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Nigeria Weekly Update
Global volatility at 10-year high

The VIX Index, a US index of volatility, stands at its highest level since the
global financial crash of 2008. Volatility is not the same thing as risk, but
volatility can cause risk if global investors head towards safe assets (e.g. US
bonds) and do not wish to refinance comparatively risky assets in emerging
markets. Meanwhile oil prices fell sharply last week, with a familiar story of
a country taking on the US shale industry. This looks like a problem. See
page 2 for details.

FX

Nigeria’s foreign exchange markets were volatile last week in the face of low oil
prices and currency disruption in other commaodity-producing nations such as
Russia and Brazil. In the NAFEX market (which supplies the rate quoted by
Bloomberg - it is also known as the I&E Window) the Naira began the week at
N363.45/USS1 and ended it at N368.34/USS1. In the parallel, or street, market the
Naira was quoted at N360/USS1 (to buy US dollars) at the beginning of the week
and briefly touched N400/USS$1 on Thursday before strengthening to
N380//USS1 on Friday. Late in the week the Central Bank of Nigeria supplied the
NAFEX market with US$210m which quietened things down.

Bonds & T-bills

The secondary market yield for a Federal Government of Nigeria (FGN) Naira
bond with 10 years to maturity rose by 123bps t0 12.02%, and at 3 years rose by
69bps to 9.42% last week. The annualised yield on 335-day T-bill, the longest
duration available in the secondary market, declined by 1bp to 5.90%, while a
CBN Open Market Operation (OMO) bill with similar tenure closed at 15.57%,
145bps up week-on-week. The bond market was bearish as market players
remained wary of the impact of falling oil prices on the country's crude oil
revenues.

Oil

The price of Brent declined by 25.23% last week to US$33.85/bbl. The average
price, year-to-date, is US$56.46/bbl, 12.06% lower than the average of
US$64.20/bbl in 2019, and 21.25% lower than the average of USS$71.69/bbl in
2018. The sharp slow-down in economic activity brought on by the COVID-19 is
being compounded by a potential flood of supply, with top producers Saudi
Arabia and Russia pledging to ramp up production. At the moment, there is no
likelihood of a reconciliation between these countries, dimming the possibility of
price increase in the short-term.

Equities

The Nigerian Stock Exchange All-Share Index (NSE-ASI) declined by 13.49% last
week, the year-to-date return is negative 15.30%. Last week Zenith Bank (-
42.3%), Cadbury Nigeria (-32.1%), Access Bank (-31.2%) and Oando (-30.0%) fell.
Zenith Bank went ex-dividend on Tuesday 10 March. Nigeria's equity market
joined the global rout. Given that there is no improvement in the global outlook
— depressed oil prices and the coronavirus pandemic - we think there is still a
possibility of further declines..

¢ Oil price crash
¢ Model Equity Portfolio

Naira Sovereign Yields
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340-day (OMO) 15.57%
335-day (T-bill) 5.90%
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Oil price crash

The recent crash in the oil market promises a lot of pain for the two countries at
loggerheads — Saudi Arabia and Russia — and other oil dependent economies such as
Nigeria, Iran and Venezuela. While the impact may be less severe for Russia, because
of its reported USS$570.0bn FX reserves, it could be problematic for other countries if
oil prices remains at the current level for a long period.

Russia depends heavily on oil production taxes and needs the price of oil to stay above
USS$42/bbl to keep its budget balanced: Saudi Arabia, on the other hand needs it to

be around US$50/bbl. The difference, then, is not large, and it might seem that the
best option would have been to reach an agreement to reduce production in a
coordinated fashion so as to stabilize prices. Indeed, this happened during the period
from 2016 until now. But both countries have chosen confrontation, which has led to a
slump in oil prices that were already affected by reduction in demand due to the
coronavirus epidemic.

Qil prices (USS$/bbl) Oil futures (USS/bbI)

Source: Bloomberg, Coronation Research.

Russia appears to be making a point of taking oil prices down in order to win back market
share lost to shale oil producers in the US during recent years. If Russia truly has the
resources to do this — in other words, if it can make good budget shortfalls with savings -
then this could be bad news for oil prices over a long-perhaps two-year - period. Saudi
Arabia has vowed to increase production and also has significant foreign exchange
reserves (though it is not clear how much it can spend meeting budget shortfalls).

A similar move by Saudi Arabia to curtail US shale production in late 2014 and 2015 ended
in failure, and prompted the 'OPEC plus Russia’ agreements to hold prices steady after
2016. The problem, this time around, is not only that Russia and Saudi Arabia are at
loggerheads, but that the US is in a good position to grant soft loans to its shale
producers, something that might stave off recession in key US states during an election
year.

Therefore, our concern is that oil prices may remain depressed for a long time because the
world’s three largest oil producers may attempt to out-finance each other. Even if the oil
price slump is only as long as it was in 2015 and 2016 (the average price of Brent was
USS$53.56/bbl in 2015 and US$45.08/bbl in 2016) then the potential for disruption for other
oil producers would be significant, in our view.
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Model Equity Portfolio

Last week the Model Equity Portfolio lost 6.63% compared with the NSE-ASI which
lost 13.49%. Year-to-date its loss is 10.17% compared with a loss of 15.30% for the NSE-
ASI. Much of the relative outperformance of the Model Equity Portfolio can be
attributed to our decision to de-risk it, taking the cash position 64.8%. Naturally, we
understand that most equity funds are restricted from holding such a high proportion
of cash.

It was noticeable last week that there was almost nowhere to hide in the equity
market, at least among the largest index weights and the most traded stocks. There is
a frustrating lack of low-beta stocks, and our bank positions tended to move a lot last
week.

Model Equity Portfolio for the week ending 13 March 2020

March 6, 2020 March 13, 2020 Performance attribution (bps)
Security position, N position, N Security weighting Weekly change ytd change Past Week ytd
FBNH 107,000,000 80,000,000 0.9% -252% -394% -28 -145
Zenith 282,000,000 178,500,000 1.9% -36.7% -39.3% -108 -109
UBA 138,000,000 101,000,000 1.0% -26.8% -33.3% -38 -125
GT Bank 295,200,000 228,000,000 2.4% -22.8% -371% -70 -348
MTN 1,633,000,000 1,323,440,000 13.8% -19.0% -14.7% -322 -206
Dangote Cement 850,000,000 765,000,000 8.0% -10.0% 45% -88 30
Nestle Nigeria 81,360,000 73,224,000 0.8% -10.0% -377% -8 -4
Cash 6,233,836,244 6,233,836,244 64.8% 0.0% 0.0% 0 0
Total 9,620,396,244 8,983,000,244 93% -6.63% -10.17% -663 -1,017

Having not been able to buy Dangote Cement last week we aim to build an index-
neutral position in it this week, and we will make index-neutral, by buying a little extra
stock, our positions in Zenith Bank and GT Bank, both of which look remarkably cheap
at these levels.

However, we intend to remain underweight equities overall, believing that the market
is still set for stormy weather.

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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