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Executive Summary

Opportunity in a Crisis?

Opportunity in a Crisis?

In our 2020 Economic & Financial Markets Outlook, we noted that the second
term of President Muhammadu Buhari began with fiscal reforms as the Finance
Act and the amended PSC Act were signed into law in H2:2019. As the economy
was yet to fully recover from the 2016 economic recession, we highlighted that
the FG needed to mobilise more resources and attract investments in support of
areas such as infrastructure and human capital development. With the 2020
fiscal strategy unconvincing in these areas, we forecasted the economy to grow
by 2.4% from 2.3% in 2019.

Then COVID-19 struck, causing severe damage to the local economy through the
transmission of external shocks and local containment measures. The ensuing
risks to health systems and the economy have been unprecedented, with the
downside economic risks worse than the 2008/9 global financial recession while
the health risks have been described as the worst since the Spanish Flu of 1918.
In Nigeria, COVID-6 g | BT POMZ GVSUIFS FYQPTFE UI F
given economic and health system vulnerabilities prior to the pandemic. The
sharp fall in oil prices to a 20 -year low of $17.70/bbl. in April 2020, following the
contraction in global oil demand, led to weaker prospects for government
revenues and export earnings. Accordingly, there was a downward revision of
o6ina UP ' (eT AT AT 53th WHedhé Eurrdnh® Svab Edvaluddto
enable the economy cope with external account pressures.

The heightened risks spooked investors, resulting in sizable foreign portfolio

flow reversals that have only been limited by crippling capital controls. Unlike in
previous episodes of economic shocks when remittances supported FX receipts,
there would be little reprieve as the World Bank is projecting a 20.0%

contraction in global remittances. Similarly, the health risks were significant and
BGGFDUFE /JHFSJB&T SFTQPOTF BT MPDLEPXOT
overwhelming the healthcare system. Prior to the pandemic, the country was
already a hotbed of several health diseases that stretched health systems thin.
The lockdown implemented to contain the virus in the major commercial cities

of Lagos, Abuja, Port -Harcourt and Kano dealt a blow to economic activities. In a
survey conducted by NBS to measure the impact of the pandemic on the local
economy, about 43% of respondents reported losing jobs, over 50.0% found it
difficult to support household consumption and social protection has been
inadequate.

In our opinion, even though we admit that there is no escaping the devastating
impact of COVID -19, decades of poor policy choices have elevated risks in
Nigeria. The continued reliance on oil for FX receipts and government revenues,
together with poor investment in the healthcare sector weakened the resilience
of the economy. We believe the impact of this pandemic would reverse the
marginal gains recorded since the 2016 economic recession, thereby hurting
businesses and households. Beyond the initial response of removing fuel
subsidies to support revenues, the upside is new priorities for the FG in the areas
we have highlighted in the medium  -term. We believe the economic crisis
brought by COVID -19 presents an opportunity for policymakers to propose and
JNQMFNFOU SFGPSNT UI BU XPVME CPPTU
environment and attract investment into human capital development and
infrastructure.

'(eT GJOBODFTE

The sharp fall in oil
prices to a 20 -year low
of $17.70/bbl. in April
2020, following the
contraction in global oil
demand, led to weaker
prospects for
government revenues
and export earnings.

while the currency was
devalued to enable the
economy cope with
external account
pressures.

XFSF JNQMFNFOUFE UP

In our opinion, even
though we admit that
there is no escaping the
devastating impact of
COVID-19, decades of
poor policy choices have
elevated risks in Nigeria.
We believe the impact
of this pandemic would
reverse the marginal
gains recorded since the
2016 economic
recession, thereby
hurting businesses and
households.
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Executive Summary

Global Macroeconomic Highlights
The Great Lockdown: Worst Economic Contraction since the 1930s

The International Monetary Fund (IMF), in its January World Economic Outlook
(WEO), projected a 3.3% recovery in the global economy for 2020. The optimism
was on the back of improved Sino -US relations, clarity on BREXIT and expected
economic recovery in the Emerging Markets and Developing Economies (EMDES).
However, the unprecedented outbreak of coronavirus in the first half of 2020
dampened the prospects of a recovery in global growth. The total number of
cases rose from 95,333 persons in early March to over 10.0 million in June, with
7.2 million recoveries and over 500,000 deaths, across 200 countries. The
measures adopted by countries to contain the spread of the pandemic including
border controls, social distancing and lockdowns resulted into significant
disruption to global demand and supply chains. Global trade and investment
activities also sharply deteriorated, with the associated risks and panic in the
financial markets reported to be worse than during the 2008/9 Global Financial
Crisis (GFC).

The IMF downgraded its 2020 global growth forecast to -3.0% in April following
the lockdown measures. Furthermore, the IMF reviewed its forecast downwards
to -4.9% in June as the impact of COVID -19 on the global economy became
clearer. AEs are expected to see an estimated GDP decline of 8.0% in 2020 with
recovery projected at 4.8% in 2021. The economy of the Euro Area is expected to
contract 10.2% in 2020 but recover 6.0% in 2021. In the EMDESs, growth is
estimated to printat -3.0% in 2020. Subsequently, EMDESs are expected to grow
at 5.9% in 2021. In the SSA region, GDP contraction is forecasted at  -3.2% in
2020 with a recovery of 3.4% in 2021.

Central Banks Come to the Rescue

To support the economy and smooth functioning of financial markets across the
globe, many central banks adopted a dovish stance and introduced
unconventional monetary and fiscal policy measures. Governments around the
world also provided large emergency stimulus to individuals and firms at around
$11.0tn. The US Fed lowered benchmark rate by 150bps to 0 - 0.25bps in March
and adopted unpopular quantitative easing measures such as asset repurchases
and credit swaps. The European Central Bank rolled out its cheapest ever loans
for Eurozone banks and considered the expansion of its ~ €750.0bn ($815.0bn)
bond -buying program, to contain the economic fallout from the coronavirus
pandemic. The developing economies also followed the same pattern with
aggressive rate cuts and adoption of unconventional monetary policy measures.
Given uncertainties on the direction of the global economy, weak inflation and
low business confidence, we expect central banks to maintain the dovish
approach and provide further monetary policy support to the economy.

Domestic Macroeconomic Highlights
Real GDP: Nigeria amid COVID-19... Another Devastating Setback

We were optimistic about a slow but sustained recovery in the economy as we
forecasted a 2.4% yly real GDP growth rate in our Economic and Financial

The IMF downgraded its
2020 global growth
forecast to -3.0% in
April following the
lockdown measures.
Furthermore, the IMF
reviewed its forecast
downwards to -4.9% in
June as the impact of
COVID-19 on the global
economy became
clearer.

Given uncertainties on
the direction of the
global economy, weak
inflation and low
business confidence, we
expect central banks to
maintain the dovish
approach and provide
further monetary policy
support to the economy.
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Opportunity in a Crisis?

Markets Outlook published in January 2020. However, the NBS has since
published Q4:2019 and Q1:2020 GDP numbers, which indicated that the pace of
growth remained slow and uneven. Real GDP growth in Q4:2019 was faster at
2.6% yly, driven mainly by the non -oil sector which rose 2.3% y/y. Overall, the
economy grew 2.3% in 2019, below our expectation of 2.4% but an
improvement from 1.9% in 2018. In 2020, we believe the ongoing recovery from
the 2016 recession would suffer a setback. The growth performance in Q1:2020
was slower but positive at 1.9% y/y o the weakest since Q3:2018 o as the COVID-
19 pandemic had yet to significantly affect trade, investment and local economic
activities. Oil sector growth moderated to 5.1% y/y and non -oil sector growth
slowed sharply to 1.6% yly.

We revise our growth forecast downwards to  06.2% in 2020 from 2.4% earlier in
the year as we believe subsequent quarters would reveal the scale of the
economic impact of COVID -19. Our expectation is mainly driven by external
shocks brought by the pandemic through weaker oil prices and the lockdown as
well as social distancing measures adopted to contain the spread of the virus.
While we expect the weakest performance in Q2:2020 given the full lockdown in
April, we anticipate a partial recovery in H2:2020 as the containment measures

are relaxed with the reopening of major cities in Nigeria and external trade
partners.

Inflation Outlook: Coping with FX Constraints and Supply Chain Disruptions

In our January 2020 outlook, we explored the path of inflation for the year using
three scenarios. However, our base case has been the more realistic outcome
following the suspension of the proposed new electricity tariff due to the impact

of the pandemic on disposable incomes, although the exchange rate has been
devalued by 15.0%. Since the turn of the year, consumer prices have seen a slow
but steady rise with headline inflation increasing from 12.0% in December 2019

to 12.3% in March 2020 before reaching a 25 -month high of 12.4% in May 2020,
bringing average inflation in H1:2020 to ¢.12.3%.

Looking ahead, with the onset of COVID -19 and high FX volatility, inflationary

pressures have intensified. The disruption in the agriculture value chain due to

the pandemic, which has affected planting activities and distribution, is expected

to result in weaker food supplies. The impact of exchange rate devaluation from
307.00/$1.00 to 360.00/$1.00 in the spot market and  360.00/$1.00 to 380.00/

$1.00 at the I&E FX window, FX scarcity and the VAT increase should drive

consumer prices higher. Consequently, we project an average monthly inflation

of 12.8% in 2020.

FGN 2020 Budget: COVID-19 Compels Sharp Fiscal Adjustments

Fiscal authorities revised the 2020 budget in the wake of the COVID  -19 pandemic
which had caused an oil price shock and weakened prospects for non  -oil
revenue. The oil price assumption was reduced by 50.9% to $28.00/bbl. while oil
production was cut 17.4% to 1.8mb/d following output cuts agreement reached

to support oil prices. Meanwhile, the CBN devalued the official exchange rate by
15.3% to  360.00/$1.00, reflecting the deterioration in external accounts and

falling external reserves. The revision made to the assumptions translated to

We revise our growth
forecast downwards to o
6.2% in 2020 from 2.4%
earlier in the year as we
believe subsequent
quarters would reveal
the scale of the
economic impact of
COVID-19. Our
expectation is mainly
driven by external
shocks brought by the
pandemic through
weaker oil prices and
the lockdown as well as
social distancing
measures adopted to
contain the spread of
the virus.

Looking ahead, with the
onset of COVID-19 and
high FX volatility,
inflationary pressures
have intensified.
Consequently, we
project an average
monthly inflation of
12.8% in 2020.
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Executive Summary

projected revenues of  5.4tn, which is 36.3% weaker than initial expectations.
Projected oil revenue has been revised downwards by 60.3% to 1.1tn while non
-oil revenue was reduced by 10.0% to  1.6tn. Independent revenue was
increased 9.7% to  932.8bn while other revenues including asset sales &
renewals, fines, domestic recoveries and donor grants were cut 43.0% to 1.7tn.
Despite the much weaker revenue expectations, projected expenditure was
increased to  10.0tn (excluding GOEs) from  9.7tn following provisions made for
COVID-19 interventions.

While the FG expects a total fiscal deficit of 4.6tn in 2020, we expect it to be

higher at  5.5tn. This would translate to a fiscal deficit to GDP of 4.2% With the significant

compared to the budgeted 3.5% of GDP. Although this would breach the 3.0% increase in borrowings

threshold set by the Fiscal Responsibility Act (2007), the FG is protected by the JO AT AT é& XF FYQFDL
clause that allows borrowings to overshoot this target during a crisis. With the debt sustainability
TIJIHOJGJDBOU JODSFBTF JO CPSSPXJOHT JO i1 i jindicatorsto deteriorate. 2T EF(
indicators to deteriorate. We estimate a debt (including CBN overdrafts) to GDP We estimate a debt

ratio of 27.5% in 2020 from 21.7% in 2019. Meanwhile, we estimate a debt

(including CBN
service to revenue ratio of 87.8% in 2020 from 59.6% in 2019.

overdrafts) to GDP ratio
of 27.5% in 2020 from
21.7% in 2019.
Meanwhile, we estimate
a debt service to

Exchange Rate: Another currency crisis

In our 2020 outlook published in January, we had indicated an imminent
devaluation in H2:2020 to around 396.00/$1.00 following an unprecedented .
streak of negative current account balances throughout 2019 and our revenue ratio of 87.8%
expectation of the same in 2020. However, COVID -19 compelled faster in 2020 from 59.6% in
adjustments, following the shock to oil prices which fell to a two decade low of 20109.

around $17.70/bbl. in late March and capital outflows as a result of heightened

risks in the macroeconomic environment. The CBN devalued the official rate by

15.3% to  360.00/$1.00 from 305.00/$1.00 while the rate at the I&E FX window

fell 5.3% to  380.00/$1.00. This decision was driven by the decline in external

reserves from $38.6bn as at year -end 2019 to $35.7bn as at March 23, 2020. In

H2:2020, we expect further currency pressures as the lockdown has been eased The major pressure point
and the worst affected sectors are beginning to reopen. FX demand is expected we see is from FX

to continue to pick -up given the resumption in activity in trade partners across
Asia and Europe. We do not expect a recovery in FX demand to pre  -COVID-19
levels due to travel restrictions, currency devaluation and tight liquidity in the
banking system. On the supply side, external borrowing of around $2.1bn in
H2:2020 and the output cut deal reached by OPEC and allies which would

demand backlog as
foreign investors are yet
to exit. In view of this,
we expect another

support the continued recovery in oil prices is positive. The major pressure point devaluation to around
we see is from FX demand backlog as foreign investors are yet to exit. In view of 400.00/$1.00 to ease
this, we expect another devaluation to around 400.00/$1.00 to ease the the pressure on external
pressure on external reserves, in line with our expectation at the beginning of reserves, in line with our
the year. expectation at the

beginning of the year.

Accommodative but inadequate amid unprecedented Shocks

Against our expectations, the CBN started the year by raising CRR by 500bps to
27.5% in its January Monetary Policy Committee (MPC) meeting. We believe this
decision was driven by the need to tighten liquidity without additional OMO
issuances following pressures on the currency amid the sharp increase in credit as

Afrinvest West Africa Page 9
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Opportunity in a Crisis?

a result of the LDR policy. Although we expected the MPR to be stable at 13.5%
in H1:2020, the CBN made a surprising 100bps cut to 12.5% during the May 2020
MPC meeting. Members of the committee indicated that this was expected to
support growth amid the disruptions brought by the pandemic. The rate cut had
negligible impact on yields in the financial markets and system wide interest
rates, supporting our view that the MPR is merely symbolic.

51 F BQFY CBOL&T SIFUPSJD PG TVQQPSUJOH H:
banks to expand credit, regardless of the risky environment, is inconsistent with

$#/ &T | JHI FGGFDUJWF $33 XI| J-6000. IIH2:2RE @ S U |
expect sustained uncertainty on the direction of interest rates. However, to

retain foreign capital, we see the possibility of a tighter liquidity environment

and higher yields through OMO auctions when the CBN decides to meet the FX

demand backlog in the system.

Nigerian Financial Markets
Equities Market Review and Outlook: COVID-19 Throttles Positive Return

The equities market kicked off the year amid stronger optimism propelled in

part by the unattractive fixed income yield environment and the hunt for high
dividend yielding stocks by investors. However, the outbreak of the COVID  -19
pandemic and the economic fallout swiftly put an end to the early optimism,

with the resulting fear and uncertainty dictating market sentiment for the rest

of the first half. As the pandemic continued to spread with Nigeria recording its
first case, stocks lost 9.1% and 18.8% in February and March due to lockdown
and elevated external risks. In early April, sentiment worsened on the back of
weaker oil prices, fueling exits that dragged the YTD return to a low of -23.0%.
However, interests from local bargain hunters mostly drove the market
performance in April (+8.1%) and May (+9.8%) into positive territory. The
benchmark index settled at a YTD return of  -8.8% in H1:2020.

Events of the first half of the year caution against an overly optimistic outlook

for the second half. We envisage that the recovery pattern in late H1:2020

would be sustained due to an improvement in risk appetite mostly from the

locals and an improvement in external conditions. That said, we note that the

downside risks to our expectation include tightening of the partial economic

reopening due to new wave of the COVID -6 g TQSFBEé& MPXFS PJM
classification of the Nigerian market as a standalone, continued FX illiquidity and

weaker than anticipated economic and earnings growth. Based on the listed

drivers, we foresee three possible scenarios in H2: Pessimistic Case - 11.8%, Base
Case-2.8% and Optimistic Case - 6.2%.

Fixed Income Market Review... Accommodative Monetary Policy Takes Centre
Stage

In our outlook for FY:2020, we had envisaged that short term yields would be
driven by monetary policy while movement in long term yields was expected to
be influenced by the activities of long term investors. We also expected
attractive carry trade to continue, especially in Emerging Markets (EMs) with
improving macroeconomic outlook, due to higher yields compared with yields in
Advanced Economies (AEs).

UBJ OF

51F BQFY CBOL&T SI
of supporting growth

and the sustained

pressure on banks to

expand credit, regardless

of the risky

environment, is
JODPOTJTUFOU XJUI
high effective CRR which

is reported to be around

50-60%. In H2:2020, we

expect sustained

uncertainty on the

direction of interest

rates.

Events of the first half of
the year caution against
an overly optimistic
outlook for the second
half. We envisage that
the recovery pattern in
late H1:2020 would be
sustained due to an
improvement in risk
appetite mostly from the
locals and an
improvement in external
conditions.
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In 2020, policy rate cuts along with other measures became the new norm for

most central banks as the novel Coronavirus rattled major markets and

economies. The US Fed cut interest rates by 150bps to a range of 0% -0.25% and
also commenced asset purchases, buying back $3.0tn worth of instruments amid
other fiscal policy measures to lessen the economic impact of the pandemic.

These developments would ordinarily imply more funds to Emerging Markets

(EMs) as investors hunt for higher yields but the pandemic and its related
VODFSUBJOUJFT I BWF OFDFTTJUBUFE AGMJHI Ue
Contrary to our expectations of a sustained bullish performance in the SSA
sovereign and corporate Eurobonds, both the sovereign and corporate Eurobond
instruments under our coverage reported sell -offs as yields rose 186bps and
120bps respectively.

To fund the revised budget deficit of 4.6tn, FG is sourcing about  2.1tn
($5.9bn) from multi -lateral lenders with an additional 2.2tn expected to be
borrowed in the domestic market. While it is cheaper for the FG to borrow
MPDBMMZ BU DVSSFOU ZJFMETé XF EP OPU SVMI
funding by the CBN, especially when fiscal deficit overshoots target. Already,
510.9bn has been borrowed market in H1:2020, with 1.7tn outstanding in
H2:2020 which may be raised in the fixed income market and/or borrowed from
Ul F $#/ Ul SPVHI A8BZT & .FBOT&i 00 UIF EI
maturities worth ~ 8.1tn from treasury bills, OMO and bonds in H2:2020.
Although this is lower compared with the maturities of 11.3tn in H1, it remains
sufficient to push yields lower. We believe that if the CBN decides to tighten
liquidity significantly by issuing OMO bills to prevent sharp portfolio outflows as
FX demand backlogs are met, there could be significant improvement in yields.

Investment Strategy for 2020

At the start of the year, we had expected accommodative monetary policy in AEs
to drive funds flow to EMs assets in search of yields. However, with the outbreak
of COVID-19, investors initially panicked and retrieve funds from EMs to safety,
resulting in massive rise in yields™. On the back of gradual resumption of
economic activities, we have seen investors return to EMs assets as yields remain
attractive.

A review of the performance of the portfolios we recommended for 2020 reveals
positive performance from both the Modified Duration Portfolio and the Passive
Bond Portfolio. Our Modified Duration Portfolio performed best in H1 with an
average return of 18.9%, outperforming the benchmark 0 S&P/FMDQ Sovereign
Bond Index o with a 17.0% return in H1. Similarly, our Passive Bond Portfolio,
comprising domestic corporate bonds reported an impressive 14.9% return. The
effect of the pandemic was mostly felt in our Smart Eurobond Portfolio which
returned -3.5% with all instruments recording losses during this period.

For H2:2020, we maintain our recommendation for the Smart Eurobonds
portfolio due to improving prospects for commodity prices. We also believe that
the Passive Bond Portfolio remains attractive for investors buying to hold due to
its high yield and illiquidity. For the Modified Duration Bonds, we made
adjustment to the selection to balance the interest  -rate risks in the portfolio.

For H2:2020, we
maintain our
recommendation for the
Smart Eurobonds
portfolio due to
improving prospects for
commodity prices. We
also believe that the
Passive Bond Portfolio
remains attractive for
investors buying to hold
due to its high yield and
illiquidity.

Afrinvest West Africa
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Global Macroeconomic Review and Outlook

Global Macroeconomic and Socio-Political Review and
Outlook

The Great Lockdown: Worst Economic Contraction since
the 1930s

The International Monetary Fund (IMF), in its January
World Economic Outlook (WEQ), projected a 3.3%
recovery in the global economy for 2020 after growth
slowed to 2.9% in 2019. The optimism was on the back of
improved Sino -US relations following the signing of a
phase-one agreement, clarity on BREXIT and expected
economic recovery in the Emerging Markets and
Developing Economies (EMDES).

However, the unprecedented outbreak of coronavirus in
Wuhan, China in December 2019, which later spread
across the world in Q1:2020, dampened the prospects of
a recovery in global growth. The World Health
Organisation (WHO) declared the virus a pandemic on
March 11, 2020 following the rapid spread outside China.
The total number of cases rose from 95,333 persons in
early March to over 10.0 million in June, with 7.2 million
recoveries and over 500,000 deaths across 200 countries.
The measures adopted by countries to contain the spread
of the pandemic including border controls, social
distancing and lockdowns resulted in a significant
disruption to global supply chains. Global trade and
investment activities also sharply deteriorated, with the
associated risks and panic in the financial markets
reported to be worse than during the 2008/9 Global
Financial Crisis (GFC).

"DDPSEJOH UP +1
Index (PMI) tracker, world PMI fell from 52.2 points at the

Chart 1: COVID-19 Cases by Region

beginning of the year to 26.5 points in April, the lowest
point in 22 years. The breakdown of the PMI index shows
that the services sector took more hit than the
manufacturing sector. Services PMIs of Advanced
Economies (AEs) and EMDEs declined from an estimated
50.0 points pre COVID -19 to around 14.0 points and 12.0
points respectively in April. Meanwhile, the

manufacturing PMI of AEs and EMDEs fell to 35.0 points
and 31.5 points from 50.0 points in January 2020.

Elsewhere, we saw a massive disruption in the financial
markets as global investors exited their positions due to
the gloomy economic picture. In March 2020, the US
stock market hit the circuit breaker mechanism four times
in ten days. Since its inception in 1987, the breaker had
only ever been triggered once, in 1997. Similarly, markets
in Europe and Asia plunged. In the UK, the FTSE dropped
more than 10.0% on 12 March, 2020, to mark its worst
day since 1987. In EMDEs, there were significant foreign
investment outflows given high risk and uncertainty amid
falling commodity prices. Given the significant external
shocks, credit spread widened and the currencies of
EMDESs depreciated at an unprecedented pace. According
to the Institute of International Finance (IIF), EMDEs
suffered around $83.3bn outflows in the month of March
alone, which dwarfs the estimated $24.0bn recorded
during the global financial crisis.

The US economy contracted 4.8% in the first quarter,
halting its 11 -year expansion cycle. About 33.5 million
people in the US filed for jobless claim in seven weeks
with unemployment rising to 14.7% (vs. 10.0% at the

- PSHBO@&T HMP C Bpbhk éf th& 20d8Binadcial drisis) b R iHrbn$ 3169 pre

COVID-19. The Euro Zone economy recorded a 3.3%

Case comparisonin
WHO regions: Over 13
million cases and
580k deaths globally

*Data is as at 6:30am WAT on 7/17/2020

2.9m+ cases
350k+
deaths

Western Pacific*
South-East Asia

¥
* Mainly Central Asia
** Mainly Middle-Eastand North-Africa

Source: WHO, Afrinvest Research
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Chart 2: Global Economic Growth Forecast
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Source: IMF, Afrinvest Research

moderation in the first quarter following the
implementation of lockdowns across member countries.
Germany, the largest economy in the Euro Zone, saw a
sharp decline in industrial production in March and April,
down 8.9% and 17.9% respectively, the largest drop
since January 1991. The drag was driven by a huge drop
in the auto -industry which recorded a 74.6% m/m decline
due to weak external demand and labour shortage. In
Asia, the government of Japan was forced to postpone
the 2020 Tokyo Summer Olympics due to potential health
risks and travel restrictions, thus reducing 2020 growth

FYQFDUBUJPOTi $1JOB&T FDPOPNZ

first quarter, driven by weak private consumption and
exports due to the slowdown in external demand.
However, China showed significant improvement given

the early relaxation of lockdown and the slow spread of
the virus.

In response to the unprecedented slump in economic
activities, many countries introduced wide -ranging fiscal
and monetary stimulus to support households and
businesses. Additionally, central banks across the world
moved quickly to cut interests rate to historic levels, and
introduced unconventional monetary policy tools to
support businesses and provide liquidity. The US Fed
provided dollar liquidity to countries to prevent a
financial crisis while also cutting ipterest rate to near -
zeDr(? acr%&J irﬁrgdlac%g ol%her%nconeehtizn%l measureLsJ {0 F
support the financial markets. The IMF claims that nearly
80 developing countries requested financial assistance,
with disbursements close to $83.0bn since the inception

Chart 3: Global Financial Crisis vs The Great Lockdown (Selected Countries)

m 2009 m2020E

8.0%
5.9%
6.0%
4.0%
2.0%
0.0%
-2.0%
-4.0%
-6.0%

-8.0%
-8.0%

-10.0% *

5.6%

-7.8% -8.0%

Source: IMF, Afrinvest Research

Page 14

Nigerian Economy & Financial Market Outlook | H2:2020



Global Macroeconomic Review and Outlook

of the crisis.

With these challenges, it was clear that the global
economy faced a looming economic recession likely to be
deeper than during the global financial crisis in 2008.
Consequently, the IMF downgraded its 2020 global

growth forecastto -3.0% in April. Furthermore, the IMF
reviewed its forecast downwards to  -4.9% in June as the
impact of COVID -19 on the global economy became
clearer. AEs are expected to see an estimated GDP decline
of 8.0% in 2020 with recovery projected at 4.8% in 2021.
The US economy is forecasted to shrink by 8.0% in 2020
as the country is the epicenter of the virus. Nevertheless,
urr *." QSPKFDUT B SFDPWFSZ
economy is also expected to contract 10.2% in 2020 with
a recovery of 6.3% anticipated in 2021. The economy of
the Euro Area is expected to contract 10.2% in 2020 but
recover 6.0% in 2021. In the EMDESs, growth is estimated
to printat -3.0% in 2020. China is projected to grow at an
estimated 1.0% in 2020, given its early recovery from the
pandemic. Subsequently, EMDEs are expected to grow at
5.9% in 2021. In the SSA region, GDP contraction is
forecasted at -3.2% in 2020 with a recovery of 3.4% in

ATAoi 4PVUI " GSJDB&T FDPOPNZ

8.0% in 2020 while recovery is projected at 3.5% in 2021.
In Nigeria, a 5.4% contraction is projected for 2020 with a
slow recovery of 2.6% expected in 2021.

The downside risks to the projections include a potential
second wave of the virus and slow progress in vaccine
development, which could cause deeper contractions in
2020 and slower recovery in 2021. The re -escalation of
trade disputes between US -China, US-EU and the BREXIT
trade deal negotiations could also hamper recovery.

Chart 4: International Trade Growth (2016 0 2020F)
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Global Trade Suffers amid the Great Lockdown

The economic and social turbulence induced by the great
lockdown has slowed global manufacturing and service
activities, thus disrupting the flow of international trade.
According to the United Nations Conference on Trade
and Development (UNCTAD), global trade fell 5.0% in
the first quarter of 2020, reflecting a slowdown prior to
the pandemic and existing trade restrictions. However,
recent data suggest that global trade would fall by 27.0%
in the second quarter, worse than the 12.2% contraction
recqgrded at the_peak of the financial crisis_in 2008. The
exp%c'teg §ecline 1s prnerlnisnec?o'n the imggct of strict
border controls across the globe, the disruptions to
global production and supply chains and international
travel restrictions. Additionally, the demand for major
commodities declined drastically due to reduced
economic activities.

China and Europe which are integral to global value
chains felt the heat of the pandemic due to weak
external demand and disruption in manufacturing

Jattivitey! (@ Eiing, fngustiiaPoroguptionded By 8/5%Grz

January and February combined after restrictions were
JNQPTFEIiI $1JOB&T FYQPSUT UP
10.0% while imports slowed. The economic impact of the
pandemic coupled with protectionist sentiments that

eroded trust during the crisis could trigger a gradual
diversification of global supply chain from China. In April,
the Japanese government proposed $2.2bn to help
manufacturing firms shift production from China while

South East Asian states like Vietnam and Indonesia are
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adopting market friendly policies to attract more trade
partners. Also, Germany, an export -driven economy,
faced severe pressure due to weak industrial demand
from China and trade frictions with the US. In March

between rival countries.

Global Monetary Policy: Central Banks Come to the

BMPOFé Ul F DPVOUSZ&T FYQPSUT XReskd CZ o00i +aé UIF MPXFTU

decline since 1990.

According to UNCTAD, global trade is expected to
contract by 13.0% - 20.0% in 2020. The assumption is
premised on moderating COVID -19 threat in H2:2020,
although health measures would remain in place.
Furthermore, a slight rebound in trade flow is attainable
once economies relax lockdown measures and introduce
trade friendly policies. However, the major downside risk
is the threat of a second wave of the novel coronavirus as
the rising number of infections in US, Brazil, Russia and
India remained a threat to fast -paced recovery in global
economic activities. With the expected delay in vaccine
discovery, we believe that travel and other domestic
restrictions would serve as a major constraint to the flow
of goods and services. Another threat to growth in global
trade is the rise of protectionism in AEs, particularly the
US-China trade war. From a cautious optimistic outlook in
January due to the signing of a phase 1 deal, the
relationship between US and China has soured over
several differences bordering on trade, COVID -19 and

To support the economy and smooth functioning of
financial markets across the globe, many central banks
adopted a dovish stance and introduced unconventional
monetary and fiscal policy measures. Governments
around the world also provided large emergency stimulus
to individuals and firms at around $11.0tn. Japan
provided the largest financial bailout in response to
COVID-19, amounting to approximately 21.1% of 2019
GDP. The US trailed, with stimulus package estimated at
13.0% of GDP while Germany and France provided
packages of 10.7% and 9.3% of 2019 GDP. Emerging
Markets (EMs) also followed the same path by boosting
spending but the scale of their interventions was much
weaker than in AEs. Similarly, financial authorities
reinforced market confidence with measures such as
sovereign credit guaranties, loan restructuring, and
provided capital and liquidity to drive cheap lending to
consumers. The lack of fiscal space in AEs and EMDEs
prompted central banks to take aggressive measures on
the monetary policy front.

$1J0B&eT SFDFOU TFDVSJUZ MFHJTMBrspoRse toRetefidrabigd dcbhomid cBriditibns; tie@H i

Turning to Europe, the pandemic has slowed

negotiations on post -BREXIT trade deal, thus fueling the
possibility of a no -deal BREXIT in the near term. Overall,
the future of global trade would largely be dictated by

how countries react to the spread of the virus, the
development of a vaccine and ongoing trade disputes

Fed lowered benchmark rate by 150bpsto 0 - 0.25bps in
March and adopted quantitative easing measures such as
asset repurchases and credit swaps. The European Central
Bank rolled out its cheapest ever loans for Eurozone

banks and considered the expansion of its  €750.0bn
($815.0bn) bond -buying program, to contain the

Chart 5: Fiscal Responses by Governments relative to Country GDP (2019)

AEs vs EMDEs

25.0% r
21.1%

10.7%
9.3%

S JQ ]
S S &
& « <& <<<‘§\

20.0%
15.0% | 13.6%
10.0%
6.2%

5.0%
0.0%

N\

Q’b

6.9%
5.2% 4.9% I
< &

Source: Afrinvest Research

Page 16

Nigerian Economy & Financial Market Outlook | H2:2020



Global Macroeconomic Review and Outlook

economic fallout from the coronavirus pandemic. The

loans were disbursed at an interest rate below zero,
implying that the ECB was basically paying lenders to
boost credit creation. The Bank of England (BoE) reduced
interest rate by 65bps to 0.1%, increased governments
holding of non -financial bonds by €300.0bn and provided
loans worth  €330.0bn (15.0% of GDP) to struggling
businesses and households.

recession. In addition, the SARB announced in March that
it would buy back government securities in the secondary
market to boost liquidity and confidence. Given
uncertainties on the direction of the global economy,
weak inflation and low business confidence, we expect
central banks to maintain the dovish approach and
provide further monetary policy support to the economy.

In the BRICS region, the Brazilian central bank cut its
headline interest rate by a total of 75bps to 3.75% and
also announced measures including reserve requirement The global financial market opened the year with a bit of

reductions for banks and agreed a foreign exchange positive momentum due to improved sentiments on the

TXBQ MJOF XJUI UIF ' FEi 3VTTJ Bure ofthe glebsl gagnomypsofter ggov T-politipal u

interest rate by 100 basis points to a historic 4.5%, the tensions, trade optimism and steady rebound in

lowest since the fall of the Soviet Union. In China, the commodity prices. However, gains were short  -lived

1FPQMFe&T #BOL PG $1JOB c¢1#$e dJdaleng therogtbraqipobireneye goromapivsiagygss

support, injecting liquidity for banks through Open the globe, oil price shocks and increased global risk

Market Operations (reverse repos and medium -term aversion. The social and economic measures put in place

lending facility). The Reserve Bank of India (RBI) cut repo to combat the virus led to a huge disruption in business

and reverse repo rates by 75 and 90bps to 4.4% and 4.0% BDUJWJUJFT XIJDI SFTVMUFE JO B T
respectively, and announced liquidity measures to the confidence. This led to a material plunge in global equity

tune of 3.7tn Rupees (1.8% of GDP). valuations while market volatility jumped to its highest

level since 2008. Against this backdrop, broad -based sell-

offs were recorded in the Emerging and Frontier equities

markets as both declined 23.9% and 27.7% respectively

Global Financial Markets: Reeling from the pandemic

In Sub-Saharan Africa, Egypt recorded the sharpest rate
cut, down 300bps to a 3 -year low of 9.25%, serving as a

pre-emptive move to support the economy. The Central
Bank of Nigeria (CBN) cut monetary policy rate by 50bps
to 12.5%, provided cheap  50.0bn credit facility to Micro,
Small & Medium Scale Enterprises (MSMESs) and
established a 100.0bn health intervention fund. The
South African Reserve Bank (SARB) cut its benchmark
interest rate to 4.25% from 5.25% to support an

economy that is projected to slump even deeper into

Chart 6: Global Bond Performance Index

based on the MSCI EM and MSCI Frontier indices at the
end of Q1:2020. Similarly, the MSCI world index declined
21.4%. Conditions in the global fixed income market also
worsened sharply in the month of March on the back of

rising credit and liquidity risks. As expected, the EMDE

recorded the most price declines as investors maintained
a risk-off approach due to lower commodity prices. In the
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Chart 7: Global Equity Performance Index (MSCI)
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same vein, the easy monetary policy stance of central
banks supported a recovery in yields both in developed
and emerging markets.

The global equities market rebounded in April 2020,
reflecting the impact of monetary and fiscal responses by
major central banks. For example, in the US, the
turnaround in sentiment occurred at the beginning of
April following an emergency 100bps interest rate cut by
the FED and the announcement of a $2.3tn package to
TVQQPSU UI F FDPOPNZi
period as the government also declared that the country
had passed the peak of Covid -19 and began preparations
to ease lockdown measures. In the same vein, Eurozone
equities performed better in April, gaining 6.5%

following relaxed lockdown measures in some European
economies. Some emerging market central banks

adopted unconventional policy measures such as asset
repurchase programmes for the first time to support the
market with liquidity. We observed that investor
sentiments towards emerging market also improved
significantly as capital outflows moderated towards the
end of H1:2020. Overall, losses in the MSCI world, MSCI
EM and MSCI FM indices eased to -8.5%, -10.4% and -
17.6% respectively at the end of H1:2020 as sentiment
improved globally.

In our view, the current reality in the global financial
market is largely fueled by aggressive monetary policy

lockdown, the re -escalation of trade wars, geo -political
tensions and a dramatic US presidential election.

Oil Market Gains Support from OPEC+ and Economy
Reopening

Early in 2020, the oil market started strongly as demand
remained stable on the back of the US -China trade truce.
Oil demand was projected to increase 1.1mb/d to an

6, T F RV Javesagemof 180-0mipdAnF2929, supportirgsin ai) priee

forecast of $65.0/bbl. from $64.2/bbl. in 2019. However,
as the number of COVID -19 cases spiked, the demand for
oil plummeted, resulting in a deep fall in oil prices. To
rebalance the oil market, the member countries of OPEC+
held a meeting on the 6th of March to discuss potential
cuts. However, the meeting was unsuccessful as Russia
was unwilling to make further output cuts, leading to a
price war between the country and Saudi Arabia. As a
result, oil price slipped 31.8% to $34.3/bbl. just 3 days
after the meeting. As the WHO declared the virus a
pandemic, an action that resulted in lockdowns, the
demand for oil deteriorated further with oil price falling

to $22.7/bbl. as at 31st March.

As prices sustained a downward trajectory, the member
countries of OPEC+ with non -members such as the G-20
countries held a subsequent meeting on the 9th of April

in an attempt to stabilise the oil market. The group

TUIJNVMVT BOE JOWFTUPSTe& P QUJ NJrqashedamiti@ic@tput @i@stipaed argund 20.0mb/d,

recovery. We note that the performance of markets does
not necessarily capture the current global economic crisis
and uncertainty surrounding the pandemic. However, we
expect the recovery pattern to be sustained on the back
of improved risk appetite and dovish policies. The
downside risk to our forecast remains a second phase of

consisting of a 9.7 mb/d production cut in May and June
while 7.7 mb/d was agreed for the remaining part of the
year. The deal extended beyond 2020 as the group

agreed to a 5.8 mb/d cut effective from January 2021 to
April 2022. Despite the excitement following the record

deal, oil prices sustained a downtrend, touchinga 21  -year
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Chart 8: Oil Price per barrel
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low of $19.3/bbl. on the 21st of April due to high such as the US and Canada has resulted in weaker supply.
inventory. So far, the dual impact of economic reopening As a result, output in 2020 is now expected to be weaker,
together with the OPEC+ agreement has resulted in a with the EIA projecting a contraction by 6.1mb/d to
recovery in oil price to $43.3/bbl. as at 8th July 2020. 94.6mb/d from 100.7mb/d in 2019. However, due to the

economic reopening, the EIA expects supply to improve

Due to concerns over the rapid spread of the pandemic, .
to 98.8mb/d in 2021.

most economies are only partially opened. Hence,

demand remains weak relative to pre -pandemic level. Hence, we expect an oil price band of $30.0 -45.0/bbl. for
Also, with aggregate inventory level of 1.3 billion barrels the rest of the year as long as oil producers adhere strictly
within the first five months of the year based on EIA to the output cut agreement. However, the downside

data, demand is expected to remain relatively weak risks remain a second wave of the pandemic, re -
throughout the year and beyond. The shortfall in emergence of US -China trade war and a delay in the
demand has now led to a downward review of previous discovery of a vaccine.

projections, with OPEC now revising its initial estimates
for 2020 by 10.3mb/d to 90.6mb/d. The revision is only
0i ONCT E CFMPX UIF &*"&T gfii aNCT E QSPKFDUJPO GPS UIF ZFBSi

On the supply side, the OPEC+ output cut agreement in
addition to lower oil production from other countries

Chart 9: Demand and Supply
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Domestic Macroeconomic Review and Outlook
Nigeria amid COVID-19... Another Devastating Setback

In our 2020 Economic & Financial Markets Outlook, we
noted that the second term of President Muhammadu
Buhari began with fiscal reforms as the Finance Act and
the amended PSC Act were signed into law in H2:2019.
While we considered the Finance Act to be mostly
positive, the PSC Act was concerning given its likely
negative impact on investment in the Oil & Gas sector. As
the economy was yet to fully recover from the 2016
economic recession, we highlighted that the FG needed
to mobilise more resources and attract investments in
support of areas such as infrastructure and human capital
development. With the 2020 fiscal strategy unconvincing
in these areas, we forecasted the economy to grow by
2.4% from 2.3% in 2019.

Then COVID-19 struck, causing severe and extensive
damage to the local economy, through the transmission
of external shocks and local containment measures. The
ensuing risks to health systems and the economy have
been unprecedented, with the downside economic risks
worse than the 2008/9 global financial recession while
the health risks have been described as the worst since
the Spanish Flu of 1918. In Nigeria, COVID -19 has only

GVSUI FS FYQPTFE UI F DPVOUSZeT

economic and health system vulnerabilities prior to the
pandemic. The sharp fall in oil prices to a 20 -year low of
$17.70/bbl. in April 2020, following the contraction in
global oil demand, led to weaker prospects for
government revenues and export earnings. Accordingly,

Ul FSF XBT B EPXOXBSE SFWJTJPO

revenue targetto  5.3tn while the currency was devalued
to enable the economy cope with external account
pressures.

The heightened risks spooked investors, resulting in
sizable foreign portfolio flow reversals that have only
been limited by crippling capital controls. Unlike in
previous episodes of economic shocks when remittances
supported FX receipts, there would be little reprieve as
the World Bank is projecting a 20.0% contraction in
global remittances. Similarly, the health risks were

TJHOJGJDBOU BOE BGGFDUFE [/ JHFSJ

were implemented to avoid overwhelming the healthcare
system. Prior to the pandemic, the country was already a
hotbed of several health diseases that have stretched
health systems thin. The lockdown implemented to
combat the virus in the major commercial cities of Lagos,
Abuja, Port -Harcourt and Kano dealt a blow to economic
activities. In a survey conducted by NBS to measure the
impact of the pandemic on the local economy, about

43% of respondents reported losing jobs, over 50.0%
found it difficult to support household consumption and
social protection has been inadequate.

In our opinion, even though we admit that there is no
escaping the devastating impact of COVID -19, decades of
poor policy choices have elevated risks in Nigeria. The
continued reliance on oil for FX receipts and government
revenues, together with poor investment in the

healthcare sector weakened the resilience of the

economy. We believe the impact of this pandemic would
reverse the marginal gains recorded since the 2016
economic recession, thereby hurting businesses and
households. Beyond the initial response of removing fuel
subsidies to support revenues, the upside is new priorities
for the FG in the areas we have highlighted in the

medium -term. The anti -trade disposition of the FG should
also be reviewed to benefit from regional synergies as

the diversification of supply chains from Asia creates
opportunities.

Weak Institutional Capacity and Policy Response to the
COVID-19 Pandemic

Nigeria confirmed its first case of COVID -19 on February
2GR0 5 FRY0S Bigle: S 1ep g gumbercl .
confirmed cases as risen exponentially, with the
pandemic spreading across all states. As at the end of
H1:2020, the total number of confirmed cases stood at
25,694 with 9,746 discharged persons and 590 deaths. In
terms of readiness, Nigeria was far from ready to deal
trbthe outbreak of CL9¥|D 9ée'[PereﬁV\{_err? _?nly 350 ICU
bed spaces (Souah Africa: 3,450) to manage Iintensive care
patients across the country. Only five laboratories across
four states could test for the virus, with initial testing
capacity of less than 1,000 tests per day. There was also a
shortage of medical personnel and supplies, with the
former at 3.81 doctors per 10,000 population (South
Africa: 9.05).

Due to these challenges, Nigeria adopted a similar
strategy as most of the world to avoid overwhelming the
healthcare system and to contain the spread of COVID -19.
Pre5|dent Muhammadu Buhari announced an initial two
wee 5ockdown of conor-rru(':: actﬁngl—es |'r\1/I I_PagDo|§ Abufél orT
and Ogun State from March 30, 2020. There was soon a
phased, gradual easing of the lockdown from May 4,

2020, which we suspect was due to the growing cost of
the lockdown on households and businesses. Also, in line
with the standards set by the World Health Organisation
(WHO), Nigeria adopted social distancing, isolation and
case management as well as other measures to limit the
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spread of the virus. Most importantly, the Water,
Sanitation and Hygiene (WASH) sector rose to
prominence by promoting safe practices to reduce
infections.

The early reopening of the commercial cities that were
under lockdown was in spite of weak testing, tracing
and isolation of cases, which made lockdowns
ineffective. We believe the FG eased as sustaining the
lockdown under such conditions would have amounted
to more economic costs. Accordingly, cases exploded
from an average of 53.2 per day in April to 262.2, 509.3
and 577.6 in May, June and July 2020 respectively. In
Q2:2020, Nigeria expanded its testing capacity by
increasing laboratories to 53 and testing rose from 0.02
per thousand in April to 1.0 in July 2020. However, this
is below testing levels in peer countries such as SA (40.0
tests/thousand people) and Ghana (11 tests/thousand
people) in testing. While cases have grown at
remarkable pace, reported deaths grew slower with a
case fatality rate of 2.2%. However, we believe cases
have been underreported both by the lack of disclosure
and transparency by many states as well as weak
capacity to test. The approach adopted in observing this
includes the fatality gap between Nigeria and peer
countries that have done better testing, especially given
the low share of the age group most susceptible to
death from the virus in the overall population.

To support the economy in line with the global
response, the CBN rolled out various measures beyond
its core mandate to support the real sector. Some of the
measures adopted by the apex bank include the

Chart 10: COVID-19 Testing and Case Fatality Ratio

creation of a  50.0bn targeted credit facility to support
households and SMEs while intervention funds of 1.0tn
and 100.0bn were created to support the manufacturing
and healthcare sectors respectively. In addition, interest
rate on all CBN intervention facilities was reduced to 5.0%
from 9.0% with a one -year moratorium. The apex bank
also announced a private sector coalition against COVID -
19 (CACOVID)o which raised 27.1bn o to support the FG
in procuring medical supplies to contain the pandemic.
Meanwhile, commercial banks were granted regulatory
forbearance in the restructuring of loans. To further

support the economy amid dwindling oil prices and rising
currency pressures, the official exchange rate was adjusted
by 15.3% to  360.00/$1.00 and the rate at the I&E window
by 5.3% to  380.00/$1.00.

On the fiscal side, the 2020 budget and its assumptions
were adjusted to reflect current economic realities.
Revenue projections for 2020 were cut by 37.3% while
there was a provision of around 200.0bn made for
COVIDog TVQQPSUiIi 8JUI
thin even prior to the pandemic, there was weak capacity
to sustain lockdowns given the need to support
households and businesses. Overall, the total fiscal
support is estimated at N500.0bn so far, representing a
negligible 0.3% of GDP. However, the FG established the
Economic Sustainability Committee (ESC) in April 2020
with the mandate to prepare an all  -inclusive Economic
Sustainability Plan (ESP) to deal with the economic and
health impacts of the pandemic. The ESC estimated that
2.3tn is needed to fund initiatives that would accelerate
a quick economic recovery and prevent a deep economic
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Chart 11: COVID-19 Fiscal Stimulus

Source. IMF, Afrinvest Research

contraction. In an earlier move by the FG, an 'Emergency
Economic Stimulus Bill 2020' to support households and
corporates was passed as a temporary measure to cushion
the effects of COVID -19 spillovers and is expected to
elapse in December 2020. The Bill provides for a 50.0%
rebate on corporate taxes and the imposition of new
moratorium on mortgage obligations. We note that the
relief to the formal sector will support businesses, but this
exempts the informal sector which accounts for around
65.0% of economic activities. Also, the Bill introduced
import and stamp duty waivers for the importation of
essential medical supplies required to fight the pandemic.

$1 BSU ddu [/ J-1oE@tstEsas at SOPROVZDED

Additionally, the FG announced conditional cash transfers
to vulnerable households as well as a three months
moratorium for repayment of all government funded
loans.

The weak capacity to deal with the pandemic follows from
a history of unsustainable fiscal policies that reduced the
scope for fiscal intervention during crises. This was the
case during the oil price crash between 2014 and 2016
which led to a recession, compared with huge fiscal
savings that protected growth during the 2008/9 global
financial crisis. The strong growth of recurrent spending
and subsidies over the past decade reduced the resources

COVID-19 Stats as at 19/07/2020
Confirmed Cases = 36,663
Recovered Cases =15,105
Deaths = 789

Fatality Rate = 2.2%

Samples Tested = 212,201
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Source: NCDC, Afrinvest Research
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