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Executive Summary

Domestic Scene:

» On 27 April 2018, the Central Bank of Nigeria (CBN) signed a bilateral currency swap agreement
with the People’s Bank of China (PBoC) worth about US$2.4bn. In local currencies, the swap is worth
15 billion Renminbi (RMB) or N720bn

» The deal is expected to reduce the demand for U.S Dollar by Nigerians importing from China and
consequently strengthen the value of the Naira

» FSDH Research believes that while the currency swap agreement may improve foreign exchange
stability and aid external reserves management to a certain extent, it has some downside risks

»  Nigeria needs to develop a competitive advantage in the production of certain exportable goods that
China currently imports for Nigeria to get the full benefits from this currency swap deal

»  The Purchasing Managers’ Index (PMI) survey published by the Central Bank of Nigeria (CBN) for
the month of April 2018 shows an expansion. This is an indication of the growth in the economy that
FSDH Research expects in the short-term. We expect the Nigerian economy to grow by 3.55% in Q1
2018

» FSDH Research expects the positive domestic and external environment to further lead to external
reserves accretion. We expect this to provide further stability in the foreign exchange rate

» FSDH Research expects the inflation rate to decline further to 12.43% in April, mainly due to the
base effect of the previous year. This anticipated drop may lead to a marginal drop in the yields on
Nigerian Treasury Bills (NTBs)

» The recent drop in the inflation rate and our expectation that it may drop to single digit around July
2018, the recovery in the oil price leading to growth in external reserves and stability in the foreign
exchange market, may drive the yields on the 364-Day NTB to a single digit in the next few months

»  Investors should take advantage of the current yields on one year Treasury Bills; buy corporate bonds
in the market that have attractive yields and good names and re-align their portfolios to buy more
corporate bonds from the secondary market. Investors may also sell down a fraction of their bond
investment portfolio to buy back later when the yield increases

> Investors should take strategic positioning in the stocks that declare interim dividends. Some stocks
in the consumer goods, building materials and banking sectors are attractive at their current prices.

International Scene:

» The global growth and trade trajectory strengthened in 2017, and is expected to grow by 3.9% in
2018

» The Federal Open Market Committee (FOMC) of the U.S Federal Reserve System maintained its

anchor interest rate, the Federal Funds Rate (Fed Rate) at 1.50% - 1.75% when it met in May 2018.
We expect the FOMC to raise rate during its next meeting of 12-13 June, 2018
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1.0 Global Developments:

The prices of government bonds recorded more decreases than increases in the
countries we monitored in April 2018, compared with March. The 8.15% June 2022 India
Government Bond recorded the highest month-on-month price decrease of 1.33% to 101.62.
This was followed by the 7.75% January 2023 South Africa Government Bond, with a
decrease of 1.08% to 100.50. The 16.39% January 2022 Nigeria Government Bond recorded
the highest month-on-month price increase of 1.42% to 109.53. This was followed by the
8.8% September 2023 Turkey Government Bond, with an increase of 1.01% to 85.35. All the

bonds we monitored recorded positive real vyields in March except the Nigerian

The prices of government bonds
recorded more decreases than
increases in the countries we
monitored in April 2018, compared
with March.

Government’s Bond, which recorded a negative real yield. The Kenya Government Bond

offered the most attractive real yield amongst the selected bonds in April.

According to the United States (U.S) Bureau of Economic Analysis (BEA), the U.S economy
grew by 2.3% (quarter-on-quarter) in Q1 2018, lower than the 2.9% recorded in Q4 2017.
Personal consumption was mainly responsible for the Gross Domestic Product (GDP)
growth. Meanwhile, the inflation rate in the U.S increased to 2.4% (year-on-year) in March
2018, from 2.2% in February. The U.S unemployment rate remained unchanged at 4.1% for
the sixth consecutive month in March 2018. The Federal Open Market Committee (FOMC)

The U.S economy recorded a
growth of 2.3% (q-0-q) in Q1

2018.
of the U.S Federal Reserve (The Fed) maintained the Federal Fund Rate (Fed Rate) at
1.50% to 1.75% at its May 2018 meeting.
Table 1: Summary of Key Indicators
SIN Indicators China Egypt India Kenya Nigeria Russia South Africa Turkey USA
1 Bond Price 100.29 105.63 101.62 101.98 109.53 103.00 100.50 85.35 95.05
2 Bond Yield 3.45% 15.04% 7.68% 12.07% 13.07% 6.57% 7.62% 12.61% 2.81%
3 Bond Price MoM Change 0.86% (0.42%) (1.33%) 0.12% 1.42% (0.48%) (1.08%) 1.01% (1.02%)
4 Bond Yield MoM Change (0.19%) 0.10% 0.38% (0.04%) (0.55%) 0.16% 0.27% (0.19%) 0.23%
5 Bond Price YTD Change 1.69% 1.56% (1.91%) 0.80% 2.27% (0.96%) 1.10% (2.90%) (2.59%)
6 Bond Yield YTD Change (0.36%) (0.62%) 0.49% (0.28%) (0.97%) 0.25% (0.28%) 0.87% 0.58%
7 Real Yield 1.35% 1.74% 3.40% 8.34% (0.27%) 4.17% 3.82% 2.38% 0.41%
8 Volatility 0.36 0.20 0.76 0.10 1.14 0.57 0.41 0.80 0.41
9 FX Rate MoM Change* 0.90% (0.01%) 2.23% (0.78%) 0.01% 8.99% 4.91% 3.19% (1.84%)
10 FX Rate YTD Change* (2.76%) (0.71%) 4.18% (2.82%) 0.01% 8.43% 0.56% 6.73% 0.79%
1 Inflation Rate 2.10% 13.30% 4.28% 3.73% 13.34% 2.40% 3.80% 10.23% 2.40%
12 Policy Rate 4.35% 16.75% 6.00% 9.50% 14.00% 7.25% 6.50% 8.00% 1.75%
13 Debt to GDP 47.60% 101.00% 68.70% 57.10% 21.30% 12.60% 53.10% 28.30% 105.00%
14 GDP Growth Rate 6.80% 5.30% 7.20% 5.00% 1.92% 0.90% 1.50% 7.30% 2.90%
15 Nominal GDP (US$) 11,199bn 336bn 2,264bn 70.53bn 405bn 1,283bn 295bn 858bn 18,624bn
16 Current Acct to GDP 1.30% (5.90%) (0.70%) (5.90%) (1.80%) 1.80% (2.50%) (3.80%) (2.40%)
*-ve means appreciation while +ve means depreciation
Sources: Bloomberg, Central Bank of Various Countries; Trading Economics; and FSDH Research Analysis
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1.1 The Global Economic Growth:
The global growth and trade trajectory strengthened in 2017, and expected to grow by

3.9% in 2018, according to the World Economic Outlook (WEO) April 2018 edition of

the International Monetary Fund (IMF). Global growth is also forecast at 3.9% for 2019.
The global growth and trade

trajectory strengthened in 2017,
and expected to grow by 3.9% in The IMF notes that the growth prospect for the advanced economies is expected to wane

2018, from the dimming of the cyclical upswing and US fiscal stimulus in the medium term. In
contrast, the emerging market and developing economies growth are forecast at 4.9% and
5.1% for 2018 and 2019, respectively. The gradual recovery in commodity exporters and a
projected increase in India’s growth also provide some offset to China’s gradual slowdown.
The IMF retained a growth rate of 2.1% and 1.9% for Nigeria in 2018 and 2019, respectively.
According to the IMF, positive developments in the crude oil market and favourable policies

in the foreign exchange market are the major drivers of the Nigeria's growth.

The increased capital importation, favourable crude oil price, and higher crude oil production
FSDH Research forecasts a Real have impacted the Nigerian economy, with a positive impact on Nigeria’s GDP in 2017.
GDP growth rate of 3.16% for ~ FSDH Research forecasts a Real GDP growth rate of 3.16% for 2018. As at 30 April 2018,
2018, the Bonny Light crude oil price averaged US$69.64/b, higher than the average of US$55/b
in 2017. The IMF forecasts average crude oil price of US$62.30/b and US$58.20/b for 2018

and 2019, respectively.
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Table 2: Global Economic Growth (Actual vs Forecast) Table 3: World Trade Growth (Actual vs Forecast)
2016A 2017A 2018F 2016A | 2017A | 2018F
Global 3.2% 3.8% 3.9% World Trade Volume 23% | 49% | 51%
USA 1.5% 2.3% 2.9% Imports:
Japan 0.9% 1.7% 1.2%
P : : : Advanced Economies 2.7% 40% | 51%
Euro-Area 1.8% 2.3% 2.4% ) .
) , , , Emerging & Developing
China 6.7% 6.9% 6.6% Economies 18% | 64% | 6.0%
India 7.1% 6.7% 7.4% Exports:
United Kingdom 1.9% 1.8% 1.6% Advanced Economies 2.0% 42% | 4.5%
Nigeria (1.6%) 0.8% 2.1% Emerging & Developing
South Africa 06% 1.3% 1.5% Economies 26% | 64% | 5.1%
Source: IMF World Economic Outlook (WEO), April 2018 Source: IMF World Economic Outlook (WEO), April 2018
Global vs Selected Countries GDP Growth Historical Yields Movement (Nigeria and U.S)
Rate Forecast (2018) 17.0% 29%
8.0% 7.4% 16.5% 2.7%
0 % 16.0%
7.0% 6.6% il 25%
6.0% 15.0% 2.3%
5.0% 3.9% 14.5% 2.1%
4.0% 0
2.9% 14.0% 1 9%
3.0% 19, 24% 13.5% 700
20% 490, 1:5% M 13.0% :
, 12.5% 1.5%
L ll SRS NI
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o‘{;& g{.\ Q/& \@6 ==@=16.39% FGN Bond January 2022
T & ¥ —0—1.75% U.S Treasury Note May 2023
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1.2 Nigeria and China Currency Swap — Equally Beneficial?
The Central Bank of Nigeria (CBN) recently signed a bilateral currency swap agreement with
the People’s Bank of China (PBoC) worth about US$2.4 billion. In local currencies, the swap
The deal is expected to reduce the
demand for US Dollar by IS worth 15 billion Renminbi (RMB) or N720 billion. The deal is expected to reduce the

Nigerians importing from China  demand for U.S Dollar by Nigerians importing from China and consequently strengthen the
and consequently strengthen the

value of the Naira. value of the Naira. The deal will remove certain barriers for Nigerian importers of goods from

China and reduce the cost of transactions in multiple currencies.

FSDH Research’s analysis of the trade relationship between Nigeria and China in the last
five years shows that Nigeria has a negative trade balance with China. While we believe the
currency swap agreement may improve foreign exchange stability and aid external reserves
management to a certain extent, it has some downside risks. The fact that it removes some
trade barriers between the two countries may increase Nigeria's imports from China. This
development, without a corresponding increase in Nigeria’s exports to China, will increase
Nigeria's trade deficit with China. Nigeria needs to develop a competitive advantage in the
production of certain exportable goods that China currently imports in order for Nigeria to get

the full benefits from this currency swap deal.

Table 4: Nigeria and China Trade Relations (N'bn)

2013 2014 2015 2016 2017 Average
Exports to China 171 265 157 122 221 187
Imports From 1,476 1,617 1,568 1,734 1,788 1,637
Trade Balance -1,305 -1,352 -1,411 -1,612 -1,568 -1,449
Nigeria Total Exports 14,245 16,304 9,593 8,527 13,598 12,454
Nigeria Total Imports 7,016 7,374 6,698 8,818 9,563 7,894
Proportion of Nigeria's Exports from China 1.2% 1.6% 1.6% 1.4% 1.6% 1.5%
Proportion of Nigeria's Imports to China 21.0% 21.9% 23.4% 19.7% 18.7% 20.9%
National Bureau of Statistics (NSB) FSDH Research
6
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1.3 Purchasing Managers’ Index (PMI):
The Purchasing Managers’ Index (PMI) survey that the Central Bank of Nigeria (CBN)
published for the month of April 2018 shows an expansion. The Manufacturing PMI in

The CMI increased from 56.6 the month of April stood at 56.9 points from 56.7 points recorded in March. Similarly, the

points in March 2018 to 56.9

Non-Manufacturing PMI improved to 57.5 points from 57.2 points in March. The expansion
points in April 2018.

in the PMI is an indication of the growth that FSDH Research expects in the economy in the
short-to-medium term. FSDH Research expects a Gross Domestic Product (GDP) growth
rate of 3.55% in Q1 2018. This positive recovery in the economy should drive credit creation,

both in the manufacturing and non-manufacturing sectors.
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1.4 Inflation Rate:

The inflation rate dropped to 13.34% in March 2018, from 14.33% recorded in February. The

Month-on-Month (M-0-M) change in the CPI stood at 0.84% in February, higher than 0.79%

recorded in February. Year-on-year (y-0-y) change in the Food Price Index (FPI) stood at
1”3793 l;’}ﬂ"”;"'}wgfg ‘;’g‘;";e]‘j’mf; 16.08% in March, down from 17.59% in February 2018. M-0-M, the FPI grew by 0.90% in
14.33% recorded in February. March, compared with 0.85% in February. The increase in the prices of Bread and Cereals;

Fish; Oil and Fats; Vegetables; Fruits; Coffee, tea and Cocoa; Meat; Milk, Cheese and Eggs

drove the FPI during the period.

The Core Index stood at 11.20% in March, down from 11.70% in February. The largest
increase in the Core Index were recorded in clothing materials, garments and other articles
of clothing and clothing accessories, vehicle spare parts, fuel and lubricants for personal
transport equipment, rentals for housing, passenger transport by road, hairdressing salons
and personal grooming establishments, shoe and other footwear, maintenance and repair of

personal transport equipment and paramedical services.

FSDH Research expects the FSDH Research forecasts a further drop in inflation rate to 12.43% in April 2018. We

April 2018 inflation rate to drop expect the inflation rate to drop to a single digit in July 2018 provided there is no food
0,

(012.43% shortage in the country on account of the current rising crisis in the food producing areas in

the country.

Table 5: Inflation Rate Actual Vs. Forecast

Jan- | Feb- | Mar- | Apr- | May- | Jun- Jul- Aug- | Sep- | Oct- | Nov- | Dec-
Month 18A 18A 18A 18F 18F 18F 18F 18F 18F 18F 18F 18F

Actual/Forecast* | 15.13% | 14.33% | 13.34% | 12.43% | 11.19% | 10.20% | 9.59% | 9.11% | 8.94% | 8.70% | 8.49% | 8.80%
Sources: National Bureau of Statistics and FSDH Research Analysis. * Assumed no increase in fuel and electricity tariff. A- Actual, F - Forecast
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1.5 Movement in the External Reserves:
The improved macroeconomic environment in the Nigerian economy strengthened

the foreign exchange inflows and boosted the external reserves in April 2018. The
The 30-Day Moving Average

external reserves increased by
2.66%, up from US$46.26bn at  Investors’ and Exporters’ Foreign Exchange Window (I&E Window) were the major
end-March 2018 to US$47.49bn

favourable developments in the crude oil market and consistent inflows from the

drivers of the external reserves. The 30-day moving average external reserves increased

as at end-April 2018.
by 2.66%, up from US$46.26bn at end-March to US$47.49bn at end-April 2018. The inflows
through the I&E Window between April 2017 and April 2018 stood at US$46.08bn. The
highest amount was recorded in January 2018. FSDH Research expects the positive
domestic and external environment to further lead to external reserves accretion in
the short-term and this development should provide further stability for the foreign
exchange rate.
Average External Reserves vs Foreign Exchange Rate (N/US$)
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1.6 Crude Oil Market and Bonny Light Price:
The daily crude oil production in Nigeria increased marginally by 1.12% from 1.17mb/d in

, , o February to 1.81mb/d in March 2018. This is based on the secondary data available from
The daily crude oil production in

Nigeria increased marginally by the Organisation of the Petroleum Exporting Countries (OPEC) report for the month of April

1.12%  from — 1.17mb/din 2018, The total OPEC crude oil production from secondary sources was 31.96mb/d in March,

February 2018 to 1.81mbpd in . _ . ,
amarginal decrease of 0.62% from 32.16mb/d over the previous month. Crude oil production

sl Id £0.62% from 32.16mbid over th th. Crude o product

output increased mostly from United Arab Emirates, Nigeria, Qatar, Equatorial Guinea, Iran,
and Kuwait; while production recorded the largest drop in Angola, Venezuela, Algeria, Saudi

Arabia, Libya, Iraq, and Gabon.

The U.S Energy Information Administration (EIA) in its monthly report for April 2018 reported
an average forecast Brent crude oil price of US$71/b and US$66/b in 2018 and 2019,

respectively. The April forecast is higher than the March forecast of US$62/b.
The average price of Bonny
Light was US$73.12/b in April,
a marginal increase of 8.37%
from the average price of 8.20% to US$75.88/b as at end-April, from US$70.13/b at end-March. The average price of
US$67.47/b  recorded in

According to the data from Thomson Reuters, the Bonny Light crude oil price increased by

Bonny Light was US$73.12/b in April, an increase of 8.37% from the average price of

March.
US$67.47/b recorded in March.
Nigeria's Crude Oil Production Bonny Light Price (Monthly Average)
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1.7 Foreign Exchange Rate:
The value of the Naira depreciated at the inter-bank and parallel markets in April 2018,
compared with March. The premium between the inter-bank and parallel market widened

The value of the Naira marginally in April, compared with March.

depreciated at the inter-bank
and parallel markets in April

2018, compared with March. Month-on-month, the value of the Naira depreciated at the inter-bank market to N305.70/US$

as at end-April 2018, a drop of 0.02% from N305.65/US$ at end-March. However, the
average exchange rate at the inter-bank market appreciated by 0.04% to stand at
N305.61/US$ in April, compared with N305.74/US$ in March.

The value of the Naira also depreciated at the parallel market in April to N363/US$, a
FSDH Research expects the drop of 0.14%, compared with March. The average exchange rate at the parallel market

value of the Naira to remain  glso depreciated by 0.23% to stand at N362.86/US$ in April, compared with N362.01/US$
stable in the short-to-medium

term because of the accretion to
the external reserves.

in March.

FSDH Research expects the value of the Naira to remain stable in the short-to-medium

term because of the accretion to the external reserves.

-
-_
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2.0 Interest Rate and Yield Analysis:

All the yields on the fixed income securities decreased in the month of April 2018
compared with March 2018. The major drivers of the drop in yields are: the strategy
of the Debt Management Office (DMO) to restructure the domestic debt portfolio of the
FGN in favour of long term debt, the drop in inflation rate and the developments in

other macroeconomic environment.

The fixed income market analysis for the month of April 2018 shows a net outflow of about
N749bn, compared with a net outflow of about N420bn in March. The major outflows in April
were the OMO and Repurchase Bills (REPO) of N2.03trn; CBN’s Foreign Exchange Sale of
about N381bn; Primary NTBs of about N154bn and the Bond auction of about N90bn.
Meanwhile, in March, the major outflows were the OMO and Repurchase Bills (REPO) of
N1.48trn; CBN'’s Foreign Exchange Sale of about N472bn; primary NTBs of about N150bn
and the Bond auction of about N64bn. The major inflows in April were the matured OMO and
Average yields on al the fed REPO Bills of N1.32trn; matured NTBs of about N263bn; and the Federation Account
income securities traded owerin  Allocation Committee’s (FAAC) injection of about N320bn. The major inflows in March were
the month of April than the  the matured OMO and REPO Bills of N865bn; matured NTBs of about N559bn; and the
previous monih FAAC'’s injection of about N318bn. FSDH Research observed that the amount of FGN
Bond auction in April at N90Obn was 41% higher than the auction of N64bn in March.

This is in line with our expectation and it will soon begin to drive yields higher.

At the NTBs auction, average yield on the 91-day NTB was down to 11.65% in the
month of April compared with 12.21% recorded in March. The average 182-Day NTB stood
at 13.16%, down from 13.90% in March. The average 364-Day NTB yield also decreased to 14.37%
in April, from 15.16% in March. The average NIBOR closed in April lower than it closed in March.
The 30-Day NIBOR closed at 12.91% in April, down from 15.32% in March. The average 90-Day and
180-Day NIBOR also decreased to 14.02% and 15.48%, from 16.33% and 18.12% in March,
respectively. The yield on the FGN Bonds we monitor closed at lower yields in April compared with
March.

Average Bond Yields in April 2018 Average NTBs Yields in April 2018
(Actual vs Forecast) (Actual vs Forecast)
14.00% 20.00%

13.00%

12.00% 0.00%
14.50°/50F2(15N JUL 16.29"/02(IJ:ZG7N MAR 16.25°/;(I):?gN APR 91-Day 182-Day 364-Day

W Actual = Forecast W Actual W Forecast
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Table 6: Market Liquidity (N’bn)
March 2018 April 2018
Total Inflow | Total Outflow | NetFlow | Total Inflow | Total Outflow | Net Flow
Primary Market: NTB 559 150 410 263 154 110
Open Market Operations & Rev Repo 865 1476 (611) 1317 2025 (708)
Bond 0 64 (64) 0 90 (90)
FAAC 318 0 318 320 0 320
FX Market 0 472 (472) 0 381 (381)
CRR Debit/Credit 0 0 0 0 0 0
TSA Implementation 0 0 0 0 0 0
Total 1,743 2,162 (420) 1,901 2,650 (749)
Sources: Central Bank of Nigeria and Federal Ministry of Finance
Table 7: Average Bond Yields
16.00% FGN JUN 2019 16.39% FGN JAN 2022 10.00% FGN July 2030
March 2018 13.62 13.64 13.33
April 2018 13.07 13.29 13.22
Change (0.55) (0.36) (0.11)
Source: Financial Market Dealers Quotation
Table 8: Average Interest Rate and Yields
NIBOR Treasury Bill Yields
Call 30 Day 90 Day 180 Day 91-Day 182-Day 364-Day
March 2018 13.75% 15.32% 16.33% 18.12% 12.21% 13.90% 15.16%
April 2018 3.88% 12.91% 14.02% 15.48% 11.65% 13.16% 14.37%
Change (9.88%) (2.41%) (2.31%) (2.64%) (0.56%) (0.74%) (0.79%)
Sources: CBN and FMDQ
13
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2.1 Will the Yields on NTBs Drop to Single Digit?

The sharp drop in the yields on the NTBs in the last few months raises a question if
the yield on 364-Day NTB will drop to a single digit, the first time since 2011. The
average yields on the 364-NTB remained in single digit figures between 2008 and 2010 while
inflation rate during this period was in double digit figure leading to negative real yields. The
CBN adopted a devaluation strategy durig the period in reaction to the drop in oil price. The
drop in oil price also led to a consistent drop in the external reserves. However, the GDP

growth rate remained strong during the period partly on account of the GDP rebasing

exercise.

Table 9: Historic Movement in Some Economic Indicators and NTB Yields

Averages 2008 2009 | 2010 | 2011 2012 2013 2014 2015 2016 2017 End
April
2018

364-Day 955% | 641% | 7.25% | 14.04% | 1646% | 13.33% | 1358% | 1562% | 15.81% | 2187% | 13.73%

NTB Rates

82;"“ 10028 | 6322 | 81.01 | 11404 | 11352 | 11112 | 100.81 5347 | 4447 | 5500 75.88

;)/(U';;te 11912 | 15072 | 1512 | 15594 | 158.94 159.3 16522 | 19798 | 25584 | 36545 | 360.17

I;afltaetlon 1153% | 12.43% | 13.80% | 10.90% | 1220% | 8.50% 8.10% 9.00% | 1563% | 16.55% | 13.34%

External

Reserves 58.47 447 | 3736 | 3354 38.07 46.71 38.8 30.7 26.29 31.31 4749

US$bn

*FPI - Fixed

Income 107973 | 677 | 88391 | 82162 | 1,666.70 | 2,25269 | 3469.01 | 1,347.87 | 953.82 | 3691.74 | NIA

(US$ 000)

g;':Gthh 720% | 835% | 954% | 7.43% | 658% | 549% | 622% | 279% | -1.58% | 083% | NA

FPI - Foreign Portfolio Investment

Sources: CBN, Thomas Reuters, NBS and FSDH Research Analysis

The recent drop in the inflation rate and our expectation that it may drop to a single
digit around July 2018, together with the recovery in the oil price leading to growth in

The recent improvements in the external reserves and stability in the foreign exchange market, may drive the yields

macroeconomic environment in on the 364-Day NTB to a single digit in the next few months.The strategy of the DMO to

Nigeria may drive the yields on restrcuture the domestic debt portfolio of the FGN from short-term to long-term may further

the NTBs to single digit.
support a drop in the yields on the 364-Day NTB. FSDH Research however believes that the
yields on the FGN Bonds may increase from the current levels as the FGN starts to increase
borrowing to fund the 2018 Budget.
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2.2 Revised Outlook Going Forward:
A total inflow of about N1.84trn should hit the money market from the various maturing

government securities and FAAC in the month of May. We estimate a total outflow of

FSDH Research expects the
market to remain relatively
liquid in April 2018.

approximately N728bn from the various sources, including government securities and
statutory withdrawal), leading to a net inflow of about N1.12trn. FSDH Research expects
the market to remain relatively liquid in May 2018. This may necessitate the issuance

of OMO to mop-up the liquidity in the system.

Table 10: Expected Inflow and Outflow Analysis — May 2018 (N'bn)

Date 03-May-18 | 10-May-18 | 17-May-18 | 24-May-18 | 31-May-18 Others Total
Inflows 377.52 290.92 330.30 266.95 305.58 272.13 1,843.39
Outflows 190.84 = 67.68 85.00 99.21 285.00 727.73
Net Flows 186.68 290.92 262.61 181.95 206.37 (12.88) 1,115.66
Source: FSDH Research Analysis, *Statutory Allocation (FAAC) and Cash Reserve Requirement (CRR) Debit

Table 11: Revised Yields — Actual vs Forecast
Treasury Bills (Primary Market) FGN Bonds (Secondary Market)

91-Day 182-Day 364-Day Jul-21 Mar-27 Apr-37
JanA-18 12.72% 14.86% 16.33% 13.40% 13.43% 13.33%
FebA-18 12.26% 14.56% 15.73% 13.66% 13.72% 13.44%
MarF-18 12.21% 13.90% 15.16% 13.62% 13.64% 13.33%
AprF-18 11.65% 13.16% 14.36% 13.07% 13.29% 13.22%
MayF-18 10.96% 12.02% 13.15% 13.38% 13.82% 15.32%
JunF-18 10.93% 11.63% 12.76% 12.39% 12.83% 14.33%
JulF-18 10.32% 11.02% 12.35% 11.78% 12.32% 13.14%
AugF-18 9.84% 10.54% 11.88% 11.30% 11.84% 12.66%
SepF-18 9.66% 10.37% 11.70% 11.13% 11.66% 12.48%
OctF-18 9.42% 10.13% 11.46% 10.89% 11.43% 12.25%
NovF-18 9.22% 9.92% 11.25% 10.68% 11.22% 12.04%
DecF-18 9.52% 10.23% 11.56% 10.99% 11.53% 12.35%
Sources: CBN, FMDQ, and FSDH Research Forecasts
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Investors should consider taking
position in some corporate bonds in
the market that have attractive
yields and good names.
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The following factors will influence yields on fixed income securities in May 2018:

7
L X4

Expectation of a drop in inflation rate

The stability in the foreign exchange market

High level of liquidity due to maturities of government securities

Growing confidence in the Nigerian economy

Government borrowing needs to fund the Budget

The FGN'’s strategy to issue longer-dated bond against the short-dated securities
Monetary policy normalisation in the advanced countries

Issuance of OMO to mop-up liquidity from the banking system.

FSDH Research anticipates a marginal drop in yields on the NTBs in May 2018, while

we expect the yields on the FGN Bonds to trend higher from the current levels.

2.3 Strategy:

T
)l

Investors should take advantage of the current yields on one year Treasury Bills.
Investors should consider taking position in some corporate bonds in the market that
have attractive yields and good names. Also, they should re-align their portfolios to
buy more corporate bonds from the secondary market.

Investors may sell down a fraction of their bond investment portfolio to buy back

later when the yield increases.

The average prices on the FGN Eurobonds were higher in April than in March.

Consequently, the average yields on the bonds closed lower in the month of April, than in

March 2018. The current yields on all the FGN Eurobonds are lower than their respective

coupons. Although the average yields on the FGN Eurobond was lower in April than in

March, the yields closed higher in April than it opened during the month. This is in line with

our expectation that the yield on the FGN Eurobond will soon rise.

-
(=}
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Table 12: FGN Eurobonds

15-Year 7.875% 10-Year 6.75% 10-Year 6.375% | 5-Year 5.125% FGN | 5-Year 5.625%
FGN Eurobond FGN Eurobond FGN Eurobond Eurobond July FGN Eurobond

February 2032 January 2021 July 2023 2018 June 2022
Date Price Yield Price Yield Price Yield Price Yield Price Yield
(US$) (US$) (US$) (US$) (US$)

03-Apr-18 109.63 | 6.79% | 105.79 | 4.53% | 105.52 | 5.16% | 100.39 3.61% | 10242 | 4.98%
04-Apr-18 109.66 | 6.79% | 105.79 | 4.53% | 105.61 | 5.14% | 100.39 3.59% | 10246 | 4.97%
05-Apr-18 110.37 | 6.71% | 105.96 | 4.46% | 10587 | 5.09% | 100.42 3.44% | 102.67 | 4.92%
06-Apr-18 110.69 | 6.68% | 105.96 | 4.46% | 10599 | 5.06% [ 100.41 347% | 102.67 | 491%
09-Apr-18 110.08 | 6.74% | 105.84 | 4.50% | 105.86 | 5.09% | 100.41 3.45% | 102.66 | 4.92%
10-Apr-18 11016 | 6.73% | 105.86 | 4.49% | 105.73 | 511% [ 100.41 3.44% | 102.63 | 4.92%
11-Apr-18 110.28 | 6.72% | 105.83 | 4.50% | 105.79 | 5.10% [ 100.41 3.42% | 10259 | 4.94%
12-Apr-18 110.33 | 6.72% | 105.83 | 4.49% | 105.75 | 511% [ 100.41 3.36% | 102.59 | 4.93%
13-Apr-18 110.62 | 6.69% | 105.84 | 4.49% | 105.75 | 511% | 100.42 3.30% | 102.63 | 4.92%
16-Apr-18 110.82 | 6.66% | 105.88 | 4.47% | 10580 | 5.10% | 100.35 3.55% | 102.58 | 4.93%
17-Apr-18 11045 | 6.70% | 105.75 | 4.52% | 105.71 | 5.12% | 100.35 3.57% | 10250 | 4.96%
18-Apr-18 111.37 | 6.61% | 105.84 |4.49% | 10545 | 517% | 100.35 3.51% | 102.67 | 491%
19-Apr-18 110.59 | 6.69% | 105.75 | 4.51% | 105.59 | 5.14% | 100.33 3.57% | 102.58 | 4.93%
20-Apr-18 109.94 | 6.76% | 105.71 | 4.52% | 105.50 | 5.16% | 100.32 3.61% | 10246 | 4.96%
23-Apr-18 109.06 | 6.85% | 105.50 | 4.60% | 10521 | 5.22% | 100.30 3.64% | 10217 | 5.04%
24-Apr-18 109.45 | 6.81% | 105.67 | 4.54% | 104.66 | 5.34% | 100.36 3.36% | 102.33 | 5.00%
25-Apr-18 108.48 | 6.91% | 105.50 | 4.60% | 10486 | 5.29% | 100.27 3.76% | 10213 | 5.05%
26-Apr-18 108.65 | 6.89% | 105.50 | 4.59% | 104.58 | 5.35% | 100.25 3.83% | 102.13 | 5.05%
27-Apr-18 108.35 | 6.92% | 105.50 | 4.59% | 10460 | 5.35% | 100.25 3.81% | 10213 | 5.05%
30-Apr-18 107.83 | 6.98% | 105.50 | 4.59% | 104.50 | 5.37% | 100.25 3.76% | 102.04 | 5.07%

-
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3.0 Equity Market:

3.1 The Secondary Market:

The equity market depreciated for the third consecutive month in April 2018. Month-

on-month (M-0-M), The Nigerian Stock Exchange All Share Index (NSE ASI) depreciated by

0.57% (a loss of 0.59% in US$) to close at 41,268.01 points. Year-to-Date (YTD), the Index

recorded a gain of 7.91%. Similarly, the market capitalisation recorded a MoM loss of 0.30%

(aloss of 0.31% in US$) to close at N14.95trn (US$48.91bn). The difference in the rate of
All Sectoral Indices depreciated change between the market capitalisation and the Index was due to the listing of
in March except the NSE Oi 1,476,142,418 ordinary shares of Flour Mills of Nigeria Plc. These additional shares

and Gas Index and the
Consumer Goods Index. were as a result of the company’s Rights Issue.

Market activities weakened for the third consecutive month in April. The volume of stocks
traded decreased by 16.76% to 8.46bn in April from 10.17bn in March. FCMB Plc, UBA Plc,
Zenith Bank Plc, FBN Holdings Plc, and GT Bank Plc were the five most highly traded stocks
in April. Similarly, the value of stocks traded on The NSE in April decreased by 22.11% to
N106.11bn, from N136.24bn in March.

The equity market depreciated for
the third consecutive month in
April 2018. All Sectoral Indices depreciated in April except the NSE Oil and Gas Index and the

Consumer Goods Index. MoM, the NSE Oil and Gas Index and Consumer Goods Index
appreciated by 4.92% and 2.74% respectively. The NSE Industrial Index recorded the
highest MoM depreciation of 5.21%, with a YTD appreciation of 5.18%. The loss recorded in
the Industrial Index was mainly attributed to the decrease in the share prices of Lafarge
Year-to-Date (YTD), the Index Africa Plc (7.28%) and Dangote Cement (5.38%). The NSE Insurance Index recorded a MoM
recorded a gain of 7.91%. loss of 3.57%, with a YTD gain of 4.53%. The loss in the NSE Insurance Index was mainly

attributed to the decrease in the share prices of AXA Mansard Insurance Plc (3.29%).

Table 13: Nigerian Equity Market: Key Indicators

Market
Volume Value Cap. Consumer
Month (bn) (N’bn) NSEASI (N'trn) | Banking* | Insurance* Goods* Oil/Gas* | Industrial*
March 10.17 136.24 | 41,504.51 14.99 520.57 151.09 978.14 346.91 2192.12
April 8.46 106.11 41,268.01 14.95 519.73 145.69 1004.94 363.97 2077.89

Change (16.76%) | (22.11%) | (0.57%) | (0.30%) [ (0.16%) (3.57%) 2.74% 4.92% (5.21%)

YTD 7.91% 9.84% 9.32% 4.53% 2.95% 10.06% 5.18%
Sources: NSE and FSDH Research. * NSE Sectoral Indices
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Table 14: Major Earnings Announcements in April 2018

Company and Result Turnover (Nm) | Change | PBT (Nm) Change PAT (Nm) Change
FORTE OIL PLC

3 Months Mar. 2018 39,812 20.63% 3,166 54.45% 2,963 57.23%
GUARANTY TRUST BANK PLC ( GT Bank)

3 Months, Mar. 2018 108,970 4.65% 52,624 4.43% 44,670 7.70%
ZENITH BANK PLC

3 Months, Mar. 2018 169,192 14.52% 54,001 22.17% 47,079 25.55%
UNILEVER NIGERIA PLC

3 Months, Mar 2018 25,818 16.44% 3,923 79.97% 2,899 80.85%
STANBIC IBTC HOLDINGS PLC

3 Months Mar. 2018 57,389 22.05% 26,690 43.29% 23,067 43.51%
UBA PLC.

3 Months Mar. 2018 119,366 17.89% 26,555 4.26% 23,736 6.20%
TRANSNATIONAL CORPORATION OF NIGERIA PLC

3 Months, Mar. 2018 26,302 66.81% 5,935 242.14% 5,411 261.60%
LAFARGE AFRICA PLC.

3 Months Mar. 2018 80,643 (0.82%) (2,945) (131.19%) (2,002) (138.79%)
ECOBANK TRANSNATIONAL INCORPORATED

3 Months, Mar. 2018 198,615 11.34% 33,908 48.24% 27,863 49.15%
DANGOTE CEMENT PLC

3 Months, Mar 2018 242,116 16.31% 108,403 40.21% 72,123 29.10%
NIGERIAN BREWERIES PLC.

3 Months, Mar. 2018 82,966 (9.12%) 15,248 (12.56%) 10,204 (10.88%)
FBN HOLDINGS PLC (First Bank)

Full Year, Dec. 2017 595,444 2.34% 56,825 147.63% 40,011 226.81%
SEPLAT PLC

3 Months, Mar. 2018 55,236 281.62% 17,987 420.91% 6,287 (207.38%)
TOTAL NIGERIA PLC

3 Months, Mar. 2018 75,646 (5.99%) 2,629 (38.15%) 1,669 (37.52%)
ACCESS BANK NIGERIA PLC

3 Months Mar. 2018 95,594 20.50% 27,439 (0.57%) 22,116 (1.30%)
FCMB GROUP PLC

3 Months, Mar. 2018 42,171 9.64% 3,256 64.12% 2,586 63.57%
Source: NSE

Table 15: Major Corporate Actions Announcements in April 2018
Company Result DPS(N) | Closure Date Payment Date | Interim/Final
ETERNA OIL & GAS PLC Full year, Dec. 2017 0.40 23-May-18 20-Jun-18 Final
RAK UNITY PET. COM. PLC Full year, Dec. 2017 0.10 20-Jul-18 16-Aug-18 Final
OKOMU OIL PALM PLC Full year, Dec. 2017 3.00 14-May-18 25-Jun-18 Final
AIICO INSURANCE PLC Full year, Dec. 2017 0.05 18-May-18 25-May-18 Final
BETA GLASS COPLC Full year, Dec. 2017 1.07 15-Jun-18 05-Jul-18 Final
NIGERIAN AVIATION HANDLING COMPANY PLC Full Year Dec. 2017 0.25 03-Jul-18 20-Jul-18 Final
PRESCO PLC Full Year Dec. 2017 2.00 09-Jul-18 26-Jul-18 Final
ALUMINIUM EXTRUSION IND.PLC Full year, Dec. 2017 0.09 13-Aug-18 24-Sep-18 Final
LEARN AFRICA PLC Full year, Dec. 2017 0.14 09-Jul-18 03-Aug-18 Final
CONSOLIDATED HALLMARK INSURANCE PLC Full year, Dec. 2017 0.02 07-May-18 22-May-18 Final
SEPLAT PETROLEUM DEVELOPMENT COMPANY
PLC 3 months, Mar. 2018 | US$0.05 17-May-18 08-Jun-18 Interim
Source: NSE
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Most of the equity markets across the globe recorded gains in the month of April. The
The CAC 40 Index (France) CAC 40 Index (France) recorded the highest MoM appreciation of 7.26%, with a YTD
recorded the ~highest MoM  appreciation of 3.91% as at 30 April 2018. This is followed by the FTSE Composite Index

appreciation of 7.26%. . . —
PP ’ (UK) with a MoM gain of 7.08%, but a YTD loss of 2.18%. The Nairobi All Share Index
recorded the highest MoM loss of 6.12%, with a YTD appreciation of 4.87%.
Table 16: Foreign Equity Market Performance in April 2018
North/Latin America YTD Change Month-on-Month Change
Dow Jones Industrial Average (2.25%) 0.25%
S&P 500 Index (0.96%) 0.27%
NASDAQ Composite 2.36% 0.04%
Brazil Stock Market Index 12.71% 2.68%
Europe
Swiss Market Index (5.28%) 3.67%
FTSE 100 Index (UK) (2.18%) 7.08%
CAC 40 Index (France) 3.91% 7.26%
DAX Index (Germany) (2.37%) 4.84%
SMSI Index (Madrid, Spain) (0.26%) 5.37%
Africa
NSE All-Share Index 7.91% (0.57%)
FTSE/JSE Africa All Share Index (2.10%) 4.32%
Nairobi All Share Index (Kenya) 4.87% (6.12%)
GSE Composite Index (Ghana) 35.26% 3.50%
Asia/Pacific
NIKKEI 225 Index (Japan) (1.30%) 4.92%
S&P BSE SENSEX Index (India) 3.24% 6.44%
Shanghai Stock Exchange Composite Index (China) (6.80%) (2.71%)
Hang Seng Index (Hong Kong) 2.97% 3.21%
Sources: Bloomberg and Nigerian Stock Exchange (NSE)
-
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3.2. Outlook for the Month of May 2018:
The outlook for the equity market remains positive. Both economic and financial
developments support recovery in the equity market. The following factors should drive
the performance of the equity market:

> Positive quarterly results

> Repositioning of portfolios as a result of the further drop in yields on NTBs

> Stability in the foreign exchange market due to positive developments in the crude

oil market.

3.3. Strategies:
» Investors should take strategic positioning in the stocks that declare interim
dividends
> Some stocks in the consumer goods, building materials and banking sectors are

attractive at their current prices.

Table 17: Equity Market Trend Analysis (2013-2017) — NSE ASI Analysis

Year
Months 2013 2014 2015 2016 2017
April 33,440.57 | 38,492.13 | 34,708.11 | 25,062.41 25,758.51
May 37,794.75 | 4147440 | 34,310.37 | 27,663.16 29,498.31
% Change 13.02% 1.75% (1.15%) 10.38% 14.52%
Sources: The Nigerian Stock Exchange (NSE) and FSDH Research Analysis

The performance of the equity market in the last five years shows that the market recorded
We expect the equity market to
appreciate in May 2018, as the
market approaches over-sold

positive performances between April and May, except in 2015. We expect the equity

market to follow the historical trend and record a positive performance in May 2018,

position. as the equity market approaches over-sold position.
Table 18: Quarterly Equity market Trend Analysis
NSE ASI 2011 2012 2013 2014 2015 2016 2017 2018
Q1 (0.60%) | (0.38%) | 19.44% @ (6.25%) @ (8.40%) @ (11.65%) | (5.05%) @ 8.53%
Q2 1.46% 4.59% 7.84% 9.64% 5.39% 16.96%  29.79% N/A
Q3 (18.44%) = 20.43% 1.16% (3.00%) | (6.69%) @ (4.27%) 7.01% N/A
Q4 1.76% 7.95% 1297%  (15.90%) (8.25%) @ (5.16%) 7.91% N/A
Full Year (16.31%) = 3545%  47.19%  (16.14%) (17.36%) (6.17%) @ 42.30% N/A
Sources: NSE and FSDH Research Analysis
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Table 19: Bond Recommendation

Tenor To Current Current Modified
SIN Security Description Maturity (Yrs) | Coupon Price (N) Yield Duration
1 14.50% FGN JUL 2021 3.28 14.50% 102.50 13.51% 2.49
2 14.20% FGN MAR 2024 5.94 14.20% 103.20 13.40% 3.94
3 16.288% FGN MAR 2027 8.95 16.288% 113.75 13.58% 4.88
4 16.25% FGN APR 2037 19.04 16.25% 118.75 13.49% 6.24
Source: FSDH Research. Prices and yields as at 04 April, 2018

Table 20: Revised Asset Allocation

Asset Class Fund Allocation
Equities 30%

Fund Placement 10%
Treasury Bills 20%

Real Estate Investment Trust (REIT) 5%
Bonds 15%
Collective Investment Schemes 20%
Source: FSDH Research

Table 21: One Year Target Price
Stocks Max Entry | 52 Week | 52 Week Trailing Trailing Target
Price Low High EPS PE Ratio Price
Access Bank 11.25 6.81 13.45 213 5.27 13.69
Dangote Cement 248.00 159.50 278.00 12.94 19.17 290.00
Dangote Sugar 18.65 6.46 23.35 3.36 5.55 23.00
FBN Holdings 12.10 3.53 14.75 1.08 11.24 15.00
Flour Mills Nigeria 35.15 17.50 38.00 3.58 9.82 43.00
GT Bank 45.00 26.70 54.71 5.90 7.63 51.39
Seplat 750.00 345.80 785.00 138.57 541 937.50
Lafarge Africa Plc 42.00 41.00 63.00 - - 52.00
Zenith Bank 27.50 16.18 33.51 5.97 4.60 33.00
Source: FSDH Research
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The prices of the Eurobonds of the following companies are trading at discounts to
their face values: Diamond Bank, First Bank, and Ecobank offer attractive prices and
yields. Investments in these securities may generate good returns for investors who

have U.S. Dollar holdings and can take the associated risks.

Table 22: Attractive Fixed Income Securities Trading on the FMDQ as at 07 May, 2018
Issuer Description Coupon Maturity Date | TTM (Years)* | Current Yield Price
State Bonds
| Lagos 14.50% LAGOS 22-NOV-2019 14.50% 22-Nov-19 1.55 14.67% 99.76
| Lagos 13.50% LAGOS 27-NOV-2020 13.50% 27-Nov-20 2.56 14.47% 97.96
Corporate Bonds
FCMB 15.00% FCMB 6-NOV-2020 15.00% 06-Nov-20 2.50 17.64% 94.85
Lafarge Africa Plc 14.25% LAFARGE 15-JUN-2019 14.25% 15-Jun-19 1.11 13.37% 100.85
NAHCO 15.25% NAHCO Il 14-NOV-2020 15.25% 14-Nov-20 2.52 14.17% 102.22
Transcorp Hotels Plc 15.50% TRANSCORP 4-DEC-2020 15.50% 04-Dec-20 1.44 16.12% 99.22
Lafarge Africa Plc 14.75% LAFARGE 15-JUN-2021 14.75% 15-Jun-21 3.11 14.21% 101.32
FCMB 14.25% FCMB | 20-NOV-2021 14.25% 20-Nov-21 3.54 15.74% 96.09
UBA 16.45% UBA |1 30-DEC-2021 16.45% 30-Dec-21 3.65 14.23% 106.09
Fidelity Bank 16.48% FIDELITY 13-MAY-2022 16.48% 13-May-22 4.02 14.23% 106.71
Transcorp Hotels 16.00% TRANSCORP 26-0CT-2022 16.00% 26-Oct-22 2.73 15.95% 100.08
182D T.Bills+1.20% STANBIC IA 30-SEP-
Stanbic IBTC 2024 16.29% 30-Sep-24 6.40 14.08% 109.08
Stanbic IBTC 13.25% STANBIC IB 30-SEP-2024 13.25% 30-Sep-24 6.40 14.08% 96.54
Supranational Bonds
AfDB 11.25% AFDB 1-FEB-2021 11.25% 01-Feb-21 1.49 13.57% 97.03
Corporate Eurobonds
Zenith Bank Plc 6.25% APR 22, 2019 6.25% 22-Apr-19 - 4.87 100.55
Diamond Bank Plc 8.75% May 21, 2019 8.75% 21-May-19 - 5.35 100.82
First Bank Plc 8.25% AUG 07, 2020 8.25% 07-Aug-20 - 10.48 98.34
Access Bank Pic Il 9.25%/6M USD LIBOR+7.677% JUN 24, 2021 9.25% 24-Jun-21 - 9.68 99.57
First Bank Ltd. 8.00%/2Y USD SWAP+6.488% JUL 23 2021 8.00% 23-Jul-21 - 6.69 111.54
Ecobank Nig. Ltd 8.75% AUG 14, 2021 8.75% 14-Aug-21 - 9.30 98.46
Commercial Paper
Yields at Current Yield | Discount
Issuer Description Issue Maturity Date | DTM (Years) ** (%) Rate (%)
Wema Bank Plc WEMA CP Il 26-JUN-18 22.79% 26-Jun-18 50 13.39% 13.15%
Access Bank Plc ACCESS CP XV 18-SEP -18 17.51% 18-Sep-18 134 12.55% 12.00%
Access Bank Plc ACCESS CP XVII 27-AUG -18 16.05% 27-Aug-18 112 12.21% 11.77%
*TTM - Tenor to Maturity; ** DTM — Day to Maturity
Source: FMDQ
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Table 23: Select Global Bonds Issue

Country Bond TT™*
China 3.52% February 21, 2023 8
Egypt 17% April 03, 2022 7
India 8.15% June 11, 2022 7
Kenya 12.705% June 13, 2022 7
Nigeria 16.39% FGN January 2022 7
Russia 7.60% April 14, 2021 6
South Africa 7.75% February 28, 2023 8
United States 1.75% May 15, 2023 8
*TTM - Tenor to maturity

Source: Bloomberg

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, Abuja-Nigeria. 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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