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Executive Summary 

In its April 2018 World Economic Outlook (WEO), the International Monetary 

Fund (IMF) initially estimated global growth at 3.9% in 2018, owing to 

expectations of sustained momentum in advanced economies and emerging 

markets. However, in its October 2018 WEO, the IMF revised global growth 

downwards to 3.7% in 2018 o unchanged from growth in 2017. The downward 

review in growth mainly reflected slower than expected economic activity in 

advanced economies as global trade and industrial production declined.  

In 2019, global growth is anticipated to remain unchanged at 3.7%, revised 

downwards from the initial forecast of 3.9% in April 2018. This is expected to 

reflect an uneven pace of economic activity across the world as slower global 

trade, tighter financial conditions and political risks soften economic activity. 

The IMF hinted that growth has peaked and is expected to decelerate over the 

medium -term. In advanced economies, growth is projected to slow to 2.1% in 

2019 from 2.4% in 2018. Similarly, growth is expected to stay at 4.7% in 2019 in 

Emerging Markets and Developing Economies (EMDEs), unchanged for three 

consecutive years.  

Moderating Global Growth Prospects to Weigh on Oil Demand  

The rally in oil prices, which began in 2017, was sustained into 2018 as global oil 

demand improved, with oil prices reaching a 2 -year high of US$86.29/b 

(03/10/18). In addition to improved demand for oil, higher oil prices were 

expected as renewed sanctions on Iran curbed global oil supply. On the contrary, 

a downturn was recorded in the market as oil prices trended lower owing to 

waivers granted to eight countries to continue importation of Iranian oil as well 

as increased supply from the US (17.8mb/d) which now produces more oil than 

Saudi Arabia (12.1mb/d) and Russia (11.2mb/d). Despite weaker prices in the last 

two months of 2018, oil prices averaged US$71.7/b, higher than the average oil 

prices of US$52.51/b in 2017.  

In 2019, the prospects for higher oil prices are dim, with oil prices estimated to 

average US$60.0 /b which is below the average of US$71.7/b in 2018. The 

projected oil price reflects steady oil supply and a moderate increase in global 

oil demand due to the ongoing slower global growth momentum.  

Sustained Policy Normalisation from Systemically Important Central Banks  

Monetary policy in advanced economies has largely been accommodative since 

the global financial market meltdown in 2008, providing cheap capital to 

support economic growth. However, in recent times, central banks in advanced 

economies have guided towards a tighter monetary policy, in line with pre -crisis 

conditions. In emerging markets, monetary authorities have responded by also 

adopting a tighter monetary stance to keep rates attractive in order to retain 

and sustain capital flows.  

The major theme in 2019 is likely to be monetary policy convergence across 

advanced economies. We believe central banks of developed economies will 

continue to reverse accommodative monetary policy stances and eventually 

GPMMPX UIF 'FEFSBM 3FTFSWFæT QBUI UPXBSET IJHIFS JOUFSFTU SBUFTí 5IJT JT FYQFDUFE 

to negatively impact Emerging Markets (Ems) owing to capital flow reversals, 

but the extent to which policy normalisation will have a negative impact is 
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uncertain given a moderating growth outlook for developed markets and the 

global economy.  

Turmoil in Global Financial Markets amidst Geopolitical Tensions  

Following a bullish run in global markets in 2017, the year 2018 started with the 

same positive momentum. However, concerns of weaker economic growth, 

geopolitical tensions and uncertainties surrounding trade disputes resulted in sell

-offs across equity markets. As a result, the MSCI World, Emerging and Frontier 

Markets indices all posted negative returns in 2018.  

The Federal Reserve has led the charge for policy normalisation raising rates four 

times in 2018 to 2.25 -2.50% on the back of stronger economic growth driven by 

rising consumer spending, low unemployment and steady inflation around the 

2.0% target. As a result, the benchmark 10 -year treasury yield reached a seven -

year high of 3.2% which triggered volatility across global markets. Against the 

backdrop of expected rate hikes and sustained monetary tightening in the US 

and other advanced markets in 2019, we anticipate continued volatility in 

emerging and frontier markets. Also, in Europe, Brexit and the EU -Italy fiscal 

standoff are poised to have significant effect on market performance.  

In many ways, our outlook for 2019 is dependent on the outcome of the general 

elections and the likely impact it will have on the overall economy. The 

presidential election will be a tight contest between the two leading political 

parties, similar to 2015 when President Buhari of the All Progressives Congress 

ç"1$è VOTFBUFE 1SFTJEFOU +POBUIBO BOE UIF 1FPQMFæT %FNPDSBUJD 1BSUZ ç1%1è 

which had hitherto been in power for sixteen years. In 2015, anti -corruption, 

security and the economy were on the ballot. President Buhari was considered 

an honest politician who would fight corruption and a former army general 

capable of resolving Boko Haram insurgency as well as security issues in the 

Niger -Delta. Similarly, President Buhari received wide approval because he 

promised social interventions to reduce poverty. This was because despite robust 

growth under the PDP, inequality and poverty worsened.  

Going into the 2019 elections, these issues are still on the ballot, but the larger 

part of the conversation has been focused on the economy. Growth has 

retreated, below long -term growth rate of 6 -7%, just as unemployment & 

underemployment have worsened at 23.1% and 20.1% respectively in Q3:2018 

(8.2% and 18.3% respectively in Q2:2015). According to a report by the 

Brookings Institution, Nigeria now has the highest number of poor people in the 

XPSME NBLJOH /JHFSJB UIF XPSMEæT QPWFSUZ DBQJUBMí "MTPë XIJMF TFDVSJUZ IBT 

improved slightly, the risk of instability is still elevated across regions. In the 

North -East, Boko-Haram continues to wreak havoc. In the South -East, secessionist 

agitations which have recently calmed down remain a latent risk, while conflict 

between farmers and herders has elevated insecurity in the Middle -Belt of the 

country. Meanwhile, the situation with cattle rustling in the North -West is yet to 

abate. In the Niger -Delta, a delicate pact has restored calm, but the situation 

remains precariously balanced.  
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In 2018, two distinct growth paths emerged. However, the pace of growth 

remained slow and uneven, well below our historical long -term growth rate of 6

-7% and the pre -recession level of 2.8%. Real GDP growth came in at 1.9% in 

Q1:2018, below our estimate, due to a poor performance in the Service sector 

and a slower expansion in Agriculture. In Q2:2018, growth further moderated to 

1.5% due to both a 5.0% contraction in oil output and a slump in Agriculture 

growth to 1.2% - the lowest in more than a decade. In Q3:2018, growth came in 

better at 1.8% but this was slower than the 2.1% we expected. Oil output 

contracted by 2.9% and agriculture growth remained weak at 1.9% in Q3:2018. 

This prompted a revision of our forecast of FY:2018 growth to 1.9% from 2.1%.  

Our growth expectations in 2019 are somewhat linked to the outcome of the 

election. We modelled three scenarios to capture different effects:  

1. the Base case assumes that President Buhari wins the election, there is policy 

continuity, and not much else changes.  

2. the Optimistic case is that regardless of the winner, the government 

implements reforms to attract investment.  

3. the Pessimistic case assumes that political risks intensify and leads to 

continued violence in the Middle -Belt, North -East and the Niger -Delta.  

*O PVS ABase caseæ GPS ñïðøë XF EP OPU FYQFDU B NBSLFE UVSOBSPVOE JO UIF 

economy. We estimate that growth will improve to 2.5% from 1.9% in 2018 

based on the expectation of improved oil GDP and sustained expansion in the 

non -oil sector. This forecast implies that with population growing at 2.6 -3.0%, 

Nigerians are projected to remain poorer on the average in 2019. We believe this 

growth outcome will reflect a soft rebound in Agriculture, increased oil output 

and better performance in the Services and Manufacturing sectors. The 

downside risks remain the slower than expected recovery in Agriculture, oil 

prices below budget benchmark of US$60.0/bl and oil production at less than 

2.0mb/d (including condensates).  

*O PVS APessimistic caseæë XF FYQFDU UIF JNQBDU PG JOTFDVSJUZ UP CF GFMU UISPVHI 

lower agricultural and oil output. We assume that the decline in oil production 

will mirror the drop seen between Q2:2016 and Q3:2016. For agriculture, we 

expect growth to continue at its underwhelming pace of sub 2.0%. The 

combined impact of these will lead to a moderation in growth below 1.0%. 

Meanwhile, growth in the Services and Manufacturing sectors will weaken as 

lower oil exports and investment prompt an exchange rate depreciation. This 

will lead to high input costs for manufacturers and pricing adjustments will 

affect consumer purchasing power.  

*O PVS AOptimistic caseæë XF FYQFDU SFGPSNT UP TFU UIF QBDF GPS )ñùñïðøí .PTU 

important is the removal of energy subsidies which will improve government 

revenues. We also expect increased private sector investments due to the 

liberalisation of the downstream Oil & Gas and Power sectors. Although this is 

likely to inflict pains in the short -term, gains will not be visible until the medium -

term. Hence, while we forecast GDP to slightly expand at 2.7% in 2019, we 

expect a faster pace of growth in the medium -term. The main risks to our 

projections remain poor implementation of reforms and the lack of political will 

to follow -through on proposed plans.  

Inflation Outlook: Power and Oil & Gas Reforms Pose Inflationary Risks  

The direction of inflation was positive for most of 2018 as there was a 
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deceleration to a 30 -month low of 11.1% in July 2018 (January 2018: 15.1%). 

This disinflation was mainly driven by a high base and continued exchange rate 

stability. However, the streak turned for most of H2:2018 as inflation rose 

slightly due to a low base, although moderating food prices tempered the 

increase in headline inflation. We estimate monthly inflation to average 12.2% 

in 2019, an improvement over 16.5% in 2017.  

In 2019, we expect inflation to remain elevated at double -digit levels but we 

note that the inflation trajectory remains largely unclear for various reasons. The 

biggest downside risk we foresee is supply shocks. These will come from an 

adjustment of petrol and electricity prices as well as continued insecurity in the 

food planting Middle -Belt. In our opinion, the impact of the new minimum wage 

will be moderate as funding remains unclear due to weak government finances. 

This will likely cause implementation to suffer, especially at the sub -national 

level.  

 

External Balance: Oil Prices and Remittances Provide Support  

/JHFSJBæT FYUFSOBM CBMBODF XBT TUSPOH JO )ðùñïð÷ë TVTUBJOJOH JUT SFUVSO UP QPTJUJWF 

territory since Q4:2016. The external balance also breached record highs during 

H1:2018 as the global environment was favourable. In H2:2018, the diverse 

headwinds we expected crystallised. Capital flow reversals intensified due to 

increasing interest rates in advanced economies which made EMs and Frontier 

Markets (FM) assets less attractive. Geo -political risks ς  the spat between Turkey 

and US for example ς  spurred a contagion which led to capital outflows in EMs 

and FMs. The broad implication of these headwinds was depreciations of 

currencies and negative external balances. South -Africa, Turkey and Argentina 

recorded the deepest currency depreciations in EMs while Nigeria saw mild 

depreciations at year -end 2018.  

In 2019, we expect sustained positive current account balances due to stable 

remittances, expectation of stable oil production at around 2.1mb/d and stable 

oil prices at US$60.0. However, the current account balance to GDP is expected 

to slightly moderate due to slower growth in trade surplus. Post -2019 elections, 

we could see the return of investors as there is more clarity. This would support a 

much-improved external position. Also, fewer rate hikes by the US Fed would 

also support improved capital flows. However, weak economic prospects in the 

UK due to Brexit and the halt of monetary stimulus in the EU are major 

downside risks to capital inflows.  

 

Exchange Rate to Breach Resistance Levels in 2019  

The exchange rate stability which we anticipated was achieved for most of 2018. 

The official rate remained unchanged from N305.00/US$1.00, its level since 

September 2016. However, in the I&E window and parallel market, rates 

converged at N360.00/US$1.00. The current account balance to GDP which hit a 

five -year high of 4.4% in Q2:2018 supported exchange rate stability. However, 

turbulence soon emerged in H2:2018 when investors retreated from emerging 

and frontier markets. In Nigeria, policy uncertainty as a result of the upcoming 

elections also made investors jittery. Consequently, increased FX demand led to 

depreciation in rates to N366.00/US$1.00 in the parallel market and the rate at 

the I&E window was also pressured. To support stability, the CBN responded by 
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increasing the size and frequency of its intervention for BDCs and this restored 

calm.  

In 2019, the currency faces a downside risk. Foreign capital flows may remain 

constrained due to both political risk and elevated interest rate in advanced 

FDPOPNJFTí 5IJT XJMM IFBWJMZ JNQBDU /JHFSJBæT FYUFSOBM QPTJUJPO BOE XFBLFO 

external reserves accretion. However, the CBN has guided towards a tight 

monetary policy stance which should help attract capital inflows. We also expect 

a stable current account surplus to support reserves accretion, if oil production 

remains steady at 2.1mb/d as expected, and oil prices remain above US$50.00/b. 

Overall, we believe the exchange rate will remain stable, especially in H1:2019, 

since the CBN has ample reserves for interventions. However, we note that 

pressures on the currency will intensify in H2:2019. Hence, we may see a 

depreciation in the currency to N401.00/US$1.00, mirroring the rate of 12 -month 

non -deliverable forwards quoted on Bloomberg. We note that the likely 

emergence of a new CBN governor by mid -2018 may result in a new exchange 

rate policy.  

Monetary Policy to Remain Tight in 2019  

The monetary policy environment has remained tight since 2016 despite weak 

economic growth. While growth has stayed below population growth rate of 

2.6% since 2016, inflation has remained elevated at double -digit o slowing to 

12.2% monthly average in 2018 (2017: 16.5%). With price stability as objective, 

the MPC retained Monetary Policy Rate at 14.0% with a corridor of +2%/ -5% in 

2018, as well as Cash Reserve Ratio at 22.5% and liquidity ratio at 30.0% in 2018.  

Looking forward, the guidance offered by the Bank so far is that the restrictive 

monetary policy stance will remain in place for the early part of 2019. This is due 

to expected inflationary pressures from food shortages, fiscal spending and 

possible implementation of a new minimum wage of N30,000/month. In our 

view, food shortages and a devaluation in exchange rate are the biggest threats 

to inflation, as well as pricing adjustments for electricity and petrol.  

The performance of the domestic bourse in 2018 was largely bearish as sustained 

sell offs dragged the benchmark index down 17.8%. The year began with 

optimism, riding on the positive wave of 2017 which was stoked by the launch of 

UIF *OWFTUPSTæ å &YQPSUFSTæ ç*å&è '9 XJOEPX CVU UIJT TMPXMZ EJTTJQBUFE CZ UIF FOE 

of January 2018. In January, the benchmark index rapidly accelerated to as high 

as 17.9% (19/01/2018) before the bearish run set in. The gains recorded at the 

start of the year were largely in line with our views on the performance of the 

market for 2018, although we expected a weaker performance for H2:2018 as 

jitters of the impending elections filtered in. However, the impact of the 

upcoming elections was somewhat underestimated as this was a major drawback 

to market performance in the year alongside increased policy normalisation in 

systemically important central banks.  

Consequently, investor sentiment remained weak for the greater part of 2018 

despite rising oil prices and stronger reserves (2018 high US$47.9bn on 10/5/2018) 

as foreign and domestic participation in the market waned significantly. On the 

average, domestic investors accounted for 50.5% of transactions relative to 

49.5% of foreign investors, while net value of transactions by foreign investors 
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was negative as outflows (N513.5bn) surpassed inflows (N477.7bn).  

In 2019 we expect that equities will remain unfavoured by investors until after 

elections, which wraps up in March 2019, when the effect of the negative 

sentiment is expected to dissipate. Also, we opine that some of the expected 

drivers of market performance in 2018 still hold true, although we do not expect 

the impact to be seen until after the elections. Against this backdrop, we 

forecast market performance to strengthen in 2019 and we highlight some key 

themes that are anticipated to shape the market. These factors include:  

¶ Post-Election Stability Leading to Return of Foreign Investors  

¶ New listings  

¶ $PSQPSBUFTæ &BSOJOHT 1FSGPSNBODF 

¶ Sustained improvement in Macroeconomic Indicators  

Finally, we modelled market return scenarios around expectations on domestic 

monetary and fiscal policy, possible election outcomes, momentum of economic 

growth, dynamics of funds flow and outlook on global growth with the possible 

effect on policy normalisation. Although we are positive on equities market 

performance post -elections, our expectation hinges on possible scenarios amidst 

the various risk factors envisaged for equity investing in 2019. We 

conceptualized three major possible outcomes that could play out irrespective of 

the winner of the presidential elections. Consequently, our forecasted market 

return for 2019 on the three scenarios are Bear: -33.4%, Base: +42.0% and Bull: 

+117.7%.  

0VS APessimistic Caseæ XJUI B QSPCBCJMJUZ PG óïíïä FOWJTJPOT B MFTT MJLFMZ QPTU-

election violence characterised by slower than expected pace of economic 

growth in addition to negative signals in monetary policy management and 

increased pace of policy normalisation, especially from the Bank of England 

(BoE). We estimated that this scenario would necessitate at least 20.0% decline 

in market EPS and force P/E as low as 6.7x; hence, crystallising in 33.4% decline in 

the broader index by year end.  

0VS A#BTF $BTFæ assumes that the status quo is maintained in major policy 

disposition with successful and violence -free elections, irrespective of the winner, 

this will result in a base case. Our scenario also envisages that the country 

maintains slow but steady economic growth path with fiscal and monetary policy 

conditions subsisting while current pace of global policy normalisation remains. 

In our analysis, this scenario would result in a 6.8% EPS growth with higher 

market P/E (11.4x) resulting in 42.0% market return. We believe the possibility of 

this occurrence is most plausible at 50.0%.  

*O PVS A0QUJNJTUJD $BTFæ, which we assess as the least likely scenario in our view 

with a probability of 10.0%, given the current realities, we assume a change in 

monetary and fiscal policy to drive investments would improve macroeconomic 

fundamentals. This scenario would be most bullish for equities if combined with 

liberalisation of downstream oil and gas sector, new big listings on the NSE 

(including MTN) and weaker than expected global growth that could reverse the 

current course of policy normalisation. This we estimate would result in 15.0% 

growth in EPS with estimated market P/E at 15.2x and market return of 117.7%.  
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The fixed income market was quite volatile in 2018, similar to the previous year, 

even as the Monetary Policy Committee (MPC) opted to maintain the policy rate 

at 14.0% through the year. The Central Bank of Nigeria (CBN) maintained its 

tight monetary stance more vigorously as issues around weak global growth, 

heightened polity risk and higher interest rates in advanced economies which 

prompted capital flow reversals in developing markets came to the fore in 2018.  

From the direction of yields through the quarters in 2018, the volatility in the 

market was apparent, with the sharpest moves recorded at the short -end of the 

curve. This afforded investors the opportunity to record substantial gains in the 

year, as the CBN utilised policy levers to affect market yields and stem 

intensifying capital flow reversals precipitated by a combination of EMs and FMs 

market pressures and policy normalisation by systemically important central 

banks.  

8F FYQFDU UIF QPMJDZ OPSNBMJTBUJPO JO UIF 64 BOE 6,ë BT XFMM BT UIF &6æT EFDJTJPO 

to end its asset purchase program in 2018, to continue to play a part in defining 

the narrative in 2019, given the expected impact on the direction of capital 

flows. Nonetheless, we do not expect a significantly different direction to 

monetary policy from what was witnessed in 2017, with the focus still on driving 

growth and maintaining price stability.  

The Nigerian economy is expected to remain on a tentative path of growth, just 

as monetary policy is expected to remain tight in the face of expected pressure. 

However, with risk factors such as policy normalisation in the US and UK and 

cessation of monetary easing in the EU, as well as soft issues such as the 

potential change of the CBN governor expected to crystallise in the year, we 

expect more volatility, that should allow investors position and ride the curve to 

boost income. Overall market yields on Treasury Bills and Bonds are anticipated 

to moderate by c.2.0% apiece to the range of 13.0 -13.5% in 2018 with the yield 

curve transitioning back to steepness.  

We expect yields to maintain an uptrend going towards the presidential 

elections which will be held in February 2019, with average yields on bonds and 

Treasury Bills forecasted to top out at the 16.0% level. Following the end of the 

elections, we anticipate a resurgence in capital inflows into the country, which 

should result in a moderation in yields as foreign investors take advantage of 

relatively high yields in the market. This expectation is however dependent on 

the peaceful transition of the new government, be it the incumbent or an 

opposition candidate. We highlight some of the revelations from our crystal ball 

below:  

¶ Inflationary Pressure Could Buoy Rates  

¶ Short -term Yield Spike Provides Opportunity  

¶ Yields on Long -Term Instruments Optimal for Duration Play  

¶ Eurobonds Market Will Continue to Hold Trading Value  

¶ Real Sector Support Facility Will Drive Corporate Issuances  

Developments within global and domestic markets cast doubts on investor 

optimism for optimal returns in an o expected to be keenly contested o election 

year. Whilst there is a clear case of undervaluation of Nigerian equities and a 
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yields on Treasury Bills 

and Bonds are 

anticipated to moderate 

by c.2.0% apiece to the 

range of 13.0 -13.5% in 

2018 with the yield 

curve transitioning back 

to steepness.  
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Executive Summary 

relatively higher yield environment compared to frontier and emerging market 

peers, we imagine that, in search of value, investor confidence will be laced with 

caution in 2019. Earlier in 2018, our investment strategy had envisioned an 

equities market driven by sound fundamentals in the first half but with price 

corrections in H2 while lower yield in the second half of 2018, after rising yield in 

H1, was forecast to inspire a bullish performance in the fixed income market.  

Sadly, rising interest rates in the US and UK, coupled with anticipatory election 

apprehensions, compelled a bearish equity outing while sustained high yield 

environment, yet less active fixed income market, especially at the long end of 

the yield curve, delivered less desirable return. Again, as the markets refocus 

with renewed vigour in 2019, worries around the possible election outcomes, 

which could sustain recent bearish tone set since 2018, remain the greatest 

consideration for determining the most optimal strategy that will deliver alpha.  

Hence, our strategy preaches significant overweight on the fixed income market 

for H1:2019 and a balance of play between equities and fixed income markets in 

H2:2019. Election concerns are projected to further drain equities market 

performance until a peaceful transition is achieved in May. Conditioned on other 

macro and market developments, this is anticipated to largely swing equity 

sentiment for unmatched bullish run. Yet, regardless of policy changes post 

elections, for as long as a successful government transition holds sway, the yield 

environment should moderate and swell fixed income assets by H2:2019.  

The year 2017 seemed to herald a resurgence of the Nigerian economy as 

exports recovered and investor confidence was restored in the FX market 

following the introduction of the I&E window. However, these only papered 

over the cracks as strong economic growth has been elusive and calm is yet to 

return in troubled regions. We observe that the widespread economic challenges 

that induced a recession in 2016 persist and will be exposed by any substantial 

economic pressure. These issues prompted us to highlight the dire economic 

outcomes we foresee in the medium -term in our 2018 Banking Sector Report:  

iy in view of the insufficient response to economic frailties so far, we believe 

that challenges facing the Nigerian economy are bound to persist. The two 

pillars of growth since the start of the millennium within the non -oil sector o 

agriculture and services sector o have come under enormous pressure of late and 

only a rejig of the current economic structure and fundamentals through 

reforms will provide respite. As critical structural reforms have been abandoned, 

we only anticipate anaemic growth, making a return to trend over the next five 

years highly elusive. Already, forecasts from the IMF also paint a worrying 

picture with the suggestion that Nigeria could suffer declines in per capita 

income up till 2023 o this would indicate eight -consecutive declines from 2016. w 

The Nigerian economy is currently at crossroads, and 2019 is a defining year 

considering the grim socio -political and economic developments in recent times. 

Since the 2015 elections, growth has persisted below the long -term growth rate 

of 6 -7.0%, the unemployment rate has more than doubled from 9.9% in Q3:2015 

to 23.1% in Q3:2018 and insecurity has spread across all regions of the country. 

Furthermore, according to World Data Lab, the highest number of extremely 

poor people in the world can be found in Nigeria.  

The issues which plague the Nigerian economy and market are storied and have 

been reflected by us through various publications. In our view, the country has 

The Nigerian economy is 

currently at crossroads, 

and 2019 is a defining 

year considering the 

grim socio -political and 

economic developments 

in recent times. Since the 

2015 elections, growth 

has persisted below the 

long -term growth rate 

of 6 -7.0%, the 

unemployment rate has 

more than doubled from 

9.9% in Q3:2015 to 

23.1% in Q3:2018 and 

insecurity has spread 

across all regions of the 

country. Furthermore, 

according to World Data 

Lab, the highest number 

of extremely poor 

people in the world can 

be found in Nigeria.  
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Executive Summary 

come to a point where there needs to be a reset to set the country on the path 

of prosperity or the country faces a bleak future from which the path to recovery 

may extend through a generation. In our 2018 Banking sector Report, we 

highlighted an Economic Agenda for A New Government, focused on 7 key areas 

where we believe market -driven reforms can drive strong economic growth and 

development. These included;  

1. Oil & Gas Sector reform  

2. Power sector reform  

3. Boosting economic competitiveness  

4. Transportation & Infrastructure  

5. Human capital development  

6. Reorganising security architecture  

7. Building Stronger institutions  

The cost of inaction cannot be overstated as we move towards another 

important inflexion point. The risk factors remain on the horizon and remain 

poised to break the bonds of this tenuous seal. The country remains vulnerable 

to oil price shocks as buffers remain weak. While crude oil production levels are 

expected to increase, latent security risks in the Niger -delta region, amid volatile 

oil prices could pressure government finances. Crude oil receipts pressure would 

most definitely filter into FX liquidity risk, which would exert immense pressure 

on the economy. The issues are rife and seemingly insurmountable, if political 

expediency remains the first set of criteria for decision making.  

8F WJFX UIF DPVOUSZ BT CFJOH i0O UIF 1SFDJQJDFw CFDBVTF UIJT QPJOU JO IJTUPSZ 

will determine the next cycle and could very well lock the country into a spiral of 

weak or contracting growth or lay the foundations upon which the country 

emerges to the high phase of growth only witnessed not so long ago. Hence, in 

many ways, our outlook for 2019 and for the medium -term is dependent on the 

elections and the likely impact it would have on the overall economy.  

 

In our 2018 Banking 

sector Report, we 

highlighted an Economic 

Agenda for A New 

Government, focused on 7 

key areas where we 

believe market -driven 

reforms can drive strong 

economic growth and 

development. These 

included;  

¶ Oil & Gas Sector 

reform  

¶ Power sector reform  

¶ Boosting economic 

competitiveness  

¶ Transportation & 

Infrastructure  

¶ Human capital 

development  

¶ Security 

¶ Building Democratic 

institutions & 

Imbibing 

Professionalism in 

Governance  
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Section Two  

Global Macroeconomic Review and  

Outlook  
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In its April 2018 World Economic Outlook (WEO), the 

International Monetary Fund (IMF) initially estimated 

global growth at 3.9% in 2018, owing to expectations of 

sustained momentum in advanced economies and 

emerging markets. However, in its October 2018 WEO, 

the IMF revised global growth downwards to 3.7% in 

2018 o unchanged from growth in 2017. The downward 

review in growth mainly reflected slower than expected 

economic activity in advanced economies as global trade 

and industrial production declined. In the US, growth 

momentum from 2017 was sustained, supported by fiscal 

TUJNVMVT GSPN 1SFTJEFOU 5SVNQæT UBY DVUTí )PXFWFSë 

growth disappointed in the Euro Area and United 

Kingdom (UK) due to slower export growth, weak 

demand due to higher energy prices in net importing 

countries and political uncertainty. In Emerging Markets 

and Developing Economies (EMDEs) growth remained 

NPEFSBUFú JO FNFSHJOH "TJBë $IJOBæT FDPOPNZ TMPXFEë 

although a better momentum in India helped offset this 

weakness. Commodity exporters buoyed growth in Sub -

Saharan Africa (SSA), helped mainly by higher prices. In 

Latin American countries such as Argentina and Brazil, 

political risk affected investor sentiment and drove lower 

economic activity.   

Global growth in 2019 is also anticipated to remain 

unchanged at 3.7%, revised downwards from the initial 

forecast of 3.9% in April 2018. This is expected to reflect 

an uneven pace of economic activity across the world as 

slower global trade, tighter financial conditions and 

political risks soften economic activity. In advanced 

economies, growth is projected to slow to 2.1% in 2019 

from 2.4% in 2018. The IMF hinted that growth has 

peaked and is expected to decelerate over the medium -

term. This is especially so in the US where the impact of 

recent fiscal stimulus is expected to fade, suggesting 

lower positive spillovers to the rest of the world. In 

EMDEs, growth is expected to stay at 4.7% in 2019, 

unchanged for three consecutive years. This would reflect 

a slowdown in emerging Asia where growth is estimated 

0.2ppts lower at 6.3%, driven by weaknesses in China and 

the ASEAN-5. In Emerging and Developing Europe, a 

further slowdown is expected to 2.0% in 2019, showing a 

sustained sharp weakness since a growth of 6.0% in 2017. 

In Latin America, the Caribbean, Middle East & North 

Africa and SSA, a stronger momentum in growth is 

expected to partly offset the deceleration in other major 

regions.  

 

Trade tensions and tighter financial conditions are the 

two main risks likely to weigh on global growth in 2019. 

Higher interest rates due to policy normalisation in 

systemically important banks such as the US Federal 

Reserve (US Fed) and the unwinding of quantitative 

easing by the European Central Bank (ECB) have resulted 

in volatility in financial markets and net capital outflows 

from emerging and frontier markets. The implications are 

weaker currencies and lower growth prospects, especially 

for economies with greater financing needs. Meanwhile, 

the trade war is expected to weigh on growth because 

the US and China have strong linkages with the rest of 

the world through global trade and the financial 

markets.  

The protectionist sentiment of President Trump 

prompted the trade war as higher tariffs on Chinese 

HPPET XFSF JNQMFNFOUFE UP SFEVDF 64æ USBEF EFGJDJU XJUI 

China. In mid -2018, the US announced a tariff of 15.0% 

on US$50.0bn worth of Chinese goods and China 

retaliated with tariffs of 25.0% on US$50.0bn worth of 

US goods. Despite several trade negotiations, both 

Global Macroeconomic Review and Outlook  

$IBSU ðù *.'æT (MPCBM (SPXUI 'PSFDBTU çñïðö o 2019F)  

Source: IMF, Afrinvest Research  
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countries could not secure a trade deal. Hence, by year -

end 2018, the US and China had placed import tariffs on 

US$250.0bn and US$110.0bn worth of goods on either 

side respectively. The tariffs have been imposed on 

aluminium, steel, agricultural and technological products 

while Intellectual Property (IP) protection has remained 

contentious.   

Towards the end of 2018, a 90 oday ceasefire was reached 

as the Presidents of both countries met on the side -lines 

of the G -20 Summit. This allows for more negotiations 

with the aim of reaching a trade deal that works for both 

parties. Without a deal at the end of the stipulated 

period in 2019, we expect hostilities to resume. There is a 

likelihood that the US. President, Donald Trump, will 

impose tariffs on additional US$267.0bn worth of Chinese 

goods imports and we expect China to retaliate. We 

anticipate that continued trade friction would reduce the 

growth prospects of both countries and result in 

sustained volatility in global financial markets. Although 

the growth forecast for 2018 remained unchanged at 

2.9% for U.S. and 6.6% for China, the IMF revised 

downwards its growth projections for the US to 2.5% in 

ñïðø çGSPN ñíøä JO *.'æT "QSJM PVUMPPLè XIJMF $IJOBæT 

growth projections was also revised to 6.2% (from 6.4%). 

For the global economy, heightened trade tensions could 

have a dire impact on long -term growth given the 

combined size of both economies. The Sino -American 

trade relations are expected to be negotiated before 

March 1, 2019, after which the direction of global trade 

would be clearer. However, the outcome of the trade 

talks is uncertain at this time as both US and China 

maintain a hard stance on policy positions and would 

need to make significant concessions for progress.  

 

The rally in oil prices, which began in 2017, was sustained 

into 2018 as global oil demand improved, with oil prices 

reaching a 2 -year high of US$86.3/b (03/10/18). In 

addition to improved demand for oil, higher oil prices 

were expected as renewed sanctions on Iran curbed 

global oil supply. On the contrary, a downturn was 

recorded in the market as oil prices trended lower owing 

to waivers granted to eight countries to continue 

importation of Iranian oil as well as increased supply 

from the US (17.8mb/d) which now produces more oil 

than Saudi Arabia (12.1mb/d) and Russia (11.2mb/d). 

Despite weaker prices in the last two months of 2018, oil 

prices averaged US$71.7/b, higher than the average oil 

prices of US$52.5/b in 2017.  

In 2019, the prospects for higher oil prices are dim, with 

oil prices estimated to average US$60.0 /b which is below 

the average of US$71.7/b in 2018. The projected oil prices 

reflect steady oil supply and a moderate increase in 

global oil demand which is due to the ongoing slower 

global growth momentum. On the supply side, oil 

production is expected to expand slower at 1.4% to 

101.8mb/d, mainly reflecting the divergent strategies of 

both the US and OPEC+ o a coalition of OPEC and other 

major exporters such as Russia. The United States is 

expected to boost production by an additional 1.8mb/d in 

2019 to 19.6mb/d. However, OPEC+, reached a deal to cut 

supply by 1.2mb/d in December 2018 to support prices. 

Hence, OPEC supply is expected to moderate to 38.3mb/d 

in 2019. On the demand side, global oil demand is 

expected to remain upbeat, although the anticipated 

slowdown in the global economy cast doubts on a fast -

paced expansion. With oil demand expected to increase 

1.6% to 101.6mb/d, the global oil market seems to be 

balanced and this informs the projection of oil prices at 

Global Macroeconomic Review and Outlook  

Chart 2: Global Oil Demand and Supply by Region (2019F)  

Source: OPEC, Afrinvest Research 
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current levels. The demand for oil is expected to be 

driven by both advanced economies, represented by 

OECD countries, and by a much faster growth in Non -

OECD countries.  

Monetary policy in advanced economies has largely been 

accommodative since the global financial market 

meltdown in 2008, providing cheap capital to support 

economic growth. However, in recent times, central 

banks in advanced economies have guided towards a 

tighter monetary policy, in line with pre -crisis conditions. 

In emerging markets, monetary authorities have 

responded by also adopting a tighter monetary stance to 

keep rates attractive in order to retain and sustain capital 

flows.  

The major theme in 2019 is likely to be monetary policy 

convergence across advanced economies. We believe 

central banks of developed economies will continue to 

reverse accommodative monetary policy stance and 

FWFOUVBMMZ GPMMPX UIF 'FEFSBM 3FTFSWFæT QBUI UPXBSET 

higher interest rates. This is expected to negatively 

impact Emerging Markets (EMs) owing to capital flow 

reversals, but the extent to which policy normalisation 

will have a negative impact is uncertain given a 

moderating growth outlook for developed markets and 

the global economy.  

The Federal Reserve has led the charge for policy 

normalisation, raising rates four times in 2018 to 2.25 -

2.50% on the back of stronger economic growth driven 

by rising consumer spending, low unemployment and 

steady inflation around the 2.0% target. As a result, the 

benchmark 10 -year treasury yield reached a seven -year 

high of 3.2%, which triggered volatility across global 

markets. However, forward guidance from the FOMC 

suggests that the pace of rate hikes will temper in 2019. 

Specifically, two rate hikes are expected in 2019 with a 

projected interest rate band of 2.5 -3.5%. 

The US economic situation contrasts sharply with the 

unimpressive economic performance in Europe where the 

pace of policy normalisation has been slow. The ECB 

reduced its monthly asset purchase programme from ϵ 

30.0bn to ϵ 15.0bn in October 2018 before ending asset 

purchase programme in December 2018. However, 

guidance from the ECB suggests that the benchmark 

interest rate would most likely be retained through the 

first half of 2019 given weak growth and inflation 

expectations. In the UK, as Brexit clouds the direction of 

the economy, the MPC unanimously voted to retain rates 

at 0.75% in October 2018 after a previous 25bps hike in 

August. Inflation in the UK has persistently been above 

target of 2.0% and the Bank of England (BoE) envisages a 

tightening of monetary policy if the economy moves in 

line with projections of 1.8% GDP growth in Q4:2018 and 

stable unemployment rate of 4.0%.  

Global Macroeconomic Review and Outlook  

Source: MSCI, Afrinvest Research  

Chart 3: MSCI Indices Performance (Dec 2017 -Dec 2018)  
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5IF #BOL PG +BQBOæT ç#P+è NPOFUBSZ QPMJDZ IBT CFFO 

mostly stable and unchanged throughout 2018. In its 

October meeting, a decision was made to maintain short -

term policy rate at -0.1% and long -term interest rates (10

-year yields) at 0.0%. Inflation has remained below the 

CBOLæT UBSHFU PG ñíïä BOE +BQBOæT FBTZ NPOFUBSZ QPMJDZ 

and negative policy rate have not produced desired 

results. The BoJ guided towards sustaining monetary 

expansion, QQE (Quantitative and Qualitative Easing) 

and yield curve control for an extended period until it 

reaches inflation that sustainably exceeds 2.0%.  

 

Following a bullish run in global markets in 2017, the 

year 2018 started with the same positive momentum until 

policy normalisation and trade concerns began to weigh 

on investor sentiment. In October, the IMF cut its global 

growth forecasts for 2018 and 2019 to 3.7% from an 

earlier projection of 3.9% for both years. This downgrade 

reflects a host of factors including the introduction of 

import tariffs between the United States and China and 

weaker performance in Britain, Japan and the euro area. 

Also, rising interest rates resulted in capital outflows in 

emerging markets, notably Argentina, Brazil, Turkey, 

South Africa, Indonesia and Mexico. Capital flow reversals 

weakened currencies, triggered volatility and tilted 

growth trajectories across Emerging and Frontier 

markets, especially for economies with current account 

deficits. In response, Emerging Markets (EMs) and 

Frontier Markets (FMs) raised policy rates to support their 

respective currencies and stem outflows.  

However, concerns of weaker economic growth, 

geopolitical tensions and uncertainties surrounding trade 

disputes have seen sell -offs across equity markets, with 

the MSCI World, Emerging and Frontier Markets indices 

all posting negative returns in 2018. The MSCI World 

index which tracks performance of developed markets 

returned -10.4% regardless of strong growth in the US. 

The MSCI Emerging Markets index, which was the 

outperformer for 2017, posted a loss of 16.6% while the 

MSCI Frontier Markets was the worst performing index at 

a negative return of 16.8%.  

Against the backdrop of expectation of further rate hikes 

and sustained monetary tightening in the US and other 

advanced markets in 2019, we anticipate continued 

volatility in emerging and frontier markets. Also, in 

Europe, Brexit and the EU -Italy fiscal standoff are poised 

to have significant effect on market performance in 2019.  

Global Macroeconomic Review and Outlook  
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Section Three  
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In many ways, our outlook for 2019 is dependent on the 

outcome of the general elections and the likely impact it 

will have on the overall economy. The presidential 

election will once again be a tight contest between the 

two leading political parties, similar to 2015 when 

President Buhari of the All Progressives Congress (APC) 

VOTFBUFE 1SFTJEFOU +POBUIBO BOE UIF 1FPQMFæT 

Democratic Party (PDP) which had hitherto been in power 

for sixteen years. In 2015, anti -corruption, security and 

the economy were on the ballot. President Buhari was 

considered an honest politician who would fight 

corruption and  a former army general capable of 

resolving Boko Haram insurgency as well as security issues 

in the Niger -Delta. Similarly, President Buhari received 

wide approval because he promised social interventions 

to reduce poverty. This was because despite robust 

growth under the PDP, inequality and poverty worsened.  

Going into the 2019 elections, these issues are still on the 

ballot, but the larger part of the conversation has been 

focused on the economy. Growth has retreated to below 

long -term growth rate of 6 -7%, just as unemployment & 

underemployment have worsened at 23.1% and 20.1% 

respectively in Q3:2018 (8.2% and 18.3% respectively in 

Q2:2015). According to a report by the Brookings 

Institution, Nigeria now has the highest number of poor 

people in the world ς NBLJOH /JHFSJB UIF XPSMEæT QPWFSUZ 
capital. Also, while security has improved slightly, the risk 

of instability is still elevated across regions. In the North -

East, Boko-Haram continues to wreak havoc.  

 

Domestic Macroeconomic Review and Outlook  

Source: Afrinvest Research  

Chart 4: Presidential Voting Pattern (2011 & 2015)  
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In the South -East, secessionist agitations which have 

recently calmed down remain a latent risk, while 

conflict between farmers and herders has elevated 

insecurity in the Middle -Belt of the country. Meanwhile, 

the situation with cattle rustling in the North -West is 

yet to abate. In the Niger -Delta, a delicate pact has 

restored calm, but the situation remains precariously 

balanced.  

Despite these challenges, which have continuously 

eroded support for President Buhari, the election is a 

close call. Although we observe that public opinion and 

alliances have shifted mostly in favour of the 

opposition, President Buhari remains popular. For 

JOTUBODFë 1SFTJEFOUæT #VIBSJæT BQQSPWBM SBUJOH ESPQQFE 

from 70.0% at the start of his tenure in June 2015 to 

41.0% in May 2018, according to NOI (Ngozi Okonjo -

Iweala) Polls. Nevertheless, Atiku Abubakar, a former 

Vice-President and the candidate of the PDP, is yet to 

GVMMZ SFBQ UIF CFOFGJU PG UIF PQQPTJUJPOæT XBOJOH 

influence as corruption allegations continue to hurt his 

popularity.  

Looking at the likely pattern of voting in the elections, 

XF PCTFSWF UIBU 1SFTJEFOU #VIBSJæT TUSPOH BMMJBODFT XJUI 

leaders in the South -West may help at the polls. 

)PXFWFSë UIF "1$æT JOGMVFODF JO UIJT SFHJPO IBT UIJOOFE 

lately. As an example, the APC won the two state 

elections held in the region in 2018 but the margin of 

victory has significantly reduced as the party garnered 

less than 40.0% of the votes cast in the Osun State 

elections. In Ekiti State, the APC returned to power, but 

the margin of victory was also thin.  

Furthermore, we have observed growing negative 

sentiments towards the candidacy of President Buhari. 

Hence, the South -West will be a battle ground region in 

2019. In the Middle -Belt, President Buhari faces an 

uphill battle given extended conflicts which have 

destroyed livelihoods and communities. However, 

1SFTJEFOU #VIBSJæT DIBODFT BSF NPTU QSPNJTJOH JO UIF 

North -West and North -East, where he continues to 

attract a large following. We also expect Atiku to 

HBSOFS NPEFTU TVQQPSU JO UIPTF SFHJPOT HJWFO UIF 1%1æT 

TUSFOHUI JO TPNF TUBUFT BOE CFJOH "UJLVæT QMBDF PG CJSUIí  

In the South -South and South -East, Atiku Abubakar has 

a strong advantage due to the popularity of the PDP 

and given that the Vice -Presidential candidate, Peter 

Obi, is from the South -East.  

In chart 4 , we created maps showing the pattern of 

votes since 2011 and the potential outcome in 2019 

based on the current situation across states.  

Domestic Macroeconomic Review and Outlook  

  

2018 was a year of two distinct paths for growth. But 

overall, the pace of growth remained slow and uneven, 

coming below the long -term growth rate of 6 -7% and the 

pre-recession level of 2.8%. Real GDP growth came in at 

1.9% in Q1:2018, below our estimate, due to a poor 

performance in the Service sector and a slower expansion 

in Agriculture. In Q2:2018, growth further moderated to 

1.5% due to both a 5.0% contraction in oil output and a 

slump in Agriculture growth to 1.2% - the lowest in more 

than a decade. This slowdown in Agriculture output was 

due to the herder -farmer conflict in the Middle -Belt which 

led to the destruction of livestock and poor harvests of 

crops. The contraction in the Oil sector in Q2:2018 was 

mainly due to a reduction in output by 160,000b/d to 

1.8mb/d. Elsewhere, growth was not broad -based as 

sectors such as Trade and Real estate remained weak due 

to fragile consumer spending. Meanwhile, Manufacturing 

growth was soft and volatile.  

In Q3:2018, growth came in better at 1.8% but this was 

slower than the 2.1% we expected. Oil output contracted 

by 2.9% and agriculture growth remained weak at 1.9% 

in Q3:2018. This prompted a revision of our forecast of 

FY:2018 growth to 1.9% from 2.1%. To achieve this 

growth target, we believe the economy will expand by at 

least 2.6% in Q4:2018. We are optimistic that a strong 

festive season and better Agriculture output can push 

Nigeria past the finish line.  

Our growth expectations in 2019 is somewhat linked to 

the outcome of the general elections. We modelled three 

scenarios to capture different effects:  

1. the Base Case assumes that President Buhari wins the 

election and there is policy continuity.  

2. the Optimistic Case is that regardless of the winner, 

the government implements reforms to attract 

investment.  

3. the Pessimistic Case assumes that political risks 

intensify and lead to continued violence in the Middle

-Belt, North -East and the Niger -Delta.  

*O PVS ABase caseæ GPS ñïðøë XF EP OPU FYQFDU B NBSLFE 

turnaround in the economy. We estimate that growth will 

improve to 2.5% from 1.9% in 2018 based on the 

expectation of improved oil GDP and sustained expansion 

in the non -oil sector. This forecast implies that with 

population growing at 2.6 -3.0%, Nigerians are projected 

to remain poorer on the average in 2019.  
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We believe this growth outcome will reflect a soft 

rebound in Agriculture, increased oil output and better 

performance in the Services and Manufacturing sectors. 

The downside risks remain the slower than expected 

recovery in Agriculture, oil prices below budget 

benchmark of US$60.0/bl and oil production at less than 

2.0mb/d (including condensates).  

Domestic Macroeconomic Review and Outlook  

Source: NBS, Afrinvest Research  

Chart 5: Quarterly Trends in Real GDP Growth  

*O PVS APessimistic caseæë XF FYQFDU UIF JNQBDU PG 

insecurity to be felt through lower agricultural and oil 

output. We assume that the decline in oil production will 

mirror the drop seen between Q2:2016 and Q3:2016. For 

agriculture, we expect growth to continue at its 

underwhelming pace of sub 2.0%. The combined impact 

of these will lead to a moderation in growth below 1.0%. 

Meanwhile, growth in the Services and Manufacturing 

sectors will weaken as lower oil exports and investment 

prompt an exchange rate depreciation. This will lead to 

high input costs for manufacturers and pricing 

adjustments will affect consumer purchasing power.  

*O PVS AOptimistic caseæë XF FYQFDU SFGPSNT UP TFU UIF QBDF 

for H2:2019. Most important is the removal of energy 

subsidies which will improve government revenues. We 

Source: NBS, Afrinvest Research 

Chart 6: Real GDP Growth (2015 -2018E) 

also expect increased private sector investments due to 

the liberalisation of the downstream Oil & Gas and Power 

sectors. Although this is likely to inflict pains in the short -

term, gains will not be visible until the medium -term. 

Hence, while we forecast GDP to slightly expand at 2.7% 

in 2019, we expect a faster pace of growth in the medium -

term. The main risks to our projections remain poor 

implementation of reforms and the lack of political will to 

follow -through on proposed plans.  

The direction of inflation was positive for most of 2018 as 

there was a deceleration to a 30 -month low of 11.1% in 

July 2018 (January 2018: 15.1%). This disinflation was 

mainly driven by a high base and continued exchange rate 

stability. However, the streak turned for most of H2:2018 

as inflation rose slightly due to a low base, although 

moderating food prices tempered the increase in headline 

inflation. We estimate monthly inflation to average 12.2% 

in 2018, an improvement over 16.5% in 2017.  

In 2019, we expect inflation to remain elevated at double -

digit levels, but we note that the inflation trajectory 

remains largely unclear for various reasons. The biggest 

downside risk we foresee is supply shocks. This will come 

from an adjustment of petrol and electricity prices as well 

as continued insecurity in the food planting Middle -Belt. 

In our opinion, the impact of the new minimum wage will 

be moderate as funding remains unclear due to weak 

government finances. This will likely cause 

implementation to suffer, especially at the sub -national 

level.  

Based on the growth scenarios established in the section 

above, we use similar assumptions to model inflation.  
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*O UIF ACBTF DBTFæë XIFSF XF BTTVNF QPMJDJFT SFNBJO 

unchanged, we forecast inflation to moderate slightly to 

BO BWFSBHF PG ððíòä JO ñïðøí *O UIF APQUJNJTUJD DBTFæë 

where energy prices are finally adjusted and calm returns 

in troubled regions, we expect a significant spike in 

inflation to an average of 14.2%. We note that this is 

possible in H2:2019, which comes with less risk of losing 

votes and especially as electricity and petrol subsidies are 

untenable due to weak government finances.  In the 

AQFTTJNJTUJD DBTFæë XIJDI NPEFMT IJHI QPMJUJDBM SJTLë XF 

expect a devaluation and weak agricultural output to 

push inflation closer to a monthly average above 15.0%.  

/JHFSJBæT FYUFSOBM CBMBODF XBT TUSPOH JO )ðùñïð÷ë 

sustaining its return to a positive territory since Q4:2016. 

The external balance also breached record highs during 

H1:2018 as the global environment was favourable. In 

Q1:2018, the current account balance stood at 1.5% of 

GDP. This improved to 4.4%of GDP in Q2:2018, the 

highest since Q1:2013. The current account surplus was 

supported by stronger exports which was driven by higher 

oil prices and production, and steady growth in 

remittances. Similarly, increasing capital flows provided 

TVQQPSU UP /JHFSJBæT FYUFSOBM QPTJUJPOí 5IF FYDIBOHF SBUF 

was pegged at N305.00/US$1.00 in the official window 

and there was a convergence in rates at the I&E window 

and parallel market to the range of N360.00 -363.00/

US$1.00. However, cracks had started to appear in capital 

flows due to higher risks in emerging markets (EMs) and 

frontier markets (FMs) towards the end of H1:2018.  

In H2:2018, the diverse headwinds we expected 

crystallised. Capital flow reversals intensified due to 

increasing interest rates in advanced economies which 

made EMs and FMs assets less attractive. Geo-political risks 

ς the spat between Turkey and US as example ς  spurred a 

contagion which led to capital outflows in EMs and 

Frontier Markets (FMs). The broad implication of these 

headwinds were depreciations of currencies and negative 

external balances. South Africa, Turkey and Argentina 

recorded the deepest currency depreciations in EMs.  

In Nigeria, the combination of weak capital flows and 

lower trade surplus in Q3:2018 led to external account 

pressures. The external reserves were hit hard as the CBN 

continued to intervene to support the exchange rate amid 

capital reversals. Between June and November 2018, the 

reserves declined to US$42.2bn from US$47.8bn. This was 

not helped by the slump in oil prices in November 2018 

after a record rally in October. However, oil production at 

2.1mb/d, based on the estimates of the Ministry of 

Petroleum Resources, offered reprieve. Thus, the exchange 

rate remained broadly stable at official markets, although 

a slight depreciation was recorded in the parallel market 

and the I&E window.  

In 2019, we expect sustained positive current account 

balances due to stable remittances, expectation of stable 

oil production at around 2.1mb/d and stable oil prices at 

US$60.0. However, the current account balance to GDP is 

expected to slightly moderate due to slower growth in 

trade surplus. Post -2019 elections, we could see the return 

of investors as there is more clarity. This would support a 

much-improved external position. Also, fewer rate hikes 

by the US Fed would also support improved capital flows. 

However, weak economic prospects in the UK due to 

Brexit and the halt of monetary stimulus in the EU are 

major downside risks to capital inflows.  

 

 

 

 

 

Source: Afrinvest Research  

Chart 7: Average Monthly Inflation (2014 -2018E) 
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The Federal Government (FG) plans to spend N8.8tn in 

2019, slightly lower than the N9.1tn budgeted for 2018. 

We saw a surprise in the composition of spending which 

shows that the share of capital expenditure is lower at 

23.1%, a departure from the average of 30.0% in the 

previous three budgets. Hence, non -debt recurrent 

expenditure is projected 15.0% higher at N4.0tn. This is 

perhaps driven by the need to accommodate fuel 

subsidies which are now finally budgeted and the 

imminent minimum wage increase. The decision to 

include fuel subsidies in the budget is laudable as it adds 

more transparency to the process. However, like we have 

mentioned in our previous notes, removing fuel subsidies 

could unlock more revenues which can be better spent on 

development by the FG. Debt service cost is projected to 

expand 6.3% to N2.1tn, representing 30.7% of projected 

revenues. This is far from being realistic if we consider 

that this ratio was above 60.0% in the last two years.  

Revenues are also expected to moderate 2.7% to N6.9tn in 

2019, reflecting lower projections for independent 

revenues and other revenues (asset sales and recovery) 

which offset the double -digit expansion in oil revenue and 

non -oil revenue from core sources (CIT, VAT and customs 

& excise duties).  Based on the oil price assumption of 

US$60.0/b, oil production at 2.3mb/d and the exchange 

rate of N305.00/US$1.00, oil revenue is projected to 

increase 24.8% to N3.7tn (53.5% of total revenues). We 

believe that the oil price assumption is slightly optimistic 

as the current oil price is lower than estimated at US$58.6/

b, while the OPEC+ output cut which was agreed in 

%FDFNCFS ñïð÷ XPVME MJNJU /JHFSJBæT DSVEF PJM QSPEVDUJPO 

Source: CBN, Afrinvest Research 

Chart 8: Current Account Balance (Q3:2016 -Q3:2018) 

Source: Afrinvest Research  

Chart 9: Foreign Investment Trends (Q1:2017 -Q3:2018) 


