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Executive Summary 

The IMF revised its global growth forecast for 2019 further downward to 2.9 % 

in its October 2019 Outlook, the sixth downward review from its initial 3.9% 

forecast mid-2018 and significantly below the 3.6% recorded in 2018. This 

indicates that global growth in 2019 is expected to be the slowest since the 2008 

financial crisis. The growth performance was driven by a synchronized slowdown 

globally, which we attribute mainly to prolonged trade tensions between the 

two largest economies in the world – US and China – and Brexit. The trade spat 

disrupted global supply chains, with negative implications for global 

manufacturing, trade and investments.  

Global growth in 2020 is projected by the IMF to improve to 3.4% due largely to 

an expansion in EMDEs. In AEs, growth is expected to remain unchanged at 

1.7% in 2020 mainly on the back of a slowdown in the US to 2.1% despite a mild 

recovery in growth in the Euro area to 1.4%. The growth forecast for AEs 

reflects waning fiscal stimulus in the US, increased probability of a ‘hard’ Brexit 

and weakening investment sentiment in the EU. Meanwhile, EMDEs are 

projected to expand at a faster pace of 4.6% in 2020. While China’s growth is 

expected to further moderate to 5.8% in 2020, there is a projected 

outperformance in India at a growth rate of 7.0%. SSA economies are expected 

to grow faster at 3.6%, driven by fast-paced growth of 2.5% in Nigeria and 

1.1% in South Africa. 

 

In sharp contrast to the narrative in 2018 where policy normalisation took center 

stage, monetary policy direction in 2019 was largely dovish with global 

systemically important central banks echoing an ‘easing’ monetary chorus. This 

was due to trade tensions between the US and China which continued to 

impede global manufacturing & trade activities, weaken investment confidence 

and consumer spending. Thus, it became imperative for monetary authorities to 

support growth through reduction in policy rates and the application of other 

unconventional monetary easing techniques. 

In the US, following the successive cuts, the FOMC indicated the possibility of 

maintaining rates at the current level for most of 2020. The ECB in the EU 

indicated that decisions on policy rates would be guided by economic 

performance. Going into 2020, we expect an easy monetary stance to be 

sustained in the SSA region. However, trade and geo-political tensions coupled 

with other developments are expected to influence monetary policy decisions. 

 

In 2019, we anticipated a faster pace of recovery but the economy struggled due 

to lack of support from fiscal and monetary policies. In Q1:2019, growth 

moderated to 2.1% (vs. 2.4% in Q4:2018). This was sustained as growth was flat 

at 2.1% in Q2:2019 before rising faster at 2.3% in Q3:2019. The oil sector 

supported growth in 2019 through a slower contraction of 1.5% in Q1 (vs. -1.6% 
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in Q4:2018) and a significant improvement of 7.2% and 6.5% in Q2 and Q3:2019 

respectively. The non-oil sector could not sustain its positive momentum from 

2018 as broad-based performance remained weak. Non-oil sector growth slowed 

to 2.5% in Q1 (vs. 2.7% in Q4:2018), 1.6% in Q2 but slightly recovered to 1.8% in 

Q3:2019.  

We downgraded our 2019 growth forecast to 2.2% in August from the initial 

2.5% due to weaker-than-expected performance in the non-oil sector in 

H1:2019. Looking ahead, we forecast real GDP growth to expand to 2.4% in 

2020, driven by a moderate expansion in the oil and non-oil sectors. 

 

There was mild pressure on consumer prices for most of 2019 as headline 

inflation decelerated to a 43-month low of 11.0% in August 2019. This 

downtrend was driven by slower increases in food prices and continued 

exchange rate stability. However, there was a reversal in trend for most of 

H2:2019 as inflation rose to 11.9% in November 2019 following the FG’s sudden 

decision to close land borders between Nigeria and neighbouring countries. 

Given the dependence on neighbouring countries for food imports, food prices 

surged despite the onset of the harvest season which typically coincides with 

slower price rises. We estimate FY:2019 headline inflation to average 11.4%, 

down from our updated forecast of 11.5% when the border was shut. 

In 2020, new and familiar headwinds to consumer prices abound. The proposed 

increase in Value Added Tax (VAT) to 7.5% from 5.0%, which we expect to be 

implemented in Q1:2020, would result in rising prices. The likely adoption of a 

new electricity tariff as well as continued insecurity in the food-planting Middle-

Belt also poses downside risks to consumer prices. The expansion in money 

supply following aggressive credit growth in the banking system and the new 

minimum wage could incite price pressures. In our base case, we assume the 

adoption of new electricity tariff in April 2020, new VAT of 7.5%, sustained land 

border closure and insecurity in the Middle-Belt. In this instance, we project 

inflation to rise to 13.7%.  

 

In retrospect, 2018 was a decent year, with only one episode of negative current 

account balance recorded in Q3. However, this has gathered pace in 2019 with 

three consecutive quarters of negative current account balance. The account 

turned negative at -2.5% of GDP in Q1 (vs. 1.0% in Q4:2018) as well as in Q2 and 

Q3 at -3.2% and -2.2% respectively. The sharp dip in Q2 was the highest current 

account deficit recorded since Q3:2015, driven mainly by a 23.6% Q-o-Q 

contraction in transfers. 

In 2020, we anticipate sustained pressure on the external position of Nigeria. The 

current account is expected to be under pressure for most of the year as imports 

would be helped by increased credit and a strong currency. However, stability in 

oil production and higher oil prices, if sustained, would be a strong buffer. We 

expect persistent deficit in the services and income accounts although steadily 

increasing remittances would offer some respite. 
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Based on budget assumptions, revenue is projected to rise 20.8% to ₦8.4tn in 

2020. Oil & Gas revenue of ₦2.8tn is expected to be collected during the year, 

25.1% below the previous year following downward revisions to oil price and 

production but still a lion share of the total expected revenue at 32.8%. We 

expect oil revenue to moderately underperform despite the significant haircut 

due to sustained petrol subsidies. We are not optimistic that the border will 

remain closed for an extended period to reduce petrol leakages to neighbouring 

countries and prompt lower subsidies spending. Non-oil revenue is expected to 

advance 29.9% to ₦1.8tn, accounting for 21.4% of budgeted revenue. The 

biggest leap comes from customs & excise duties revenue which is forecasted to 

almost double to  ₦618.6bn. We suspect that this is expected to be driven by 

higher formal trade following the border closure but the attendant revenue 

gains are unlikely in our view. 

Independent revenues have recently picked up following more measured 

expectations in the 2018 and 2019 budgets. In 2019, this revenue line is 

estimated to have recorded a 100.0% performance but the forecasted 34.7% 

increase to ₦850.0bn in 2020 is ambitious. The real challenge to achieving FG’s 

revenue budget comes from non-core revenue sources including grants & donor 

funding, asset sales, recoveries & fines etc, which have a history of dismal 

performances. In our view, there could be slight reprieve from the introduction 

of stamp duty, which the Budget Ministry forecasted at ₦200.0bn but the 

National Assembly more than doubled to ₦463.9bn. Overall, we forecast a 

revenue performance of 56.2% in 2020, indicating a rise in retained revenue to 

₦4.7tn from an estimated ₦3.9tn in 2019. In turn, debt service to revenue would 

improve but remain elevated at 51.9%. We expect higher-than-expected fiscal 

deficit to hamper budget implementation, which would be partly plugged by 

monetary financing from the CBN. 

 

We expected currency pressures in 2019 ahead of the elections and the weak 

prospect for higher oil prices and capital inflows. However, despite three 

consecutive quarters of negative current account balance, the worst since 

Q2:2015, the exchange rate was stable for most of 2019. The stability was 

supported by weekly FX sales by the CBN in the various foreign exchange 

markets. 

In 2020, we believe the dark clouds are gathering, indicating further currency 

pressures and an imminent devaluation. Aside from weak oil prices and capital 

flows, which would be the fundamental drivers of currency movements, there 

has been an aggressive liquidity build-up in the economy. The latter is due to an 

expansion in credit and large amounts of OMO maturities without high-yielding 

investment outlets. In our view, this could lead to increased demand for imports, 

which would depress the current account balance. Similarly, there could be 

higher FX demand as the case for diversifying investments into dollar assets is 

compelling given negative real returns domestically. We expect currency stability 

in H1:2020 and a 10.0% devaluation to ₦396.00/US$1.00 in H2:2020 if capital 

flows remain weak and oil price falls below US$60.0/bbl. 
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The CBN has lately promoted unorthodox policies but this assumed significant 

dimensions in 2019. The bi-monthly MPC meeting which had become a symbolic 

ritual regained prominence in March 2019 after a 50bps cut in MPR to 13.5%, 

the first reduction since November 2015. This was against our expectation of an 

unchanged rate of 14.0% in 2019.  However, the impact of the rate cut was 

negligible given the irrelevance of the MPR in serving as a signal to market-wide 

interest rate movements. Monetary policy took a different turn in H2:2019 as the 

CBN established a minimum LDR of 60.0% which was later increased to 65.0% to 

encourage credit expansion in the face of anemic growth in Q1 and Q2:2019. 

Furthermore, the CBN restricted the participation of local corporates and 

individuals in the OMO market, leading to a sharper moderation in yields due to 

the narrow depth of the Treasury bills market. This translated to negative real 

returns following the sharp rise in inflation to 11.9% as a result of Nigeria’s land 

border closure.  

In 2020, we expect two distinct halves but we project the MPR to remain stable 

at 13.5%. In the first instance, we believe the CBN would sustain its current 

policies in H1:2020 despite elevated inflation. However, as we envisage currency 

pressures which could affect currency stability and in turn the confidence of 

foreign investors, we expect higher yields in H2:2020. Furthermore, there seems 

to be no escape as the downside risks to inflation from higher electricity prices 

could emerge if the proposed tariff hike is implemented in April 2020. Hence, In 

addition to the likely currency pressures hinted above, we believe high 

inflationary risks could force the CBN to adopt a tightening stance in H2:2020.  

 

Market momentum was mostly bearish in 2019 as the benchmark index fell to 

26,842.07 points, sinking deeper with a 14.6% loss after losing 17.8% in 2018. 

Taking a clue from the poor performance in 2018, the market started 2019 with 

a loss of 2.8% in January, which worsened down the year. The lack of clear 

catalysts, sound policy proposals, mixed corporate earnings performance, high 

fixed income yield environment, coupled with the exit of foreign investors and 

non-participation of the deep-pocket PFAs left stocks in the doldrums. Although 

there were pockets of positive stimulants (such as new listings from AIRTEL and 

MTN, 2019 election and fund reallocation on the back of OMO restrictions), 

these were insufficient to change the narrative for 2019.  

As the bearish sentiment engulfed the local bourse, activity level fell with 

average daily volume and value declining 21.2% and 20.8% to 309.4m units and 

₦3.6bn respectively in FY:2019. Foreign participation declined while domestic 

participation in the market rose slightly. On the average, domestic investors 

accounted for 51.1% of transactions relative to 48.9% from foreign investors, 

while net value of transactions from foreign investors was negative as outflows 

(₦0.48tn) surpassed inflows (₦0.40tn). 
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IOur 2020 crystal ball suggests a bullish performance in the local market. This 

prognosis is against the backdrop of slow global economic growth and dovish 

monetary policy stance across developed economies. Locally, this is driven by 

unorthodox domestic monetary policy (characterised by a low yield 

environment), improving clarity on domestic fiscal policy and an improvement in 

corporate earnings performance and corporate activities, including new listing 

and recapitalisation exercise. Based on the drivers listed above, we foresee three 

possible scenarios in 2020: Pessimistic Case: - 11.8%, Base Case: 13.3% and 

Optimistic Case: 41.0%.  

 

In 2019, bond yields fell sharply in response majorly to rate cuts by monetary 

policy authorities in AEs & EMDEs in a bid to stimulate growth following the 

economic slowdown caused by geopolitical tensions and trade conflicts among 

world powers. Global central banks cut rates in response to muted economic 

growth and this spurred investors to hunt for yields during the year under 

review. Stemming from mostly influenced yields in 2019, the outlook for the 

global fixed income market in 2020 rests majorly on the monetary policy stance 

of global systemically important central banks – whether accommodative or 

otherwise.  

Like many fixed income instruments, emerging market bonds rallied given the 

accommodative monetary policy environment, which caused yields to fall even 

further in developed markets. Based on reports from the International Institute 

of Finance (IIF), portfolio flows into emerging markets rose precipitously by 

59.8% Y-o-Y to US$310.0bn in 2019. In Africa, bond investors made a fortune on 

local and dollar-denominated bonds. Sovereign Eurobonds in the region 

generated over 20.0% in returns in 2019, more than any other region in the EM 

while the Sub-Saharan African (SSA) Sovereign and Corporate Eurobonds under 

our coverage gained 10.1% and 14.4% respectively.  

2019 was an eventful year in the Nigerian fixed income market. In H1, the fixed 

income market was bullish despite election jitters in Q1. Average fixed income 

(Treasury bills and sovereign bonds) yields declined from 15.4% at the end of 

2018 to 14.1% and 13.9% at the end of Q1 and Q2 respectively. Notably, there 

was a wave of CBN regulations in the latter part of the year which featured 

restrictions of local corporates and retail investors from participating in OMO 

auctions, forcing domestic investors to scramble for the scarce Treasury bills at 

PMA auctions. By the end of the year, average yields on Treasury bills and 

sovereign bonds had reached a 3-year low of 10.0%. 

Our prediction of yields movement for 2020 is comprehensive. We believe that 

the movement of short-term yields will be driven by monetary policy decisions by 

the apex bank while long-term yields will be determined by the activities of long

-term investors. The segmentation in the money market, which saw yields on 

short-term instruments decline sharply, is likely to continue till the end of 

Q2:2020. On this basis, we predict a further 100 bps drop in average short-term 

yields for the first half of 2020. Should the CBN return to status quo in Q3 as 

predicted, we expect a 250 bps rise in average short-term yields for the residual 

part of the year. Overall, we expect a 150bps rise in average short-term yields for 
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2020. For mid- and long-term instruments, we expect that continuous inflows by 

PFAs, asset management companies and foreign investors in search of high yields 

will depress average yields by a further 150 bps.  

 

In 2019, monetary policy in developed economies was largely accommodative, 

resulting in lower yields on bonds globally and massive inflows of portfolio 

investments into EM’s local and dollar-denominated sovereign and corporate 

debt as investors sought high yields. Meanwhile our expectation that the bearish 

sentiment for equities will be reversed in the year was futile as the bears 

dominated for the better part of the year. 

A review of the performance of the portfolios that we recommended for 2019 

showed that our fixed income portfolios returned an average of 26.7%. Our 

Modified Duration Portfolio, with a 37.6% return, outperformed the S&P/FMDQ 

Nigeria Sovereign Bond Index which had a return of 34.8%. Similarly, our Smart 

Eurobond Portfolio and Passive Bond Portfolio returned 17.6% and 25.1% 

respectively, above the return on a 10Y US Treasury Note at 11.2%. In the 

equities space, the overall portfolio posted a 6.2% loss as all the portfolios 

(Banking Quality: -1.5%, Value: -3.2%, Dividend Income: -5.2%, Growth: -1.5%) 

posted losses. Although the portfolios returned losses, all outperformed the 

market. 

Our investment strategy for 2020 is premised on expectations of yield volatility in 

the local and Eurobonds markets as well as the SSA Eurobonds market. Since 

yields in these markets are likely to remain relatively higher than global levels 

and hence attractive, we expect significant trading activities in these markets in 

2020 as investors – local and foreign – explore profitable opportunities by riding 

the yield curve. In the equities market, we expect a bullish equities market 

performance in 2020 and we see room for alpha return given low valuation 

levels after two consecutive years of negative performances.  

 

The performance of Nigeria’s economy in the last decade has been a story of two 

halves. The period between 2010 and 2014 was characterised by a much better 

performance than the latter half of the decade. Overall, growth expanded at an 

average of 3.7%, much lower than 7.7% in the preceding decade. In early to mid

-2010s, growth was resilient at an average of 6.1% per annum. This was driven 

by sustained expansion in the agriculture sector, which was supported by 

government policies. Manufacturing and services also blossomed due to the 

stable macroeconomic environment characterised by income growth, low 

inflation and a stable exchange rate. 

However, growth slumped to an average of 1.2% in the latter half of the 

decade. This was due to a volatile macroeconomic environment, mainly due to 

the slump in oil prices and the lack of reforms to reset the path of the economy. 

Due to the slowdown in growth, per capita income which started the decade at 

US$2,292 in 2010 peaked at US$2,563.9 in 2016 before slumping to US$2,396 in 

2018. Inflation averaged 11.9% over the 2010s. In particular, there was a low 
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inflation period at an average of 11.0% between 2010 and 2014. In the latter 

half of the decade, this was higher at 12.9%, reflecting the shortage of food, 

currency devaluation and elevated insecurity. 

 

We believe the challenges of the past would continue to haunt the Nigerian 

economy, especially in the near-term. President Buhari has been slow in 

implementing much needed reforms to put the country on a path to prosperity. 

Accordingly, over the next four years, we believe the pace of governance and 

reforms would continue to be slow. The result would be the continuation of the 

low-growth cycle (below 3.0%) in which the economy is stuck, making the 

prospect for higher per capita income levels dim. The new wage increase and the 

difficulty in mobilising taxes would combine to put additional pressure on 

government finances.  

The tide could change in the latter half of the decade but the task would be 

even more arduous. This would depend on the policies of the next President that 

would be elected in the 2023. If the leadership of the country favours a market 

approach, restores fiscal discipline, curbs subsidies, embraces trade, embarks on 

business environment reforms and raises agriculture productivity, the progress 

towards economic prosperity could be within reach. Although our optimism is 

measured, there is still time even for President Buhari’s administration to start 

laying the foundations required.   

 

Coming from a global recession in 2008, the equities market commenced the 

decade amidst great pessimism with the index at 20,839.90 points and ₦5.0tn 

capitalisation. The recession brought the index down (68.6%) from a peak of 

66,371.20 points (March 2008). All through the past decade, equities 

performance struggled to stage a comeback. The depth of the market has 

improved, driven majorly by NSE-led reforms and partly CBN’s. These policy 

reforms attracted bigger company listings, increased foreign participation, 

provided a better platform for trade execution, enabled price discovery, 

screened out non-compliant issuers and improved issuer disclosure. However, 

weak external developments and broad macro-economic challenges have kept 

the equities market behind an appreciable recovery. 

In summary, the market performance over the past decade from a return 

perspective is somewhat unimpressive given the 28.9% gain in Naira terms while 

in Dollar terms this is worse, losing 47.2%. Understandably, this reflects the 

various currency issues the economy has been through over the period. In the 

context of relative peer performance, the Nigerian equities market performance 

was also unimpressive, losing the most (47.2%) within the N11, SSA and the 

advance market peers. 
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The new decade promises to be better based on the on-going reset in the 

economy and consolidation of reforms across key sectors. From the political 

angle, the strength and maturity of Nigeria’s democracy is not in doubt. We 

expect the political scene to get increasingly organised with cleaner and saner 

electoral systems over the next decade. We see a Nigeria where elections are 

conducted electronically, given the increased penetration of technology in every 

facet of government. The equities market should draw positive sentiments from 

this. The present administration, is doing so much to alter the Nigerian narrative 

which should form a bedrock and yardstick for governance and performance 

measurement over the next ten years.  

We expect to see deliberate and increasing attempt to shift the nation’s 

economic base away from the oil sector to the non-oil. The positive knock-on 

effect of power sector reforms and capital infrastructure upgrades in healthcare, 

education and manufacturing will significantly impact on how companies make 

money over the next decade. Over the next decade, the banking sector is 

expected to see stricter regulation. This is to provide a solid banking base that 

can support the expansion in the industry and the economy in terms of credit 

supply and macroeconomic stability.  
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The IMF revised its global growth estimate for 2019 

further downward to 2.9% in its January 2020 Outlook, 

the sixth downward review from its initial 3.9% forecast 

mid-2018 and significant below the 3.6% recorded in 

2018. This indicates that global growth in 2019 is 

expected to be the slowest since the 2008 financial crisis. 

The growth performance was driven by a synchronized 

slowdown globally, which we attribute mainly to 

prolonged trade tensions between the two largest 

economies in the world – US and China – and Brexit. The 

trade spat disrupted global supply chains, with negative 

implications for global manufacturing, trade and 

investments.  

In Advanced Economies (AEs), growth slowed to 1.7% 

from 2.3% in 2018. This was mainly driven by the 

moderation in growth in the US to 2.3% (2018: 2.9%) due 

to trade concerns and the waning impact of President 

Trump’s 2017 tax cuts. Similarly, in the Euro Area, growth 

sharply reduced to 1.2% from 1.9%, reflecting weak 

demand, poor business confidence and Brexit 

uncertainties. The UK economy offered little reprieve as 

growth remained flat at 1.3%. In Emerging & Developing 

Economies (EMDEs), growth weakened to 3.7% (2018: 

4.5%) on the back of slowing external demand in 

Emerging and Developing Asia. Specifically, there was a 

sharp slowdown in China’s growth to 6.1% (2018: 6.6%), 

in India to 4.8% (2018: 6.8%) and in ASEAN-5 to 4.7% 

(2018: 5.2%). In Sub-Saharan Africa (SSA), growth rose 

slightly to 3.3% (2018: 3.2%), mainly affected by the 

slowdown in South Africa’s growth to 0.4% (2018: 0.8%). 

Global growth in 2020 is projected by the IMF to improve 

to 3.3% due largely to an expansion in EMDEs. In AEs, 

growth is expected to fall to 1.6% from 1.7% in 2019 

mainly on the back of a slowdown in the US to 2.0% 

despite a mild recovery in growth in the Euro area to 

1.3%. The growth forecast for AEs reflects waning fiscal 

stimulus in the US, increased probability of a ‘hard’ Brexit 

and weakening investment sentiment in the EU. 

Meanwhile, EMDEs are projected to expand at a faster 

pace of 4.4% in 2020. However, China’s growth is 

expected to further moderate to 6.0% in 2020 and there 

is a projected sharper-than-expected slowdown in India 

at a growth rate of 5.8% on the back of declining 

consumption and investment. SSA economies are 

expected to grow faster at 3.5%, driven by fast-paced 

growth of 2.5% in Nigeria and 0.8% in South Africa. 

 

President Donald Trump started the trade war mid-2018 

through tariff hikes to reduce the US’ trade deficit with 

China. Since then, rounds of retaliatory measures taken 

by both countries have taken a huge toll on their 

respective economies. To calm tensions, both parties have 

been locked in a prolonged cycle of trade negotiations 

with scant progress. By our estimate, the US and China 

have placed tariffs on a cumulative US$550.0bn and 

US$185.0bn worth of goods respectively as at December 

2019.  

The trade tussle has disrupted global value chains, slowed 

manufacturing growth and raised prices for consumers 

and businesses. In particular, the tensions have resulted in 

significant reduction in exports and significant diversion 

of export flows to other regions and countries such as the 

EU, Taiwan, Mexico and Vietnam, among others. At the 

last meeting in January 15, 2020, the US and China 

Global Macroeconomic Review and Outlook 

Chart 1: IMF’s Global Growth Projections 
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successfully reached a phase-one deal. This meant a 

holdback on the proposed 15.0% tariff on Chinese 

products by mid-December 2019. The US also agreed to 

cut the 15.0% tariff imposed on Chinese goods in 

September by half while Chinese negotiators agreed to 

buy US agricultural products to the tune of about 

US$200.0bn over the next two years.  

However, given how delicate and contentious 

negotiations have been, the effective implementation of 

the phase-one deal remains uncertain. We expect 

political considerations to dictate the pace of 

negotiations of the ‘phase-two’ agreement and the 

concessions sought by both parties ahead of the 

upcoming 2020 presidential elections in the US. Beyond 

the trade friction with China, the US is also engaged in 

trade battles on many fronts. Tariffs were placed on 

European aircraft maker, Airbus, and European 

agricultural products in response to EU’s aviation 

subsidies. We believe that these issues put together 

would dictate the momentum in global financial markets 

in 2020.  

In the UK, Brexit continues to fuel uncertainty on 

economic direction and trade in the EU. Although the 

stance of UK Prime Minister, Boris Johnson, is clear on a 

quick exit, the elephant in the room is the terms of exit. 

With a majority in the parliament, we believe Boris 

Johnson’s trade deal with the EU should be less 

contentious, thus tapering the risk of a no-deal Brexit. 

However, we expect the lack of clarity on the timeline of 

an exit to dampen business confidence.  

In sharp contrast to the narrative in 2018 where policy 

normalisation took centre stage, monetary policy 

direction in 2019 was largely dovish with global 

systemically important central banks echoing an ‘easing’ 

monetary chorus. This was due to trade tensions between 

the US and China which continued to impede global 

manufacturing & trade activities, weaken investment 

confidence and consumer spending. Thus, it became 

imperative for monetary authorities to support growth 

through reduction in policy rates and the application of 

other unconventional monetary easing techniques.  

The US Fed cut its benchmark rate by a cumulative 75bps 

to a range of 1.5 – 1.75% in three consecutive Federal 

Open Market Committee (FOMC) meetings (July – 

October 2019) before indicating a pause in rate cuts at its 

December 2019 meeting. The steady reductions in policy 

rate were made to shield the economy from the impact 

of trade tensions and to attain the desired inflation level. 

Following the successive cuts, the FOMC indicated the 

possibility of maintaining rates at the current level for 

most of 2020.  

In the EU, however, the European Central Bank left the 

policy rate unchanged at 0.0% while restarting its asset 

purchase program, buying back €20.0bn bonds monthly 

from November 2019. Going forward, the ECB indicated 

that decisions on policy rates would be guided by 

economic performance. The Bank of England, however, 

retained interest rate at 0.75% throughout the year 

despite softening economic growth while maintaining its 

asset purchase program. 

In the BRICS region, monetary policy stance was dovish in 

2019. The deepest reduction in rate was made by Brazil, 

reducing rate by 150bps to an all-time low of 6.5% owing 

Global Macroeconomic Review and Outlook 

Chart 2: US 1-year Treasury Yield (2018 -2020) 
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to sluggish growth and low inflation while hinting at 

maintaining rate at current level for a long period. Also, 

India reduced policy rate by 135bps to 5.15% to revive 

growth while ensuring inflation remains within the 

target. In MINT economies, Turkey’s monetary policy 

actions was the highlight as the monetary authority cut 

rate by 10.0% to 14.0% in four months. This was 

prompted by the President’s violation of monetary policy 

independence, given the dismissal of the apex bank’s 

governor for the refusal to ease rates on the orders of 

the executive.  

In SSA, Egypt reduced interest rate four times by 450bps 

to 12.75% due to the room provided by low inflation 

after successive years of double-digit inflation. 

Meanwhile in Nigeria, the Central Bank reduced its 

monetary policy rate by 50bps to 13.5% in March 2019 to 

boost economic growth. Going into 2020, we expect an 

easy monetary stance to be sustained in the SSA region. 

However, trade and geo-political tensions coupled with 

other developments are expected to influence monetary 

policy decisions. 

 

2019 was a year of slowing growth and surprisingly good 

market returns for global investors. The equities market 

in advanced markets posted a strong performance of 

25.5% in 2019, measured by the benchmark MSCI World 

Index. To an extent, this reflected a low base from 2018 

as investors sold off stocks due to escalating trade 

tensions. The strong performance in equities was also 

driven by a dovish global monetary policy, better-than-

expected corporate earnings results and optimism around 

the phase-one trade deal by the US and China. Similarly, 

Boris Johnson’s decisive election victory lowered 

uncertainties in the financial markets. We believe that 

the bulk of the returns in the MSCI World Index was from 

the US equities market (US MSCI Index: +25.2%). In 

EMDEs, the MSCI EM (Emerging Markets) and MSCI FM 

(Frontier Markets) indices returned 15.8% and 12.6% 

respectively, underperforming the World Index. The 

performance was supported by gains in China (+21.9%), 

Brazil (+32.0%), India (+15.2%), Russia (+44.9%) and 

South Africa (+9.4%). 

Given our expectation of a sustained dovish stance by 

systemically important banks, we anticipate continued 

rally in the developed markets in the first half of the 

year. In emerging markets, we expect the flow of foreign 

capital to support equities. The downside risks to our 

expectations are re-escalation of the trade war, reversal 

of accommodative monetary policy and deterioration in 

global geo-political relations. 

 

 

Global Macroeconomic Review and Outlook 

Source: MSCI,, Bloomberg, Afrinvest Research 

Chart 3: Global Equities Performance 
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The year started with heightened tensions ahead of the 

2019 general elections which shaped Nigeria’s economic 

and political landscape in the first quarter. The closely 

contested elections held on 23 February, 2019 after a one

-week postponement due to logistical challenges. Upon 

its conclusion, President Muhammadu Buhari of the All 

Progressives Congress (APC) emerged winner, with 15.2 

million votes to the opposition’s 11.3 million. Against 

expectations, the margin of victory of 3.9 million was 

considerably wider than the 2.6 million recorded in 2015, 

an indication of the President’s popularity. Although 

Atiku Abubakar, the PDP candidate disputed the results 

in the courts, the Supreme Court of Nigeria affirmed the 

President’s victory later in the year.  

The political climate was relatively calm post-elections, 

even as the outcome of many elections were challenged 

at the election tribunals. In our assessment, there was a 

slow pace of governance post-elections as the President 

inaugurated his cabinet members after eight months. 

With a new cabinet, governance has picked up, but some 

of the policies of the government have not inspired 

confidence. In August 2019, the Nigerian customs shut all 

land borders to promote domestic production and curb 

smuggling. This decision has had a significant impact on 

businesses and consumers, which is evident in the 

accelerated pace of inflation to 11.9% in November 2019 

from a 43-month low of 11.0% in August 2019. The 

reduction in food imports led to soaring food prices 

during a season of food harvests which should typically 

prompt lower prices domestically. The decision to shut 

land borders also restricts trade, and goes against the 

FG’s commitment to economic integration through the 

signing of the African Continental Free Trade Agreement 

(AfCFTA) in July 2019.  

We believe the President’s victory presents him a new 

opportunity to put the country on the path of prosperity. 

However, if the poor policy choices of the past are 

sustained, Nigeria faces bleaker growth prospects. The 

priority remains drafting policies that would encourage 

investment to boost economic growth, create jobs, raise 

incomes and reduce poverty. The eight-man Economic 

Advisory team which was constituted to advise the 

President on economic policy matters looks promising 

given their experience. However, the team’s impact 

would depend on the adoption of policy proposals put 

forward. Given the antecedents of the members, the 

proposals would likely include freeing resources from 

subsidies for investment in education and health, 

adopting market-friendly exchange rates, re-opening 

land borders and raising economic competitiveness 

through a better business environment. Six months into 

President Buhari’s second term, there is little to cheer but 

we remain hopeful for a turnaround. 

 

Some of the fiscal reforms we expected were set in 

motion in the latter part of 2019. The FG introduced the 

Finance Bill which aims to reform some of Nigeria’s tax 

regulations, broaden the tax base and boost revenues. 

The FG reviewed the Production Sharing Contract Act 

(1995) to earn more income from oil and gas activities in 

the deep-water offshore segment, although this comes 

with downside risk to new investment in that space. The 

Executive also seems to have developed positive ties with 

the new leadership of the Legislature and the speed of 

reforms has been unprecedented. While the pace is 

admirable, this could come at a cost to quality debates on 

policy proposals. Nonetheless, the renewed urgency is 

promising. The 2020 budget was submitted and passed 

before year-end, returning the FG to a normal budget 

cycle for the first time in at least a decade.  

In the monetary policy space, the Central Bank of Nigeria 

(CBN) continued to flex its muscles. The apex bank rolled 

out a raft of policies to stimulate real sector lending, 

notably by establishing a minimum floor of 65.0% for the 

Loan-to-Deposit Ratio in the banking system. The result 

was increased credit by over ₦1.5tn in H2:2019 by 

commercial banks. To drive import substitution and 

manage FX demand, dairy products and fertiliser were 

added to the long list of items ineligible for FX. The most 

ambitious policy yet was the restriction of non-bank local 

corporates and individuals from the OMO market, which 

resulted in a sharp reduction in yields due to the shallow 

Treasury bills and bond markets. While this makes debt 

cheaper for corporates and the government, it could 

come at a cost as negative real returns on domestic assets 

disincentivise saving. In our view, while CBN’s unorthodox 

methods have yielded some positive immediate results, 

the full impact of these policies over the long-term are 

yet to be determined.  

Going into 2020, Nigeria remains beset by various 

headwinds. Revenue mobilization by the government 

remains weak, economic growth is poor and investments 

have plunged. In the face of rising deficits, higher public 

sector wages, escalating debt servicing costs and fragile 
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consumer spending, there is an urgent need for a 

coherent bouquet of fiscal and monetary policies to re-

stimulate the economy.  

 

The Nigerian economy grew faster at 2.1% in 2018, 

higher than 0.8% in 2017 but weaker than the pre-

recession level of 2.8%. The implication was another 

year of declining per capita income. In 2019, we 

anticipated a faster pace of recovery but the economy 

struggled due to lack of support from fiscal and 

monetary policies.  

In Q1:2019, growth moderated to 2.1% (vs. 2.4% in 

Q4:2018). This was sustained as growth was flat at 2.1% 

in Q2:2019 before rising faster at 2.3% in Q3:2019. The 

oil sector supported growth in 2019 through a slower 

contraction of 1.5% in Q1 (vs. -1.6% in Q4:2018) and a 

significant improvement of 7.2% and 6.5% in Q2 and 

Q3:2019 respectively. The recovery in the oil sector was 

driven by a weak base, following higher oil production 

as the 200,000b/d Egina field came on stream. Oil 

production peaked at 2.04mb/d in Q3:2019, the highest 

since Q3:2017. On a monthly basis, oil production 

(excluding condensates) peaked at 1.87mb/d in August 

2019. 

The non-oil sector could not sustain its positive 

momentum from 2018 as broad-based performance 

remained weak. Non-oil sector growth slowed to 2.5% 

in Q1 (vs. 2.7% in Q4:2018), 1.6% in Q2 but slightly 

recovered to 1.8% in Q3:2019. We attribute the softer 

growth to sustained weakness in the non-agriculture 

and non-ICT sectors.  

Domestic Macroeconomic Review and Outlook  

Services grew slower in 2019, with sustained slower 

expansion of 2.4% Y-o-Y in Q1 (vs. 2.9% in Q4:2018), 

1.94% in Q2 and 1.87% Y-o-Y in Q3.  The large real estate 

and trade sectors slipped into recession in Q3:2019 after 

two consecutive quarters of contraction. However, the ICT 

sector (11.3% of total GDP) sustained its rapid expansion 

with growth rates of 9.5%, 9.0% and 9.9% Y-o-Y in Q1, 

Q2 and Q3:2019 respectively. The sector also contributed a 

disproportionate share to growth in all three quarters, 

with the highest being 1.2% of the 2.1% growth in 

Q2:2019. We believe the sector has remained resilient due 

to the necessity of its services. The voice, data, digital and 

mobile money segments of the telecommunications sector 

recorded impressive growth.  

In the agriculture sector, there was a significant recovery 

in growth to 3.2% Y-o-Y in Q1:2019, the highest since 

Q1:2018. However, growth moderated to 1.8% and 2.3% 

Y-o-Y in Q2 and Q3:2019 respectively. The agriculture 

sector continues to trail its long-term growth performance 

of 3-4.0%. This reflects the ongoing insecurity challenges 

in Northern Nigeria, climate change and weak harvests 

across the country.  

The manufacturing sector started the year weaker-than-

anticipated with a 0.8% Y-o-Y expansion in Q1:2019 (vs. 

2.4% in Q4:2018), contracting 0.1% Y-o-Y by Q2:2019, 

although there was a soft recovery of 1.1% in Q3:2019. 

We attribute the weak performance in manufacturing 

mainly to weak disposable income and partly to higher 

production costs due to higher excise duties in the 

brewery sector.  

 

Source: NBS, Afrinvest Research 

Chart 4: Quarterly Trends in Real GDP Growth  
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We downgraded our 2019 growth forecast to 2.2% in 

August from the initial 2.5% due to weaker-than-

expected performance in the non-oil sector in H1:2019. 

Looking ahead, we forecast real GDP growth to expand to 

2.4% in 2020, driven by a moderate expansion in the oil 

and non-oil sectors. Although the OPEC cap of 1.77mb/d 

(excluding condensates) could hurt oil production, we 

expect compliance to be weak given the urgency to boost 

revenues. The high base from 2019 also limits the 

headroom for growth in the oil sector. The downside risks 

to our projection remains the inefficiency of major 

pipelines (Trans Forcados Pipelines and Nembe Creek 

Trunk Line), oil theft and resurgence of Niger-Delta crisis. 

In the non-oil sector, we see limited room for an 

outperformance given weak consumer spending and 

investment. The realignment of the budget cycle to 

January-December, starting January 1st 2020, is not 

expected to deliver a significant boost given the small size 

of the public sector. Across sectors, we expect moderate 

Domestic Macroeconomic Review and Outlook  

Source: NBS, Afrinvest Research 

Chart 5: Real GDP Growth (2016-2020F)  

advances in agriculture as this sector continues to be 

weighed down by insecurity, changing weather patterns 

and low productivity. However, we expect an 

improvement over 2019 on the back of the border closure 

which is meant to encourage import substitution. The 

manufacturing sector is expected to maintain the current 

streak of weak performances due to still fragile consumer 

spending, although increased credit to the sector could 

provide reprieve. In the services sector, we expect ICT to 

remain the engine of growth. The border closure, if 

extended, would also negatively impact the trade sector 

which accounts for 15.2% of GDP and is the largest 

employer of labour after the agriculture sector.  

Overall, we believe the adjustment to public sector wages 

would only deliver a marginal boost to growth, especially 

given rising inflation and consumer taxes. The major 

downside risks to our forecast include weaker-than-

expected oil price and production, worsening insecurity, 

unfavourable weather patterns in the agriculture sector as 

well as the extended closure of land borders.   

Source: NBS, Afrinvest Research 

Chart 6: Monthly Inflation Trend (Jan 2018- Nov 2019)  
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In 2018, inflation moderated to 12.2% from 16.5% in 

2017, the first reduction since 2013. There was mild 

pressure on consumer prices for most of 2019 as headline 

inflation decelerated to a 43-month low of 11.0% in 

August 2019. This downtrend was driven by slower 

increases in food prices and continued exchange rate 

stability. However, there was a reversal in trend for most 

of H2:2019 as inflation rose to 11.9% in November 2019 

following the FG’s sudden decision to close land borders 

between Nigeria and neighbouring countries. Given the 

dependence on neighbouring countries for food imports, 

food prices surged despite the onset of the harvest season 

which typically coincides with slower price rises. We 

estimate FY:2019 headline inflation to average 11.4%, 

down from our updated forecast of 11.5% when the 

border was shut.  

In 2020, new and familiar headwinds to consumer prices 

abound. The proposed increase in Value Added Tax (VAT) 

to 7.5% from 5.0%, which we expect to be implemented 

in Q1:2020, would result in rising prices. The likely 

adoption of a new electricity tariff as well as continued 

insecurity in the food-planting Middle-Belt also poses 

downside risks to consumer prices. The expansion in 

money supply following aggressive credit growth in the 

banking system and the new minimum wage could incite 

price pressures. In the latter case, we believe the impact 

would be limited as country-wide implementation would 

be hampered by poor state government finances. There is 

also the remote possibility of a currency devaluation if 

capital flows remain weak and the trend of negative 

current account balance persists. We therefore explore the 

path of inflation in 2020 through three scenarios.  

In our base case, we assume the adoption of new 

electricity tariff in April 2020, new VAT of 7.5%, sustained 

land border closure and insecurity in the Middle-Belt. In 

this instance, we project inflation to rise to 13.7%. The 

bear case adopts all the assumptions under the base case 

in addition to a 10.0% exchange rate devaluation. The 

implication is a projected increase in inflation to 15.4%. In 

the optimistic case, we assume improved security in the 

North, the re-opening of the land borders and the 

suspension of the proposed electricity tariff review. In this 

case, we forecast a slight uptick in inflation to 12.1%.  

Source: NBS, Afrinvest Research 

Chart 8: Trade Balance (Q1:2018-Q3:2019)  

Source: NBS, Afrinvest Research 

Chart 7: Average Monthly Inflation (2016-2020F)  
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The current account balance moderated to 1.3% of GDP 

in 2018 from 2.8% in 2017, supported mainly by higher oil 

prices. This provided buffer to the external reserves and 

exchange rate stability amid declining capital flows ahead 

of the 2019 elections. In retrospect, 2018 was a decent 

year, with only one episode of negative current account 

balance recorded in Q3. However, this has gathered pace 

in 2019 with three consecutive quarters of negative 

current account balance. The account turned negative at -

2.5% of GDP in Q1 (vs. 1.0% in Q4:2018) as well as in Q2 

and Q3 at -3.2% and -2.2% respectively. The result in Q1 

followed the 87.0% Q-o-Q deterioration in trade balance 

as imports rose 45.2% Q-o-Q while exports contracted 

8.7%. This masked the 21.2% Q-o-Q improvement in 

current transfers during the period. The sharp dip in Q2 

was the highest current account deficit recorded since 

Q3:2015, driven mainly by a 23.6% Q-o-Q contraction in 

transfers. The marginal improvement recorded in Q3 was 

driven by a 14.3% contraction in imports. The trend in 

current account had a negative impact on external 

reserves and raised speculation on the stability of the 

exchange rate.  

Foreign capital flows rose sharply by 37.5% Y-o-Y to 

US$16.8bn in 2018, with FPI accounting for 70.2%. 

However, closer to the elections and due to rising global 

interest rates, capital flows contracted 48.2% and 25.0% 

respectively to US$2.9bn and US$2.1bn in Q3 and Q4.  In 

2019, there was a resurgence in capital flows. Post-

Source: NBS, Afrinvest Research 

Chart 9: Current Account Balance (Q1:2018-Q3:2019)  

Source: NBS, Afrinvest Research 

Chart 10: Foreign Investment Trends (Q1:2018-Q3:2019)  



 

Afrinvest West Africa              Page 25 

Domestic Macroeconomic Review and Outlook  

elections, there was a rally in the bonds market, driven by 

the inflow of US$7.2bn in FPI in Q1:2019. However, this 

decelerated to US$4.3bn and US$3.0bn in Q2 and 

Q3:2019 respectively. We attribute the decline in FPI to 

falling yields, currency pressures and weakened investors’ 

confidence. Regardless, total FPI was US$14.4bn as at 

Q3:2019, 38.7% Y-o-Y higher than in 2018. Investments in 

the money market was the main driver as investors 

remained shy of equities where foreign inflows dipped 

29.5% Y-o-Y to US$1.5bn as at Q3:2019. Foreign Direct 

Investment (FDI), on the other hand, plunged 35.8% Y-o-

Y to US$0.7bn as at Q3:2019, reflecting the weak 

macroeconomic environment and lack of reforms to 

encourage investors.  

The stability recorded in the FX market in 2019 was 

mainly due to sustained capital flows despite a structural 

negative current account balance. The impact of the 

negative current account balances is reflected in the 

14.5% decline in the external reserves from a high of 

US$45.1bn in July 2019 to US$38.6bn (31/12/2019).  In 

total, the reserves fell 10.5% Y-o-Y in FY:2019.  

In 2020, we anticipate sustained pressure on the external 

position of Nigeria. The current account is expected to be 

under pressure for most of the year as imports would be 

helped by increased credit and a strong currency. 

However, stability in oil production and higher oil prices, 

if sustained, would be a strong buffer. We expect 

persistent deficit in the services and income accounts 

although steadily increasing remittances would offer 

some respite.  

On capital flows, emerging and frontier markets remain 

prime destinations for global capital given low global 

interest rates. However, we are not optimistic that this 

would translate to significant inflows into the Nigerian 

market, especially in H1:2020. In the equities market, 

there is weak confidence following slow growth and the 

gradual pace of reforms. In the money market, which has 

been the darling of foreign investors recently, we expect 

lower flows in H1:2020 compared with the corresponding 

period of 2019. We attribute this to weakened investors’ 

confidence due to the split of the money market which 

makes liquidity a concern, and the prospect of a currency 

devaluation. However, should the CBN change course 

and remove the restrictions in its OMO window, we could 

see an outperformance in FPI.  

 

 

 

The record ₦8.9tn 2019 budget of the Federal Government 

of Nigeria (FG) ran into implementation challenges but 

heavy deficit financing supported spending. Total 

spending was ₦5.8tn as at 9M:2019, representing 86.9% 

performance. While recurrent expenditure and debt 

service obligations were fully met, capital expenditure 

suffered with ₦372.0bn as at 9M:2019 which later rose to 

₦1.2tn as at December 12, 2019 (57.1% of total capital 

budget). We attribute the poor implementation of the 

capital budget to weak revenue collection, the irregular 

fiscal calendar, distractions from the 2019 general 

elections and the slow pace of governance post-elections 

as the cabinet was formed late. Unlike in the past four 

years, capital expenditure would not be implemented 

beyond December 2019 as the FG returns to the normal 

fiscal calendar (January to December) in 2020.  

On revenues, the preliminary update provided by fiscal 

authorities in H1:2019 showed that the FG collected 

revenue of ₦2.0tn against the budgeted ₦3.5tn. This 

translated to a revenue underperformance of 41.7%, in 

line with our forecast of 42.8%. H1 numbers were also 

boosted by ₦310.5bn from special accounts. Similarly, 

there was a big leap as at 9M:2019 as revenues rose to 

₦4.3tn (82.7% performance) following ₦1.0tn in balances 

from special accounts in Q3:2019. Adjusting for the 

inclusion of income from special accounts, the revenue 

performance was ₦2.9tn or 56.4% of budget. The Budget 

Ministry provided no additional information on the 

inclusion of balances from special accounts which 

accounted for 30.2% of FG’s revenues as at 9M:2019. We 

consider this to be a temporary boost. The major concern 

remains that core revenue lines were dismal.  

The performance of oil revenue (9M:2019 - ₦1.4tn) at 

52.1% of target was the major drag given that this source 

accounted for 52.9% of the total revenue budget. We 

believe this is due to weak oil production at 2.0mb/d 

(target: 2.3mb/d), repayment of cash call arrears and 

petrol subsidy. Non-oil revenues at ₦996.3bn was upbeat 

with a 94.2% collection rate. There was no reprieve from 

other non-core revenue sources (27.0% of total budget) 

which underperformed by more than 70.0% at ₦507.9bn, 

with independent revenue accounting for all collections. 

There was no progress in domestic recoveries, asset 

restructuring, grants and donor funding with zero 

revenues. To fund its spending in the face of severe 

revenue shortage, the FG relied on advances from the CBN 

which increased to ₦7.3tn as at August 2019 from ₦5.4tn 
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Chart 11: FGN Budget Breakdown (2018-2020) 

Source: Budget Ministry, Afrinvest Research  
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at year-end 2018.  

Based on the run rate of budget numbers as at 9M:2019, 

we expect total revenue collection of ₦3.9tn in FY:2019, 

10.4% higher than ₦3.6tn in 2018 and firmly in line with 

our expectations. However, if we include the revenue 

from special accounts, total inflow would amount to an 

improved ₦5.2tn from ₦3.9tn in 2018. Similarly, we 

estimate spending implementation at 94.9%, the highest 

recorded in this administration. In view of our 

expectations above, we expect budget deficit at ₦3.2tn 

and debt service to revenue to moderate sharply to 49.0% 

from 61.0% in 2018. Debt service to revenue would be 

worse at 65.1% if we strip out the revenues from special 

accounts which are not core lines.  

 

The 2020 budget of the current FG is perhaps the most 

audacious so far, with approved spending rising 19.1% to 

a record ₦10.6tn. The budget assumptions are gradually 

becoming more realistic following the downward review 

to oil production and price to a conservative 2.18mb/d and 

US$57.0/bbl. respectively. However, the transition is not 

complete, with other budget assumptions indicating that 

implementing the budget would be a struggle. In our 

view, the exchange rate assumption of ₦305/US$1.00 is 

markedly below the market exchange rate of ₦360.00/

US$1.00 as the FG leaves potential revenue on the table to 

preserve current energy subsidies. The growth and 

inflation forecasts of 2.9% and 10.8% are also ambitious, 

ahead of our estimates of 2.4% and 13.7% for 2020 

respectively. 

Based on budget assumptions, revenue is projected to rise 

20.8% to ₦8.4tn in 2020. Oil & Gas revenue of ₦2.8tn is 

expected to be collected during the year, 25.1% below 

the previous year following downward revisions to oil 

price and production but still a lion share of the total 

expected revenue at 32.8%. We expect oil revenue to 

moderately underperform despite the significant haircut 

due to sustained petrol subsidies. We are not optimistic 

that the border will remain closed for an extended period 

to reduce petrol leakages to neighbouring countries and 

prompt lower subsidies spending. Non-oil revenue is 

expected to advance 29.9% to ₦1.8tn, accounting for 

21.4% of budgeted revenue. The biggest leap comes 

from customs & excise duties revenue which is forecasted 

to almost double to ₦618.6bn. We suspect that this is 

expected to be driven by higher formal trade following 

the border closure but the attendant revenue gains are 

unlikely in our view. VAT revenue is expected to race 

27.6% higher to ₦292.6bn following the planned increase 

in VAT rate to 7.5% from 5.0%. Forecasted revenue from 

CIT is ₦839.3bn, a moderate expansion of 3.2%.  

Independent revenues have recently picked up following 

more measured expectations in the 2018 and 2019 

budgets. In 2019, this revenue line is estimated to have 

recorded a 100.0% performance but the forecasted 

34.7% increase to ₦850.0bn in 2020 is ambitious. The real 

challenge to achieving FG’s revenue budget comes from 

non-core revenue sources including grants & donor 

funding, asset sales, recoveries & fines etc, which have a 

history of dismal performances. There could be slight 

reprieve from the introduction of stamp duty, which the 

Source: Budget Ministry, Afrinvest Research 

Chart 12: Fiscal Performance (2016-2020F) 
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Budget Ministry forecasted at ₦200.0bn but the 

National Assembly more than doubled to ₦463.9bn. 

Overall, we forecast a revenue performance of 56.2% in 

2020, indicating a rise in retained revenue to ₦4.7tn 

from ₦3.9tn. In turn, debt service to revenue would 

improve but remain elevated at 51.9%. This would 

present a challenge to fiscal authorities but in addition 

to borrowings, we expect monetary financing from the 

CBN to persist even though the operation contravenes 

the CBN Act (2007). 

The FG’s expenditure proposals are just as bold, largely 

reflecting unrestrained spending as total recurrent 

expenditure expands 23.3% to ₦8.1tn in 2020 while 

capital expenditure is budgeted to rise 18.0% to ₦2.5tn. 

Capital expenditure allocation is weaker at 23.3% of 

budget compared with the record high of 31.5% in 

2018. Non-debt recurrent expenditure increased to 

₦4.8tn from ₦4.1tn in the previous year. This is largely 

due to the implementation of the new minimum wage 

and salary increases across the board, with personnel 

costs rising 24.3% to ₦3.0tn. The provision for debt 

service is 14.5% higher at ₦2.5tn and accounts for 

23.2% of total expenditure. Considering our forecast of 

a 43.8% revenue shortfall, we project the debt service 

to revenue ratio to be 51.9%, significantly higher than 

the budgeted 29.1%.  

The funding of education and health remain paltry 

compared with peer countries as the allocation of 

₦686.8bn to education and ₦469.2bn to health translate 

to 6.5% and 4.4% of budget respectively. FX and 

energy subsidies have limited the scope for increasing 

these budgets. While there is no provision for petrol 

subsidy explicit in the budget, the Ministry of Power’s 

budget captures subsidy provided to the electricity sector 

through Nigeria Bulk Electricity Trading Company (NBET). 

From our conservative estimates, we believe the cost of 

these subsidies could be as much as ₦1.2tn in 2020, 

surpassing the education and health budgets. This could 

be more if the current electricity tariff remains 

unchanged.  

The budgeted fiscal deficit rises 11.8% to ₦2.2tn in 2020, 

representing 1.5% of projected GDP. This is unrealistic 

like in the prior year when the fiscal deficit was 66.5% 

higher than budgeted, and settled at 2.5% of GDP 

compared with the anticipated 1.3%. In 2020, we expect 

the actual deficit to be closer to our estimate of ₦4.2tn or 

3.0% of GDP based on our assumption of an 85.0% 

implementation rate consistent with the previous four 

budgets. The implication is that actual deficit to GDP 

could breach the 3.0% recommended threshold by the 

Fiscal Responsibility Act (FRA, 2007). The financing of the 

budget would be through a mix of local debt (₦745.0bn), 

and external debt (₦850.0bn) which comprises 

commercial (₦521.9bn) and multilateral/bilateral 

financing (₦328.1bn). We expect the FG to further tap 

monetary financing from the CBN to plug our projected 

revenue shortfall.  

 

 

 

 

Source: Budget Ministry, Afrinvest Research 

Chart 13: FG’s Fiscal Deficit (2016-2020)  
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Nigeria’s medium-term debt strategy (2016-2019) 

articulated the DMO’s desire to target a debt mix of 

60:40 for domestic and external debt by 2019 as well as 

75:25 for long and short-term debts. In the 2018-2020 

update, these targets were retained, among a host of 

others. While the former target is yet to be achieved 

with our estimated split of 65:35, the latter has been 

achieved as outstanding Treasury bills were 20.0% and 

13.0% of domestic and total debt respectively as at 

H1:2019. The key goals of the debt strategy are 

primarily to extend the FG’s debt maturity profile and 

reduce the cost of debt through external financing, but 

the case for local issuance is more compelling now than 

ever. The yield on Treasury bills now average 5.2% 

while average yield on local bonds are at historical lows 

of 10.6% despite rising double-digit inflation at 11.9%.  

The sharp moderation in yields follows the restriction of 

local corporates and individuals from the OMO segment 

by the CBN. At the start of the DMO’s debt strategy, 

average Treasury bill and bond yield were respectively 

at 19.8% and 11.6% compared with the 5.3% yield on 

Nigeria’s Eurobonds. In January 2020, the spread 

between average domestic bonds and Eurobonds yields 

has thinned by 192bps to 4.4%. Indeed, local rates are 

now below the average cost of Nigerian domestic debt 

of 11.8% based on DMO’s estimate in 2017, which we 

believe rose to 13.0% in 2018.  

In addition to low yield on government debt, the 

smaller share of Treasury bill holdings indicate that 

there is room for short-term borrowing domestically at 

c.5.0% rate. We believe this could ease the FG’s cost of 

debt in the interim, although refinancing risk could be 

high. While we do not believe the current segmentation 

of the money market is sustainable, there is a case for 

frontloading planned domestic borrowing to avoid 

higher interest rates should the CBN reverse course later 

in the year.  

 

Fiscal reforms have started shaping up in the second 

coming of President Buhari, starting with the Finance 

Bill and the Strategic Revenue Growth Initiatives (SRGI) 

programme of the Ministry of Finance & Budget. The 

SRGI targets an ambitious revenue to GDP ratio of 

15.0% from the current level of 10.0% through three 

thematic areas. SRGI aims to boost revenues sustainably, 

supporting business growth with concessions and 

incentives as well as accountability and performance 

management systems. The second thematic area focuses 

on broadening the tax base, introducing new taxes and 

enabling investment to spur growth. The third focuses on 

an operating model that eliminates leakages, builds 

synergies and enhances collaboration. The Finance Bill, 

which was sent to the National Assembly on 8th October 

2018 and is due to be passed early in 2020, is the landmark 

legislation guiding new tax policies. Among the many 

changes being proposed, the upward revision of VAT rate 

from 5.0% to 7.5% has been the highlight but there are 

numerous positives. With the overall objective of 

improving the business environment, the Bill aims to 

correct some of the deficiencies of current tax legislations 

and update obsolete laws. Importantly, the Bill is also 

targeted at boosting revenues for the government 

through updates to existing taxes and the introduction of 

new ones.  

In our view, the proposed reforms are favourable for small 

businesses. Some reforms exempt income from taxation, 

including the profit of small companies and dividends of 

small manufacturing companies. The Companies Income 

Tax (CIT) legislation is also being amended to 

accommodate a graduated scale where small companies 

with a turnover less than ₦25.0m would be exempt from 

taxes, a medium-sized company with turnover greater 

than ₦25.0m but less than ₦100.0m would pay 20.0% and 

those with turnover exceeding ₦100.0m would pay the 

existing rate of 30.0%. Similarly, for VAT remittance, 

companies with turnover less than ₦25.0m would be 

exempted, reducing the burden and cost of compliance. 

Tax legislations that have been deemed as ambiguous due 

to their contestable nature in courts have also been 

clarified.  

In addition to the revision of VAT rate, the FG has 

expanded its list of taxable items to boost revenues. 

Although the Bill seeks to increase the threshold of 

transactions qualifying for stamp duty to ₦10,000 from 

₦1,000, this tax would cover electronic transactions. The 

Bill is also proposing for Oil and Gas companies subject to 

Petroleum Profits Tax Act (PPTA) to deduct and remit 

withholding tax from dividend payments. Similarly, the list 

of products liable to excise duties has been expanded to 

include imported goods.  

We believe these changes are positive reforms which 

support the desire for a more favourable business 

environment. In particular, it should support the growth 

of SMEs who are the primary driver of economic activities 
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and the largest employer of labour. Similarly, it would 

result in higher tax collections without a steep cost to 

growth and investment, although we do not expect this to 

make a dent to FG’s revenue target.  

 

In addition to borrowing to plug its fiscal deficit, the FG 

plans to borrow US$30.0bn for an ambitious infrastructure 

programme. This proposal has been submitted to the 

National Assembly and is under deliberation. The details 

of this plan are scanty, hence the timeline of issuance and 

the type of borrowing to be done is unclear. However, the 

type of projects to be financed are public information if 

we rely on disclosures by the President’s media team. The 

projects cut across several sectors and include water 

resources, agriculture, social investment, power, 

transportation, works and ICT. The big-ticket projects are 

unsurprisingly in the power, transportation and work 

sectors given the wide deficits.  

The implication of this debt raise would be a significant 

jump in FG’s external and total debts by 130.5% and 

48.4% respectively to ₦16.2tn and ₦30.3tn. This would 

raise the FG’s debt to GDP ratio to 19.4% from 14.5% 

while public debt to GDP is estimated to rise to 23.0% 

from 19.0% but remain within the 55.0% recommended 

threshold of the World Bank/IMF. However, the challenge 

would come in the form of the higher cost of servicing the 

debt. Assuming the current average cost of debt, debt 

service could easily surge to ₦3.0tn, with the debt service 

to revenue ratio racing to even more unsustainable levels 

of 64.1% from our estimated 51.9% in 2020.  

It is on the basis of the above that we believe raising such 

financing would be tough, especially given the stringent 

conditions that are likely to accompany concessional loans. 

If the FG opts for commercial loans, this would be costly 

given the recent downgrade to Nigeria’s credit rating, 

weak revenues and the bleak prospects for a significant 

boost to revenues considering lower-for-longer oil prices. 

Although the intentions are positive, execution may pose 

a challenge if the FG manages to raise such an amount. 

Projects which improve value chains and drive economic 

activities often give way to politically expedient ones 

widely distributed across the country. As such, the returns 

on such projects might not justify the sizable investments. 

We believe the government should look to the private 

sector to bridge the infrastructure deficit in Nigeria given 

the shortage of resources. In this regard, providing the 

right incentives, enforcing contracts, reducing red tape in 

seeking permits and approval, and establishing a market-

friendly Public-Private Partnership (PPP) framework would 

be vital.  

 

We expected currency pressures in 2019 ahead of the 

elections and the weak prospect for higher oil prices and 

capital inflows. However, despite three consecutive 

quarters of negative current account balance, the worst 

since Q2:2015, the exchange rate was stable for most of 

2019. The stability was supported by weekly FX sales by 

the CBN in the various foreign exchange markets. In the 

parallel market, there were sales of US$6.9bn as at 

Q3:2019 to BDCs and the rate in this market marginally 

Source: CBN, Afrinvest Research 

Chart 14: Movement in Exchange Rates (2017-2019)  
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depreciated to ₦362.00/US$1.00 from ₦361.00/US$1.00 as 

at year-end 2019. The SMEs and SMIS windows also 

benefited from CBN intervention to the tune of US$4.6bn 

as at Q3:2019. In the official window, which caters to 

mostly official transactions, a total of US$1.0bn was 

supplied as at Q3:2019, with the exchange rate unchanged 

at ₦305.00/US$1.00. At the I&E FX window, the CBN’s 

participation remained weak at US$2.9bn as at Q3:2019 

compared with the total turnover of US$64.8bn in 2019. 

The exchange rate at the I&E FX window closed at 

₦366.05/US$1.00, depreciating marginally from ₦365.70/

US$1.00 as at year-end 2018. These interventions resulted 

in the drawdown in external reserves by US$4.5bn to 

US$38.6bn as at year-end 2019.  

In 2020, we believe the dark clouds are gathering, 

indicating further currency pressures and an imminent 

devaluation. Aside from weak oil prices and capital flows, 

which would be the fundamental drivers of currency 

movements, there has been an aggressive liquidity build-

up in the economy. The latter is due to an expansion in 

credit and large amounts of OMO maturities without high

-yielding investment outlets. In our view, this could lead to 

increased demand for imports, which would depress the 

current account balance. Similarly, there could be higher 

FX demand as the case for diversifying investments into 

dollar assets is compelling given negative real returns 

domestically. We expect currency stability in H1:2020 and 

a 10.0% devaluation to ₦396.00/US$1.00 in H2:2020 if 

capital flows remain weak and oil price falls below 

US$60.0/bbl.  

 

 

The CBN has lately promoted unorthodox policies but this 

assumed significant dimensions in 2019. The bi-monthly 

MPC meeting which had become a symbolic ritual 

regained prominence in March 2019 after a 50bps cut in 

MPR to 13.5%, the first reduction since November 2015. 

This was against our expectation of an unchanged rate of 

14.0% in 2019.  However, the impact of the rate cut was 

negligible given the irrelevance of the MPR in serving as a 

signal to market-wide interest rate movements. The CBN 

continued to influence interest rate through its OMO 

securities throughout the year. Pre-elections, the CBN 

tightened monetary policy to retain and attract capital 

flows but money market rates eased post-elections as 

capital flows surged. In addition, the CBN reduced its pace 

of OMO auctions, thus yield moderated in H1:2019. 

Monetary policy took a different turn in H2:2019 as the 

CBN established a minimum LDR of 60.0% which was later 

increased to 65.0% to encourage credit expansion in the 

face of anaemic growth in Q1 and Q2:2019. Furthermore, 

the CBN restricted the participation of local corporates 

and individuals in the OMO market, leading to a sharper 

moderation in yields due to the narrow depth of the 

Treasury bills market. This translated to negative real 

returns following the sharp rise in inflation to 11.9% as a 

result of Nigeria’s land border closure.  

In 2020, we expect two distinct halves but we project the 

MPR to remain stable at 13.5%. In the first instance, we 

believe the CBN would sustain its current policies in 

H1:2020 despite elevated inflation. However, as we 

envisage currency pressures which could affect currency 

Source: CBN, Afrinvest Research 

Chart 15: Foreign Reserves and Crude Oil Price (2017-2019)  
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stability and in turn the confidence of foreign investors, 

we expect higher yields in H2:2020. In the chase for 

economic growth, the primary goal of price stability seems 

to have taken a back-foot. The CBN has embarked on 

aggressive easing despite falling short of its inflation 

target of 6.0-9.0%. The apex bank has also abandoned its 

monetary targeting framework as the increase of 14.4% in 

money supply in 2019 exceeded its target of 13.0%. 

Although the bank believes that the inflationary impact of 

the border closure is temporary, we believe prices would 

remain sticky downwards so far the borders remain closed. 

Furthermore, there seems to be no escape as the 

downside risks to inflation from higher electricity prices 

could emerge if the proposed tariff hike is implemented in 

April 2020. Hence, In addition to the likely currency 

pressures hinted above, we believe high inflationary risks 

could force the CBN to adopt a tightening stance in 

H2:2020.  

 

The incessant security disruptions witnessed in recent 

years remain a major threat to Nigeria’s unity, growth and 

economic development. The interventions by the Federal 

Government have been weak in subduing unrest. In 2019, 

we anticipated high political risks due to the election but 

calm soon returned post elections. The main downside risk 

to political stability was insecurity, which remained 

widespread.  

In the North-East, Boko-Haram remained unrelenting in 

waging war in the region, with renewed threats and 

attacks towards the end of the year. According to UNHCR, 

over 2.5 million people are still displaced in the North-East 

region, particularly in Yobe, Borno and Adamawa. 

Helping IDPs to return to their former lives has been a 

challenge given the deteriorating security situation, harsh 

climatic conditions, recurrent epidemics and limited access 

to basic facilities. There is a shortage of the resources 

required to upgrade living conditions and overturn these 

challenges. Insecurity due to farmer-herder clashes 

persisted in the Middle-Belt while cattle rustling thrived in 

the North-West. The incidence of kidnapping was 

widespread across the South-East and West. In the Niger 

Delta, militants continued to disrupt activities in the oil 

sector as pipeline vandalism, oil theft and illegal refining 

persisted. However, data from NNPC suggest that this was 

somewhat minimal in 2019 as there was a total of 769 

records of oil theft and pipeline vandalism as at June 2019 

relative to 960 as at June 2018.  

These security challenges threaten the safety and 

livelihoods of citizens and continue to weigh on the 

perception of the country, investor sentiment and overall 

economic activities. Going into 2020, we are not optimistic 

of long-lasting solutions to the heightened security 

challenges across the country. The government is often 

slow to respond and when it does, its strategies are often 

ineffective. A prospering economy and people would 

require better security.  

 

: 

 

The Nigerian constitution guarantees the exercise of 

human rights such as freedoms of speech, expression, and 

that of the press, although there are limitations on 

criminal defamation and publication of false news. These 

human rights are critical for assessing the level of 

openness and transparency of the government. With a 

freedom rating of 4/7, Nigeria was described as "partly 

free" in the Freedom in the World 2018 report published 

by the Freedom House. With the current pace and scale of 

abuse & violation of human rights as well as ignorance of 

the rule of law in Nigeria, we believe the freedom status 

would further deteriorate. Many incidents violated the 

rule of law and dominated the political landscape in 2019. 

We observed arbitrary arrests, prolonged detentions, 

torture and forced disappearances as reportedly carried 

out by security agencies, including the Department of 

State Security Services (DSS) and the Special Anti-Robbery 

Squad (SARS). Also, from the Human Rights Watch's 2018 

World Report, abuses by Boko Haram, the conduct of 

security forces, intercommunal violence, public sector 

corruption, lack of freedom of expression, media and 

association, as well as state laws against sexual orientation 

and gender identity, continue to undermine human rights 

in Nigeria.  

Several instances of human rights abuse were witnessed 

during the year. Freedom of the press was also threatened 

as we observed from the arrest, re-arrest and continuous 

detention of an activist, the convener of #RevolutionNow 

protest and former presidential candidate, Mr Omoyele 

Sowore, despite being granted bail earlier in December 

2019. Also, the police crackdown of protests by members 

of the Shia Islamic Movement of Nigeria (IMN) for the 

release of their leader, Sheik Ibrahim El Zakzaky and his 

wife, Ibraheemat as well as the continuous detention of 

the former national security adviser, Sambo Dasuki. In a 

similar development, a Social Media and Hate Speech Bill 

with grave consequences including capital punishment for 
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offenders was put forward by Nigerian lawmakers. The 

content of the bill suggests some conflicts with the 

Nigerian constitution which provides for the freedom of 

expression for all citizens. We are most concerned that 

when passed into law, such ruling could be abused and 

used as a tool for persecuting anyone expressing 

dissenting opinions to the disadvantage of the 

government or the elite in the society. A country where 

the rule of law, freedom of speech and exercise of human 

rights is constantly threatened would remain unattractive 

to investment. Investors would perceive the legal system 

to be ineffective, raising concerns about the settlement of 

trade disputes and contract enforcement. 
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Market momentum was mostly bearish in 2019 as the 

benchmark index fell to 26,842.07 points, sinking deeper 

with a 14.6% loss after losing 17.8% in 2018. Taking a 

clue from the poor performance in 2018, the market 

started 2019 with a loss of 2.8% in January, which 

worsened down the year. The lack of clear catalysts, 

sound policy proposals, mixed corporate earnings 

performance, high fixed income yield environment, 

coupled with the exit of foreign investors and non-

participation of the deep-pocket PFAs left stocks in the 

doldrums. Although there were pockets of positive 

stimulants (such as new listings from AIRTEL and MTN, 

2019 election and fund reallocation on the back of OMO 

restrictions), these were insufficient to change the 

narrative for 2019.  

Supported by positioning ahead of FY:2018 earnings 

releases, on the back of low valuations and strong 

dividend yield expectations, coupled with a pre-election 

rally, the NSE ASI gained 4.1% in early February. This was 

short-lived as the market reversed the gains by mid-

March, following the return of the incumbent 

administration after the 2019 election. The ACCESS ꟷ 

Diamond merger and Airtel Africa’s listing (39.2m units of 

shares of US$0.50 at ₦363.0) had no impact on the 

market while the listing of MTN Nigeria Plc (20.4bn units 

of shares at ₦90.0) drove gains for few sessions. Quarterly 

earnings performance from key corporates were 

uninspiring and the renewed interest following the 

exclusion of local corporates and individuals from the 

OMO market in Q4 was short-lived.  

 

A weak macro-environment and lack of structural 

reforms continue to elevate Nigeria’s risk profile when 

compared with other frontier markets, thus fueling 

investors’ risk-off approach. The NSE ASI traded at an 

average P/E of 7.8x in 2019, relative to 2018 levels of 

11.6x, implying gross undervaluation. Compared with the 

MSCI Frontier index with a 2019 10.8x average P/E (2018: 

12.9x), further illuminates the relative loss of its premium 

valuation within regional peers. 

 

As the bearish sentiment engulfed the local bourse, 

activity level fell with average daily volume and value 

declining 21.2% and 20.8% to 309.4m units and ₦3.6bn 

respectively in FY:2019. Notably, the months of February, 

May, June and October had the highest trade driven by a 

series of events. A soft pre-election rally in February 

pushed average daily value traded to ₦4.7bn as investors 

took positions with the hope of a change in government. 

The listing of MTN Nigeria on May 16, 2019 resulted in a 

surge in activity level as average value traded rose to 

₦10.6bn (17/5/2019-24/5/2019) pushing total trade value 

for the month to ₦97.8tn. Activity in June was shaped by 

the divestment of the major shareholder in Forte Oil 

which propped monthly average value to ₦4.9bn. 

Equities Market Review and Outlook 

Chart 16: Nigerian Equities Market Performance  

Source: NSE, Afrinvest Research 
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Investors traded in blocks for bellwethers and reacted to 

the CBN’s OMO restriction, resulting to value traded 

reaching as high as ₦19.0bn and averaging ₦3.7bn in 

October.  

 

The combination of policy normalisation in developed 

economies, high yield environment in the local fixed 

income market, election jitters and fragile economic 

conditions fuelled concerns for foreign investors. 

Investment into the equities market waned as total 

inflows came to ₦1.8tn (Domestic: ₦0.92bn vs. Foreign: 

₦0.88tn) as at November 2019 compared to ₦2.3tn 

(Domestic: ₦1.1tn vs. Foreign: ₦1.2tn) over the same 

period in 2018. Foreign participation declined while 

domestic participation in the market rose slightly. On the 

average, domestic investors accounted for 51.1% of 

transactions relative to 48.9% from foreign investors, 

while net value of transactions from foreign investors 

was negative as outflows (₦0.48tn) surpassed inflows 

(₦0.40tn). According to data from the NBS, foreign 

portfolio investment inflows into the equities market 

declined 29.5% Y-o-Y to US$1.5bn as at Q3:2019.   

 

Shaped by the bearish market overhang, sector 

performance was largely negative across all indices under 

our coverage. The Consumer Goods index lost the most, 

shedding 20.8% as the sector’s fundamentals remained 

weak due to substandard trade-facilitating infrastructure, 

Chart 17: P/E Multiple for NSE ASI vs MSCI Frontier Market Index  

Source: Bloomberg, Afrinvest Research 

Chart 18: Daily Volume and Value Traded in 2019  

Equities Market Review and Outlook 

Source: NSE, Afrinvest Research 
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high excise duties, Lagos seaports congestion, border 

closure, fragile consumer spending and inflationary 

pressures. Brewery stocks continued to affect overall 

sector performance as imposition of higher excise duties 

hit the sub-sector which caused decline in earnings. 

Losses from INTBREW (-68.9%), GUINNESS (-58.3%), PZ (-

53.3%), CHAMPION (-52.3%) and UNILEVER (-40.5%) 

dragged the index southward. In the build-up to 

DANGFLOUR acquisition by Olam International Limited, 

the stock recorded a 270.8% appreciation subsequent to 

its delisting while CADBURY (+5.5%) appreciated 

marginally.  

The Oil & Gas index also lost due to structural flaws 

deterring investments in the downstream sector. 

Accordingly, the index plunged 13.1% as sell pressures 

surpassed buying interest in all stocks save SEPLAT 

(+2.8%) while losses in TOTAL (-45.4%), MRSOIL (-40.5%) 

and FO (-36.9%) dragged the index. The marginal gain in 

SEPLAT was driven by the acquisition of Eland Oil & Gas 

towards year-end. 

Similarly, the Industrial Goods index closed at -13.1% 

despite improved capacity for CCNN following its merger 

with Kalambaina Cement and WAPCO’s divestment of its 

loss-making operation in South Africa. The index dipped 

due to price depreciation in CAP (-31.1%), DANGCEM (-

25.1%) and BERGER (-21.5%). Nonetheless, WAPCO 

(+22.9%) posted positive returns on the back of improved 

performance.  

The banking sector enjoyed the most activity during the 

year however, sell-offs dominated the space as the index 

lost 10.6% despite improved performance by most banks, 

especially Tier-1 banks. Profit taking in ETI (-53.6%), 

ZENITH (-19.3%), GUARANTY (-13.8%) and UBA (-7.1%) 

drove the index southwards. However, ACCESS (+47.1%), 

JAIZ (+24.0%), WEMA (+17.5%), and UBN (+7.1%) 

recorded positive returns that could not offset losses.  

The AFR-ICT index was flat at the start of the year but 

gained traction with the listing of two telco giants, 

MTNN and AIRTELAFR ꟷ two companies with solid 

Source: NSE, Afrinvest Research 

Chart 19: Foreign Portfolio Flows in Domestic Equities Market (Jan 2018 – Nov 2019)  

Source: NSE, Afrinvest Research 

Chart 20: Foreign vs Domestic Investors Transactions  
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earnings and highly capitalised on the exchange. The 

gains in CHAMS (+65.0%), COURTVILLE (+15.0%) and 

MTNN (+6.1%) could not offset losses as the index dipped 

3.0% following price decline in ETRANZAC (-33.9%) and 

AIRTELAFR (-25.1%).  

The Insurance index also dipped 0.5% in FY:2019 as it was 

not spared from the overall market sentiment amid 

improved performance and speculated recapitalisation. In 

contrast to the bloodbath across sectors, stocks like 

CORNERSTONE (+125.0%) recorded massive gains while 

AIICO (+14.3%) and MANSARD (+8.2%) also appreciated. 

Meanwhile, sustained losses in LINKASSURE (-26.4%), 

WAPIC (-19.0%) and LASACO (-16.7%) drove the index 

into negative territory. 

Despite the overall negative market performance, small 

cap stocks like CILEASIN (245.5%), CORNERSTONE 

(+125.0%), AGLEVENT (+89.7%), CHAMS (+75.0%) and 

THOMASWY (+65.2%) led the returns chart for 2019. 

Meanwhile, the top losers were INTBREW (-68.9%), 

GOLDINSURE (-62.3%), GLAXOSMITH (-60.0%), GUINNESS 

(-58.3%) and PZ (-53.3%).  

 

In our 2019 scenario projection, we were highly optimistic 

on the market with our three scenarios (Bear: -33.4%, 

Base: +42.0% and Bull: +117.7%). At the end of H1:2019 

trading session, our projections trailed the market 

performance of -4.7% with the NSE ASI closing at 

Chart 21: Sector Indices in FY:2019  

Source: NSE, Afrinvest Research 

Chart 22:  One-year Trajectory of Index YTD Return vs. Afrinvest Forecast 

Source: NSE, Afrinvest Research 
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29,966.87 points. Though the re-entry of foreign investors 

into EM could have spurred the market, the return of the 

incumbent administration, weak investor sentiment and 

the absence of macroeconomic catalysts depressed 

confidence. In our H2:2019 review and outlook report, 

we adjusted our forecasts downward to minimum 

(Return: -15.0%, ASI index: 26,724.86, P/E: 6.5x), Median 

(Return: -1.9%, ASI index: 30,836.38, P/E: 7.5x) and 

Maximum (Return: +11.2%, ASI index: 34,947.89, P/E: 

8.5x). At FY:2019, actual market performance (Return -

14.6%, ASI index: 26,842.07 and P/E: 7.0x) was close to 

our minimum scenario.  

Our 2020 crystal ball suggests a bullish performance in 

the local market. This prognosis is against the backdrop 

of slow global economic growth and dovish monetary 

policy stance across developed economies. Locally, this is 

driven by unorthodox domestic monetary policy 

(characterised by a low yield environment), improving 

clarity on domestic fiscal policy and an improvement in 

corporate earnings performance and corporate activities, 

including new listing and recapitalisation exercise.  

We see global monetary conditions staying soft in 2020 

(at least for most of H1) as economic managers in 

advanced markets (Japan, Euro area, US and UK) pursue 
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accommodative policies with low interest rates. This 

could compel global money managers to search for 

higher risk-adjusted returns outside the advanced 

markets. Emerging and frontier markets should benefit 

from this search on a selective risk-reward basis. 

The actions of the Central Bank of Nigeria (CBN) will be 

closely monitored. Based on its policies in 2019, the CBN 

is likely to maintain its unorthodox monetary approach in 

H1. If this holds, we do not expect a change in foreign 

portfolio investors’ disposition to equities. Even worse, a 

continued weakening of the FX reserves could deter FPI 

interests from Nigerian assets altogether. We suspect that 

local institutional investors (particularly the PFAs) would 

continue to prefer investment in low yielding debt assets 

judging by their near-zero capital allocation to equities in 

Q4:2019 when Treasury bills yields touched 5.0% while 

inflation notched above 11.0%. However, there is the 

possibility that new and huge inflows from paper 

maturities, limited investment choices and significantly 

low yields, would force PFAs to eventually look the way 

of equities. On the other hand, retail investors would 

continue to speculate with more caution but this would 

account for a tiny fragment of market activity. Nigeria’s 

fiscal environment is seemingly gaining clarity with the 

Chart 23: The Equity Market Theme for 2020  

Source: Afrinvest Research 
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FG focused on stimulating non-oil sector expansion while 

pursuing tax reforms to boost revenues. However, the 

FG’s aggressive revenue drive through higher taxes could 

impose pressure on company earnings.  

 

Beyond broad macroeconomic fundamentals, the likely 

drivers of market performance include:  

Capital Raising 

The proposed recapitalisation in the insurance (with 

December 2020 deadline) and banking sectors is expected 

to bring about more capital raise, with possible activity in 

the equities market. The proposed capital base for life 

assurance (₦2.0bn to ₦8.0bn), non-life insurance (₦3.0bn 

to ₦10.0bn), composite insurers (₦5.0bn to ₦18.0bn) and 

reinsurers (₦10.0bn to ₦20.0bn) would boost the capacity 

of insurance businesses to undertake more risk. In the 

banking sector, the CBN Governor hinted at a possible 

recapitalisation as part of the Bank’s 5-year Agenda. 

Although the timeline for this is unclear, this could bring 

a new wave of capital raising, especially for Tier-2 banks.  

Corporate Earnings Growth 

The earnings results from corporates in 2019 did not 

meet investors’ expectation. In line with our moderate 

growth expectation for the year, corporate performance 

would vary across sectors. We remain optimistic on the 

banking sector to remain profitable, although we are 

mindful of the CBN’s continuous policy oversight. We 

expect the downward review of transaction fees to 

impact non-interest income while yield on assets would 

remain weak given the low interest rate environment. 

Balance sheet expansion may however compensate for 

this. We are measured in our growth expectations for the 

industrial and consumer goods sectors given the prospect 

for weak aggregate spending in the economy. In the oil 

& gas sector, there is a bright prospect for the lone 

upstream player following sustained diversification into 

gas exploration, but downstream companies are expected 

to underperform.  

New Wave of Listings 

In 2019, corporates such as LAFARGE, FIDSON, 

SOVRENINS, WAPIC, CILEASING, and REDSTAR raised right 

issues while MTNN, AIRTELAFR and SAHCO listed by 

introduction and Initial Public Offerings (IPOs). Several 

companies such as Great Nigeria Insurance, Diamond 

Bank, Newrest Asl Nigeria, First Aluminium, Skye Bank, 

Fortis Microfinance Bank and Dangote Flour Mills were 
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delisted from the exchange. In 2020, we expect new 

corporates to come onboard either listing by introduction 

or IPO. Notably, we expect Interswitch, a Fintech 

infrastructure and gateway provider, to list via dual 

listing after two failed attempts and also BUA Cement 

after CCNN’s merger. The company’s listing is expected to 

attract both domestic and foreign investors. Also, we 

expect the delayed listing of Indorama Eleme 

Petrochemicals Ltd and Nigerian Reinsurance Corporation 

to take place in 2020.  

Increased Domestic Investor Presence 

As investors maintained a risk-off approach towards the 

local bourse in 2019, the bearish momentum was 

sustained through the year. Although there was currency 

stability, room for bargain hunting and attractive 

dividend yields, foreign investors exited the market. 

Foreign investors have been the major player 

traditionally but reduced their exposure as total outflows 

amounted to ₦475.3bn compared to inflows of ₦404.1bn 

as at November 2019. In the wake of CBN’s restrictions in 

the OMO market, we could see renewed interest in 

equities if the policy persists, especially as domestic 

investors seek high-yielding assets. Based on the drivers 

listed above, we foresee three possible scenarios in 2020: 

1. Pessimistic Case: This scenario predicts lower-than-

expected economic growth coupled with negative 

vibes from fiscal and monetary policy authorities and 

currency devaluation. We estimate that this scenario 

would compel at least 3.0% decline in market EPS 

and bring P/E down to 6.5x; thus, resulting in 11.8% 

decline in the All-Share index by FY:2020 with a 

plausible occurrence of 35.0%.  

2. Base Case: In this scenario, we assume that an 8.0% 

EPS growth with market P/E of 7.5x would deliver a 

13.3% return at year-end and a 55.0% possibility of 

occurrence is projected. This is based on our 

expectation of slow but steady economic growth, 

fiscal and monetary policies at current levels, stable 

reserves levels, sustained monetary easing in global 

economies and steady global growth.  

3. Optimistic Case: We opine that a positive policy 

environment, increased allocation of pension funds 

into equities, currency stability, capital raise through 

IPOs and right issues, tremendous growth in 

corporate earnings and improved macroeconomic 

fundamentals would lead to a bullish case for the 

local bourse. On this basis, we estimate a 12.0% 

growth in EPS, market P/E of 9.0x and market return 

of 41.0%. However, given existing reality, this case is 
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Chart 24: Afrinvest Equities Market Scenarios in 2020  

Source: Afrinvest Research 

least likely to occur thus a 10.0% probability is 

allocated. 

 

  

Coming from a global recession in 2008, the equities 

market commenced the decade amidst great pessimism 

with the index at 20,839.90 points and ₦5.0tn 

capitalisation. The recession brought the index down 

(68.6%) from a peak of 66,371.20 points (March 2008). All 

through the past decade, equities performance struggled 

to stage a comeback. The depth of the market has 

improved, driven majorly by NSE-led reforms and partly 

CBN’s. These policy reforms attracted bigger company 

listings, increased foreign participation, provided a better 

platform for trade execution, enabled price discovery, 

screened out non-compliant issuers and improved issuer 

disclosure. However, weak external developments and 

broad macro-economic challenges have kept the equities 

market behind an appreciable recovery. The decade 

witnessed a scaled-up in the Exchange’s technology 

infrastructure resulting in better efficiency while the use 

of online and mobile technology by stockbrokers to aid 

clients’ access as significantly increase trades. Foreign 

partners such as Bloomberg and Thomson Reuters have 

also integrated their platforms with the Exchange, which 

has made the domestic market globally accessible. 

Chronological timeline of events that shaped the past 

decade 

At the tail-end of a global financial crisis in 2009, 

Nigeria’s capital market took a fresh hit from regulations 

Chart 25: Nigerian Equities Market Performance (2009-2019) 

Source: Bloomberg, Afrinvest Research 
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that restricted margin lending given high bank risk 

exposures and a rise in NPLs. Uncertainties from the CBN 

following an emergency MPR cut (from 9.75% to 8.0% in 

April 2009) and an upward review of the Net Open 

Position (NOP) of banks from 2.5% to 5.0% of 

shareholders’ funds in July 2009, also impacted equities 

negatively. A combination of these factors resulted in a 

33.8% loss in the NSE All Share Index. 

Between 2010 and 2011, equities’ performance was a 

mixed bag, growing by 18.9% and losing 16.3% while the 

economy grew at 7.2% and 8.4% in that order. The major 

highlight was the CBN’s mandate for DMBs to reduce 

capital market exposure in Q4:2010 (to a maximum of 5% 

of total loans). This triggered a round of massive sell-offs 

but was insufficient to erase the 26.1% gain recorded 

since the first quarter. Also, The MPR hike to 12.0% from 

9.3% affected market perception. Election worries 

combined with weak domestic macros in 2011, worsened 

sentiments for equities while DANGCEM was listed 

pushing market capitalisation to the ₦6.0tn level. The 

Niger-Delta militant crisis, subsidy removal and failure of 

the Goodluck Jonathan’s administration to deliver much 

needed critical reforms in the oil & gas, manufacturing, 

and agriculture sectors dented market sentiment. 

By 2012 into 2013, equities delivered the best returns of 

the decade, increasing 35.5% and 47.2% while the 

economy grew at 5.3% and 4.2% respectively. The SEC 

approved the appointment of Mr. Oscar Onyema, as the 

CEO of the NSE. Much needed reforms, stricter issuer 

regulations, and a digitalized-dual trading platform were 

introduced by him, ushering in unprecedented levels of 

foreign portfolio investments. The reforms strengthened 

listing rules, reporting requirements, corporate 

governance structures, transparency in price discovery 
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and eliminated arbitrage windows that previously existed 

in the market. As a result, FPI equity investments rose to 

the ₦1.0tn level by the end of 2013 from an average of 

₦0.8tn (between 2007 and 2012).  Low FI yield 

environment, introduction of 10% trading band and the 

introduction of market makers and market-making stocks 

all contribute to these strong performances. 

Between 2014 and 2015, equities performed woefully, 

losing 16.1% and 17.4% respectively. The economy, 

however, grew by 6.2% and 2.8% in similar order. The 

crude price crash in 2014 redefined the narrative for the 

Nigerian economy and by extension the capital market. 

Given the relationship between equities and oil price, via 

the FX reserves, there was an overwhelming bearish 

sentiment which fueled risk-off. Equity traders grappled 

with a near-no-fiscal policy direction for the economy 

following the election and the sluggish governance 

process. Higher fixed income yields, concerns of the CBN’s 

autonomy and hawkish policy pronouncement fueled 

both domestic and FPI exit. There was a combined net FPI 

flows of -₦0.2tn in both years as total FPI transaction fell 

by 33.4% to ₦1.0tn from ₦1.5tn (2014). The equities 

market reacted negatively to the oil price ahead of the 

economy as it returned losses from 2014 while the later 

only went into a recession in 2016.  

Equities returned 6.17% and 42.3% in 2016 and 2017 

while the economy went into a recession in 2016 (sliding 

1.6%) but recovered slightly in 2017 (with 0.8% growth). 

The 24.8% rebound in Oil price (mostly in H2:2016) and 

CBN’s implementation of an interbank FX market were 

the drivers of the gain. By 2017, the FX environment 

gained clarity on the back of a currency adjustment and 

the launch of the Investors’ & Exporters’ (I&E) FX window 

which aided liquidity and price discovery. This, coupled 

Chart 26: Brent Crude Price vs. NSE All Share Index  

Source: NSE, Afrinvest Research 
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with further recovery in oil price supported equities and 

boosted FPI participation. FPI trades grew by 133.3% 

from ₦0.5tn to ₦1.2tn in 2017 with a positive net flow of 

₦0.3tn. 

For the 2018 and 2019 periods, the equity market 

performance was unimpressive, declining by 17.8% and 

14.6% respectively in an economy that is going through a 

slow recovery process. GDP grew by 1.9% in 2018 and 

1.3% in 2019, still below its full potential. The 2018-2019 

market performance was negative on the back of fragile 

macroeconomic drivers, election worries ahead of the 

2019 general election, and a general lack of risk-

rewarding incentives for investors. The external 

environment was weak additionally, limiting foreign 

participation in equities though high yield environment 

lured investors into the fixed income market. However, 

there was some level of depth to the capitalisation size of 

the market following the listing of MTNN, AIRTELAFR 

and SAHCO in 2019. On the activity and participation 

side, there has been a drop in institutional demand. PFA 

assets in the equities market was 18.4% of total assets or 

₦336.9bn in Q3:2010 compared to ₦1.2tn or 65.5% in 

government’s debt securities. By June 2019, this fell 

sharply to 5.8% or ₦537.0bn in equities while assets in 

government’s debt securities rose to 82.2% or ₦7.7tn.  

 

In summary, the market performance over the past 

decade from a return perspective is somewhat not-too-

impressive given the 28.9% gain in Naira terms while in 

Dollar terms this is a lot worse, losing 47.2%. 

Understandably, this reflects the various currency issues 
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the economy has been through over the period. In the 

context of relative peer performance, the Nigerian 

equities market performance was also unimpressive, 

losing the most (47.2%) within the Next Eleven (N11), SSA 

and the advance market peers. The US, gauged by the 

S&P 500 index returned 189.7% over the past decade, 

with Pakistan gained 137.2% within the N11 universe. 

Nigeria, Turkey and Egypt had the worst performance in 

the N11 losing 47.2%, 45.6% and 23.1% respectively (all 

in Dollar terms). India outperformed in the BRICS, gaining 

54.3% followed by South Africa (8.9%) and Russia (7.2%). 

Brazil and China were down 29.3% and 8.7% in that 

order.  

 

The new decade promises to be better based on the on-

going reset in the economy and consolidation of reforms 

across key sectors. From the political angle, the strength 

and maturity of Nigeria’s democracy is not in doubt. We 

expect the political scene to get increasingly organised 

with cleaner and saner electoral systems over the next 

decade. We see a Nigeria where elections are conducted 

electronically, given the increased penetration of 

technology in every facet of government. The equities 

market should draw positive sentiments from this. The 

present administration is doing so much to alter the 

Nigerian narrative which should form a bedrock and 

yardstick for governance and performance measurement 

over the next ten years.  

We expect to see deliberate and increasing attempt to 

shift the nation’s economic base away from the oil sector 

to the non-oil. This is particularly important in the 

context of increasing the share of renewable energy in 

Chart 27: Nigeria vs Other Countries: 10-Year Stock Market Performance  
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the balance of global energy consumption. The non-oil 

sector championed by agriculture, technology, services 

and telecoms in our view would be the drivers of the next 

phase of growth. On the back of this, the Exchange should 

see better representation of the economy via the growth 

of company listing across these sectors. Potentially, this 

could take the NSE beyond the US$1.0tn capitalisation 

anticipated since 2016. The expected completion of the 

Dangote refinery will significantly change the Nation’s 

story as we progress into the new decade. The Exchange 

may be looking forward to having the company listed on 

the main bourse. As we are commencing the decade, the 

Listing of BUA Cement (which added ₦1.2tn to the 

aggregate market cap) has set a positive undertone. 

The positive knock-on effect of power sector reforms and 

capital infrastructure upgrades in healthcare, education 

and manufacturing will significantly impact on how 

companies make money over the next decade. Spending 

on target sectors should increase as the FG plans a 

US$30.0bn infrastructure transformation with the aid of 

external loan over the medium-term. The resulting 

improvement in the business environment should support 

the performance of businesses, which should increase 

interest in the Exchange. 

Over the next decade, the banking sector is expected to 

see stricter regulation. This is to provide a solid banking 

base that can support the expansion in the industry and 

the economy in terms of credit supply and macroeconomic 

stability. A recapitalisation agenda has already been set 

out by the CBN. Indications are that at the beginning of 

this decade, the CBN would commence the enforcement 

of Basel III guidelines. This means that DMBs will have to 

adopt stricter guidelines on leverage ratios, capital 

requirements and liquidity. The Basel requirements are 

instituted by the Bank of International Settlement (BIS) 

which is owned by sixty central banks across the world, 

setting industry benchmarks. In all, we expect bank’s 

financial performance to start reflecting the strength of 

the broader economy and in turn the Exchange. 

We are also optimistic that the long-delayed 

demutualisation of the Exchange given the ‘No Objective’ 

rule by the SEC would happen over this decade. This 

would bring further transparency, independence and 

growth. 

Source: NSE, Afrinvest Research 
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Section Five 

Fixed Income Market Review and 
Outlook 
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In 2019, bond yields fell sharply in response majorly to 

rate cuts by monetary policy authorities in AEs & EMDEs 

in a bid to stimulate growth following the economic 

slowdown caused by geopolitical tensions and trade 

conflicts among world powers. In August 2019 when the 

US yield curve inverted over investors’ concerns of a 

coming recession, the US Fed was swift to respond by 

reversing the aggressive tightening that occurred in 2018. 

Similarly, global central banks cut rates in response to 

muted economic growth and this spurred investors to 

hunt for yields during the year under review. 

Stemming from what mostly influenced yields in 2019, 

the outlook for the global fixed income market in 2020 

rests majorly on the monetary policy stance of global 

systemically important central banks – whether 

accommodative or otherwise. In the US, we expect the 

Fed to remain dovish to attain desirable levels of real 

GDP growth and inflation. In the Eurozone, the European 

Central Bank (ECB) is expected to stay largely 

accommodative considering that the region is stuck in a 

low-growth cycle and the focus is on unconventional 

policies to boost demand and raise inflation. In general, 

we expect yields to remain broadly low as the ongoing 

threats of trade tariffs and geopolitical tensions would 

weigh on business investment and growth.  

 

 

 

 

Like many fixed income instruments, emerging market 

bonds rallied given the accommodative monetary policy 

environment, which caused yields to fall even further in 

developed markets. Based on reports from the 

International Institute of Finance (IIF), portfolio flows 

into emerging markets rose precipitously by 59.8% Y-o-Y 

to US$310.0bn in 2019. As a result, while the Bloomberg 

Barclays US Aggregate Total Return Index returned 8.7% 

in 2019, the Bloomberg Barclays EM USD Aggregate Total 

Return Index returned a stronger 13.1% despite political 

risks in some developing countries such as Lebanon and 

Ecuador and macroeconomic headwinds in Argentina, 

China and India. 

In Africa, bond investors made a fortune on local and 

dollar-denominated bonds. Sovereign Eurobonds in the 

region generated over 20.0% in returns in 2019, more 

than any other region in the EM while the Sub-Saharan 

African (SSA) Sovereign and Corporate Eurobonds under 

our coverage gained 10.1% and 14.4% respectively. As a 

result of Nigeria’s recent credit rating downgrade and 

likely devaluation in 2020, South Africa’s possible loss of 

its last investment-grade rating after a recent downgrade 

and Zambia’s debt crisis which could spiral out of control, 

investors in search of high yields in SSA face potential 

risks in the coming year. 

With average EM dollar index yields of about 5.0%, we 

expect the attractive FX carry in emerging market debt to 

continue, especially in EM countries with improving 

macroeconomic outlook, given the low yields in 

developed markets and the huge amount of assets with 
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Chart 28: Average Yield on Sub-Saharan African Eurobonds vs. US 10-Yr Sovereign Bond Yield  

Source: Bloomberg, Afrinvest Research 
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sub-zero yields (c. US$11.0tn at the end of 2019). As 

valuations remain attractive in EM debt, 2020 returns for 

EM dollar and local currency fixed income are likely to be 

similar with 2019, but with a better upside for local EM 

debt should the dollar weaken from its currently elevated 

level. 

 

2019 was an eventful year in the Nigerian fixed income 

market. In H1, the fixed income market was bullish 

despite election jitters in Q1. Average fixed income 

(Treasury bills and sovereign bonds) yields declined from 

15.4% at the end of 2018 to 14.1% and 13.9% at the end 

of Q1 and Q2 respectively. Notably, there was a wave of 

CBN regulations in the latter part of the year which 

featured restrictions of local corporates and retail 

investors from participating in OMO auctions, forcing 

domestic investors to scramble for the scarce Treasury 

bills at PMA auctions. By the end of the year, average 

yields on Treasury bills and sovereign bonds had reached 

a 3-year low of 10.0%.  

Activity levels in the fixed income market also dropped 

significantly. OMO auction sales were down 12.0% Y-o-Y 

to ₦14.9tn and Treasury bills PMA sales declined by 

19.7% Y-o-Y to ₦2.7tn. Similarly, the frequency of OMO 

auctions by the CBN dropped to 22 times in H2:2019 

compared to a total of 38 times in H1. However, the 

levels of bonds subscriptions and sales rose by about 

80.0% and 70.0% from 2018 levels to ₦2.5tn and ₦1.4tn 

respectively at the end of 2019. Between 2018 and 2019, 

average marginal rates at auctions for Treasury bills, 

OMO, and bonds declined by 67bps, 46bps and 17bps 

respectively as a result of the CBN’s monetary policy 

actions. 

During the first half of the year, the Debt Management 

Office (DMO) elongated the yield curve by issuing a 30-

year bond (14.8% 26-APR-2049) which now provides a 

benchmark for gauging instruments with a similar tenor. 

Consistent with its commitment to climate change 

advocacy, the DMO also issued its second green bond 

(following its debut in 2017) of ₦15.0bn with a maturity 

of 7 years to finance green projects in the 2018 

Appropriation Act. These bring the average coupon rate 

and total outstanding value of FGN bonds to 12.5% and 

N9.3bn from 2018’s 12.7% and N8.5bn respectively. True 

to its promise to steer clear of the Eurobonds market, the 

DMO issued no Eurobonds in the year under review. 

As we had predicted at the start of the year, prime 

corporates took advantage of the lower yields in the 

market. Our analysis shows that corporates issued 

commercial papers with similar tenors at discount rates 

below pre-September levels when the CBN’s wave of 

regulations in the money market had not kicked in. For 

example, FBNQuest Merchant Bank issued a 91-day CP at 

13.53% in January but issued a 90-day CP at 11.66% in 

October. Similarly, Mixta Real Estate Plc. issued 183-day 

and 91-day CPs in April and March at 14.81% and 15.58% 

but issued the same tenors at 13.95% and 12.60% in 

September and November respectively.  Naira commercial 

paper issuances in 2019 totalled ₦1.1bn at an average 

discount rate of 13.0% (down from 13.4% at H1:2019) 

while three new corporate bonds were also issued during 

the year.  
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Chart 29: OMO Total Subscriptions, OMO Total Sales and No. of OMO Auctions  

Source: CBN, Afrinvest Research 
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In Q3:2019, the CBN prohibited the participation of non-

banking financial institutions (NBFIs), local corporates 

and retail investors from Open Market Operations (OMO) 

at the primary and secondary markets. Thus, this class of 

investors would have to compete for Treasury bills, 

placements and other investment options – real and 

financial. Before this, the CBN had mandated banks to 

prevent customers with outstanding loans and 

beneficiaries of intervention funds from investing in 

Treasury and OMO bills. We believe the intent of the CBN 

is to stow liquidity away from high-yield government 

securities to the real sector. 

These regulations created an artificial segmentation in 

the money market, making asset management 

companies, PFAs as well as other local corporates and 

private investors chase the few Treasury bills in the 

market while foreign investors continue to enjoy the high 

yields on OMOs. However, with the recent lacklustre 

attitude of foreign investors to OMO bills, marked by 

gross under-subscription at the auctions, this move by the 

CBN is unlikely to stand the test of time. 

Observably, foreign portfolio investments (FPI) in money 

market instruments have consistently declined from 

quarter to quarter. At the end of Q2, it had declined by 

40.3% to US$3.5bn and at the end of Q3, it declined 

27.9% further to US$2.5bn. In our view, this shows that 

foreign investors are wary of a potential liquidity risk 

when their OMO holdings mature given that large buyers 

of the instruments such as PFAs and asset management 

companies have been banned from trading OMOs. Also, 

we believe that investors are no longer oblivious to the 

warning signs of a likely currency devaluation as foreign 

reserves have continued and would likely continue to 

decline to the US$30.0bn threshold stated by the CBN. 

Considering the vast amount of OMO maturities that are 

currently in and will hit the system early 2020 and the 

rising inflation rate, the CBN would have to mop up 

liquidity more aggressively to remain staunch to its 

objective of containing money supply to stabilise prices. 

One option the CBN would have is to enjoin local players 

to return to the OMO auctions party as foreign investors 

continue to shy away from exposure to currency and 

liquidity risks.  Based on the rate at which Nigeria’s 

foreign reserves have been declining, we believe the CBN 

will return to status quo no later than Q3:2020 to sustain 

foreign investors’ interests in the money market and 

avoid a devaluation. Should this hold, yields on Treasury 

bills will rise from their current lows as demand for them 

tapers given the now-accessible juicy yields on OMO 

instruments. 

Through 2019, the CBN, on behalf of the FG, made no 

new issues of Treasury bills to finance government 

obligations as all maturing Treasury bills were rolled over 

without extra borrowing. This was in line with the FG’s 

debt strategy tilt towards more foreign borrowings – 

Eurobonds and multilateral concessionary loans – to take 

advantage of cheap finance. Considering the low yields 

on Eurobonds relative to sovereign bonds, it would 

suffice to say that the FG’s strategy has been effective. 

However, with the new turn of events, we believe that 

this strategy can be modified to optimize the FG’s cost of 

borrowing. First, the recent downgrade of the outlook on 

Nigeria’s credit rating by Moody’s and Fitch to 

“Negative” from “Stable” would likely increase the credit 

spread on Eurobonds as investors demand higher yields 

as compensation for default risk. Also, the steep decline 

of about US$1.1bn per month in Nigeria’s foreign 

reserves from July to December and the negative outlook 

on oil prices, FPI and FDI together increase the risk of 

currency devaluation. While the CBN governor has stated 

that the Naira will not be devalued except the reserves 

dip to US$30.0bn, we believe that the psychological level 

for investors is around US$35.0bn and with the reserves 

level at US$38.9bn at the end of December, a currency 

devaluation seems imminent. Put together, these factors 

would increase FG’s cost of borrowing on Eurobonds. 

Similarly, the cost of Treasury bills  are currently very 

cheap at 4.0% – 6.0% relative to 2018 levels when FG 

committed to its 60:40 debt mix. In essence, FG can return 

to the local market to borrow funds for projects at very 

low costs. Looking into 2020, we opine that it is in FG’s 

interest to take advantage of the low rates at the 

Treasury bills market from Q2:2020 to issue new Treasury 

bills beyond the ones rolled over at the PMAs. 

  

Nigerian sovereign bond yields across tenors pared 

490bps to 10.5% at the end of 2019. Short-dated bonds 

enjoyed the most buying interest with a decline of 

1180bps in average yields to 3.5%. Similarly, the 

benchmark S&P/FMDQ Sovereign Bond index appreciated 

34.8%. The broad-based decline in yields showed that 

investors not only rode the yield curve to enjoy gains but 

Fixed Income Market Review and Outlook 
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also laddered it properly to diffuse the interest rate risk 

along the yield curve. For the most of 2019, the yield curve 

was upward-sloping despite the unpalatable outlook on 

the Nigerian economy which could have resulted in a 

humped or inverted yield curve. 

The yield on the only bond at the short end of the curve 

declined to 3.5% compared to 15.3% at the end of 2018. As 

yields on short term bonds closely mirror those in the 

Treasury bills market, regulations made by the CBN which 

drove Treasury bills yields lower also impacted yields on 

short term bonds. For medium and long dated bonds, 

average yields declined by 550bps and 400bps to 9.6% and 

11.5% respectively. 

Our prediction of yields movement for 2020 is 

comprehensive. We believe that the movement of short-

term yields will be driven by monetary policy decisions by 

the apex bank while long-term yields will be determined by 

the activities of long-term investors. The segmentation in 

the money market, which saw yields on short-term 

instruments decline sharply, is likely to continue till the end 

of Q2:2020. On this basis, we predict a further 100 bps drop 

in average short-term yields for the first half of 2020. 

Should the CBN return to status quo in Q3 as predicted, we 

expect a 250 bps rise in average short-term yields for the 

residual part of the year. Overall, we expect a 150bps rise in 

average short-term yields for 2020. For mid- and long-term 

instruments, we expect that continuous inflows by PFAs, 

asset management companies and foreign investors in 

search of high yields will depress average yields by a further 

150 bps.  

 

Fixed Income Market Review and Outlook 

We believe that as commercial papers were issued at 

lower rates in 2019 following a decline in money market 

yields, this pattern would continue in 2020, especially as 

discount rates on commercial papers are below prime 

lending rate. The short-term nature of commercial papers 

provides corporates the advantage of refinancing, 

provided yields do not advance rapidly.  

Chart 30: Nigerian Sovereign Yield Curve across Quarters  

Source: Bloomberg, Afrinvest Research 
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The global derivatives market is vast at more than US$1.2 

quadrillion. However, the Nigerian market remains lean 

on these instruments as there are currently no derivative 

products for hedging equity and fixed income 

instruments. The bulk of derivatives use in the Nigerian 

market is for transactions involving foreign 

counterparties through forward, futures and swap 

contracts for hedging foreign exchange exposures. 

Foreign exchange derivatives has consistently gained 

traction over the years as evident in the growth of total 

market turnover from US$53.7bn at FY:2017 to 

US$78.5bn at the end of November 2019 (a 38.5% 

increase from November 2018). 

The exclusion of speculative participants best-suited to 

deepen the market (as there are in the equities and fixed 

income markets) has impeded a more diversified use of 

derivatives. Similarly, the absence of a well-defined 

regulatory framework which incorporates a clearing 

infrastructure to make the OTC market liquid and 

globally competitive has also inhibited the reality of a full

-blown Nigerian derivatives market. 

With the two major exchanges – NSE and FMDQ – at the 

forefront of promoting full trading in the derivatives 

market through innovation, aid from the CBN at the OTC 

FX futures market, and the NASD OTC Securities 

Exchange’s expertise in the domestic OTC equity market, 

we expect the collaboration of these institutions to result 

in the development of the Nigerian derivatives market in 

Alternative Asset Classes 

the coming years. 

In the forward market, FX forward contract sales have 

grown remarkably as a result of the demand by foreign 

investors looking to hedge risks from Naira volatility as 

well as the apex bank’s reserves management ritual. 

While total forwards intervention – wholesale and 

disbursed at maturity – by the CBN at 9M:2019 reduced 

by 34.8% Y-o-Y to US$3.0bn, total turnover for money 

market derivatives soared 27.8x to US$2.0bn as at 

November 2019 owing to the need of foreign investors to 

hedge their currency exposures in the money market. 

In the futures market, there are currently twelve tenors 

of Naira-settled non-deliverable OTC FX futures contracts 

with a value of US$10.8bn. This represents a 126.4% 

surge in the value of open contracts compared to the end 

of 2018 at US$4.8bn. Similarly, from 2018 to 2019, the 

average number and value of deals traded per day rose 

to 4.2x and US$60.0mn from 3.0x and US$32.0mn 

respectively. This indicates the growing interest in and 

use of these contracts in hedging foreign exchange 

exposures.  

With the gliding level of external reserves and the 

negative outlook on oil prices, FDI and FPI in 2020, our 

prognosis remains that these instruments would gain 

further traction as investors and local businessmen look 

to hedge their exposures from a possible currency 

devaluation. 

Chart 31: OTC Futures Contract as at Dec 2019  

Source: FMDQ, Afrinvest Research 
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In line with the efforts to deepen the Nigerian financial 

market, major stakeholders have taken steps to launch an 

options trading platform. Originally scheduled in 2018 

but postponed to 2019, the options market remains a 

dream. For swaps, there has been no unique 

development in the market as currency swaps remain the 

sole swaps instrument available.  

During the year, two bonds with call options – the 

ACCESS 2021 and FIRST BANK 2021 – were called while 

two new bonds with call options – the ACCESS 2026 and 

UNION 2029 – were issued. At the end of 2019, there 

were eight securities with embedded call options listed 

on the FMDQ.  

FX sales of swaps by the CBN declined 12.9% Y-o-Y to 

US$1.2bn as at Q3:2019 and currently represents 12.1% 

of the total forex supply by the CBN (compared to 12.8% 

in Q3:2018). Going forward, we expect the supply of 

Alternative Asset Classes 

currency swaps by the CBN to remain around the same 

level as we do not see a significant market for growth in 

the use of swaps in the foreign exchange market. 

Following the re-election of President Muhammadu 

Buhari, the Ministry of Power, Works and Housing was 

unbundled with the Ministry of Works and Housing 

gaining a standalone status. The purpose of this 

separation was to improve focus and accelerate 

development plans for the sector. According to NBS data, 

the sector slipped into a recession since 2016 growing at -

7.5% (2017: -4.1% and 2018: -4.3%). This negative 

growth trend is owing to lack of funding, poor mortgage 

market, weak income, land title delays, unfavorable 

government policies and slow procedures for 

Chart 32: Bonds with Embedded Call Options as at Dec 2019 

Source: Bloomberg, Afrinvest Research 

Chart 33: Real Estate GDP Growth (2014-2018) 

Source: NBS, Afrinvest Research 
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Chart 34: PMI Mortgage Loan and Total Asset (₦’Billion) 

Source: CBN, Afrinvest Research 

documentation.  With rising and uncontrolled population 

growth, Nigeria’s housing deficit (estimated at 17million 

units with an annual 20% growth rate) could worsen in 

the near future.  

In Nigeria today, the cost of renting or owning property 

is high. This primarily reflects the chronic undersupply of 

real estate, whereas there is increasing demand for 

housing due to population growth. Lagos being the 

major commercial hub suffers the most on account of 

higher population which translates into greater demand. 

Growth in the real estate is crippled by the unfavorable 

business environment and poor credit as a result of high 

non-performing loans which have left sour taste for the 

banks. Furthermore, investors prefer investing in 

government instruments rather than in real estate as the 

former presents a higher return with little risk exposure. 

According to the UN, rent in Nigerian cities is 60.0% of 

the disposable income of most Nigerians as against the 

20.0% suggested. On the supply side, the problems faced 

include difficulty in obtaining land titles, securing finance 

and increasing building costs. The cost of building in 

Nigeria is on the high side, partly driven by the high cost 

of land and cement, among others.  

Despite slow economic growth, inflation rate remains 

elevated and the estimated cost of construction materials 

is now higher compared to what was obtainable as at 

November 2017 and 2018. Furthermore, land prices are 

trending upward. Vacancy rates in the mid-market 

Chart 35: Prices of Construction Materials 

Source: Northcourt, Afrinvest Research 
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Chart 36: Vacancy Rates Across Major Cities  

Source: Northcourt, Afrinvest Research 

remains low as rents are relatively affordable compared 

to the high-brow areas, where vacancy rate is at a high 

level. According to data from Northcourt real estate – a 

premier real estate investment company in Nigeria – the 

average vacancy rate in Ikoyi (30.0%), Lekki (27.0%), 

Oniru (33.0%) and Victoria Island (25.0%) stood at 29.0% 

compared to the 4.0% average in Yaba (5.0%), Surulere 

(3.0%) and Magodo (4.0%).  

Data from NBS suggest that net loan injected into the 

real estate sector declined in 2017, from ₦99.3bn in 2016 

as most DMBs recovered more loans than they gave. As 

such, the sector remained in recession on the back of 

increasing non-performing loans which affected lenders. 

Another major problem for the sector is weak capital 

base for most mortgage banks which have made their 

impact on real estate very weak. As such, despite 

mortgage loans by PMIs rising in 2017, the aggregate 

weaker supply of funds by other DMBs left the gross 

negative amount of loan at a negative value.  

Although the FG continues to support the mortgage 

industry to scale-up housing supply through institutions 

such as the Nigeria Mortgage Refinancing Company 

(NMRC), funding gap remains wide.  

 

Excessive paperwork continues to affect regulatory 

oversight and in turn performance in the real estate 

sector. In the last few years, technology adoption has 

risen in the sector, increasing efficiency for stakeholders. 

For instance, the demand side of the real estate are easily 

able to locate available properties for sale or rent. 

Likewise, the supply side has also been able to display 

available properties. While technology has helped the 

operations of market players, regulators have been slow 

to adopt technology to speed up processes.  

In Nigeria, the issuance of Certificate of Occupancy (C of 

O) involves a whole lot of procedures and the time to 

receive this document is lengthy. We believe technology 

adoption can improve the efficiency of the process. Also, 

the adoption of technology would also help to reduce 

error and fraud, thus driving transparency among players. 

 

Chart 37: Loans to the Real Estate Sector 

Source: NBS, CBN, Afrinvest Research 
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Chart 38: Mortgage Loan (Book Value) by DMBs 

Source: NBS, Afrinvest Research 

As part of its drive to create an enabling environment for 

the supply of affordable housing, the NMRC entered into 

agreement with various states in 2019. This agreement is 

expected to hasten the reduction of barriers to housing 

supply. This is laudable as some of the challenges in the 

real estate sector have come from the way state 

governments manage the use of land. 

According to the NMRC 2018 financial report, mortgage 

refinancing rocketed 106.0% to ₦17.2bn from ₦8.2bn in 

2017. The amount represents c.25.0% of the company’s 

total asset of ₦67.6bn. Despite the increase, the NMRC’s 

investment in financial assets exceeded its investment in 

mortgage refinancing. 2018 figures revealed that 

₦45.0bn (66.6% of total assets) was invested in financial 

instruments against ₦31.8bn (75.9%) in 2017.  

The performance of the Mortgage Warehouse Funding 

Limited (MWFL), an SPV created by the NMRC to maintain 

its position as top refinancing company in the real estate 

sector, gained steam. In 2019, the MWFL under its 

₦20.0bn asset-backed Commercial Paper programme, pre-

financed one of its member mortgage banks, Trustbond 

Mortgage Bank Plc, to the tune of ₦88.5m. The purpose 

of this is to help potential home owners have access to 

affordable mortgages.   

Supported by decent growth in rental yield and ROE, the 

financial performance of listed REIT companies (Union 

Homes REIT, UPDC REIT and Sky Shelter Fund) in 2019 was 

positive. UPDC reported a 3.6% rental yield, ranking as 

the most profitable while Sky Shelter and Union Homes 

delivered 2.8% and 2.4% respectively. In terms of ROE, 

Sky Shelter reported 5.7%, better than 4.4% and 3.9% 

from UPDC and Union Homes. 

REITs stock performance was in the red despite the 

encouraging financial performance. UPDC lost the most, 

down 35.6% to end the year at ₦4.3/unit. Union Homes 

and Sky Shelter trailed, losing 10.0% apiece through the 

year to close at ₦40.7 and ₦85.5. These companies had a 

combined market capitalization of ₦23.8bn as at 

December 31, 2019. 

 

Although, we expect aggressive credit drive in the 

banking system to support activities in the real estate 

sector, we are not optimistic that this would result in a 

marked improvement due to the prolonged structural 

issues affecting the sector. The scale of government 

support would also be too low to make a dent on 

Nigeria’s housing supply needs in 2020. We believe rising 

incomes, improvement in land documentation and the 

approval of building permits, and increased technology 

adoption by the regulators would create a springboard 

from which the sector can recover. 
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Chart 39: NMRC Financial Statement Summary in FY: 2018 

Source: NMRC, Afrinvest Research 
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In 2019, global palm oil output increased marginally by 

3.0% to 8.1mmt, despite not-too-favourable weather 

conditions in the top producing countries (Indonesia and 

Malaysia). Meanwhile, consumption grew faster by 7.0% 

to 7.9mmt on the back of increased demand from India 

and China. Declining domestic inventories (in Indonesia 

and Malaysia), coupled with the slump in soybean 

imports positively impacted on the demand for CPO in 

2019. In addition, CPO prices were supported by the 

continued ramp up on the biodiesel implementation 

mandate for the two biggest producers. Despite these, 

CPO price moderated sharply by 28.6% to average 

US$662.3/mt in 2019 according to World Bank data. 

Global CPO price peaked at US$944.0/mt in December 

2019.  

In our view, market dynamics for demand in 2020 is 

unclear, given mixed drivers and fragile demand catalysts 

which in turn would impact on prices significantly. The 

World Bank projects a fast-paced expansion in demand to 

8.3mmt while supply is expected to rise slower at 8.3mmt, 

which should support price growth. Adverse weather 

conditions (extended dry weather and lower-than-usual 

rainfall in the August and September) is expected to 

weigh on production, particularly in H1:2020. It is 

projected that the cut back in fertilizer application since 

2018 will also impact output in Malaysia though output 

from Indonesia may offset the decline. Meanwhile, the 

world’s two largest producers continue to see record 

declines in stockpiles due to higher domestic 

consumption as a result of the biodiesel mandate 

implementation in Indonesia and Malaysia. 

In line with our 2019 outlook, average sugar price 

increased by 3.1% Y-o-Y to average US$0.37/kg based on 

US sugar prices while the world sugar price rose 

moderately by 1.6% to average US$0.28/kg, buoyed by 

lower production in Brazil and the EU which led to a 

marginal drop in stockpile. In addition, the liquidity crisis 

in the Indian sugar industry compelled the Indian 

government to reduce domestic sugar prices with a 

Chart 40: Crude Palm Oil Price Traded Below 2-year Average in 2019 ($/mt) 

Source: Bloomberg, World Bank, USDA, Afrinvest Research 
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resultant impact on exports, which fell below the 

government-mandated 5mmt quota. Global production 

(forecasted at 180.7mmt in 2020) would undoubtedly 

outpace demand given the presence of policy distortions 

that are helping to lower consumption in major 

importing regions. This is also expected to be driven by 

stable production in Australia, regardless of Brazil’s 

decision to boost biofuel which is driving the shift to 

ethanol production by sugar companies. 

On the demand side, global consumption per person in 

2019 expectedly grew by a tepid 1.0% as demand growth 

from AEs remained constrained by anti-sugar 

consumption campaigns driven by government policies 

on food, drinks and confectionary businesses and 

increasing health awareness. Nevertheless, sugar demand 

is projected to rise by 1.6% to 176.8mmt in 2020 due to 

faster growth in EMDEs as a result of high population 

and income growth as well as increased demand from 

consumer companies.  

 

Following the 13.0% rise in 2018 to average US$2,293/mt, 

cocoa prices rose by 2.1% Y-o-Y to average US$2,341/mt 

according to recent data from the World Bank, reflecting 

little changes in global supply and consumption 

dynamics. Large crop harvest from Cote d’Ivoire which 

boosted supply was partly neutralised by slower crop 

harvests in Ghana (both of which accounts for about 

Chart 41: Sugar Prices  

Source: Bloomberg, World Bank, USDA, Afrinvest Research 

Chart 42: Cocoa Prices/mt  

Source: Bloomberg, World Bank, USDA, Afrinvest Research 
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75.0% of global production) while consumption across 

Europe supported demand. Global cocoa production 

reached 4.9mmt in 2019, up 4.3% from 4.7mmt in 2018. 

Drier and warmer weather conditions in Ghana and Cote 

d’Ivoire supported an increase in late cocoa production 

and early harvest in 2019, which in turn provided balance 

for global supply. On the other hand, consumption, 

proxied by the number of grindings, increased by 4.1% to 

4.8mmt in 2019 from 4.6mmt. 

In 2020, prices are expected to marginally gain 2.0% as 

favourable weather conditions is predicted to continue. 

Increasing awareness on the health benefits of 

consuming cocoa-rich products across the world, mostly 

in the emerging economies with China and Indonesia’s 

imports projected to pick up, coupled with industrial 

demand for the commodity, is expected to drive demand. 

Cocoa grindings in 2020 should hit 5.0mmt, hinged on 

favourable weather conditions. The supply of cocoa is 

projected to remain sufficient particularly from the 

biggest producers of the commodity, shrinking global 

surplus to just about 28,000 tons from c.66,000 in 2018 

and 55,000 in 2017. Netherlands (0.6mmt), Cote d’Ivoire 

(0.6mmt) and Indonesia (0.5mmt) are expected to drive 

increased consumption.  

 

Price of wheat rallied in the global market by 9.1% to 

average US$237.68/mt in 2019. Although prices appeared 

to have stabilised in recent times, the factors that exerted 

downward pressure persist. Wheat prices soared to 

US$237.68/mt in December, marking a 2-year bounce 

from a low of US$178.34/mt. High stock levels, favourable 

Chart 43: Wheat Prices hover above  2-year average  

Source: Bloomberg, World Bank, USDA, Afrinvest Research 

Chart 44: Barley & Sorghum Prices  

Source: Bloomberg, World Bank, USDA, Afrinvest Research 
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weather conditions, ongoing trade tensions, low energy 

costs and weakening demand remain downside risks to 

prices. In June 2019, wheat price spiked temporarily in 

reaction to dry weather conditions in Australia, but 

moderated as supply prospects in the EU, the US and 

most of Central Asia have been positive. The price also 

recorded another major spike in November to US$223.5/

mt monthly average. 

According to the U.S. Department of Agriculture’s (USDA) 

recent assessment, price of wheat is forecasted to 

increase by 0.6% through the September 2019 to August 

2020 season, while consumption is projected to grow by 

about 1.0%. The stocks-to-use ratio for wheat (which is a 

measure of supply relative to demand) remain at high 

levels, reducing the risk of a price spike should there be a 

negative turn in weather conditions. Global production 

of wheat is expected to reach a record 765.0mmt this 

season, nearly 5.0% higher than last season’s output. 

Meanwhile, global consumption is projected to grow 

2.5% from last season, pushing the stocks-to-use ratio to 

0.38, the highest level in two decades.  

 

In the barley market, price remained unchanged in 

Q1:2019 at US$119.4/mt compared to the previous 

quarter. However, price jumped 21.4% Q-o-Q to 

US$145.0/mt in Q2:2019. In H1:2019, barley price 

averaged US$132.2/mt, up 2.4% Y-o-Y. As at November 

2019, the story remained the same as barley traded at an 

average price of US$129.3/mt, gaining 2.2% Y-o-Y. 

According to data from the USDA, total output for barley 

was 156.8mmt, above 139.6mmt in 2018. The EU 

maintained dominance, producing about 39.7% of global 

output, trailed by Russia and Canada with 12.8% and 

6.6% respectively. Meanwhile, global consumption rose 

8.6% Y-o-Y to 153.0mmt in 2019. The International Grain 

Council (IGC) projects a reduction in barley output to 

149.2mmt in 2020/2021.  

In Q1:2019, sorghum price averaged US$167.6/mt, 

representing a 4.7% Q-o-Q increase. However, in 

Q2:2019, prices trended south, declining 2.8% to 

US$162.9/mt. In H1:2019, sorghum prices slipped 7.0% Y-

o-Y to average US$165.2/mt relative to US$177.7/mt in 

H1:2018. As at November 2019, the average price for 

sorghum was US$161.3/mt, down 4.6% Y-o-Y. Also, in 

2019/20, sorghum output reached 57.9mmt, a decline 

from 59.8mmt in 2018/19. The IGC expects sorghum 

output to reach 60.2mmt for the 2020/2021 period.  

Nigeria maintained its position as the second largest 

producer of sorghum in 2019, with a share of 6.9MMT 

(11.9%) in global production, behind the USA with a 

total production of 9.1MMT (15.7%).  
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In 2019, monetary policy in developed economies was 

largely accommodative, resulting in lower yields on 

bonds globally and massive inflows of portfolio 

investments into EM’s local and dollar-denominated 

sovereign and corporate debt as investors sought high 

yields. A review of the performance of the portfolios that 

we recommended for 2019 showed that our fixed income 

portfolios returned an average of 26.7%. Our Modified 

Duration Portfolio, with a 37.6% return, outperformed 

the S&P/FMDQ Nigeria Sovereign Bond Index which had a 

return of 34.8%. Similarly, our Smart Eurobond Portfolio 

and Passive Bond Portfolio returned 17.6% and 25.1% 

respectively, above the return on a 10Y US Treasury Note 

at 11.2%. 

 

Our investment strategy for 2020 is premised on 

expectations of yield volatility in the local and Eurobonds 

markets as well as the SSA Eurobonds market. Since yields 

in these markets are likely to remain relatively higher 

than global levels and hence attractive, we expect 

significant trading activities in these markets in 2020 as 

investors – local and foreign – explore profitable 

opportunities by riding the yield curve. For investors with 

passive investment strategies, we provide a fundamentals

-based strategy premised mainly on credit rating 

assessment and return profile. Thus, we propose the 

following portfolios for investors in 2020: 

1. Modified Duration Portfolio 

2. Smart Eurobond Portfolio 

3. Corporate Bond Portfolio for Passive Investors 

Chart 46: Modified Duration Portfolio  

Source: FMDQ, Afrinvest Research 

Chart 45: Performance of Portfolios in 2019 Investment Strategy  

Source: Bloomberg, FMDQ, Afrinvest Research 

Instrument Issue Date Coupon TTM Modified 

    (%) (Years) Duration 

NIGB 14.80 26-APR-2049 26-Apr-19 14.8000 29.34 7.34 

NIGB 12.40 18-MAR-2036 18-Mar-16 12.40 16.23 6.80 

NIGB 12.1493 18-JUL-2034 18-Jul-14 12.15 14.57 6.49 

NIGB 16.2499 18-APR-2037 18-Apr-17 16.2499 17.32 6.43 
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Chart 48: Corporate Bond Portfolio for Passive Investors 

Source: FMDQ, Afrinvest Research 

We anticipate that yields would moderate further in 

H1:2020 as capital flows from developed economies 

would continue to raise bond prices in emerging and 

frontier markets. To avail active traders the opportunity 

to gain from this anticipated yield drop, we recommend 

bonds with long-term maturities and relatively low 

coupon rates as they often increase the most in prices 

when yields fall. However, there might be the need to 

change strategy  or reconstruct the portfolio in H2:2020, 

to protect against a likely rise in yield.  

Again, we expect the rally in 2019 to extend to 2020 as 

the outlook for global growth remains weak and 

systemically important central banks are likely to remain 

dovish. This will continue to provide an attractive FX carry 

for dollar-denominated emerging and frontier market 

assets with very high yields. Our Smart Eurobond 

Portfolio for active bond traders constitutes attractively 

priced Eurobonds with good issuer credit ratings. 

Although Nigerian corporate bonds are relatively 

unpopular and illiquid, many of the instruments have 

good credit quality and provide alpha for investors. We 

recommend this portfolio for investors with low liquidity 

needs as these instruments have relatively high TTMs and 

good credit ratings.  

 

 

 

 

 

Chart 47: Smart Eurobond Portfolio  

Source: FMDQ, Afrinvest Research 

Issuer Issue Maturity TTM Modified Ask 

  Date Date (Years) Duration Yield 

REPUBLIC OF KENYA 2/28/2018 28/02/2048 28.6 27.8 7.6% 

REPUBLIC OF SOUTH AFRICA 3/8/2011 08/03/2041 21.5 21.1 5.6% 

STANDARD BANK GROUP LTD 5/30/2019 5/31/2029 9.6 9.4 5.0% 

UNITED BANK FOR AFRICA P 6/8/2017 6/8/2022 2.5 2.5 4.8% 

OFFICE CHERIFIEN DES PHO 4/25/2014 4/25/2044 24.7 24.1 4.9% 

HTA GROUP LTD 3/8/2017 3/8/2022 2.2 2.2 7.4% 

REPUBLIC OF KENYA 2/28/2018 28/02/2028 8.3 8.2 5.8% 

Issuer Issue Maturity Coupon TTM Yield 

  Date Date (%) (Years) (%) 

ACCESS BANK 
23-Jul-19 23-Jul-26 15.50 5.83 12.48 

FLOURMILLS 
01-Nov-18 30-Oct-23 16.00 3.85 11.74 

UPDC 
26-Apr-18 26-Apr-23 16.00 2.59 13.27 

C&I LEASING 
11-Jul-18 11-Jun-23 16.54 2.12 13.23 

UNION BANK 
07-Sep-18 03-Sep-25 15.75 5.69 12.74 
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Chart 49: Performance of 2019 Investment Strategy Portfolios  

Source: Afrinvest Research 

In our 2019 Outlook Report, “On the Precipice”, four 

portfolios (Value, Growth, Banking Quality and Dividend 

Income) were constructed based on our expectation that 

the bearish sentiment for equities will be reversed in the 

year. The overall portfolio posted a 6.2% loss as the 

constituents reported negative returns, save FIDELITY 

(+1.0%), STERLING (+4.7%) and ACCESS (+47.1%). 

Although the portfolios returned losses, all outperformed 

the market. 

 

We expect a bullish equities market performance in 2020. 

We see room for alpha return given low valuation levels 

after two consecutive years of negative performances.  

Following this sentiment, stocks under our universe were 

mapped out to form Value, Growth, Banking Value, High 

Beta and Dividend Yield Portfolios.  

This portfolio screened stocks with strong fundamentals 

(above average ROE, high dividend yield and history) and 

earnings yield. Lastly, it represents stocks that have 

higher than market beta, capturing their potential to 

outperform.  

The strategy behind this portfolio is to shop for 

undervalued stocks with strong earnings fundamentals, a 

5-year above industry average ROE, dividend and 

earnings yield above market average in 4 of 8 quarters. A 

back-test of the value portfolio showed it outperformed 

the market in the last 5 years. 

The growth portfolio is built for investors with long-term 

horizon and preference for high profitability growth 

rates. Constituents of the portfolio were screened based 

on fundamentals whilst considering stocks with positive 5

-year EPS CAGR, ROE and dividend yield above industry 

Chart 50: Value Portfolio  

Source: Afrinvest Research 
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Chart 51: Growth Portfolio 

Source: Afrinvest Research 

average as well as positive PEG ratio. The portfolio 

surpassed market performance 4 times in the last 5 years. 

The dividend yield portfolio considers investors with short

-term horizon that would like to take advantage of 

dividend payments. Stocks with strong earnings growth, 

minimum of 4 years dividend payment history, dividend 

yields above market average for a minimum of 4 of 6 

years and strong liquidity level were screened. We are 

optimistic about the performance of the portfolio as it 

outperformed the ASI in the past 5 years. 

The banking sector remained resilient in earnings despite 

regulatory challenges and weak market sentiment. The 

portfolio constituent is unchanged from 2019, having 

considered stocks with ROEs higher than industry average 

in at least 8 of the last 16 quarters or stocks that meet 

earnings yield, dividend yield and book value to price 

yield higher than industry average in at least 4 of the last 

8 quarters. Also, it was screened for liquidity using 

average traded value ratio (ATVR) and stocks greater 

than 2.5% were selected. We remain confident about the 

banking value portfolio as it has consistently beat the 

broader market return for 5 consecutive years.  

 

Source: Afrinvest Research 

Chart 52: Dividend Yield Portfolio  
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Chart 53: Banking Value Portfolio  

Source: Afrinvest Research 
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The 2010s began in a chaotic manner, following the 

constitutional crisis that occurred as President Yar’Adua 

sought healthcare for an extended period without 

transferring power to his deputy as required by the 

constitution. Three years prior, he had been elected as 

Nigeria’s second president after the return to democracy 

in 1999. Despite being elected in what he accepted was a 

rigged contest, President Yar’Adua failed to implement 

electoral reforms. This disposition would turn out to be a 

clear indication of his three years in office. Ongoing 

reforms in the petroleum industry that the erstwhile 

president had implemented, albeit in the last year of his 

presidency, were rolled back. The privatisation of 

refineries were reversed and the cuts in petrol subsidies 

were restored. After the previous decade was marked by 

violence in the Niger-Delta, which affected oil 

production, the main source of government’s revenue 

and export earnings, the FG offered reprieve to militants 

who surrendered arms. This would lead to a period of 

extended calm in the region, which supported oil 

production and in turn government revenues. 

In February 2010, the Nigerian legislature voted to make 

Vice President, Goodluck Jonathan, the interim president 

until President Yar’Adua’s return to health. However, in 

May 2010, President Yar’Adua died after a long illness 

and Goodluck Jonathan became the substantive 

president. President Jonathan failed to restore reforms in 

the oil and gas sector, and this decision still hurts the 

economy a decade later. In the 2010s, the refineries 

averaged a capacity utilisation below 25.0%, which 

meant that Nigeria had to rely on the importation of 

petroleum products for its energy needs.  

In 2011, the minimum wage was increased from ₦7,500 

to ₦18,000 per month. This resulted in a 116.3% increase 

in the FG’s personnel costs to 1.9tn between 2009 and 

2011 after a widespread wage-increase was made in the 

civil service. The ratio of personnel costs to revenue rose 

to 72.2% by end-2011 from 50.3% in 2009, worsening to 

81.8% of revenue as at year-end 2018. The FG’s 

borrowing gathered pace to pay salaries. In the face of 

an unsustainable fiscal position, reforms became urgent. 

The existing subsidy arrangement that was retained was 

inefficient and marked with high levels of corruption. 

Based on investigations at the National Assembly, the FG 

had consistently overpaid petroleum marketers. This 

would later prompt President Jonathan to partially 

remove subsidies to ease the pressure on public finances 

and increase the impact of government spending on 

critical areas such as education, health and infrastructure. 

SURE-P invested the funds that would otherwise have 

been spent on subsidies across the country. The impact 

was negligible and fund administration was highly 

corrupt, leading to even weaker trust in the government. 

The latter years of President Jonathan’s reign were 

turbulent both in the socio-political and economic 

environment. While there was peace in the Niger-Delta, 

insecurity ravaged the North-East as the terrorist sect, 

Boko-Haram, waged war. This partly informed weak 

public confidence in his administration. On the economic 

scene, oil prices crashed to US$62.3/bbl. by year-end 2014 

from a peak of US$125.0bbl. in 2012. This resulted in a 

currency devaluation and weakened government 

revenues. Similarly, there was a threat to the 

independence of the CBN as the Governor, Sanusi 

Lamido, was suspended before the expiration of his 

tenure. Godwin Emefiele emerged the new CBN 

Governor upon the expiration of Sanusi’s Term. These 

economic and socio-political events set the pace for the 

second half of the decade.  

 

In May 2015, President Buhari was sworn in as Nigeria’s 

fourth president in the post-military era. The priorities 

were to boost the economy, fight insecurity and reduce 

corruption. These promises were against the backdrop of 

elevated insecurity and the crash in oil prices that was 

impacting the economy severely. During this period, 

while terrorist attacks reduced in North-East due to the re

-organisation of the security architecture and better 

funding, insecurity spread in other parts of the country. 

The prolonged rift between farmers and herdsmen came 

to a head in the Middle-Belt, with negative impact on 

food security. Secessionist agitations gained steam in the 

South-East, elevating insecurity. The amnesty deal that 

had pacified militants in the Niger-Delta collapsed due to 

lack of funding, leading to the resurgence in militancy 

that contributed to Nigeria’s first recession. The incidence 

of kidnapping also increased significantly. 

On the economic front, petrol subsidy was sustained 

despite the opportunity for a complete removal as oil 

prices reached the lowest in 25 years at US$30.0/bbl. in 

January 2016. In the succeeding years, this would impact 

negatively on FG’s revenue. The independence of the 

Central Bank was further threatened as the Presidency 

influenced the apex bank’s policies, which in addition to 

delayed reforms, led to the exit of foreign investors. In 

Q2:2016, Nigeria slipped into its first recession in 25 years 
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on the back of reduced oil production as the FG failed to 

fund the amnesty deal, and weak performances in the 

manufacturing and services sectors. In the aftermath of 

the 2016 recession, structural reforms have been delayed, 

leading to low investment. The power and downstream 

sectors were crippled by price controls that slowed 

investment momentum. Similarly, the decade-long 

Petroleum Industry Bill (PIB) remains unpassed. This has 

resulted in the slowdown of investment in the oil & gas 

sector due to uncertainty around fiscal terms. 

 

The performance of Nigeria’s economy in the last decade 

has been a story of two halves. The period between 2010 

and 2014 was characterised by a much better 

performance than the latter half of the decade. Overall, 

growth expanded at an average of 3.7%, much lower 

than 7.7% in the preceding decade. In early to mid-2010s, 

growth was resilient at an average of 6.1% per annum. 

This was driven by sustained expansion in the agriculture 

sector, which was supported by government policies. 

Manufacturing and services also blossomed due to the 

stable macroeconomic environment characterised by 

income growth, low inflation and a stable exchange rate. 

However, growth slumped to an average of 1.2% in the 

latter half of the decade. This was due to a volatile 

macroeconomic environment, mainly due to the slump in 

oil prices and the lack of reforms to reset the path of the 

economy. Due to the slowdown in growth, per capita 

income which started the decade at US$2,292 in 2010 

peaked at US$2,563.9 in 2016 before slumping to 

US$2,396 in 2018. The World Poverty Clock, a Brookings 

Institution initiative, estimated that Nigeria had the 

largest number of poor people in the world as at the end 

of the 2010s.  

Inflation averaged 11.9% over the 2010s. In particular, 

there was a low inflation period at an average of 11.0% 

between 2010 and 2014. In the latter half of the decade, 

this was higher at 12.9%, reflecting the shortage of food, 

currency devaluation and elevated insecurity. The 

exchange rate was devalued several times, weakening by 

an average of 5.9% from N148.00/US$1.00 in 2010 to 

N362.50/US$1.00 in 2019 . This was due to weak current 

account balances which led to a depletion in external 

reserves. Unemployment and underemployment also 

increased from a low of 5.1% and 16.3% in 2010 to 

23.1% and 20.1% respectively in 2018. Youth 

unemployment and underemployment worsened 

significantly from 6.8% and 21.9% respectively in 2010 to 

29.7% and 25.7% in Q3:2018. We attribute the rise in 

unemployment to the slow pace of job creation amid 

slowing economic growth and rapid labour force growth.  

 

The macroeconomic environment was largely affected by 

the lack of reforms, the small size of government’s 

resources and poor fiscal discipline. There was little 

movement in sector reforms, especially in the power and 

oil & gas sectors as well as institutional reforms. 

Structural reforms to improve the business environment, 

provide incentives to businesses, resolve disputes 

efficiently and enforce contracts were also missing. The 

impact of this can be felt in the significant reduction in 

investment into Nigeria, with FDI to GDP peaking at 2.2% 

in 2011 and falling to 0.5% in 2018 within the decade. 

Peer countries of South Africa (1.5%), Kenya (1.9%) and 

Ghana (4.6%) attracted a higher level of investment 

relative to their GDPs.  

The size of the FG’s resources is quite small when 

compared to the size of the economy. The FG’s spending 

to GDP declined from 16.6% in 2010 to 12.7% in 2019, 

driven largely by poor revenues which was slightly higher 

at 12.4% in 2010 compared to 7.7% of GDP as at 2019. In 

peer economies in Africa, such as Ghana (21.5%), Kenya 

(25.5%) and South Africa (33.4%), the size of the 

government spending is much larger relative to the 

economy.  

In the face of severe resource shortage, the fiscal 

discipline to channel government resources to the most 

critical sectors such as education, healthcare and 

infrastructure has also been missing. This is partly due to 

massive government energy subsidies in the power and 

the downstream oil & gas sectors. The running costs of 

the government formed 86.1% of revenue in 2010 and 

was still elevated at to 81.8% in the 2019 budget. This 

also meant that the resources available to invest in 

priority sectors were scant. To boost its spending, the FG 

resorted to borrowing. Given the debt relief of the 2000s 

which reduced gross debt to GDP to 9.4% in 2006 from 

57.6% in 2000, there was scope for more borrowing. The 

FG took advantage of this by increasing borrowing 

aggressively, especially in the latter part of decade, which 

resulted in an increase in gross debt to GDP to 29.8%. 

With revenue weakness, the debt service to revenue ratio 

rose from 14.0% in 2010 to an estimated 60.0% in 2019. 
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Source: NBS, Afrinvest Research 

Chart 54: Real GDP Growth vs Real GDP Per Capita Growth (2010-2019) 

Source: NBS, Afrinvest Research 

Chart 55: Unemployment and Underemployment Rates (2010-2018) 

Source: NBS, Afrinvest Research 

Chart 56: Annual Inflation Trend (2010-2019) 
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Source: CBN, Afrinvest Research 

Chart 57: Exchange Rate Trend (2010-2019) 

Source: World Bank, UNCTAD, Afrinvest Research 

Chart 58: Savings and Investment Trend (2010-2019) 

Source: IMF, Afrinvest Research 

Chart 59: Select Fiscal Indicators (2010-2019) 
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We believe the challenges of the past would continue to 

haunt the Nigerian economy, especially in the near-term. 

President Buhari has been slow in implementing much 

needed reforms to put the country on a path to 

prosperity. Accordingly, over the next four years, we 

believe the pace of governance and reforms would 

remain slow. The result would be the continuation of the 

low-growth cycle (below 3.0%) in which the economy is 

stuck, making the prospect for higher per capita income 

levels dim. The new wage increase and the difficulty in 

mobilising taxes would combine to put additional 

pressure on government finances. As at 2018, personnel 

cost to revenue was already above 80.0%. However, 

binging on debt would only create more problems as the 

share of revenues used to service debt would rise even 

beyond the current unsustainable levels. Also, the present 

approach to resolving insecurity has not led to significant 

improvements across the country. We therefore expect 

gradual improvements towards a more secure business 

environment. These issues would translate into a weak 

business environment which is unattractive to both 

foreign and domestic investors.  

The tide could change in the latter half of the decade, 

but the task would be even more arduous. This would 

depend on the policies of the next President that would 

be elected in the 2023 elections. If the leadership of the 

country favours a market approach, restores fiscal 

discipline, curbs subsidies, embraces trade, embarks on 

business environment reforms and raises agriculture 

productivity, the progress towards economic prosperity 

could be within reach. Although our optimism is 

measured, there is still time even for President Buhari’s 

administration to start laying the foundations required.   

The most critical challenge we envisage would be 

transitioning the country into a post-oil economy during 

a period of lower-for-longer oil prices. Paradoxically, 

when oil prices rise, providing the cushion to fund the 

transition, politicians go back to their free-wheeling and 

wild spending habits. With the PIB remaining unpassed, 

the prospect of attracting the level of investment needed 

to take advantage of Nigeria’s oil and gas resources now 

is weak. This means more challenges as the government 

seeks to raise revenues and diversify exports. This 

challenge could be scaled however, if overdue structural 

reforms are implemented. But the latter would require 

high legitimacy, huge political will and bold ideas. In our 

view, Nigeria urgently needs a courageous leader willing 

to fight the establishment in order to transform decades 

of ruinous economic mismanagement. The sad irony is 

that on paper, President Buhari appears like such a 

courageous leader. However, having lived through his 

economically tumultuous first term of office, our 

expectations of any marked improvement in the socio-

economic environment have been postponed to 2023. 

 

While domestic revenue mobilisation is weak in Nigeria 

at 5.7% of GDP in 2019, spending on subsidies has had an 

even more adverse effect on public sector investment. 

Electricity, fuel and FX subsidies have been sustained 

despite huge investment needs that are unmet. These 

have imposed steep costs on the government, given the 

investment gaps in infrastructure, education and health.  

Based on our estimates for 2020, government’s spending 

on health as a share of total budget would be poor at 

4.4%, below the minimum 15.0% recommended by the 

Abuja Declaration of 2001. The education budget 

translates to 6.5% of total budget, below the 15-20.0% 

threshold recommended by UNESCO’s Education for All 

(EFA) initiative. Nigeria’s education spending  (6.5%) 

underperforms peers such as Kenya (17.9%), South Africa 

(18.9%) and Ghana (20.1%). Government spending on 

infrastructure at a planned 1.4% of GDP in 2020 is also 

poor, significantly below the 7.0% recommended by the 

National Integrated Infrastructure Master Plan (NIIMP). 

On the flipside, we conservatively estimate that the total 

cost of these subsidies was at least US$5.2bn or 1.3% of 

GDP in 2019, more than double the global cost of energy 

subsidies estimated at 0.4% of GDP by the IMF.   

From the government’s perspective, subsidies are kept to 

support the poor. In our view, this objective would be 

laudable only if targeted at lower income classes. Higher 

income classes with the ability to pay market prices often 

disproportionately benefit. Without affordable options, 

lower income groups are also most affected by poor 

investment in infrastructure, health and education. The 

administration of subsidies is also often inefficient due to 

leakages, which means that the government sometimes 

overpay. In the case of petrol, the wide price differential 

has incentivised cross-border smuggling of petroleum 

products.  

Considering years of underinvestment, Nigeria must ramp 

up investment in the outlined areas to accelerate 

economic growth and prosperity. To meet its investment 

priorities in this decade, we believe the removal of 

subsidies is necessary to create room for spending on 

infrastructure, health and education. In the past decade, 
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Nigeria underperformed peers and barely improved in 

key health and education metrics. The implication of 

continuous underinvestment in human capital is weak 

long-term growth and development prospects. In the 

case that subsidies persist, reforms are required to 

improve the impact on well-being. The reforms should 

include a stronger framework to curb leakages and 

target interventions at the most vulnerable groups.  

 

Regardless of the development model Nigeria adopts, 

whether service or manufacturing-led, adequate power 

supply is a pre-condition for success. Power consumption 

in Nigeria is estimated at 124.4kw/hr, weaker than in 

peer economies such as South Africa (3,500kw/hr), Egypt 

(1,593kw/hr), Ghana (309kw/hr) and kenya (150kw/hr). In 

industrialized emerging and frontier economies, power 

consumption is higher, suggesting a long-road to 

Nigeria’s industrial competitiveness. The poor power 

consumption reflects weak capacity across the value 

chain. While Nigeria’s installed capacity is 12,522MW, 

available capacity is about 6,056MW. As at June 2019, 

total electricity dispatched by GENCOs averaged 

4,000MW. Despite the privatisation of 3 GENCOs and the 

concession of 3 more, as well as the privatisation of the 

11 DISCOs in 2013, there has been a shortage of 

investment to boost capacity. This is mainly because the 

sector has been hampered by weak collection, poor 

tariffs and high technical losses. Weak governance and 

poor enforcement of contracts have also contributed to 

the sector’s poor state.  

 

The Power Sector Recovery Programme (PSRP), which was 

passed in 2017, is an attempt to resolve challenges in the 

power sector, especially price control which has led to 

illiquidity. In particular, due to the exchange rate 

devaluation between 2015 and 2016, costs have rapidly 

increased with dollar-denominated costs at 65.0% of 

total sector costs. Without an upward review of tariff, the 

FG is bridging the huge and growing tariff gap through 

subsidies but even this has been inadequate as arrears 

continue to grow.  

In line with the recent fiscal reforms of the government, 

a partial transition to cost-reflective tariffs is expected to 

begin April 2020, towards full transition by 2021. The 

staggered adjustment helps to limit the shock to 

consumers and businesses. Given weak revenues and low 

political risk post-elections, we are optimistic that the FG 

would resist pressure from labour organisations and 

proceed with the upward review in tariff. The removal of 

price controls, which improves the bankability of the 

sector, is necessary to attract investments into the value 

chain. The investments would support higher capacities 

across the value chain, which would boost electricity 

output, lead to a reduction in technical losses as 

technologies are upgraded, improve the metering of 

consumers and curb commercial and collection losses. 

However, even though cost-reflective tariffs are 

necessary, it is unlikely to be inadequate without 

improvement in the enforcement of contracts among 

stakeholders as well as transparency and accountability.  

 

 

 

Source: NERC, Afrinvest Research 

Chart 60: Metering Gap Across Discos  
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The world is transitioning to cleaner energy by curbing 

CO2 emissions and keeping temperature below 2°c to 

lessen the negative impact of climate change. This has 

huge implications for Nigeria which relies on fossil fuel 

for over 80.0% of its export earnings and 50.0% of its 

revenues. The increasing level of climate advocacy and 

the transition to green energy in advanced and emerging 

economies would keep oil prices lower for longer as the 

demand for crude oil weakens. To prevent adverse shocks 

that would lead to instability in the macroeconomic 

environment, there is a need for urgency to diversify 

Nigeria’s export and revenue bases. In our opinion, 

Nigeria’s response to the energy transition would dictate 

long-term economic performance. We are moderately 

optimistic of a rapid change in policy direction, but there 

are quick wins.  

We see room for reforms in the oil and gas sector. These 

reforms include the quick passing of the Petroleum 

Industry Bill (PIB) to attract investments to exploit 

Nigeria’s oil and gas resources at increased pace. 

Although commitments to OPEC may limit the upside to 

oil production, expanding the use of gas is more 

compelling. The demand for gas, which is a cleaner 

energy source, is expected to remain healthy over the 

long-term.  

We have quantified the economic cost of petrol subsidy 

in terms of reduced public investment but social costs are 

Source: NERC, Afrinvest Research 

Chart 61: ATC&C Losses across Discos  

Source: NERC, Afrinvest Research 

Chart 62: Tariff Shortfall (N’bn) across Discos  
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harder to measure yet significant. According to the IMF, 

energy consumption contributes to social costs which 

include increased traffic congestion, local pollution and 

global warming. To protect the environment, advanced 

economies are adopting carbon pricing and taxing the 

use of fossil fuels but petrol subsidies have persisted in 

Nigeria. However, even though Africa contribute less 

than 3.7% to global emissions, Nigeria must play its part 

in protecting the environment, in line with its 

commitment to the Paris Accord. This is even more critical 

because the country is not immune from the harsh effects 

of environmental degradation and climate change. The 

delayed clean-up of the environment due to oil mining 

activities has had negative implications for economic 

activities in the Niger-Delta. Similarly, climate change is 

taking its toll on agriculture activities in Northern-Nigeria 

due to the shortage of water resources. Over the long-

term, agriculture productivity and output are expected to 

underperform due to climate change, posing a risk to 

food security. In this regard, policies that make the 

environment safer must be prioritised to boost growth, 

reduce poverty and create economic prosperity.  

The issues we have highlighted border on the future of 

the economy and are the expected drivers of economic 

performance in this decade. In line with the theme of this 

report, “Nigeria in the new decade; Nothing Ventured, 

Nothing Gained”, it is necessary for Nigeria to address 

some of the salient issues and implement suggested 

reforms for accelerated growth. We believe renewed 

urgency for market reforms and implementation is most 

important in the short to medium-term. This would set 

the right foundation for the next administration (2023-

2028) to deliver Nigeria into prosperity by the end of this 

new decade.  

Source: NERC, Afrinvest Research        *NAFEX rate was used post-recession 

Chart 63: Petrol Subsidy (N’bn)  
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About US 

Afrinvest (West Africa) Limited (“Afrinvest” or the “Company”) is a leading independent investment banking firm with a 

focus on West Africa and active in four principal areas: investment banking, securities trading, asset management, and 

investment research. The Company was originally founded in 1995 as Securities Transaction and Trust Company Limited 

(“SecTrust”) which grew to become a respected research, brokerage and asset management firm. Afrinvest (West Africa) 

Limited is licensed by the Nigerian Securities and Exchange Commission (“SEC”) as an issuing house and underwriter. We 

provide financial advisory services as well as innovative capital raising solutions to High Net-worth Individuals (“HNIs”), 

corporations, and governments. Afrinvest is a leading provider of research content on the Nigerian market as well as a 

leading adviser to blue chip companies across West Africa on M&A and international capital market transactions. The 

company maintains three offices in Lagos, Abuja and Port-Harcourt. 

Afrinvest Securities Limited (“ASL”) is licensed by the Nigerian SEC as a broker dealer and is authorized by the Nigerian 

Stock Exchange (“NSE”) as a dealing member. ASL acts as a distribution channel for often exclusive investment products 

originated by Afrinvest and AAML as well as unique value secondary market trading opportunities in equity, debt, 

money market and currency instruments. 

Afrinvest Asset Management Limited (“AAML”) is licensed by the Nigerian SEC as a portfolio manager. AAML delivers 

world class asset management services to a range of mass affluent and high net worth individual clients. AAML offers 

investors direct professionally managed access to the Nigerian capital markets through equity focused, debt focused and 

hybrid unit trust investment schemes amongst which are the Nigeria International Debt Fund (NIDF), Afrinvest Equity 

Fund (AEF), Balance Growth Portfolio (BGP), Ethical Investment Portfolio (EIP) and Guaranteed Income Portfolio (GIP). 

Contacts 

For further information, please contact: 

Afrinvest West Africa Limited (AWA)  

27,Gerrard Road  

Ikoyi, Lagos  

Nigeria 

Tel: +234 1270 1680    |    +234 1 270 1689  www.afrinvest.com  

Investment Research    

Abiodun Keripe akeripe@afrinvest.com +234 1 270 1680  ext. 314 

Adedayo Bakare abakare@afrinvest.com  +234 1 270 1680  ext. 316  

Aminat Ibidun aibidun@afrinvest.com +234 1 270 1680  ext. 313   

Akintoye Oyelakun aoyelakun@afrinvest.com +234 1 270 1680 ext. 321 

Babajide Atolagbe batolagbe@afrinvest.com +234 1 270 1680  ext. 312 

Benedict Egwuchukwu begwuchukwu@afrinvest.com  +234 1 270 1680 ext. 317 

Oluwadara Olunuga oolunuga@afrinvest.com    +234 1 270 1680 ext. 319 

Oluwafemi Lawal olawal@afrinvest.com    +234 1 270 1680 ext.  

Vivian Alozie valozie@afrinvest.com    +234 1 270 1680 ext. 318 

Institutional Sale and Marketing    

Ayodeji Ebo  aebo@afrinvest.com  +234 1 270 1680 ext. 315 

Bolaji Fajenyo bfajenyo@afrinvest.com  +234 1 270 1680  ext. 261 

Investment Banking    

Oladipo Ajike oajike@afrinvest.com +234 1 270 1680  ext. 180 

Jessica Essien  jessien@afrinvest.com +234 1 270 1680  ext. 171 

Asset Management     

Ola Belgore  obelgore@afrinvest.com +234 1 270 1680  ext. 281 

Rotimi Ashimi rashimi@afrinvest.com +234 1 270 1680 ext. 282 
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DISCLAIMER 

This report has been issued and approved by Afrinvest Securities Limited (“Afrinvest”). This report is based on information 

from various sources that we believe are reliable; however, no, representation is made that it is accurate or complete. While 

reasonable care has been taken in preparing this document, no responsibility or liability is accepted for errors or fact or for 

any opinion expressed herein. This document is for information purposes only. It does not constitute any offer or solicitation 

to any person to enter into any trading transaction. Any investment discussed may not be suitable for all investors. This 

report is provided solely for the information of clients of Afrinvest who are expected to make their own investment 

decisions. Afrinvest conducts designated investment business with market counter parties and intermediate customers and 

this document is directed only at such persons. Other persons should not rely on this document. Afrinvest accepts no liability 

whatsoever for any direct or consequential loss arising from any use of this report or its contents. This report is for private 

circulation only. This report may not be reproduced distributed or published by any recipient for any purpose without prior 

express consent of Afrinvest. Investments can fluctuate in price and value and the investor might get back less than was 

originally invested. Past performance is not necessarily a guide to future performance. It may be difficult for the investor to 

realize an investment. Afrinvest and/or a connected company may have a position in any of the instruments mentioned in 

this document. Afrinvest and/or a connected company may or may not have in the future a relationship with any of the 

entities mentioned in this document for which it has received or may receive in the future fees or other compensation. 

Afrinvest is a member of The Nigerian Stock Exchange and is regulated by the Securities and Exchange Commission to 

conduct investment business in Nigeria. 




