A HALF YEAR RE\
BY BGL PLC

The global economy continues to reel from the shock of the
near meltdowninthe Eurozonein2011. Inthefollowingpiece,
BGL Plc, one of Nigeria’s leading financial conglomerates,

offers areview of the performance of the Nigerian Economy
in the first half of 2012.
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he turbulence in the global

economy has persisted well

into 2012. Growth in many ad-

vanced economies has stalled;
Emerging Market leading-lights stutter
while others have entered a double dip
recession as a result of sustained delever-
aging by economic agents. And the impact
is spreading to Pioneer markets and devel-
oping countries as demand gets weaker
and prices decelerate.

At home, the challenges of managing sig-
nificany insurgencies in the northern part
v continue to pose great risk

1o th . environment- despite stol-
riwe south and middle-belt of

willating global demand

! on commodity prices is

ofrn

| sustainability via the

skev . oit economy (below 15% of
Grogs omestic Product, but up to 90% of
Federal Government forex revenues).

Despite these challenges however growth,
remained above average- albeit at a slight-
ly lower pace. Confidence may be low but
the commitment of the fiscal and mon-
etary authorities to sustaining a stronger
financial system, as shown by the progress
made thus far in the reforms of the bank-
ing sector offers respite. Regarding fiscal
policy, the battle to rein-in fiscal excesses,
the rising and burgeoning domestic debt
profile, and corruption remain key points
of success to the management of the econ-
omy. We have also seen greater effort with
regards to rebuilding infrastructure, sus-
taining the power sector reform via the
resolution of gas infrastructure challenges
and privatisation, and reforming agricul-
ture for the much needed diversification
of the economy.

Euro zone crisis remains a clog in the
wheel of global economic progress
Global growth essentially stalled in the
second quarter of 2012, and still looks
bleak in the second half of the year. The
deepening euro zone crisis has had an
undeniable effect on the US and Chinese
economies and, by extension, on much of
the rest of the world. Europe’s debt crisis
has veered sharply from one deadline, one
election, one bank near-failure, one bail-
outtoanother. The Euro zone has survived
despite increasing speculations about a

possible Greek exit. We have also seen
Spain become the fourth euro economy
to seek bailout, and Finland and Nether-
land threatening to exit the euro in protest
against the decision on direct bond buying
by the ESM bailout fund, although with
less than 15% of the voting rights, they may
not have enough clout to stop it.

The crisis is spreading rapidly to the
emerging markets and developing
countries

Despite theincreasing role of domesticde-
mand in many developing countries, most
cannot grow at anything approaching
trend rates if economic activity remains
chronically slow in the advanced econo-
mies. Many emerging markets, especially
in Latin America and Africa, are currently
being hurt as the demand for commodi-
ties falls, bringing prices down globally.

‘ ‘ The deepening

euro zone crisis has
had an undeniable
effect on the US and
Chinese economies
and, by extension,
on much of the rest
of the world”

China is currently facing a deceleration in
consumer prices. As the threat of a slump
in commodity prices increases, countries
such as Brazil, South Africa and Nigeria
face the possibility of reduced capital in-
flows, weaker currencies and slower eco-
nomic growth.

Domestically, dealing with rising in-
surgence, public resources manage-
ment and a lot more has kept the hands
of the government full in the face of
higher public expectation

The first half of the year was characterised
by increased agitation for transparency in
governance, efficient public service de-
livery, and effective justice and security
systems by the citizenry. While the atti-
tude of government officials may not have
changed significantly in response. The
increasing debates around government
policies and actions suggest a higher level
of awareness that could ultimately deepen
democracy in Nigeria.

In this respect, a semblance of robust par-
liamentary activities was witnessed in the
National Assembly as the two chambers
increased their oversight functions via
publichearings and probes of various mat-
ters of contention. From the fuel subsidy
regime probe, the capital market probe,
and the pension probe to the public hear-
ing on the proposed revision of the Cen-
tral Bank of Nigeria act, revelations on the

weaknesses in governance and the demo-

cratic structure as well as the strength of
our legislative system have been on dis-

play. Some of these have resulted in the

recovery of a substantial amount of money

being held illegally or outside the consoli-
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dated revenue accountback into the cof-
fers of the federal government.

The increased number of terror attacks
and sporadic violence by the “Boko
Haram” insurgencies and Middle-belt
ethno-religious unrests in the Northern
part of the country, and the crash of the
Dana airline plane that claimed the lives
of over 150 people were the low points
of the period under review. The persis-
tent incidence of oil bunkering, pipeline
vandalism and illegal refining in the Ni-
ger Delta region - apparently costing the
nation an estimated 17% of revenue via
production losses- also came to the fore.
Allthese put pressure on the nation’s se-
curity infrastructure; suggesting justifi-
cation for a likely increased spending on
security in addition to the current allo-
cation of 20% of the 2012 appropriation.

Additionally, the fuel subsidy rumpus
and the subsequent probe by the Fed-
eral Government- which uncovered up
to US$3billion in questionable claims-
have slowly headed toward resolution.
One of thefiscal issues that the subsidy
probe threw up is the challenging gov-
ernance regime in the Oil & Gas sector
of the economy. Fortunately, many of
these issues could be addressed by the
stern investigative stance of the execu-
tive and legislative deliberation on the
stalled Petroleum Industry Bill (PIB)
which the last parliament was unable
to pass into law because of underlying
complexities to overhauling a decades-
old law. The special committees set up
by the Ministry Of Petroleum Resourc-
es toreview and possibly revise the bill
completed the task during the period
under review. We are optimistic that
the revised bill when presented would
receive speedy treatment by the cur-
' rent parliament. When passed, the bill
is expected to signal a new dawn in the
 0il & Gas sector of the economy espe-
cially in tackling the key governance,
gulatory and commercialisation is-
ect this process to be con-

Key Macroeconomic Indicators

\End Q4 2011 |End @i, 2012 [E

MPR (%) 12.00 12.00 12.00

Infl. Rate (y-o-y) (%) 10.30 12.10 12.7°*

Interbank Rate (%) 14.00 14.66 16.06

T-Bill Rate- 90 days (%) 1535 15.55 15.10

Bond Rate 10Yr (%) 15.55 15.41 15.45

NSE YTD Return % (16.13) (0.09) 4.21

M2 (% Change ytd) 22.30 (3.00) (1.00)

Net Credit to the Economy (% | 38.40 8.00 4.00

Change YTD) ey s
Net Foreign Assets (% Change | 13.90 (1.00) 9.0¢

YTD) s i
Cons Dep. Rate (%) 6.50 6.56 6.6 5
Prime Lend Rate (%) 17.97 17.28 16 R
Max Lend Rate (%) 23.30 23.28 23 ]
Official FX (N/US$) 158.27 157.37 156 4
Interbank FX Spread (N/US$) | 1.83 0.08 6.0¢

Fx Reserve(US$bn) 32.89 35.80 36.70 %
Total Public Debt (US$bn) 491 4441 45.98 |
Oil (US$/barrel) 104.70 126.10 9520

Source: The Economist

ening and other structural constraints
may have begun to weigh down on do-
mestic output growth
Although the economy grew, in real
terms, by 6.17% in the first quarter of
2012, the growth rate represents a de-

growth to 7.93% in the first quarter of
the year compared to 8.73% in the corre-
sponding period of 2011. Across the non-
oil sectors, the performance of the agri-
culture, manufacturing and wholesale &
retail trade sectors especially, declined.

cline from 7.13% in the first quarter of
2011. The slowdown in growth is attrib-
uted to the reduction in non-oil sector
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The National Bureau of Statistics (NBS)
in its annual economic outlook report
forecasted that economic growth is
likely to slow down substantially to 6.5%
in 2012 from 7.36% in 2011. The perfor-
mance of the economy in the first quar-
ter of the year however surpassed the
forecast of 5.3¢4% for the quarter. The
NBS attributed the projected slowdown
in output to the combined impacts of
external shocks from subsisting and po-
tential growth concerns from the devel-

oped economies especially the US and
Evirer= und a likely reduction in oil pro-
duct e + o the increasing number of

Su LLlONS.

‘¢ and production loss-
isks tofiscal sustainabil-

Wi cstimated total revenue for
the 512 may not have been directly af-
onsidering that the oil price was
substantially above the US$72 per barrel
benchmark, at an average of US$115.5pb
and a low of US$gopb between January
and June, the accretion to the excess
crude account (ECA) narrowed. At the
end of the first half of the year, therefore,
the total amount in the ECA was esti-
mated at US$5.3 billion, barely sufficient
for a two-month buffer in case of a fiscal
shock.

fected ¢

In May, indications emerged that the
implementation of the 2012 appropria-
tion act may not be different from the
patterns seen last year, especially in
relation to the management of subsidy
payments. Reports from the Ministry of
Finance on the fuel subsidy regime in
2012 indicate that out of the N888 billion
budgeted for subsidy payments in 2012,
a total of N468 billion was expended in
the first five months of the year out of
which N4s1 billion was payment for the
2011 subsidy arrears. This is 48% higher
than the N232 billion budgeted for the
payment of the 2011 subsidy arrears in
the 2012 Appropriation Act. The Min-
istry therefore suspended further fuel
subsidy payments and concentrated on
the audit of the subsidy regime in order
to unearth the source of the leakages.

Central Ban'( of ngena headquarters Abuja

It has been estimated that an additional
N634 billion may be required to fund the
fuel subsidy in 2012.

While improved agricultural produc-
tion and hopefully positive oil econo-
my may help to boost output in 2012,
the potential high inflationary impact
might depress real output

Inflation is projected to reach an aver-
age of 13.7% or higher in 2012. This has
been attributed to the lingering effects
of the partial removal of the fuel subsidy

on food and non-food prices as a result
of higher transportation costs. If the
downstream oil sector is fully deregu-
lated and the subsidy is fully removed,
inflation rates could trend even higher
towards the end of the year. The prohib-
itive fiscal policy on rice, wheat grains
and wheat flour, starting from July 1,
2012, in the bid to promote the domes-
tic productive competitiveness of these
staple food items is another potential
source of cost push inflationary pres-
sure.
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Atthe end of the fifth month of the year, the
inflation rate stood at 12.7% year on year (y-
0-V), 10 basis points higher than its value in
January 2012. Inflation rate reached a high
of 12.9% in April. The key drivers of infla-
tion during this period are largely structural
propelled by the impact of the increased
fuel price via the transportation channel.
It would be recalled that the inflation rate
spiked from 10.3% y-o0-y in December 2011
10 12.6% y-0-y in January 2012 for the same
reason.

The sluggish performance of monetary
aggregates during the period under
review reinforces the fact that the in-
flationary trend is largely structurally
induced

Atthe end of May, broad money and narrow
money declined by 19 and 3% respectively,
suggesting that the total systemic balances
declined over the period under review. It
is instructive to note that currency in cir-
culation declined by 5% over the same pe-
riod and thismaynotbe unconnected tothe
implementation of the cashless policy and
the rising use of electronic payment sys-
tems. However, while the net credit to the
economy grew by a mere 4% over the pe-
riod, the net foreign assets rose by 9% sug-
gesting a build-up of likely hedging against
the naira. In 2013, broad money, net credit
~ tothe economyand net foreign assets grew
by15.8%,38.4%and 13.9%respectively.

Government debts and high interest
rates contribute to crowding out of pri-
vate sector borrowing
Our estimate shows that the retail consoli-
dated depositrate rose to 6.56%from 5.88%
in February and 5.51% in December 2011.
Rerail lending rates are however on therise.
The maximum lending rate rose to 23.44%
in May 2012 from 23.01% in January 2012
and 21.75% in January 2o11. The prime lend-
ing rate rose to a 20-month high of 17.28%
- in March, but moderated to 16.87% in May
‘as banks continued to compete to create
- prime assets in a shallow corporate clients
m
lsperuuenttonotethatonthebackofa
) etary policy environment and
te regulauon, money market
nks little incentive for risk
lf of the year We

have therefore seen the aggregate banking
systerf) liquid assets, madeup of FGN bonds
andT reasmybllls accountingfor75-80% of
total assets. Inaddition to the crowdingout
effect on private sector borrowing as indi-
cated above, these yields have contributed
to the sustained volatility in the equities
market during the first half of the year.

Nigerian equities underperformed peers
andglobal indexesin thefirsthalfoftheyear
The equities market All Share Index man-
aged to close the first half of the year at
21,542.23 after a volatile month, represent-
ing growth of 4.21% for the period. Consid-
ering that we have seen the market deliv-
eredytd growth ofashighas 9%atin April, it
is arguable that considerable volatility was
present during the period. However, pri-
mary market activities seem to have com-
menced after almost a three year lull with
thelisting of Austin Laz Nigeria Plc and For-
tis Microfinance Bank Plc on the exchange
during the period under review. Bench-
marked globally, the performance of the
Nigerian equities market is below average.

Global Equities Market Returns- H1, 2012
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At the end of the fifth month of the year, the
inflation rate stood at 12.7%year on year (y-
0-Y), 10 basis points higher than its value in
January 2012, Inflation rate reached a high
of 12.9% in April. The key drivers of infla-
tion during this period arelargely structural
propelled by the impact of the increased
fuel price via the transportation channel.
It would be recalled that the inflation rate

spiked from 10.3% y-o-y in December 2011
1012.6% y-0-y in January 2012 for the same
reason.

The sluggish performance of monetary ag-
gregates during the period under review re-
inforces the fact that the inflationary trend
islargelystructurallyinduced :

Atthe end of May, broad moneyand narrow




moneydeclined by1% and 3% respectively,
suggesting that the total systemicbalances
declined over the period under review. Itis
instructive to note that currency in circu-
lation declined by 5% over the same pe-
ried and this may not be unconnected to
the implementation of the cashless policy
and the rising use of electronic payment
systems. However, while the net credit to
the economy grew by a mere 4% over the
period, the net foreign assets rose by 9%
suggesting a build-up of likely hedging
against the naira. In 2011, broad money,
net credit to the economy and net foreign

ts creve by 15.8%, 38.4% and 13.9% re-

Gov » Zcibts and high interest
i to crowding out of

p JOTTOWING

C siwows that the retail con-

solidac s - iz nsit rate rose to 6.56% from

5.88% i1 reieanry and 5.51% in December

2011, Reuail lending rates are however on

the rise. The maximum lending rate rose
1023.44%in May 2012 from 23.01%in Janu-
ary 2012 and 21.75% in January 2011. The
prime lending rate rose to a 20-month
high of 17.28% in March, but moderated to
16.87% in May as banks continued to com-
pete to create prime assets in a shallow
corporate clients market.

Itis pertinent to note that on the back of a
tighter monetary policy environment and
financial system regulation, money mar-
ket yields offered banks little incentive
for risk taking during the first half of the
year. We have therefore seen the aggregate
banking system liquid assets, made up of
FGN bonds and Treasury bills, accounting
for 75-80% of total assets. In addition to
the crowding out effect on private sector
borrowing asindicated above, these yields
have contributed to the sustained volatil-
ity in the equities market during the first
half of the year.

Nigerian equities underperformed
peers and global indexes in the first
half of the year
The equities market All Share Index man-
aged to close the first half of the year at
21,542.23 after a volatile month, repre-
senting growth of 4.21% for the period.
~ Considering that we have seen the mar-

ket delivered ytd growth of as high as 9%
at in April, it is arguable that considerable
volatility was present during the period.
However, primary market activities seem to
have commenced after almost a three year
lull with the listing of Austin Laz Nigeria

Plc and Fortis Microfinance Bank Plc on the
exchange during the period under review.
Benchmarked globally, the performance of
the Nigerian equities market is below aver-
age.

Global Equities Market Returns- H1, 2012
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And as flight to safety continues to draw
liquidity out of riskier assets and regions
across the globe, the increase in yield on
equities and fixed income instruments in
Nigeria would attract more liquidity from
foreign investors seeking returns from
high yield asset classes.

That effect may have been responsible for

the volatility in the foreign exchange mar-
kets towards the end of the first half of the
year.

The monetary authority expended the
foreign reserves to the keep official ex-
change rate stable; pressure was shift-
ed to the other segments of the market
The earlier part of the year was character-
ised by stability of the foreign exchange
markets. At the Wholesale Dutch Auction
System (WDAS) market, volume stabi-
lised at US$120m-US$150m per auction
between March and May. It moderated
from an average of over US$26om per
auction in the first 2 months of the year.
Supply rose sharply in June and stayed
high at an average of US$375m per auc-
tion with attendant pressure on the ex-
change rates in the different segments of
the market which the monetary authonty
struggled to contain.

The exchange rateat the official end of the =
market closed the quarterat Ni56. 99[US$
(inclusive of the 1% cormmssxon) T
represents an apprecnauonfmm N15759I ;"

and:heﬁrstuadmgdaymi



Dr. Ngozi Okonjo-lweala, Coordinating Minister for the Economy/ anster of Funance

tively. This appreciation in the official ex-
change rate at a time of rising demand as
highlighted above is arguably due to the
CBN defence of the currency via inter-
ventions in the market. This perhaps ex-
plains the decline in the foreign reserves
from a peak of US$37.6 billion early in
June to US$36.9 trillion at the end of that
month.

The uncertainties in the global eco-
nomic environment are likely to per-
sist;implications for Nigeria are mixed
The outlook for key macroeconomic in-
dicators is mixed. The uncertainties in
the global economic environment, espe-
cially those revolving round the resolu-
tion of the Europe debt and growth crises
are likely to be prolonged. IMF analysts
have argued that household deleverag-
ing, constrained private demand and high
unemployment following a debt induced
burst tend to drag on for about five years
irrespective of policy attempts to ad-
dress them. The outlook for oil price and
demand is therefore mixed with implica-
tions for fiscal sustainability in the very
short term. If the risk of conflict between
Iranandthe US/Israel crystalizes, it could
be positive for Nigeria’s oil economy.

wt 1is likely to remain slow as
by the NBS alongside rising

9
3
i
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‘ ‘ The Federal

Government's
commitment to
fiscal consolidation
and domestic

debt reduction is
expected to be
helpful'in the short
to medium term”

unemployment and highinflation

Slow external balances would further
constitute a drag on growth. However,
success on the agricultural transforma-
tion policy front could boost growth at
the end of 2013. We expect the inflation
rate to remain high, and as forecasted by
the NBS it mayrise above 13.7%if the gov-
emment implements the full removal of
the petrol subsidy before the end of the
year.

Monetary aggregates are unlikely to
see faster growth, especially given the
monetary policy actions which might
be deployed to keep excess liquidity at
bay

It is hard to see an increase in the MPR
at the next monetary policy committee
meeting in July considering the need to
maintain the difficult balance between
supporting domestic demand and man-
aging high inflationary pressure. In this
respect, we expect the CBN to increase
the spate of OMO issues in the second
half of the year.

The above trend suggests that the out-
look for the capital market is mixed. Con-
sidering the inflation expectation for the
year, and the CBN commitment to a posi-

tive real interest rate as a tcol for foreign
exchange market stability, i: is likely that
the bond market yields wi' -<mai: high.
This might therefore kee. e 1+ suired
return on equities very hi her Uy de-
pressing optimism in the ke: a the
short term.

The Federal Government. = .- »mm . ment
to fiscal consolidation and «.mesti~ debt

reduction is expected to be helpful in the
short to medium term; immediate refla-
tion of the economy is however essential
Tackling the Boko Haram menace, the
increasing oil theft, and corruption are
expected to help address the rising risk
profile of the economy. We expect the
PIB to become an act of parliament be-
fore the end of the year and the outcomes
of the special committees on governance
and refineries should help improve the oil
economy in the short to medium term.
Itis important to conclude by restating our
position on the need to commence the re-
flation of the economy in the face of the dire
situation of global demand and weakening
supply capacity at home. Policy makers
need to agree that the current inflationary
environment is structural and monetary
policy tightening can do little to address
it. However, fixing supply constraints
and boosting domestic productive capac-
ity via the provision of low interest finance
as well as appropriate corporate policies
would grow domestic demand by reduc-
ing unemployment and increasing income.
Increased employment and production
would ultimately bring inflation back to its
long term trend. And of course, systemic
liquidity, when threatening could be man-
aged usingacombination of other fiscaland
monetary tools.




Information and Communication Technology
? (ICT) Sector: Becoming a Bigger Contributor
il to Nigerian Gross Domestic Product

he information and com-
munication technology
(ICT) sector continues to
g sustain its position as the
¢ | fastest growing industry in the Nigeria
{ economv. The sector has grown at an

o averag

4% per annum over the last

= 10 o imiven largely by the rapid

b expar: lecommunication fol-

‘_ C lowin wulation of the subsec-
W 1o ~wever, despite its huge
59 poten :custry’s contribution to
o GI¥ 7.096%. With a population

§ in enc 52 million people, low but

| rising por cenita income and a substan-
tially ycuchful demographic structure,

i the ICT industry has the potential to

| drive the national economic growth at
the much desired double digit rate.

Table 1: Cross Country Information and Communication Data

P er capital | Int Mobile

| Internet

'; penetration | penetration

Brazil 203m 10,710 37.8% 114.9%
China 1,336m 4,393 36.3% 67.1%

India 1,189m 1,477 8.5% 71.6%

South Africa 49m 7,275 13.8% 82.9%
Russia 138m 10,440 42.8% 154.5%
USA 213m 47184 77.3% 96.0%
UK 62m 36,100 82.5% 122.9%
Nigeria 162m 1,222 28.5% 58.5%

Source: www.internetworldstats.com, World Bank Data, NCC

Nigeria has made good progress in ex- lation living within coverage range of

panding mobile communication sig-
nal coverage. The percentage of Ni-
geria’s population living within range
of a GSM signal has expanded rapidly,
reaching 60% in 2006 and nearly 70%
in2009. At155.5m installed subscribers
capacity in August 2011, conservative
estimate suggests that Nigeria’s popu-

mobile communication is close to 8c%.
According to Nigerian Communica-
tions Commission (NCC), private in-
vestment in the sector reached US$18
billion in 2009, more than half of the
US$28 billion in private capital that
went into the development of new mo-
bile networks across Africa in that year.
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Source: www.internetworldstats.com, World Bank Data, NCC

Intense competition leads to price war
amongst operators

Nigeria has an actively competitive
fixed-line sector which is being driven
by marker liberalisation. At the mo-
ment, there are 16 fixed wireless op-
erators most of which are providing
service using only fixed-wireless tech-
nology. While few of the top operators
have been competing head on with
the GSM operators by providing full

Despite mpid expansion and intense
:ompeuuon,somemcﬂimencyrenmms

-ligeria still faces a substantial market-
:fﬁcxency gap in the mobile market.
-flule the current level of GSM signal

mobility functionality, the competi-
tive landscape has been too tough for
others who continue to survive on the
fringe. The stagnating national incum-
bent Nigerian Telecommunications
Limited (NITEL) has been unable to
compete as only a minority of fixed-
line subscribers are associated with its
platform. Till date, several attempts to
privatise NITEL and reposition it for
competition have failed.

Intense competition in the mobile
and fixed-line segments has driven
prices down. Nevertheless, the 2009
prices of a monthly fixed-line sub-
scription (US$9) and prepaid mobile
subscription (US$11) were only aver-
age compared with other Sub-Saha-
ran African countries. By 2010, there
had been significant tariff reductions
due to lower interconnection rates
introduced by the regulator. This,
combined with the depreciation of

the Naira, should make IC7 services
more affordable. It howe: - ererts
substantial pressure on tii: ave -age
revenue per user (ARPU) i e " rms
in the industry. The situ 01 has
forced the mobile netw: 0, era-
tors (MNO) to develop ne'- ¢v. nue
stream such as 3G mobile ' db :nd,
mobile payments/banking :tc. The
effects include the big moiile play-

ers displacing existing small niche
private telecom operators (PTOs)
through product/price differentia-
tion.

Source: NCC, BGL Research Estimates

ity of the dwellers in these areas and the
dwindling ARPU. Simulations, includ-
ing infrastructure outsourcing and co-
location among others, however suggest
that the GSM signal can be profitably ex-

tended tothe entire national population.

Itis puzzling that coverage is not greater,

given that with nine mobile operators,

1gena arguably has the most competi-
mobile market on the continent, The
obile licenses, coupled with
allenge of extending infrastruc-

ture in a large country, however, pushes
up operators’ costs. The absence of elec-
tricity in rural areas further inflates the
costs of network rollout.

The downward pressure on the industry
ARPU is creating substantial room for
the growth of the telecom infrastructure
space. The industry has come to realise
that outsourcing the ownership and
management of mobile towers and other
telecom infrastructure to infrastructure
companies could save them substantial




| ence isav

. African

costs considering the high cost of instal-
lation, security and provision of power
to base stations. Telecom infrastructure
firms own, manage, and lease space on
their mobile towers to telecom compa-
nies, helping to bring down costs, expand
coverage, accelerate technology rollouts
and improve the quality of service for
subscribers. This subsector has also at-
tracted substantial investment into the
sector and by extension the economy.

Even cheaper communication experi-

aifuble on the fibre-optic net-
! work

i Nigeri nade great progress in
the d o+ of a national fibre-op-

tic nas rnessing private sector

i inve i’ monopoly on fibre
ban * BAT-3 system ended in
201¢ mercial operations of Glo-
bacon and MainOne cable. Many

wuzitries have pursued publicly

i sponsorcd national fibre-optic backbone
| networks, some of them quite expensive

and of relatively low quality. Nigeria, on
the other hand, has taken full advantage
of the scale of its market. By liberalising
the market for fibre-optic infrastructure,
the country has seen substantial private
sector investment in this area, leading
to the development of a solid backbone
network interconnecting the major cit-
ies. Multiple parallel cables have been
laid on the highest-traffic routes, which
has resulted in intense competition and
lower costs.

Evidently the private sector will not of
its own accord extend cables into smaller
towns and rural areas where a business
case does not exist. But by first allowing
the private sector to develop the major
components of the backbone, the gov-
ernment can limit the use of public funds
to areas where no other solution is pos-
sible, thereby saving significant fiscal
resources. The same is applicable to the
rural telephony initiative which is yet to
effectively take off.

Data transfer through the internet has
justbeenmade easier

The price of internet access remains high,
but can be expected to fall with the arrival
of new submarine cables. Internet access

is relatively expensive considering that
Nigeria has access to the SAT-3 subma-
rine cable. But NITEL has had a de facto
monopoly over the international gate-
way. The launch of the Main One under-
sea fibre-optic cable in 2010, with landing
stations in Nigeria and Ghana, was fore-
cast to reduce wholesale prices by 50%.
The arrival of additional submarine cable
projects along the West African coast
has placed downward pressure on costs.
If costs effectively fall, Nigeria could
emerge as a leading regional bandwidth
supplier. According to the World Bank,
evidence from across Africa suggests that
only when there is competitive access to
submarine cable infrastructure are the
full cost advantages felt by consumers.

Mr. Albert Okumagba, MD BGL Plc

Broadcasting organisations now rely
on modern technology for information
dissemination

Broadcasting and media activities have
been substantially dominant in the deliv-
ery of content in Nigeria. The increased
dominance of private broadcasting or-
ganisations in the broadcasting space
also give credence to the full liberalisa-
tion of the information and communica-
tion technology sector in Nigeria. While
concentration of operators- radio and
television is skewed to the urban areas
especially in Lagos, Abuja, Port Harcourt
and other major cities, the rising integra-

tion of media content into mobile tele-
com devices has increased broadcasting
reach since 2001.

Building competence in ICT equipment
manufacturing will help the sector fur-
ther

Although the country possesses limited
capacity to manufacture and assemble
ICT equipment and devices, there is a
huge market for ICT equipment in Ni-
geria which is dominated by companies
that have established channel partner-
ship with global manufacturers. Some
of the global manufacturers have also
established increased presence in Nige-
ria. This includes Microsoft, Google, LG,
Nokia, etc. There is also an increasing
grey market for ICT equipment, devices
and peripherals, including software de-
velopment.

Information Communication Tech-
nology sector has greatly benefited the
country

The growth in the telecommunication
sector has had a significant impact on
the other sectors of the economy perhaps
most significantly, the financial sector. In
commercial banking services, the quan-
tum of transactions catalysed by tele-
communications services may not have
been fully documented and it is arguable
that several banks in Nigeria have ben-
efitted. In financing telecommunication
projects, the financial sector has done
tremendously well as most banks are
involved on one loan syndication or an-
other. The recent one being syndication
of US$650m by eight Nigerian banks for
the mobile operator, Etisalat, which took
place in March 2011.

In the area of job creation, it is estimated
that the sector currently employs over
6m Nigerians directly and indirectly, yet
the sector has failed to significantly im-
pact the institutional and structural de-
velopment of the economy. ~
Although the pace of service integration
in the IGT industry is gaining speed, it
highly fragmented. This has resulted in
weak inter-organisational lmkages_tha
are necessary for robust industry p:
ductivity. The dehvery of data bro
casting and medxa. and other




mobile devices has expanded substan-
tially in recent times. This promises to
deepen content while providing play-
'rs with opportunities to boost ARPU.
The on-going introduction of mobile
money technology, promises to expand
integration with financial services such
that the huge unbanked population can
be brought into the financial net. Mobile
banking adoption has been unnecessar-
ily delayed considering the success re-
corded by the initiative in countries such
as Kenya.

But there are some challenges to har-
nessing optimum benefit of ICT
The absence of a robust database of
subscribers is one of the factors militat-
ing against the early adoption of mobile
banking. The on-going mandated regis-
tration of subscribers is expected to fa-
cilitate the success of the mobile money
initiative amongst other benefits such
as the security of lives and property. The
adoption of number portability is ex-
pected to support the efficiency of intra
sector integration.
The unwieldy nature of the sector has
contributed substantially to weak regu-
latory oversight and the need for the
'development of a comprehensive ICT
:.fpélic'y’for the nation. This has hindered
p;erformance of the sector in cer-
cts. The continuing failure of
to dgvglpp_..a- robust national
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identity management database and the
inability to effectively adopt electronic
voting during the last general election
are cases in point in this respect. The
low adoption of ICT in the governance
and public administration process is
another. The government only com-
menced the implementation of the ICT
infrastructure for the federal govern-
ment and its agencies using the Galaxy
Backbone platform recently.

For the discerning investors, there are
opportunities that promise potentially
huge returns

The huge potential outlined above sug-
gests significant opportunities for play-

ers and other stakeholders in the in-
dustry. Increasing the participation of
Nigerian companies and enhancing the
integration of the sector to the national
economy is critical. At the sub-sectoral
levels, media and broadcasting organisa-
tions are set to benefit from the increas-
ing integration of content provision to
mobile phones, the competitive land-
scape is also set to expand the telecom
infrastructure service subsector space.
Mobile money debut would contribute
substantially to banking sector revenue

via fees while bringing a loi of pcople
into the financial system net i addition
to expanding mobile networl oe: ators’
sources of revenue. A coord -at: ! and
guided ICT policy framewor!  hi sever
required to realise the full er al of
the industry. It is for this re 11l the
creation of the ministry of + un: . nica-
tion technology by the currc. ad ainis-

tration is a welcome develop, . .ent
The government must have noted the
importance of the sector; hence the
creation of the Ministry of Communi-
cation Technology

The Ministry of Communication
Technology will oversee the regula-
tory and developmental activities in
the ICT industry while the Ministry
of Information will be responsible for
management and dissemination of in-
formation for government. Given the
mandate of the ministry, it is expected
that a centralised policy framework
for the regulation and integration of
the ICT sector into the national econ-
omy will be developed in the near fu-
ture. To achieve this, a consolidation
of the regulatory authorities has been
called for by key stakeholders in the
sector especially the merger of NCC
and Nigeria Broadcasting Commis-
sion (NBC) to drive the efficiency of
spectrum allocation. This is in addi-
tion to stimulating the broadening and
deepening of ICT infrastructure na-
tionwide. This will involve the devel-
opment of policies and programmes
that expand broadband backbone in-
frastructure, business and household
access, and encourage shared access to
infrastructure.




The CDMA Telecommunication

Sub sector in Nigeria:

Evolving from a Stifled pod

n the economics of resource dis-
tribution, availability supersedes
affordability. After the evolution
of the telecommunication sector
in Nigeria, the inability of the CDMA op-
erators to make available this technology
despite its acclaimed advantages over
the GSM sustained the stunted growth
of the CDMA telecom subsector space in
Nigeria. According to an industry player,
the current poor showing of the CDMA
subsector is the result of the failure of
the pioneer CDMA operators to roll out
as aggressively as the GSM operators be-
fore the competitive pricing caught up
with the industry.
Today, with only about 5 million active
subscribers, a number that is declining,
it has become harder for operators in the

CDMA market space to benefit from scale
efficiency in costs per user while average
revenue per user is falling. The success
factors are painfully linked to the ability of

the existing players to put a CDMA phone
or CDMA technology dependent devise in
every hand and household. While this is a
tall ambition, it is not insurmountable.
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ULSPILE 1dPIU EXPAnSIOn and intense
competition, some inefficiency re-
mains
Nigeria still faces a substantial market-
efficiency gap in the mobile market. While
the current level of GSM signal coverage is
impressive, certain areas in the country are
yet to be covered due to the cost of provid-
ing and maintaining telecommunication
infrastructure which, according operators
cannot be easily recovered. Their argument
is based on the low income earning capac-
ity of the dwellers in these areas and the
dwindling ARPU. Simulations, including
infrastructure outsourcing and co-location
among others, however suggest that the
GSM signal can be profitably extended to
the entire national population. It is puzzling
that coverage is not greater, given that with
nine mobile operators, Nigeria arguably
has the most competitive mobile market on
the continent. The price of mobile licenses,
coupled with the challenge of extending
infrastructure in a large country, however,
pushes up operators’ costs. The absence of
electricity in rural areas further inflates the
costs of network rollout.
The downward pressure on the industry
ARPU is creating substantial room for the
growth of the telecom infrastructure space.
The industry has come to realise that out-
sourcing the ownership and management
of mobile towers and other telecom in-
frastructure to infrastructure companies
could save them substantial costs consid-
ering the high cost of installation, security
and provision of power to base stations.
"Telecom infrastructure firms own, manage,
and lease space on their mobile towers to
=elecom companies, helping to bring down
—osts, expand coverage, accelerate technol-
gy rollouts and improve the quality of ser-
~ice for subscribers. This subsector has also
mttracted substantial investment into the
-ectorand by extension the economy.

—ven cheaper communication experi-
—nce is available on the fibre-optic net-
—~ork

Migeria has also made great progress in
=e development of a national fibre-optic
=twork by hamessing private sector in-
:sﬁngnt Nitel’s monopoly on fibre band-
=dth via the SAT-3 system ended in 2010
muth commercial operations of Globacom’s
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Glo-1 and MainOne cable. Many African
countries have pursued publicly sponsored
national fibre-optic backbone networks,
some of them quite expensive and of rela-
tively low quality. Nigeria, on the other
hand, has taken full advantage of the scale
of its market. By liberalising the market for
fibre-optic infrastructure, the country has
seen substantial private sector investment

in this area, leading to the development of
a solid backbone network interconnecting
the major cities. Multiple parallel cables
have been laid on the highest-traffic routes,
which has resulted in intense competition
and lower costs.

Evidently the private sector will not of its
own accord extend cables into smaller
towns and rural areas where a business
case does not exist. But by first allowing the
private sector to develop the major compo-
nents of the backbone, the government can
limit the use of public funds to areas where
no other solution is possible, thereby sav-
ing significant fiscal resources. The same is
applicable to the rural telephony initiative
whichis yet to effectively take off.

Data transfer through the internet has
justbeen made easier

The price of internet access remains high,
but can be expected to fall with the arrival
of new submarine cables. Internet access is
relatively expensive considering that Nige-
ria has access to the SAT-3 submarine cable.
But NITEL has had a de facto monopoly
over the international gateway. The launch
of the Main One undersea fibre-optic cable
in 2010, with landing stationsin Nigeria and
Ghana, was forecast to reduce wholesale




prices by 50%. The arrival of additional sub-
marine cable projects along the West African
coast has placed downward pressure on costs.
If costs effectively fall, Nigeria could emerge
as a leading regional bandwidth supplier. Ac-
cording to the World Bank, evidence from
across Africa suggests that only when there is

™ competitive access to submarine cable infra-

structure are the full cost advantages felt by
consumers.

Broadcasting organisations now rely on
. modern technology for information dis-
{ semination

i Broadca:t o and media activities have been
subs minant in the delivery of con-

} tent ! % The increased dominance
of | sting organisations in the
broz e also give credence to the

full | »f the information and com-

M nology sector in Nigeria.
Nhile ition of operators- radio and

i televisict s iewed to the urban areas espe-
i cially in Lz z0s, Abuja, Port Harcourt and other

- | major cities, the rising integration of media

content into mobile telecom devices has in-
creased broadcasting reach since 2001.

Building competence in ICT equipment
manufacturing will help the sector fur-
ther

Although the country possesses limited capac-
ity to manufacture and assemble ICT equip-
ment and devices, there is a huge market for
ICT equipment in Nigeria which is dominated
by companies that have established channel
partnership with global manufacturers. Some
of the global manufacturers have also estab-
lished increased presence in Nigeria. This
includes Microsoft, Google, LG, Nokia, etc.
Thereisalsoanincreasing grey market for ICT
equipment, devices and peripherals, including
software development.

Information Communication Technol-
ogy sector has greatly benefited the coun-
try

The growth in the telecommunication sector
has had a significant impact on the other sec-
tors of the economy perhaps most significant-
ly, the financial sector. In commercial banking
services, the quantum of transactions cata-
lysed by telecommunications services maynot
have been fully documented and it is arguable
that several banks in Nigeria have benefitted.

In financing telecommunication projects,
the financial sector has done tremen-
dously well as most banks are involved
on one loan syndication or another. The
recent one being syndication of US$650m
by eight Nigerian banks for the mobile op-
erator, Etisalat, which took place in March
2011

In the area of job creation, it is estimated
that the sector currently employs over 6m
Nigerians directly and indirectly, yet the
sector has failed to significantlyimpact the
institutional and structural development
of the economy.

Although the pace of service integration
in the ICT industry is gaining speed, the
industry is highly fragmented. This has
resulted in weak inter-organisational link-
ages that are necessary for robust industry
productivity. The delivery of data, broad-
casting and media, and other services via
mobile devices has expanded substantially
in recent times. This promises to deepen
content while providing players with op-
portunities to boost ARPU. The on-going
introduction of mobile moneytechnology,
promises to expand integration with finan-
cial services such that the huge unbanked
population can be brought into the finan-
cial net. Mobile banking adoption has been
unnecessarilydelayed considering the suc-
cess recorded by the initiative in countries
suchas Kenya.

But there are some challenges to har-
nessing optimum benefit of ICT

The absence of a robust database of sub-
scribers is one of the factors militating
against the early adoption of mobile bank-
ing. The on-going mandated registration
of subscribers is expected to facilitate the
success of the mobile money initiative
amongst other benefits such as the secu-
rity of lives and property. The adoption of
number portability is expected to support
the efficiency of intra sector integration.
The unwieldy nature of the sector has con-
tributed substantially to weak regulatory
oversight and the need for the develop-
ment of a comprehensive ICT policy for
the nation. This has hindered the perfor-
mance of the sector in certain respects.
The continuing failure of the nation to
develop a robust national identity man-
agement database and the inability to ef-
fectively adopt electronic voting during
the last general election are cases in point
in this respect. The low adoptdon of ICT
in the governance and public administra-
tion process is another. The government
only commenced the implementation of
the ICT infrastructure for the federal gov-
ernment and its agencies using the Galaxy
Backbone platform recently.

For the discerning investors, thereare
opportunities that promise potential-
ly huge returns

The huge potential outlined above suggests
significant opportunities for players and oth-
er stakeholders in the industry. Increasing
the participation of Nigerian companies and
enhancingtheintegration of the sectortothe
national economy is critical. At the sub-sec-
toral levels, media and broadcasting organi-
sations are set to benefit from the increasing
integration of content provision to mobile
phones, the competitive landscapeisalsoset
to expand the telecom infrastructure service
subsector space. Mobile money debutwould
contribute substantially to banking sector
revenue viafeeswhile bringingalotofpeople
into the financial system net in addition to
expanding mobile network operators’sourc-
es of revenue. A coordinated and guided IGT




administrationisawelcome development.

The government must have noted the
importance of the sector; hence the cre-
ation of the Ministry of Communication
Technology

The Ministry of Communication Technol-
ogywill oversee the regulatory and develop-
mental activities in the ICT industry while
the Ministry of Information will be respon-

sible for management and dissemination
of information for government. Given the
mandate of the ministry, itis expected thata
centralised policy framework for the regula-
tion and integration of the ICT sector into
the national economy will be developed
in the near future. To achieve this, a con-
solidation of the regulatory authorities
has been called for by key stakeholders in
the sector especially the merger of NCC

and Nigeria Broadcasting Commission
(NBC) to drive the efficiency of spectrum
allocation. This is in addition to stimu-
lating the broadening and deepening of
ICT infrastructure nationwide. This will
involve the development of policies and
programmes that expand broadband
backbone infrastructure, business and
household access, and encourage shared
access to infrastructure.

The CDMA Telecommunication Sub Sect¢ " in
Nigeria: Evolving from a Stifled pod

n the economics of resource dis-
tribution, availability supersedes
affordability. After the evolution
of the telecommunication sector
in Nigeria, the inability of the CDMA op-
erators to make available this technology
despite its acclaimed advantages over the
GSM sustained the stunted growth of the
CDMA telecom subsector space in Nige-

ria. According to an industry player, the
current poor showing of the CDMA sub-
sector is the result of the failure of the
pioneer CDMA operators to roll out as
aggressively as the GSM operators before
the competitive pricing caught up with
the industry.

Today, with only about 5 million active
subscribers, a number that is declining,

it has become harder for o;;. «:to: ' inthe
CDMA market space to bet frc.ascale
efficiency in costs per uscr - ‘ile . verage
revenue per user is falling.  he success

factors are painfully linkec i 7 fie ability of
the existing players to put 1« ¢.DMA phone
or CDMA technology dependent devise in
every hand and household. While this is a
tall ambition, it is not insurmountable.
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in the same spectrum. In a world of finite
spectrum resources, CDMA enables many
more people to share the airwaves at the
same time than with alternative technolo-
~ gies. According to the CDMA Development
~ Group (CGD), CDMA promises better secu-
rity, fewer dropped calls, and more efficient
ture than the GSM technology

because of its unique technology features.
Unfortunately, with the exception of the
United State of America (USA) where the
use of CDMA exceeds that of GSM technol-
ogy, its adoption globally has been muted,
with only 575m subscribers worldwide. It is
estimated that there are over 5 billion GSM
subscribersglobally.
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will eventually converge with the
CDMA technology
It has been argued on two fronts that the

f| CDMA technology is better than the GSM

technology. CDMA phones have slightly
more refined methods for handling off calls
from tower to tower such that the occur-
rence of drop calls is lower on CDMA plat-
forms than the GSM platforms. Secondly,
in CDMA technology, data and voice are
separated from signals using codes and then
transmitted using a wide frequency range.
Because of this, there is more space left for
data transfer. It is one of the reasons why
CDMA is the preferred technology for the
3G generation, which involve broadband ac-
cess and the use of big multimedia messag-
es. 14% of the worldwide market on 3G goes
to CDMA. However, while GSM phones can
send and receive data packets while making
acall, most CDMA networks maynotbe able
to. It has been argued that GSM will migrate
to CDMA since CDMA is more advanced
and ithas been chosen as the 3G generation
technology.

CDMA can compete favourably with
the GSM technology despite some
drawbacks ;

CDMA is the primary mobile technology
competitorfor GSMand s typicallyreferred
to CDMA Evolution-Data Optimised (EV-

1.0%
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DO). It is designed to deliver high-quality
voice and high-speed data. It is an efficient
wireless technology for circuit-switched
voice communications and it supports
packet data speeds of up to 153.6 kbps in
a single 1.25 MHz radio channel. Over the
years, CDMA technology has matured with
the introduction of a number of new tech-
nology advancements that have enabled

increased capabilities, an enhanced userex- ¢
perience and improved economics, includ- i

ing new speech coders, advanced antenna
techniques, interference cancellation and
the aggregation of radio channels. It howev-
er has a major drawback: it doesn’t support
simultaneous voice and data transmissions.
The newest revision of EV-DO called Revi-
sion B (Rev. B) however makes concurrent
voice and data usage possible.

Another drawback is the fact that while
GSM phones use a chip called a SIM card
which can be removed and inserted into
other GSM phone, the CDMA phone’s chip
is locked to one network, and can only be
switched to another with the cooperation of
both the old and new carriers if you change
provider. However, the CDMA standard
utilises' something similar to SIM (Sub-
scribers Identification Module), called the
RUIM (removable user ID module). CDMA
phones can potentially draw more power
than GSM handsets, shortening their bat-
terylife.

CDMA trials in Africa show strong po-

tential for cost reduction without com- -
promising on quality K
As shown by the first CDOMA techmcal
als in South Africa in 2009, organised
Qualcomm and Ericsson and in ¢

mthMTNandTranstel i A




1UELL JPLLU Udld CULLIECTWTY o both the
urban and rural populatons of Africa. In
Africa, the challenge for CDMA however
remain with the GSM which is the de-facto
global standard asit is also dominantin the
rest of the world. GSM is by far the most
widespread cellular technology in Africa
offering voice communication facilities to
millions of people who are not able to re-
ceiveareliablelandline service.

Entry of CDMA technology to the Nige-
rian market recorded good success

In Nigeria, CDMA based system of tele-
communication entered the industry on
the fixed wireless platform. Their boom
rode on the failure of NITEL on its fixed
telecom infrastructure. The subsector
was characterised by about 13 CDMA op-
erators including the likes of Multilinks
Telkom, Starcomms, Reliance Telecom,
and had a combined subscriber base of 8.6
million users. Multilinks and Starcomms
were leading industry players with re-
nowned performance excellence in data
services alongside the fixed wireless ser-
vices. They operated on regional licenses
that allowed them to sell data services in
addition to fixed wireless telecommuni-
cation services. The introduction of the
unified access services licenses (UASL) in
2006 removed their geographical barriers
in addition to permitting them to compete
both in the fixed and mobile telecom mar-
ket.

fThe CDMA mobile made an impressive en-
Iy into the Nigerian market and with the
=ntry of Visafone, the subscriber base grew
astronomicallyfromjust380,000in2007to
morethan6mbythe end of2008 -and from
—mere 1% 10 9.6% of all mobile lines in just
mneyear. Throughout2oo8and thefirsthalf
of 2009, the CDMA operators continued
o grow in importance, led by Starcomms,
~ith the total CDMA market share growing
D more than 10% by the end of 2008. 2009
=wmuch slower growth for the CDMA op-
—ators and by June 2009 their share of the
_arket had onlyrisento10.9%.

mcreased investment in GSM opera-
=n in the second halfof2009 reversed
= influence of CDMA

the third quarter of 2009, Nigeria’s

CDMA operators as a group actually
lost around 229,000 subscribers. Active
subscriber base began to decline while
the prominence of the GSM operators
strengthened as network roll out expanded
further inland into the country. Unfortu-
nately, the CDMA operators were unable to
match the level of investment in network
expansion that their GSM counterparts em-
barked upon.

‘ ‘ The CDMA

mobile made an
impressive entry
into the Nigerian
market and with the
entry of Visafone,
the subscriber

base grew
astronomically from
just 380,000 in 2007
to more than 6m by
the end of 2008"”

According to Pyramid Research Country
Intelligence Report on Nigeria in 2008,
mobile CDMA service accounted for an
estimated 6.3% of the market’s US$8.6
billion in total revenue, and was expected
to grow to 11% by 2013. It was also expect-
ed that barring major changes in market
conditions, CDMA operators will grab
20% of mobile subscriptions by 2014.
However, the current performance trend
of the industry does not support this
projection. Of course there were major
changes in market conditions which fur-
ther depressed the abilityof the operators
in the CDMA segment to grow.

In term of cost to users, CDMA opera-
tors are very competitive

A major advantage that Nigeria’s CDMA
operators have is that they are able to of-
ferloweron-netand off-net callrates than
GSM operators. In addition, the fact that

they have considerably fewer subscrib-
ers reduces the strain on their networks;
resulting in better service quality than
the average GSM operator. The CDMA
market segment also benefitted from the
introduction of cheap and partly subsi-
dised mobile handsets that appealed to
the low end of the market. Visafone for in-
stance, launched its operation with hand-
sets that were selling for prices as low as
N2,000.00 in 2008; handsets that ended
up in the hands of many first time users of
mobile phones. Given the relatively low
on-net and off-net call charges and cheap

handsets,a number of ¢ i:ting (:SM users
also adopted CDMA lir s as «!ternative
mobile phones. Visap': n¢’s ubscriber
base grew from 6o,cc it i wption in
March, 2008 to 2.25m « en - of 2008.
Low investment in C! A i hnology
infrastructure stifles« = acit\ ‘orcom-
petition

The CDMA networks are {iinitec to major
citiesand towns. Therefore as subscribers
begin to realise the limited usefulness of
their CDMA phones outside the major cit-
ies, they are forced to stick to their GSM
phones. Unfortunately, the emergent in-
dustry structure, which promotes stifling
competition and low investment in infra-
structure, restrict the ability of the CDMA
players to aggressively expand into rural,
underserved communities and provide
affordable and effective services that
would appeal to the low income earners.
Mr Logan Pather, the CEO of Starcomms
Plc, a major CDMA operator, pointed out
that the failure of the CDMA operators to
roll out aggressively in the beginning like
the GSM operators is perhaps the major
impediment to the subsector’s growth.
The competitive environment and the
difficult terrain in the country made it
impossible for co-location in the begin-
ning. Hence operators have to build, own
and maintain theirinfrastructure across the
country. In Africa, as a result of huge infra-
structural challenges, the costs of building
and maintaining telecom base stations are
substantially higher than those found in
other regions. Four key competitive factors
have been responsible for stifling the capac-
ity of the CDMA players to roll out aggres-
sively.




The cost of countrywide expansion
could be prohibitive

Firstly, in addition to surmounting the
challenges of land use issues, a typical
base station has to run on two power
generators, which must operate 12 hours
a day each as a result of unreliable power
8 supply. Operators must also pay for secu-
| rity and incur huge costs on out-of-sta-
tion allowances to engineers on periodic
maintenance due to difficult access roads.
Starcomms Plc, one of the leading in-
dustry players, estimated that it requires
US$so-US$6om to achieve countrywide
: expansion of its network; a sum the man-

% agemur: o the company felt would be dif-
ficul: i
Der sverage revenue per GSM
us: ling pricing advantage of
Chal noiogy
Secoo - cumpetition, supported by im-
provod iocimology, continues to drive the

¢ average sevenue per user (ARPU) of the
' GSM segment of the market down to a level
: which has eroded the costs and pricing ad-
i vantages the CDMA operators earlier had.
At the current and declining call and data
service rates being offered by the GSM op-
| erators, itis becomingalmostimpossible for
an average CDMA operator to cover costs
il of additional network rollout; which could
take several years to recover. Such projects
therefore become impracticable and hence
unfundable by any financier given what the
average costs per potential user could trans-
late to. For example, according to Mr Steven
Evans, the CEO of Etisalat Nigeria, after a
huge investmentin excess of US$2.45 billion
by Etisalat, the latest GSM operator to roll
out network expansion, and the achieve-
ment of 73% of national coverage, the man-
agement estimated that it would take the
company another 2-3 years to break-even.
This was despite the fact that Etisalat lever-
aged on opportunities in co-location for its
expansion.

abled handsetis now relatively expensive

The third blow which competition dealt
to the capacity of the CDMA operators to
expand network coverage is the erosion of
the opportunity to put a CDMA phone in
an average low end user’s hand via the of-
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Source: NCC

fer of cheaper handsets. Massive compe-
tition in the handset producers’ segment
of the market has resulted in a sharp de-
cline in the price of basic GSM handsets.
It is now possible to acquire GSM phones
that are cheaper than the cheapest CDMA
phones. The cheapest kind of CDMA en-
abled phone today, according to opera-
tors, is about N3,000.00. CDMA opera-
tors often subsidise these phones to bring
the price down to N2,000, the average
price of the cheapest GSM enabled phone.

The berthing of submarine cables in Ni-
geria would erase any competitive advan-
tage in data services

Mobille (GSW)

= Mobile (CDMA)

Fourth, the deployment of two submarine
cables is changing the data services land-
scape and poses another set of competi-
tive challenges for the CDMA operators.
Many of the CDMA operators, due to the
superior and low cost data capacity of
their technology, commanded a sizeable
share of the data market until recently.
Globacom international undersea cable,
Glo1, offers adequate market edge to sup-
port the introduction of new data services
that will lock in existing subscribers to its
GSM operation and win new ones via its
data products. MainOne Cable Nigeria,
the independent operators of the second
submarine cable, is opento other GSM op-
erators who have leveraged on its services
to upgrade their data services at competi-
tive pricing.

The competitive landscape in Nigeria ob-
viously necessitated the exit of Telkom SA
In the light of the above, the unimpressive
financial performance of operators which
necessitated the exit of Telkom SA from
Multilinks and the subsequent merger
and acquisition bubble in the subsector
becomes obvious. Telkom SA exited itsin-
vestment in Multilinks Nigeria as a result
of continued operating losses despite cost
reduction measures taken to shore up its -
profitability. Telkom SA observed
became financially difficult for the firm
continue doingbusinessinthe G




ment because the operating environment
in Nigeria was too competitive. Helios In-
vestment eventually acquired Multilinks
from Telkom SA for USS1om following a
legal battle that favoured the latter on a
tower lease disagreement between Helios
Investment and Telkom SA.

Regulatory oversight also put extra
pressure on the CDMA operators
According to some industry observers,
the perceived neutrality of the Nigerian
Communication Commission (NCC), the
telecom industry regulator, on the regula-
tion of the industry has been disadvanta-
geous to the CDMA segment considering
the dwindling fortunes of operators. In
their opinion, rather than a uniform regu-
latory regime, the NCC should not sub-
ject the CDMA and the GSM operators to
the same tight regulations.

The on-going registration of mobile sub-
scribers has arguably put attendant cost
pressures on the CDMA operators. The
regulator has directed that they migrate
to SIM-based handsets to enable them
capture subscribers’ details. CDMA op-
erators have therefore had to clear their
warehouses of theirinventory of non-SIM
based handsets at losses.

The CDMA sector can still deliver im-
pressive financial performance

Despite the grim outlook for the CDMA
segment of Nigeria’s telecommunica-
tion sector, the ability to put a cheaper,
more efficient CDMA-enabled phone in
as many hands and homes as possible re-
mains a competitive advantage. Ina coun-
try with over 16om people, the CDMA
subsector can survive profitably by creat-
ing a niche and expanding its businesses
and infrastructure toattract the potential
additional income from increased num-
ber of users.

Operators in the segment can leverage on
the evolving opportunities in co-location
to manage costs of network expansion.,
The entrance of independent telecom-
munication infrastructure companies
such as IHS into the sector also offers the
opportunity for expansion into difficult
terrains. The demand by operators to ex-

‘ ‘ The merger

of three industry
players, Starcomms,
Multilinks and
Cyancom (formerly
MTS)to forma
stronger entity
knownas CAPCOM
will offer a change to
the fortunes of these
CDMA operators in
the country

pand to such locations would create the
incentive for infrastructure companies to
openup suchareas.

But CDMA operators need to be creative
in order to change the fortune of the sub-
sector

It is apparent that network expansion by
itself cannot ease the stifling competitive
landscape for the CDMA operators. The
ability of players in the CDMA segment to
create and use niche markets for its prod-

erefore
chat will

ucts will be the game-c' - ger.
their ability to create product
ensure that an average aduit has the need

to own a CDMA technology enabled de-

vice shall be the Holy Grail of the subsec-

tor in the years to come.

The merger of three industry players,

Starcomms, Multilinks and Cyancom

(formerly MTS) to form a stronger entity

known as CAPCOM will offer a change to

the fortunes of these CDMA operators in

the country. The merger which brings in

a capital injection of $20om will seek to

resolve the problems of low capitalisa-
tion, poor promotion of CDMA technol-
ogy, subscribers’ preference for GSM te-
lephony, and corporate governance issues
which have been the hindrances to the
success of the industry and to meet the
expectations of stakeholders who have
been clamouring for the resurrection of
the CDMA sector through a bail-out.

The $200 million investment will be used
to acquire Multi-Links and MTS; recapi-
talise Starcomms and provide the newen-
tity with sufficient capital and liquidity to
finance its working capital; and to expand
its existing network through the intro-
duction of 4G/LTE technology to become
amajor provider of Broadband services to
Nigeria’s burgeoning consumers.



