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The nation’s leadership may waver on vital
economic reforms but business people are
playing the long game, writes Xan Rice

O

n the morning of 30 September, President Goodluck Jonathan was in celebratory mood. At his villa
in Abuja he handed over
the share certificates and operating
licences of 15 state-run electricity generation and distribution companies to
their new owners, consortiums of
local and foreign investors.
The
government’s
cornerstone
power privatisation was close to completion, raising hopes of an end to the
daily blackouts that have been such a
burden. “I want to assure all our people that things can only get better
from this point onwards,” Mr
Jonathan said.
Some 24 hours later, in a televised
address to mark the 53rd anniversary

of independence from Britain, Mr
Jonathan’s tone was very different.
The country was “divided in many
ways – ethnically, religiously, politically, and materially”, and needed to
heed the lessons from Syria’s descent
into “a theatre of human misery”.
“I admit that these may not be the
best of times for our nation,” he said.
To outsiders, the two speeches may
have seemed contradictory. Yet both
reflected the reality of Nigeria in 2013.
From an economic viewpoint,
Africa’s most populous country, with
about 173m people, is moving in the
right direction. Growth remains
strong, at more than 6 per cent.
Nigeria is set to overhaul its ways of
calculating GDP, for the first time
since 1990, to reflect more recent
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Reason for cheer: President Goodluck Jonathan (left) marks Nigeria winning football’s 2013 Africa Cup of Nations

developments, which should bring it
closer to overtaking South Africa as
Africa’s biggest economy. Inflation is
down to single digits and government
debt remains modest.
Reforms are happening on Mr
Jonathan’s watch, albeit slowly. The
power industry transformation, which
may still take a few years to yield
results, has the potential to add several percentage points to GDP growth
and to stimulate local manufacturing.
The government’s finances and spending have become more transparent.
The $1bn sovereign wealth fund made
its first investments this year, and
green shoots are emerging from longneglected agriculture.
Local businesspeople have shown
faith in the country’s prospects. Aliko

Dangote, Africa’s richest man, has
committed himself to building a $9bn
oil refinery and petrochemical plant
to add to his cement and food empire.
Younger entrepreneurs use the internet and mobile phone technology to
change the way people buy and pay
for goods, including music and films
from a thriving arts industry. Foreign
companies, from fashion house
Ermenegildo Zegna to GE, are building stores and factories rather than
just talking about Nigeria as a potential market, as happened in the past.
“Investors still have this core view
that over the longer term Nigeria
will become more important,” said
Razia Khan, head of Africa research
at Standard Chartered Bank. “They
accept that the variables can
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change very fast, but for now they
are focused on the positives.” Money
is being made, especially by those
companies with a longstanding presence on the ground. But talk to their
senior executives, and it is clear that
the picture painted by government
officials of Nigeria’s investment environment is overly rosy. Corruption
remains a major problem. Transport
infrastructure is so bad that the
recent reopening of a 50km/h, 100year-old rail line from the commercial
capital Lagos to the northern city
Kano was deemed cause for celebration.
Businessmen complain that federal
and state bureaucracy seems designed
Continued on Page 4
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Grand theft delta hits oil output

Window opens for
domestic entrants

Crude Criminal activity and long parliamentary delays are taking their toll, writes Ajay Makan

N

igeria’s oil resources may
remain among the most
attractive in the world but
anyone interested in developing them must be prepared to lose a large portion to thieves
and a chunk to the government, if
parliament can ever agree on how
much it is due.
Oil theft and lack of clarity on the
terms of fresh development remain
the depressingly familiar gripes of
companies active in Nigeria. For analysts, the lack of progress on resolving
either issue threatens investment.
“The oil and gas industry has
proved remarkably resistant to reform
because it is so intertwined with the
interests of political elites,” says
Joshua Holland, Africa analyst at
PFC Energy in Washington. “While
Nigeria has been running in place,
other countries have been surging
ahead and the industry has followed.”
West Africa’s largest oil industry is
in its worst production crisis since
2009, when the crude-rich Niger delta
was in the grip of an insurgency.
Criminals steal 100,000 barrels of oil
a day and sell it as far afield as Latin
America and Asia. The trade is worth
between $3bn and $8bn a year, according to a study published by Londonbased think-tank Chatham House.
The damage done to pipelines in the
process is preventing output of
400,000 b/d, the government says. Earlier this year, production briefly fell
below 2m b/d, threatening Nigeria’s
status as Africa’s largest exporter.
The international oil companies
that dominate the country’s oil industry have responded with appeals to
government and attempts at self help.
In its Italian laboratories, ENI is
working on technology that would
seal pipes as soon as they are
attacked by thieves, preventing spills
and theft. Shell is keen to pilot the
use of tracers, so that it can find out
where stolen oil ends up – if international refineries agree to test for it.
The key demand is for the government to stop stolen crude leaving the
country. Most of the oil is stolen
among the muddy creeks and swamps
that make up the delta. Chatham
House says a network of barges feeds
tankers anchored offshore before oil is
loaded on to mother ships under cover
of darkness. Philip Mshelbila, general

Crime watch: soldiers stand guard at a natural gas loading terminal

manager for communications at
Shell’s Nigerian subsidiary, says the
crude should not be escaping the
creeks in the first place.
“We are aware that there is a limited number of channels that can take
the barges big enough to carry this oil
so we say to [the government], basically, blockade these areas.”
The problem is becoming one for
Nigerians themselves, as the oil
majors respond to the thefts by selling
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oil blocks and infrastructure in the
delta and move offshore.
Nigerian companies produce about
110,000 b/d of liquids – which includes
oil-like condensate and gas products
as well as crude – in onshore Nigeria.
That is more than 10 per cent of That
is more than 10 per cent of Nigeria’s
total liquids production, say consultants Wood Mackenzie. That is set to
rise as the majors continue to sell
assets. The Nigerian companies which

have taken on those assets say they
have a better way of dealing with
theft, namely spending more money
in local communities so that they
have an incentive to police theft
themselves. “We have fought [theft]
by pumping money into the security
forces,” says Austin Avuru, managing
director of Seplat.
“It hasn’t worked and it won’t
work,” he adds. “We need to engage
the community rather than sending in
the army to fight the community.”
Kola Karim, the owner of Shoreline
Natural Resource and a patron of
Lagos’s polo club, has, since buying a
field from Shell late last year, not
been afraid to get his hands dirty in
the creeks. He says he has personally
visited each of the local communities
in the block and ensured they are
seeing benefits.
Seplat has more than trebled production in the three blocks it acquired
from Shell in 2010, says Wood Mackenzie. It adds that Shoreline has
increased output by almost a fifth in a
block it acquired late last year.
That is partly because of more
investment and also a result of less
theft, according to local bankers.
Remi Oni, at Standard Chartered in
Lagos, says community engagement is
paying off.
Local and international companies
have very different perspectives on
the industry’s other perennial problem – the government’s failure to
define fiscal terms for new investment
in the long-awaited Petroleum Investment Bill (PIB), which was tabled
before parliament in 2008.
Industry pleas to break the giant
bill into smaller segments which
could be passed more easily are falling on deaf ears. With presidential
elections looming, many executives
are resigned to waiting until 2015 at
the earliest for passage.
The international majors respond
by putting investment on ice. Five
deepwater wells have been drilled in
Nigeria in the last three years, compared with 25 each in Ghana and
Angola, says Wood Mackenzie.
“The PIB matter is keeping a lot of
projects on the pause button. It is
unlikely that companies will invest
big money if they don’t have certainty
about the future,” says a top executive for one of the majors in Nigeria.

Indigenisation

As foreign majors leave
onshore fields, home
companies are stepping in,
writes Ajay Makan
For four decades Nigeria’s oil industry
has centred on Port Harcourt, the city
in the swamps of the Niger Delta.
Today, a group of Nigerian businessmen hope to make the commercial
capital Lagos into an oil town, too.
Having amassed fortunes in other
industries, Nigerians such as Kola
Karim, Tony Elumelu and ABC Orjiakor have set their sights on oil. Unlike
previous Nigerian owners of oil production rights, or blocks, they do not
plan to hire foreigners to produce
their crude: they want to operate
assets and invest in them.
With international energy companies keen to leave onshore fields in
the delta where oil theft is rife and
the central government actively promoting “indigenisation” of the hydrocarbons sector, there are some
grounds for optimism. “For the first
time in Nigeria we are seeing material
opportunities made available to new
entrants, and the local companies taking on assets have very aggressive
plans to grow production,” says Obo
Idornigie, a senior analyst at consultants Wood Mackenzie.
The implications for Nigeria are
huge. Indigenisation could mean more
profits retained within the country –
or at least, within its business elite –
and higher production. About a third
of Nigeria’s 2.4m barrels a day of
crude oil output capacity lies in
onshore fields, most of which have
been producing for decades. Such
fields are afterthoughts for the oil
majors but, for local companies starting from zero production, they are
crown jewels worthy of investment.
Seplat, backed by Mr Orjiakor, and
Mr
Karim’s
Shoreline
Natural
Resources have both raised output
rapidly after buying blocks from Shell
and investing. Austin Avuru, managing director of Seplat, says greater
investment by local companies could
add 300,000 b/d to output.
Local companies will need access to
more finance. In the past five years,
they have purchased $5bn of assets
from
international
companies.
Another $2bn of deals is likely by the

end of the year with Chevron selling
three more blocks, and Shell expected
to identify more assets for sale
soon. “Without capital [indigenisation] is not going to happen,” says Mr
Karim. “The winners will be the companies that have access to international capital.”
The need to raise funds to compete
in auctions has favoured individuals
and companies that have strong relations with banks. Magnates with
backgrounds in banking have quickly
come to dominate the oil sector. Several companies have sought alliances
with international groups. Shoreline
is part owned by London-listed Heritage; French independent oil company
Maurel et Prom and Swiss trader Mercuria have stakes in Seplat.
International banks such as BNP
Paribas, which have helped finance
some of the acquisitions by local companies, are keen to see Nigerian companies pursue public listings abroad
to show they can tap sources of cash
other than debt.

‘Local companies taking on
assets have aggressive
plans to grow production’
An international share issue by a
domestic company has proved elusive.
Oando, led by Wale Tinubu with interests from petrol stations to gas supply, has been expected to tap global
equity markets to complete the $1.8bn
acquisition of ConocoPhillips’ Nigerian assets but a deal has yet to materialise. Attention has turned to Seplat,
which has mooted a joint listing in
London and Lagos.
Capital is not the only problem facing local companies. Some are finding
their hopes of operating fields dashed
by the state. As international oil companies sell off assets, the government
is in some cases taking the opportunity to hand the right to operate to
the state oil company, the Nigerian
National
Petroleum
Corporation
(NNPC). It has stakes in most blocks
across Nigeria but has generally been
a silent partner.
First Hydrocarbon Nigeria, Shoreline and several other local companies
have purchased oil blocks only to
find that the operational rights of
the seller were passed to NNPC
instead.

Abundant reserve of power
goes begging for exploitation
Natural gas

Blackouts could end
if companies invest
promised billions,
says Ajay Makan
Nigeria’s power industry
reforms are intended to free
homes and businesses from
the curse of diesel generators and daily blackouts.
Energy companies have a
more humble hope – that
the country’s bounty of natural gas will finally be put
to use as a result.
Nigeria has among the
largest reserves of gas in
the world, but the stateowned power stations that
account for the bulk of
domestic demand have been
poor customers. They pay
fixed low prices, when they
are able to make payments
at all, discouraging investment in gas supply and
infrastructure.
With private sector companies set to invest billions
of dollars in power stations
over the next few years that
could be about to change.
Unless there is gas to fuel
them, those power stations
will end up as expensive
white elephants.
“For
the
companies
involved there is too much
at stake in the power
reforms, not to get the gas
supply right,” says Austin
Avuru, managing director
of Seplat Petroleum, one of
a number of fast-growing
Nigerian oil and gas companies.
Seplat
is
negotiating
directly with two private
power plants to supply gas
to them independently of
government contracts. Mr
Avuru believes government
price controls in the gas
market could wither altogether within two to three
years, making investment
in gas production much
more profitable.
So far the government
has only made small concessions on price. In the
past, power stations paid as
little as $1 per million British thermal units for gas – a
tiny fraction of US or European prices. Prices can now
be as high as $2 or even
$2.50 per Mbtu, but state

Supply lines: genuine reform would see gas moved across vast areas

regulators must still sign
off on them first.
That limited reform has
been enough to encourage
some change: historically in
Nigeria, fields thought to
contain only gas have not
been developed. In 2009,
however, local company
Seven Energy bought a field
from Shell knowing it contained no oil at all. Seven is
set to start supplying gas
from the field to a power
plant in Ibom this month.
There are other reasons
to be optimistic. Once companies meet their obligations to supply power station customers, they can
sell excess gas to industrial
users at any price.
Cement factories often
pay the equivalent of up to
$20 per Mbtu for diesel,
according to industry estimates, meaning there is
scope for them to pay much
more than $2 per Mbtu for
gas to replace it. Oando –
another local energy company – supplies industrial
customers profitably, while
a Shell subsidiary is also a
major industrial distributor.
Low power station prices
are still holding back much
supply. Shell Petroleum
Development Corporation –
the Nigerian subsidiary of
the oil major – is keen to
develop the giant Asa North
project, but is waiting for
the government to further
raise prices.
Shell has, however, committed more than $8bn to
capturing gas produced
from oil fields and supplying it to power stations. In

the past such “associated”
gas was burnt as a waste
product in a polluting process known as “flaring”.
Phillip Ihenacho, chief
executive of Seven Energy,
says there are only a
limited number of projects
viable at $2 per Mbtu,
because companies need to
build pipelines and gas
treatment plants to move
their gas to market, as well
as financing exploration
and development.
“If there is going to be an
incentive for companies to
invest, each of the pieces of
the value chain must work

‘There is too much
at stake in the
power industry
reforms not to get
the supply right’
profitably, not just the
upstream,” he says. Mr
Ihenacho estimates that a
price of $4 per Mbtu is
needed to cover infrastructure costs on top of production costs.
Even that price would
only work for projects in
the south of the country,
where most gas production
and existing pipelines are
located. There, spur lines
from the main arteries
to power stations or industrial users only need to
cover relatively short distances.
A genuine revolution in
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the industry will require
gas to move over much
longer
distances
to
Nigeria’s
economically
depressed periphery. The
government is said to be
considering
projects
to
take
Niger
delta
gas
to Kano, the major urban
centre in the north. “If you
are going to have industrial
development beyond the
gas-rich southeast, pipelines
to the north make sense
from a structural transformation point of view,” says
Erik Fernstrom, lead energy
specialist for the World
Bank in Nigeria.
Here finance is a problem.
So far the government has
looked to the Nigerian
National Petroleum Corporation, the state oil company, to fund big infrastructure developments. But the
NNPC has a limited balance
sheet, and is committed to
building a second gas pipeline to Lagos, as well as taking on more operational
activities in its oilfields.
“Considering how much
gas we will need to fuel the
power sector in the future,
there needs to be many
more avenues of funding
than the central government budget,” says Mr
Fernstrom.
Finance is not just a problem for the state. While
Seven Energy has shown
some gasfields can be developed profitably,
Nigerian banks are still
wary of funding the development of any blocks that
do not contain substantial
volumes of oil.
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The ups and downs of Nigerian oil production
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Reaching full
capacity would offer
a lifeline to business,
says William Wallis
he era of one of
Nigeria’s
most
damaging rackets
could just be drawing to a close.
In early October, President Goodluck Jonathan
handed over legal control of
15 state-owned electricity
companies to new owners,
completing the first phase
of a $2.5bn programme that
will shift control of power
generation and distribution
into the hands of the private sector.
“To the Nigerian people,
who have demonstrated
such great patience and
confidence, putting up often
with darkness, noisy powergenerating sets, the related
pollution and the daily disruption in their lives, I say
better days are coming.”
The ceremony capped a
process that technically
began in December 2010 but
had its origins more than 15
years ago. It was then that
reformers in a transitional
military government began
advocating privatisation as
the way to tackle debilitating power shortages.
They did not win the
argument then. But in the
years since, the successful
deregulation and privatisation of telecommunications,
and the boost to growth and
efficiency
from
mobile
phones, have helped to
sway opinion.
Meanwhile an epic battle
has been taking place
between reformers and
those interests vested in
corrupt state procurement
procedures and the opportunities that the faltering
national power grid provided to importers of generating sets and the diesel
required to fuel them.
Africa’s most populous
country has one of the lowest per capita national
power supplies in the
world, producing on average about 3,200MW a day.
Some estimates suggest
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Foreign companies dig deep for
a stake in the generation game
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that privately owned generators in Nigeria produce an
additional 7,000MW, adding
as much as 40 per cent to
the cost of doing business.
Despite this crippling deficit, Nigeria’s economy has
been growing at about 7 per
cent a year, leading businessmen to marvel at the
country’s unlimited potential if only it could harness
abundant supplies of natural gas to provide cheap
power.
“Even the 20,000MW [the
government is targeting by
2020] might not be a true
reflection of the demand. It
is a chicken and egg situation: as we industrialise the
more we have supply the
more demand will grow
exponentially,” says Batchi
Baldeh, senior vice-president of the Africa Finance
Corporation (AFC), a Nigeria-based fund invested on
both the generation and distribution side.
The government estimates that meeting its targets will require $3.5bn of
capital a year.
“I think there is still a lot
of work to do. On the other
hand, momentum counts
for quite a bit and this government has created more
momentum than anything
we have seen for the last 10

years,” says Bernard Sheahan, global director for
infrastructure and natural
resources at the International Finance Corporation,
the World Bank’s private
sector lending arm.
Under the privatisation
process, the state first
broke up the dysfunctional
former National Electric
Power Authority and put 17
generating and distribution
companies up for sale in

‘This government
has created more
momentum than
anything we have
seen for 10 years’
December 2010. The auction
attracted $2.5bn in bids, and
interest from more than 400
companies, including international groups such as
Symbion Power from the
US, Siemens of Germany,
India’s Tata Power, and the
Shanghai Municipal Electric Power Company. Manitoba Hydro of Canada will
manage the state transmission company.
A second phase of the

Power play: generating electricity is key to growth

Panos

programme has now begun,
with the government selling
80 per cent of its stake in 10
generating companies that
own nearly or already completed
gas-fired
plants.
These alone would more
than double Nigeria’s generating capacity.
There are nevertheless
uncertainties on the horizon. One is in the state of
the infrastructure private
companies are taking ownership of. People involved
for the government in trying to clean up the legacy of
past mismanagement ahead
of privatisation, say that
staggering
amounts
of
money were spent on equipment that in some cases rotted at the docks, was sent
hurriedly to the wrong destinations or in other cases
never arrived.
On generation, restoring
the
formerly
state-run
plants to full capacity is
expected to cost more than
$4bn. But the biggest technical problems are on the
distribution side, where
some involved in the process expect new private owners to be in for a surprise.
An additional worry for the
new distribution companies, or ‘discos’ as they are
known, is in likely teething
problems with a new staggered tariff regime.
“If they cannot solve the
fundamental problems on
gas supply, on having a
combination of price and
risk-taking that enable
[companies] to invest and
take over discos with capital expenditure that is sensible, if they can’t fix those
they aren’t going to get to
first base,” says Mr Sheahan, who believes the IFC is
more optimistic than it has
ever been and will be
spending about $1bn investing in the process over the
next 18 months.
He is not alone. The
enthusiasm locally for an
enterprise that could prove
a game changer for the
economy, is palpable.
“We believe a huge power
market can be created in
Nigeria. The institutional
framework is there, the
legal framework is there
and the appetite from investors is there,” says Mr Baldeh of the AFC.
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Opposition alliance arises to challenge ruling PDP Excitement at
the frontier
assists funding
Power struggle

Internal divisions
threaten top party,
writes Xan Rice

Since the end of military
rule in 1999, the People’s
Democratic Party has dominated Nigerian politics.
Now its unchallenged era
appears to be over.
The three main opposition groups, each of which
has regional strongholds,
have merged to form the All
Progressives
Congress
(APC), which many people
believe can give the PDP a
run for its money.
Equally worrying for the
ruling party are the internal ructions that are threatening it. Seven PDP state
governors,
along
with
former vice-president Atiku
Abubakar, broke away during a party convention at
the end of August, creating
a faction that they have
described as the “New
PDP”. Various efforts to
heal the rift have failed.
“If there’s a clean, free

and fair presidential election today, the PDP could
lose,” says Kole Shettima,
chairman of the Centre for
Democracy and Development, in Abuja. “We now
have a strong alternative.”
More
than
halfway
through President Goodluck
Jonathan’s first full term,
the PDP’s troubles stem
from unease over its leadership, combined with ethnic
and regional factors.
The party has a “zoning”
rule that the presidency
should rotate between the
mainly Christian south and
Muslim north every two
terms – a policy introduced
to try to reduce tensions in
the new democracy.
Former President Olusegun Obasanjo was a southerner who passed power to
Umaru Musa Yar’Adua, a
northerner,
after
eight
years. But Mr Yar’Adua’s
death in 2010 – during his
first term – saw his deputy,
Mr Jonathan, a southern
Christian, take over and
subsequently win the 2011
election. Northern PDP politicians believe that a northerner should be the PDP
candidate in 2015. Six of the

seven “rebel” governors are
from northern states. The
other is Rotimi Amaechi,
the high-profile governor of
oil-producing Rivers state,
who has a history of discord
with Mr Jonathan and his
wife, Patience Jonathan.
Though he denies it,
Mr Amaechi is widely
reported to be seeking the
vice-presidential
nomination on a ticket with fellow
rebel governor Sule Lamido,
from Jigawa state.
Mr Amaechi’s discontent
has coincided with tensions
on the streets of Port Harcourt, the Rivers state capital. Mobs of young men
have marched on the governor’s residence, with the
police appearing to take
sides against Mr Amaechi.
Given the history of violence in the Niger delta
region around election time,
with politicians using gangs
to stir up trouble, the portents are not good.
Supporters of Mr Jonathan
insist
that
he
deserves another term.
They point out that he is
the first president from the
oil-producing delta, which
provides Nigeria with most

of its revenue. Mr Jonathan
has not formally announced
that he will run again, but
it is widely assumed that he
wants to. The renegades
within the party accuse
Mr Jonathan and PDP leaders of trying to handpick
candidates at state level, in
order to guarantee that
Mr Jonathan gets the nomination. Despite the reservations of some powerful
party elders – including
Mr Obasanjo, who is seen to
be pulling political strings
in the background – it
appears quite likely that he
will.
The APC has enjoyed
watching the squabbling,
though it has been careful
not to crow too much. The
party is an alliance of the
Action Congress of Nigeria
(ACN), the Congress for
Progressive Change (CPC)
and the All Nigeria Peoples
Party (ANPP). The ACN is
popular in the south, especially the southwest, which
includes the biggest city,
Lagos. The CPC and ANPP
have strong support across
the north.
“We now have a party
that is more national than

Opposition election poster

the PDP,” says Nasir el-Rufai, a former government
minister, who is deputy
national secretary of the
APC.
“That’s the secret of the
merger – it makes us a huge
force. The next 18 to 24
months are going to be very
interesting.”
Despite the upbeat mood,
the APC knows it has its
own problems, not least
how to keep happy the biggest personalities of the
merged parties, especially
Muhammadu Buhari and

Bola Tinubu. Mr Buhari,
who is from the north, was
the military ruler of Nigeria
from 1983 to 1985, and has
been the runner up in the
last three elections. Mr
Tinubu is a businessman
and former governor of
Lagos state.
It is not clear who the
party’s presidential candidate will be. Mr el-Rufai
says the only certainty is
that there will be no zoning.
“We will pick the most competent candidate who has a
chance to win,” he says.
In terms of ideology, Mr
el-Rufai describes the APC
as “a little to the left,
believing in state capitalism”, compared with the
PDP, which is “a little to
the right”.
The APC would like public education to be free at
all levels, and to work
towards building a healthcare system along the lines
of the UK’s National Health
Service.
“But there’s not much
ideological
differences
[between the parties],” said
Mr el-Rufai. “Most of the
problems in Nigeria are
bread-and-butter issues.”

Global oil prices
keep national
finances in
the black
Economy Pipeline damage, theft and a
lack of investment pose risks to the country’s
coffers, report Xan Rice and Javier Blas

T

hank goodness for high global oil prices. That has been
the feeling among finance
and treasury officials in
Nigeria so far this year.
Oil and gas account for about 70 per
cent of the country’s fiscal revenues.
Hence, any sharp fall in oil production or prices spells trouble. This
year, it has been oil output that has
tumbled. Against budgeted production
of 2.53m barrels per day, output
dropped below 2m b/d midway
through the year, due to a combination of pipeline damage, theft and a
lack of investment. “We have
a . . . case of [an oil] quantity shock,”
says Ngozi Okonjo-Iweala, finance
minister.
If not for a rise in oil prices to more
than $110 a barrel on the back of the
crisis in Syria and output glitches in
Libya, Nigeria’s finances would have
been in trouble.
Yet the country is not out of the
woods. Though mitigated by the lofty
energy prices, and the continued
strong expansion of the non-oil sector,
including telecoms, construction, agriculture and hotels, the oil production
problems have put a slight brake on
growth. After several years expanding
at about 7 per cent, GDP growth
slipped to 6.2 per cent in the second
quarter, the lowest since 2009.
Razia Khan, head of Africa research
at Standard Chartered Bank in London, says Nigeria appears to be going
through a slight cyclical slowdown.
“Overall, growth is dropping a bit, but
it is still above 6 per cent, which is
good.”
Worse, local businessmen and foreign investors believe Nigeria would
be growing at double-digits, if not for

Contributors

perennial problems such as power
shortages, poor transportation networks, red tape and corruption.
“Nigeria has a lot of potential, but
electricity supply remains a key challenge,” says Godwin Emefiele, chief
executive of Zenith Bank, the second
largest in the country by assets, echoing a view widely held among the
business elite.
In the short term, the economy
might get a temporary boost, but only
because of increased spending in the
run-up to the 2015 election, as the
political
patronage
machine
is
cranked up. Lamido Sanusi, governor
of the central bank, cautioned in
September that surging demand for
dollars that was not unrelated to
imports may have been driven by the
“build-up of political activities”.
Mrs Okonjo-Iweala wants to keep a
lid on government spending. Her 2014
budget, made public last month,
assumes economic growth of about
6.75 per cent and oil output of 2.39m
b/d, which, as was the case this year,
may prove optimistic. The budget deficit will rise slightly to 1.9 per cent, up
from 1.85 per cent in 2013. But overall
spending is budgeted to drop from 5tn
naira ($31bn) this year to 4.5tn naira
in 2014. “Before we went in to the
cabinet meeting with the budget I told
my team we should say a prayer,
because this is one of the tightest
budgets ever going into an election
year,” says Mrs Okonjo-Iweala.
One negative outcome of the proposed budget is that recurrent expenditure, which fell to 68 per cent this
year, is expected to rise to 74 per cent
– the same level as when Mrs OkonjoIweala took the job in 2011.
The macroeconomic picture remains

Reining in
spending: Ngozi
OkonjoIweala,
finance minister
Getty

‘I told my
team to say
a prayer as
this is one of
the tightest
budgets
going into
an election
year’
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economy was a problem. “There’s not
enough growth in places that need it,
and not enough connectedness of
markets. You can build the best
business environment in a remote
northern state but what investor is
going to go there if they cannot connect with the rest of Nigeria?”
The lack of government savings is
also a worry. The Excess Crude
Account (ECA) is meant to accumulate “rainy day” funds when oil prices
are high, as is currently the case.
From $9bn at the beginning of the
year, the account now stands at $5bn.
Mrs Okonjo-Iweala said the drawdown
of the ECA is “not some strange
thing”, and that the account was
unlikely to dip much below $5bn.
But the IMF, the World Bank and
many outsiders are urging Nigeria to
restore its “rainy day” fund, and
quickly. In the words of the IMF, it is
essential to rebuild the “fiscal buffers
in the uncertain global environment”.

Government debt

Minister plans a
broader repertoire,
writes Javier Blas

% of GDP

Nigeria wants to expand
its presence in the foreign
currency sovereign bond
market, with plans to
develop a fuller range of
maturities. This comes as
investors flock to frontier
markets in search of high
yields.
The country made its
debut on the sovereign
bond market almost three
years ago and its plan
would move it closer to
developed emerging
countries such as South
Africa, which regularly
issue bonds across different
maturities.
Ngozi Okonjo-Iweala,
finance minister, said subSaharan Africa’s secondlargest economy looked to
issue bonds with
maturities of 15 and 20
years, on top of the
current 10 and five-year
issues.
“We want to set a yield
curve [in foreign
currency],” she said in an
interview in Abuja. The
plan should help Nigerian
companies turning to the
international capital
markets to raise US dollar
funding, officials say.
Homegrown oil and gas
companies, which require
longer-dated financing,
could benefit the most.
The yield curve plots the
interest rate of a similar
instrument, such as a
sovereign bond, over
different maturities. The
curve often indicates
changes in market
sentiment towards a
country.
Nigeria already has a
yield curve in the local
currency, the naira, which
extends up to 20 years.
Several African countries
have recently issued US
dollar-denominated
sovereign bonds for the
first time at remarkably
low interest rates in spite
of the considerable risks of
the region.
African countries have
raised a record $8.1bn in
international debt this
year, three times as much
as in 2011, according to
Moody’s, the rating agency.
Corporate borrowers in
Africa are starting to
launch a string of foreign
currency bonds.
Nigeria entered
international capital
markets in 2011 with a 10year eurobond and
returned with notes of five
and 10 years duration in
June. “We look to come [to
the market] regularly,
every two years,” Mrs
Okonjo-Iweala said, though
noting that Nigeria could
return earlier, in 2014, to
finance infrastructure.
The development of a
sovereign yield curve in
foreign currency, on top of
the current naira curve,
would act as a benchmark
for companies tapping the
US-dollar bond market.
Over the past two years,
Nigerian corporates such
as oil company Afren, and
First Bank of Nigeria,
Fidelity Bank, Access Bank
and Guaranty Trust Bank
have raised $2.25bn in
eurobonds.
Stuart Culverhouse, chief
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economist at frontier
market specialist Exotix,
says it would probably be
preferable for Nigeria to
increase the size of its
global bonds, moving from
“not very liquid” $500m
notes, to $1bn-$2bn bonds,
rather than issue longer
dated notes.
Officials say the launch
in 2011 of the country’s
first global sovereign bond
in foreign currency,
together with its relatively
strong credit rating, have
allowed Nigerian
companies to “borrow at
cheaper rates on the
international credit
markets”.
The frontier markets of
sub-Saharan Africa have so
far weathered the storm
that engulfed emerging
markets such as Brazil,
South Africa, Indonesia
and India in late August
and early September, as
capital fled in anticipation
of the US Federal Reserve
beginning to “taper” its
bond buying.
Nigeria paid a 7 per cent
yield when it debuted two
years ago with a 10-year
dollar-denominated note. In
June, the interest rate fell
to 6.625 per cent for its 10year note, and 5.375 per
cent for its five-year note.
The most recent bonds
were four times subscribed,
with a strong interest from
US-based investors. This
compared with 2.5 times in
2011.
In November, rating
agency Standard & Poor’s
raised its long-term
sovereign credit ratings to
double B minus from B
plus. It said: “The
government has sustained
reform momentum in
several key areas including
cutting the fuel subsidy
and reforming the power
sector. Gross general
government debt has
slightly increased in recent
years to a still-low 20 per
cent of GDP at year-end
2011. We consider Nigeria’s
relatively low government
debt stock a key rating
strength.”
Since then, some critical
macroeconomic variables,
particularly the excess
crude account (ECA) which
holds oil revenues above
the budgeted figure, have
been under pressure.
The ECA’s holdings fell
to some $5bn by mid-2013,
down from nearly $10bn at
the end of 2012, as oil
output hit a four-year low.
Moody’s, the rating
agency, warned in May
that lower oil revenues,
and rampant corruption,
meant there was no chance
of a credit upgrade in the
short term. “Momentum
for addressing challenging
structural reforms has
slowed,” it said.
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“positive”, the IMF said in its latest
country report on Nigeria, published
in May. The World Bank, also in May,
shared a similar view, saying: “In the
absence of an oil price shock,
Nigeria’s short-term macroeconomic
outlook looks generally strong.”
Though foreign exchange reserves
have dropped in recent months, they
are still above $46bn, up from $32.6bn
at the end of 2011. Fuel subsidy payments have fallen by more than a half
as a result of the partial removal of
the subsidy, and improved vetting and
oversight of oil marketers, which has
cut fraud. The health of the financial
sector also improved, the IMF said,
and with tight money supply, inflation has dropped to below 9 per cent,
from 12 per cent in November 2012.
Still, there are concerns. John Litwack, lead economist for Nigeria of
the World Bank, says that, while nonoil growth was robust, the “geographic inequality” of the expanding
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to extract the most cash
from businesses, rather
than encouraging enterprise. Keith Richards, managing director for Nigeria of
consumer goods company
Promasidor, acknowledges
there have been improvements, but adds that “it is
easy to stare out of the window and think ‘when is this
place going to get better’?”
Many ordinary Nigerians
would agree. The middle
class is expanding, if
slowly, and maybe not as
fast as the number of private jets purchased by local
tycoons and politicians, not
to mention pastors, who
can make a lot of money
from their religious calling.
Despite a decade of impressive growth, the percentage
of Nigerians living in pov-

erty only dropped from 64.2
per cent to 62.6 per cent
between 2004 and 2010.
Because the population is
growing so fast, the number
of poor people increased, to
more than 100m. Youth
unemployment is conservatively estimated at 37 per
cent. Nigeria has more children out of school, 10m,
than any other country.
Finance minister Ngozi
Okonjo-Iweala, who with
central bank governor Lamido Sanusi is credited with
improving macroeconomic
stability, argues the government is focused on the
“much
more
difficult
issues” of job creation and
reducing inequality.
“We are not complacent,
we are working hard at it
and I think we are going in
the right direction,” Mrs
Okonjo-Iweala said, adding
that the economy needed to

grow by 6 to 8 per cent if
unemployment was to fall.
That may be possible if
areas such as telecoms,
retail, construction and
services keep expanding
fast. It would be yet more
likely if the oil industry
were cleaned up. While
Nigeria is exporting a
greater share of non-oil
products – mostly agricultural – the government
relies on oil and gas for 70
per cent of its revenues.
Because the proceeds of
crude are so crucial for
lubricating the entrenched
system of political patronage, Nigeria’s leaders have
refused to build a transparent and accountable petroleum sector. Mr Jonathan,
the first president from the
oil-producing Niger delta,
had the chance to clean up
the industry by prioritising
the Petroleum Industry Bill,

which would have brought
governance closer to global
standards. The proposed
law has stalled, however, as
has investment from oil
majors. What has increased
is oil theft, which is now an
industrial-scale operation,
and related sabotage of
pipelines. For the first time

10m
The number of Nigerian
children not in school

since 2009, oil production
slipped below 2m barrels a
day in mid-year, with wellconnected gangs believed to
be stealing about 100,000
b/d. At a time of high global
petroleum prices, the government is losing billions of
dollars in revenue.
Even so, the criminality
in the oil-producing, pre-

dominantly
Christian
south, pales in comparison
to the troubles in the
mostly Muslim north. The
four-year insurgency by the
Islamist militant group
Boko Haram has continued,
with the death toll well
above 4,000. A military push
appears to have stopped
large raids and bombings
outside the vast, impoverished northeast region. But
the area remains under a
state of emergency, and
attacks on security forces
and, increasingly, Muslim
civilians, continue. Business and cross-border trade
have been badly affected,
and much of the north is a
no-go region for expatriates.
Adding to the tensions
are the widening political
faultlines that Mr Jonathan
spoke of in his independence day speech. His People’s Democratic Party,

dominant in politics since
the end of military rule in
1999, has been thrown into
turmoil by the formation of
a breakaway faction in September.
The split was led by
northern
governors
unhappy at the prospect of
Mr Jonathan, a southerner,
seeking another term in
2015. A merger by the three
main opposition parties this
year offers voters for the
first time a credible alternative to the PDP, raising the
stakes for the coming poll.
“In my view, investors
should be cautious over the
next 12 to 18 months,” said
Kole Shettima, chairman of
the Centre for Democracy
and Development, in Abuja.
“Governance is in abeyance in many states and at
a national level. Politics has
taken over the whole
scene.”
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Investing in Nigeria Economy

Farmers stand on frontline of reform

Protecting oil
nest egg is
slippery affair

Agriculture The f ledgling sector is central to plans to overhaul the economy, reports Javier Blas

Z

Sovereign wealth fund

Saving for the future
is no easy task,
writes Javier Blas

Rice farms: despite abundant fertile land, water supplies and favourable weather, Nigeria is the world’s secondlargest rice importer

Reuters

Nigerian agriculture
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acharie Adagose represents
the hope that Nigeria’s fledgling, but crucial, agricultural
sector can be turned around.
The 26-year-old, who manages several plots in the largest commercial rice farm in Africa, has not
only achieved higher production than
his colleagues, but has applied some
of the innovations he learnt working
at the rice plantation on his family’s
land. “My mother’s paddy has
improved,” he says at the edges of the
green fields of rice he manages near
Ondorie in central Nasarawa state.
“She is using fertiliser better than
in the past,” he says, adding that her
smallholder fields, in a nearby village,
look even better this year than last.
The $50m farm, developed by Olam,
the Singapore-based commodities
trading house, will reach 6,000 hectares by the end of the decade. By
then, it would buy rice from 16,000
farmers around it, in a so-called outgrowers’ scheme favoured by the government and western donors.
Olam’s rice farm represents what
the country could achieve but has
failed to thus far.
Despite abundant fertile land, water
supplies and favourable weather, the
west African country is the world’s
second-largest rice importer. “The
land is there and the climate is excellent,” says Regi George, manager of
the farm. “Nothing stops Nigeria from
becoming self-sufficient in rice,” he
adds, turning towards the lush fields
that extend in every direction.
Yet the country imports rice and
other food commodities worth billions
of US dollars each year, with decades
of inadequate policies, lack of infrastructure and a booming population
conspiring to create serious food
shortages.
Akinwumi Adesina, Nigeria’s USeducated agriculture minister, says:
“Nigeria was food self-sufficient in the
1960s and well-known for its global
position in major agricultural commodities.” Then something changed,
he told an audience in New York
recently: “We found oil and became
too dependent on it. Nigeria soon
[became a net food importer, spending] on average $11bn on wheat, rice,
sugar and fish alone.”
The 2007-08 global food crisis, when
the cost of commodities from rice to
wheat surged, was a warning for the
country as it weathered social unrest.
In 2011, the government launched
the
Agricultural
Transformation
Agenda (ATA) with the goal of boosting food production by 20m tonnes a
year and creating millions of jobs in
processing industries. The International Monetary Fund says that
turning agriculture around is the
“linchpin” of the government’s overall
reform programme.
“Transforming agriculture — which
employs more than 50 per cent of the
labour force — from a subsistence
into a commercial sector with valuechain linkages to manufacturing
holds a great potential for reducing
poverty,” says a recent IMF report.
The transformation agenda has
focused on four main areas: infrastructure to improve market access,
including the building of roads and
warehouses; an agricultural insurance
scheme to smooth incomes if crops
are damaged by bad weather; a privately managed fertiliser subsidy
scheme for poor farmers; and
increased import tariffs. Mr Adesina
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aims to create an ecosystem in which
small, medium, and large-scale farming not only coexist but flourish. “We
are focusing on creating value-added
products from staple crops through
an aggressive import substitution
programme.”
Nigeria has achieved some successes, as the Olam-owned rice farm –
and its scheme to buy rice from smallholders around it – shows. Dominion
Farms, a US-based company, has
plans for an even larger rice farm in
the country. And production of dryseason rice in northern Nigeria rose
to a record this year after the introduction of better seeds. The US
Department of Agriculture, which produces benchmark statistics for farming, believes Nigeria’s rice production
will rise 40 per cent to 3.1m tonnes in
2013-14, up from 2.2m five years ago.
Yet rice imports remain high, as a
fast-growing
population
boosts
demand. The USDA expects overseas
purchases of 2.4m tonnes, up from
1.75m in 2009-10, but down from a
peak of 3.2m in 2011-12.

The fertiliser scheme, which relies
heavily on mobile payment technology, has also won international
praise. Ngozi Okonjo-Iweala, finance
minister, says that 90 per cent of the
country’s peasants are obtaining fertiliser, as opposed to 11 per cent before.
“The farmers are actually getting the
fertiliser,” she says.
But, in other areas, success is, at
best, lacklustre, at worst, non-existent. Nigeria’s climate is not wellsuited to growing wheat, so the government has attempted to cut imports
by substituting wheat flour with cassava flour. Despite enthusiasm from
officials, commercial bakers say privately that they are struggling to
meet the government’s initial target
of 10 per cent cassava – they assess its
contribution as closer to 1-3 per cent.
The long-term aim of 40 per cent substitution is completely unrealistic, the
bakers say.
The IMF and western countries,
including the US, have also criticised
Nigeria’s policy of import substitution
through special import duties and,

sometimes, outright bans. “Protectionist measures have not been successful in the past, typically resulting
in large-scale smuggling via Benin
and Togo,” the IMF said, in reference
to two neighbouring countries, urging
Nigeria to avoid “protectionist measures in agriculture”.
The drive to transform agriculture
will not work unless the government
tackles big bottlenecks in transport
and power at the same time.
Take the Olam-owned farm. The
plantation is located in a remote spot,
nearly five hours drive from the capital through narrow paved roads and,
for a long stretch, dirt tracks that
become almost impassable during the
rainy season. The farm is powered by
costly diesel-fired generators. Other
foreign projects suffer from similar
problems, executives say.
If Nigeria overcomes all these obstacles – a process that even the most
optimistic observers reckon will take
years, if not decades – the achievements of Mr Adagose and others like
him could start to make a difference.

Economic policy seeks to capture added value
Interview
Olusegun Aganga
Minister of Industry, Trade
and Investment

Job creation is vital,
hears Xan Rice
Xan Rice What sectors are
attracting investment, and
from which countries?
Olusegun Aganga Nigeria
was the number one
investment destination in
Africa again in 2012,
according to [the United
Nations]. The money is
going to different sectors,
where the risk adjusted
return is high. The
government promotes
privatisation of power;
investments are going
there. China Power has
signed a memorandum of
understanding to produce
20,000MW. GE signed an
undertaking to generate
another 10,000MW, and
Electrobras of Brazil is
going to work with us on
10,000MW. Aliko Dangote
[the Nigerian business
magnate] is investing
$9bn in an integrated
petrochemical plant,
not just an oil refinery.
There’s a lot going on in
agriculture, including
sugar. We introduced a
new “sugar cane to sugar”
policy, with the right
incentives, in 2012.
We want to become
self-sufficient in sugar

production, and now have
three greenfield projects.
Investment interest is
coming from all over.
We’ve had three, four
business delegations each
from Brazil and the US.
Poland has been here, and
Indonesia and France. We
had an investment forum
in China, and in South
Africa. And weeks ago we
were in Kenya.
XR You talk about policies
to encourage local
production of goods. Can
you produce at a
competitive price?
OA Why are developing
economies not as
competitive? One, is just
bad policies. Second, they
have not invested enough
in infrastructure, in roads,
in rail, in power, and of
course in skills, in
technology. When you look
at those things together,
cost of production is higher than imported items.
What we are doing, which
is completely different to
what we have done in the
past, is that we are not
just focusing on
industrialisation.
Our strategy focuses on
areas where we have
competitive and
comparative advantage.
I can grow sugarcane
better than most
countries. We are still
a big importer of
rice. We shouldn’t
be. It was just that
the policies were

wrong. I can feed the
whole of Africa with paddy
rice grown here.
We are looking at this
holistically: affordable
finance for
industrialisation,
addressing power, and
infrastructure. We are
focusing on the
development of industrial
parks, zones and cities.
What I’m doing in
industry, investment and
trade is exactly what my
colleague is doing in
agriculture.
It’s about value addition.
The days of exporting raw
materials are gone. The
days of exporting crude oil,
gas, to countries where
they will then process
them, create jobs, add their
profit margin, and sell the
products back to me . . .
those days are gone.

Wooing
foreign
investors:
Olusegun
Aganga

XR Those days are not
gone yet, though.
OA We have commenced
the process to do that. You
have to start the process
some day, and that is the
mentality and the thinking.
If we did not have the
competitive advantage to
produce these things it
would have been a
different matter. We have
the raw materials. It’s a
country that has 84m
hectares of land, where
almost everything can
grow, and only 40 per cent
of that is utilised. It’s a
country that has today 44
different solid minerals in
commercial quantity, and
that is top 10 in gas and
oil. Very few countries can
boast of that.
It’s a country that has,
today, 167m people. By
2070 we’ll be the thirdlargest nation in the world,
after India and China. We
are part of a [west
African] economic
region, Ecowas
(Economic community
of West African
States), of 300m
people, and an
African market of

1bn people and, far more
importantly, [we have] a
young population with a
median age of 18.6 years.
So it’s a matter of turning
that quantity advantage to
productive advantage.
XR How much of an effect
will a decent power supply
– which is still some
years away – have on
investments and industry?
OA A big effect. Power
today, for some sectors,
accounts for 30 per cent of
the cost of production.
However, in some sectors,
and in some areas, the big
boys find a way, they
generate their power, and
they sell it to government.
For a big investor it [the
lack of power] shouldn’t be
a disincentive, because
others have done it. But I
am more concerned about
power for the micro, small
and medium enterprises.
XR What are your
thoughts on Nigeria’s
economic growth?
OA What I see is that we
grew about 8.8 per cent
over the past 10 years.
Some people say it is 7 per
cent, but the work we did,
gave us 8.8 per cent, even
with all those problems.
Now, when we solve the
issue of power and
infrastructure, and have
our policies in place, this
is a country that can and
should be growing at a
minimum of double-digit
numbers. But what is

more important to the
government is to have
inclusive economic growth.
Jobs, jobs, jobs. The good
news, where I sit today, is
that I see so many jobs
available. I see many
Nigerians that could fill
that role. What we need
is a bridge, and the bridge
is skills development.
XR For many years
African countries were not
trading much among
themselves. It seems that
that’s beginning to change.
OA It is changing. The
recorded official intraAfrica trade is normally 10
per cent to 12 per cent.
When you look at Europe,
it’s close to 60 per cent.
Why is that the case? The
reason for that is because
we had not put together
the necessary framework
to make it happen. We
concentrated on political
integration.
Today it’s about regional
economic integration. If
you look at Ecowas as an
example, we have been
lagging behind the east
African community or the
southern African
community. We now have
a common industrial
policy, a common
agricultural policy, and
we’re in the middle of
agreeing the new common
external tariff. Nigeria is
willing to play its
leadership role to make
sure that happens. There’s
a very strong momentum.

The first investment by the
$1bn Nigeria Sovereign
Investment
Authority
(NSIA) has come just as the
country’s oil-linked hard
currency reserves dip significantly because of a
decline in production, raising doubts about its future
funding.
However, Ngozi OkonjoIweala, the finance minister, is adamant that the
country has no “intention
of halting the [sovereign
wealth] fund at $1bn”.
She adds: “You will see
that our intention is to
expand this fund in the
future. We should reach
$5bn to $6bn, I’m sure.”
Nigeria accumulates oil
revenues in the Excess
Crude
Account
(ECA),
which acts as a cushion
between the actual oil
income and the budgeted
one.
At the beginning of the
year, the ECA held nearly
$10bn, and the International
Monetary Fund had forecast that funds would
increase to $18bn by the
end of 2013.
Instead, the holdings
halved to $5bn after a large
drop in oil production –
down to 1.8m-1.9m barrels a
day in the mid-year, compared with a budgeted forecast of 2.5m b/d, after thefts
and pipeline glitches.
Although Nigerian officials see the drop as a oneoff blip, other observers are
more concerned.
John Litwack, lead economist for Nigeria at the
World Bank, says the concern is that the drop in
oil output would create
“additional
fiscal
challenges” for the country,
therefore affecting the allocation of cash to the sovereign wealth fund.
But, he concedes: “There
are hopes that oil output
will return to more normal
levels during the second
half of the year.”
However, the drop in oil
output is not the only challenge that Nigeria faces in
developing its sovereign
wealth fund.
The federal government
faces opposition from state
governors, who currently
receive a portion of national
oil revenues and would
rather share the cash out
today than save it for the
future.
As the funds arrive, the
NSIA is already busy making its first investments,
handing over $200m to UBS,
Credit Suisse and Goldman
Sachs to manage a fixedincome portfolio.
Uche Orji, NSIA chief
executive, says that the
fund gave UBS $50m in
early September to invest in
US Treasuries.
A further $150m went to
Credit Suisse and Goldman

Sachs to build a US corporate bond portfolio.
“This is a milestone for
us,” says Mr Orji, a former
banker who was recruited
to set up the fund last year
(see article on page 13).
The Nigeria sovereign
wealth fund is the third
largest
in
sub-Saharan
Africa, after the $6.9bn Botswana and $5bn Angola
funds, although these are
tiny compared to those of
oil producers such as Saudi
Arabia, Norway and Abu
Dhabi, which each have
more than $600bn in assets.
The fund was set up with
the aim of safeguarding oil
revenues for future generations, providing a buffer
against external shocks
and spurring infrastructure
development.
Despite decades of oil production, the country did not
have a sovereign wealth
fund or any ringfenced
method of saving. The government wants to increase
the fund by about $1bn a
year.
Mr Orji accepts that new
inflows are not guaranteed,
but says the seed capital is
enough for now. “$1bn is
not inconsequential,” he
says.
“Not many sovereign
wealth funds have started
out with that amount.”
Under the investment policy approved by the NSIA
this year, the fund is split
into three pools. The stabilisation fund has a 20 per
cent share – the $200m

The recent fall in
oil output may
affect the
allocation of
cash to the fund
handed over to banks this
week.
Capital preservation is
the main aim, with the fund
acting as a buffer against
short-term economic instability.
The future generations
and infrastructure funds
will each receive 32.5 per
cent, or $325m, with 15 per
cent unallocated.
The NSIA has drawn up a
long list of financial institutions to manage the future
generations fund, which
aims for a long-term return
of US inflation plus 4 per
cent. Investment options
include listed stocks, hedge
funds, private equity and
real estate.
The infrastructure fund
will invest in Nigeria in sectors including healthcare,
transport and agriculture.,
The NSIA has signed memorandums of understanding
to work together on transactions with the Africa
Finance Corporation and
International Finance Corporation.
It also has an agreement
with GE and is in talks
with Power China about
electricity investment.

Nigeria in context 32 sovereign wealth
funds created between 2005-2012
The Nigerian sovereign
wealth fund is the third
largest in subSaharan
Africa, after the $6.9bn of
Botswana and the $5bn of
Angola.
That said, the Nigeria
Sovereign Investment
Authority (NSIA) is tiny
compared with those of oil
producers such as Saudi
Arabia, Norway and Abu
Dhabi. They have more than
$600bn in assets each.
NSIA is also small when
compared with the sovereign
wealth funds of north Africa,
which includes Algeria, with
$77bn, and Libya, with
$65bn. Even the largest
African funds are smaller
when compared with those
in the Middle East and Asia.
Nigeria is a late joiner to the
club of countries with a
sovereign wealth fund.
The first commodity
funded sovereign wealth
fund, the Kuwait Investment
Authority, was launched pre
independence, in 1953, by
Sheikh Abdullah to
accumulate the emirate’s oil
revenues surpluses.
Soon after, in 1956, the
British colonial authorities of
the Gilbert Islands, in
Micronesia, introduced a levy
on exports of phosphates –
in effect, bird manure or

guano, which had
accumulated over many
years on the island – and
put the proceeds into the
country’s Revenue
Equalisation Reserve Fund.
The arrival of Nigeria into
the sovereign wealth fund
world comes at a time when
many other countries have
similar pools of cash.
According to the
Sovereign Wealth Fund
Institute, a research
organisation, 32 sovereign
wealth funds were created
between 2005 and 2012.
The biggest sovereign
wealth funds were created
much earlier, however, with
the top funds established
between the late 1970s and
the early 2000s.
The Sovereign Wealth
Fund Institute says there
are about 70 funds in the
world, managing nearly
$5.5tn in assets at the end
of June, up from $3.2tn
five years ago.
Of the 70 funds, about
twothirds drew their cash
from oil, natural gas and
other commodities. African
sovereign wealth funds only
account for 3 per cent of
assets held by the sector
worldwide.

Javier Blas
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From missing
watches to
premium
boards

Lack of loans
hits start-ups
and families
Finance

The banks are still
struggling to recover
from the crisis of
2008-09, writes
Ajay Makan

Stock market A new broom is regaining the
confidence of investors, reports Javier Blas

W

hen Oscar Onyema took
over as chief executive
of the Nigeria Stock
Exchange in 2011, the
second-largest bourse by
market capitalisation in sub-Saharan
African and many of the companies
listed on it were a byword for scandal
and corruption.
Three years on, the former Wall
Street executive is cleaning house,
winning praise at home and overseas
for his fight against malpractice. Over
the past two years, he has focused on
rebuilding the corporate governance
of the exchange itself.
Now, he is taking a further step.
“We are moving beyond the exchange,
and we are saying to the companies:
‘If you are listed in the exchange, you
need to have strong corporate governance,” he says in an interview at the
exchange’s headquarters in Lagos.
“We are driving a transformation,” he
adds.
The exchange will soon launch a
corporate governance index that will
give companies a score based on the
quality of their corporate governance;
integrity; compliance; and the reputation and quality of their directors.
The best companies will list on a new
“premium board” to reflect the fact
they meet the “highest” standards.
The exchange has already invited
20 companies to volunteer to be
scored and join the premium board.
“To qualify to be in the premium
board you should be on the index and
have a minimum market capitalisation of $1bn,” Mr Onyema says.
The premium board could do “wonders” for Nigeria companies, the chief
executive says. “[Membership of the
premium board] means that you are

one of the big boys. . . it would reduce
the cost of capital,” he says.
The talk of corporate governance,
benchmark indices for best practice
and premium listings is a far cry from
the situation Mr Onyema inherited
three years ago.
The reputation of the Nigeria Stock
Exchange suffered a big blow after
the global financial crisis, when local
equity prices plunged, and several
scandals hit listed companies and the
bourse itself.
After an investigation, Nigeria’s
Securities and Exchange Commission
(SEC) told lawmakers about “financial
skimming, misappropriation, false
accounting, misrepresentation, questionable transactions and financial
gratification”. In one case, the SEC
found the exchange bought a yacht,
which it gave away as an award for
long service. Yet, “there are no
records of the beneficiary,” the regulator said. In another case, the
exchange bought 165 Rolex watches at
a cost of nearly $1m. More than half
of the fashionable and expensive
wristwear went missing.
As a result, the regulator fired the
previous managers and brought in Mr
Onyema, who was once a senior executive at the New York-based American Stock Exchange (now part of
NYSE Euronext), to restore confidence and rebuild the market.
The reforms he and the SEC implemented have won back investors’
trust, especially domestically. While
foreign investors still dominate trading volumes, local investors have
been responsible for almost half of the
trades so far this year, up from a low
point of 30 per cent in 2011.
Nonetheless, the market is still far

Cleaning house:
strong corporate
governance is
actively
encouraged
Reuters

from its potential. At about $70bn in
capitalisation – or just 25 per cent of
the country’s gross domestic product
– the bourse is far behind the more
than $900bn of the Johannesburg
Stock Exchange. Local businessmen
and bankers say that, in spite of all
the effort, few companies have listed
their shares in the market over the
past three years. Even the government is failing behind – when Nigeria
issued sovereign bonds in US dollars,
it listed them in London, not Lagos.
But Mr Onyema believes that his
push for better corporate governance,
together with a new electronic trading
system, will soon kickstart a new
period of growth.
“Our goal is to bring this market to
$1tn market capitalisation,” he says,
adding that he hopes that in a decade
the Lagos-based market will join the

club of 22 exchanges with a market
capitalisation above $1tn.
The new electronic trading system,
called Nigeria Stock Exchange X-Gen
and based on the Nasdaq OMX
Group’s X-stream trading solution,
will be critical for the growth plans.
The new system, which will be up and
running by the end of the year, will
cut time delays and simplify processes, while also allowing the launch
of new products. After introducing
exchanged-traded funds (ETFs), Mr
Onyema will target over the next
three years options on equities, interest rates futures and, above all,
futures contracts for the naira, the
local currency.
“Foreign exchange is a big part of
the business costs of local companies,
so a product to hedge the naira would
be very helpful to them,” he says.

Fresh drama erupts in spite of banking clean-up
Ecobank

Investigations fail to
dispel shareholder
unease, says
William Wallis
Nigeria has had its fair
share of banking dramas in
the decade or so since the
sector began to take off.
Cecilia Ibru played a starring role in one of the
darker episodes when she
was jailed for siphoning off
hundreds of millions of dollars from Oceanic bank.
Alongside a cast of other
chief
executives
who
steered their institutions
into choppy waters, was
Erastus Akingbola, the
preacher-cum-banker, under
whose eccentric stewardship Intercontinental bank
collapsed. He has vanished
since the no-nonsense governor of the Central Bank
of Nigeria (CBN) Lamido
Sanusi, started cleaning up
after the 2009 bank and
stock market crash.
Things have been quieter
recently. So it has come as
something of a surprise that

a fresh drama has broken
out in one of the hitherto
more sober institutions,
Ecobank Transnational. ETI
scraped through the 2009
crash bruised by non-performing loans but with its
reputation intact. It has
since continued a rapid
expansion across Africa to
build a presence in 34 countries.
The board at the pan-African bank has been at loggerheads since July, when
corporate governance concerns related to debts
linked to the bank’s Nigerian chairman, Kolapo Lawson, began to surface.
Unease among shareholders
was compounded when the
suspended executive director in charge of finance and
risk, Laurence do Rego
made a fresh range of allegations in response to
enquiries from Nigeria’s
Securities and Exchange
Commission.
After three meetings the
17-member board has yet to
agree on the right way to
restore confidence among
investors and depositors.
The saga is resonating
across Africa partly because
of the bank’s special status.

Many past efforts at creating pan-African businesses
failed. Ecobank – founded
in the 1980s by shareholders
from all over west Africa –
is the oldest successful panAfrican business venture.
There has been furious
lobbying across the continent as a result, with several heads of state following
matters closely. Vying factions are variously pressing
for the removal of the chairman, the ouster of both him
and Thierry Tanoh, the new
chief executive, and even
the replacement of the
entire board.
There are also those vigorously defending the status quo, among them the
two men at the top, who
strenuously deny allegations that they sought to
write off debts linked to the
chairman and sell off bank
assets on the cheap.
“I have told everyone to
buzz off. Let us do an independent investigation and
get the facts on the table. I
am interested in what is
good for the bank. Whatever the truth, we will face
it squarely,” says Ngozi
Okonjo-Iweala,
Nigeria’s
minister in charge of econ-

omy and finance. The
immediate problem is not
strictly Nigeria’s, since ETI,
the holding company, is
headquartered in Togo and
overseen by the west African banking commission in
Abidjan. But Nigerian regulators have been the most
proactive in addressing concerns, fearful of anything
that might bash a dent in

‘[The] imbroglio . . .
highlights some of
the difficulties and
risks of investing in
the region’
the financial sector recovery under way. ETI’s subsidiary is also one of
Nigeria’s top five banks,
and accounts for more than
40 per cent of group business. Hence an investigation has been launched by
Nigeria’s capital markets
regulator,
which
could
prove decisive in determining the outcome. The bank
is the most widely repre-

sented on the continent,
raising the risk that a problem in one subsidiary could
have repercussions all over.
Partly as a result, Mr
Sanusi, the central bank
governor, has sought to
accelerate regional reforms
to strengthen cross-border
supervision – a pressing
issue as banks, particularly
from Nigeria and South
Africa, spread their networks continentally.
Trouble first surfaced at
the pan-African lender in
April when the Nigerian
central bank sent a letter to
Mr Tanoh, drawing attention to the ETI chairman’s
“huge non-performing facilities”. The letter questioned
Mr Lawson’s fitness for
office as chairman.
The latter has since
repaid debts owed to ETI,
and reached agreement on
scheduled repayment of
outstanding
debts
to
Amcon, the asset management corporation of Nigeria
set up to absorb non performing loans following the
2009 crash.
Both Mr Lawson and Mr
Tanoh have portrayed the
allegations against them as
the workings of a disgrun-

tled employee. Their allies
are concerned the drama
could serve to soften the
bank up for takeover.
South Africa’s Nedbank
has options to convert a
$280m loan to ETI into
equity later this year, and
further rights to raise its
share. This would give it a
maximum 20 per cent stake
and put South African
groups in a dominant position in what originated as a
west African institution.
The regional dynamic is
another source of tension.
The bank has appointed
the distinguished Senegalese jurist, Seydou Ba, to
carry out its own probe. But
neither this nor strenuous
denials of any wrongdoing,
have
dispelled
unease
among some leading shareholders.
“While the current imbroglio is hardly unique to subSaharan Africa, it does
highlight some of the difficulties and risks of investing in the region,” Renaissance Capital, the Russian
investment bank active in
the region, wrote in September. ETI’s board meets
again later in October. More
fireworks are expected.

One manifestation of the
country’s thriving entrepreneurial culture is that
many Nigerians, from taxi
drivers to oil company chief
executives, carry two business cards: one reflects
their day job, the other
sports a racier title such as
promoter.
Many Nigerians, it seems,
have a desire to run their
own business. And perhaps
many more would, if only
the country’s banking sector were more developed.
The country is hugely
underbanked, with fewer
than 30m accounts in a population of about 173m,
according to industry estimates. Worse, only 20,000
Nigerians have mortgages.
And for that tiny minority
who can borrow against
their homes, costs are high.
The financial sector has
just emerged from the
2008-09 Nigerian banking
crisis, when the government was forced to buy billions of dollars of bad loans
and nationalise several
banks that would have
failed. Sola David-Borha,
chief executive of Standard
Bank in Nigeria, one of the
largest foreign lenders in
the country, says the local
sector has largely recovered. But she cautions:
“You cannot run a marathon after an illness.”
The signs of a change for
the better are emerging, but
only slowly. Aigboje AigImoukhuede, chief executive of Access Bank, a local
lender, says banking has
been one of the main beneficiaries of the return of
democracy just over a decade ago.
“Democracy has been a
game changer,” he explains.
“However clumsy it is, the
system has to deliver dividends to the electorate, and
that led the government to
liberalise banking.”
The main beneficiaries so
far have been businesses,
which are beginning to
enjoy banking services on a
par with those of other
emerging markets.
In the 1990s, banks had to
cater to a couple of hundred
corporations linked to the
government, but now they
have a much wider client
base.
Competition among local
banks such as Access,
Guaranty Trust and Zenith
is leading to increasingly
sophisticated
services.
Access,
for
example,
poached
business
from
larger rivals by offering
consultancy-style advice on
supply chains and investment, as well as account
management.
The growing economy,
with the emergence of a
small urban middle-class,
has also expanded the market for retail banking.
The number of salary
earners has increased sixfold in the past decade, Mr
Aig-Imoukhuede says, as
workers in the informal
economy move into jobs

that make regular payments into bank accounts.
Private pension assets
have also grown to more
than 3.5tn naira ($21.7bn) in
July 2013 from a tiny base
over the past decade after
government
reforms,
according to Access Bank.
The country’s student population is also growing fast,
providing banks with millions of potential clients.
Challenges remain, however. The mortgage sector,
in particular, remains in
dire need of a boost. Bankers cite concerns over the
limited national identity
card system and the small
degree of data sharing
between banks as factors
that limit borrowing. The
lack of data is such that
banks do not know if an
applicant has already taken
out loans, or has a record of
defaulting.
But banks believe they
will soon have a solution: a
biometric system and data
sharing arrangement that
will collect such information, in effect bypassing the
national identity card system. Godwin Emefiele, chief
executive of Zenith Bank,
Nigeria’s second largest by
assets, says: “This is a
major infrastructure [development] that will trigger a
new phase of growth in
mortgages.”
Foreign bankers concur,
saying Nigerian banks do
not lack capital to provide
mortgages, just lack of data
about clients.
The tiny number of mortgages is a problem for a
country struggling to house
a growing population –
Nigeria needs 15m new
There are
fewer than
30m bank
accounts in a
population of
about 173m

homes just for its existing
population. For now the
scarcity of home loans is a
stark affront to the more
breathless descriptions of
Nigeria’s growing middle
class.
Low lending levels do not
just affect the take-up of
mortgages. Business borrowers also complain it is
extremely difficult to secure
loans without a large chunk
of equity, and without a
pre-existing
relationship
with a bank.
Many financiers are sympathetic to these complaints. Remi Oni, head of
originations at Standard
Chartered in Nigeria, says
local start-ups may find
themselves struggling.
“You need deep pockets
and local clout, and you
need to have taken a
project far up the development curve to get bank capital,” he says.
The lack of business
financing and its high costs
– local businessmen complain about rates as high as
40 per cent – stop some
businesses getting off the
ground and make it difficult
for companies to grow.
As long as access to capital remains two-tiered, with
many entrepreneurs failing
to gain access to affordable
credit, many Nigerians may
have to carry second business cards for some time to
come.

‘Bad bank’ measures enable recovery from depths of the crisis
Restructuring

Amcon has made
good progress in
clearing up the
financial mess,
writes Javier Blas
When Mustafa Chike-Obi
accepted the job of restructuring Nigerian banking
after the 2008 crisis, the
former Wall Street banker
could have not imagined he
would end up running a
cocoa plantation.
The chief executive of the
Asset Management Corporation of Nigeria (Amcon), the
country’s “bad bank”, finds
himself running an eclectic
portfolio that includes thousands of non-performing
loans, three banks, prop-

erty, stakes in listed companies, ships, and plantations
– including the cocoa one.
“I always knew it was
going to be difficult,” he
says at Amcon’s headquarters in Lagos, the commercial capital.
“But it is proving more
time-consuming” than he
had expected, Mr Chike-Obi
adds.
The collection of assets is
the legacy of the country’s
banking crisis after the oil
price fell following the
2008-09 global financial crisis, pushing the naira, the
local currency, sharply
down against the US dollar.
Moreover, some banks
lent
negligently,
while
fraud in loan concessions
was rife.
State-owned Amcon, set
up in July 2010, was crucial
to the resolution of the bad
loans crisis that engulfed

Nigeria after 2008. The company’s responsibility was to
soak up a large chunk of
the billions of US dollars in
non-performing loans held
by the banks.
By the end of the restructuring process, Amcon had
bought about $18bn worth
of distressed and high-risk
loans.
It had also pumped $4bn
into Nigeria’s Afribank,
Bank PHB, and Spring
Bank, after they were unable to raise fresh capital to
meet regulatory requirements.
Three years on, Amcon
has been making good
progress. It has renegotiated hundreds of loans, sold
some assets it acquired
after debtors were unable to
repay loans and started the
process of selling the shares
of three banks that it
wholly owns.

“We have accomplished
our mandate,” Mr ChikeObi says, noting that the
ratio of non-performing
loans in the system has
fallen.
The banking system finds
itself well capitalised, with
Amcon having reduced the
impact of the banking crisis
in the economy as it was
set up to do.
Outsiders largely agree.
The International Monetary
Fund, in its report on
Nigeria’s financial stability
in May, says the creation of
Amcon has “been pivotal in
restoring
the
financial
health of Nigeria’s banking
sector”.
It adds: “The Nigerian
economy has emerged from
the banking crisis.”
Godwin Emefiele, chief
executive of Zenith Bank,
Nigeria’s second largest by
assets, says the crisis is

over: “Amcon has detoxified the banking sector.”
Yet, the end of the exercise looks a long way away.
Mr Chike-Obi says it probably will take a decade to
finish the clean-up. The
IMF is urging a more ambitious calendar, urging it to
finish the job by 2017.
“A credible exit strategy
for Amcon needs to be
devised, in line with the
one-off character of its operations,” the IMF says.
“It should be considered a
temporary arrangement, to
be dismantled as soon as
circumstances permit,” it
adds.
Local and foreign bankers
say a more realistic end
date is the end of the decade. The pessimistic view,
shared by a few bankers, is
that it will take 15 years.
Mr Chike-Obi indicates
that he feels comfortable

with ambitious targets such
as 2017, but cautions that
asset disposal – particularly
of companies’ shares on the
Nigeria stock exchange
(NSE) – has to be “orderly”.
With average daily trading of just $28m, a fire sale
could overwhelm the market, sending share prices
sharply down.
“We have to consider the
situation of the local economy,” Mr Chike-Obi says.
“In our view, it will take 10
years.”
The problems abound.
Reasonably enough, Amcon

Despite generous
debt relief,
delinquencies
remain high

is dealing first with the easiest non-performing loans:
debtors who are struggling
to repay, but who are willing to do so if the “bad
bank” can offer them better
terms.
Mr Chike-Obi says that
category of loan probably
accounts for about 70 per
cent of the total of Amcon’s
portfolio.
The IMF says Amcon
has concentrated on the
largest corporate loans and
provided “generous debt
relief”.
Despite these generous
terms – which often include
the conversion of some of
the debt into equity and the
one-off reduction in the
debt of 10-20 per cent, and
the fact that the restructurings were conducted only
recently – “delinquencies
on the newly restructured
loans are high”, says the

IMF, “already in the order
of 10 per cent”.
The rest of the portfolio is
more difficult to deal with.
Some 10 per cent includes
debtors who cannot pay.
Amcon can do little more
than take over whatever
collateral was attached to
the loans and hope that
over time it would be able
to sell it.
Finally, about 20 per cent
include debtors refuse to
pay, even if they have the
funds do so.
This category is especially tricky because it
often includes powerful
business people and politicians.
“The easy [loans] settle
first,” Mr Chike-Obi. “For
the difficult ones, we will
need other methods,” he
adds, saying that he would
not “rule out” criminal
charges.
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Africa’s richest
businessman
bets big in
tough game

When markets
collide, a young
economy
may struggle
Guest Column
DAVID COWAN

Industry Aliko Dangote has faced down a
tricky business environment to invest in oil,
cement and sugar, writes William Wallis

A

liko Dangote’s industrial
conglomerate operates in
some of the world’s trickiest
environments for manufacturing, where accessing electricity and water, let alone building
factories, can prove a logistical nightmare. Dangote Industries is nevertheless evolving at a pace that makes
African government efforts to develop
the infrastructure on which the next
decade of continental growth depends,
appear moribund.
In September, Africa’s richest businessman
announced
a
$3.3bn
financing deal to build the continent’s
largest oil refinery, petrochemical and
fertiliser plant on Nigeria’s Atlantic
coast. The total cost of the project is
estimated at more than $9bn, potentially making it one of the largest
standalone investments in sub-Saharan Africa to date.
The refinery, which Mr Dangote
hopes will be complete by 2016, will
initially have a capacity of 400,000 barrels a day, saving the country as
much as $24bn a year in foreign
exchange, he says, by more than halving fuel imports.
His decision to build it appears to
go against the logic that has prevented commercial refining in Nigeria
to date. Mismanaged for years, stateowned refineries work at a fraction of
installed capacity. Africa’s leading oil
producer therefore buys most of its
petrol and diesel abroad.
Analysts have always argued
that refining would become commercially viable when the state had fully

deregulated the industry. To do this
would involve eliminating a fuel subsidy that costs billions of dollars a
year, but which Nigerians view as one
of the few benefits the state provides.
Hence the protests when President
Goodluck Jonathan attempted to
remove the subsidy last year.
The analysts must have got it
wrong, as Mr Dangote does not go
into businesses to make a loss. Ngozi
Okonjo-Iweala, Nigeria’s finance minister, clarifies that a privately owned
refinery could be profitable if it is
compensated for the difference
between the market price and the
lower subsidised price for fuel.
“A private operation cannot sell at
market prices if the government does
not first lift the subsidy. It can only
make money if it also collects . . . If
you are selling refined petrol, you will
get the subsidy,” she says.
There will also be considerable savings from eliminating a string of additional import costs from the offtake of
middlemen to freight charges. On top
of that, the refinery is planned in a
free zone where it will benefit from
tax breaks. This means that even
without capturing the subsidy it could
be producing at close to what Nigerians are accustomed to paying, Mrs
Okonjo-Iweala says.
Mr Dangote drew inspiration for the
project from India’s Ambani family,
whose Reliance Industries built the
largest refinery in the world at Jamnagar in the late 1990s. It now has a
capacity of 1.24m barrels a day. When
the refinery was first under way there

Industrial
magnate:
Aliko Dangote
gained leverage
from commodities
Benedicte Kurzen

‘Most African
governments
move their
country
along
according to
their own
schedule’

was great scepticism about the
project, which exceeded Indian
demand. “They thought big and built
well beyond demand, but by the time
they finished the refinery [demand]
had gone up to 10,000 tonnes. There
was now no space for anyone else to
enter,” Mr Dangote said.
This may also be part of his own
calculation: that by betting big, he
will achieve market dominance in fertiliser as well as fuel in an economy
growing at more than 6 per cent a
year, and with a population expected
to reach 200m by 2020.
Mr Dangote first built his trading
business with seed capital from his
family. He expanded it through the
1980s and 1990s with profits generated
from sales. But it is only in the past
decade and a half since he began
investing in the production of flour,
sugar, cement and other basic necessities, that growth has become exponential, transforming him into by far subSaharan Africa’s richest businessman
with net assets worth more than $22bn.
He has done this by building up
dominant positions in the commodities he trades. The scale of his companies and their influence over prices
gave him the leverage to begin manufacturing. Policy measures restricting
import licences to companies investing in domestic production were critical in his decision to make cement.
Even so, investing billions in manufacturing in Nigeria is not for the
faint-hearted. Poor access to long-term
finance, the ailing power grid and
political instability have combined

with a rising tide of cheap Asian
imports to knock many manufacturers out of business. Moreover, additional capital is necessary to invest in
infrastructure that the state does not
provide. Thus Mr Dangote has had to
build his own gas pipelines, power
plants and dams at Obajana in central
Nigeria, where his largest cement
plant is located.
He finds it a source of frequent irritation that he comes under criticism
for benefiting from what protection
the state provides. Making cement is
like the airline business, he says. You
make a profit when 60 per cent of
seats are sold. The remaining 40 per
cent you can sell at a discount
because it adds to profit. This makes
Africa a dumping ground for cement
produced elsewhere.
As well as the oil refinery, Mr Dangote has plans in the next five years
to invest $4.7bn to boost cement production across the continent to 60m
tonnes a year. He is also investing up
to $2bn in sugar, planting cane and
building mills across several northern
states to supply his sugar refinery in
Lagos. Together, his projects will contribute as much as 10 per cent of GDP
in coming years, he says.
“Most African governments move
their country along according to their
own schedule. Here, two years have
gone already [in President Goodluck
Jonathan’s four-year term] and
already it is all politics,” Mr Dangote
says. He, on the other hand is moving
without distractions in step with a
10-year plan.

The right connections offer a boost to GDP
Telecoms

If telcos get mobile
broadband right it
could be a cash cow,
says Tolu Ogunlesi
Kola Aina runs a technology solutions company in
Abuja, Nigeria’s capital. He
owns an iPhone, which is
his “primary personal internet device”, an iPad, and a
BlackBerry.
Between them the three
devices use up about 25,000
naira ($150) worth of internet data monthly in a country where two-thirds of the
population lives on less
than $2 a day, and where
the official monthly minimum wage is $120.
Data usage on mobile networks has been growing
impressively in Nigeria,
driven not only by people
such as Mr Aina, but also
by those operating far more
modest budgets.
2Go, with an estimated
10m-15m Nigerian users –
many of them teenagers – is
the country’s most popular
social networking platform.
Its popularity is due to the
fact that, apart from its
inexpensive
subscription
costs, it works on the most
basic phones, in a country
where only one in four
mobile phones is a smartphone.

Nigerians
are
going
online for various reasons.
When the registration for
the entrance examinations
into universities and polytechnics moved online in
2006, the more than 1m candidates who sit for them
annually had to jettison the
traditional bulky paper
forms for keyboards and
mouse clicks.
In recent years social networking, online banking
and ecommerce have driven
internet adoption rates. A
2011 survey found that
almost half of Nigeria’s
Facebook users were spending between one and three
hours a day on the site.
Businesses – small and
large – are also increasingly
adopting the internet, keen
to exploit its relatively
cheap yet far reaching marketing ability.
Abas
Idaresit
helped
increase a small business’
revenues from $1,000 a
month to $100,000 in 2009,
and then went on to launch
Wild Fusion, an internet
marketing company. He
says it earned more than
$1m in revenue in 2012.
According to the Nigerian
Communications Commission, data subscriptions on
the country’s mobile phone
networks almost doubled
between June 2012 and
June 2013, from 26.3m to
48.1m.
In the first quarter
of 2013, MTN reported a

On hold: only one in four local mobiles is a smartphone

63.5 per cent increase in
its Nigerian data revenues,
year-on-year.
This growing internet
appetite – most of it satiated on mobile phones – is
supposed to be good news
for the telcos, faced as they
are with declining revenues
from voice calls, as increasing competition combines
with stricter regulation to
force a drop in call rates.
But the reality has been
painfully different. So far,
the growth in the data market has not been able to off-
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set the loss in voice revenues. As a result there has
been a steady decline in
average revenue per user
(Arpu). Never impressive, it
is now much lower than
that of South Africa.
A July 2013 report by
Business Monitor International highlights an “accelerated” drop in Nigeria’s
Arpu in the second quarter
of 2013.
Emeka Okoye, software
developer, and co-founder of
Next2, an SMS-based social
network, attributes this

trend to data usage patterns
in Nigeria.
He says that basic messaging activity on social
media platforms such as
WhatsApp, Facebook, Twitter, BlackBerry Messenger
and 2Go, which consume
relatively small amounts of
data and are on offer on
inexpensive data bundles,
cannot appreciably boost
telco data revenues.
One example: for a fixed
rate that in the face of telco
competition has fallen to
about $10 a month, BlackBerry’s messaging platform,
popular in Nigeria, allows
users unlimited messaging.
Analysts say that for data
revenues to rise, Nigeria’s
telcos must deliver mobile
broadband; essentially cultivating a band of consumers
that can depend on their
mobiles to stream videos,
carry out videoconferencing, and download and
upload large files.
All that is easier said
than done, considering the
available
infrastructure.
Nigeria is more than 35,000
mobile phone towers short
of what it needs to deliver
mobile broadband, says
Gbenga Sesan, a member of
the Presidential Committee
that this year produced a
“national broadband plan”.
The alternative is fixed
broadband, but that is
hardly thriving. Last year,
the chief executive of MainOne, which owns one of the

four undersea fibre-optic
cables that have berthed on
Nigeria’s shores, lamented
that only about 5 per cent
of the company’s capacity
was in use. The problem lay
in the absence of the “lastmile”
infrastructure
to
deliver the bandwidth to
homes and offices.
The cheaper and more
urgently
beneficial
approach to a broadband
revolution of course lies not
fixed but in mobile. Mobile
already has significant penetration
rates
across
Nigeria as opposed to fixed
which, going by recent
World Bank estimates, has
negligible
numbers
in
Nigeria.
Indeed,
the
national
broadband plan acknowledges this. While recognising that the long-term viability of broadband in
Nigeria lies in the ubiquity
of fibre-optic cabling, it
highlights mobile broadband as being “emblematic
of the potential quick win
for broadband adoption and
usage in Nigeria”.
The goal is to achieve a
fivefold increase in broadband penetration rates,
from the current 6 per cent,
by 2018.
The advantages will be
immense. The World Bank
estimates that a 10 per cent
increase in penetration
could potentially translate
into additional GDP growth
of 1.3 percentage point.

Nigeria is enjoying the
best of two worlds – half
way between what
international investors
consider a frontier and an
emerging market.
The sweet midpoint was
highlighted by the
turbulence that hit many
emerging countries, from
Brazil to Indonesia, from
May until September.
Compared with such
currencies as the South
African rand, the Nigerian
naira was not really under
pressure. This in part
reflects the fact that so far
in 2013 – unlike South
Africa – Nigeria has only a
modest fiscal deficit, a
current account surplus
and modest debt levels.
In part, its superior
macroeconomic indicators
worked in its favour.
But there is more to the
story. Nigeria is also in a
halfway house when
investors think about
emerging markets.
Its inclusion into several
emerging market bond
indices in the past year
means it has attracted a
new wave of portfolio
inflows – about $10bn this
year – into the government
securities market.
In equities, where
Nigeria is considered a
frontier market, there have
been significant foreign
portfolio inflows since 2012,
but not on the scale of
other large emerging
markets. Again, there is
interest as well as inflows,
but these are relatively
limited.
Given the country’s
fundamentals, when the
emerging market crisis hit
in mid-2013, investors
tended not to worry about
their smaller Nigerian
positions, but concentrated
their time and effort in
selling off exposure to
larger and more important
emerging markets whose
currencies were under real
pressure.
Yes, the naira came
under pressure for several
weeks as there were some
outflows. But these were
easily met by the Central
Bank of Nigeria with a
very modest rundown of
foreign exchange reserves
and the naira has now
rebounded.
Nigeria is still peripheral
to the emerging markets
world. In this crisis a huge
stone dropped into the
emerging markets pond, its
ripples reaching the naira
and government bond and
equity markets. But it did
not come close to washing
over them.
What about next time?
There is an argument that
Nigeria could suffer if
another stone plunges into
the emerging markets
pond. The world has seen
emerging markets crises
before: from the Latin
American debt crisis of the
1980s to the Asian financial
crisis of the late 1990s.
If African financial
markets continue to
develop at the pace seen
over the past decade, they
will continue to draw
investor inflows, with
Nigeria in the lead. Over
the next decade, Nigeria is
likely to join South Africa
as sub-Saharan Africa’s
second emerging market.
So, it would seem logical
– perhaps inevitable – that
Nigeria is next on the list
to be more closely involved
in a real emerging market
crisis. Moreover, the logical
route for this to happen is
not hard to follow.
Africa has become the
much hyped new frontier.
Governments can issue
debt, which is snapped
up by investors all
seeking exposure to the
new growth story.
Equity markets are
booming,
even to the point where
existing investors are
questioning the
valuations of many stocks,
never mind the additional
money being committed to
new frontier funds.
Warning
shot:
David
Cowan

In such an environment,
it is easy to see a bubble
occurring in one of the
stock markets, or a
government taking on
too much debt, too
quickly.
Imagine this in the
Nigerian context.
Imagine the GDP
revision planned for
December pushes up the
size of the economy by a
significant amount –
maybe as much as 50 per
cent. By 2015, Nigeria is
Africa’s largest economy.
International investors
start to look at Nigeria
more like a proper
emerging country,
abandoning its sheltered
sweet midpoint of
frontier/emerging nation.
Over the next decade,
rising demand for imports
in a rapidly growing
economy risks pushing the
current account into
deficit, even when allowing
for extra oil production.
Rising pressure to fix the
infrastructure deficit
means that, not only the
federal government
increases borrowing, but
also the state governments.
Companies seeking to
exploit this rapidly
growing market
increasingly use the stock
or corporate bond market
to raise money.
One can easily imagine
the crisis: rising demand

It is perfectly
plausible that an
Africa – or Nigeria –
bubble blows up in
the coming years
for foreign exchange and
lack of adjustment in the
naira eventually catches
up and is the start of a
more significant economic
blow-up. Nervous investors
withdraw funds. The
outcome: the naira crisis.
The contagion spreads into
west Africa, and suddenly
we have the Africa crash.
This has a wider effect on
emerging market
confidence.
Bubbles such as this do
not necessarily inflate in a
uniform fashion. It is
perfectly plausible that an
Africa – or Nigeria –
investor bubble blows up
over the coming years,
then deflates a bit, before
rebuilding. But in the end,
if bubbles develop, they
usually burst.
Members of African
governments – including
Nigeria’s – who read this
will probably shake their
heads and say it will never
happen.
But history indicates
that it probably will. More
importantly, those same
government members
should not view it entirely
with concern. Economic
growth and development
rarely follow a straight
trajectory.
A crash can be crucial in
shaking systems out,
forcing governments and
businesses to return to
basics and driving a
recovery. A future Nigeria
crash might also be the
signal that the country,
and the whole continent,
has become a real
emerging market, or an
investment destination of
sufficient size to attract
global economic attention –
with the potential to have
a wider impact.
The writer is Africa
economist at Citigroup
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A region in desperate search of economic vision
Northern Nigeria Failure to create sustainable growth has created a generation without work and fuelled social unrest, reports William Wallis

I

t is a pattern familiar to pre-election periods in Nigeria. Politicians
from one or other part of the
country start clamouring for their
turn at the top. The battle in the
run-up to 2015 elections is drawing up
along those lines.
Politicians from the predominantly
Muslim north are pressing for President Goodluck Jonathan, who hails
from the oil producing Niger delta in
the mainly Christian south, to give
way to allow one of their own to
stand. This is the main agenda of a
breakaway faction from the ruling
People’s Democratic Party, mostly
from the north, led by seven state
governors who oppose Mr Jonathan.
In the north, there is a deepening
sense of frustration at the consolidation of power by a southern Christian
at a time many in the north feel it
was their turn to rule. The north’s
“turn” was cut short when Umaru
Musa Yar’Adua died in office after
just three years as president in 2010.
That frustration is compounded by
the absence of an effective development agenda to address widening economic inequality between the oil-rich
south, where much of Nigeria’s business activity is concentrated, and the
increasingly jobless north. Prospects
of bridging the gap have been hugely
complicated by the insurgency being
waged by the al-Qaeda linked Boko
Haram sect.
The massacres, bombings and kidnappings carried out by the sect, and
the brutal military campaign that has
largely contained these to the northeast this year, is not only a deterrent
to fresh investment. It is also hampering agricultural production and trade.
Ngozi Okonjo-Iweala, Nigeria’s minister for economy and finance, says
the government shaved half a percentage point off initial 7 per cent projections for national economic growth
this year as a result of both the insurgency and northern floods.
That figure can be seen two ways –
as a measure of the gravity of the
crisis, or as a reflection of how far the
influence of the north on the national
economy has declined. Given how
destructive the conflict has been, the
damage nationally might be expected
to be larger.
The region’s problems began long
before the fighting. The north had

Deep divisions: there is
economic inequality between the
oilrich south and increasingly
jobless north
Charlie Bibby

‘People underrate the level
of hopelessness that can
be brought to society’

been hit by the liberalisation of the
economy, the loss of political ascendancy and by a flood of cheap, often
smuggled, Asian goods. Together with
the collapse of power and transport
infrastructure, the latter has seen
large numbers of factories close and
hundreds of thousands of workers
lose their jobs.
Almost all the state-protected industries established as part of earlier
efforts to promote economic balance
are gone. Meanwhile, the north’s
inhabitants, although more numerous, are also among the poorest in

Boko Haram remains a threat
despite government successes
Insurgency

Islamist militants
keep up their bloody
campaign against
western influences,
writes Xan Rice
In 2012, many Nigerians listened to the radio news
with dread. They knew that
the lead story might be
another attack by the Boko
Haram insurgent group.
The target might have been
a church, or a boarding
school, or a police station.
Victims could be Christians
or Muslims.
The
raids
seemed
designed to create maximum casualties and publicity – in both of which aims
they succeeded.
From its beginnings as an
obscure, non-violent religious sect in the early
2000s, the Congregation and
People of Tradition for Proselytism and Jihad has
become one of the most
notorious Islamist groups in
the world. Boko Haram, its
nickname, means “western
education is forbidden” and
its leaders claim to want to
install sharia law in northern Nigeria.
More than 4,000 people,
mostly Muslims, have died
in the attacks, which have
included suicide missions,
car bombs and commando
raids, and in reprisals by
the security forces. The militants have struck several
times in the capital Abuja.
Business in the northern
half of the country has been
badly affected, with companies unable safely to transport their goods, markets
closed, and cross-border
trade with Niger, Chad and
Cameroon greatly reduced.
Many expatriate staff were
banned from travelling to
the north because of the
violence and danger of kidnap.
This year, however, Nigerians noticed a reduction in
Boko Haram’s large, headline-grabbing attacks –
especially those outside the
northeast, where the militants are strongest.
That may have given the
misleading impression that

Hunted: Abubakar Shekau, Boko Haram’s leader

the insurgency was dying
down. It was true at least
that Nigeria’s military had
been successful in reducing
the Islamists’ capability to
carry out big raids far from
their base.
The group appeared to
have had some internal
divisions, with a splinter
movement
known
as
Ansaru
emerging.
Its
agenda seems more international than that of Boko
Haram, with foreigners
among its main targets.
“Outside the northeast,
the security situation has
improved since the low
points of 2011 and 2012,”
says a western diplomat
based in Abuja. “There’s
been a diminution in tacit
sympathy for Boko Haram,
and Nigerian authorities
have become better at identifying and disrupting terror attacks. Before, they
were just chasing ghosts.”
The militants are far from
being defeated. This year
they consolidated their
presence in the far northeast, especially the states of
Borno and Yobe. Attacks on
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local government officials
and security forces outside
the main towns had given
the militants de facto control over some areas for the
first time. They were even
reported to have raised
their flag in some remote
villages and to have heavy
weapons mounted on fourwheel-drive vehicles.
In April, the government
decided to take the fight to
Boko
Haram.
Soldiers
entered the village of Baga,
near Lake Chad, where militants had been sighted.
Local officials said soldiers
killed about 200 people and,
based on satellite imagery,
Human Rights Watch estimated that more than 2,000
houses were burnt.
The army denied any
wrongdoing – as is usually
the case in Nigeria – and
the remoteness of the location, military restrictions
and the continuing insurgency made independent
verification difficult.
The following month the
security forces extended the
crackdown, declaring states
of emergency in Borno,

Yobe and Adamawa. Mobile
communications were cut
in an attempt to stop the
insurgents talking to one
another. The Nigerian army
also said it destroyed several Boko Haram training
camps and killed numerous
militants.
In August, a defence force
spokesman said Abubakar
Shekau,
Boko
Haram’s
leader, may have died in
the fighting. The military’s
effort was aided by the
emergence of civilian selfdefence groups in towns
such as Maiduguri, the
Borno state capital, which
helped identify members
and sympathisers of the
Islamist movement.
Kole Shettima, chairman
of the Centre for Dialogue
and Democracy in Abuja,
says that, while the security forces have won the
recent battles, the war still
needs to start in earnest.
He cautions that the selfdefence groups are easy victims, as they are lightly
armed, often with bows and
arrows and machetes. Boko
Haram has started directly
targeting “civilian security
forces”, killing dozens of
people since the start of the
state of emergency.
Proof that the group is
still a serious threat came
in mid-September, when
militants attacked the town
of Benisheik, in Borno
state. Local emergency officials said about 150 civilians were killed. Two weeks
later, 50 students at an agricultural college were killed
in a night-time attack.
Boko Haram released a
video featuring Mr Shekau
taunting world leaders and
saying: “I want the whole
world to know that I am
alive by the grace of Allah.”
The western diplomat
says that while the violence
appeared confined to the
northeast, the threat to foreigners across remote parts
of the whole of the north
“remains acute”.
The main risk is kidnapping by Ansaru, which has
a brutal record, killing all
10 of the foreigners it has
seized to date. Seven – a
Briton, an Italian, a Greek
and up to four Lebanese –
were taken in Bauchi state
in February and murdered
in March.

Africa and therefore represent a less
attractive market for the banks, telecoms and retail companies booming in
pockets of comparative affluence in
the south.
There may be no direct link
between the emergence of Boko
Haram (see article below) and these
economic conditions. But the malaise
is a useful recruitment tool for all
manner of groups, be they terrorist
networks or politicians seeking their
turn at the top.
Commenting on the insurgency,
Aliko Dangote, Nigeria’s richest

businessman whose family hails from
the ancient Sahelian city of Kano, in
the north says: “People underrate the
level of hopelessness that can be
brought to society. Once you don’t see
light at the end of the tunnel, you
don’t look forward and you might as
well mess up as much as you can.”
Mr Dangote’s own migration south
to the commercial capital, Lagos –
albeit more than 30 years ago – is
indicative. But in one of the few
bright spots to emerge for the region,
some of his latest investment plans
are veering north.

His company has begun planting
sugarcane and building mills in the
northeast and, in an attempt to turn
Nigeria from importer to exporter, is
spreading plantations across four
northern states.
He explains: “The main motivation
is not amassing cash but creating
wealth especially on the agricultural
side. I’m going to keep 750,000 people
at work.” Unless opportunities are
created elsewhere in Nigeria, “everyone will come to Lagos.”
There are glimmers of hope too in
the performance of some of the
region’s state governments. Northern
states receive roughly half as much
funding per capita from the federal
government as their counterparts in
the Niger delta in the south, which
benefit from 13 per cent of revenues
derived from oil production on their
territory.
A comparison in the internally generated revenues between the megacity
of Lagos and Kano, the largest city in
the north, is even starker. But some
states, including Kano and nearby
Sokoto are making greater efforts to
get their own finances in order.
As a result, Kano has been able to
launch a range of infrastructure
projects recently.
In colonial times, the city was at the
heart of a thriving trade in groundnuts and other agricultural produce.
It is a shadow of its former self. Even
the currency market, where everything from Saudi riyals to US dollars
was traded has been hit, with many of
the family run exchanges taking their
business south.
“If you rewind five years, people
from all over Nigeria drove to Kano to
buy currency,” says Farouk Gumel, a
partner in accountancy firm PwC who
hails from the city.
Mr Gumel says that rather than
hoping that ascendancy at the federal
centre will transform the region’s fortunes, state governments need to
focus harder on increasing revenue
generation and providing incentives
for business independently.
The prospect of improving power
supplies nationally provides some
hope.
Ultimately however, he argues, it
will take a more proactive and united
front from the northern states to
reverse the momentum of decline.
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West Africa tops world’s
maritime crime league
Piracy Gulf of Guinea poses a greater risk than Somalia, says Xan Rice

I

f anyone was asked to
name the hotspot of
modern day sea piracy,
they could be forgiven
for saying “Somalia”.
After all, attacks off the
Horn of Africa have made
headlines for much of the
past decade, with brazen
pirates capturing everything from small yachts to
supertankers and holding
crews for multimillion dollar ransoms.
The situation got so bad
that navies from the US to
China began sending warships to the region as a
deterrent.
That intervention, combined with better security
on ships, as well as a more
stable and effective government in Somalia, has drastically reduced the number of
attacks. In the eight months
to August 31, there were
just 10 piracy-related incidents off Somalia, two of
them hijackings.
But in west Africa the
trend is going the other
way. In 2010, there were 33
attacks reported in the Gulf
of Guinea, according to the
International
Maritime
Bureau (IMB). Last year,
that rose to 58, a figure that
experts say is grossly
underreported.
By some estimates, there
is an attempted attack
every day. Heavily armed
Nigerian gangs are behind
most of the raids, which
affect Togo, Benin, Ghana,
Ivory Coast and, most of all,
Nigeria itself, which can
perhaps claim the dubious
honour as the world’s capital of maritime crime.
Between January and
August, there were 28
piracy incidents in its
waters, with two hijackings,
the IMB says. Ships off
Lagos and Port Harcourt
are especially vulnerable,
although “generally all
waters in Nigeria remain
risky”. Raids have taken
place up to 120 nautical
miles from the coast and
insurance premiums for
shipping companies are rising.
“The Gulf of Guinea now
provides the most complex
maritime security risk for
vessel
operators,”
says
Henry MacHale, senior
underwriter at Aspen Insurance in London, which sells
kidnap and ransom insurance to the maritime industry and onshore operators.
“Attacks can be launched
from a number of west African countries.”

The piracy on the opposite coasts of the continent
differs greatly in terms of
method and goals. The
waters off Somalia are some
of the busiest shipping
lanes in the world, with
50,000 vessels passing the
country each year.
The pirates there need
high-speed skiffs to capture
the passing ships. It is not
uncommon for a vessel to
be held for many months,
or in some cases for more
than a year. The gangs’
usual aim is to obtain ransoms for the safe return
of crew and ship. Hostages
are often held in difficult
conditions, but generally
unharmed.
By contrast, most of the
10,000 to 12,000 ships that
enter the Gulf of Guinea
each year are dealing
directly with west African
countries, which are highly
reliant on sea trade, with
oil and other raw materials
exported and finished goods
imported. Vessels often
wait a long time to go
into port, especially in
Nigeria.
“In west Africa, vessels
are usually non-moving

Pirates are more
violent than Somali
counterparts, and
deaths are not
uncommon

Gun point: Nigerian gangs are behind most of the raids
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targets, which makes it a
lot easier for pirates,” says
Mr MacHale.
Because the ships are
waiting in Nigeria’s territorial waters, they are not
allowed to have armed
guards on board and must
rely on deterrents, such as
razor wire and “citadels”, or
safe rooms, for the crew to
shelter in during an attack.
There is no international
naval presence in the Gulf
of Guinea, and local navies
are overstretched and ineffectual.
In the Gulf of Guinea,
attacks can last for hours,
or a few days. The pirates
are more violent than their
Somali counterparts, and
deaths are not uncommon.
Criminal gangs usually target bulk carriers, tankers,
container ships and supply
vessels.
They may be after any
one of three things. Most
prized are petroleum cargoes that can be siphoned
off to a pirate ship and sold
– and there is a huge black
market for fuel. A second
option is to kidnap expatriate
sailors
who
are
ransomed for up to $200,000
per crew. Finally, there are
robberies, with gangs taking cash, laptops and
phones.
Damage is common, with
pirates smashing equipment that would allow the
ship to be tracked remotely.
The upsurge in attacks in
the Gulf of Guinea began
following a 2009 amnesty
granted to militants in the
oil-producing Niger delta,
who were skilled in stealing
crude and taking oil workers hostage.
It also comes at a time
when many of the economies in the region are growing fast, with exports of
crude rising – Ghana
recently became a producer
– and imports of refined
fuel and other products are
increasing.
Local navies have failed
to deter the pirates, and a
properly co-ordinated effort
between the different countries’ forces is lacking.
The US and other western
nations
have
helped
Nigeria’s navy with training and equipment, but the
results have yet to be seen.
Mr MacHale adds that,
while Somali piracy was a
“bubble” that depended on
the lack of a national government, the west African
problem is likely be a longterm threat.
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Going home
becomes the
young’s new
rite of passage

Repats Changing attitudes to the mother
country have led many professionals to return
to build successful careers, says Tolu Ogunlesi

V

ictor Ehikhamenor, 43, was
one of the many Nigerians
who fled the country in the
1990s, at the height of the
country’s economic and
political crises.
The troubles started in the 1980s: a
decade of falling oil prices, rising foreign debt, and an ill-conceived economic “structural adjustment programme” that devalued the naira,
killed manufacturing, all but wiped
out the middle class, and triggered a
noticeable wave of emigration. And
then the 1990s dawned, pushing the
chaos further along.
Mr Ehikhamenor left Nigeria in
1994, in between the controversial
1993 annulment of Nigeria’s first presidential elections in a decade, and the
extra-judicial execution, in 1995, of
writer and environmental activist Ken
Saro-Wiwa,
which
led
to
Nigeria’s expulsion from the Commonwealth.
The sudden death of General Sani

Abacha in 1998 brought the prospects
of a dramatic reversal in Nigeria’s fortunes. By 1999 an elected civilian government was in place, the first in 16
years.
A spike in oil prices in the early
2000s, coupled with a series of ambitious reforms – ranging from a successful debt relief campaign to the
deregulation of the telecoms industry,
to far-reaching banking and pensions
reforms – helped lay the groundwork
for the economy to be rebuilt.
It was to this seemingly resurgent
Nigeria that Mr Ehikhamenor – by
now having earned a master's degree
in IT management in the US and won
a scholarship to pursue another in
creative writing – paid a visit in 2006.
Returning home for an exhibition of
his paintings, he was surprised he
managed to sell almost all of the 80
pieces he exhibited. He returned to
the US with money earned in Nigeria
– “which usually doesn’t happen. Normally you bring money to Nigeria

Artistic ambition: Victor Ehikhamenor returned to Nigeria in 2006 for an exhibition of his paintings, selling almost all of the 80 pieces he brought from the US

[from abroad]”. That – and the fact
that Nigerian acquaintances were not
only arriving on holiday in the US
with decent shopping budgets, but
were also eager to return home –
made him realise that things had
changed in the country he left more
than a decade earlier.
So when, in 2008, he got an offer to
be creative director of NEXT, a new
weekly broadsheet newspaper – “I
didn’t have to think about it”.
After NEXT shut down in late 2011,
he moved on to manage a newspaper
publishing group. Now, Mr Ehikhamenor runs his own branding consultancy, while continuing to paint and
write.
Not everyone moves back for good.
Some, such as architect Giles Omezi,
and fashion designer Ade Bakare –
both London-based – opt for visiting
Nigeria as frequently as possible.
Mr Bakare studied history at the
University of Lagos in the late eighties, and then moved to England to go

Weary executives find room at
the inn as hotel building booms
Travel and leisure

Room rates in Lagos
are the second
highest in the world,
writes Ajay Makan
The owner of an apartment
complex in the Ikeja suburb
of Lagos points out nearby
cranes – signs of competition to come.
A hotel building boom
has taken grip of Nigeria’s
commercial capital and
other cities in the past five
years as developers have
gobbled up prime plots.
The number of $100 a
night rooms in Lagos alone
has tripled since 2004,
according to data from
W Hospitality Group, a
Nigerian consultancy.
The increase reflects the
rapidly growing economy,
but also an industry playing catch-up: international
hotel brands steered clear
of Nigeria in the 1990s
because of security concerns. Trevor Ward, managing director of W, says: “By
2008, you could have opened
your garage, put a bed in it
and rented it for the night,
such was the shortage of
supply.”
As the economy has
grown, so has the variety of
its hotel guests. Managers
from Nestlé and Roche are
now as likely to rent rooms
as those from Shell and
Chevron, hoteliers say.
Meanwhile consumer goods
companies are flocking to
service the growing middle
class.
The large number of business travellers for whom
security is a concern means
room rates in Lagos are the
second highest in the world,
according to a study by
Hogg Robinson Group.
And, while occupancy
rates in the city have fallen
from their 2008 peak, at 67
per cent they continue to
compare favourably with
European cities excluding
capitals, says Mr Ward.
As domestic airlines fly to
more cities, Nigerians with
sufficient funds are also filling rooms. That is encouraging development beyond
Lagos, Port Harcourt, the
centre of the oil industry,

In the know: it is said if you sit in the Abuja Hilton you will meet everybody who matters

and Abuja, the political capital. Starwood Hotels &
Resorts, for example, has a
property in the eastern
state of Akwa Ibom state.
“Family is an important
part of the social structure
in Nigeria and we see individuals making journeys
home from Lagos that
wouldn’t have been possible
five years ago,” says Alexander Gassauer, area manager for Starwood. He says
Nigerians account for up to
80 per cent of occupancies
at some of his properties.
As in other emerging
economies, luxury hotels
have dominated the boom,
offering a secure environment that also attracts diners and weekend visitors.
The Eko hotel, one of
Lagos’s largest, has numerous bars and restaurants,
that contribute to revenue.
The smaller Wheatbaker is
among the favourite eating
spots for wealthy locals.
In Abuja, it is said that if
you sit in the lobby of the
Transcorp Hilton for long
enough you will meet
everyone who matters in
the city. Rooms start at
about $400 a night and
Transcorp’s owner, Transnational Hotels, plans to
spend $150m upgrading
rooms and developing luxury apartments, offices and
retail space.
Valentine Ozigbo, chief
executive of Transnational,
says: “In August, we had
more than 20 presidents
staying in the hotel at one
time. That drives demand
for luxury.”

He says the company is
considering a local stock
market listing next year to
finance additional Hilton
hotels in Lagos and Port
Harcourt.
More affordable offerings
are also beginning to
appear. In Abuja, social
media sites are helping a
pair of boutique hotels challenge the Transcorp. Charging between $150 and $200 a
night, and offering a reliable internet connection, the
Nordic Residence and Nordic Villa have become
favourites
with
costconscious executives.

‘In August, we had
more than 20
presidents staying
in the Hilton hotel
at one time’
Anders Mogensen, the
Danish owner, says 30 per
cent of guests come through
TripAdvisor. Mr Mogensen,
a digital consultant, set up
the Nordics after he tired of
the hotel where he stayed
while working on a Nigerian government contract.
As more businesses send
staff to Nigeria for longer
periods, serviced apartments and short-lets are
appearing that meet the
needs of longer-term guests.
Aart Court, an apartment
complex in Ikeja, offers
hotel amenities such as a
swimming pool, gym, clean-

ing and security guards, but
also more private space.
Leye Taiwo, who co-owns
Aart Court, says: “Nearly
all our guests move from
hotels. They like the option
of cooking, even if it is just
beans on toast.”
Short-let locations such
as Aart Court are tapping
into the growing demographic of African expats
who play host to guests
from countries such as
Cameroon
and
South
Africa, and who often hold
regional management positions within multinationals.
Two clouds loom on the
hotel developers’ horizon.
One is financing. Dollar
loans can be tough to
secure, especially for small
developments, while interest rates on local currency
loans are high: the Nigerian
central bank’s benchmark
rate is 12 per cent, and borrowers say rates on property loans are often more
than 20 per cent.
Foreign investment is
also rare – brands such as
Hilton and Starwood charge
a fee for managing hotels
but are unlikely to own
them outright. International investors are missing
out says Mr Mogensen. The
profit margin on his Abuja
hotels is much higher than
on the consultancy business
he runs in Denmark.
The other fear is of oversupply. However, while
there is a long list of hotels
waiting to build in Abuja
and Lagos, Mr Ward says
financing constraints may
scupper many.

to fashion school, soon building a reputation for himself as a successful
British-Nigerian designer. In 2004 he
started coming back to Nigeria, and,
in 2006, opened a showroom in Lagos
to be closer to the brides who were by
now flying to London for gown fittings. He visits Nigeria four to six
times a year.
Mr Omezi, who runs an architecture
practice and is also a doctoral student
at University College, London, used to
come home once every two years. He
recalls the palpable fear that stayed
with him when he visited in 1999, and
notes how much that tension has
lifted in the years since then. “When
you don’t come back regularly, then

‘When you don’t come back
regularly then Nigeria is
hostile in your imagination’

Nigeria is hostile in your imagination,” he says. He has been visiting
regularly for five years and, these
days, is in Lagos as often as twice a
month for work.
Mssrs Ehikhamenor, Bakare and
Omezi – and others like investment
banker Uche Orji (ex-Goldman Sachs,
JPMorgan and UBS), who moved back
to Nigeria in September 2012 to run
the country’s new sovereign wealth
fund (see article page 6) – represent
the generation in their forties, who
emigrated between the late 1980s and
mid-1990s. All had completed undergraduate degrees in Nigeria.
There are then also the twenty- and
thirtysomethings, who moved in the
late 1990s and in the 2000s, right after
secondary school, to study for undergraduate and postgraduate degrees,
and then found work abroad. At some
point they realised how many opportunities there were in Nigeria, and
started testing the waters.
For them the one year of national

Remen

service – the National Youth Service
Corps (NYSC) – launched by the government in 1973, and mandatory for
all Nigerian graduates of universities
and polytechnics, regardless of
whether they studied at home or
abroad, comes in handy.
“NYSC is such a safe period for people to come back home. They get to
test the waters for a year and can still
go back [abroad] if they want to,” says
Morolayo Onamusi, 28.
She moved back to Nigeria in September 2010, for her NYSC. “I didn’t
intend to stay,” she says. “I just
thought I’d do NYSC, [then] see if
anything could keep me back.”
She stayed and, in February this
year, founded a club, the ‘Global Virtuoso Society’, for returnees, or ‘I Just
Got Backs’ (IJGBs) as they are teasingly referred to by stay-at-home
Lagosians. They meet once a month
in Lagos, with attendance varying
between 10 and 20 members. Most of
them are between 25 and 30.
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For intrepid investors, ‘Naija’ is worth the risks
Guest Column
KEITH RICHARDS

S

ometimes, when the traffic
snarls up into the ubiquitous
“go slow”, or the power goes
off for the umpteenth time,
or your secretary brings
you a letter from a government
agency announcing that unless you
comply with some new directive
your factory will be shut down, it is
easy to stare out of the window and
think: “When is this place going to
get better?”
The truth is – at least since the
start of Nigeria’s own peculiar form
of democracy – that it has.
As with so many things Nigerian,
the trend is not a comfortable,
straight line but a series of stops and
starts: improved telecommunications
and internet access, a better
structured and more transparent
banking sector, even advances in
largely still dire infrastructure in one
or two key cities and states, most
prominently in Lagos.
Clearly businesses that have
prospered have built the experience
to cope with “Naija” – the name
natives have for their own country –
but newcomers still incline to
nervousness. Typically, the concerns
of potential inward investors focus
on security, corruption and the ease
of doing business.
Security is inevitably an area of
concern. Against the background
noise from the western media, so
ready to focus on the many stories of
kidnap and atrocities, the challenge
is to find a practical way to manage
the welfare of people and assets
without being paranoid.
Parts of the northeast are
extremely difficult, as the war with
Boko Haram continues. When
telecommunications are down,
markets are under curfew for days at
a time, and the borders are closed,
doing business can be arduous.
Outbreaks of seemingly random
violence elsewhere in the north,
kidnap and robbery in the east, and
the perennial rumours of such
violence coming to Lagos keep the
security industry booming.
While it is expat-related incidents
that grab the headlines, the reality is
that life is far tougher for locals. We
in Promasidor have more than 200
food sales and distribution staff
outside Lagos and we rarely go a
week without some form of incident.

Invariably, staff who have
experienced events that would have
the average westerner taking three
months sick leave to recover from
are back at their posts within 48
hours.
Nigerians are resilient and their
ability to run their businesses or do
their jobs in such circumstances is
testament to their courage,
determination and pragmatism.
In Lagos, reality and rumour
rarely coincide. While investment
bankers and cosseted oil industry
executives stay in the narrow
confines of the islands, those of us
with factories in industrial areas on
the mainland go about our daily
lives relatively relaxed. Meeting
customers in the many lively
markets remains one of the pleasures
of working in consumer businesses.
One carefully plans where and when
these market excursions take place,
but they are still possible.
Corruption is another difficult
subject. The recent cabinet changes

prompted some observers to
comment that the ministries with
the worst reputations had been left
untouched. As we are heading
towards the early 2015 elections, this
is hardly surprising. Business with
government can be difficult.
However, for companies such as
ours in the consumer space,
corruption is less of an issue. After
all, we can’t bribe consumers to buy
our goods – as with anywhere else,
it is all about delivering a quality
product at the right value.
Experience shows that companies
that build a reputation for being
“serious” and correct in their dealing
with tax and regulatory bodies have
much less trouble than might be
supposed.
There are positive indications that
the federal government has identified
the plethora of agencies and the
consequent duplication of regulations
as an impediment to Nigeria’s
competitiveness.
The attendant charges and fees

that manufacturers and retailers
bemoan are tantamount to multiple
taxation. The government’s own
Oronsaye report has recommended a
drastic reduction in the number of
federal agencies. However, the
number at that level is only a
fraction of the total.
Just as burdensome is the
duplication between federal and state
bodies, which often seem in
competition for the most innovative
form of fee or levy calculation. Lagos
State has published a list of all state
bodies’ chargeable fees but they are
one of the few to do this.
The key to effective management
of this issue is active membership of
one of the many industry bodies.
The Manufacturers’ Association of
Nigeria, the Nigeria Employers’
Consultative Association and the
Nigerian Economic Summit Group, a
leading think-tank, are among the
most effective.
A collaborative approach to
industry-wide problems is

Overload: one carefully plans
where and when market
excursions take place, but they
are possible
Reuters

Despite the problems,
this market will continue
to offer opportunities
like few others

surprisingly effective, although often
frustratingly time-consuming.
Engagement with arms of
government on legislation and
regulations are also best tackled
through such bodies.
The truth is, we will be asking
when Nigeria will reach its full
potential for many more years and
in many more FT supplements, but
the market opportunities have been
here long enough for those with the
foresight, and the opportunities will
continue to proliferate.
Just take Promasidor’s example.
Twenty years ago, the founding
shareholders set up modestly in
Apapa and today we are a $300mplus revenue business.
It has not been plain sailing every
day, for sure – but despite the
security and other difficulties – this
market will continue to offer
opportunities like few others.
The writer is managing director of
Promasidor Nigeria
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Nigerian demography
Population in sub-Saharan African cities
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Businesses put faith in
‘demographic dividend’
Population Mitigating effect on poverty is unclear, reports Javier Blas

A

sk any foreign
business person
planning a large
investment
in
Nigeria why they
are betting on the country
and the response will
almost
universally
be
“population”.
With about 173m inhabitants, it is the world’s seventh most populous nation
and is growing so quickly
that the UN forecasts it will
become the third largest
before the middle of the
century, surpassing the US.
The UN’s World Population Prospects: The 2012
Revision report, released
this year, suggests that
Nigeria could close in on
China as the world’s second
most populous country by
the end of the century.
The surge in population
has two main drivers: first,
life expectancy is increasing
to an average of 52 years,
up from 46 in 2000; also the
rate of mortality in children
under five fell by more than
a fifth between 2003 and
2008.
Local and foreign business people translate such
abstract
numbers
into
potential profits. Lagos, the
commercial
capital,
is
already the most populous
city in sub-Saharan Africa
and is competing with Cairo
for the title of the biggest
on the continent.
Mukul Mathur, country
head for Nigeria at Olam,
the commodities trading
house, says the combination of economic and population
growth
makes
Nigeria
unique.
“True,
about 60 per cent of the
population of Nigeria is still
poor, but the other 40 per
cent outnumbers [the size
of the population] of South
Africa,” he says.
Omar Hafeez, managing
director in Nigeria for Citigroup, says that demographics are of particular
interest to foreign investors. “Where else on the
planet can you find a country of 175m people that is
growing at a rate of more

than 6 per cent?” he asks.
The other three countries of
similar size – Pakistan, with
185m, Brazil, with 200m,
and Indonesia, with 240m –
are growing at a slower
rate. The IMF forecasts that
Nigeria’s economy will
expand this year at 7 per
cent, compared with 6.3 per
cent for Indonesia and
about 3 per cent for both
Pakistan and Brazil.
In effect, businessmen are
betting on the premise of
the phenomenon known as
the “demographic dividend”
– the idea that economic
growth in a country is
related to an increase in the
share of its working age
population, as was the case
in Asia from 1960-2010.
However, David Bloom of
the Harvard School of Public Health warned with several co-authors in a recent

Growth spurt: with about
173m citizens, Nigeria is the
world’s seventh most
populous country
Alamy

‘Where else can
you find a country
of 175m growing
at a rate of more
than 6 per cent?’

paper that some “features
of Nigeria’s economy make
capitalising on [the demographic dividend] opportunity challenging”.
Nonetheless, Mr Bloom
and his colleagues say in
Prospects for Economic
Growth in Nigeria: A Demographic Perspective that the
country does have policy
options available that can
allow it to turn its expanding population into growth:
“With the demographic dividend, Nigeria’s economy
can be three times larger
than [it is] today in 2030,
instead of only two times
larger without the demographic dividend.”
The rapid population
growth is not all good news
– it also represents a massive challenge for the government in Abuja, which is
struggling
to
generate
enough economic growth to
absorb the millions of
young people joining the
labour market every year.
Unemployment,
which
stood at 13 per cent a decade ago, climbed to 24 per
cent in 2011, the latest year
with data available from
the IMF.
Local observers and international businessmen put
the current figure above 25
per cent, and much higher
for younger people.
Because of its rapid population growth, Nigeria is
also struggling to meet
some of the UN’s Millennium Development Goals.
While the country has
made strong progress on
some of these targets,
including reducing child
mortality, achieving universal primary education, combating diseases and improving
maternal
health,
progress in other areas has
been lacklustre. According
to the UN’s Development
Programme,
economic
growth has not generated
enough jobs and its mitigating effect on poverty is not
yet clear. “Growth needs to
be more equitable and
broad-based,” it said in its
review of Nigeria.
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Consumer
goods draw
investors even
as market dips

Brand appeal Growth may have slowed, but
the potential is alluring, writes Xan Rice

I

f any sector has come to symbolise Nigeria’s attractiveness as a
frontier market in recent years it
is consumer goods.
Consider the instant noodle. In
2008, Nigerians ate 1.4bn packets of
them, according to the World Instant
Noodle Association. Last year that figure grew to 1.9bn – more than 10
packs for each of the 173m Nigerians.
Beer is another example. Diageo
sells more Guinness in Nigeria than
in any other nation, including Ireland.
Heineken has built its biggest brewery outside Europe here.
Beer sales have grown at nearly 10
per cent a year for a decade, the
Dutch company says.
Yet there is still big potential to
expand. Average per capita consumption of beer is still relatively low at
about 10 litres a year, compared to 60
litres in South Africa, the continent’s
biggest market, and nearly 80 litres in
the US. Also, the population is young,
increasingly urbanised and growing

at 2.8 per cent, or nearly 5m people, a
year, trends that make marketers salivate.
Given these numbers, and the
reduced opportunity for high returns
in the developed world and Brics
countries since the 2008 financial
crisis, it is no surprise that international companies and fund managers
have been eager to put money into the
fast-moving consumer goods (FMCG)
sector in Nigeria.
At a corporate level, South African
businesses have led the way.
In 2012, Tiger Brands, South Africa’s
largest food company, purchased 63
per cent of Dangote Flour Mills, which
processes and markets flour, and also
produces pasta and noodles. It is not
the biggest noodle producer, however:
that honour goes to Dufil Prima
Foods, which has a 70 per cent share
of the market.
Tiger Brands also has a 49 per cent
stake in the food operations of the
conglomerate UAC. In September,

Liquid assets: beer is big business, with foreign breweries investing heavily in a market that they believe still has big potential to expand

UAC sold a similar size stake in its
restaurant businesses, which includes
the Mr Biggs chain, to another South
African-listed
company,
Famous
Brands.
For international fund managers
interested in the sector, the Nigerian
Stock Exchange has offered a way in,
through the listed local subsidiaries of
foreign parents.
Since consumer goods companies –
along with banking stocks – are the
most liquid of the shares in Nigeria,
they also attract inflows from investors seeking general exposure to the
Nigerian market. The result has been
soaring share prices.
Even after a dip in recent months,
Unilever Nigeria is up 63 per cent
over the past year, PZ Cussons 48
per cent, Nestlé Nigeria 75 per cent
and GSK Nigeria 97 per cent. Analysts
have warned that a bubble may be
developing in the FMCG share
market.
Binta Drave, who covers Nigerian

consumer stocks for Exotix, the frontier market boutique investment
bank, points out that even as the
stock prices have been shooting
upwards, earnings growth has been
slowing for some FMCG companies.
The partial removal of the fuel subsidy in 2012 has cut disposable income
for many Nigerians, Ms Drave says.
Customers have been switching to
lower-cost brands, instead of the more
expensive products marketed by the
big FMCG companies.
In addition, the insurgency by the
Boko Haram Islamist group has made

‘There’s a great
equalisation going on,
and the poor are starting
to see more benefits of
the market economy’

it much more difficult for companies
to distribute and sell their products in
northern Nigeria, where about half of
the population lives.
Recent earnings reports bear this
out. Cadbury Nigeria, for example,
saw its revenue rise by just 8.3 per
cent in the first half of 2013, compared
with the same period the year before.
Turnover at Nigerian Breweries,
which is owned by Heineken, was up
7.4 per cent in the first half of the
year. That is less than the inflation
rate, which was 8.7 per cent in July.
Investors in Nigeria would generally expect only be happy with growth
of 15 to 20 per cent, to cover inflation
and country risk, as was the case
before 2012, says Ms Drave, adding
that “broadly speaking, we take a negative position on consumer shares for
now”.
She adds: “There is modest growth,
but many companies still have price/
earnings valuations of 30 or 40, so
what is the incentive to buy at this

OneRedEye

time? It is not as if investors are tied
to Nigeria. They can put their money
elsewhere in Africa or into other frontier markets.”
Still, the long-term prospects for the
sector still look good. Gapuma, a UKbased commodities and procurement
company, has an office in Nigeria, and
imports ethanol for drinks manufacture, chemicals for household detergents and steel for home building.
Shahab Mossavat, a former trader
who now heads Gapuma’s marketing
department, says that the informal
economy in Nigeria is not captured by
the official statistics, so the consumer
market is bigger than it appears.
“At the top end, the economy has
slowed a bit, especially in construction,” he says. “But at the bottom end,
there’s a great equalisation going on,
and the poor are starting to see more
benefits of the market economy.
“For them, things like branded soap
and shampoo are becoming normal,
regular purchases.”

Jewel in the African retail crown
displays its fair share of flaws
Retail

Tolu Ogunlesi on
the rewards and
risks facing local and
foreign companies
In 2008, Samuel Ejeh, fresh
out of business school in
the US, considered taking a
stab at Lagos’s retail market,
targeting
“underserved” locations: the fastgrowing fringes of the city’s
mainland, long ignored by
retail chains scrambling for
a foothold on the islands
and parts of the mainland
that were generally seen as
more affluent.
A motorcycle-taxi ride
around his intended store
location – Akesan, a sleepylooking neighbourhood near
the main campus of Lagos
State University – settled
the matter. “I found that all
the residents had [satellite
dishes] and air-conditioners,
[and] are the owners of the
buildings. A guy who can
build a house can buy milk.
It’s a no-brainer.”
He spent 2009 and much
of 2010 raising money,
leased a warehouse that
had been long abandoned,
and opened Grocery Bazaar
in September 2010. In its
first month it made 15m
naira ($100,000) in revenues.
Three years on the 650
square-meter store’s average monthly revenues have
grown more than fivefold.
He has just opened a second
store and plans a total of 30
over the next five years.
This is not a far-fetched
dream: Addide, a local
supermarket chain that predates Grocery Bazaar, has
20 stores on the Lagos
mainland. But local companies in this market remain
few and far between.
The biggest are by far the
foreign ones and include
South Africa’s Shoprite, and
Spar – a Dutch chain run in
Nigeria by the local Artee
Group. This group also
owns Park ‘n Shop, which
has five department stores
spread across the country.
Additionally, the French
retail group Carrefour is
planning to enter eight African countries, including
Nigeria, by 2015.

Space wanted: malls are still a rarity in Nigeria

“The meltdown in the
west has made it imperative
[for retailers] to look for
other markets,” says Joseph
Ebata of DMSRetail West
Africa, a training and advisory consultancy in Lagos.
“Asia has been conquered;
the next big thing is
Africa.”
Within Africa, Nigeria is
the obvious jewel. With a
population larger than any
other African country, consistently robust growth
(above 6 per cent annually
over the past decade), rising
levels of consumption, one
of the world’s fastest rates
of urban growth and a market that is still a long way
from saturation, it is easy
to see why retailers are
looking at Nigeria.
Game, a seller of non-perishable goods that is owned
by the South African supermarket group Massmart (in
which US retailer Walmart
acquired a controlling stake
in 2011), has two stores in
Nigeria.
Meanwhile Artee plans to
open at least four Spar outlets before the end of 2014.
Shoprite, which opened its
first store in Nigeria in
December 2005 and now has
seven, sees room in the
Nigerian market for up to
44 more stores over the next
three to four years.
It is not only the supermarkets showing up; since
2012,
clothing
retailers
Woolworths, Pep and Mr

Price – all South Africanowned – have opened shops
in Nigeria.
Mr Ebata says foreigners’
efficient
organisational
structure and trained staff
give them an edge over
local competitors.
That is why he set up his
consultancy, to help create
a local cadre of professional
retailers.
The long absence of a
structured retail culture
may be partly responsible
for the crippling capacity
gaps. None of the handful of
department stores that
thrived in the 1970s and
1980s survived the ill-implemented economic reforms
that wiped out much of
Nigeria’s middle class from
the late 1980s onwards.
For the past two decades
the retail market has been
almost completely dominated by corner shops – so
-called convenience stores –
and the sprawling open
markets that dot the country’s urban centers.
Now these outlets – at
least the ones in Lagos,
which
single-handedly
accounts for half the cash
in circulation in Nigeria,
and, according to the state
government, more than 65
per cent of Nigeria’s non-oil
GDP – are increasingly having to deal with the
onslaught of urban planning authorities. These are
keen to bring sanity to a
metropolis that has long

defined by its unruliness.
Urban renewal efforts at
famous open markets in
Yaba, Mile 12, Oshodi and
Obalende, have left them a
shadow of their former
selves, however.
Meanwhile, hawkers, long
a bastion of the informal
economy in Lagos, are
already an endangered species in parts of the city.
Analysts say the future of
unstructured
retail
in
Nigeria’s urban areas is
understandably bleak; governments prefer organised
retail chains because taxing
them is easier.
But the biggest chains
require custom-built spaces,
typically within expansive
malls – a rarity in Nigeria.
Lagos, for instance, has got
only three first-rate malls,
and requires several more
to accommodate the ambitions of the multinationals.
Perhaps the biggest obstacle facing the retail trade in
Nigeria is the absence of
viable and low-cost distribution networks. Anyone who
has had to transport merchandise across Nigeria
knows how nightmarish it
can be – a dysfunctional
national postal system, confusing street numbering,
awful roads. The comatose
railway line connecting
Lagos on the coast to the
northern commercial hub,
Kano recently came back to
life, but the 1,130km journey still takes more than a
day to complete, three
times the length of a similar trip in China.
Constant power supply
and adequate security are
challenges as well. Mr Ejeh,
the entrepreneur, has since
resigned himself to regarding grid electricity as “a
back-up”. During its first
year, Grocery Bazaar ran
exclusively on diesel generators. The new outlet,
barely two months old, is
also starting life on its own
power supply.
On Christmas Eve in 2010
– the busiest sales day of
the year – a “small army”
of armed robbers arrived,
shooting indiscriminately
and killing one policeman.
Mr Ejeh says: “Our security expense went through
the roof. I learnt that without power and security you
don’t have a business.”
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Investing in Nigeria

‘Nollywood’
sets its sights
on international
acclaim

Cinema Film-making has risen from humble
origins and now follows only India in number
of movies produced, reports Tolu Ogunlesi

I

n 2008, hoping to turn Chimamanda Ngozi Adichie’s best-selling novel, Half of a Yellow Sun
into “a film that would travel
beyond
Nigeria”,
investment
banker Yewande Sadiku realised that
she would need a lot of money.
So for four years Ms Sadiku – whose
husband, Muhtar, published the novel
– took courses and webinars and sat
with experts, learning about film
financing, distribution, and intellectual property rights.
“I wanted to understand the entire
value chain,” she explains.
In 2012, she was ready to proceed
with the fundraising, aware of the
likelihood that most of her potential
investors would be Nigerian and
would have never invested in film.
The method employed was to create
a Half of a Yellow Sun fund that people invested in to finance production.
The fund had a trustee, as well as
73 legal agreements that made clear
the rights and obligations of the
parties involved. A “completion
bond”, meanwhile, served as a guar-

antee against budget and schedule
overruns.
The efforts paid off. More than 30
individuals and institutions – mainly
from Nigeria – invested in the fund.
Foreign funders included the British
Film Institute. The rest of the money
for the $8m budget came from Nigerian bank debt. Some 70 per cent of
the funding was Nigerian.
This route – applying conventional
fund management principles to the
business of film financing – was
uncharted territory in Nigeria.
“One of the reasons the Nigerian
film industry hasn’t developed is that
they haven’t had access to formal
financing,” Ms Sadiku says.
The industry she is referring to is
“Nollywood”, namely Nigeria’s own
movie business, which, according to
the UN, constitute the world’s secondlargest movie industry (in number of
films produced) after Bollywood in
India. Nollywood generates about
$250m in annual revenues.
In the early 1990s, as CDs replaced
VHS tapes across the developed

In the running: films such as ‘Half of a Yellow Sun’, which premiered at the Toronto film festival, have their eyes on the makeorbreak markets of the US and UK

world, Asian merchants shipped
large quantities of tapes to markets
that were lagging behind, such as
Nigeria.
Local businessmen hit upon the
idea of recording movies on to them
and eagerly funded the efforts of the
earliest generation of film-makers. For
its part, Nollywood learned to keep
budgets to the barest minimum.
Films had to be made and sold as
fast and as cheaply as possible. Elaborate scripts and painstaking schedules
were out. Budgets remain generally
under $30,000 and are funded by the
merchants who will sell copies of the
films, nowadays on DVD.
As film director Chris Ihidero puts
it: “Nollywood was started by people
who wanted to make money, not
films.”
In a 2012 Nigerian survey by NOI
Polls only 2 per cent of respondents
said they did not watch Nollywood
movies. The films are popular across
Africa and among the African
diaspora. They have helped launch
such successful businesses as the

Consumers and businesses
embrace mobile and internet
Ecommerce

After a slow start,
there has been an
explosion of activity,
reports Xan Rice
This year, a hospital in
Ogun state in southwest
Nigeria asked Tayo Oviosu
for help with its revenue
collection system.
Mr Oviosu, founder of
Paga, a mobile payments
company, was told the hospital had collected 40m
naira ($250,000) in the previous 12 months – much less
than it expected.
He changed the payment
system; instead of patients
handing cash to administrative staff, they gave it
to one of four Paga on-site
agents, who immediately
recorded the transaction
electronically.
In
two
months, Paga collected 40m
naira.
“I realised then why we
had initially not had a good
reception at the hospital,”
says Mr Oviosu. “The experience shows the potential
of these types of services;
they can also help stamp
out corruption.”
Paga is one of numerous
Nigerian start-ups revolutionising the way people
pay for goods and services.
Instead of using bus couriers, money can be sent
instantly by text message.
Bills for everything from
satellite television to electricity can be paid using a
mobile handset or over the
internet, freeing customers
from queueing for hours
each month. Price comparison websites allow people
to find the best deal.
Amazon-style businesses
such as Jumia and Konga
are delivering anything
from books to refrigerators
all over the country, despite
poor infrastructure and difficulty in finding addresses.
Nigeria was slower to
embrace ecommerce and
mobile payments than other
sub-Saharan African countries, such as Kenya, which
pioneered the M-Pesa text
message cash transfer system, and South Africa,
where internet shopping

and debit and credit cards
are well-established. It is
catching up fast, with local
entrepreneurs leading the
way. Mr Oviosu is a typical
example. Schooled in Lagos,
he studied electrical engineering in the US and
worked at two Californian
start-ups and in consulting
before returning home a
few years ago to found
Paga. Tim Draper, a prominent Silicon Valley venture
capitalist was an early
backer. Given the company’s growth rate, that
investment seems to be paying off.
In May 2012, Mr Oviosu
was excited to have registered 96,000 users in six
months. Today, the company has more than 832,000
users and is easily Nigeria’s
biggest mobile payments
business. It processes more
than 10 transactions a
minute – mainly money
transfers, airtime purchases
and bill payments – with
100m naira ($625,000) a day
passing through its system.
As well as large companies, such as DSTV, a panAfrican satellite television
operator, 800 small merchants accept payment on
Paga’s platform. The company has 160 staff, as well
as 3,200 agents in 25 of the
country’s 36 states, who are
driving new business.

It recently launched a
mobile phone-based savings
product to cater to the vast
unbanked population.
“People who use our services use them a lot, but we
have a long way to go in
terms of broad acceptance,”
says Mr Oviosu.
That is what excites other
ecommerce groups. Jumia,
which is part of the German
internet group Rocket, and
has attracted investment
from JPMorgan and Summit Partners, was launched

The country is
catching up fast,
with local
entrepreneurs
leading the way
in 2012 and now fulfils
many hundreds of orders a
day across the country,
from top-of-the-range BlackBerry phones to the latest
fashions from Europe and
the US.
Jumia expects strong
growth, as word spreads,
and people become more
comfortable ordering online. Fear of fraud remains
an obstacle, as does mistrust of vendors.
Sim Shagaya, the founder

Entrepreneurs: uploading music tracks for a few naira

Reuters

of Konga – Jumia’s main
competitor – says the online
retailers are an example of
the “leapfrog” technology
that can transform consumer behaviour in developing countries.
Because Nigeria has such
a small formal retail sector
– huge Lagos has only a few
modest-sized malls – the
likes of Konga are not
really competing against
bricks-and-mortar
stores,
but filling a void.
Through the internet,
competitively priced, nongrey-market branded goods,
including electronics, appliances and personal care
products, are available to a
large section of the population for the first time.
Not only the well-off are
buying. Tens of millions of
people can access the internet on their mobiles and
even
those
on
small
incomes are ordering online
to get a better deal.
Jumia has a team of travelling salespeople with tablets who help consumers
without access to the internet to makes purchases.
Neither Jumia nor Konga
require people to pay in
advance using a debit or
credit card, or even to make
a bank transfer. Customers
can pay cash on delivery –
and reject the goods if they
are not happy with what
was delivered.
Even so, the number of
Nigerians with payment
cards is growing fast. Interswitch, a local company,
stole a march on Visa and
MasterCard by launching
its own Verve card several
years ago.
These account for 18m of
the 25m chip-and-pin cards
in circulation in Nigeria,
most of them savings or
debit cards.
The volume of card purchases and ATM withdrawals nearly tripled between
2009 and 2011, according to
the
Central
Bank
of
Nigeria.
Ade Ashaye, country
manager for Visa, says:
“There has been huge
increase in the use of cards
domestically.
“But in a country of more
than 160m people, the
opportunities for further
growth are clear.”

movie streaming service iROKOtv,
dubbed “the Netflix of Africa”, and
several dedicated pan-African satellite
television channels. This year Nollywood star Omotola Jalade-Ekeinde
was named on Time’s 100 Most Influential Persons list.
In recent years, a more glitzy type
of Nigerian film, known as “new Nollywood”, has emerged. Titles include
The Figurine (2009), Tango With Me
(2010) and Last Flight to Abuja (2012).
The directors are often film-school
trained, and raise funds from personal
savings, friends and corporate sponsorship.
Due out in 2013 is 76, a romantic
drama that relives the 1976 coup in
which Nigerian head of state Murtala
Mohammed was shot dead. It took 62

‘Nollywood was started by
people who wanted to
make money, not films’

days to shoot, says producer Debie
Mangut, and cost in the region of
$500,000. Such films aspire to
classy premieres in Lagos and
abroad, industry awards and appearing on the international film festival
circuit.
Half of a Yellow Sun premiered at
the Toronto International Film Festival, the biggest in North America, in
September. The Nigerian premiere is
scheduled for early 2014. Like all Nollywood movies, the biggest challenge
it will face at home will be distribution.
Options for a movie that is not
straight-to-DVD are limited. The US
has more than 100 cinema screens per
million people, India about 12 and
Nigeria just 0.4.
Nigeria, Ms Sadiku says, lacks the
“economic capacity to deliver the
returns we need”. She is therefore
again keen to “break new ground”,
this time in distribution.
African rights to movies are usually
sold to distributors in South Africa,
but her plan is to sell the Africa

rights of Half of a Yellow Sun to a
Nigerian distributor. She can take this
risk, she says, because Nigeria, important though it be, is not the make-orbreak market.
The US and the UK are. This
explains why the film’s producers –
Andrea Calderwood (The Last King of
Scotland) and Gail Egan (The Constant Gardener) and its lead
actors Chiwetel Ejiofor and Thandie
Newton are well-known British
names.
That said, Ms Sadiku is proud of the
film’s Nigerian roots. “I call it a madein-Nigeria product, and I’m not kidding. It’s a Nigerian book written by a
Nigerian author. Twenty-nine of the
33 days of filming [took place] in
Nigeria. And the director [novelist
and playwright Biyi Bandele] is Nigerian,” she says.
Whether it will prove a hit at home
and become a Nollywood, or New Nollywood classic, remains to be seen.
“If people say it’s not Nollywood,
fine,” Ms Sadiku says. “If people say
it’s Nollywood, that’s also fine.”

18

★

FINANCIAL TIMES FRIDAY OCTOBER 11 2013

