





Nigeria's financial services industry is booming

About $2B flowed into the stock exchange last year, drawn by returns
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Nigeria's capital markets are exploding, thanks to the confluence of foreign and domestic demand, and a determined governmental focus on reform over the past five years. 

Last year, the Central Bank of Nigeria launched an ambitious 13-year plan that aims to "engineer Nigeria's evolution into an international financial center." 

"Nigeria has Dubai-like ambitions," said Marc Zeepvat, research director for Trans-National Research Corp. in Ramsey, N.J., a macro research firm for hedge funds and institutions. His company led a delegation of portfolio managers that visited Nigeria in November. 

The equivalent of $2 billion flowed from foreign portfolio investors into the Nigerian Stock Exchange last year to take advantage of returns of up to 300%. The NSE all-share index grew by 75% during the 2007 calendar year. 

"During the last six months, we have seen about $3 billion to $4 billion come in from hedge funds," said Bismarck Rewane, managing director of Financial Derivatives Co. Ltd., an economic-research and asset management company based in Lagos. 

New investment capital and brokerage firms have been proliferating to meet both foreign and domestic demand. "For every one financial contact I had six years ago, there are now a dozen more," Mr. Zeepvat said.

Returning expatriates, trained in London and New York, are filling the ranks of Nigeria's financial professional elite. 

The oil-rich mid-African country sits on the Atlantic coast. Its 140 million people, including 70 million Muslims and 60 million Christians, represent three main ethnic groups and speak about 250 different languages. 

Nigeria is the most-populous country in Africa and the eighth-most-populous in the world. 

"The democratically elected government set in motion a series of reforms that led to macroeconomic stability," said Okey Enelamah, chief executive of African Capital Alliance, a private-equity and alternative-investment firm in Lagos that manages $178 million in assets. 

These reforms include international-debt relief, banking consolidation (from 89 banks down to 25 megabanks), pension reform, insurance reform and capital market reforms expected this year. 

In 2006, Nigeria received its first-ever sovereign rating, BB-, putting it in the same class as Brazil. 

"In addition to creating a pool of local capital to be invested, the reforms made Nigeria an attractive destination for foreign investments. For example, U.S. and European financial firms joined with local banks to manage Nigeria's foreign-exchange reserves, which currently stand at $54.4 billion," Mr. Enelamah said. 

"The main growth driver is a combination of foreign institutional funds and a better understanding of the market by Nigerian retail investors," said Gboyega Balogun, chief executive of CSL Stockbrokers Ltd. in Lagos. He also manages the Legacy Fund, a unit trust sponsored by his firm, which is open to foreign and non-resident retail and institutional investors. 

The process for American retail investors is very straightforward, Mr. Balogun said. 

"You open an account with a Nigerian brokerage house, then you can go through a bank [in your country] that has a relationship with [the Nigerian] bank," he said. "You will receive a certificate of capital importation that provides evidence that the bank has brought in your funds." 

The certificate allows the foreign investor to redeem funds upon presentation. 

U.S. retail investors can also get exposure to Nigeria through mutual funds such as the new T. Rowe Price Africa & Middle East Fund (TRAMX), which includes the country as one of its primary focus markets. The fund has taken in more than $400 million from retail investors and returned about 29% since its inception five months ago, according to Robert Benjamin, Baltimore-based T. Rowe Price Investment Services Inc.'s public relations manager.

Nigeria still faces many serious challenges, especially infrastructure problems. 

The country is plagued by rolling blackouts, inadequate roads, corruption, manpower shortages and poor corporate governance. 

Nonetheless, "there are strong indications that the bumper harvest of 2007 may be a child's play compared to what would happen this year," according to an article last month in Leadership, a Nigerian newspaper based in the capitol, Abuja. 

"With the system becoming highly liquid through higher earnings from oil, and decaying infrastructures making investment in the real sector of the economy perilously unattractive, the capital market remains the only avenue to invest idle funds," the article said. 

"We're seeing the deepening of the capital markets and a diversification of the investor base," Mr. Zeepvat said. 

"Nigeria is becoming a destination for 'crossover money,'" he said. "We know of about 60 institutions that are actively looking there."

