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hCrunch & Dvsfunctional Economic Structure Slows Growthin 01202

Highlights

¢ Real GDP in Nigeria rose by 2.31%, year on year in the first quarter of 2023, considerably slower than 3.52%
recorded in Q4 2022 and 3.11% in Q1 2022 with agriculture contracting for the first time since the 1987, industry
continuing its contractionary trend and services driving growth.

e Continuous slow and fragile growth was due to the dysfunctional economic structure where oil determines 62% of
the economy directly and indirectly and worsened by the naira redesign induced cash crunch in Q1 2023.

e GDP is expected to remain sluggish and fragile for the rest of the year.We are revising our 2023 annual GDP growth
forecast down from 3.0% to 2.85% for 2023

Event tricity production, water supply and construction, reversed

its seven-quarter long contraction growing by 0.31% in
Real Gross Domestic product (GDP) in Nigeria rose by Q1 2023, compared to -0.94% in Q4 2022 and -6.81% in
2.31%, year on year in the first quarter of 2023, considerably Q1 2022. Accordingly, the non-oil grew by 2.77% in Q1
slower than 3.52% recorded in Q4 2022 and 3.11% in Q1 2023, compared to 4.84% in Q4 2022 and 6.08% in Q1
2022. Growth was driven by the services sector, which grew 2022, while the oil sector, which has contracted since Q1
by 4.35%. The agricultural sector recorded its first contrac- 2020, further declined by -4.21% in Q1 2023 compared to
tion in over several decades, contracting by-0.90%, com- -13.38% in Q4 2022 and -26.04% in Q1 2023.

pared to 2.05% in Q4 2022 and 3.16% in Q1 2022. Industry,
which includes manufacturing, mining, and quarrying, elec-
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Analysis/Opinion

The slowdown in Q1 2023 GDP does not come as a sur
prise. We had earlier anticipated a GDP growth of about
2.0%, largely due to the dysfunctional structure of the
economy, where 62% is directly and indirectly dependent
on the oil sector, but also due to the impact of the naira
redesign policy on the informal sector which accounts for
between 30% to 40% of GDP and relies on cash for over
80% of its operations.

A dysfunctional Economic Structure

With respect to the dysfunctional economic structure that
characterizes the Nigerian economy, we find that rather
than the general categorization of the Nigerian economy
into an oil sector contributing about 6-8% of the GDP

and a non-oil sector accounting for the rest, in actual fact,

Nigeria' s economic structure can be better imagined as

a house built on 3 pillars, including, firstly, an oil sector
which rightly contributes about 7% of the GDP. Secondly,
a largely consumption driven non-oil sector which relies
significantly on the oil sector and accounts for another
55% of GDP but that relies on foreign exchange remittanc-
es from the oil sector and other capital inflows which also
depend largely on the fortunes of the oil sector, to finance
the imports of intermediate/finished goods and imported
services to meet domestic demand. For example, man-
ufacturing, real estate, public admin, trade, construction,
electricity, and water. Thirdly, an investment driven non-oil
sector, not significantly dependent on the oil sector and
which accounts for the remaining 38% of the economy
such as telecommunications, agriculture, arts, entertain-
ment, recreation, accommodation and food services and
motion pictures, sound recording and music production.
The implications of operating in this structure, is that it

Nigeria Economic Potential: Macro Dysfunction- 3 Pillars of the Nigerian Economy
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restricts the level of growth the economy can achieve to
prevailing conditions in the oil and gas sector because
over 60% of the economy is tied directly and indirectly to
the performance of the oil sector. It also means Nigeria
has essentially been supporting its economy on one pillar
it can control, supported by two other shaky but more
dominant pillars that are largely out of its control. This also
partly explains why Nigeria's economic growth since the
covid pandemic has been slow and fragile and has been
stuck in recovery mode and unable to move into the take
off stage since the 2015 and 2019 recession
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ExitRecession

e 70-80% of govemment reuenue/FX
e Unstable and winerable to earnings
instability

Consumption -driven Non-oil Sector

e manufacturing, real estate public admin,
trade ,

e depend largely on the fortunes of the
sector

38% Investment-driven Non-oil Sector

e some agric, ans entertainment,
Telecommunications and ICT

e uses local inputs and labour for
production

Take off

e Sustainable and
inclusive growth

e |ongterm
growth
trajectory

Economicrecovery

Process of getting
back to pre-recession
output level

Positive GDP
growth



The oil sector has contracted for 12 consecutive quarters
from Q2 2020 to Q1 2023 and for 24 quarters of the 36
quarters since 2015, recording an average contraction
during the period of -5.45%. Accordingly, average GDP
growth recorded 1.37% during the same period. Given the
long period of contraction in the oil sector and its impact on
55% of non-oil sector activities since 2015, it is therefore,
the third pillar of the economy accounting for just 38% of
the economy that has been largely responsible for driv-

ing growth in the Nigerian economy since 2015 and this

explains why the economy has struggled to grow signifi-
cantly beyond the 3-4% range for the most part since 2015.
Accordingly, in Q1 2023, the part of the economy not as
dependent on the oil sector, such as telecommunication
services and ICT grew stronger, while those that rely more
on the oil and gas sectors such as trade and manufacturing
either grew slower or contracted. Public administration
which is also heavily dependent on the oil sector main-
tained its growth largely due to public debt accumulation.

Oil Production(MBPD)
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Cash Crunch Real Trade Sector Year-on-Year Growth
The second issue in Q1 2023, relates to the naira redesign 2
policy and its negative impact on informal sector operations 20
in Q1 2023. Following the CBN's currency redesign policy, 15
currency in circulation dropped from N3.28 trillion in De- R 10
cember 2022 to N1.38 trillion in January and N982.0 billion 5
in February 2023 and N1.62 trillion in March 2023. Accord- 0
ingly, major sectors and largely informal sector activities, 5
including agriculture which recorded its first contraction 10
since 1987 manufacturing, trade, administrative and sup- 15
port services, and other services all either grew slower or 20
contracted during the period. S 8 8 8 585858588
2016 2017 2018 2019 2020 2021 20222023
Real Agriculture Year-on-Year Growth
5.0 The resilience of road transport which grew by 8.02% in Q1
0 2023, compared to -0.68% in Q4 2022 and -24.63% in Q1
2022, and which has a substantial informal sector and cash-
< based component, and which has been subjected to very
2.0 high transport costs inflation is however a major surprise. It
x % will suggest conditions in the transport sector were better
for the economy in Q1 2023 than in Q1 2022 despite cash
O B O A O shortages and higher transportation costs and better than
R O T L A L R B L L B in Q4 2022 despite the yuletide season. We attribute this
. 20150 | FEONE | 204K | GTOMR | 20207 | 20 | 2022 unexpected, betterthan-expected performance in transport
GDP to the general elections.
RealManufacturing Sector Year-on- Year Growth
p Given developments in the first quarter of the year, our
6 macroeconomic model has adjusted our GDP forecasts for
; 2023 from 3.0% to 2.85%. We anticipate growth in Q1 and
® for the rest of the year will continue to be driven by govern-
-j ment consumption expenditure and government invest-
& ment growth with household consumer demand struggling
:; in the face of high and rising inflation and in the presence
5 3535353535353 s of negative real wages and higher unemployment. We also
2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 2023 expect private investment to remain flat with investors




waiting to see the direction of the new government. We also anticipate slower growth in net exports given the continuous
challenges being faced in the oil sector.

Gross Domestic Product At 2010 Constant Basic Prices (%)

2023
2 |6 | o [
Activity Sector
Agriculture 3.16 120 134|205 |1.88 |0.90
1. Crop Production 2.97 1.54 1331241 |2.01 |1.93
2. Livestock 5.55 (2.87) 1.55 -1.59 0.61 230.57
3. Forestry 1.37 1.29 2191163 [1.62 |1.24
4. Fishing 3.14 0.89 0.36 23.02 0.47 -2.92
(25.89) | (11.09) |(21.31) -11.39 -18.16 ;}.96
5. Crude Petroleum and Natural Gas (26.04) | (11.77) |(22.67) -13.38 -19.22 ;f.21
6. Coal Mining (12.97) | 36.06 |(43.49) -17.44 6.24 |[1.19
7. Metal Ores 30.76 | (25.48) | 36.24 -1.97 15.98 | 52.56
8. Quarrying and Other Minerals (13.72) |22.15 |39.61 |23.68 |27.52 |0.23
5.89 3.00|(1.91) [2.83 |245 |1.61
9. Oil Refining (44.26) | (42.12) | (44.70) ;39.23 ;11 .93 55.84
10. Cement 9.57 4.88 413(3.89 |565 |[1.58
11. Food, Beverage and Tobacco 9.81 511|(4.05) (494 |3.86 |3.90
12. Textile, Apparel and Footwear (1.23) [(2.83) |(3.98) -1.17 -2.23 ;3.68
13. Wood and Wood Products 227 2.84 2.19 -2.12 1.28 |2.64
14. Pulp, Paper and Paper Products (1.42) 1.73 | (4.14) -1.26 :I.47 1.57
15. Chemical and Pharmaceutical Products | 10.33 929 1.09|7.06 [9.44 |6.22
16. Non-Metallic Products 3.55 3.40 4.00(4.18 |3.79 |[243
17. Plastic and Rubber products 0.35 298((3.92) (133 |0.18 [1.01
18. Electrical and Electronics (4.87) 1.80 2.56 | 4.1 1.23 6.81




0.46

19. Basic metal , Iron and Steel (1.48) 2.70 2991179 |1.46
20. Motor vehicles & assembly 5.01 (7.96) 269431 |0.95 |5.41
21. Other Manufacturing 2.81 2.58 2541259 |264 |297
22. Electricity, Gas ,Steam and Air Condition- -
ing Supply (11.20) [(11.48) [(3.56) [15.22 |2.21 |9.53
23. Water Supply, Sewerage, Waste Manage-
ment And Remediation 13.22 |23.73 3.89(8.81 |13.62 |5.57
24. Construction 4.83 4.02 552|3.80 |4.54 |3.27
25. Trade 6.54 4.51 5.08/4.54 |5.13 |1.31
26. Accommodation and Food Services 1.93 3.03 6.77 1512 |4.22 |3.59
Transportation and Storage (17.41) |51.66 |4159 [0.78 |15.20 |9.36
27. Road Transport (24.63) |56.38 [49.68 |0.68 |15.14 [8.02
28. Rail Transport & Pipelines 124.54 | (37.90) | (29.91) |3.81 |[2.24 |49.08
29. Water Transport 7.58 3.02(19.48 |[21.09 |14.11 [18.44
30. Air Transport 50.68 |22.45 |14.58 [18.01 |26.23 |19.45
31. Transport Services 8.41 4.90 6.66(3.82 |555 |7.75
32. Post and Courier Services 3.1 4.91 5.36[5.13 [4.33 |2.35
Information and Communication 12.07 6.55(10.53 |10.35 [9.76 |10.32
33. Telecommunications & Information
Services 14.50 7.71(10.06 [11.24 |10.72 [11.71
34. Publishing, 3.27 3.43(12.06 [4.35 |559 |2.41
34. Motion Pictures, Sound recording and
Music production 3.15 (6.01) (2241 |(456 |5.82 |2.68
36. Broadcasting 3.45 4.90 6.586.91 |5.37 |6.30
37.Arts, Entertainment And Recreation 2.30 0.11 7.79|7.52 429 |547
Financial And Insurance 2324 1848 [12.70 |11.61 |16.36 |21.37
38. Financial Institutions 2543 |20.06 |12.03 12.41 | 17.24 | 24.96
39. Insurance 7.77 6.96(19.09 (2.21 |8.68 |8.01
40. REAL ESTATE 4.44 4.42 456278 [3.95 |1.70
41. PROFESSIONAL, SCIENTIFIC AND TECH-
NICAL SERVICES 1.85 1.96 2231292 |2.28 |3.08




42. ADMINISTRATIVE & SUPPORT SERVICES |3.73 2.06 3.93(2.86 |3.16 ;1.64
43. PUBLIC ADMINISTRATION 1.92 2.01 2331143 |1.90 |2.03
44. EDUCATION 1.87 1.16 1.10(1.23 [1.35 |0.72
45. HUMAN HEALTH AND SOCIAL SERVICES |5.91 2.23 4581420 |4.20 |2.46
46. OTHER SERVICES 3.14 3.05|(2.67) |0.06 |1.07 -20.05

GDP at 2010 constant price

Net Indirect Taxes on Products 65.09 |(8.22) |10.30 |11.18 |14.19 [9.08
GDP Constant Market Price 3.60 3.40 2.38|3.64 |3.25 |240
CONTRIBUTION TO GDP
AGRICULTURE 22.36 23.24 29.67 26.46 25.58 21.66
INDUSTRIES 21.47 19.40 18.37 1727 19.02 21.05
SERVICES 56.17 2735 51.96 56.27 535.40 a7.29
100.00 100.00 100.00 100.00 100.00 100.00
NON OIL 93.37 93.67 94.34 95.66 94.33 93 19
OIL 6.63 6.33 5.66 4.34 2.67 6.21
100.00 100.00 100.00 100.00 100.00 100.00
2022 2023
GROWTH Q1 Q2 Q3 Q4 Total Q1
AGRICULTURE 3.16 1.20 1.34 2.05 1.88 - 0.90
INDUSTRIES (6.81) - 2.30 - 8.00 - 0.94 - 4.62 0.31
SERVICES 7.45 6.70 7.01 5.69 6.66 4.35
REAL GROWTH RATE 3.1 3.54 2.25 3.52 3.10 2.31
REAL GROWTH RATE 3.60 3.40 2.38 3.64 3.20 2.40
NON OIL GROWTH RA’ 6.08 4.77 427 4.44 4.84 20T
OIlL GROWTH RATE (26.04) - 11.77 - 2267 - 13.38 - 19.22 - 4.21

Source: National Bureau of Statistics (NBS)
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