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EXECUTIVE SUMMARY

World Econom

The impressive performance of the worldyecottafirst half of 2010 recorded in Q2 2010. The growth rate of 7.86% in Q3 2010 is the highest
decelerateih the third quarter of 2010. The International Monetary Fguwvth rate recorded in recent times. Comparing quarter on quarter, real
(IMF) estimated that the World outpitygB&&in 2010, higher than the GDP increased by 0.56% in Q3, 2010 over the level in theirgprrespond
4.8%released in October, 2010. Tihe &dded that the global economic period of 2009, on account of the increased production in the oil sector of

activity expanded by an annualized rate of 3.5% in the third quarter 0¥%f80nomy and wholesale & retail trade activities in the economy.

a slow down from 5% growth rate in the second quarter of the yeaq_.dMan at the breakdown of GDP to oil @ildexinrsthe Nigerian

relesed these figures in its World Economic Outlook (WEO), danuarye28homy is dominated byoilasetor, with contribution of 84.62%, while
Update titled AGI obal Recovery thedivsactorccensibuted 15.38Re¢omatpunineQ3 R0dGk v e n 0 . Acco
to the Fund, most devielpgountries, particularlyuliS&haran Africa, o

are also growing strongly. Global isugpajected to expand by 4.5% in 1elecommunications

2011, an upward revision of about 0.25% relative to the October 2010\RGRIING to the Nigerian Communications Commission (NCC), the installed
. capacity in the industry as at November, 2010 stood at 4&3,&8mn li
Economic Outlook (WEO).

increase of 8.14% over 146.00mn lines as at December 31, 2009.

Teledensity which measures the proportion of telephone lines in relation to

On the flip side, the report said there is the possibility of tension in th{‘ﬁ@HBbulatiostood at 61.65%November 2010, up from 53.23% as at
area periphery spreading to the c@&werage; the lack of progress in December. 2009. ' ’ '

formulating meditenm fiscal consolidation plans in major advanced

economies; the continued weakness of the U.S. real estate markety higfew of the teleammication market as at December, 2009 shows that
commodity prices; and overheating and the potentiabfist bpoles in MTN Nigeria Communications Limited, had the rii of

emergig markets. . ) .
99 subscribers amongst the GSM operators, Visafone had theritighest

In a similar development, the Global Financial Stability Report (GFSRPb$hscribers amongst the CDMA Mobile opmreiaicomms had

IMF January 2011 opines that balance sheet restructuring is incompléteealighestnumber oubscribers amongst the Fixed Wired/ Wireless
proceeding slowly, and leverage is still high. The interaction betws®ators.

banking and sovereigedit risks in the euro area remains a critical factor,

and policies are needed to tackle fiscal and banking sector vulnerabilifigs,de Qi

. . Lo . . The ORB average, minimum and maximum crude oil prices in 2010 are:
The World Bank said growth |n_ boihdugte f"“_]d developl_ng countries US$77.47/b, US$66.84/b and US$90.87/b. The average price of oil in 2010
is expected to slow somewhat in 2011, medtifygréfie easing already s apove the benchmark fqrioé of US$67/b in 2010 budget. The ORB
observed in the second half of 2010, before picking up again towargvérshed US$77.47/b in 2010, compared with US$56.71/b in 2009. The
2011, settling at rates close to theiriomgetential. The Bank disclosed highest price of ORB in 2010 is US$90.87/b, which was attained on
this in its January 2@fiition of Global Economic Prospects (GEP) repd¥ecember 27, 2010.

tlt ed ANavigating Strong Currentso. tlthtdsté:ltéas ItdhtatOPE%lc{ts)dl%slie Gross C
. . . o N . g at the demand and supply data, note mairhd
Product (GDP) is projected to increase by 3.3% and 3.6% during 20 %ﬁlanated to have grown by 1.6mb/d in 2010, following an upward revision

. . . . . IS’ es
2012, with dgveloplng economies expanding by 6% or.r'nore in each,y8aamb/d since the December report. Demand for OPEC crude for 2010
morethan twice the 2.4% and 2.7% gropsistexk for highcome has been revised up by 0.1lmb/d to currently stand at 29.0mb/d. This

countries. revision reflects mainly threatgh adjustment in world oil demand. On the
supply side, n@PEC oil supply growth in 2010 is estimated at 1.1mb/d,
Food Prices representing a slight upward revision from the previous assessment.

In another report, the World Bank atthiewgpike in the prices of wheat,

maize and rice to the adverse weather conditions in major cereal proBuéighal Reserves

countries. The Bank oedeBRtiedet Wesolral.i algtr epo €8Nt i Nibrgad at Beeénber 81x t er n
added that the impact in specific countries has varied depending or20déhktood at US$32.35bn, representing a drop of 23.72%yitompared
production conditions, the extent of price subsidies and other policiéS$42.41bn as at December 31, 2009. In the JaBGarg024

notes that the varying speed of international prices intondoketstic communigu¢he Monetary Policy Committee (MPC) of the Central Bank of
and the iportance of local conditions make it difficult to anticipate wNigieria (CBN) reaffirmecbitwiction that a stable exchange rate regime is
countries will face food price spike. Adding that there are risk factoiticdl to maintaining price stability but noted thabseribeof

low income countries which import a sizeable share of their primary staplgementangolicies the regime is only sustainable at the cost of

are particularly vulnerable. significant attrition in foreign reserves. The MPC, theskésieed that
the solution to reserve depletion lies in the implementation of appropriate
Nigeian Economy reforms with regard to industrial and trade policiasrathnechg import

Available revised statistics released recently by the National Bure@@P@Rdence, which are beyond the scope of monetary policy.
Statistics (NBS) shows that the Real Gross Domestic Product (GDP) in

Nigeria grew by 7.86% in Q3 2010, higher than the growth rate of 7.30%

recorded in the correspormgirigd of 2009 and higher than the 7.69%

FSDH Research



FSDH

FSDH SECURITIES LIMITED

Sovereign Wealth Fund (W FGN Bonds
The National Economic Council (NEC), which includes the 36 8tatd the end of 2010, the DMO, on behalf of #ieGeedenment of
Governors and the Federal Executive CounciaeB@prbved the Nigeria (FGN), offered a total of N1,073.12bn worth of FGN Bonds, 74.65%
establishment of the National Sovéfeaiin Fund (SWF) and theoBill  higher than the N614.44bn offered in 2009.The total subscription in 2010
its establishment is currently awaitirgthée M nal As s e mb | was Bl2,1d1084bs,iupl by 71a46% from N1,249.16bn subscribed in 2009. The
and approval. The SWF is meant to address some of the complexitgubadription leveR®il0 stood at 199.59% and was 3.71% lower than the
constitutional challenge with respect to the Excess Crude Account (ESifsdtiption level of 203.30% recorded in 2009.The total amount of FGN
is planned that the SWF will be made up of three separate fund8oad sold in 2010 was N1,083.16bn, up by 73.05% from N625.94bn sold in
intergenational savings fund, an infrastructure development fund aradGs®.
stabilization fund, which will serve as a secondary source of funding
supporting the ECA in periods of budgetary deficit. The DMO offeregyéar, 5ear, fear, 1§ear and 2fear FGN Bonds

during the period under review. However, in the corresponding period of
An important proposed characteristic of the SWF that diffdremiates 2009 it offeredy8ar, 5ear, 1§ear and 2fear FGN Bonds. Most of the
the ECA is that it is intended to function independently of political pressnds,offered in FY 2010 weyparings, except at the& FGN Bond
with more rigorous measures for withdrawals and transparency regauditign which wasuisd in February 2010 aydes FGN Bond auction
use of the funds. which was issued in April 2010.

External Debt Recent Developments in the Nigerian Banking Industry

Available data from the Debt Management Office (DMO)tshduisithat The CBN has repealed the current Universal Banking Model, as part of its
Nigeriabs external debt st oc k strateyic intistive tO eforeninmgotiee Nigeahdal systendtd éhhansetthe 0 d
US$4,578.76mn representing an increase of 0.98% from the SeptemigeiaB, of banks, ensure financial system stability and promote evolution of
2010 figure of US$4,534.19mn. The DMO attributezhskeinntre healthy financial sector. Consequently, it has approved the guideline for a
external debt stock additional disbursmts on existing loans and new banking model. Banks operating in Nigeria are required to apply to
exchange rate variations. The external debt as at December 2B for a new operating license which can either be commercial or
represents 2.13% of the GDP and 13.05% of total debt stockhedthant banking license. Commercial banks can operate at regional,
N5,234.84bn. The level of external debt also represents an increase ofai6¥al and international levels with paid up share capital of N10bn, N25bn
over US$3,947.30mn as atmer 31, 2009. and N50bn respectively.

Domestic Debt The objective ofetlnew model is to make banks focus on their core
The DMO puts the countryos do mkasking husineseand develepsre®alization. Banks opegating & Nigenia are ;
December 31, 2010, representing an increase of 41.01% from N3,228208k&d to submit their plans on how they intend to transform to the new
as at December 31, 2009 and up from N4,229.63bn as at Septembefy®ig. After they are given a new banking licewdebthegquired to
representingnaincrease of 7.62%. The domestic debt stock as e&ither spioff or discontinue operations which are inconsistent with terms of
December, 2010 represents about 14.21% of the GDP and 86.95% tbethew banking license or divest framankimg subsidiaries in which

total debt stock of N5,234.84bn. they have equity ownership.

The breakdown of the total debt stock by instruments type as at Decefibiies Market

2010 shows that the FGN Baodsunted for N2,901.60bn representingAs expected, the equities market shewaxkable signs of recovery in
63.75%; Nigerian Treasury Bills (NTBs) accounted for N1,277.2086, after 2 years of consecutive decline. The performance of the market
representing 28.06%, Treasury Bonds (TBs) accounted for N372.90ting the period was influenced by a combination of several factors which
representing 8.19%; while Development Stocks (DSs) accountedittier contributed tordmvergr sloweit downThe market recordsd it
NO.22bn, represegt 0.005%. Domestic Debt by holder type as highest performance in Q1, 2010 as investors were taking positions ahead
December 2010, shows that CBN accounted for 7.54%, Banks & Distdbet full year earnings season. The NSE ASI closed the year 2010 at
House$ 57.23%, NdBank Public32.06% and Sinking FuBdL7% of 24,770.52 points, up from 20,827.17 points at the end of year 2009,

the total df4,551.82bn representing an appreciatiol8®3% (aajn of 18.21% in USS$),
compared to a depreciation of 33.78% in 2009. The market capitalization
Inflation Rate gained 58.61% (a gain of 57.89% in US$) to close 2010 at N7.91trn

The Consumer Price Indey (6Pthe month of December 2010, releasefUS$53.05bn), compared to the loss of 28.29% in 2009 at N4.99trn.

by the National Bureau of Statistics (NBS), showed that inflation rate (year

onyear) in Nigeria dropped marginally by 1% to 11.8% from 12.88king at the quarterifgpmance in 2010, the NSE ASI appreciated by
recorded in the month of November 2010. The latest inflation figurg @6 and 7.46% in Q1 and Q4, 2010 respectively, while it depreciated by
11.80% represents the lowest level recorded since October 2009. Aceapding and 9.19% in Q2 and Q3, 2010 respectively. The drop in the NSE in
to NBS, the Composite Consumer Price Index (CCPI) stood at 114.2@piafd Q3, 2010 reversed part of the gain recorded in Q1, 2010.

in the month of December 2010 an increase fropmirt¥2&rded in

November 2010. The percentage chahgeaiverage CPI for the twelve |n terms of trading activities, total shares of 91.96bn worth N797.93bn were
month period ended December 2010 over the average of the CPI fghdla@ in 1,893,807 deals in 2010, compared to a total volume of 101.33bn
previous twelneonth period was 13.7%, slightly lower than 13.99%%rth N675.12bn traded in 1,709,002 deals in 2009. This showed a decline
recorded in the previous month. Core Inflation (that is all items lessfagma% in terms of volumd.9%8 appreciation in value and 10.81%

produce aneinergy) stood at 10.35%-gegear. The Urban All Items increase in the number of deals compared to 2009.
monthly Index rose by 0.4%, while the corresponding rural Index increased

by 2% in December 2010, compared with the preceding month.
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A cursory look at the sectoral contribution to market capitalization in2@®9. Total sale in 2010 was 7.42% lower than the amount demanded at

December 31, 2010 shows that the Banking sector had the higha$2486.42mn.

contribution of 34.27%. iBhigllowed by the Building Materials subsector

with a contribution of 26.07% as a result of Dangote Cement \ithielvalue of the Nigerian Naira depreciated in all the three segments of the

accounted for about 23.49% of the market capitalization as at Decemablest against the US Dollar in 2010. Fhanktqrarallel and official

2010. markes depreciated by 1.74%, 2.19% and 0.72% respectively, compared
with depreciation 0dZ2B6, 9.58% and 12.84% recorded in the official,

A cursory look at some of the World Stock market perf@ftshce inparallel and irteank markets respectively in 2009.

compared with Nigeria shows that the Ghana All Share Index was the best

performing market among the selected markets. Most markets recgrgedok fo2Q11

positive return except SMSI Index (Spain), NIKKEI 225 Index (Japan)GB/Bgl Economy

40 Index (France) and Swiss Madest (Bwitzerland) which recorded o
negative growth during the period under review. The highlights of the consensus from tW/ditFBaniknd OPEC on

the outlook of the world ecofmm2p1are:
Money Market
The money market experienced extreme liquidity in the first eight months ®f Lodkingat the world economgiowth rate in 2011, [bjects

the year baase of the following facteesunwillingness of ksato lend 4.5%0OPEC projecB.96 while World Bank projects.3 88

moneya customerdhe various injections from both the monthly statutory Il MF6s projection is slightly |
allocation, excess crude oil account and maturities from government 5% in 2010, but represents an upward revision from 4.25%
securitie market which hit the systemesttension of the Central Bank of releasd in the WEO, October 2010. IMF added that signs are
Nigeria (CBN) guarantee of-tiatée plageents which ensures that increasing that private consuniptidrich fell sharply during

activities in the idbank market remained active;ralative stability in the crisi$ is starting to gain in major advanced economies.

the foreign exchange market.

e IMF however notes that downside risks to the recovery remain
According to the MPC, the developments in retail market interest rates  elevated. esording to the Fund, the most urgent requirements
indicated that the retail |ending rates Whlghstllhtdnank and OBB for robust recovery are Comprehensive and rapid actions to
rates moderated to 8.06% and 6.86% respectively in December 2010. The  overcome sovereign and financial troubles in the euro area and
weighted average savings rate declined consistently from 3.33% in January policies to redress fiscal imbalances and to repair and reform
2010 to 1.51% in December 2010. The consolidated deposit rate initially  financial systemsanvanced economies more generally. These
declined fro.13% in January to 2.07% in September, 2010 but rose need to be complemented with policies that keep overheating
marginally to 2.24% in December 2010. pressures in check and facilitate external rebalancing in key

o emerging economies.
A cursory look at the NigeriarBatdr Offered Rate (NIBOR) showed that

there was a general decline in interbank rates during the year as a result gf
injectio® into the economy principally from FAAC and the quantitative
easing strategies of the CBN.

IMF projects oil price aroun®@@sih 201

The Nigerian Economy

At the primary market auctions for the government securities, CBN Jkterggneral elections into various political offices in Nigeria will commence
N634.19bn worth of-86¢ NTB in 2010, higher by 153.68% from N250Mth the National Assembly Elections on April 02, 2011. This will be followed
offered in 2002 ¥84.83% level of subscription, N1,172.18bn worth of tdsPresidential Elections on April 09, 2011 and lastly Gdaeenment/S
was subscribed in 2010, while N542.56bn, representing a subscriptioft§égg1Ply Elections on Apri2asl. Although there are some securities

of 217.02% in 2009 was recorded. A total of N581.36bn waagh of 3@5SUES around the country which the government has vowed to deal

NTB was sold, higher by 7.15% from N542.56(2066d i decisively with, we are of the opinion that with the success of the just
concluded party primaries across the nation, the election will be void of
Treasury Bill Transactions crisis that can adversely affect the smooth running of the economy and the

In a bid to reduce the huge liquidity that dominated the money markg ,atrﬁcelal market.

CBN reintroduced the Open Market Operation (OMO) in Q2 2010. This was
reemphasized in the MPC Communiqué of November 23, 2010 showing
the intetion of the CBN to continue to use OMO as a targeted tool for
liquidity management.

There are renewed commitments from the Gadgrahent

to privatize the Power Holding Company of Nigeria (PHCN) by
June 2011. This is in line with FSDH Reseanumendation.

When actualizeid is capable of thrusting the economy on a
growth path never witnessed before.

Foreign E.xchange I\/IarkeF ) o ) e We expect the FGN to adopt more Public Private Partnership
The analysis of the transactions in the official foreign exchange market in  (pppy in its bid to improve the state of infrastructural facilities in

2010 showed that there was an increase in the amount of foreign exchang  he country

offered by the CBN in the foreign exchange market as the apex bank tried o e expect the current Sovereign Debt Note (SDN) where the
meet all genuine demand in the foreign exchange market. The CBN offered g5y guarantees the payment of the subsidy to oil importers to
a total of US$25,420mn through the Retail Dutch Auction System (RDAS) end towarchidyear. This will also be in preparation for the
and Wholesale Dutch Auction SystieAgin 2010The offer represents deregulation of the sector.

an increase of 15.34% over the US$22,040mn offered in 2009. The amount
sold at US$24,856.42mn in 2010 was 12.53% higher than the amount sold
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The current high yields on governmeritieseaquay serve as e  Stability in foreign exchange rate and other macroeconomic factors;
disincentive for the banks to lend tolthecterof the economy thus o  Taking over of Aperforming assets of banks byDAMC

further crowdiogt the private sector and driving up lending rates. o g;stained global economic recovery which will keep oil price around
We expect the Bill establishing the Sovereign Wealth Fund (SWF) to Eﬁrrent level of US$90/b:

passe@nd signed inaw. If this is established, we expect it to provide . . . law the Petroleum industrv Bills:
additional cushion for the economy and instill more discipline in pc')liticséI ning |nFo aw Yy o

office holders in handling public finances. If the average2iLarice ® Deregulation of Downstream sector of oil and gas;

stands at US$88Ike estimate a total of ab&$13.75bn to be  ® Adoption of PPP in improving the state of infrasthetoantry;

saved in the SWF given the production of 2.3m/b and a budget oilepri¢ée resolution of the leadership crisis at the NSE;

of US$65/b in 2011. e Privatization of PHCN;

Our forecast inflation rate range for 2Q15013.00% e Commitment on the part of the Federal government to improve power
We expect that the F&ftér the general election will have the political generation and relevant transportation (road and rail).

will to iplement the much desired full deregulation of the downstream

sector of the oil and gas industry in Nigeria. However the downside risks to the gralveh NSE in 2011 are as
Forecast exchange rate for 2011 is the redi@B0&0/US$SL follows:

N152.50/US$Ihe CBN has also approved forward trading on foreign Election crisis

exchange. e The wave of insecurity in the some parts of thenbazhtnyay

With theleanup of the microfinance subsector of the financial industryscare foreign investo

the sector is now well positioned to promote credit creation among tiRising yields aradas on fixed income securities;

active poor, promoting synergy and mainstreaming of the infarmdlightening policy thrust of the MPC

sector in the national financial system and ngntdbutiral e Rising prices dbal aml other intermediate raw material in the
transformation. international market which may reduce the méngic®@mpanies
Our forecast GDP Growth range for Nigeria in7208% i%Ve that rely on them;

however believe that Nigeria has the capacity to achieve double digdelay in AMCON taking oveotgenforming assets of banks which
GDP growth rate if the country has stable power supply, relevanhay make investors losafidence in the whole process;
transportation network andh the proposed deregulation of thee Posibility of bubble capital from the Foreign Portfolio Investment(FPI)
downstream sector of oil and gas. e The possible adverse impact afutitearea crisis on the domestic
External reseniaur forecast figure to end 201$$35.58bn financial market.
Estimating the public debt position of the FGN both from the domestic
and external markets from available data east, fare expect the ~ We are of the opinion thaetffiectors are to a large estésdued and
domestic debt to increasi8d 1trnwhile the external debt should the factors in fave@ithe economy and the financial market outweigh these
increase t0S$5.21bn. risks. We are therefore inclined to release a forecast grdiitid2&te of

for the NSE ASI in 2011. Given this growtie etpect the NSE ASI to

Fixed Income Securities close the year in the regi@9,685.960ints
Considering the interactions of several factors, the following factors may
dominate activities in the money makleeh@xt six months:

e Liquidity tightness

. Intehrbank Lates to maintain upward trends in response to the tighthgsgrecast for 2011
in the market.

e We expect further drop in the prices of FGN Bonds in respons_Global GDP Growth Rate-(Vi} 4.50
rising interest rates, yields and increase in the dormesiing of Nigerian GDP Growth Rate (%) 7.00-8.00
the Federal Government. Crude Oil Price (US$/b) 90.00

e Treasury Bills may command higher discount rate. -

e Deposit rate may also inch up to attract deposits. Inflation Rate (%) 12.5013.0
e Increased activities in the state government bond market after | Exchange Rate (NGN/US$1) 150.58152.5
election, particularly for states where theeimcgavernors win the External Reser\ 35.58

April election. We expect a gradual slow down in the activities ip-*
state government bonds and corporate bonds issuances to clos External Debt \ 5.21
year. Domestic Debt I 5.11
e Any ne\a/_ ck?rpolzjate bcgghk\;vill_ cohmmang high coupon rate giverl (PR (Effective Lending Rate) % 8.50
current high yields on s in the market.
NSE ASI 201%) 17.42
Equities Market NSE ASI Index (End of Year) 29,085.96

FSDH Research believes that the current improved regulatory oversight on

the equities mar ket wi |1 boost investorsd confidence both | oca
internationally. In our Mie&/following factors will sustain the gfrtiveth

market in 2011.

Improvement in earnings of quoted c@gnpan
Success of the general elections and smooth transition of power;
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KEY INDICATOR$NIGERIA 2010 2009 2008 2007 2006
GDP ( NOtrn) (at 19 21.07 * 24.79 24.30 2291 18.56
Real GDP Growth Rate (%) 7.86" 6.96 5.98 6.45 5.63
Oil Sector GDP Growth Rate (%) 5.08 A 0.45 (4.5) (5.1) (4.51)
NonQil Sector GDP Growth Rate (%) 8.38 " 8.32 9.5 9.8 8.59
Inflation Rate (Yean-Year) % 11.80 12.00 15.1 6.6 8.50
Inflation Rate (12 kiths Average) % 13.70 12.40 11.90 5.4 8.20
External Debt Stoc 4.58 3.95 3.72 3.397 3.54
I nterest Paid on E 354.42 89.15 76.60 66.00 122.11
Domestic Debt St oc 4.55 3.23 2.32 2.17 1.75
Interest Paid on Domeslee bt (N 671.89 271.35 306.20* 185.37 166.84
External Reserves 32.35 42.41 52.82 52.00 45.01
Credi't to the Priwv 10,534 10,206 7,400 4,600 2,490.38
Net Domestic Credi 946020 7,903.79 5,391.8 2,212.67 753.81
TotalPopulation (mn) 150.00 150.00 149.00 144.00 140.00
Unemployment Rate (%) 19.70 19.70 11.80 5.80 5.30
Banks Tot al Asset s 18,374 15,85¢ 17,031 10,431 6,738
Banks No#Performing Loan (%) = 35.00 6.53 8.44 8.76
Total Banks Deposi - 4,077 5,475 5,358 3,441
Exchange Rate (N/US$1), Official 149.17 148.10 131.25 116.80 127.00
Appreciation (Depreciation), N/USS, (% 0.72 (12.84) (12.37) 8.03 1.57
Exchange Rate (N/US$1), Parallel 154.30 151.00 137.80 120.00 129.00
Time Deposit (Overrii@nths) % 7.22 11.69 11.78 9.47 8.28
Prime Lending Rate (%) 16.98 18.67 16.01 16.94 16.92
Monetary Policy Rate (MPR) (% ) 6.25 6.00 9.75 9.50 10.00
NSE All Share Index Growth Rate (%) N 18.93 (33.78) (45.77) 74.73 37.80
NSE All Share Index Grow#teR %) US$ 18.21 (46.62) (58.14) 82.76 39.35
91day TBill Rate (%) 3.68 3.66 5.00 8.50 7.25
182day TBill Rate (%) 5.09 4.75 5.20 8.75 9.99
365day TBill Rate (%) 6.32 9.19 7.65 7.93 9.23

Sources: NBS, CBN, NSE, NPC, DMO, FMDA, Budgeti@féic®oNalation Commission, FSDH Research EE@DateResearch Estimagentonths 2010Q32010# Octobef010
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Global output is projeabeexpand
by 4.5% in 2011, an upward re\
of about 0.25% relative to
October 2010 World Econc
Outlook (WEQ)

FSDH Research

1.1 The World Economy
The impressive performance ofwbddeconomy in the first halR@fO

decelerad in the third quarter of 20®International Monetary Fund (IMF)
estimated that the World output grew by 5% in 2010, higher than the 4.8
released i©ctobe 2010.The fund added that the global economic activity
expanded by an aniagal rate of 3.5% in the third quarter cd ¥ down

from 5% growth rate in the second quarter of fhee\iddIF. released these
figures in id/orld Economic Outlook (WE®)ar20l Update i tGlolead i
Recovery Advance sAcdondihg toRtleenmeptrg third Un e v
quarter rate was better than forecast in the October 2010 WEO, owing to stron:
than expected consumption in the United States and Japan. Stimulus measu
were partly responsible for the strengthened outtiaty BsPdapan. IMF

notes thatigns are increasing that private cons@mpiidnfell sharply during

the crisis starting to gain a foothold in major advanced economies. Growth |
emerging and developing economies remained robust in the thirogglarter,

by welentrenched private demand, still accommodative policy stances, an

resurgent capital inflows.

IMF added tham advanced economies, activity has moderated less than
expected, but growth remains subdued, unemployment is still high, and rene\
stresses in the euro area periphery are contributing to downside risks. In mzg
emerging economies, activity remains buoyant, inflation pressures are emerg
and there are now some signs of overheating, driven in part by strong cap
inflows. Most adeping countries, particularly #ahdran Africa, are also
growing strongly. Global output is projected to expand by 4.5% in 2011, an upv
revision of about 0.25% relative to the Octob&tof81Bconomic Outlook
(WEO). This reflects strotigatexpected activity in the second half of 2010 as
well as new policy initiatives in the United States that will boost activity this ye
IMF however notes tt@t/nside risks to the recovery remain efesededing

to the Fundhe most urgent requinetsiéor robust recovery are comprehensive

and rapid actions to overcome sovereign and financial troubles in the euro ares
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5.75% in 20&2s expected t
exceed growth in all other rec
except developing Asia.

FSDH Research

and policies to redress fiscal imbalances and to repair and reform financ
systems in advancedremmies more generdhese need to be complemented
with policies that keep overheating pressures in check and facilitate exter

rebalancing in key emerging economies.

Looking at the regional prospetigityn the advanced economies is projected

to expand by326during 20112, whicks still sluggish considering the depth of
the 2009recession and insufficient to make a sigmi@oanin high
unemployment ratébe Department of Labour puts the unemployment rate in
the United States in Janu20®ll at 9%Neverthelesgshe 2011 growth
projection is an upward rev#i@25%relative to the OctoRé10 WEO,

mostly due to a new fiscal pagkesged in late 2010 in the United States that is
expected to boost economic growth this Qe Bypackage with a similar
growthimpact passed in Japan is expected to sustaierate recovery in

2011 Although growth the periphery of the euro area is markedrdibwen

year, this is offset by an upward rdvigioowth in Germany, duerdogsr
domestidemandAccording to the Fumdboth 2011 and 2012, growth in
emerging andkeveloping economies is expected to beimgant at.®% a

modest slowdown froine 71% growth registered last year laocdly
unchanged from the October\2EMDeveloping Asia continues to grow most
rapidlyput other emerging regions are also expemetiniee their strong
rebound. Notably, growBulSaharan Africsiprojected at®%in 2011 and
575%in 201dis expected texceed growth in alheot regions except
developing Asia. This reflects sustained strelogtiestic demand in many of

t he reeogdmenas well as rising global dentamdnfadities

On the flip side, the reporttbai@ ishepossibility of tensiarthe eurarea
periphery spreading to the core of Europe; the lack of progress in formulat
mediunterm fiscal consolidation plans in major advanced economies; the

continued weakness of the U.S. real estate market; high commodity prices; anc
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. verheating and th tential for les in emerging markets. On th
Balance sheet restructuring overheating and the potential fortamtroycles in emerging markets. On the

incomplete and proceeding sl upside, there are risks from strragexpected business investment rebounds
and leverage is sill high. in major advanced econaniiesemerging economies, key risks relate to
overheating, a rapid rise of inflation pressures, and the possibility of a hard
landing. In the near term, upside risks to growth have risen, driven k
accommodative policies, strongdémade gains formmodity exporters, and

resurgent capital inflows.

. Regional GDP Growth ( Contribution to World GE2B09

10.3
10 96 9.7

48.75%

B S ® Asja “ Others

Table 2: Regional GDP Growth (Actual Vs Forecast

Table 1: World Trade Growth (Actual Vs Forecast 9 (

2009 | 2010| 2011 | 202 2009 | 2010 | 2011 | 2012
World Trade Volume | (10.7)| 12.0 | 7.1 | 68 World ©06) | 50 4.4 45
| USA (2.6) 2.8 3.0 2.7
mports
Advanced Economies| (12.4)| 111 |55 5.2 Japan (63) 4.3 16 18
Emerging & ®0) | 138 |93 9.2 EurcArea (4.1) 18 15 1.7
Developing Economie Developing 2.6 71 6.5 6.5
Exports Economies
Advanced Economies | (11.9) [ 114 6.2 5.8 China 9.2 10.3 9.6 9.5
Emerging & Developin (7.5) 12.8 9.2 8.8 India 5.7 9.7 8.4 8.0
Economies SubSaharan Africa 2.8 5.0 5.5 5.8

SourcelMF World Economic Outlook (WE&)an201 Update

In a similar development, the Global Financial Stability Report (GFSR) of the |
Januarp 01 opnes thatearly four years after the onset of the largest financial

crisis since the Great Depression, global financial stability is still not assured ar

10
FSDH Research
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significant policy challenges remain to be addiessesport ates that

balance sheet restructuring is incomplete and proceeding slowly, and leverag
still high. The interaction between banking and sovereign credit risks in the e
area remains a critical factor, and policies are needed to tackle fiswal and ban}
sector vulnerabilities. At the global level, regulatory reforms are still required to
the financial sector on a sounder footing. At the same time, accommodati
policies in advanced economies and relatively favorable fundamentals in so
emerging miket countries are encdarpgapital inflows. This means that
policymakers in emerging market countries will need to watch diligently for sign

asset price bubbles and excessive credit.

Earlier in January, the World Bank remith gn both higitone and
developing countries is expected to slow somewhat in 2011, mainly reflecting
easing already observed in the second half of 2010, before picking up ag:
toward mid 2011, settling at rates close to thauriopgential. The Bank
disclosedhts in its January 2@&tition of Global Economic Prospects (GEP)
report titled
Product (GDP) is projected to increase by 3.3% and 3.6% during 2011 and 2C
with developing economiesnebpg by 6% or more in each yearthaore

twice the 2.4% and 2.7% growth expectedifmohghcountrigkhe World
still

ANavigating Strong Ci

Bankdés projection 1is mor e con
Despite the robust growth, the report notesséhgtdivth rates are unlikely to
be fast enough to elimioaemployment in the hasiéstconomies and

economic sectors.

According to the Bank, output ws&hdryan Africa expanded by an estimated
4.7% in 2010, a strong rebound following aoWuifPsage in 2009. In South

Af ri t he
curtailed by declining private invesRaedtappreciation and labour strikes.
South Africa growth is projected to pickup to 3.5% and 4.1%di2QAPL1 a

ca, regionos | argest econor

respectively, as global conditions improve further. The rest of the region, excluc

11
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South Africa has actually fared better. GDP for these countries expanded at
estimated 5.8% in 2010 and is projected tdYraw2®11 and 6.2% in 2012.

The rebound was strongest among the metal and mineral exporters, and
exporters, which have beneésectivelin Nigeria, the World Bank fosecast

a GDP growth rate of 7.1% and 6.2% for 2011 aesp2@li2elyh&growth

rate forecast for Nigeria in 2011 is slightly lower than the International Monet
Fund (IMF) growth rate forecast of 7.5%.

In spite of the impressive growth forecast, the Bank notes that developil
countries face three main -#front risks hich are: tensions in European
financial markets; large and volatile capital flows and a rise in high food pric
Justifying the potential risks, it sagsafallfinancial turmoil, while viewed as
unlikely, could threaten recovery in developingsagevelbped countries. It

says Capital flows to developing countries (especially to ammaddle
countriesBrazil, China, Indonesia, India, Mexico, Malaysia, Thailand, Turkey ar
South Africa) picked up in 2010 in part because persistesstloataate

certain higimcome countries led investors to seek higher yield in developing
countries. Net international equity and bond flows to developing countries rc
sharply in 2010, rising by 42% and 30% respectively, with nine countries recei
the bulk of the increase in inflows. Hoireicinivestment(FDIjo developing
countries rose a more modest 16% in 2010, reachifigribdftoralling 40%

in 2009.The Bank attributes the rebound in FDIs to risifgoulouth

investments, pautaxly originating from Asia.

Meanwhile, the Organization of the Petroleum Exporting Countries (OPEC) in
January 2011 Edition of the Monthly Oil Market Report, revised its 2010 wc
growth rate forecast upward by 0.20% to 4.5% from 4.3%, besetthardhe
positive momentum the world economy enjoys backed by ongoing expansior
the manufacturing sector. OPEC also revised the GDP Growth rate for 20
higher by 0.10% to 3.9% from 3.8%. The report states that United States (US)

12
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growth isestimatecat 2.8% in 2010 afmfecast aR.6% in 2011. The
decel eration in Japanos
2011 after growth of 4.3% in 2010. Theaeiravhiclvasestimatedt 18%

in 2010 and foretatl 5% in 2011, is expected to continue-sisebgrowth

pattern, with Germany taking the lead. China and India still face signs

econ@onmy r en

overheating and continue to be challenged by high inflatibmafhfor
China ad India remain unchanged.d8%land.®6 for 2010 aridrecasht
9.8/0 an®.4% for 2011, respectively.

1.2Food Prices
In another repdie World Bank attribaiedspike in the prices of wheat, maize

and rice to the adverse weather conditions in major cereal producing countri
The Bank
impact in specific countries has varied depending on local production conditic

revealed this in a report

the extent of price subsidies and other policies. It notes that the varying spee
interndonal prices into domestic markets and the importance of local conditio
make it difficult to anticipate which countries will face food price spike. Adding
there are risk factors and low income countries which import a sizeable share

their primgirstapleare particularly vulnerable.

According to the report, the US dollar based nominal World Bank Food Price In
rose by 17% between August and November 2010, and currently stands at 1
below what it was during the peak of the global fasispincéune 2008. The

increase in the aggregate index has been driven primarily by grains, whi
increased by 21% during the period. In addition to increases in the prices of me
wheat and rice, prices of soya bean also increased (15%), martbgudapo)

(42%). The report noted that sugar prices are at a 30 year high due to pc
harvests and the possibility of any easing in these prices will depend not just
yields, particularly in India and Brazil, but also on how much these countri

supplyd the international market.

13
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The Bank notes that between August and November 2010, weather relat
production shortfalls in large exporting countries brought about increases in
prices of maize and wheat, which exi®a86% and 11%, respectively during
the period. These came on the heels of sharp price rises between June ar
August 2010. Overall, maize and wheat prices increased by 56% and 74
respectivelyetween June and November. Wheat and coarse graithgields in
European Union (EU), Canada and the US were revised downward:
compounding concerns of further tightening in market that was already strugg
from lower than expected production and exports from Russia, Ukraine a
Kazakhstan. In addition, excessihgin Australia have damaged wheat crops,
raising the possibility of a large fraction of the harvest being downgraded to fi
quality. Overall, international stocks that looked ample in Q2 2010 are being dr:
down. The report warned that prospecteésing of grain prices in 2011 hinge
critically on the production response.

It points out that higher global wheat prices were transmitted to domestic mar}
in several wheatporting countries between August and November. In Brazil,
wheat productere up about 16% betweenQlutlyber, with implication that,
given that 56% of wheat and wheat products consumed in Brazil is imported,
increase in domestic prices is likely driven by the lagged transmission of price
international markets. Theltras similar for a number of whpatting
countries. The price of wheat flour registered double digit growth during Octol
November in Kyrgyzstan (35%), Mauritania (21%), Afghanistan (18%), Suc
(17%), Armenia (13%), Azerbaijan (12%), Pakistard (Bb¥t)ja (11%).

In many countries in the Middle East and North Africa, governments are beat
the brunt of the rise in global wheat prices as consumers are insulated |
subsidies on the price of basic staples. In other countries, favourable harve
moderated the impact of higher global prices, the domestic price of key staple
several countries largely reflected domestic production trends. Rice export pri

have increased steadily in the past quarter; the export price for Thai rice, the

14
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benchmark for Admas gained 17% (Thai 5%) and 22% (Thai 25%) from this
yearo6s low in June due to strong d
damaged crops in three major rice exporting countries: Pakistan, Thailand ¢
Vietnam. Theport stressed that the outlook for price remains uncertain due tc
two countervailing factors: aggregate output is expected to reach record levels
season and sufficient to meet demand therefore causing price to ease; and

tightening of other gmaiarkets pose a risk of further increases in rice prices.

FSDH Research notes the implications of the global rise in food prices on 1
Nigerian economy; particularly the macroeconomic impact on achieving single
inflation rate and exchange raiditst If the price increase continues, it may
mean a difficult year for the brewery, flour milling, sugar producing and other fi
that rely of these cereals as sources of inputs in their production process. 1
need for Nigerian policy makers wmiempl specific measures to position
agriculture to enable it produce enough to feed the nation and meet tt
intermediate input requirements of the manufacturing sector to reduce costs
thus position the economy on a path of sustainable developmest canno

overemphasized.

13 The Nigerian Economy: GDP
Available revised statistics released recently by the National Bureau of Statis

(NBS) shows that the Real Gross Domestic Product (GDP) in Nigeria grew
7.86%in Q3 2010, higher than the growtlofrate80% recorded in the
corresponding period of 2009 and higher than the 7.69% recorded in Q2 20
The growth rate of 7.86% in Q3 2010 is the highestgreatinded in recent

times Comparing quarter on quarter, real GDP increased by 0.236W0in Q3,
over the level in the corresponding period of 2009, on account of the increa:
production in the oil sector of the economy and wholesale & retail trade activitie
the economy. In absolute terms, the real GDPN2&@db8bm Q3 2010, up
fromN197.08bn in Q3 2009 and N174.56bn in Q2 2010. Oil GDP contribute
15.38%0 real GDP in Q3 2010, whileinGDP contribu&tl62%The
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contribution of 15.38P6il sector to real GDP in Q3 2010 was marginally lower
than $.79% recorded in Q3 2009; as a result of increase in other activity sectc
of the economy in Q3 2010 relative to the corresponding peritrd tb2009.
AEconomic & Financi al Mar ket : Revi e
released a GDP growthfoagxast of 7886 for 2010.
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The nominal GDP grew by 17.48% to N8.01trn in Q3 2010 from N6.82trn in
2010. Oil nominal GDP accounted for 32%, waililzonanal GDP contributed

68%. Looking at the sectoral contribution to the nominal GDP, Agricultu
contributed 39.38%, followed by Crude Petroleum & Natural Gas: 32%; Whole:
& Retail Trade: 14.39%; while others contributed 14.23%., As usua
Telecommunication & Post sector recorded the highest real GDP growth rate
34.81%, followed by Solid Minetal48%; Hotel & Restaurant: 11.90%;
Wholesale and Retail: 11.82%; Real Estate: 11.20%; Building & Constructi
10.75%; Business & Other Services: 8.43%, Manufacturing: 8.14%; Agricultt
5.68%; Crude Petroleum & Natural Gas: 5.08% and Finamce &3186@6a
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It would be recalled that the International Monetary Fund (IMF) in its late
Regional Economic Outlook (REO) {Balsaran Africa noted that strong non
oilgrowthn Nigerian recent years, in particular cukligre, is set to continue,

and projected GDP grovetie of about 7.5% 261D in line with FSDH

R e s e aprodiiagnsThe World Bank has also released a GDP growth rate

forecast of 7.1% for Nigeria in 2011.

GDP a199@Constant PriceGrowth Rate % (Oil & Nail),
(@! 08- q?’! 1@ 0
1000% 71 8.10% 8.18% 8.24% 8.67% 8.13% 8.41% 8.38%
5.08%
4 3.86% 4.08% 3.96%
5.00% I ° 2.53% 2.43% I I I
000%) T T T . T . T T T 1
09 Q209 Q309 Q409 Q110 Q210 Q310
-5.00% -
6.42%

-1000% - ® Oil GDP Non-Oil GDP

According to NBS, the oil sector outpas@acas a result of the recovery from

the unprecedented levels of disruptions due to militancy activities, vandalizal
and facility shut downs. Most of the onshore fields that-iweteestut
insecurity of lives and properties had begened. Eh oil sector also
benefitted from the continued upsurge in world crude oil demand which has k
prices at high levels coupled with the relative stability in the exchange rate of N
against Dollar. The sector continues to play an important ragerianthe N
economy as the major source of revenue accounting for about 80% of to
revenue and 90% of foreign exchange earnings. Crude oil and condensates w
estimated at about 229.01mn barrels in Q3, 2010 with daily average productio
2.49mn barrelsrpgay compared with 199.63mn barrels produced in Q3, 2009,
with a corresponding daily average production of 2.17mn barretd. The non
sector recorded 8.38% growth rate in real terms in Q3 2010 compared with 8.z
in the corresponding period in 200§rovttd was majorly driven by improved
output in the telecommunications, manufacturing, building and constructi

sectors.
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Looking at the breakdown of GDP to oil-afldeworsthe Nigerian economy

is dominated by mmhsectq with contribution84f626, while the oil sector

contributetl5.386 to output in Q3 20Mlfe contributionl&.38%y oil sector

to real GDP in Q3 2010 was lowet5v@¥6ecorded in Q2 2010; this was as

a result of increase in other activitysseath as agriculture and manufacturing

relative to the corresponding qué@ntethe basis of this structure, FSDH

Researcheiteratethe need for urgent development of tbé sector of the
Nigerian economy is dominate Nigerian economy. Also, we identified the developtaeahifransportation
gz'r;ozil%?ec;(;rr],“ewitrsh E(}:ongiilbutisoer‘ network and electricity as necessary conditions that will ensure that Niger

contributed 15.38% to output it goods are competitive globally.
2010.

Composition oReal GDP (%): Q3 20
15.38

= NonQil Oil

According to the NBS, the structure of the Nigerian econdi30&46 at Q
terms of sectoral contribution to tH@DBahreAgriculture: 4.304 followed
by Wholesale & Retail Trade38%4 Crude Petroleum & Natural Gas:
15384 whilethers:2.764

The structure of the Nige
economy as at Q3 2010 in tern
sectoral contribution to the real
are: Agriculture: 44.30%, followe
Wholesale & Retail Trade:17.!
Crude Petroleu & Natural Ga
15.38%; while others:22.76%.

Sectoral Contribution of GDP at Constant Basic Prices

Q3,2010
8.70

® Agriculture ¥ Crude Petroleum & Natural G ™ Manufacturing
" Building & Constructior ¥ Real Estate ¥ Telecommunication & Po
Finance & Insuranc Wholesale & Retail Trac Others
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The growth between 2009 and .
may be linked to increa:
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AThe Economi st
that Nigeria was the World fc
fastes growing economy in the
decade with an annual avel
GDP growth rate of 8.¢
According to the Magaz
between 2011 and 2015, Nig
will occupy the tenth position i
World with an average GDF
6.8%.

Agricultural output in Q3 2010 grew by 5.68%, down from 5.91% in corresponc
period of 200 The slightly reduced growth is on account of the heavy rainfal
level witnessed during the period which resulted in flooding of farmland in so
parts of the country. Activities in the sector may also have gained from the rec
increase in the pricagrficultural commodities as shown in the Consumer Price
Index (CPI), which shows that averagayear change in food inflation in Q3
2010 was 14.6% as against 12.5% in Q3 2009. The general increase in fc
prices may have encouraged fatmergjag in further expansion of their
farming activities to full potentials. The financial sector of the economy (banki
insurancandstock broking) recorded a growth of 3.96% in Q3 2010, marginall
lower than 4.04% in Q3 2009. Activities in the Manaétturimgreased
marginally relative to corresponding period of 2009, and also recorded an incre
over Q2 2010. The growth rate in the sector stood at 8.14% in Q3 2010 fr
8.13% in Q3 2009, and up from 7.31% in Q2 2010. The NBS added that t
growth étween ZI® and 200 may be linked to increased electricity supply
across the country following renewed efforts of the Federal Government in t

regard.

A recent finding by thd h e E ¢ o n o mshowg thatWNiggria avasrthe o
World fourth fastest gmgvweconomy in the last decade with an annual average
GDP growth rate of 8.9%. According to the Magazine between 2011 and 20
Nigeria will occupy the tenth position in the World with an avera$é. GDP of 6.
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FSDHResearch is of the opinion that
look beyond growth in GDP and look for how the impressive growth rate c
translate to tangible improvenrestandard of living for the citizenry. Central
Bank of Nigeria (CBN) Gmrerecently put the national poverty level at 54.4%,
while the current unemployment rate is 19.7%. As we have mentioned, spec
policies to improve road and rail network, privatization of Power Holding Comp
of Nigeria (PHCN) and full deregulative métroleum sector will open the

economy for sustainable growth and development.

GDP at 1990 Constant Basic Prices % Distribution (Q3

Crop Productio
Wholesale & Reti
Crude Petroleum & Naté
Telecommunicatic |—
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Other Manufacturir _|me—
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—
—
—
—
-

Livestock

Road Transpo

Real Estatt

Building & Constructio
Fishing

Others

) I

14 Telecommunications Industry
The Nigerian Telecommunication cectinues tmaintain its laadposition

in the Nigerian economy as the fastest growingy seirdion to the growth

rate, it employs the most diverse type of labour in Nigeria. The sector empl
highly skilled, seskilled and unskilled labour either directly or indirectly.
Thereforejts multiplier effeabn the economy asenificant, leag to
increased supply and demand for telecommunications products and services
Nigeria. The sector has recorded increased level of private sector participat
following its deregulation; increased range of quality services available to ust
effectie reduction of costs of acquiring and using the services; and increasir
level playing field to service providers via the removal of bottlenecks hithe
created by the monopoly operator.
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According to the Nigerian

Market Share of GSM Operators in Nige
as at June 30 2009

=

Communications
Commission (NCC), t
installed capacity in t
industry as &tovember
2010 stood di57.861n
lines an
8.14% over146nn lines
as at December 31, 2009

The installed capacity is made up of Mobile GSM, Mobile ED®A and
wired/wireless Iretproportion &8.220,10.866and5.926, respectiveljhere

increaseof

®MTN ®GLOBACON ™ZAIN

ETISALAT MTEL

were 86.3Inn active telephone lines, represebdirGpo of the installed
capacity, while there vdr@2nninactive lines of the td€a.63meonnected
lines.The connected lines repre68rii86 of the installed capacity as at
November2010. The actiliees were made up of mobile (G8M@nn
representing1.4%6 mobile (CDMAY28nn representing.286; and fixed
wirelessl.10nn representing28%. A further analysis of the active ilne

relation to the install

CDMA Mobile Operators December 31

capacity shows tt60.0% 14.52%

of the GSM installed capa
is active36.68%6 of CDMA
installed capacity is act
while 11.8% of the fixed
wired/wireless install

B Starcomms ®Visafone ™ Multilinks Reltel

capacity is active.

The market share of telecommunicatime g®owiders is such that GSM
contribute87.24%CDMAL0.64%and Fixed wired/wirel@s$2% The market
share of the GSM operators in Nigeriauas 2008re: MTN Nigeria
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Meanwhile, the madtedre of the
first seven fixed wired/wire
operators as at December,
are: Starcomms Limited: 68.¢
Reliance Telecoms (Reltel): 8.
21st Century: 4.71% NITEL: 4.
Multilink el ¢ o m: 3.
(Odua Telecom): 2.50%;
Visafone: 2.43%, Iehiother
operators accounted for 5.41¢
the market share.

FSDH Research

Communications Limit6:19%;Globacom imited:26.87%;Airtel Limited
(formerlyair): 24.74%EMTS Limited trading as Etisal&&oand Mrel
Limited0.44%The market share of the CDMA Mobile operators as at Decembe
2009 are: Visafone Limitei37%;Multilink3elcom:27.20%;Starcomm
Limited21.90%nd Reliance Telecoms (R&f&2%.

Meanwhile, the market share of the first seven fixed wired/wireless operators a
December, 2009 are: Starcomms LBBi#t%oReliance Telecoms (Reltel):
8.60%21st Century:71YNITEL4.14%Multilinkelcom3.74%06 Net ( Od u
Telecom)2.50%;and Visafone2.43% while other operators accounted for
5.41%of the market share.

Market Share of Fixed Wired/Wireless Operators in N
as at Dec. 2009

4398.74%

5.42%

B Starcomms ®Visafone ® Multilinks ™ Reltel ® 21st Centur' ® O'Net “ NITEL © Others

A review of the telecommunication marketuag,a2008hows thatiTN

Nigeria Communicationlsimited had the ighestnumberof subscribers
amongst the GSM operators, while as at D&f¥yAbéisafonehad the
highestnumber otubscribers amongst the CDMA Mobile operators; while
Starcommshad the highesumber o$ubscribers amongst the Fixed Wired/

Wireless opators.
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Although  there is sca
information about internet us
per head in Nigeriapur
preliminary investigations show
it is very low and telecc
operators can develop service

FSDH Research

Teledensity in Nigeria (200dvember 201(
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Teledensity which measures the proportion of telephone lines in relation
population, stood6dt656in Novembe2010, up froB8.23%s atDecember,

2009. The grapatibboveshows the teledensity and wadatattibased on a
population estimate of 126million people up till Decenfb@em2D88ember

2006, teledensity was based on a population estimate of Tiledeltisity

from December 2007 was based on active subscribers.

FSDH Research is of the i@pirthat huge opportunities abound for
telecommunications operators in Nigeria in the area videtecoaferencing

and other complementary products and services. Although there is scar
information about internet usage per head iroNigediminary investigaion

show that it is very low and telecoms operators casedgegetupliidgethe

gap. This is where the next level of growth will come from in telecommunicatior

Nigeria.

1.5Crude Oill
Available data from the monthly reploet ©rganization of Petroleum Exporting

Countries (OPEC) shows hleatOiPEC Reference Basket (ORB) continued to
improve in December to move within a rang@0dh.$BlBe Basket followed an
upward trend in December, in line with futures prides. thestaronth at
$84.13/b to move beyond $90/b at the beginning of the fourth week, supportec
positive macroeconomic sensijm@ghs of growing global oil demand and a
brisk surge in heating oil demand because of the cold weather in Europe and n
pats of the US. The sustained increase pushed the monthly average of the OR
23



FSDH

FSDH SECURITIES LIMITED

to $88.56/b in December, up $5.73 or 6.9% from a month earlier. That was
highest level since the $96.85/b of September 2008. Accordapgrtp the

following the  fifth

; ; One Year Daily Oil Basket Pric
increase in a row, th o4 _ y

ORB average for 20
stood at $77.47/b, tt

second highest ev( 70 -

80

The ORB average, minimum following the $94.45/b

maximum crude oil prices in : 60 -

are: US$77.47/b, US$66.84/b 2008. Compared to

US$90.87/b. year earlier, the Bask 50
. RS T T N T R T P
increase by $16.39 Q@i\.@ FIEF AT T T S

26.8%. The ORB
average, minimuamd maximum deu oil prices in 2010 &ISF7.47b,
US$6.84b andUS®0.87b. The averagericeof oil in2010is above the
benchmark for oil po€&S$67/im 2010 budget.

The ORB averaged US&7bin 2010, compared with US3B6in 2009. The
highest pricef ORB in 2010 is l88%87b, which was attainedecember 27
2010.

The continued pace of the gl _ L )
economic recovery will have According to OPEC, among the key factors contributing to theiptiee surge

consideble positive impact or

world oil demand in 2011 early onset of winter weather. This has led to stronger heating oil demand as

as a decline in crudestocks above the seasonal average. Some forecasts
calling for a revival of crude oil demand and a perceived potential for tightnes
the market over 2011 have also contributed to the price rise. Additionally, bul
market sentimsiaind a surge irvestment flows into major commodity markets
including crude oil have also pushed prices higher. Indeed, speculative activitie
the crude oil futures market, as represented by net long positions of mon

managers, reached a record high in the week8Ddrgmber 2010.

Looking at the demand and supplyOiRE&notes that world ddmand is

estimated to have grown by 1.6mb/d in 2010, following an upward revision of

24
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In 2011, world oil demand grow
forecast at 1.2mb/d

In 2011, ne@PEC oil supply
expected to increase by 0.4mb
average 52.9mb/d, following
upward adjustmend@tb/d

FSDH Research

0.13mb/d since the December report. Extra constiimgditomg and fuel olil
boosted oil demand in December, more than offsetting weak demand for trans
fuels. World economic activities were stronger theth esgtng in more oll
usage. Blvertheless, some of the increase was partially reted tbase

line from 2009. The normal increase in driving distance in the US pushed gasc
consumption up, adding another 0. 1:
fourth quarter. As usual, the holiday season positively affected transport fi
consimption in the northern hemisphere. In 2011, world oil demand growth
forecast at 1.2mb/d, representing a minor upward revision of 50tb/d. TI
continued pace of the global economic recovery will have a considerable imf
on world oil demand in 2014, gilsen the latest upward revision in world GDP,
world oil demand growth is forecast at 1.2mb/d averaging 87.3mb/d in 2011, ¢
50tb/d higher than Decemberés estim

In addition, demand for OPEC crude for 2010 has been revised up by 0.1mb/(
currerly stand at 29.0mb/d. This revision reflects mainly the upward adjustment
world oil demand. All the quarters saw an upward revision with the bulk of 1
adjustment occurring in the third quarter, which was revised up by 0.2mr
reflecting wjp-date datawith this adjustment, the demand for OPEC crude stood
at the same level as 2009. The demand for OPEC crude for 2011 is projectec
average 29.4mb/d, showing an upward revision of 0.2mb/d from the previc
assessment, mainly due to the adjustment of demand, as totalF@&EC

supply including OPEC NGLs remained almost unchanged.

On the supply side, @EC oil supply growth in 2010 is estimated at 1.1mb/d,
representing a slight upward revision from the previous assessment. In 2011, r
OPEC oibupply is expected to increase by 0.4mb/d to average 52.9mb/d
following an upward adjustment of 40tb/d. The revision came patrtially from the
China and Russia on the back of healthy production in the fourth quarter of 2C
According to OPEC, in Dbeentotal OPEC crude production is reported to
average 29.23mb/d, the highest level since February 2010
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According to
external reserves position a
December 31, 2010 stood
US$32.35bn, representing a
of 23.72%, comparedvith
US$42.41bn as at December
20009.

FSDH Research

16 External Reserves
According to CBN, Ni g e rDecerabe3l, 204G e r n a

stoocatUS$2.3Hn, representing a dro28f726,comparedithUS$42.41bn

as at December 31, 200%he January-28, 201tommuniquéheMonetary

Policy Committee (MPC) of the Central Bank of Nigereaf{DBbl its
conviction that a stable ex@haate regime is critical to maintaining price
stability but noted that in the absence of complementary policies the regime is «
sustainable at the cost of significant attrition in foreign reserves. The MP
therefore, emphasizéhat the solution tosemve depletion lies in the
implementation of appropriate reforms with regard to industrial and trade polic
aimed at reducing import dependence, which are beyond the scope of monet
policy According to the communiqusstantial foreign exchangxpended
annually odoint Venture Call8/Q cash calls and importation of petroleum
products due to the delay in implementing much needed reforms in the oil sec
This is in addition to the huge amounts spent on getrsidigsvhich are

likely tancrease with higher oil prides.country is also expertdiggforeign

exchange on import of food items such as rice

External Reserves (202610)

60.00 -

52.00 53.00
50.00 -+ 45.01

42.41
40.00 - a5
30.00 - 28.28 :
20.00 - 16.96

2003 2004 2005 2006 2007 2008 2009 2010

US$bn

FSDH Research noted earliernbaappreciation in the price of oil and the
improved oil output in Nideltaving theeacean the Niger Delta reglmhnot

reflect in the leveleaternal reserves2010We added that, government may

be limiting the amount of foreign exchange earnings that is saved in forei

account in order to access additional funds for domegiargpestlice
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We urge the CBN to make p
the instruments in which

reserves are invested to aid he
economic analysis and debate.

The SWF is meant to addi
some of the complexityd .
constitutional  challenge
respect to the Excess Cr
Account (ECA).

It is planned that the SWF wi
made up of three separate fu
an intergenerational savings 1
an infrastructure development
and a stabilizatiimmd.

FSDH Research

external borrowinye consider this a good strategy as it will help to reduce
external financing charges. Another school of thought believes the consistent ¢
in the external reserves since 2008 is as a reslitieoindde value of the
undesiing foreign instruments which the CBN invests the reserves in. We urge t
CBN to make public the instruments in which the reserves are invested to .

healthyconomic analysis and debate.

1.7 Sovereign Wealth Fu(s8WF)
The National Economic Co(RE&lC), which includes the 36 State Governors

and the Federal Executive Council @E@pproved the establishment of the
National SovereigWealth Fund (SWF) and thefoBilits establishment is
currently awaiting the Nation Assembl yds consi der at |
is meant to address some of the complexity and constitutional challenge w
respect to the Excess Crude Account (ECA). It is planned that the SWF will
made up of three separate funds: an intergahesatiorgs fund, an
infrastructure development fund and a stabilization fund, which will serve a:
secondary source of funding supporting the ECA in periods of budgetary def
The FG intends to establish the SWF by the end of the current President

administration.

An important proposed characteristic of the SWF that differentiates it from the E
is that it is intended to function independently of political pressures, with m
rigorous measures for withdrawals and transparency regardingings. of the f
About US$1bn from the ECA has already been dedicated as funding for the S\
In the future, it is proposed that the SWF will be funded primarily through a por
of the positive difference, between the revenue generated by the price of oil
barré included in the budget for the year and the actual revenue received in tt
year. The portion of funding that would be allocated to the SWF is yet to
determined.

FSDH Research supports this measure as it will instill more discipline in polit
offce holders in managing windfall income of the country.
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18 External Debt

Available data from the Debt Management Office (DMO) shows that the tc
The external debt as at Decen . ) ~
2010 represents 2.13% of the Ni geri ads ext PecemzBl 201® btood ESI$H78. Rénna s a't

and 13.05% of total debt stoc

representing an increaseO®86 from theSeptembeB0, 2010 figure of
N5,234.84bn.

US$434.1tnn The DMO attributed the increase in the external debt stock
additional disbursements on existing loans and exchange rate variations. T
external debt asécembe2010represest2.13% of the GDBNnd13.05% of

total debt stock 5,234.84n. The levadf external debtsorepresents an

increase d6% over

US$3,947.30mras

at December 31
20009.

Nigeria External Debt Stock in December .

3.5694. 329+ 32%
|

The breakdown ¢

the debt showed th
79.18%
® Multilatera ® |FAD = ADB

. . 51DB EDF NonParis Bilater:
Multilateral (which| - NonParis Commerci

92.12% was owed tc

includes World Ba@koup, International Fund for Agricultural Development
(IFAD), African Development Bank (@Bjanternational Development Bank
(IDB) and Economic Development Fund (EDF). The Ba&ntweasfowed

to NorParis Group ofeditors.

In 2010 the actual external debt service payments amount@ddtdis$
The breakdown of the payments are: PrincigalR.883% representing
71.34%;Interest/Service Fee: LBHBMN representir@®B.344 Deferred
representing 0.10%; dgn Interest:USP.05nn representing 0.01%;
Commitment ChargegSH.90nn representing 0.54%; other charges:
US®P.0anrepresenting 0.01%; and a Waiver/cké8#i &@nnrepresenting
(0.38%).

28
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Thecredito s o f t hernaldebigsmok afabesnbe#0® are divided
into Multilateralf6POil warrants:1299pnParis Bilater@o and NoeRaris

Commercid 1%.

21%

Nigeria External Debt Service by Creditor
2010

External Debt Service Payments in 2

B Multilatera B Principal
B |nterest/Service Fe
B Oil Waran B Deferred Principe

B Deferred Interes

= NonParis = Penalty Interes
Bilateral ) )
Waiver/credit
NonParis . Commitment Charge
Commercial .549
0.01% 0.38% Other Charges

The domestic debt stock as
December, 2010 represents &
14.21% of the GDP and 86.8%
the total debt stock of 2&t.84bn

FSDH Research

Recently, the Federal government decried the increasing rate at wnich federal
state government estabkstisnacquire foreign loans. Government feared the
country returning to the periods when it was highly indebted to the London ¢
ParisClub of creditors. It emphasized the n&edi§mdans to be tied directly

to productive activities that would atgenesvenue, improve economic
development, increase GDP and increase employment in the country. It a
directed the DMO to constantly update tlstatiesbof every state and the
Federal government so that before states proceeds to acquire avoeald loan, it
haveexamingits debt profiéand be satisfiditht it has the capacity to repay the
loansin addition, the Finance Minister has assured all stakeholders that the ra
of total debt to GDP will not exceed 25%.

29



FSDH

FSDH SECURITIES LIMITED

19 Domestic Debt
The DMO puts the ¢ obMb5LE3NasaDecenberst i ¢

31, 2010, representing an increa@de0f#fromN3,228.03bas atDecember
31, 200%nd up froM\4,229.63n as atSeptembeR010representing an

The relative size of the dom increae of 7.62%The domestic debt stock d3eaember2010 represents

debt held by nbank public i aboutl4.2%of the GDP aig®.9%00f the total debt stock PB4.8dn. The

nereasing breakdown of the total debt stock by instruments Bpecasha®010 shows
that the FGN Bonds accouiaoied2901.6bn representing3.734 Nigerian
Treasury Bills (NTBs) accountdd,&5¢7.10n, representirg.066, Treasury
Bonds (TBs) accountet&2.90n, representirg)196; while Development
Stocks (DSs) accounted\f@i22bnrepresentinQ0®%. Domesti©ebt by
holder type as@#cembet010, shows tl@BNaccounted f@r544 Banks &
Discount Houses 57.2%6 NonBankPublici 32.066 andSinking Fund
3.1P%60f the total bE,551.82n.

Domestic Debts Outstanding by Holder Type Domestic Debt Stock Outstanding k
at Dec, 2010 Instrument Type as at Dec. 2010

3.17% 8.19%0.005%

7.54% ‘

= CBN™ Banks & Discount Hous™ NonBank Publi™ Sinking Fun B FGN Bond® TBs ® Treasury Bond:" Development Sto

The relative size of the domestic debt heldbbpknpaoblic is increasing,
buttressingthenve st or 6s reclassification o
and to take advantage of the high yields the instrumerfs affzzedrber

2010, the domestic debt service payments including neéra&idg3bn.

Of the N71.8Bn paid in the period under reMesOBn (9.68%6) of the

amount paid represents the interest on Nigerian Treasury BHSINEBS),

30
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It may be difficult to conclude
the inflation rate numbers had
understated his ibecause &étwo
computations have diffel
weightings in the CPI basket

FSDH Research

(3440%) of the Domestic Debt Service (Matured FGN Bonc
. Refinanced) as at December 2010
amount paio = Nig. Treasury
9.68% Bills
represents the
= FGN Bon
interest on FGI 47.29% ' . .
reasury son
Bands, N57.6Mn
Development
(8.520) of the Stocks
amount paio . Total FGN
Bonds
represents the | Refinanced
_ o 0.05%
interestind principa

on Treasury Bondq&N316.25nn (005%) of the amount paid represents
Development StoclesidN317.76n @7.290) of the amount paid represents
FGN Bonds Refinanaed promissorgta that was capitalized & restructured
The total public debt stock in the country (addition of external and domestic de
i N5,234.84n) as aDecerher2010 represents abi6it346 of the GDP as
against the applicable critical l#@%@br countriegsn Ni ger i ads ec
group. This means that Nigeriads d

space.

1.10Inflation Rate
As noted in our August 20, 2010 edition of the Weekly Nigerian Capital and Mo

Market report, the revised Congenerindex (CPI) released by the National
Bureau of Statistics (NBS) provides a clear direction on the area for the pol
makers at the Central Bank of Nigeria (CBN) to focus on in order to achieve
sustainable single digit inflation rate in Nigenavidéd CPI is based on

ANi geria Living Standard Surveyo (N
new base period for the computation of CPI and all the consumption expendi
data revalued to the new base period. The NBS added that the p@¥s8ous May
and September 1985 based Indices are being continued using factors deri\

from the new CPI.
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The new and thed weightings are as followsd 50.7% (0ld:63.76%);
Housing, Water, Electricity, Gas & Other Fuels 16.73% (oklldéhd(éo);
Beverage, Tobacco & Kola 1.09% (0ld:2.06%); Clothing & Footwear 7.6%
(0ld:3.21%); Furnishing & Household Equipment & Maintenance 5.03
(Old:3.82%) Healthcare 3% (old:1.36%); Transport 6.51% (old:4.24%
Communication 0.68061d:0.11%); Recieat& Culture 0.69% (0ld:0.89%);
Education 3.94% (0ld:0.21%); Restaurant & Hotels 1.21% (old:1.29%) a
Miscellaneous Goods & Services 1.66% (0ld:0.30%). The following compone
Education, Transportation, Health, Furnishing & Household Equipment
Maintaance and Clothing & Footwear had significant upwanaltheviston

CPI from the old CPI and still contribute significantly to the index. FSDH Reses
analysis on the revised inflation a9 @nd old figures between November
2009 and July 20diows that the revised inflation rates were consistently higher
than the old rates. It may be difficult to conclude that the inflation rate number
Nigeria had been understated as a result of this because the two computatic
have different weightinghé CPI basket, but what it reveals is the areas policy
makers need to pay attendom order to achieve single digit inflation rate in

Nigeria.

®Food
" Alcoholic Beverage, Tobacco &

" Health
Communicatic
Educatiol
Miscellanous Goods & Serv

CPI Computation: Old Weigl CPI Computation: New Weig|

lonAlcoholic Beverag

®Housing Water, Electricity, Gas & Othe :_Frurnishings & Household Equipment & Mainta B Alcoholic Beverage, Tobacco &
ranspot .
Recreation & Cultt BClothing & Fotwe:

Restaurant & Hot BHousing Water, Electricity, Gas & Othe

6% XY

3%
5%

51%

17%

0
Wroo  191%
B NorAlcoholic Beverage

ng & Fotwe
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B Fumishings & Household Equipment & Maint
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The CPI for the month of Dece
2010, released by the NBS, sh
that inflation rate (yeayear) in
Nigeria dropped marginally by 1
11.8% from 12.8%amed in the
month of November 2010.

The inflation rate is lower
FSDH Research forecast rang
12.5% 14.5% for 2010.

FSDH Research

The Consumer Price Index (CPI) for the rDexctmbér 2010, released by the
National Bureau of Statistics (NBS), showed that inflatiororateatyear

Nigeria dropped marginallibyo 1.8%6 from 1.8% recorded in the month of
Novembe2010.The latest inflation figure of 11.80% represents the lowest level
recorded sincectober 2009. According to NBS, the Composite Consumer Price
Index (CPI) stood at 114.2 points in the month of December 2010 an increas
from 112.8 recorded in NovemberT2@ @ercentage change in the average
CPI for the twelrenth period ended Deezr2B10 over the average of the

CPI for the previous tweleath period was 13.7%, slightly lower than 13.9%
recorded in the previous month. Core Inflation (that is all items less farm prod
and energy) stood at 10.35%oys@ar.The Urban All ltem®nthly Index

rose by @%,while the corresponding rural Index increased by 2% in Decembe

2010compared with the preceding month.

The yeaonyear average CPI as at December 2010 for Urban and Rural dweller
rose by 10.7% and 12.7%, respectivelyflafimn irate is lower than FSDH
Research forecast range of 1:2L8%%or 2010.

At 115.4 points, the Composite Food Index (CFI) rose by 0.9% in December 2(

compared with the

previous month level Inflation Yo-Y (Old) Vs-¥-Y Revised Figur:

114.4 points The

increase in the Inde 15.00-

17.00

was  caused by |13.00]
increases in the pric( 1007 AN

of food like meat, fis

oil and fats, vegetabl S o

D P S S S S S S S S S S
()
F &
6\0

. . & & S & a@o“z»\\* § &
and fruits mainly due| @ ¢ & ¥ v "“Za"& i

=== Yearon-Year Change (¢

the festive season. T Yearon-Year Change (%) Revised Fi

level of the CFI was higher than the corresponding level a year ago by 12.7%.
average annual rate of rise in the index7#®#adat4he IRonth period ended
December 20ItheAll Items Less Farm Produce Index which excludes the
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The supply bottleneck and rigic
in the economy may make
achievement of a sustainable s
digit inflation rate in Nigeria a di
task.
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prices of agricultural produce increased by 0.7% in December 2010 wh
compared with November 2010. NBS said the increasdyw@s ctahing

and footwear and some household items. In the twelve month to December 2C
the Index rose by 10.9%, while the average annual rate of growth in the Index
12.4% for the -h#onth period ended November 2010. Also, at 115.4points, the
conposite Imported Food Index (IFI) increased by 0.26% from 115.1 poin
recorded in Novemb@1t0.

It would be recalled that the Monetary Policy Committee (MPC) of the Cen
Bank of Nigeria (CBN) in its November 23, 2010 meeting noted the high econa
growth rate and the progress made towards restoring stability in the banki
system. It however obsemwitti concerthe continued high inflation rate and
reiterated the urgent need for fiscal consolidation and the continuation
comprehensive econoraied structural reforms to remove -sigmly
bottlenecks. The MPC in its policy stance maintained the Monetary Policy R
(MPR) at 6.25%, adjusted the asymmetric corridor of interes20atbasiyg +/
points, implying Standing Lending Facilitya(SLéf) 8.25% and Standing
Deposit Facility (SDF) rate of 4IB58%e January 2011 meeting, the MPC
continued with its tight monetary policy by increlBaR) ige25basis points,
raising Cash Reserve Ratio (CRR) from 1% to RffidityBalio(LR)from

25% to 30%.

The target of the CBN is to achieve a single digit inflation rate in Nigeria. Altho
the declining trend in inflation rate recorded since September 2010 is a welcc
development to analysts, investors in fixed income securitiesfusrttl other
managers who consider inflation rate in making investment decision, we note
the supply bottleneck and rigidities in the economy may make the achievemer
a sustainable singligitinflation rate in Nigeria a difficult task. We particularly
olserved the 0.88% increase in the imported food index between October a
November, 2010. This has some impacts on the overall inflation figure in Nige
The last figure from the NBS on the structure of the Nigerian economy is such
agriculture accasifior 44.3% of outputs. An economy of this nature should be
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Adoptingappropriateneasures
position agriculture will enabl
produce enough to feed the n.
and meet the intermedianput
requirements of the manufact
sector to reduce costs and -
position the economy on a pa
sustainable single digit inflation
regime.

The latest unemployment rat
Nigeria stands at 19.70% ac
March 2009.

FSDH Research

selfsufficient in terms of food production if appropriate policies are in place

encourage the use of modern farming techniques.

FSDH Research had earlier assefedd mmonomi ¢ and Financ
and Outl ook for Year 20100 that the
be influenced by the expected fiscal expansion, quantitative easing strategy of
CBN to boost outputs & ensure credit dredfienfinancial system, supply

bottlenecknherent in the economy as a result of the infrastructure deficits an

expected rise in commodities prices

We hold the view tlgtivenating agriculture in Nigeria will not be possible until
the following faxdcare addressed. Development of good transportation system
(road,ssea and rail); increasing electricity generation that can support approprie
storage facilities of farm produce; appropriate funding of the universities
agriculture where intensiveareBecan be carried out to improve farming
processes to increase production. And finally, deliberate policies to make finan
available to the sector at concessionary terms. Adopting these measures,
position agricultiwmell enable it produce enoudketd the nation and meet the
intermediate input requirements of the manufacturing sector to reduce costs
thus position the economy on a path of sustainable single digit inflation re

regime.

1.11Unemployment
The latest unemployment rate in Nigeria stands at 19.70% as at March 20

according to the Labour Force Statistics released by the National Bureau
Statistics (NBS)he statistics is a product of the labour force survey conducted i
March, 2009. The unemployment rate at 19.70% is the highest in Nigeria since
year 2000 and represents a massive jump over the rate of 14.9% recorded
2008.The lowest unemployraenteleased between 2000 and 2009 is 11.9%.
The total labour force in Nigeria is made up of all persor®ageatsl5
excluding students, home keepers, retired personsatmoivsty work or

not interested. Unemployment in Nigeria is defisegr@ottion of labour

force that was available for work but did not work ipteeesl@gke survey
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The unemployment rate am
female stood at 23.3%, while tr
male stands at 17%.

Looking at the distribution by <
Bayésa State recorded the higl
unemployment rate of 38.3
closely followed by Katsina
37.3%, while Plateau State recc
the lowest unemployment rat
7.1%, followed by Ogun at 8.5%

FSDH Research

period for at least 39hours. The Statistical NeMial®m@tion of the efforts of

the NBS, Central Bank of Nigeria @m®BN)he Nigerian Communication
Commission (NCC). The NBS says the objectivesre¢\trere to measure

the magnitude and distribution of principal indicators on unemployment in a tin

fashion.

A quick look at the unemployment statistics publiSiBRI shows that

unemployment rate recorded in the rural area of the country at 19.8% is sligl
higher than the unemployment rate of 19.20% recorded in the urban area. Am
the educational groupings, secondary school recorded the highest unemployn
rateof 23.8% closely followed by 22.3% recorded among people categorized
below primary school attendees.
between 15 and 24 recorded the highest unenits/ of 41.60% while the

lowest unemployment rate @zasded in age grougpb95s

Looking at the age grouping, the age grc

The unemployment rate among female stood at 23.3%, while that of male sta
at 17%. Looking at the distribution by state, Bayelsa State recorded the high
unemployment rate of 38.37%, closely followed by Katsinelde Bfag8au

State recorded the lowest unemplaogteenit 7.1%, followe®igyin a8.5%

FSDH Research is of the opinion that the recent financial market crisis in t
country fueled the unemployment situation. Other causes of high unemploymer
Nigeia include: Gross mismanagement of national resources leading to waste
spending and misappein of funds and prioritiegtect of the important
sectors such as agriculture where the country has comparative advantage; w:
infrastructural faigtin the country thatraitl aid rapid industrialization; and

lack of political will to implement certain policies that can open up the Niger
economy to privaectomparticipation. One of such is the unwillingness on the
part of the governmentmglement full deregulation in the downstream sector of
the oil and gas industry. Another cause is the weak educational system that is

adequate to equip youths with requisite technical and entrepreneurial skills.
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Unemploymentdiar reaching consequences on the Nigerian economy. Some 0
which are: social unrest, human capachytilind®on, the unemployed youths

are readily available to be used as political thugs, increased poverty amongst
citizenry, social alienagind weak purchasing power among others. In order to
address this situation, the prademhistration under the leadership of President
Goodluck Jonathhasinaugurated a job creation committee, with the task to

come up with specific recommendati@hptoaeation in the country.

2.0 Financial Market
2.1Bond Market
The primary market segment of the bond market withessed huge patronage

subscription during the period under review as a result of the following reasons

U The increase in interest, raspecially in Q3 2010, which accounted for
high coupon for new offers, higher marginal ratgefonggnddrop
in prices of bonds at the secondary market. All these helped to increa:
yield in the market;

U Huge liquidity in the financial sysi@ing for investment outlets
following the unwillingness of banks to lend to the real sector of th
econonyand

U Investors switched to the market trading return.for safety

As at the end of 2010, the DMO, on behalf of the Federal Government of Nig
(FGN), offered a totaN@f073.12bworth of FGN Bond4,65%igher than
theN614.44boffered in 2009.The total subscription in 202 Wds84bn,

up by71.466 fromN1,249.16baubscribed in ZD0rhe subscription level in
2010stoodat 199.59% andwas 3.71%lower than the subscription level of
203.30%ecorded in 2009.The total amount of FGN Bond sold in 2010 wa
N1,083.16bmp by73.086 fromN625.98n sold in 2009. The good gesture of

the Federal Government to encourage the developmenpofatbebood

market by making investment income derived from the instrument tax free in o

to encourage issuance of bonds at competitive coppanstgesn the right
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direction. FSDH Research maintains thdtdb@viower the financing cost for
corporate organizations in Nigeria as bonds is cheaper than bank loans. It
also encouraged the issuance of new corporate bonds in.th&Ohrket
Propertpevelopmefiompany Pénd Flour Mitk$ Nigeria PRond are good
examplesin addition, the liquidity status granted to the state government bon
has added another boost to the development ehatiersalbdebt market in

Nigeria.

The DMO offeregé&ar, 5ear 7-year, 1§earand 26/ear FGN Bonds dgrin

the period under review. However, in the corresponding period of 2009 it offere
year, §ear 10yearand20year FGN Bonds. Most of the bonds offered in FY
2010 were «@penings, except at thed@ FGN Bond auction which was issued

in February 20&0d 5year FGN Bond auction which was issued in April 2010.

Comparing tenor to tenor, y@aB FGN Bonds issued in FY 2010 received a

lowelaverage coupon than tyed@ bonds issued in FY 20009.

The 3year FGN Bonds offeredamuary2010 was are-opening, and carried
coupon rate ©0.50%while there was a new issue in February and it carried a
lower coupon ratesdd0%up till July 2010, when it went d@¥inoAugust

and reverted baclbt@%in September 2010. The average coupon Yate in F
2010 i%.71%, lower than the averagdd®%in FY 2009. The highest coupon
rate on year FGN Bonds issued in FY 20100veé@84vhile the lowest was

3% A total d1347.20bworth of-8ear FGN Bond was sold in FY 2010, higher
by 43.7% from N2415Mmn sold in FY 2009. The Bond received higher
subscriptiolevelof 205.89%up fron179.55%n 2009However, the average
marginal rate on the bond in 2010 at 7.72% was lower than 9.59% in 2009.

The 5year FGN Bonds issued in FY 2010 redeiweg@rage coupon than
the Syear bonds issued in FY 2009 -yigwr =GN Bonds offered in April 2010
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was a new issue, and it carried a coupordéatéoor thadn0.50%n FY
2009. The Bond carried an average margaf8l@68sn FY 2010, lower than
10.396 in FY 2009. The highest marginal rateasrF&N Bonds issued in FY
2010 wad2%in December 201hile the lowest wisin April 201 @ total

of NDSn worth of-Fear FGN Bond was offaretisolch FY 201®igher by
21.306 fromN16%n offeredand soldn FY 2009. The Bond received higher
subscriptidevelof199.206, up from84.54%n FY 2009

All the 1§ear FGN Bonds issued in FY 2010 weeniggs and it carried a
coupon of%same as in FY 2008Be average marginal rate on the Bond was
7.10%while it was%in FY 2009he bond received a higher subscription level
of225%n FY 2010 higher t224.07%n FY 2009.

The 26/ear FGN Bond issued in FY 2010 received a lower average coupon th:

the Dyear FGN Bond issued in FY 2009. Alydar EGGN Bonds offered in
the first six months of 2010 wengerengs, and carried coupon rats08b.
New issue was made in July 2010 with a cdl@rTbé average coupon
rate in FY 2010 véa67%lover than 13.04% recorded in FY R0®9verage
marginal rate on they2@r FGN Bond offered and sold in FY 2006as
while it wakl63%in FY 2009. A totaNd¥®nworth of FGN Bond was offered
in FY 201 igher b99.53%hanN185.44bm FY2009 The subscription level
stood af13.78q lower thamB.986 recordenh FY2009 DMO sold a total of
N398.15b&0year FGN bond in FY 2018,71%igher than N185.44bn in FY
20009.

Monthly FGN Bond Allotment in 2009 & :
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110.00 1 105.00 105.00
93.50
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A look at the total domestic débt,65B2bnby holder type as at December
2010, reveals that @entral bankeld 7.54% (343.14Banks and Discount
Houses:57.23% (2,605.01bNpnbank Public:32.06% (1,459.30bn) and
Sinking Fund3.17% (N144.37bn).

Meanwhile, the DMO intends to ratseé af tN186.5bn through domestic market
in Q1 2011. The issue is made up of N96.5bn and NgGbnaimd3pear
bonds respectively. The amount is lower NE88®baised in the market
through bond auction in the corresponding period of 2010.

Table3:Bonds Issa n c e

Cal e nd a r-Provisiong) Eigue® 1 1

Tenors
Auction Date 3 Years 5 Year Total
January 19, 2011 30 30 60
February 16, 201 36.50 30 66.5
March 16, 2011 30 30 60
Total 96.5 90 186.5

The total FGN Bonds issued in 20fdaeE with 2009 is presented on Tables

4 &5below.
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Tabled: 2010 FGN Bonds Issues
Date Issued Tenor | Amount Offerec Total Subscription Amount Coupon Rate (%
(Years) ( N6 b n| Subscription Level (%) | Al | ot t e
(N6 bn
20 January 2010 3 20.00 40.43 202.15 38.50 10.50
20 January 2010 10 25.00 42.10 168.40 25.00 7.00
28 January 2010 20 30.00 65.50 218.33 30.00 8.50
17 February 2010 3 20.00 78.03 390.15 20.00 5.50
17 February 2010 10 25.00 53.20 212.80 25.00 7.00
17 February 2010 20 30.00 66.05 220.17 30.00 8.50
17 March 2010 3 20.00 82.14 410.70 20.00 5.50
17 March 2010 10 20.00 62.20 311.00 20.00 7.00
17 March 2010 20 30.00 79.86 266.20 30.00 8.50
21 April 2010 3 30.00 36.30 121.00 30.00 5.50
21 April 2010 5 20.00 68.72 343.60 20.00 4.00
21 April 2010 20 30.00 51.15 170.50 30.00 8.50
19 May 2010 3 25.00 26.05 104.20 25.00 5.50
19 May 2010 5 25.00 26.20 104.80 25.00 4.00
19 May 2010 20 30.00 43.46 144.87 30.00 8.50
23 June 2010 3 30.00 98.10 327.00 30.00 5.50
23 June 2010 5 30.00 64.21 214.03 30.00 4.00
23 June 2010 20 20.00 67.02 335.10 20.00 8.50
21 July 2010 3 35.00 77.00 220.00 35.00 5.50
21 July 2010 5 35.00 61.34 175.26 35.00 4.00
21 July 2010 20 35.00 73.28 209.37 35.00 10.00
18 August 2010 3 35.00 82.69 236.26 35.00 3.00
18 August 2010 5 35.00 50.88 236.26 35.00 4.00
18 August 2010 20 35.00 69.29 197.97 35.00 10.00
22 September 201 3 40.00 65.65 164.13 40.00 5.5
22 September 201 & 40.00 81.20 203.00 40.00 4.00
22 September 201 20 40.00 101.24 253.10 40.00 10.00
22 October 2010 3 40.00 37.78 94.45 26.67 5.50
22 October 2010 7 62.81 54.10 86.13 37.50 9.25
22 October 2010 20 40.00 68.17 170.43 58.76 10.00
18 November 201 3 20.00 34.53 172.65 22.03 5.50
18 November 201 7 25.31 30.90 122.09 25.31 9.25
18 November 201( 20 25.00 61.51 246.04 34.39 10.00
17 December 201 3 25.00 41.32 165.28 25.00 5.5
17 December 201 5 20.00 55.80 279.00 20.00 4.00
17 December 201( 20 25.00 44.44 177.76 25.00 15.00
TOTAL 1,073.12 2,141.84 199.59 1,083.16
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Tableb: 2009 FGN Bonds Issues
Date Issued Tenor Amount Total Subscription | Amount Allotted) Coupon Rate
(Years) Offered Subscription Level (%) (N6bn (%)
( N6 b (NG bn
28 January 2009 3 20.00 36.57 182.85 20.00 9.92
28 January 2009 5 20.00 26.58 132.90 20.00 10.50
28 January 2009 20 10.00 49.55 495.50 10.00 15.00
29 February 2009 3 20.00 35.49 177.45 20.00 9.92
29 February 2009 5 20.00 27.37 136.85 20.00 10.50
29 February 2009 20 10.00 25.21 252.10 10.00 15.00
18 March 2009 3 20.00 26.70 133.50 20.00 9.92
18 March 2009 5 20.00 23.64 118.20 20.00 10.50
18 March 2009 20 10.00 26.40 264.00 10.00 15.00
22 April 2009 3 35.00 39.44 112.69 65.00 9.92
22 April 2009 5 25.00 40.06 160.24 46.00 10.50
22 April 2009 20 10.00 33.18 331.80 10.00 15.00
20 May 2009 3 20.00 35.89 179.45 20.00 10.50
20 May 2009 5 20.00 48.44 242.20 20.00 10.50
20 May 2009 20 10.00 33.28 332.80 44.56 12.49
17 June 2009 3 20.00 40.07 200.35 20.00 10.50
17 June 2009 5 10.00 35.69 356.90 10.00 10.50
17 June 2009 20 20.00 43.92 219.60 20.00 12.49
15 July 2009 3 20.00 51.36 256.80 20.00 10.50
15 July 2009 5 20.00 40.42 202.10 20.00 10.50
15 July 2009 20 20.00 46.44 232.20 20.00 12.49
19 August 2009 3 20.00 36.16 180.80 20.00 10.50
19 August 2009 5 20.00 39.81 199.05 20.00 10.50
19 Aigust 2009 20 20.00 45.29 226.45 20.00 12.49
16 September 200¢ 3 20.00 35.00 175.00 20.00 10.50
16 September 200¢ 5 14.00 29.86 213.29 14.00 10.50
16 September 2004 20 20.00 37.73 145.12 26.00 12.49
21 October 2009 3 20.00 32.89 164.45 31.50 10.50
210ctober 2009 10 10.00 35.89 358.90 10.00 7.00
21 October 2009 20 19.44 42.84 220.37 19.44 12.49
18 November 2009 3 15.00 43.40 289.33 15.00 10.50
18 November 2009 10 20.00 30.43 152.15 20.00 7.00
18 November 2009 20 30.00 74.16 247.20 30.00 8.50
TOTAL 614.44 1,249.16 203.30 625.94
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2.2Review of Nigerian Banking System

The banking industry has undergone tremendous shakeup within the last one
and half yeafsllowing the announcement of the sack of tiagviainectors

of some Nigerian banks that failed the CBN and the Nigerian Deposit Insural
Corporation (NDIC) joint audit test on August 14, 2009. The CBN gave a direc
to all Nigerian banks to adopt December as uniform financial year in order
elininate intdoank transactions which conceal the true financial pesition of

of the operators. The CBN also introduced a new reporting format for ban
unaudited and audited financial statement in order to show more credibility
transparency inthe bk s 6 f i nanci al statement s.
uniform financial year end took effect in September, 2009 and December 2(

respectively.

The CBN mandated all Nigerian banks to make full provision in their Decem
2009 Audited Accounts forribeperforming and bad assets which led to huge
provisioning amounting to over N2trn. This shrank the balance sheet size of
banking industry and resulted in unwillingness and inability of the banks to len
the private sector in order to suppotth.ghameording to the CBN, the total
monetary aggregate for 2010 fell short of the target. Aggregate credit to t
domestic econofmet) was sluggish at 6.13% in December 2010 compared with
59.6% in December 2009 andatbet of 55.54% for 2010. WHeitbt< to
government grew &#®oin 2010on account of flight to safety as banks invest
heavily in treasury bills and Federal Government of Nigeria (FGN) bonds, cre
to the private sector contractddOB®p, below the target growth of 31.54% for
2010.The reluctance of banks to lend to the private sector of the econom
brought about liquidity glut in the financial system and reduced drastically
deposit generating drive of Nigerian banks and consegbaniyratésr and

deposit rates droppetiout a corresponding drop in the lending rate.

The Monetary Policy Committee (MPC) of the CBN, during its meeting of Jt

2010 noted that the key policy challenges remained the negative growth in mor
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supply and private sectedit as well as subsisting high lending rate in the face
of declining indeaink rates. The MPC however retained the Monetary Policy Rate
(MPR) at 6% and maintained the 5% and 2% below and above the MPR
deposit facility rate and standing lendnegpatively.

FSDH Research had recommended the removal of the 1% effective deposit fac
rate as we believe a number of banks use the window for their excess fun
thereby reducing the amount of money that would have been channeled
productive lendinWe however believe that banks will resume lending to the
economy very soon following a number of measures that the CBN has put
place. Some of which are partial guarantee of the lending to the Small a
Medium Scale manufacturers, the continugedféfferBank of Industry (Bol) to
extend soft credits to the SME and the intervention fund of N300bn that the C
recently released to the Bol for onward lending to the private sector of tl
economy (power and aviation sectors) at 7% interest taéefnalization of

the CBN guidelines such as the guidelines on margin loan, granting liquidity stz
to state government loans, and the prudential guidelines for Deposit Money Ba
(DMBSs) in Nigeria (which took effect from July 01, 2010) sheutdeprevide
direction for banks to resume lending. The latest development is the establishn

of the Asset Management Corporation of Nigeria (AMCON).

The CBN and the Federal Ministry of Finance spearheaded the establishmen
AMCON to purchase -perbrming loans from deposit money banks and
recapitalize the affected banks. The Bill was signed into law by Preside
Godlluck Jonathan on July 19, 2010 and AMCON has since commence
operations

According to the CBN, it is expected that AMCON twibtinaliate the
recovery of the financial system through the following:
1. Providing liquidity to the intervention banks and other banks that hav

huge norperforming assets which have been provided for.

44



FSDH

FSDH SECURITIES LIMITED

As at December, 2009
shareholders funds  of
intervention banks stood a

negative N1.46trn  while

s har e h dundse rofs Gthe
remaining  banks  stood
N1,921bn.

2. Provide capital to tieruention banks and the remaining banks.

3. Facilitate merger and acquisition transactions, strategic partnership a
attracting institutional investors.
4. Increase confidence in the bank balance sheets and therefore increase cr

creation.

5. Ineeasing access to restructuring/refinancing opportunities for borrowers.

As at December, 2009 the shareholders funds of the intervention banks stood
t he fund
N1,921bas shown dhe charts below.

negativéN1.46trrwh i | e sharehol der so
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Available data from the CBN shows that the total assets of the banking industr
May 2010 stood at N14,699bn a marginal growth of 0.73% over N14,593bn
January 2010. According to CBN, 10 top banks accounted for 71.87% of t
indusry assets while the foreign owned banks operating in Nigeria control 4.82
of the industry assets. Total industry advances and lease (¢6),228ah at

as against N6,058bn in Jan@aff) representing a marginal growth of 2.81%
while investment ovgrnment securities stood at N935bn an increase of 21.90%
over N767bn in January 2010. This growth supports the flight to safety stratec
employed by banks.
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