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NIGERIAN ECOMOMIC QUTLOCE

» 1.0 Introduction

1.1 Global Economy: Sustainable or Fragile

Recovery?

The global econemy had begun to recoverin the second guarter of 2009
from the effects of the economic crisis, which started in early 2007, The
root of the problem is the default in the US subprime mortgage market.

The financial crisis erupted, despened and guickly moved across asset
classes, markets, and economies. The resultant effect was the failure of
saveral major financial institutions in the United States and Europe,
MNotable amangst them are Lehman Brothers (an investment firm of aver
150 years), Washington Mutual ($330 billion thrift) and Merrill Lynch
{acquired by Bank of America), The investrent banking model was
deemed to be broken and firms such as, Goldman Sachs and Margan
Stanley, changed their status to commercial banks in the wake of the
crisis. This move allowed both banks access to emergency funding from
the US Federal Reserves.

The stock and commodity prices collapsed between 2008 and 2009,
Crude oil prices, which hit a record high of $147.27 per barrel (ph) in Q3
2008, declined precipitously, and by December 2008, oil price stood ata
d-year low of $35.4pb. The global economy essentially ground to a halt
with econamies plunged into recassion (and in the case of leeland
outright bankruptcy) and concerns moved from finandial market crisis to
the real possibility of & global economic collapse not seen since the great
depression of the 1920s.

Nevertheless, there are emerging signs of economic recavery in major
industrialized economies which is manifested in a slower rate of output
decline. Us GDP grew by 3.5% in Q3 2009 from 0.7% contraction in QZ;
UK slowed in contraction from 5.5% year-on-year in Q2 to 5.2% and
Eurozone dechned by 4.1% year-on-year in Q3, up from 4.8% dedine in
Qz.

The improvements were due to massive injection of iquidity into the
financial system via {loosely coordinated) stimulus programmes by
governments across the world. The measures included bank guarantess,
as well as capital injections 1o ailing institutions to avoid contagion and
restore the integrity of the financial markets. These measures reduced
uncertainty and increasad confidence, thus, fostering improvements in
financial conditions, as evidenced by a weak but gradual rebound in
international capital flows.

According to recent estimates from the International Monetary Fund
{IMF}, global GDP is projected to graow by 2.5% in 2010, with the bulk of
the growth expected to come fram emerging countries like China and
India. China is expected to grow at a robust 8.9% by end-2009
according to a recent forecast, Global economic activity which grew by
3.0% in 2008 is estimated to contract by -1.1% by end-2009. The
immediate effect of the massive fiscal, monetary and financial sector
support pragrammes by respective governments acrass the world is the
growing strain on public finances. This has continued to raise concerns
about their sovereign credit ratings, as countries have increasingly
shown symptoms of a possible default on debts.

A major debate an the appropriate timing of winding down of these
stimulus measures to proactively control inflationary tendencies is
angoing. Meanwhile, hasty contractionary monetary and fiscal
measures would certainky disrupt the slow global recovery process, and
stifle economic growth. Europe, United States and India, amongst
athers, have unveiled plans to commence a systematic withdrawal of
their stimulus packages.

Itis worth nating that the global economic recovery isin its early stages
and remains largely tentative. The expectation is that growth would be
gradual in the shart-medium horizan and far the entire 2010 period.
This is partly due to the high unemployment rates across countries,
amid rising energy costs and commodity prices. The recent rise in crude
ail prices has continued to generate concerns about a resurgence of
inflation and the possibility of benchmark interest rate hikes in the near
future,

1.2 Migerian Econormy

1.2.1 Socio-Political Landscape: A Mix of Violence
and Policy Stunts

Migesia's pelitical envirenment was relatively stable in 2009, especially
with the conclusion of most governorship and parliamentary re-run
elections in the country, In the meantime, debate an canstitutional
reforms, including an amendment of the Electoral Act and a review of
the revenue allacation formula was carried aut,

Migena's rating on Transparency Internationals Corruption Index for
2009 improved from 147th position in 2008 to 121st out of 180
countries surveyed. The agency attributed the improvement to some
legal and institutional changes that were introduced to combat
corruption. Although a measure of success was achieved in the fight
against carruption, their prosecution often suggest lack of political wall
to punish erring officials, The poor ranking has continued 1o
undermine the country's image in the comity of nations given Nigeria's
position as the secand largest economyin sub-Saharan Africa.

In August 2009, Standard & Poor's (5 & F) cut Migeria's sovereign credit
rating from BB- to B+, The rating agency cited the country's costly
bailout package of N40O billion ($2.6 billion) for the first 5 banks that
were audited, as wel as dwindling crude oil revenues as being
responsible far the downgrade. The agency, however, noted that the
financial, economic and pelitical risks are balanced by a strong external
and fiscal balance sheet and that the banking reform is a welcome
development. S&P observed that the dwindling oil cutput at 1.7
million bpd in August 2009, which was well below 2009 budgeted
figure of 2.3 million bpd, would likely present some revenue challenges
and resultin budget deficit (4.5% of GDP).

The upheaval in the restive Niger Delta region subsided following
Federal Government's &0-day amnesty programme. The measure
cantributed to political stability as some notable militants embraced
the peace deal. As a result, government's revenue which came under
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