Weekly Insights
What if Crude Oil Prices Continue to Drop? FSDH Research Discusses Possible
Implications for the Nigerian Economy
FSDH Research notes the significant drop in the price of crude oil
in October 2018 and highlights implications on the Nigerian
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economy should the price continue to fall. According to data
obtained from the US Energy Information Administration (EIA)
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Short-Term Energy Outlook (STEO) in its report for November
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2018, crude oil prices declined in October at a faster rate than in
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any month since July 2016. Brent spot crude oil price declined by
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U$10/b in October to close at U$75/b. Similarly, Bonny Light crude
oil price declined by 16.01% in October to close at US$73.34/b.
Crude Oil Price (Bonny Light),US$/b Yearly Average Price

The price of Bonny Light crude oil dropped further to US$71.31/b
as at 7 November 2018. This represents a drop of US$16.35/b from
the highest price of US$87.66 recorded in October 2018.
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The decline in oil prices is attributed to two major factors: the
indication of a global economic slowdown, and the higher-than-
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expected global crude oil supply. The International Monetary Fund
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(IMF) revised its global economic growth rate forecasts for 2018
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and 2019 down by 0.2%; this revised forecast was published in the
IMF’s October edition of the World Economic Outlook (WEO).
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Additionally, the expected drop in the global crude oil supply due to
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US sanctions on Iranian crude oil may not materialise, as a number
of other countries are making arrangements to buy the Iranian
crude oil.
Crude oil is important to the Nigerian economy as the major source
of revenue for the Government and the largest supplier of foreign
exchange to the country. A significant drop in either the price of
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crude oil or production will directly have a negative impact on the
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fiscal position of the country. It will also cause major
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macroeconomic instability, particularly in the exchange rate and

160

inflation rate. FSDH Research analysis of the HY1 2018 Foreign
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Trade Statistics released by the National Bureau of Statistics
(NBS) shows that crude oil exports accounted for 80% of total
exports. This follows a historical trend as, on average, crude oil
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exports between 2015 and 2017 accounted for 78% of total
exports.
Oil revenue represents a significant proportion of Nigeria’s
revenue. Lower revenue will mean the government may not be
able to undertake necessary capital expenditure and will hinder

17%
15%
13%
11%

economic growth. It may also lead to a devaluation of the currency
because of a drop in the foreign exchange supply. A rising inflation
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rate will be associated with currency devaluation; and naturally, the
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monetary policy response to a rising inflation rate is to increase
interest rates. These likely scenarios will lead to an increase in
finance costs for both companies and government. An economic
recession is not far from these developments. These were the
events that happened in Nigeria from 2014 through to 2017.
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Sources: National Bureau of Statistics (NBS), Thomson Reuters,
Central Bank of Nigeria and FSDH Research

FSDH Research notes that the crude oil market developments in
2018 and 2019 appear better than in 2017. The average price of
Bonny Light crude oil in 2017 stood at US$55/b, the average year
till date in 2018 is US$74.37/b. The EIA’s forecast price of Brent
crude oil indicates that Bonny Light crude oil should trade above
US$70/b in 2019. Despite these fairly positive developments, we
are aware that the crude oil market is very volatile, therefore it is
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crucial to learn from the events that happened in 2014 through to
2017 in order to take proactive measures against unwarranted economic crisis in Nigeria. Government at all levels
must intensify efforts to implement policies that will grow the non-oil sectors of the economy.
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For enquiries, please contact us at our offices:
Lagos Office: 5th-8th floors UAC House, 1/5 Odunlami Street, Lagos. Tel: 234-1-2702880-2; 234-1-2702887
Port Harcourt Office: 2nd Floor, Skye Bank Building (Former Mainstreet Bank Building) 5 Trans Amadi Road,
Port Harcourt. Tel: 234-8024081331
Abuja Office: Leadway House (First Floor), Plot 1061 Herbert Macaulay way, Central Business District, AbujaNigeria. Tel.: 234-9-2918821
Website: www.fsdhgroup.com
email: research@fsdhgroup.com
Our Reports and Prices are also Available on Bloomberg {FSDH<GO>}
Disclaimer Policy
This publication is produced by FSDH Merchant Bank Limited solely for the information of users who are expected to make their own investment
decisions without undue reliance on any information or opinions contained herein. The opinions contained in the report should not be interpreted as
an offer to sell, or a solicitation of any offer to buy any investment. FSDH Merchant Bank Limited may invest substantially in securities of companies
using information contained herein and may also perform or seek to perform investment services for companies mentioned herein. Whilst every care
has been taken in preparing this document, no responsibility or liability is accepted by any member of the FSDH Merchant Bank Limited for actions
taken as a result of information provided in this publication.
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