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OVERVIEW

Subsistence  agriculture was overwhelmingly
dominant on the eve of European colonial rule in
Nigeria. In this enterprise, food production featured
prominently, and there was self-sufficiency in food
supply. Nigeria has a total agricultural area of 70.8m
hectares. This is distributed among the arable land
area of 34 million hectares, 6.5 million hectares for
permanent crops, and 30.3 million hectares on
meadows and pastures. Maize, cassava, guinea corn
and yam are significant crops in Nigeria, and 70 per
cent of households practice crop farming.

Agriculture is very crucial in the survival of any
economy, especially with regards food supply and
food security. The growth of other sectors,
particularly  agro-industrial  processing  and
manufacturing sector, as well as transition out of
poverty are also hinged on agricultural productivity.
The United Nation’s (UN) sustainable development
goal (SDGs) 2 of zero hunger is centered on the need
to end hunger, achieve food security and improved
nutrition and promote sustainable agriculture. This
has given rise to increased interest and participation
of stakeholders in the field.

The Agricultural sector is made up of four sub-
sectors; Crop Production, Livestock, Forestry and
Fishing. The sector contributed 21.00 per cent to
Nigeria’s Gross Domestic Product (GDP) at the end of
Q2 2023. Over the years, crop production has
remained the largest segment. It contributed about
19% of the GDP.

There are countless agricultural related companies in
the world, with over two hundred in Nigeria, while
five of them are listed on the Nigerian Exchange
Group (the Exchange). The combined revenue of the
listed companies in Nigeria is about N158 billion.
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GLOBAL OVERVIEW

Healthy, sustainable and inclusive food systems are critical to achieving the world’s development goals.
Agricultural development is one of the most powerful tools to end extreme poverty, boost shared prosperity,
and feed a projected 10 billion people by 2050. Growth in the agriculture sector is two to four times more
effective in raising incomes among the poorest compared to other sectors. Agriculture is also crucial to
economic growth. It accounted for 4% of the global gross domestic product (GDP) and in some least developing
countries, it can account for more than 25% of GDP.

The global agriculture market grew from
$12,245.63 billion in 2022 to $13,398.79
billion in 2023 at a compound annual
growth rate (CAGR) of 9.4%. The Russia-
Ukraine war disrupted the chances of global
economic recovery from the COVID-19
pandemic, at least in the short term. The
war between these two countries had led to
economic sanctions on multiple countries,
continuous surge in commodity prices, and
supply chain disruptions. These had
translating to increase in general price level
and affecting many markets across the
globe. The agriculture market is expected to
grow to $19,007.8 billion by 2027 at a CAGR
of 9.1%.

Chart 1: Gross Agricultural Production Revenue (2018-2022)
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Major players in the global agriculture market include Cargill
Incorporated, Dairy Farmers of America, Bayer AG, WH Group
Limited, Bunge Limited, Wens Foodstuff Group Co. Ltd., Charoen
Pokphand Foods PCL, Corteva Inc., Olam International, and
Land O'Lakes Inc.
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Domestic Business Environment

Agriculture is critical to growth and development of
Nigerian economy, particularly in the area of
innovative outcomes, food security and job creation.
As a branch of the economy, the Nigerian agriculture
sector is the highest employer of labour. The industry
currently employs about 70 per cent of the country’s
labour force. Agriculture remains the foundation of
the Nigerian economy, notwithstanding the presence
of oil in the country. It is the primary source of
livelihood for most Nigerians (majorly-subsistence
farming). The value of agricultural exports in the
second quarter of 2023 stood at #280.87 billion. This
comes on the heels of the N279.64 billion recorded in
the first quarter, bringing the total value of
agricultural exports for the first half of the year to an
impressive N560.51 billion.

Chart 2: Agricultural Import Value (2020 - till date)
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Against the backdrop of surging food prices, food insecurity had been critical in Nigeria in recent times, with
17 million people estimated to be critically food insecure in 2022. Headwinds that had adversely affected
food insecurity in Nigeria includes violent conflicts, herders’ conflicts and insurgency in several regions of
the Country. Other factors include over reliance on rain-fed agriculture surging inflation, increasing poverty
level and rising unemployment amongst others.
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Chart 3: Agricultural Import Value (2020 - till date)
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Chart 4: Agricultural Sector Contribution to GDP in 2023
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Competitive Landscape and Product Differentiation

There are five companies listed on the agric sector of the Nigerian Exchange Group. Considering the
activities of these companies, competition in the agricultural industry is moderately fair. However, there
are other players in this industry whose presence cannot be underestimated. Their presence has created
room for healthy competition amongst industry players when examined on a larger scale. The listed
companies are diversified in their offerings even though they operate in the same subsector.

Table 1: Listed Agricultural Companies on the Exchange

Company

Sub-Sector

Nature of Business

Ellah Lakes Plc

Crop Production

Oil Palm and Cassava Plantations

FTN Cocoa Processors Plc

Crop Production

Processing of Cocoa Beans and
Palm Kernel

Livestock Feeds Plc

Livestock/Animal Specialties

Manufacturing and Marketing of
Animal Feed

Okomu Oil Palm Plc

Crop Production

Development of Oil and Rubber
Plantations. Palm oil Milling, Palm
Kernel Processing and Sale of Wet
Cup Lumps

Presco Plc

Crop Production

Palm Plantation and Processing

Source: NGX, WCL Research
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SWOT Analysis

The SWOT analysis of listed companies as well as other market players are examined below:

Strength:
Availability of wide expanse arable land
Access to cheap credit facilities
Availability of cheap source of labor
Supportive development policies

Opportunities
Ongoing economic reforms and policies
Cheap credit facilities
Improved agricultural earnings

Industry Drivers

In terms of market capitalization, profit
after tax (PAT) and total assets, PRESCO is
the market leader of the listed companies
on the Exchange. Okomu Oil Palm Plc is the
second most capitalized company followed
by Livestock Feeds Plc. This is reflected in
chart 3 below. Plunging deeper in the
industry, we have identified some
companies (whose offerings are either
primary production or value addition to the
supply chain) who are also industry driver
although they are not quoted on the
exchange. They are but not limited to:

Weakness
Lack of access to adequate information
Limited acceptance of modern-day agricultural
practices
Insufficient research and development facilities

Threats
Price volatility
Lack of standardized pricing
Unpredictable weather climate
Insufficient access to finance
Undeveloped interest of the younger generation in
primary production
Dominance of foreign players

Olam Nigeria

Flour Mills of Nigeria

Stallion Group

Indorama Eleme Fertilizer and Chemicals Limited
Obasanjo Farms

Seedco Nigeria Limited

Crest Agro Products Limited

CHI Ajanla Farms

Zartech Farm

Animal Care
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Chart 5: Comparison of Revenue, PBT and PAT of Listed Companies
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e Inadequate Finance sources: Amid several

Challenges of the Industry

Some of the main factors undermining agricultural
production in Nigeria include but not limited to
climate change, inadequate budget to agricultural
sector and low productivity due to poor planting
material. In addition, the decline in food
production which has led to increasing food
importation in Nigeria can be linked to farmer’s
difficulty in obtaining fertilizers and uneasy access
to soft loans. Consequently, food production
profile in Nigeria has been at lower ebb, which has
led to a rise in import of stable food per annum.

Other identified challenges are:

¢ Inadequate Resource: Low outputs per hectare
due to shortages in the supply of inputs such
as seedlings and fertilisers, as well as
insufficient irrigation and harvesting systems,
which hinder productivity and yield rates, is a
significant  challenge for the Nigerian
agricultural system.

interventions set up by the Nigerian government
through the Central Bank of Nigeria (CBN), such as
the Anchor Borrower’s Programme to help
provide small-scale farmers with adequate
financing, the farming industry still lacks proper
access to finance.

Dormant research facilities: Agricultural research
institutions in the country have not been thriving
efficiently and effectively, limited by factors such
as a lack of explicit coordination or direction of
work. Most of the research ends up on shelves and
doesn't help to change the current situation.
Farmers, considered end-users of these
researches, have little to no knowledge of putting
the data from research facilities into practice.
Food processing issues: A more significant
percentage of annual output is lost annually
during processing. Among the primary problems is
the lack of proper storage facilities; pest
infestation on produce further reduces the crops'
quality and quantity.
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The agricultural sector was Chart6: Comparison of Percentage Budgetary Allocation to Agricultural

apportioned N228.4 billion in the Sector (2023)
nation's 2023 budget. This is 1.05 20.00
percent of the total budget of 18.00
N21.83 trillion. This allocated

2 16.00
percentage is significantly lower D s
than the 10% specified during the % 0
Maputo Declaration in July 2003. g 10.00
This allocation is very poor when E 3.00
compared to other African é 00
countries’ allocations as seen on '_f 4,00
chart 5. 200
Recently, the Central Bank of Ll

Nigeria lifted the ban on the 41
items to access dollars for
business purposes

Interventions to Nigerian Agriculture Sector

The federal government has come up with several
intervention programmes for the Nigerian agricultural
sector through the CBN. Some of the intervention
includes:

e Agriculture Promotion Policy

e Agricultural Credit Guarantee Scheme Fund
(ACGSF) is designed to encourage banks to lend
farmers up to 75% of the amount in default net of
any security realized.

e Agricultural Credit Support Scheme (ACSS)
enable farmers to exploit the untapped potentials
of Nigeria’s agricultural sector, reduce inflation,
lower the cost of agricultural products (i. e., food
items) generates a surplus for export, increases
Nigeria’s foreign earnings, and diversifies its
revenue base.

e The Presidential Economic Diversification
Initiative (PEDI) aims to enhance trade capacity in
Agriculture by facilitating new investments in the
Agricultural and Agro-allied industries, reducing
regulatory bottlenecks and enabling access to
credit.

Ghana Nigeria  South Africa  Zambia Kenya

Country

Source: Country’s Budgetary Committee, WCL Research

Regulatory Environment and Compliance
The regulatory environment in this industry is

fairly poor. However, its presence cannot be
overlooked. The industry is regulated by various
laws such as;

1.The National Agricultural Seeds Act Cap. N5 Vol. 10

LFN 2004: The overall objective of the Act is to
harmonise the seed industry with other
agricultural input industries to meet the
increasing demand of the agricultural sector. The
Act also seeks to regulate the development of the
national seed system by establishing a council
known as the National Agricultural Seed Council.
The council is responsible for the policy guidelines
and monitoring of the development of the
national seed system. Government has placed a
trade ban on some agricultural goods to protect
local producers and stimulate the growth of the
industry.

2.The Agricultural Credit Guarantee Scheme Fund

Act Cap. A10 LFN 2004: This Act established a fund
into which a certain sum of money is to be
subscribed to, making provision for and
guaranteeing loans for agricultural purposes by
any bank.
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3. Agricultural (Control of Importation) Act Cap. A13 LFN 2004: This Act provides for the regulation of the
importation of articles used for controlling plant diseases and pests which are injurious to agricultural or
horticultural crops.

4. Environmental Impact Assessment Act Cap. E 12, LFN 2004: This Act set out the general principles, procedures
and methods to enable the prior consideration of environmental impact assessment on certain public or private
projects. It provides the framework for assessment of the impact of activities likely to have significant impacts on
natural resources and the environment.

5. The Sea Fisheries Act Cap S4 LFN 2004): This Act provides for the control, regulation and protection of sea
fisheries in the territorial waters of Nigeria. As stipulated by the Act, the Federal Ministry of Agriculture is
responsible for the registration of vessels for fishing or shrimping purposes. The Act provides for the licensing of
motor fishing boats and how to go about applying for the licence.

Asides these regulations, the other law enforcing bodies in this industry are;

1. Federal Ministry of Health (FMoH) 5. National Agency for Food and Drug Administration
2. National Food Safety Management Committee and Control (NAFDAC)

(NFSMC) 6. Standards Organization of Nigeria (SON)

3. Federal Ministry of Agriculture & Rural Development 7. Nigeria Agricultural Plant Quarantine Services
(FMARD) (NAQS)

4. Departments: Federal Department of Fisheries and 8. Federal Competition and Consumer Protection
Federal Department of Livestock Commission (FCCPC).

9. Food Safety and Quality Bill and the Food Safety
Institutional Reform 2018

Disclaimer

Whilst reasonable care has been taken in preparing this document to ensure the accuracy of facts stated herein and that the ratings, forecasts,
estimates and opinions also contained herein are objective, reasonable and fair, no responsibility or liability is accepted either by Watershed
Capital Limited or any of its employees for any error of fact or opinion expressed herein. No reliance should be placed on the accuracy, fairness
or completeness of the information contained in this report as it has not been verified by the research analyst(s) involved or the companies
whose securities have been referred to except as otherwise disclosed. Any ratings, forecasts, estimates and opinions set forth in this document
constitute the analyst(s) position as at the date of the report and may not necessarily be so after the report date as they are subject to change
without notice. It is also instructive to note that a Company’s past performance is not necessarily indicative of its future performance as
estimates are based on assumptions that may or may not be realized. The value, price or income from investments mentioned in this report may
fall as well as rise due to economic conditions, industry cycles, market indices, operational or financial conditions of companies or other factors.
Thus, Watershed Capital Limited and its employees shall not accept liability for any loss arising from the use of this document or its contents in
making investment decisions or recommendations. All investors are solely responsible for their investment decisions. Any investments
discussed may not be suitable for all investors and the reader(s) should independently determine their suitability and evaluate the investment
risks associated with such investments. Watershed Capital Limited is registered with the Securities & Exchange Commission to conduct Financial
Advisory business in Nigeria. This document is for information purposes only and for private circulation. No portion of this document may be
reprinted, sold or redistributed without the written consent of Watershed Capital Limited.

CONTACT: 6, Jubilee Road (by Magodo GRA Il 2nd Gate), Opposite Secretariat, Alausa, Magodo GRA Il, Lagos.
EMAIL: research@watershedcapitallimited.com; clients@watershedcapitallimited.com,
TELEPHONE: (+234) 809 462 2953, 811 200 2720, 901 355 5349, 701 800 9996

We are committed to adding value to you

and your organization in real terms...
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