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The Federal Government of Nigeria (FGN) is proposing a revised budget for 2020 which is 
designed to generate a deficit in the region of N5.2 trillion (US$13.5 billion), up from the 
previous estimate of N2.2 trillion. Normally one would expect the prospect of rising 
government debt to spur interest rate rises. But there appears to be a delayed reaction. First, 
the government continues to believe that it will finance the bulk of the deficit in foreign 
currencies; second, it believes that it will crowd out private-sector lending if it issues a high 
level of T-bill and Naira-denominated bonds. Meanwhile, the liquidity of the banking system 
is fair. So we do not expect significant interest rate rises this quarter, though things could 
change a lot later this year. See page 2 for details.

FX
Last week the Naira depreciated by 0.34% to N386.13/US$ in the NAFEX market (also 
known as the I&E Window, where the rate is the one quoted by Bloomberg) and by 0.24% to 
N416.00/US$ in the parallel market. The volatility in the Naira/US dollar rate may extend 
longer, in our view, given depressed oil prices, difficulty in wooing foreign portfolio investors 
and in issuing eurobonds. The prospect of the IMF and the World Bank supplying US dollar 
loans to the government is important, but these initiatives are linked to the coronavirus 
pandemic rather than the related oil price slump specifically. In any case, it is unlikely that 
loans from the IMF and World Bank would be sufficient to stem the shortfall of US dollar 
supply to the Central Bank of Nigeria (CBN) from the usual state (oil sector) and private 
sector (loans and eurobond) sources, in our view.

Bonds & T-bills
The secondary market yield for a Federal Government of Nigeria (FGN) Naira bond with 10 
years to maturity declined by 45bps to 11.81%, and at 3 years increased by 5bps to 9.26% 
last week. The annualised yield on 300-day T-bill, the longest duration available in the 
secondary market, increased by 61bps to 4.04%, while a CBN Open Market Operation 
(OMO) bill with similar tenure closed at 12.23%, 236bps down week-on-week. This week 
inflows worth N267.67bn are expected from OMO maturities. We think this will lead to 
compression of yields even as the CBN will likely mop up excess liquidity from the system.

Oil
The price of Brent declined by 10.80% last week to US$28.08/bbl. The average price, year-
to-date, is US$47.58/bbl, 25.89% lower than the average of US$64.20/bbl in 2019, and 
33.64% lower than the average of US$71.69/bbl in 2018. The pressure on oil prices, despite 
an approximate 10.0% cut in global production, may be attributed to lack of sufficient 
storage facilities around the world as global demand continues to crumble amid lockdowns 
and travel restrictions in many countries.

Equities
The Nigerian Stock Exchange All-Share Index (NSE-ASI) advanced by 7.19% last week, the 
year-to-date return is negative 14.61%. Last week Nigerian Breweries (+45.72%), Nestle 
Nigeria (+16.48%), Dangote Cement (+16.24%) and Dangote Sugar (+15.42%) closed 
positive, while Ardova Oil (-10.22%), Cadbury Nigeria (-8.70%), Lafarge Africa (-8.30%) and 
FCMB Group (-6.43%) fell. On balance, we do not think that this will be a sustained rally like 
the one we saw begin in April 2017, which anticipated currency devaluation that year. All the 
same, we think it makes sense to increase portfolio weights in the stocks with deep value, 
without chasing the rally indiscriminately. See page 3 for details.

WoW Performance of C-30

Naira Sovereign Yields

Spot

319-day (OMO) 12.23%

300-day (T-bill) 4.04%

3 Year 9.26%

7 Year 11.51%

10 Year 11.81%

Inflation 12.20%

Quotes at 17 April 2020

Source: NSE, FMDQ
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Usually there is a clear relationship between currency weakness and interest rates. Currencies that weaken 
have interest rates that go up. And usually there is a clear relationship between government deficits and 
interest rates. Government deficits rise and, in order to provide investors with sufficiently attractive returns, 
interest rates go up. However, this is not happening in Nigeria, at least not yet. The direction of interest rates, 
as least for the rest of this quarter, seems to be flat-to-declining, in our view,

To begin with, the Central Bank of Nigeria (CBN) created a clear distinction between the foreign investor 
elements in its interest rates and domestic investors when, last October, it banned most domestic institutions 
from buying its Open Market Operation (OMO) bills. After a few months of redemptions this has left the 
OMO market largely in the hand of foreigners, while rates on Naira-denominated T-bills and Naira-
denominated bonds have crashed. There appears to be very limited buying of new OMO bills (or of T-bills) by 
foreigners at the moment, so interest rates are – for the time being – not relevant to foreign exchange rate 
management.
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Next, the government believes that it should not be asking domestic institutions, including pension funds, 
mutual funds, insurance companies and banks, to fund the bulk of its deficit. The government’s Debt 
Management Office (DMO) made this clear at the beginning of the year, admittedly when the budget deficit 
in 2020 was envisaged to be N2.2 trillion rather than N5.2 trillion now.

A third point is that the CBN believes that the mission of the commercial banks is to lend money to customers, 
which of course is difficult when the challenging oil price and foreign exchange environment provide 
enormous headwinds to the trade sector of the economy (about 16% of GDP), the manufacturing sector of the 
economy (about 9% of GDP) and, of course, the oil sector (about 9%) of GDP.  With 34% of the economy likely 
to be in recession, one cannot expect banks to make a lot of new loans. 

And it is unlikely that they are making many new loans, not least because in times like these they are most 
likely concerned with risk management rather than with expanding risk assets. Therefore, the liquidity 
positions of the banks remains quite high (see chart) and this situation may continue for quite some time.  
Banks with an increasing supply of funds, and limited options when it comes to creating risk assets, are likely 
to invest in fixed income, in our view.

All the above dynamics are likely to change in a few months, assuming that Nigeria will have to fund a large 
part of its deficit internally and assuming that interest rates across the board will have to appeal to foreign 
investors (if they can be persuaded that the currency has reached a stable level). For the time being we believe 
that policies are likely to keep rates from rising sharply.

Banks closing balances y-t-d excluding outliers, billions of Naira

Source: CBN, Coronation Research.
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Model Equity Portfolio for the week ending 17 April 2020

Last week the Model Equity Portfolio gained 4.18%, compared with a rise in the Nigerian Stock Exchange All-Share 
Index (NSE-ASI) of 7.19%, therefore underperforming by an alarming 301 basis points. Year-to-date it has lost 8.34%, 
against a loss of 14.61% in the NSE-ASI, therefore outperforming it by 627bps. Over the last two weeks (both of 
them with just four trading sessions) the NSE-ASI has risen by 8.66%. Clearly, it is difficult to keep up when we are 
carrying a notional cash position of 53.7%.

Understanding the nature of the rally is important when figuring out what to do next. To an extent, it was a rally 
inspired by other rallies in equity markets around the world and, locally, by reinvestment of recently-paid dividends. 
And it was a rally inspired by the fact that the NSE-ASI had earlier fallen to close to 20,000 points, and many stocks 
were at multi-year lows. Neither of these two factor alter the fundamentals of listed companies, nor give investors 
profound reasons to buy, however.  Valuations are at multi-year lows, which is encouraging. A cautious investor 
would make some purchases at low levels with a view to holding for the medium-to-long term (in our book, two-to-
five years). In other words, it makes sense to buy more of the stocks that we like, and hold less cash than before, but 
not to buy fast-rising stocks just because they are rising.

For example, Nigerian Breweries rallied by 43.78% last week. We are not convinced by the investment case for 
Nigerian Breweries (we think consumers will have limited discretionary spending for several years to come, so there 
is a question mark over beer and spirits sales) and a rally of 43.78% in the stock in a week does not change our minds.  
BUA Cement, we note, rallied by 8.33% on Friday (and contributed 160 basis points to the performance of the NSE-
ASI in a single day), but that does not make an investment case for BUA Cement, in our view.

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.

The strategic question is whether this is the rally, the one that predicts (because equity markets do predict) the end 
of the crisis, and the one that signals the imminent return of normal (i.e. average for the cycle) valuations. It is a 
tough question. In early 2017 the NSE-ASI rallied strongly and consistently, starting in April, ahead of the final 
resolution of the currency issue in August - the equity market predicted well. But in both 2015 and 2016 (when the 
Naira devalued from N199/US$1 to N316/US$1) there were rallies that later reversed. The danger is that this rally 
does not predict the end of the crisis accurately, and that the rally in the NSE-ASI is coming too soon.

Having said this, our notional cash position is very high and it seems reasonable to buy stocks which we like (there 
aren't very many of them) and which are cheap. We intend, this week, to raise our notional position in MTN Nigeria 
to 26.0% of the portfolio after it goes ex-dividend and to raise our notional position in Dangote Cement to close to a 
neutral weight of 19.0%.

April 9, 2020 April 17, 2020 Performance attribution  (bps)

Security position, N position, N Security weighting Weekly change ytd change Past Week ytd

FBNH 94,000,000 94,000,000 1.0% 0.0% -28.8% 0 -131 

Zenith 329,000,000 352,500,000 3.8% 7.1% -23.5% 27 -50 

UBA 124,000,000 120,000,000 1.3% -3.2% -20.8% -5 -106 

GT Bank 433,550,000 478,400,000 5.2% 10.3% -31.2% 51 -329 

MTN 1,776,500,000 1,898,050,000 20.7% 6.8% -7.1% 138 -61 

Dangote Cement 1,053,000,000 1,224,000,000 13.4% 16.2% -7.1% 194 -47 

Nestle Nigeria 66,400,000 77,360,000 0.8% 16.5% -34.2% 12 -110 

Cash 4,922,105,909 4,922,105,909 53.7% 0.0% 0.0% 0 0 

Total 8,798,555,909 9,166,415,909 100% 4.18% -8.34% 418 -834 
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company or companies, and independently of the issuer of security or securities, covered in
this report, and (has) have done so using publicly-available information. Information used in
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delete the report.

This report is intended for corporate and institutional clients of Coronation Merchant Bank Ltd,
and of its subsidiaries and affiliates, where those clients are regulated and professional
investment 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-fenced with regard to the
activities of Coronation Asset Management Ltd. The Head of Research, contractors 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 analyst(s), and/or Head of Research, mentioned at the
beginning of this report is (are) employed by Coronation Merchant Bank Ltd in the Federal
Republic of Nigeria, and while subject to the laws of 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’,
during 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/or Head of Research, mentioned at
the beginning of this report, is (are) not registered or qualified as research analysts with the
Financial Industry Regulatory Authority in the US, nor registered with the Financial Conduct
Authority of the United Kingdom. No liability for 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 by 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 given at the beginning of the report. No part of the compensation of the analyst(s) and Head
of Research mentioned at the beginning of this report is, or will be, related to the views or
recommendations(s) given in this report.
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 Department 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 influences 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 their publication. 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 relationships 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. Disclosure(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 affiliates 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 affiliates expects to receive compensation for investment banking services
from the issuer of these 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
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Security Name Available Disclosure

Access Bank G

Diamond Bank

FBN Holdings G, D

FCMB

Fidelity Bank

Guaranty Trust Bank

Skye Bank

Stanbic IBTC D

UBA D

Zenith Bank 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
yield of the 12-month T-Bill plus one standard deviation rounded to the nearest percent.

Coronation Merchant Bank uses the following rating system:

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

Hold: 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.

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

Under Review (UR): 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.

Not Rated: 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: 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.
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