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Coronavirus: risk and liquidity

Last week was a miserable week for global equities as fear spread faster
than the coronavirus itself. However, the world's monetary authorities are
responding with liquidity to support markets, which is important for
economies like Nigeria which need foreign currency. See page 2. Meanwhile
the Nigerian Stock Exchange All-Share Index (NSE-ASI) fell sharply, with
unpleasant knock-on effects for our Model Equity Portfolio. See page 3 for
our remedies.

FX

The Central Bank of Nigeria (CBN) over the last few months has employed
several means to stabilise the Naira/US dollar rate. These include intervening in
the FX market and restricting transfers on US dollar domiciliary accounts funded
in cash. While this approach has kept the FX rate stable since the beginning of
the year there has been renewed fear of currency devaluation. One is the
USS2.7bn decline in CBN reserves this year and the recent decline in oil prices
whose earnings are a component of the reserves. Our view is that the CBN will
be able to defend the currency at N362.5/USS], or close to it, if Nigeria's
upcoming sovereign Eurobond issue is successful (see page 2) and if it continues
to sell its open market operation (OMO) bills to foreign portfolio investors (see
below), and if there is at least stabilisation in oil prices.

Bonds & T-bills

The secondary market yield for a Federal Government of Nigeria (FGN) Naira
bond with 10 years to maturity fell by 63bps to 10.08%, and at 3 years fell by
107bps to 6.95% last week. The annualised yield on 349-day T-bill, the longest
duration available in the secondary market, rose by 29bps to 5.63%, while a CBN
Open Market Operation (OMO) bill with similar tenure closed at 12.63%, 126bps
down week-on-week. Last week's OMO auction of N350.0bn (US$964.2m) saw
strong subscriptions of N545.2bn, which suggests sustained demand by foreign
investors for the OMO-Dbills (most domestic corporates cannot buy them).

Oil

The price of Brent declined by 13.64% last week to US$50.52/bbl, its lowest level
since June 2017. The average price, year-to-date, is US$59.79/bbl, 6.87% lower
than the average of US$64.20/bbl in 2019, and 16.60% lower than the average of
US$71.69/bbl in 2018. A build-up of inventories amid declining demand and the
continued spread of coronavirus is responsible for the decline in oil prices, in our
view. We think oil prices will continue to be under pressure as the forward curve
declined by about USS$1.00/bbl last week.

Equities

The Nigerian Stock Exchange (NSE) All-Share Index fell by 4.29% last week, the
year-to-date return is negative 2.35%. Last week only Ardova Oil (formerly Forte
Oil, +1.80%) closed positive. FBN Holdings (-18.26%), Oando (-18.18%), Nigerian
Breweries (-16.41%) and Stanbic IBTC (-15.62%) fell. The gains that were recorded
by the All-Share Index at the beginning of the year have been completely
eroded. The sell-off, which is not limited to the Nigerian equities market, appears
inspired by the coronavirus epidemic. Investors are pricing in lower earnings on
these stocks even though the fundamentals of many of them are still sound.

¢ Global risk and liquidity

¢ Model Equity Portfolio

Naira Sovereign Yields

Spot

354-day (OMO) 12.63%
349-day (T-Dbill) 5.63%
3 Year 6.95%
7 Year 9.94%
10 Year 10.08%
Inflation 1213%
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Coronavirus: global risk and liquidity

Global markets have taken a beating since the outbreak of the coronavirus became
known in January. Although China, where the virus originated, reports fewer new
cases with each week, new cases are on the rise around the world. Markets do not
know whether to factor in the coronavirus as a temporary setback for a few months
(as was the case with the SARS outbreak in 2003), or as a long-term threat that could
push the world into recession. Last week, when the US S&P 500 Index fell 11.5% in a
week, it looked like the latter.

Performance of selected global equity indices, year-to-date

US, S&P 500 -8.6%
US, NASDAQ -4.5%
Euro Stoxx 50 -11.1%
UK, FTSE 100 -12.8%
China, Shanghai Composite -5.4%
Hong Kong, Hang Seng -7.3%
Japan, Nikkei 225 -10.7%
Brazil, Ibovespa -10.3%
Russia, RTS $ -16.1%
India, S&P BSE Sensex -7.2%
South Africa, JSE T40 -9.8%
Nigeria NSE-ASI -2.3%

Source: Bloomberg, Coronation Research. *In local currency unless otherwise stated, up to close of business on Friday 28 February

What is important to Nigeria (and other developing markets) is how monetary authorities
in developed markets react to the outbreak. Since global investors have a tendency to
head to safety in times of trouble (e.g. buying US dollars and gold) this can spell trouble
for developing markets which need to issue foreign currency debt to stay afloat. Nigeria
has yet to sell its planned USS$3.3bn issue of eurobonds this year. So it is good news that
Italy has announced a €3.6bn stimulus package and that the Bank of Japan has
announced an injection of liquidity into the financial system. Anticipating other such
moves around the world, Asian markets rallied this morning.

There has been some deterioration in Nigeria's sovereign US dollar eurobond spreads since
the beginning of the year, but not much. Nigeria's eurobond due in 2027 began the year
with a yield to maturity (YTM) of 6.134% and at the end of last week this had risen to
6.566%. Nigeria's eurobond due in 2038 began the year with a YTM of 7.629% and at the
end of last week this had risen to 8.044%. And, as global markets have rallied, so too have
these yields tightened this morning. We still rate the chances of Nigeria placing its
eurobonds as high.
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Model Equity Portfolio

Take action but don't panic

We need to make changes to our Model Equity Portfolio which, as of Friday, was down
7.75% versus 2.33% negative for the Nigerian Stock Exchange All-Share Index (NSE-ASI)
year-to-date. 542 basis point (bp) underperformance in two months is a big problem
which demands to be fixed.

Performance attribution

The first technique we need is performance attribution, which is presented in full on the
following page. We tried to outperform the market by being underweight consumer
stocks and very overweight bank stocks (and, briefly, we succeeded), but this has
backfired. It is important to separate out how much of this was due to poor strategy
(overweight banks) and how much was due to poor tactics (the timing of our purchases).

Strategy versus tactics

Our tactics were poor. In order to fill the portfolio near the calendar start date of 1 January
2020 we chased stocks that were rallying during the first full trading week of January (6
January to 10 January). Our weekly performance attribution model tells us that, if we had
owned these stocks on the first trading day of the year, our performance would have been
negative 5.80% rather than negative 7.75%. In other words, poor tactics cost us 195bps.

In terms of re-setting our strategy, therefore, it is more helpful to think of a portfolio
down 5.80% than one down by 7.75% (though the reality is that it is down by 7.75%).

How to fix the strategy

The strategy to be underweight consumer stocks has worked well but is limited by the
fact that they only make up about 10.0% of the index. The strategy to be very overweight
banks has turned sour. There are two key events that sent bank stocks reeling. First, on 24
January the Central Bank of Nigeria (CBN) raised banks’ cash reserve requirement (CRR)
from an already-high 22.5% to 27.5%. Second, on 21 February, Zenith Bank reported Q4
2019 results showing that banks are having difficulty in adjusting to declining interest
rates. We were wrong to think that they would benefit from declining rates, just as we
were wrong to think that they would benefit from a positively-inclined yield curve.

A third factor is that, in the absence of foreign institutional investors, local Nigerian
institutional investors have shown very little interest in bank stocks. This does not make
sense to us. Zenith Bank has a gross dividend yield of 15.51% and UBA has a gross dividend
yield of 15.51%, and we forecast a gross dividend yield for GT Bank 12.33% and 10.31% for
Access Bank. Meanwhile, T-bills yield 5.63% and the 10-year Federal Government of
Nigeria (FGN) bond yields 10.08%. Never mind. If institutional investors don't want to
know (what is good for them) they don't want to know.

Volatility versus risk

If it were not for the reasons we list above (the CRR, bank results and domestic
institutional investors who are apparently indifferent to dividend yields) we would
attribute most of the Model Equity Portfolio’s underperformance to negative investor
sentiment which obviously comes from the outbreak of the coronavirus. We might even
be so bold as to say that these price corrections reflect volatility rather than risk —
presuming the viral outbreak will be over in matter of months. But they don't. The sector-
specific risks have mounted. And coronavirus may be round for a while.
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Model Equity Portfolio

Reducing downside risk

It is late in the day, but this week we will take a lot of the bank stock risk out of the Model
Equity Portfolio. Among the top 15 stocks by weight in the Nigerian Stock Exchange All-
Share Index (NSE-ASI) banks makes up 18.30% of the total index weight but 67.70% of our
notional portfolio. We will cut our notional positions in FBN Holdings, Zenith Bank, UBA
and GT Bank back to close, or slightly under, their index weights.

Not having a neutral weight in Dangote Cement has cost us 207bps of performance this
year (performance attribution, again) so we will take on notional Dangote Cement shares
to reach a neutral weight. Our notional overweight in MTN Nigeria looks exposed and we
shall make this a neutral weight. We will cut our notional Nestle Nigeria position by two-
thirds. We shall have a lot of notional cash, but this may be no bad thing.

Model Equity Portfolio for the week ending 28 February 2020

Performance attribution

February 21,2020 February 28, 2020 (bps)
Security

Security position, N position, N weighting Weekly change ytd change Past Week ytd
FBNH 690,000,000 564,000,000 6.1% -18.3% -28.8% -127 -232
Zenith 1,389,500,000 1,295,000,000 13.1% -6.8% -5.7% -95 -84
UBA 1,332,000,000 1,206,000,000 12.2% -9.5% -11.6% -127 -164
GT Bank 1,397,500,000 1,190,000,000 12.0% -14.8% -21.2% -209 -328
MTN 2,436,000,000 2,310,000,000 23.3% -5.2% 0.7% -127 4
Dangote

Cement 850,000,000 850,000,000 8.6% 0.0% 16.1% 0 115
Nestle Nigeria 282,500,000 282,500,000 2.9% 0.0% -231% 0 -87
Cash 1,527,648,540 1,527,648,540 15.4% 0.0% 0.0% 0 0
Total 9,905,148,540 9,225,148,540 94% -6.87% -7.75% -687 -775

Risk-on / risk -off

If there is one phrase we do not like it is ‘risk-on / risk off" as it reduces all investment
judgements to a simple binary question of willingness to invest and, worse still, embodies
the confusion between risk and volatility.

Yet it has its uses. We need to make a judgement about whether investors in the Nigerian
equity market will be able to see through the fog and begin to build positions in stocks for
their undoubted fundamental value (for instance, bank stocks with gross dividend yields in
the mid-teens). Our judgement, necessarily highly subjective, is that such a change in
attitude is some way off. We see little inclination on the part of Nigerian institutional
investors to take risk. Why else would they tolerate T-bill yields of 5.63% when inflation is
12.13%? Perhaps the are waiting for news of the spread of the coronavirus to get worse, in
which case a cautiously constructed (or in our case, reconstructed) Model Equity Portfolio
may be justified.

Nota bene: The Coronation Research Model Equity Portfolio is an expression of
opinion about Nigerian equities and does not represent an actual portfolio of stocks
(though market liquidity is respected and notional commissions are paid). It does not
constitute advice to buy or sell securities. Its contents are confidential to Coronation
Research up until publication. This note should be read as an integral part of the
disclaimer that appears at the end of this publication.
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The analyst(s) and/or Head of Research has (have) produced this report independently of the
company or companies, and independently ,o[ the issuer of security or securities, covered in this
report, and (has) have done so_using publicly-available information. Information used in the
preparation of this report is believed™to be accurate at the time of going to press, though not
verified independently. No liability is accepted for errors nor omissions of fact, nor is an
warranty given for the reasonableness, accuracy or completeness of the information presented.
Market information may have been gathere [rom different sources, including official and
government sources, and processed in arriving at the opinion(s) expressed in this report.

This report is intended as background information for clients of Coronation Merchant Bank Ltd,
and_ clients of its subsidiaries and affiliates, and is not to be read as a solicitation, approval or
advice to buy or sell securities.

Neither Coronation Merchant Bank Ltd, its directors, employees and contractors, nor its
subsidiaries and affiliates, nar. the directors, employees and contractors of its subsidiaries and
affiliates, accept(s) responsibility for losses or opportunity costs, whether direct or consequential,
that may be incurred as a result of trading, or not trading, in securities covered in this report, or
other securities, as a result of an% decision taken after reading this report. Clients of Coronation
Merchant Bank Ltd, and o[ its subsidiaries and affiliates, who Tead this report, should not rely on
it for the [ézurposes of making investment decisions and should make their own evaluation of:
the potential performance of securities; the risks involved in buying or selling securities; the
volatility and liquidity of securities; and of other factors such as intefest rates,exchange rates,
exchange rate liquidity, trading costs, settlement and custody. Clients of Coronation Merchant
Bank Ltd, and ,o? its subsidiaries and affiliates, who read_this report, should assess their own
investment objectives and financial capacities when taking investment decisions and should
consult a relevant financial adviser in these respects.

This report is intended for the clients of Coronation Merchant Bank Ltd, and of its subsidiaries
and affiliates. Copying and reproduction of this report, and onward forwarding, is only allowed
with the specific permission OE Coronation Merchant Bank_Ltd, its subsidiaries and affiliates.
Receipt of this report does not qualify you as a client of Coronation Merchant Bank Ltd, its
subsidiaries and affiliates. Iftyou are In unauthorised receipt of this report you are requested to
notliy Coronation Merchant Bank Ltd, or one of its subsidiaries or affiliates, and to return or
delete the report.

This report is intended for corparate and institutional clients of Coronatjon Merchant Bank Ltd
and of its subsidiaries and affiliates, where those clients are regulated and professiona
mves%ment customers and market counterparties. This report is not intended for individual
investors.

This report is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to law or regulations.

Coronation Research is a department within Coronation Asset Management Ltd which supplies
research services to Coronation Merchant Bank Ltd, and is ring-fénced with regard to the
activities of Coronatign Asset Management Ltd. he Head of Research, contfactors and
employees of Coronation Research do not receive any non-public information regarding the
investments or investment objectives of Coronation Asset Management Ltd and do not take part
in its internal meetings.

Coronation Merchant Bank Ltd and its subsidiaries are incorporated under the laws of the
Federal Government of Nigeria and are licensed by the Central Bank of Nigeria and by the
Securities and Exchange Commission of Nigeria.

Your attention is brought to the fact the analystés), and/or Head of Research, mentioned at the
beginning of this, report |s,fare) employed by Coronation Merchant Bank Ltd in the Federal
Republic’of Nigeria, and while subject to the laws o[ the Federal Republic of Nigeria is (are) not
subject, as author(s) of this report, to the laws of other countries, notably the United States of
America ('US)), the member states of the European Union (‘EU’), or the United Kingdom (‘UK
durlrég and after its membership of the EU) as these laws may affect the production, publication
and distribution of this report.
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Your attention is brought to the fact that the analyst(s), and(qr Head of Research, mentigned at
the beginning of this Teport, is (are) not re%|stered or qualified as research analysts with the
Financial IndUstry Regulatog/ Authority in the US, nor registered with the Financial Conduct
Authority of the United Kingdom. No |Iabl|lt\éf0r compliance with those laws, with respect to this
report, is accepted by Coronation Merchant Bank Ltd, its directors, staff and contractors, or those
of its subsidiaries and affiliates.

Where this report is distributed to clients and potential clients of Coronation Merchant Bank Ltd,
and of its clients and affiliates, in the European Union (‘EU’), including the United Kingdom (‘UK’),
during and after its membership of the EU, this report is either: a) distributed b¥ virtue of a
contract between Coronation Merchant Bank Ltd, its subsidiaries and affiliates, and the client for
research services, or: b) distributed as a free sample, for a given period of time, pursuant to a
future contract for the sale of research services.

The opinions expressed in this report concerning the company(ies) and securities covered,
accurately represent the personal views of the analyst(s) and Head of Research whose names are
iven at the beginning of the report. No part of the compensation of the analyst(s) and Head of
esearch mentioned "at the b,eglnnln% of this report is, or will be, related to the views or
recommendations(s) given in thisreport.

Conflicts of Interest

The compensation of the analyst(s), and/or Head of Research, mentioned at the beginning of this
report is not linked to the recommendations, forecasts, estimates or opinions expressed in this
report, nor to commissions or spreads or other gains generated in trading securities, whether
covered in this report or not.

This report is produced by the Research DeEartment of Coronation Merchant Bank Ltd and may
be used, after its publication, by other departments of Coronation Merchant Bank Ltd for advisory
or trading purposes, or otherwise for the assessment of companies and securities. However, It is
the policy of Coronation Merchant Bank Ltd that no department m[luences the opinions,
estimates, forecasts or recommendations of the Research  Department, nor is privy to the
contents or recommendations of the Research Department’s reports and recommendations
ahead of theerubhcann. It is also the policy of Coronation Merchant Bank Ltd that members of
the Research Department are not privy to knowledge of advisory mandates, or other fiduciary
relationships, engaged in by other departments. Coronation Merchant Bank Ltd, its directors
contractors and staff, and its subsidiaries and affiliates and their directors, contractors and staff,
and connected parties, may have positions in the securities covered by this report, and may have
advisory and/or other fiduciary relatlonsh|Bs with companies covered in this report. As such, this
report should not be considered free from bias.

Disclosures for companies cited in report

The table below outlines currently known conflicts of interest that may unknowingly bias or affect
the objectivity of the analyst(s) with respect to an issuer that is the subject matter of this report.
Dlsc,losure(s%apply to Coronation Merchant Bank or any of its direct or indirect subsidiaries or
affiliates with respect to any issuer or the issuer’s securities.

a. The analyst(s) responsible for the preparation and content of this report (as shown on the
front page of this report) holds personal positions, directly or indirectly, in securities of the
company(s) to which this’report relates.

b. The analyst(s) responsible for this report as indicated on the front page is a board member,
officer or director of the Company(s)

c. Coronation Merchant Bank_ or its,af{ili'ates have recently been the beneficial owners of 1% or
more of the securities mentioned in this report.

d. Coronation Merchant Bank or its affiliates have managed or co-managed a public offering of
the securities mentioned in the report in the past 12 months.

e. Coronation Merchant Bank or its affiliates have received compensation for investment
banking services from the issuer of these securities in the past 12 months.
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f. Coronation Merchant Bank or its aﬂ‘iliates expects to receive compensation for investment

banking services from the issuer of t

ese securities within the next three months.

g. The company (s) covered in this report is a client of Coronation Merchant Bank or its

affiliates.

h. Coronation Merchant Bank has other financial or other material interest in the Company

Security Name

Available Disclosure

Access Bank
Diamond Bank
FBN Holdings
FCMB

Fidelity Bank

Guaranty Trust
Bank
Skye Bank

Stanbic IBTC
UBA
Zenith Bank

G

G, D

D
D

D

Coronation Research's equity research rating system

Coronation Research’s Investment ratings are a function of the research analyst's expectation of a
stock’'s performance relative to relevant indices or peers. The benchmark used in deciding our stock
rating is the trailing three-year average vyield of the 12-month T-Bill plus one standard deviation
rounded to the nearest percent.

Coronation Merchant Bank uses the following rating system:

Buy:

Hold:

Sell:

Under Review
(UR):

Not Rated:

Price targets:
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The analyst considers the stock undervalued and expects the stock to outperform
the Benchmark over the next 12 months or the stated investment horizon.

The analyst considers the stock to be fairly valued and expects the stock to perform
in line with the Benchmark over the next 12 months or the stated investment
horizon.

The analyst considers the stock overvalued and expects the stock to underperform
the Benchmark over the next 12 months or the stated investment horizon.

Where the company covered has a significant material event with further
information pending or to be announced, it may be necessary to temporarily place
the investment rating Under Review. This does not revise the previously published
rating, but indicates that the analyst is actively reviewing the investment rating or
waiting for additional information to re-evaluate the expectation of the company’s
performance.

This applies when the stock is either not covered by Coronation Research or the
rating and price target has been suspended temporarily to comply with applicable
regulations and/or firm policies in certain circumstances including when
Coronation Merchant Bank is acting in an advisory capacity in a merger or strategic
transaction involving the company or due to factors which limits the analysts’
ability to provide forecasts for the company in question.

Price targets reflect the analyst's estimates for the company's earnings. The
achievement of any price target may be impeded by general market and
macroeconomic trends, and by other risks related to the company or the market,
and may not occur if the company's earnings fall short of estimates.
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In cases where issuing of research is restricted due to legal, regulatory or contractual obligations,
publishing investment ratings will be restricted. Previously published investment ratings should
not be relied upon as they may no longer reflect the analysts’' current expectations of total return.
While restricted, the analyst may not always be able to keep you informed of events or provide
background information relating to the issuer.

If the investment rating on a stock has not been reviewed for a period of one year, coverage of the
stock will be discontinued by Coronation Research. Investment decisions should be based upon
personal investment objectives and should be made only after evaluating the security's expected
performance and risk. Coronation Research reserves the right to update or amend its investment
ratings in any way and at any time it determines.

By accepting this document, you agree to be bound by all the preceding provisions. The
information contained in this document is confidential and is solely for use of those persons to
whom it is addressed and may not be reproduced, further distributed to any other person or
published, in whole or in part, for any purpose without the written consent of Coronation
Merchant Bank.

© Coronation Merchant Bank 2018. All rights reserved

Coronation Merchant Bank,
10 Amodu Ojikutu Street,
PO Box 74853, Victoria Island
Lagos, Nigeria.
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