of Social Sciences
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ers in Nigeria remain largely under-uti-

lized, which has significantly reduced

their contribution to the economic de-

velopment of the country.

A good number of the few success-

ful female entrepreneurs started their

businesses later in life and after a suc-

cessful professional career. Thus they

entered the business world with better

educational and professional experi-

ence. But the majority of female busi-

ness owners do not have adequate edu-

cation, training and experience needed

to excel in the business world.  More-

over, most female-run businesses are in

the informal sector of the economy and

have no defined business structures. To

effectively empower women, it is im-

portant to mitigate the various chal-

lenges they face as entrepreneurs – cul-

tural boundaries, poor access to finance,

inferior educational backgrounds poor

financial literacy and inadequate skills

on f inancial management.

The Indian Experience
India’s empowerment of women SME

owners has been through privately op-

erated micro f inance init iatives. The

Bangladesh famine of 1974 inspired Pro-

fessor Muhammad Yunus to establish

the Grameen Bank in 1976. A doctor of

economics of the Vanderbilt University

in the United States, Yunus developed

the principles of the Grameen Bank from

his research and experience.

Within two decades of operation,

the bank had given out loans of about

$7.6 billion. 97 percent of its seven mil-

lion borrowers were women and impres-

sively, loan repayment rate was at 98.28

percent. This remarkable performance

encouraged other similar init iat ives

within and outside India, including the

SHARE initiative.

The Indian organizat ion, SHARE

Micro Finance Limited targets rural

women whose per capita income is less

than $8 a month. The World Bank’s pov-

erty line as at 2015 was $58 a month.

Each woman gets a

microfinance loan of $50

to $100 to fund entrepre-

neurial projects they had

proposed. And more often

than not, they break-even

in no time.

For example, a woman

buys a rickshaw or bicycle

to transport the wheat

grown by her family to the

market. The rickshaw

would allow her family to

save the 50 percent of the

prof its from the wheat

that would have gone into

paying another transporter

to take the products to the

market. On the high-tech

end, some women open

Internet kiosks that be-

come profitable within the

f irst three months and

provide a livable wage within

six months.

SHARE has cont inually

reported an impressive repay-

ment rate on the more than

$71 million it has disbursed in

3000 villages in India since in-

cept ion in 1994. Of its

197,000 clients, 77 percent

have experienced a significant

reduction in poverty level; and

38 percent are no longer con-

sidered poor.

Inspired after a meeting

with Muhammad Yunus,

Roshaneh Zafar quit her job

at the World Bank in 1995 to

set up the Kashf Foundation

in Pakistan. With a strong be-

lief in empowering women so-

cially and economically, she

adopted the Grameen Bank

model. Starting with just 15

A good num-

ber of the

successful

female

entrepre-

neurs start

their busi-

ness later in

life and after

a successful

professional

career.
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clients in 1996, Kashf now supports ap-

proximately 500,000 families. The orga-

nization has not only provided women

with $265 million in loans, it has also

expanded to provide women with edu-

cation, training, and employment op-

portunities. According to Kashf, the de-

cision to focus on women-owned small

businesses was to leverage the ripple

effect that women’s empowerment

brings about. If you empower one

woman, she’s going to empower ten

more; thus stimulating empowerment

in her entire community.

Challenges Confronting
Women Entrepreneurs in
Nigeria
Some of the key challenges faced by

women entrepreneurs in Nigeria are not

too different from the general problems

faced by small and medium scale busi-

ness owners in the country. According

to the Institute of Development Admin-

istrators of Nigeria (IDAN), they include:

Funding- this is probably the big-

gest challenge faced by female business

owners in Nigeria. Low productivity in

the economy simply indicates that

there are no funds to invest in the ac-

tivit ies that could increase output. Fi-

nancing of local businesses is st ill elu-

sive to SMEs operating in the country,

especially women entrepreneurs. Avail-

able funding is usually from personal

savings and thrift. It is almost impos-

sible to get loans from commercial

banks as SMEs are perceived to have

larger risk of default compared to more

established enterprises. This is due in

part to the fact that they often do not

have defined business plans and struc-

tures. They also do not have proper in-

surance policies in place.

Entrepreneurial Skills: A lot of new

and small entrepreneurs lack the know-

how to build viable and sustainable busi-

ness models. Many SMEs do not pos-

sess the capacity to manage and acquire

the basic skills required for effective

planning, organizing, coordinat ing,

leading and communicating in the busi-

ness environment. Creativity and inno-

vation are skills often acquired through

previous work experience in other en-

terprises or through part icipation in

technical and managerial training activi-

t ies. These are experiences many of

them never have access to. SMEs in Ni-

geria usually record high failure rate due

to poor managerial and entrepreneurial

skills by the business owners and man-

agers.

Inadequate Infrastructural and

Inst itut ional Support: Weak

infrastructural facilities such as electric-

ity, portable water, feeder roads, among

others, are the bane of SME growth in

Nigeria. Besides, there is no adequate

protect ion of intel lectual property

rights. Also, administrative bottlenecks

make it more difficult for SMEs to meet

regulatory requirements.

Women owned SMEs face some ad-

ditional challenges that are more or less

peculiar to them. These include:

• Cultural inhibitions

• Societal discrimination

• Balancing business and family re-

sponsibilities

• Low literacy rate and numeracy skills

• Lack of role models and mentors

Women entrepreneurs work more in

the informal sector because of techni-

cal and financial barriers. They also seem

to have less viable businesses, less mo-

bility, limited business network, coupled

with inability in most cases to have land

t itles needed as collateral for bank

loans. They are more credit constrained

because they are perceived as riskier

borrowers, even though a study by the

International Finance Corporation (IFC)

found no material gap between women

and their male counterparts when it

comes to productivity in the SME sec-

tor, ‘ceteris paribus’.

Going forward
Micro f inancing has proven in many

cases to be an effective way of increas-

ing women equality and economic in-

dependence. Various programs have

been put in place globally to provide

micro f inance for SMEs with a few fo-

cused specifically on those that are run

by women.

In  Nigeria, the Central Bank of Ni-

geria (CBN) launched the MSMEs fund

in august 2013 to provide the much

needed capital for that sub sector of the

economy with the view of channeling

long-term, low-interest funds to play-

ers through participating f inancial in-

stitutions.

In line with its women empower-

ment and entrepreneurship develop-

ment goals, the CBN has earmarked 60

percent of its N220billion Micro, Small

and Medium Enterprises Development

Fund (MSMEDF) to women entrepre-

neurs in the country. This means that

female entrepreneurs in the country

have access to about N132billion. Many
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women are however not aware of this

fund. Information about such opportu-

nities need to be disseminated effec-

tively to the grassroots, informal sector

where much of the female business own-

ers operate.

There is a need to also support the

development of a strong, reliable SME

sector by providing financial literacy.

Basic training in skills such as manage-

ment, bookkeeping, business planning,

marketing, distribution, and quality

control should be orga-

nized for small business

owners. Large corpora-

t ions can also assist

through technology

transfers, direct invest-

ment in infrastructure,

mentoring and knowl-

edge sharing. They can

also help their SME sup-

pliers to comply with in-

ternational standards

such as ISO 14001. Such

compliance can enable

SMEs to compete in in-

ternat ional markets

while at the same time

improving the overall quality of supplies

to large corporations.

The country still needs to do more

to promote public-private partnerships

to attract venture capital funds and

higher levels of investment. To achieve

this, measures should be put in place to

create investor-friendly environments.

In this regard, big corporations and po-

tential investors need guarantees that

their investments and infrastructure are

not going to be expropriated.

Also, most SMEs do not realize the

considerable impact they could have on

the physical environment where they

operate. More often than not, environ-

mental concerns do not f igure high on

their business agenda. It is important

therefore that they are carried along in

the Sustainable Development goals of

the country. The need for environmen-

tal awareness cannot be overempha-

sized. SMEs should be encouraged to

carry out environmental risk assess-

ments and apply the rules of Reduce,

Reuse or Recycle in all their business

activities.

In conclusion, women’s economic

empowerment – that is, their capacity

to bring about economic change for

themselves and others – is increasingly

viewed as the most important and ef-

fect ive way of ensuring equality be-

tween women and men. But economi-

cally strengthening women – who are

half the world’s population size – is not

only a means by which to advance

women’s human rights, but also an ef-

fective way of spurring rapid economic

growth. When the government, busi-

nesses and communit ies invest in

women, and when they work to elimi-

nate inequalit ies, the country’s poverty

level is significantly reduced and every

economic agent is better off.

(Ugochi Nweke is a Research Econo-

mist, Zenith Economic Quarterly)
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MACROECONOMIC ENVIRONMENT
The Nigerian economy recorded a somewhat “weak” performance in major indicators in the f irst quarter of
2016, amid a challenging global environment characterized by slumping commodities prices. Key economic
indicators, like the stock of foreign reserves, remained under pressure throughout the quarter, despite slight
recovery in global oil price and continued forex regulations by the Central bank of Nigeria (CBN). Similarly,
Gross Domest ic Product (GDP) growth in the period under review contracted, while Inflation recorded a
relatively stronger increase, trending outside the CBN band.

GROSS DOMESTIC PRODUCT
In the f irst quarter of 2016, Nigeria’s gross do-
mestic product (GDP) contracted by 0.36 per
cent, as oil output fell and manufacturing, f i-
nance & insurance and real estate sectors de-
clined considerably. Growth was 2.47 percent-
age points or 13.71 per cent, lower than the
growth of 2.11 per cent recorded in the preced-
ing quarter. And like the preceding quarter, f irst
quarter 2016 was characterized by uncertain-
ties around economic policies; adverse exter-
nal environment; security challenges in some
parts of the country which affected crude oil
production and the production and distribut ion of agricultural produce; low electricity supply; fuel short-
ages; and foreign exchange crisis. This is the f irst time growth is contracting since 2004.

Source: National Bureau of Statistics (NBS)

INFLATION
The Consumer Price Index (CPI),
which measures inflat ion, re-
corded a signif icant uptick in the
first quarter of 2016. According to
the National Bureau of Statist ics
(NBS), the headline index, which
opened the year at 9.6 per cent
(year-on-year), rose to 11.4 per
cent in February. It rose further by
1.4 percentage points to 12.8 per
cent in March, a high last recorded
in July of 2012, and a reflection of
an increase in the prices of goods
and services across the nation. The signif icant spike in headline index was as a result of higher food prices, as
well as increases in the transportation division following shortages in the supply of Premium Motor Sprit
(PMS). The knock-on effect of foreign exchange movements also affected the prices of imported food and
non-food items.

Source: National Bureau of Statistics (NBS)

EXTERNAL RESERVES
Nigeria’s stock of external reserves re-
mained under pressure in the first quar-
ter of 2016 despite slight recoveries in
oil prices and the cont inued t ight for-
eign exchange stance of the Central Bank
of Nigeria (CBN). On a month-on-month
basis, stock of foreign reserves stood at
US28.16 billion as at end-January, 2016
but slipped to US$27.82billion at the end
of February, 2016. However, it inched up
to US$27.82bil l ion as at end-March
2016, just enough to provide less than
six months of imports cover. As witnessed in the previous quarter, the Central Bank of Nigeria (CBN) continued
to deplete the external reserves to meet the demand for foreign exchange as well as to support the local
currency which has remained under severe pressure in recent times.

Source: Central Bank of Nigeria (CBN)
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INTEREST RATE

The Central Bank of Nigeria, in its

Monetary Policy Committee Meet-

ing of Monday and Tuesday, March

21 and 22, 2016, raised the Cash Re-

serve Ratio (CRR) from 20 per cent

to 22.50 per cent. The apex bank

also increased the Monetary Policy

Rate (MPR) from 11 per cent to 12

per cent, in a swift move to tighten

monetary policy stance to ensure

price stability. Thus, in the first quar-

ter of 2016, money market interest

rates remained low and relatively

stable, except for interbank call rate

that rose slightly to about 4 per

cent in March, 2016.

Source: Central Bank of Nigeria (CBN)

Source: Central Bank of Nigeria (CBN)

EXCHANGE RATE
The average naira exchange rate was stable
in the interbank segment of the foreign ex-
change market but remained under pressure
at the Bureau De Change (BDC) segment of
the market. The official exchange rate aver-
aged at N197/US$ in the period under re-
view while it averaged N313/US$ in the BDC
segment. On month-on-month basis, the ex-
change rate opened the quarter in January
at N289.78/US$ but fell to N329.83/US$ in
February, before appreciat ing to close in
March at N320.93/US$. Continuing its vari-
ous administrative measures to support the
naira as well as conserve the nation’s stock
of foreign reserve, the CBN stopped the sale
of foreign exchange to BDCs, allowing op-
erators in this segment of the market to
source their foreign exchange from autono-
mous sources.

Source: Central Bank of Nigeria (CBN)

CAPITAL MARKET

The Nigerian equity market opened 2016 on a back foot as

the market performance gauges fell lower than in the clos-

ing quarter of 2015. Specif ically, the

Nigerian Stock Exchange All Share

Index (NSE ASI), which opened at

28,370.32 at the beginning of the

quarter, closed at 25,306.22, repre-

senting a decline of 10.80 per cent.

Similarly, the market capitalisation,

which stood at N9.850 trillion at the

end of fourth quarter 2015, fell fur-

ther by 11.63 per cent, to end the

f irst quarter of 2016 at

N8.704trillion. Market performance

was affected by the continued exit

of foreign investors, weak domestic
Source: Nigeria Stock Exchange (NSE)
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Source: Nigeria Stock Exchange (NSE)

Source: Organisation of Oil Exporting Countries (OPEC)

investors’ sentiments amid poor year end f inancials, continued restrictive foreign exchange stance of the

Central Bank of Nigeria (CBN) and unclear, delayed take-off of the present government’s economic policies.

OIL PRICES
In the f irst quarter of 2016, crude oil prices deteriorated further, hitting a 12-year low in January/February,
before recovering in March. Specif ically, the OPEC Reference Basket (ORB) declined by around 21 per to
average US$26.50 per barrel in January, owing to excess market supply and a weakening Chinese economy.
However, it recovered in February for the f irst time in three months, gaining 8.4 per or US$2.22 to reach
US$28.72 per barrel, before post ing a 50 per cent rally in March to close the quarter higher than the
previous quarter at US$34.65 per barrel. The rally in the last two months of the quarter was supported by an
expected decrease United States’ production as well as posit ive market sentiments arising from the output
freeze plan proposed by major crude oil exporters. Similarly, Brent crude ended the quarter at US$39.79/per
barrel, higher than the US$37.80 per barrel average as at December, 2015.
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