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October Review

C Qil price has fallen by 9.76% to $74pb since September

C Oll production plus condensates is at 2.1mpb

sz C No reported force majeure in October

g C On grid power rises by 6.8% to an average of 3,752MWh/h in October

C Constrained mainly by gas supply and transmission inadequacy
C Revenues from oil in October fell to $7.1bn  -$7.4bn
C Terms of trade improved by 3.9 points to 26.9 in 2018

C External reserves fell 11.08% to $41.9 since July




October Review

C Two bulge bracket banks, UBS and HSBC, close rep offices in Nigeria

C Foreign portfolio investment flows reduced in Nigeria to $4.12bn

C The stock market lost 0.92% in September/October; 11 negative days
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and 11 positive days
CAverage revenues of FMCGOs decl i ned L
C The PMI jumped 5.21% to 56.5 on strong inventory orders

C Consumer confidence crashed to 60.8 on lower disposable income and
purchasing power concerns

C Increasing consumer resistance, down trading and shifting behaviour




October Review

C Headline inflation increased for the 2 "4 consecutive month
C Projected to rise in October to 11.35%

C Core inflation declined and food inflation up to 13.31%

s C Retail price of diesel jumped to N255 per liter stoking logistic costs

C Subsidy on PMS reaches N63 per liter on 60 million tonnes per day

—CUr ban traffic i n Lagos sharply worse
C Peak average travel time between Lagos mainland and Island now 90 0
120 minutes

C Peak travel time between Ajah and Victoria Island 65 minutes

C Eating into worker productivity and motivation




October Review

C Labor productivity growth for 2018 increases to -0.7% from -2%

C Minimum wage agreed at N30,000.00 ($83) per month

~ CInflation compensated wage should be N41,000.00 per month
§Q$200 minimum wage (exchange rate reflective) is N76,000

= C The CBN intervention in forex was sharply higher - 45% at $1.51bn in
October

C Leading to increased depletion of the external reserves to $41.9bn

CNigeria falls one place I n the gl obal




October Review

C General Electric has pulled out of the Nigerian Railway Investment of
$2.8bn

C CBN increases minimum capital requirements for microfinance banks by

150% (national) and 900% (unit and state )
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g C Toimprove governance, increase consolidation and scale economies
N C MTN blames delayed listing on CBN & AGF as misguided enthusiasm
C MTN and FGN now likely to settle out of court without prejudice

C EFCC accuses MTN of economic sabotage

C Seen widely by observers as another shakedown




October Review

C Unemployment data release date postponed again to December 7

CLast data was released a year ago 1In

.. CNBS under pressure to meet a congested time table for data release

C CBN expressed a preference for a stronger naira over higher reserves

C CBN revokes Skye Bank license
C Credit to the private sector increased by 0.94%

C Banks are risk averse and have no appetite for new loans
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Implications and Impact of October Highlights

C Shift in Nigerian trade flows in favor of

South Korea 7.5%
China 21.1%
Belgium 8.7%
USA 8.4%

22y
g Nigerian importers are purchasing more from weaker currency countries

Higher oll price and subsidy backlog is making diesel imports unattractive
C Increased oll production means Q3 GDP may reach 2%
C Inflation already increasing and will get worse as wages rise
C Corporate earnings are under pressure

C Leading to price wars and undercutting competition
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US: Strong Jobs Report Just Before Midterms

C Democrats take control of the House & Republicans keep the Senate

C Checks and balances will restrain the excesses of Donald Trump

. C Economic momentum strong in the face of tariffs, volatility in the stock

market but high debt
== C The US added 250k jobs in October dbeat i ng anal ystso
C October jobs report shows fastest wage growth in a decade

C Wages were 3.1% higher in September than they were a year ago o well

ahead of expectations of 0.5%

€
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US: More Inflation Brewing?

C Unemployment rate is now at 3.7%, the lowest since 1969

C Wage growth expected to accelerate further as labor market tightens

C Feds preferred gauge of inflation 0 Personal Consumption Expenditure

) (PCE) drose 2.5% in Q3

OMPAN
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US: Fed vs Trum@ Can the Fed be Independent?

CTrump has been vocal Il n his criticisn

C He insists rate hikes and stronger dollar makes US exports uncompetitive

2

gg(;He ' s not the first US president to D
i

gc; Reagan ordered Fed chair Volcker to not raise rates before the election in

1984
C Even though it was something Volcker previously had no intention of doing
C The big question is 6 what if Volcker had wanted to raise rates?

C A central bank that appears subservient to political concerns will rapidly

lose crediblility in the markets
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US: Sanctions on Iran Take Effect

C New period of uncertainty as renewed sanctions on Iran take effect

C Trump hopes the policy will inflict pain on Iran without causing a spike in ol

prices

g(; Initial impact has been relatively benign d prices have been on the decline

= C Temporary waivers have been granted to eight countries including India

and China 0 conditioned on steady reductions of imports

C Gradual approach allows European and Asian customers to find suppliers

to replace Iranian crude

C Sanctions should cut roughly 2% of global oil supplies over the next year
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EU: Mixed Signals

C Euro-area growth disappoints ;GDP rose 0.2% i n Q3018

C Slowest pace since 2014 and less than the 0.4% estimate

C Risks remain prominent: Italy budget crisis dragging on and a hard Brexit
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looming

C Inflation accelerated despite economic slowdown dto 2.2% in October

from 2.1% in September, lifted by energy prices

C The mix of accelerating inflation and slowing growth comes at a crucial

time for ECB as it prepares to scale back stimulus




17 |

[

China

En—
£
-]

[¥]

C China grew by 6.5% in Q3 0 slowest pace since 2009
C The Chinese yuan hit its weakest point since 2008

C Almost seven yuan to the dollar

C Good for Chinese exports

C Bad for Nigeria in the swap deal
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The Chinese Century is Well Underway

C The US may be the global superpower, but China has replaced it as driver

of global change

g

¢cOn PPP basi s, China became the worl do

[ray =

GDP per person (PPP) in China has risen ten -fold since 1990

Compared to two -fold in other countries that were as poor as China in 1990

C Its population and rapid development have made it responsible for a

remarkable share of global change

C It has accounted for 45% of the gain in world GDP since the financial crisis
of 2008
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The Chinese Century is Well Underway

C In 1990, 750mn people lived in extreme poverty; today that figure is down

to fewer than 10mn

C This represents two -thirds of the worlds decline in poverty during that time

C China is also responsible for half of the total increase in patent applications

2

over the same period

CChinads growth means i1t 1 s now I n a p

Europe for influence in Africa

Clthasbecome Afri cads most | mportant eco

Infrastructure financier
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Implications
On Nigeria

C Weaker yuan means Chinese loans are easier to repay

C Wage growth in the US likely to result in more rate hikes than anticipated
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553@ To trigger increased capital outflows and put pressure on the naira
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C Stronger dollar to dampen commodity prices 0 oil, LNG, cocoa
C Higher cost of borrowing at a time Nigeria plans to issue a $2.8bn Eurobond
On Corporates

C International financing will become more expensive

C Companies to hedge on forex -denominated transactions
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Homes built with you in mind...

THE ADDRESS HOMES ALMA BEACH BEHIND MERCEDES BENZ 3rd round about lekki Lagos
This detached homes built to top unique architectural standards with the modern top end
finishing for your enjoyment.Each unit with its unique view and serene spatial arrangement.

THE ADDRESS HOMES ELEGUSHI-LEKKI (beside World Oil Station), located between 4th & 5th
round-about on the Lekki Express Road. Its a contemporary, urban lifestyle, fully serviced estate
consisting of different types of specious 5 Bedrom Semi-detached and limited number of 5 Bedroom
fully detached homes/villas, all unquely designed for functionality and aestthetics.

CONSTRUCTION WORK IN PROGRESS.

” .Begt_m _39900:77553100332 THE ADDRESS HOMES LTD.
oyin -
ca Rl - 09087504004 21, RIBADU ROAD, OFF AWOLOWO ROAD, IKOYI

LAGOS, NIGERIA
@@theaddresshomes @theaddresshomes § @theaddresshomes P.O BOX 55500, IKOYI LAGOS

WWW.THEADDRESSHOMES.COM 01-2803351, 01-2803352
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SubSaharan Africa

Smalis nimble and big is humble
Nigeriand South Africalaanblae
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CSouth Africads centr al bank says

with a single policy option to raise interest rates

C Central bank says price stability is under much pressure

[

g C Rand has lost approximately 16% year to date

= C South Africa will hold its MPC meeting on November 22nd
C Unemployment rate rose further to 27.5% in Q3 from 27.2%

C Higher unemployment rate, coupled with an economic recession could

compel monetary authorities to delay monetary tightening

South Africad SARB to Raise Interest Rates

MO N €
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Kenyad Government to Borrow $2bn

C Kenya to offer Eurobonds and seek a syndicated loan to raise $2.8bn in net

external financing in 2018/2019

C In February, Kenya raised $2bn in a Eurobond issue, six times oversubscribed

=
EAS

C Priced at 7.25 % pa for the 10 -year and 8.25 % pa for the 30 -year tenors

“L_C Higher interest rates in advanced economies could raise prices on the

Imminent issue

C The IMF also raised the country's risk of defaulting on debt repayments to

moderate from low on concerns of higher spending and revenue shortfall

CThis would threaten the governmento0s




25 |

Ghana Economic Growth Flat in Q2

CGhanados economic growth (y/y) rate wa

CQ1018 GDP growth figure was revised o

C Quarter on quarter growth was 1.3% in Q2, also the same as Q1

i

gC;QZolS growth (y/vy) was t he weakest S |

T CLower than 11% in Q20617

CSIl ow growth reflective of a higher GL

exercise

C Growth rate will likely remain below its 2017 levels due to a higher GDP

base
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Isthe Chinese Debt a Poison Chalice?

CATf r | wtal eéxsernal debt currently stands at $417bn, approximately 12%
of Africados GDP

C An estimated 20% of this is owed to China

C China is the single largest creditor country to the continent

==C A ticking time bomb

C Most Chinese loans go into infrastructure (roads, railways, ports)

C There is concern over the real returns  of these projects
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Isthe Chinese Debt a Poison Chalice?

C Congo Brazzaville and Zambia are most exposed to Chinese debt distress

C A low interest rate makes Chinese loans attractive to African countries

~ C Higher US interest rates and a stronger dollar could raise repayment

=
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» burden
LL_C African countries would likely have to adopt austerity measures to repay

C Refinancing may not be a feasible option; potential creditors would be

sceptical about repayment abilities

C Repayment would reduce government finances and slowdown

economic activities on the continent in the long run
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Economic Indicators

and fiscahccretion

A But negative for subsidy payment

Leading Economic Indicator September October % Change | Impact November 6
Forecast*
YTD M2 growth (%) 4.04 (July) 3.58 (August) Still bel ow CBNOs| 3.54.0(September)
Average Openi ng | 423.23 202.12 Leading to higher interest rates 250300
FAAC ( NObn) 741.8 698.71 Increases salary backlog across statey 656700
reduce government investments
T Bills (91 days) (%) Primary 11.00 10.98 -0.02 Increases government debt service 10.2610.50
T Bills (182 days) (%)Y Primary 12.20 13.49 +1.29 13.2613.50
AverageNIBOR (%) (OBB, O/N) 7.69 14.81 7.12 In tandem with decreased naira liquidi{ 1215
Average Lending Rate (%) (pa) 18.00 18.00 - Still high; lower lending rates needed t{ 1821
boost activities in the resactor
Inflation (%) 11.23 (August)| 11.28 Higherinflation will be a front burner 11.35October)
(September) iIssue at the next MPC meeting
PMI FBN:53.7 FBN:56.5 5.21 Projected to remain in the expansion | 5658
CBN: 56.2 CBN:56.8 1.07 territoryfor the lastwo monthan 2018 | 5757.5
Oil Price ($pb; avg) 79.22 80.69 1.86 A Higher oil price is positive for dollal 7577
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Economic Indicators

Leading Economic Indicator September October % Change | Impact November
Forecast*

Oil Production (mbpd) 1.72 (Aug) 1.75 (Sept) 1.74 Minimal disruptiont pipelines 1.751.80(0ct)
expected ahead of 2019 elections

Power (MW;avQg) 3,513 3,752 6.80 Average output still below 3,7063,900
4,000MWh/hour

Natural Gas ($/MMBtu; end) 3.01 3.26 8.31 Would boost export revenue 2.53.0

External Reserves ($bn) (end) | 44.31 42.06 Strongenaira taking preference over| 4041

buoyant reserves

Exchangerate (N/$; Parallel361 Parallel: 362
month-end) IFEM: 306.35 IFEM: 306.60
IEFX: 363.92 IEFX: 363.54

CBNOGs pr i orthengirai { Parallel: 36662
with regular interventions in the forey IFEM: 306.50
market IEFX: 364365

St ock Mar ket C| 11.96 11.85 Negative political sentiment is 11.5612.00
reflecting negatively on investor

confidence

ed &$#060 &I OAAAOGO
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Mixed Performance of LEIs in October
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Negativeg FAAC, average
opening position, inflation
external reserves, stock
market cap

Positiveg Oil production, oi
price, PMI, power output

Neutralc T/Bills rates,
exchange rate

Liquidity squeeze in the
banking system in Octobe

Leading to lower short
term interest rates

Spread between parallel
market rate and IEFX rate
narrows to N1.94 from
N2.92 in September
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Mixed Performance of LEIs in October

C Economic challenges persist

C External imbalances are growing

C Vulnerabilities are rising

%
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i
g C Risks are elevated
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Avg. Power Output up 6.8% in October
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Power Sector News

. Impact
C FGN needs $1trn to upgrade energy infrastructure

Increased
C NERC proposes cap on estimated billing charges to ¢

. . . iInvestments in the
mitigate exorbitant charges by Discos

_ L . power sector
. CNi geri adbs thermal power ==dationhs remain

needed for

£
=
EAS

due to uncompleted plants and gas constraints

. _ Improved power
C Minister of Power, Babatunde Fashola, projects

. L generation
generating capacity in excess of 9,000MW by 2020

Positive for
C FGN plans to add 4,200MW to the national grid within ¢

businesses and
12 months

households

Sourckavavo Advis
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Oil Production Outlook: 1.75 1.8mbpd in October

Source: OPEC
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== Nigeria is more oll production sensitive than price sensitive

C Oll production expected to remain stable in the coming months
C Between 1.75 -1.8mbpd in October

C Minimal force majeure and disruptions to pipelines ahead of 2019 elections




37 |

i
-]

B

Impact

i C Negative for:

C Oll proceeds

C External reserves

CWoul d

| 1T mi t

C OiIl production would fall below 1.5mbpd

CBNOSs

amairal 1 t vy

What if- Niger Delta Militant Strikes?

t

o)

def end

t



” What if- Oil Prices Fall?

C If Brent falls below $40pb
Impact

C Decline in FAAC disbursements leading to salary

arrears across states and reduced consumer

38>
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confidence

C Reduced government spending on infrastructure
C Reserves will erode to $25bn

C Deficit will rise sharply to over N3.5trn

C Price of petrol will fall below N145/ liter

C Naira will crash to N410/$




Domestic Econbmy
Monetary Stability



“Money Supply Outlook: N25trn in Sept

3

Source: CBN, FDC Think Tank
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£ C M2 up 3.58% (annualized) to N24.86trn in August
CBel ow CBNOs target of 10.48%

C Likely drivers of M2 growth: election spending and 2018 budget

disbursements

C Expected to inch up further in September to N25trn
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Credit to Private Sector & Lending Rates

Credit to private sector vs lending rate
22.6 21

22.4 / 20.5
22.2
20
19.5

21.8

21.6 19
Jan'18 Feb'18 Mar'18 Apr'l8 May'18 Jun'1l8 Jul'l8 Aug'l8

Source: CBN, FDC Think Tank

- Credit to the private sector (N'trn  ——Lending rates to corporates (¥

= C Credit to the private sector inched up to N22.47trn in August

C Lending rates to corporates declined to approximately 20% pa

C Now back up to 23% in November

CLI kely driven by government 1 ntervent

scheme
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FAAC Down, Despite Higher Oil Price

900
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FAACK QP

821.9

655,18 701 668.9 714.8 741.84 698.71
| I I I I I I

Nov'1l7 Dec'17 Jan'l8 Feb'l8 Mar'18 April'l8 May'18 Jun'l8 Jul'18 Aug'l8 Sep'l8 Oct'18

C FAAC down 5.8% to N698.71bn in October despite oil prices climbing to

a 4-year high

C FAAC disbursements expected to remain within the N650 -700bn range
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Inflation Outlook: 11.35% in Octoberl3.5% in December

C Projected to inch up 0.07% to 11.35% in October

Source: NBS, FDC Think Tank

C Imminent risk to inflation is the likely minimum o Inflation (%)
T 1433

14.00 - 13.34

12.48

wage review

12.00 - 116199 2311.1411.2311.2811.35

§’ o ] . 10.00 -

gé(} Increased minimum wage ®mereased naira 800

s llquidity mm)higher headline inflation rate w00
C Other risks to inflation: O P

C Increased election spending
C Higher logistics cost (retail diesel price in Lagos

spikes to N250/litre)
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What if- Inflation Spikes?

Unemployment

Headline

inflation: ) = (

Underemployment
:45%

= Impact

C Increased Inflation reduces consumer disposable power
C Leading to a decline in consumer confidence

C Higher misery index results in increased criminal activities







