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NAIRA SUCCUMBING TO SPECULATIVE
PRESSURES – N370/$

I

t is very unusual for the Naira to fall in the forex market
in December. This is because it is a period when cocoa
exporters get paid for the main crop harvest. Cocoa is
trading at $2,145 per ton. Nigerian cocoa exports this year

is estimated at 200,000 metric tons. This means that there is at least
$429 million available to the Nigerian forex market.
In addition to cocoa, there is the seasonal inflow of dollars by visiting
friends and relatives during the Christmas season. This is a major
source of dollar flows for the BDCs. If we assume that this category
of tourists control at least 5% of the Diaspora flows into Nigeria
($22bn), the aggregate supply of dollars for the period should be approximately $1.1bn. This is enough to keep the naira trading in the
previous comfort zone of N360/$-N362/$.
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A review of the forex rate trend in the last decade shows a consistent appreciation of the currency
in late November and December. So the pertinent question is why is the Naira falling and what is
it about 2018 that makes it different from other years?
2018 is the run-up to what is expected to be closely contested election in 2019. The political risk
premium is relatively high and speculators are having a field day by going short on the naira and
long on the U.S dollar. The recent increases in the U.S interest rates have made capital outflows
more attractive than previous years. U.S interest rates have been at abnormally low levels in the last
ten years, an era of quantitative easing and cheap money.
Coincidentally the impact of MTN effect on portfolio managers has increased the exit of the
market. But interestingly, the sharp 30% fall in the price of crude oil has only served as throwing
gasoline on the fire of speculators.
Our view is that the naira pressure is oversold. There is no valid reason for a 3%-4% fall in the
naira in one week.
The price of oil may creep up above $60pb next week and the external reserves are climbing again
after 8 weeks of depletion. Therefore, the jury is out as to where the naira is headed. The optimists hope to see it at N362/$, the pessimists and speculators are talking about N390/$. At this
point, it is better to do nothing as the market searches for direction. Efficient market hypothesis
tells us that prices (exchange rate) will always find dynamic equilibrium over time.
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ARE OIL PRICES HEADING FOR THE ROCKS?

I

n a shocking twist of events, Brent oil
price recorded its sharpest monthly decline in over five years. The black gold

lost 21% in November alone to close the month
at $59.80pb. This adds to the woes of the OPECRussia alliance and will be a major consideration
at its next meeting scheduled to take place on December 6.
The downward spiral in prices can be attributed
to a combination of factors - higher expectations of a supply glut and lower than anticipated
global growth in 2019. The IMF cut its global growth forecast by 20bps to 3.7% due to the momentum in the ongoing trade wars and increasing protectionism among leading economies.
This development further emphasizes the need to cut global supply. OPEC alone would be
looking at an output cut of at least one million bpd to alter the current trajectory of oil prices.
The impact of this move would also be dependent on the continuous agreement with the other
oil-producing giant, Russia.

Is there light at the end of the tunnel?
Experts are optimistic that the decline recorded where demand growth lies. This may see China,
so far is aberrational and is more of a kneejerk the world’s biggest oil buyer, progressively posimarket reaction to the current global trends. tion itself as a price maker.
Even with the downward revision in global
growth, the increased momentum in the industrial efforts of key emerging economies will sustain current demand levels.

Like China, India is also intensifying its industrialization drive, a positive for oil producing states
like Nigeria. China and India are Nigeria’s key
trading partners accounting for 9.74% and

The rise in the number of Chinese refineries 13.21% of Nigeria’s total trade values.1 Howshould see oil demand strengthen gradually ever, these developments are to the advantage
from 2019. This alludes to the fact that China is of oil consuming economies.

1

NBS Q2’18 Foreign Trade Statistics
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Are there potent risks to current forecasts?
Considerable downsides to oil price outlook are the possible suspension of the Iranian sanctions
and a breakdown in the OPEC-Russia alliance due to goal incongruence. This has become potent
given that Iran has made significant strides overturning its current oil embargo. Although highly
unlikely, the possible turnaround in the fortunes of Venezuela’s oil production could undermine
the positive outlook of most analysts.

Impact on Nigeria’s economic indicators
Although Nigeria remains oil production
sensitive relative to price, an oil price below
the MTEF oil benchmark of $60pb distorts
the fundamental pillars of the budget plan.
In addition, a possible cut in Nigeria’s oil
quota by 200,000bpd could deal a significant
blow to Nigeria’s fiscal consolidation efforts.
This will force the government to revise its
spending, possibly pulling the economy into
a technical recession.
This will weigh on key indicators such as the
economic growth forecast of 3.01% in 2019,
external reserves will move south of $40bn and exchange rate will depreciate by at least 5.4% to
N380/$. This is also expected to widen Nigeria’s budget deficit, exerting more pressure on Nigeria’s current debt profile and debt servicing obligations.
Like most oil stakeholders, Nigeria will be very interested in the outcome of the December 6
OPEC meeting in Vienna. This will be critical to policy managers as they position in preparation
of major external imbalances that might require stern adjustment or austerity measures.

6

7

EMPOWERING SMALL BUSINESSES: THE PATH-

P

WAY TO POVERTY ALLEVIATION
overty alleviation remains a persistent focus in Nigeria despite noteworthy programs
over the years such as: Operation Feed the Nation (1976), the Green Revolution
(1982), and the National Poverty Eradication Program (2001). While the initiatives
were well intended, their impact was and continues to be stalled with a lack of conti-

nuity by successive administrations and a limited focus on micro, small, and medium enterprises
(MSMEs), which are the engine of growth of any economy. The level of poverty, unemployment
and misery in the country remains alarming. Approximately 87 million people now live on less
than $1.90 per day, with Nigeria surpassing India as the country with the poorest people in the
world.2 Unemployment and underemployment is at 40% and the misery level (unemployment +
underemployment + inflation) is 51.2%.3 It is high time to focus and develop strategies to aggressively combat this chronic syndrome. One of the targets of the United Nations’ Sustainable Development Goals is to end extreme poverty by 2030. This is not far away and Nigeria still has a lot
to do.
An opportunity lies with MSMEs. They play a critical
role in influencing the growth and socio-economic
development of the economy. Their potential to
boost production, absorb labor, generate and distribute income creation, and reduce poverty has been
globally recognized. In Nigeria, MSMEs constitute
more than 97% of businesses and employ about 90%
of the labor force.4 However, the sector’s capacity to
transform the economy and reduce the number of
impoverished citizens has been restricted, specifically
by the lack of accessibility and affordability of credit,
the difficult Nigerian business climate, and a lack of
acumen for sustaining businesses.
2

World poverty clock, 2018. https://worldpoverty.io/
National Bureau of Statistics.2017. “Labour Force Statistics Q1-Q3 2017”. Federal Government of Nigeria .http://nigerianstat.gov.ng/elibrary.
4
Agwu, Mba Okechukwu and Emeti, Cletus Izunwanne. 2014. “Issues, Challenges and Prospects of Small and Medium Scale Enterprises (SMEs) in
Port-Harcourt City, Nigeria”. European Journal of Sustainable Development. 3(1). http://www.ecsdev.org/images/V3N1/agwu%20101-114.pdf
3
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There are a number of efforts Finally, the Bank of industry for 2018. The country climbed
underway by a range of insti- (BOI) has disbursed approxi- 24 places to 145th compared to
tutions to bridge the funding mately N15billion to about a ranking of 169th in 2017.
gap, which is estimated at 400,000 micro-enterprises un- The report also noted that NiN9.6 trillion.5 Federal govern- der the Government Enter- geria made progress in the
ment efforts include the Presi- prise and Empowerment pro- area of getting credit, now 6th
dential Enabling Business En- gram. Through this program in the world.6
vironment Council, a N220 the BOI plans to disburse
billion intervention fund for about N60billion in loans to
Micro Small and Medium En- SMEs and N30billion to micro
terprises Development by the enterprises by the end of
CBN, and N200 billion for 2018, up 154.24% from 2017.
banks to restructure and refi- The BOI has also launched
nance their SME loan portfo- the Trader Moni initiative
lios. The African Development which is a collateral–free and
Bank has also approved a $15 interest-free loan targeted at
million equity investment in about two million Nigerians.
the Verod Capital Growth
Fund III, a private equity fund
which is intended to accelerate
investment activities in high
growth middle market companies in West Africa, including
Nigeria.

However, to make the most of
these funds, the initiatives
need to be paired with empowerment. Most Nigerian
MSMEs lack the technical,
managerial, and accounting
capacity to drive the expansion
of their businesses. Hence,
there is a need for publicprivate partnership to provide

There is no doubt that these an avenue for small enterprises
initiatives have positively im- to enhance their technical and
pacted the economy. Nigeria professional skills. This would
was among the ten economies have a multiplier effect not
that recorded the most notable only on the sector but also the
improvements in the World economy at large.
Bank's Doing Business report

5

Victoria Onehi (Daily Trust). 2018. “Solving funding challenges faced by SMES.” Daily Trust.https://www.dailytrust.com.ng/solving-fundingchallenges-faced-by-smes-260388.html
6
World Bank Group.2018. Ease of Doing Business in Nigeria.http://www.doingbusiness.org/data/exploreeconomies/nigeria .
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Lessons from India
India is an example of a coun- and facilitating start-ups, and logical advancement could distry that puts MSMEs at the creating a strong network of

place labour resulting in rising

fore-front of its policy making. academia and industry bodies. unemployment and income
Small and medium enterprises Strict adherence to the initial inequality. China on the other
(SMEs) have been the primary objectives of these reforms, hand, was able to embark on
drivers of the Indian economy coupled with a popular com- reforms in the 1970’s and has
for more than five decades, ac- mitment to entrepreneurship, continued to invest massively
counting for 45% of India’s made these reforms a huge in infrastructure since 1980’s,
total manufacturing output and success. The initiatives have which has contributed signifiemploying around 40% of its successfully given a head start cantly to poverty reduction.
workforce. The sector’s contri- to numerous aspiring entrepre- China has been able to reduce
bution to India’s GDP has also neurs. The number of SMEs the number of poor people
grown steadily, from 7.8% in in India jumped 187.77% to from 750 million in 1990 to
1999, to 13% in 2008, to 17% 65.9million

in

2008

from fewer than 10 million today. In

in 2011. It is expected to in- 22.9million in 1999. In addi- 2018, China’s HDI ranking
crease to 22% by 2020.7 The tion, the current government’s climbed to 86th position from
expansion of SMEs in India focus on Digital India is assist- 90th in 2015. The country’s
has gone a long way in reduc- ing small scale entrepreneurs HDI score also increased to
ing the level of poverty of the to leverage mobile payments 0.752 from 0.738. On the
country. The number of Indi- and e-commerce. As a result, other hand, Nigeria’s ranking
ans living below $1.90 fell SME growth picked up across position fell five places to
from 306million in 2011 to many sectors including: manu- 157th from 152nd in 2015.
73million in 2018.8
Indian

initiatives,

facturing, services, textile and The lesson from China is the
such

as

“Make in India”, “Start-up In-

clothing, gems and jewelry, and multiplier effect of
packaged food etc.

dia”, and “Skill India” focused While India’s investment in its
on skill development, innova- SME sector is worth emulattion, free online learning pro- ing, it is worthy to note that
grams, mentoring, nurturing India’s emphasis on techno7

invest-

ments in infrastructure as it
creates jobs – directly through
labour and indirectly through
the businesses that become enabled.

Ghani, Ejaz. 2017.“The rise of small entrepreneurs in India”.Livemint. https://www.livemint.com/Opinion/xA8Dyo78IJQMoiewkDQrhL/The-rise-ofsmall-entrepreneurs-in-India.html
8
World Poverty Clock. 2018. “Extremem Poverty in India is Falling Fast. Here’s Why.”http://worldpoverty.io/blog/index.php?r=14
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The way forward
The relationship between pov- need for private sector led ini- tend special training programs
erty reduction and the expan- tiatives such as the establish- and expected to train other
sion
SMEs

and

development

cannot

be

of

ment of an entrepreneurial members of the group upon

over- hub. Such a hub could be an completion of the program.

emphasized. To achieve this, association of entrepreneurs
the government needs to look that co-fund or co-source relebeyond access to finance and vant technical and managerial
also prioritize empowerment skills, which are germane for
through developing a strong business sustainability. Given
support network for entrepre- the huge cost that may be asneurs, access to skilled re- sociated with training and skill
sources and shared collabora- acquisition,
tive spaces that reduce over- trainer
head expenses.
To complement the government’s efforts, there is the

the

model

train-thecould

be

adopted. This is a situation
where a few entrepreneurs are
selected and sponsored to at-

There is also need for sensitization to arouse the entrepreneurial spirit in young and talented individuals. These initiatives would play critical roles in
strengthening MSME growth
in

the

country.

Stronger

MSME growth creates greater
room for job creation, reducing the level of unemployment, and therefore reducing
poverty.
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REAL ESTATE UPDATE

T

he real estate sector in Nigeria remains a lagging indicator, recording a growth rate of -3.88% in
Q2’18. However, the strain on developers within

the sector may be easing marginally. Using Lagos Island as a
proxy, vacancy rates in Lagos declined from 22% in Q1’18 to
18% in Q4’18. A few noticeable trends within the area surveyed include:
Ikoyi: The area is characterized by high-end residential properties with a high rate of vacant block of flats (over 70% of
total vacant properties).
Lekki: Main features of this area include:


Ultra-modern buildings



Occupancy rates in the area is determined by factors
such as toll fee, traffic congestion and poor drainage
system



High rents – between N1mn-2mn

Victoria Island: This area is known to be the commercial
hub of the Island region. However, high asking rents continue to affect occupancy rates within the area.

The retail real estate market in Lagos9
Research has categorized shoppers in Lagos into 4 distinct groups – the task-oriented shoppers
who simply want to shop and be on their way (15%), the indifferent shoppers who are not influenced by the usual shopping motivations (20%), the experiential shoppers (35%) and the shoppers who consider shopping as a way of dealing with stress, boredom or loneliness (30%). Also
noteworthy is the need for key features such as the presence of reputable global brand names,
robust security and entertainment features etc. to determine mall success. A further breakdown
of the retail market in Lagos showed that specialty stores (stores focused on one major product)
constitute 68% of the malls surveyed in Lagos followed by convenience stores (13%) and Grade
A malls (i.e. stores that offer the full shopping experience) at 11%.
9

Northcourt Research
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In conclusion, the retail market in Lagos would
continue responding to a growing and globalized
consumer base. In addition, the growth of
online retail is expected to change the dynamics
of the retail space in Lagos in the long term.

Global developments:
Property prices and rents fall in Dubai
According to a report by real estate surveyor Cavendish Maxwell, annual house price growth in
Dubai declined by 5.6% in October 2018. House prices in Dubai are expected to continue their
downward trend until the end of 2018 and into 2019.

Edo government, Mixta Nigeria unveil Emotan Gardens
Mixta Nigeria, a real estate investment firm, has the state. Less than a month after the estate was
partnered with the Edo State government to launched, a substantial number of investors
launch a 1,400-unit housing estate, Emotan have shown interest in the real estate developGardens Estate. The partnership is in a bid to ment. This development is one for other state
bridge the housing gap in the state. The estate governments to emulate as they bid to lower
which is situated on a 70.1 hectares land on Nigeria’s housing deficit which is estimated at
Upper Sokponba Road, Benin City would offer between 17-20 million housing units.
affordable and quality units to stakeholders in

Performance of real estate companies in Nigeria
Currently, there are 4 companies, UPDC, UAC the review period (September 28th–October
Property, Union Homes and Skye Shelter Fund, 31st), there was a mixed movement in the share
listed on the Nigerian Stock Exchange. During prices of these companies.
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Companies

Price as at September

Price as at October

28, 2018

31, 2018

UPDC

N9.00

N8.10

UAC Property

N1.95

N1.77

Union Homes

N45.20

N45.20

Skye Shelter Fund

N95.00

N95.00

Directional change

10

UPDC and UAC Property share prices declined during the period while Union Homes and Skye
Shelter Fund share prices remained flat.

Outlook for real estate in November
Q3’18 GDP report is scheduled to be released on December 6th.The real estate sector recorded
a growth rate of -3.88% in Q2’18, up from -9.4% in Q1’18. We expect the growth in the real estate sector to remain negative, albeit at a slower pace. Activities within the sector are expected to
improve marginally as politicians channel excess funds to the real estate and construction sectors
alike ahead of the 2019 elections. However, the MPC’s decision to maintain status quo at its November meeting could remain a stumbling block for interest rate sensitive sectors including real
estate.

10

Bloomberg
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THE GOOD NEWS HIDDEN

Global Perspective: Culled from Bloomberg

IN CHINA’S SLOWING
ECONOMY

A

There’s good news hidden in China’s tumbling stock markets and slowing economy

government bid to curb risky lending, clean up industry, and restrain home prices is
holding firm even as growth heads for its slowest annual pace in almost thirty years
and the U.S. trade standoff threatens to deepen.

Rather than reaching for the old investment spending and monetary binge playbook of 2009 or
2015, Beijing is cushioning economic blows with targeted tax cuts, investment incentives and
efforts to get more credit to efficient private sector companies. President Xi Jinping may be
nudging his nation onto a more sustainable growth path even if it means swallowing some
losses along the way.
"Chinese leaders have made impressive initial success in reining in some of the most speculative
parts of China’s financial system," said Andrew Polk, co-founder of research firm Trivium
China in Beijing. "Many analysts aren’t recognizing these considerable initial gains."
For the world, the prospect of steadier economic growth, even if at a slowed pace, is welcome.
And because China is so much bigger than it used to be, 6 percent growth can produce just as
much global demand as the double-digit gains of old, meaning China will remain the world’s
biggest growth engine.
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One dividend from Xi’s policies to rein in excesses is productivity growth, which has risen from
an average of about 1.9 percent annually between 2014 to 2016 to about 2.4 percent this year, said
Morgan Stanley chief China economist Robin Xing in Hong Kong. Among key factors driving
the improvement is the elimination of excess industrial capacity in industries from steel to cement.
Xing estimates the increase of debt will be flat this year, leaving the total ratio at about 276 percent of gross domestic product and says it’s poised to rise about three percentage points in 2019.
That compares to annual average 15 percentage point increases between 2007 and 2015.
"It’s the first time China’s policy easing is mainly focused on fiscal rather than monetary policy,"
said Xing. "They won’t be giving up their hard-earned achievements on leverage and capacity control."
When viewed with a longer lens some of the pain Xi’s policies are inflicting on investors and
companies can be seen as a good thing.
Consider corporate defaults, which are at a record this year as the squeeze on shadow banking
continues. The IMF and World Bank have long argued that the removal of implicit guarantees
would reduce moral hazard and allow risk to be meaningfully priced. That is starting to happen.
As the chart below shows, foreigners are piling into China’s bond market.
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Foreigners Buying Into Chinese Bonds
But defaults are rising

Companies are buckling because of a shortage of credit after policy makers cracked down on the
previously lightly-regulated shadow-banking sector. And there’s no sign policy makers are letting
up: shadow financing shrank for an eighth straight month in October to the lowest since December 2016.

Out of the Shadows
Loans by shadow banks have been curtailed

During previous downturns, policy makers used state banks to shovel credit to state-owned enterprises, which was deployed in a spending spree on everything from infrastructure to property and
trophy buildings. That’s changed.
The pace of infrastructure investment growth declined to 3.3 percent in the nine months to September from a year earlier -- a record low in data since 2014. While the earlier growth pace was
unsustainable, the government wants it to stabilize now. It recovered a tad to 3.7 percent year-todate last month, signaling that more supportive fiscal policies are beginning to pass through to the
real economy.
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Infrastructure Investment Slowing
But spending on real-estate rebounds

Source: National Bureau of Statistics
And while real-estate investment has picked up since the end of last year, it appears under control
for now. New-home sales rose at the slowest pace in six months in October, adding to signs that
the market is cooling under the weight of policies designed to restrict prices.
"Every time China has been hit by a shock, they’ve panicked and let the credit spigots loose to
sustain growth," said David Loevinger, a former China specialist at the U.S. Treasury and now an
analyst at fund manager TCW Group Inc. in Los Angeles. "As opposed to the past, the Chinese
look like they’re trying to put a floor on growth, rather than engineer a credit-fueled recovery."
As the trade conflict with the U.S. has intensified, policy makers have sought to loosen some
monetary settings and eased regulatory requirements on banks to encourage lending, lest the slowdown go too far. Yet while there’s been some speculation among economists that the People’s
Bank of China would soon relent and cut benchmark interest rates, that still hasn’t happened.
That could be because the biggest test lies ahead. Donald Trump is poised to hike tariffs to 25
percent from 10 percent on $200 billion of Chinese shipments in January should no ceasefire be
agreed with Xi when they meet at a Group-of-20 summit later this month. That would intensify
pressure on growth. Things could get worse if Trump delivers on a threat to tariff all Chinese
shipments.
But so far, it’s not the trade war that’s hurting -- indeed shipments have benefited recently as exporters raced to beat the tariffs -- it’s the more downbeat mood of consumers

19

For Xi, there is a red line for the slowdown. He needs enough demand to meet the target of creating 11 million jobs a year (already met for 2018) and bottom-line economic growth of about 6.2
percent for the next couple of years to deliver on a pledge that 2020 GDP and income levels
would be double those in 2010.
"Policy makers have really changed their tack towards stimulus," Andrew Tilton, chief economist
for Asia Pacific at Goldman Sachs in Hong Kong, told Bloomberg Television.
"They have reiterated many times that they don’t want to do a 2009-like big bang stimulus and I
think this time they mean it."

20
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MACROECONOMIC INDICATORS
Power Sector
The average power output sent from the national grid
was 3,967MWh/h within the period of November 1st to
15th. This is 7.23% above the average of 3,700MWh/h
in the corresponding period in October. The improvement in power output was mainly orchestrated by the
elimination of water constraints as the increased rainfall
filtered through to an improvement in hydro-generated
power. During the review period, power output crossed
the 4,000MWh/h threshold for six consecutive days be11

fore falling to 3,928MWh/h on November 13th.
The major constraints during the period were gas challenges and frequency limitations due to loss of Disco
feeders. This led to a total revenue loss of N19.96bn
(N479.04bn annualized).

Outlook
We expect an improvement in power output in the second half of the month in as much as there
are no records of water loss at the grid. However, the rate of improvement is largely dependent
on the availability of gas which accounts for approximately 70% of the country’s power output.
The Federal Government is also planning a N100bn power sector support fund. The effective
execution and utilization of the fund bodes well for the prospects of the power sector.

Money Market
The average opening position of banks spiked by
117.9% to N569.92bn in the first half of November compared to N261.55bn in the corresponding period last month. This filtered
through to a sharp drop in short-term interbank
rates. Average NIBOR (OBB/ON) rates fell by
9.3% to 5.11%p.a from 14.41%p. in the first half

12

of October.
11
12

FGN, FDC Think Tank
FMDQ, FDC Think Tank

22

During the review period, more OMO bills were issued relative to OMO maturities. The CBN
sold OMO bills worth N1.2trn while a total N821.06bn matured; leaving a net outflow of
N377bn. Total OMO sales were also higher by 9.01% than in the corresponding period in October.
At the primary market, T/bill yields recorded a mixed movement. While the 91-day and 180-day
T/bills yields declined, 364-day was flat. However, the secondary market rates maintained an upward trend. The NITTY rates declined by an average of 185bps during the review period.
NITTY Tenor

Rate on Nov 1st

Rate on Nov 15th

(%)

(%)

30

12.74

10.97

90

13.41

13.35

180

14.51

13.49

Direction

Primary Market

Secondary Market

T/bills

Rate on Oct

Rate on Nov

Tenor

31st

14th

91

10.98

182
364

Direction

T/bills

Rate on Nov

Rate on Nov

Tenor

1st (% pa)

15th (%pa)

10.95

91

12.02

13.04

13.49

13.16

182

12.54

12.74

14.4

14.45

364

14.22

14.43

(% pa)

(%pa)

Direction

Outlook
We expect a boost in liquidity in the near term arising from election spending, festive spending,
FAAC disbursements and the imminent minimum wage. Higher market liquidity is positive for
interest rates.
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Forex Market
Exchange Rate
At the parallel market, the naira traded relatively stable at N362/$-N363/$. The naira depreciated at the Investors’ and Exporters’ Foreign Exchange (IEFX) window to close at N363.9/$ on
November 15th from N363.54/$ on November 1st. The total forex sold by the CBN amounted
to $1.08bn during the review period, 42.57% higher than $754mn in the corresponding period in
October. Meanwhile, the total turnover at the IEFX window was 12.81% lower at $1.77bn.

Outlook
Manufacturers have commenced inventory
build up for festive sales. This in addition to
increased election spending would increase
forex demand, which could trigger exchange
rate depreciation in the next couple of weeks.
The impact of this is expected to be mild given
the CBN’s preference for exchange rate stabil13

ity over buoyant external reserves.

External Reserves
The gross external reserves continued its depletion in the first half of November. The indicator
fell by 0.79% to close at $41.62bn on November 15th from $41.95bn on November 1st. The cumulative loss during the period was $0.33bn, primarily due to the Central Bank of Nigeria’s
(CBN) continuous intervention amid increased foreign capital outflows as a result of political
uncertainty and monetary tightening in the advanced economies such as the US.

Outlook
The sustained depletion of the external reserves is expected to persist in subsequent
weeks as election and festive spending
heighten forex demand pressures.
14

13
14

FMDQ, CBN, FDC Think Tank
CBN, FDC Think Tank
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COMMODITIES MARKET - EXPORTS
Oil Prices
The average price of Brent crude was $70.2pb in the first half of November. This is 15.91%
lower than the average of $83.48pb in the same period in October. Oil prices fell by 8.6% to
close the period at $66.62pb from $72.89pb on November 1st. This drop in oil prices was driven
largely by rising supply and expectations of a slowdown in global oil demand growth.

Outlook
The bearish sentiment in the global oil market is
expected to continue in the short-run, as the
outlook of lower global oil demand continues to
drive market sentiment. Oil prices are expected
to remain below $70 in the short term. However, report of OPEC and its allies considering
an oil supply cut of up to 1.4million bpd could
15

reverse the declining trend in the medium term.

Natural Gas
Natural gas price averaged $3.63/mmbtuduring the reviewed period; a 13.08% increase compared to $3.21/mmbtu recorded for the same period in October. Natural gas price spiked
25.31% to $4.06/mmbtu (a 4-year high), on November 16th from $3.21/mmbtu on November
1st. The rally in natural gas prices was driven by expectations of increased demand due to forecast of cold weather in the United States. In addition, gas shortages in India as well as growing
heat demand in Asia (especially in China) supported the price increase.

16

15
16

Bloomberg, FDC Think Tank
Bloomberg, FDC Think Tank
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Outlook
The forecasts of colder US weather in November, growing heating and gas demand in China
and India is expected to keep the price above $4.06/mmbtu. However, reports of an LNG deal
between Abu Dhabi National Oil Company (ADNOC) and Saudi Aramco which would boost
supply from the Arabian Gulf could slow down the rate of increase in natural gas prices.

Cocoa
The average price of cocoa for the period (November 1st – November 15th) was up 10.51% to
$2,293/mt from the average of $2,075/mt in the equivalent period last month. However, prices
slipped by 2.97% to $2,219/mt on November 15th from $2,287/mt on November 1st. The main
driver of this decline was robust Ivorian cocoa output.
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Outlook
We expect a bearish trend in cocoa prices in the near term on the back of robust global supply.

IMPORTS
Wheat

Corn

Average wheat prices for the period November

Corn prices rose by 3.14% to close the re-

1st – November 15th was down 0.58% to $5.12/

view period at $3.78/bushel from $3.67/

bushel from $5.15/bushel in the corresponding

bushel at the beginning of the period. Av-

period in October. However, wheat prices ad-

erage corn price was $3.73/bushel, 1.36%

vanced 1.38% to close the period at $5.15 from

above the average of $3.68 in the first half

$5.08/bushel on November 1st. This increase by

of October. This increase was partly due to

buoyed by reports of potential Iraq’s increased

speculations of a reduction in global corn

wheat import from Russian as drought sup-

yields as the adverse weather conditions re-

pressed its wheat output by approximately 27%.

duce North American corn output.
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Grains- Outlook
The decline in US’ harvest and an uptick in Iraq’s wheat demand could trigger a bearish sentiment in the grain market in the near term.

Sugar
In the first half of November, the average price of sugar increased by 2.22% to $0.1292/pound
from $0.1264 in the same period last month. However, prices fell by 4.09% to close the period at
$0.1265/pound from $0.1319/pound at the beginning of the period. The decline was spurred by
expectations of weak Indian demand amid robust global sugar supply.
The Indian government is offering to subsidize sugar transportation as the decline in global
sugar prices is weighing on the profit margins of Indian sugar producers. This is aimed at ensuring robust Indian sugar output.

Outlook
The Indian policy to subsidize transportation
of sugar is expected to keep output robust.
Since India is the world’s second largest
sugar producer, higher sugar output is expected to drive downwards sugar prices in
19
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the short term.

27

STOCK MARKET UPDATE
The NSE-All Share Index (NSE ASI) lost closed the period at N11.63trn. The stock
0.44% cumulatively in the first half of No- market traded at a price to earnings (P/E) ravember to close at 31,864.80 on November tio of 9.22x as at November 15. During the
15. Market sentiment during the period under review period, the NSE recorded 7 days of
review was dampened by the sharp decline in losses and 4 days of positive trading.
oil prices, depleting external reserves, weaker
naira and elevated political risks. The market
lost 16.68% year-to-date as at November 15.

The market breadth was negative at 2.68x, as
the number of losers (59) outpaced the number of gainers (22), while 88 stocks remained

The market fell in tandem with the ASI by unchanged.
0.43% (N50bn) as the market capitalization

NSE Performance andTrading Activity
Level
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SECTOR PERFORMANCE
In the period under review, the performance of the NSE sub-indices was broadly negative. The
insurance sector performed worst, losing 6.41%. The banking sub sector also performed poorly,
losing 4.62%. This was largely driven by the sharp decline in the share price of Diamond Bank
Plc. (-32.62%) The consumer goods sector was the only sector that was positive, gaining 0.79%
during the review period.
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Sector Performace
Consumer Goods

-0.09

-1.68

0.79

Oil & Gas

NSE 30

Banking

-4.62

Industrial

-4.81

Insurance

-6.41

The best performing stocks were PRESCO PLC (17.88%, JOHN HOLT PLC. (10%),
MCNICHOLS PLC (9.76%), NEIMETH INTERNATIONAL PHARMACEUTICALS PLC.
(9.09%) and UNITY BANK PLC (8.97%)

TOP 5 GAINERS (N)
Company

Oct '31

Nov’15

% Change

Absolute Change

PRESCO PLC

56.20

66.25

17.88

10.05

JOHN HOLT PLC.

0.40

0.44

10.00

0.04

MCNICHOLS PLC

0.41

0.45

9.76

0.04

0.55

0.60

9.09

0.05

0.78

0.85

8.97

0.07

NEIMETH INTERNATIONAL PHARMACEUTICALS
PLC
UNITY BANK PLC
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The worst performing stocks were DIAMOND BANK PLC. (32.62%), CEMENT CO OF
NORTH MIG PLC (25.85%), C&I LEASING PLC. (18.93%), UACN PROPERTY DEVELOPMENT CO. LIMITED (18.64%) and PZ CUSSONS NIGERIA PLC. (18.55%)

TOP 5 LOSERS (N)
Company

Oct ‘31

Nov'15

% Change

Absolute Change

DIAMOND BANK PLC

1.41

0.95

-32.62

-0.46

CEMENT CO. OF NORTH.NIG. PLC

24.95

18.50

-25.85

-6.45

C & I LEASING PLC.

2.80

2.27

-18.93

-0.53

UACN PROPERTY DEVELOPMENT CO. LIMITED

1.77

1.44

-18.64

-0.33

P Z CUSSONS NIGERIA PLC.

11.05

9.00

-18.55

-2.05

Outlook
Investors are expected to remain cautious of elevated political risks. The anticipated interest
rate increase by the US Fed in December could also reflect in more foreign portfolio investment outflow from the bourse. These factors suggest that the stock market will remain firmly
in correction territory at the end of November.
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EQUITY REPORT: PZ CUSSONS NIGERIA PLC

ANALYST NOTE
The manufacturing sector was one of the an increase in its bottom-line earnings. PZ rehardest hit during the recession. It continues corded positive but lower bottom-line earnings
to face challenges due to increasing input for FY’18.
costs, tight monetary and fiscal policy, security
challenges in the North-East region and low
consumer confidence, despite a fragile improvement in macroeconomic fundamentals.
The poor state of infrastructure, relatively high
inflation, weak consumer demand as well as
the high interest rate environment continues to
weigh on the sector’s prospect.
The performance of PZ Cussons Nigeria Plc
(PZ) mirrored the slight improvement in the
economy as it recorded 3% growth in its top
line to N80.55 billion (bn) in financial year
ended May 2018 (FY’18). However, the improvement in its top line did not translate to

PZ was resilient in a weak macroeconomic environment. Using intrinsic valuation and taking
into consideration possible risk factors, its
share price is currently undervalued. Accordingly, we place a BUY rating on PZ Cussons
Nigeria Plc.
Analyst Recommendation: Buy
Market Capitalization: N35.73bn
Recommendation Period:12 months
Current Price: N9.00
Industry: Consumer goods
Target Price: N11.22
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FY’18 earnings pressured by rising costs
PZ Cussons posted revenue of N80.55bnin and administrative expenses up 17.55%. These
FY’18which

represents

an

increase

of

rising costs ultimately offset the impact of the

N2.33bnover FY’17. The rise in sales was higher product price.
driven primarily by PZ’s favorable price/
volume mix in its branded consumer goods
segment. The segment recorded a 6.79%
growth in sales to N58.48bn and contributed
72.6% to PZ’s total revenue. Export sales increased by 45.31% to N4.65bn, while domestic
sales remained relatively flat at N75.9bn. The
company’s cost of sales increased by 11.6%,
with selling and distribution costs up 5.49%,

PZ reported lower earnings as Profit before
tax (PBT) fell by 51.98% to N2.31bn, while
profit after tax (PAT) declined by 47.7% to
N1.93bnfrom year ended May’17.This was despite a 37.75% fall in exchange rate loss to
N5.39bn as PZ benefited from the Investors’
and Exporters’ Foreign Exchange Window
(IEFX) introduced by the Central Bank of Nigeria (CBN) in late April 2017.

33

Industry and Company Overview
The Nigerian manufacturing sector was badly was incorporated in December 1948 as PB
hit by the recession in 2016. This was due to Nicholas & Company Limited and was
the weakening of the naira amid dwindling oil changed to Alagbon Industries Limited in
prices and a shortfall in oil production because 1953.In 1960, the name was changed to Assoof security challenges in the Niger Delta. The ciated Industries; it was listed on the Nigerian
unavailability of the US dollar for the importa- Stock Exchange (NSE) in 1972.In 1973, PZ
tion of raw materials, as well as its high cost, entered the detergent and refrigerator markets
was a major challenge.
In the peak of Nigeria’s economic recession,
the naira depreciated by approximately 215%
to N490/$ as at the end of 2016, compared to
N155.71/$ at the start of 2014. This led to
strict exchange rate management and ultimately pushed up the cost of raw materials for
importing companies. In April 2017, the introduction of the CBN IEFX window, coupled
with a steady recovery in global oil prices, led
to a boost in liquidity in the foreign exchange
(forex) market. This in turn led to the expansion of the manufacturing sector with access

in Nigeria. It created Nutricima – a joint venture with Glanbia Plc – to supply evaporated
milk and milk powder to Nigeria in 2003 and
commenced manufacturing in 2005. In 2007,
the Nigerian business changed its name to PZ
Cussons Nigeria Plc. In 2011, PZ Wilmar was
established – a joint venture with Wilmar International – to build a palm oil refinery and
food ingredients business. PZ Cussons Limited, UK is currently the main shareholder of
73.27% of PZ Cussons Nigeria Plc while the
remaining 26.73% is held by the general public.

to cheaper forex. The results included the abil- The company’s principal activities include the
ity to purchase new technology, machinery re- manufacturing of a wide range of consumer
placements and raw materials. The apprecia- products such as detergent, medicaments,
tion of the naira against the dollar relative to soap, cosmetics, confectionery and home ap2016 helped reduce import costs. The manu- pliances. These are sold and distributed
facturing sector grew by 0.68% in Q2’18 from throughout Nigeria through company-owned
a growth rate of -0.21% in 2017.
PZ Cussons Nigeria originated in1899 when
Paterson and Zochonis opened their first
branch office in Nigeria. The first soap factory

depots. PZ Cussons operates in five main categories: personal care, beauty, home care, food
and nutrition, and electrical. The company remains the market leader in the toilet soap and
baby soap segments.
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Over the years, PZ has collaborated with strategic companies to successfully provide products
that meet consumers’ needs. PZ Cussons remains the leading personal and household company
in Nigeria. Nigeria remains PZ’s largest market in Africa.

Table1: PZ Cussons business segments and brands
Business Segment

Brands

Home Care

Elephant, Zip, Morning Fresh, Jet, Tempo, Rex

Soaps

Premier, Imperial Leather, Joy, Duck, Canoe, Drum

Medicaments

Robb, Heatol, Super Robb, Medicated Dusting Powder

Hair Care

Venus, Joy

Baby Care

Nigerian Baby Care, Cussons Baby Range

Skin Care

Venus, Stella Pomade, Joy, Carex

Perfumes

Dan Duala, Venus Gold, Joy Cologne

Household Appliances

Haier Thermocool

Consumer Electronics

Haier Thermocool

Electrical retail

Cool World

Nutrition

Coast, Yo!, Nunu, Olympic Milk, Olympic Apple Drink

Palm Oil

Mamador, Devon Kings Refined Palm Olein

Source: PZ Cussons Nigeria Plc
At its core, PZ’srivals are Nestlé, Cadbury, GlaxoSmithKline (GSK) and Unilever. Unilever’s recent move to strategize and focus on personal care products suggests intense competition,
which could narrow margins. However, the PZ’s marketing strategy and its 25 strategically located depots and distribution channels across Nigeria will help it maintain its competitive edge.
Nestlé Nigeria Plc is the largest in the food and nutrition segment with bottom-line earnings of
over N22.3bn, while, PZ Cussons remains the largest player in the personal and home care category.
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Source: Nigerian Breweries Plc Annual Reports
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MANAGEMENT OVERVIEW
The ability of PZ Cussons’ management to sustain positive returns in a
period of weak economic growth can be attributed to its diversified
business segments and extensive distribution network across the
country.
The management plans maintain its investments in supply chain

Capable of
capitalizing on
potential growth
opportunities in
the consumer
goods industry

processes and consolidate its depot networks to optimize operational
efficiencies. To this end, management plans to review its product portfolio to keep the right focus on its key brands and channels. The management also intends to develop innovative leading
brands and improve its products to meet the needs and tastes of its customers.
Management has integrated its supply chain processes and sales functions as a single structure
across the globe and region. This puts PZ Nigeria in pole position to benefit from global innovation and initiatives of its group (parent company) and ultimately increase the value of the
company.
The company’s board and executive management team consist of seasoned professionals, who
understand the Nigerian business environment. The management team has a wide range of experience in finance, managerial roles and government. Mr. Christos Giannopoulos, CEO, who
joined the group in July 1988 and the Nigerian subsidiary in 2002, has steered the company for
the last nine years. He has served in several managerial roles in the UK, Australia, Kenya and Indonesia. He has a BSc in Business Administration from the University of Derby, UK.
Chief Dr. Kolawole B. Jamoduhas served as the Non-Executive Chairman of the Board of Directors, since 2014.He joined the group in 1974 and served in an executive position for 24 years,
rising to CEO until he retired in 1999. He continued as the Chairman until 2001 when he joined
the Federal Executive Council as the Minister of Industry. He served as part of the National
Economic Management team under former president, Goodluck Jonathan.
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CEO

Non-Executive Chairman of the board

Mr. Christos Giannopoulos

Chief Dr. Kolawole B. Jamoduhas

BULLS SAY:


Leading personal and household company in Nigeria



Rich product portfolio for personal care, home care, food and nutrition



Strong equity brand



Efficient marketing and distribution channels cut across the country



Upward review of minimum wage could bolster consumer spending0



Qualified, talented and experienced management team

BEARS SAY:


Intense competition from other leading players such as Unilever, Nestlé and Cadbury



Rising input costs could exert earnings growth



Persistent macroeconomic headwinds have dampened consumer demand



Insurgency activities in Nigeria could weigh on sales growth
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RISKS AND OUTLOOK:
PZ Cussons is exposed to market risks (currency and interest rate risk), credit risks, liquidity risk,
and operational risk amid persistent macroeconomic and security challenges in the country.
These risks could prevent PZ from growing its sales volume, top-line earnings and increasing its
market share.
The company’s performance could be affected by commodity price fluctuations, particularly for
raw materials such as crude palm oil tallow, sodium lauryl ether sulfate, and linear alkylbenzene.
In addition, the security challenges that have persisted in the North-East region and disrupted
major economic activities could restrict geographical distribution and sale of PZ Cussons’ products. Nonetheless, robust oil proceeds suggest that the economy will continue towards a sustainable growth in the near term.
The risks facing PZ Cussons could limit management’s ability to drive growth and sustain returns. However, the presence of an experienced management team that has consistently managed the macroeconomic challenges suggests that the company continues to improve productivity and margins.

APPENDIX - VALUATION
We derived our valuation for PZ Cussons Plc by using the Discounted Cash Flow (DCF) methodology. Our fair value estimate for PZ Cussons stood at N11.22, which is a 24.67%upside on its
current share price of N9.00 as at November 19, 2018. The discount rate [weighted average cost
of capital (WACC)] of 19.3% is derived using a 15% risk free rate, a beta of 0.6793, and a market
risk premium of 6.3%. The calculated long-term cash flow growth rate to perpetuity is 3.9%.

39

Important Notice
This document is issued by Financial Derivatives Company. It is for information purposes only. It does not constitute any offer, recommendation
or solicitation to any person to enter into any transaction or adopt any hedging, trading or investment strategy, nor does it constitute any prediction of likely future movements in rates or prices or any representation that any such future movements will not exceed those shown in any illustration. All rates and figures appearing are for illustrative purposes. You are advised to make your own independent judgment with respect to
any matter contained herein.
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