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The fiscal to the fore
Not for the first time, thanks due to the oil price
The rebound in the global economy

e

unprecedented discipline of OPEC+ in restoring supply at a measured pace has played its part. Along
with the allocation of SDRs and the chase after yield by foreign portfolio investors, this made for a
successful Eurobond issue this month. Prospects for domestic growth and market-friendly reform are
dull but the decent external balance sheet resonated with investors.
Huge supply of FGN naira paper for the market
Fiscal matters remain the principal macroeconomic driver of the fixed income market. The
stance is expansionary, which means a large supply of new paper for the DMO to sell. It has a record
domestic funding target this year

. It is on track to hit the target

due to the steady bid by the domestic non-bank institutions, the predominant players.
No change
The CBN has done the easy part on the wish list of the multilaterals by scrapping the preferential
official fx rate and moving to effective unification. However, it has not

-

likes to guide and manage. Better prospects for the oil price and reserves
are on its side, and our take is that the monetary authorities will get by with a few small adjustments.
A temptation for the MPC to raise rates
Inflation is now on a downward track. We think that the committee will revert to gentle tightening to
help it on its way next year once the foundations for growth are more secure.
FGN bond yields to tread water
FGN bond yields have recovered this year in response to the huge deficit financing requirement. The
gap may well rise above the level in the 2021 budget, which would be funded outside the market. The
DMO can count on steady institutional demand at auction. We see yields in the mid-curve stable with
a small bias to the downside in a range of 10.50% to 11.50% in the quarter ahead.
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Global and domestic backdrop
COVID-19 continues to hang over the global economy, although the sequence of events differs

No escaping the pandemic

across jurisdictions. China took the first significant hit in January 20 and made the first exit in
macroeconomic terms. Most advanced economies followed in March/April. Unlike previous recent
viruses such as SARS, no country has been spared. Western states have generally been hit at least
twice.
Vaccines have reached developing states under the COVAX initiative, which is led by the World

A slow start to vaccination, domestically

Health Organization and Gavi (the public-private health alliance). These supplies are being
supplemented by transfers from the stocks of G7 members. As of this month, Nigeria has received
eight million doses of vaccines within the initiative, and is scheduled to receive a total of 84
million in all. The official aim is vaccination of about 70 % of the adult population in 2022, and
the current record is 1.9% (4.0 million Nigerians). With one exception (South Africa) fatalities in
Africa have lagged the rest of the world by a considerable margin due in good measure to the
lower age profile. The other costs have been heavy, however.
The latest World Economic Outlook (WEO) from the IMF, released in July, has the global economy

Strong rebound for the global economy

recovering this year by 6.0%, the US by 7.0%, the Eurozone by 4.6%, and Japan by 2.8%. It has
a strong rebound of 8.1% for China alongside 9.5% for India. For 2022, the WEO has global
growth of 4.9%, in which emerging market and developing economies (5.2%) outpace the
recovery of the advanced economies (4.4%). The next WEO is due next month. It may well reflect
the consensus that the very different pace of vaccinations means uneven growth across borders.
Central economic indicators

Year-end December

2019

2020

2021F

2022F

Real growth (in per cent)

2.3

-1.9

2.9

2.8

CPI (in per cent; y/y Dec)

12.0

15.7

15.8

13.1

Monetary policy rate (%; year-end)

13.5

11.5

11.5

12.5

Current account/GDP (in per cent)

-4.3

-1.2

0.2

-0.4

Bonny Light (end-period spot; USD/b)

67

52

73

76

Bonny Light (average spot; USD/b)

66

44

68

73

Official fx reserves (in USD bn)

39

35

40

43

N/USD (NAFEX; end-period)

365

410

420

440

N/USD (NAFEX; average)

362

382

412

430

Sources: CBN, NBS, Bloomberg; FBNQuest Capital Research

The FOMC last met on 21 and 22 September. In line with market expectations, it made no
change to either its benchmark (Fed funds) rate of 0.0% to 0.25% or its USD120bn monthly
bond-buying programme. Th
June. Its message is that we should now expect a tightening of its stance a little sooner.
The Fed may start to trim the bondmaximum employment. Jerome Powell, the Fed chair, said after the meeting that the step
(taper) could be taken at the time of the next meeting (in November).
Committee members now see core inflation at 3.7% this year and 2.3% in 2022. The latest
data from the Bureau of Labour Statistics for August suggest that inflation peaked the
previous month (at 5.4% y/y) for the broad headline measure. We should note that the
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gives them a little more flexibility.
As for employment, the number of job opening increased by 749.000 to a record 10.9
million in July. Labour market surveys show about one million new jobs created in both June
and July, with a sharp fall to 235,000 in August linked perhaps to a pick-up in COVID

US output back to 2019 level

infections. The background to the
6.5% on an annualized basis in Q2. Output has returned to its pre-COVID level.
Once the programme has been wound up, the Fed moves to rate hikes. The consensus among
officials polled is at least three increases in both 2023 and 2024. Nine of the 18 officials
Rate hikes by the Fed coming!

present expect the first hike before end-2022.
The ECB is also preparing to adjust its stance. After the latest meeting of its governing
council in early September it indicated that it would m

in

its EUR1.85trn pandemic emergency purchase programme (PEPP) from the EUR80bn
monthly level seen since March. In its

A ECB taper yet not a taper

the programme, which runs until March 2022. The ECB also operates its regular asset

As in the US, inflation in the eurozone is running ahead of the target of 2.0% y/y. The
harmonized index hit 3.0% in August although the ECB attributes the rise to one-off factors
such as energy process and sees inflation back below the target in 2023. Its medium-term

Patience for normalization in the Eurozone

reference scenario has raised the possibility of monetary tightening as soon as 2023 although
most analysts see such a step several years down the road. The benchmark rates are
currently -0.5% for deposits and zero for refinancing.
China posted spectacular growth of 18.3% y/y in Q1

, followed by 7.9%

in Q2. The official target for the year is at least 6.0%, which looks attainable despite concerns
about the indebtedness of the real estate sector. Some slowing in the economy is discernible

Robust growth in China yet slowing

from the July data release that showed growth in retail sales and industrial production growth
at 8.5% y/y and 6.4% respectively. There are well-placed calls to loosen fiscal and monetary
policy: the authorities, however, have to take into account the reality that some sectors are
overleveraged. Companies are not routinely rescued to avoid default.
In addition to being the largest global buyer of crude oil, China is the leading importer from
Pick-up in US-Chinese tensions

private sector. Signals from the Biden administration in the US point to a tougher stance
with China, which, at the worst, might lead to additional sanctions that have a negative
impact on third parties through trade and investment.
US official rates at almost zero are naturally welcome in Nigeria. A reasonable external
balance sheet underpins the Nigerian credit story, and after several false starts the FGN
tapped the Eurobond market this month to raise USD4bn from orders said to exceed
USD12bn. Foreign portfolio investors (FPIs) are chasing yield, which they can only secure by
taking a little more credit risk than previously. These favourable conditions for issuance are
not permanent, given the signals from the Fed and elsewhere.
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Since the diversification of the economy is still at an early stage, the largest single
is still its oil revenue. Following a scare at the peak of
the COVID-driven market turmoil in April 2020, the price has steadily recovered. The

Welcome recovery in the oil price

successful vaccination programmes in most advanced economies and the easing of
restrictions have together given a substantial boost to demand for crude. The spot price of
UK Brent crossed the USD60/b threshold in early February and the USD70/b threshold in
early June.
A demonstration of relative and unprecedented discipline by OPEC+ has been the principal
driver. A minority of members have produced above quota but this has been more than

Based upon OPEC+ discipline

outweighed by voluntary cuts by Saudi. The alliance between Russia and Saudi has broadly
held even if the latter has had to indulge the former on occasions.
It imposed draconian cuts on all members in April 2020, and has since slowly restored their
quotas. By January the aggregate quota reduction had been cut to 7.2 million barrels per
day (mbpd) and to 5.0mbpd by this month. The intention is to release an additional

Crude demand nearing pre-COVID level

400,000 b/d onto the market each month. Monthly ministerial meetings review quotas and
compliance.
Global demand peaked at 100.0mbpd in 2019 and crashed by up to one third at the peak
of COVID-19 in April last year. The latest forecast from the International Energy Agency has
demand recovering to 96.2mbpd this year and 99.4mbpd in 2022. OPEC has slightly higher
forecasts.
The price is also underpinned by rising pressures on US shale oil producers. We can now see

Price support from Middle East issues, too

that the industry has a rather higher breakeven point than its public relations advisors
indicated.
As always, the geopolitical risks are unpredictable. A tougher negotiating stance by the Biden
presidency than many (including ourselves) had anticipated suggests that a new deal on
Western sanctions will prove a formidable challenge. Given our
above take on the industry and our conviction that the negative dividend for the industry

The Achilles heel again exposed

from climate change will be felt far beyond our forecast horizon, we see an average price
for Bonny Light of USD68/b this year and USD73/b in 2022. This compares with an actual
of USD44/b in 2020. Our unchanged forecasts probably err on the conservative side.
A series of slumps in the oil price, the most recent in March/April 2020, has exposed
Nigeria's failure to diversify its economy away from oil and accumulate sizeable fiscal buffers
in preparation for external shocks. We are revisiting familiar territory as the exchange-rate
regime comes under severe pressure and the CBN is resolved to sit it out.
The CBN experimented with additional fx windows in March/April 2017. In addition to its
then official/preferential rate (of NGN379), it operates a number of other markets for

A successful experiment for three years

different end-users. The best known is the investors and exporters (I&E) window, also known
as NAFEX (now NGN413).

exceeded expectations. FPIs returned to local debt markets in large numbers, and helped to
push reserves up to USD45.1bn in May 2019.

Page 4 of 16

xxxxxx

NIGERIA | FIXED INCOME | QUARTERLY UPDATE, Q3-

The sequence that followed is predictable: a crash in the oil price amid the emergence of
COVID-19, exits by FPIs and then the freezing of NAFEX by the CBN. In March 2020 it

Until an oil price crash in March 2020

adjusted the preferential rate from NGN307 to NGN361, and guided the rate on NAFEX to
NGN380. The CBN stopped supplying the window until late August 2020, since which time
it has made small amounts available. The result has been a pipeline of delayed FPI
repatriations and other external payments, estimated at +/- USD3bn.
T

l

adjustments in the hope of holding the line, and deploy administrative measures. President

-

Muhammadu Buhari and Godwin Emefiele, the CBN governor who began a second term in
June 2019, are firm advocates of this strategy. The CBN has made a large step towards the
unification of rates, which it belatedly acknowledged in May, but has serious doubts about
-clear

Monetary and exchange-rate policy
mission is to deliver price and financial system stability, and promote sustainable

The mission of price stability for the CBN

economic development. In line with this remit and influenced
requirement, the CBN and the monetary policy committee (MPC) have sought to counter
pressure on interest rates and inflation by managing the naira exchange rate. This has been
apparent most recently in 2008-09, in the three devaluations of 2014-16 and and in the
many tweaks of policy since March 2020.
Cumulative turnover on NAFEX amounts to USD207bn since its launch in April 2017

NAFEX a winner when fx supply was regular

(although this figure includes both sides of trades).
The largest suppliers to this window pre-COVID were the FPIs. The CBN
accumulates reserves when the offshore players are buyers of naira securities and usually
supplies fx at the window when they exit.
Since the CBN website started to show the NAFEX rate and the governor confirmed that all

Now the window for official transactions

official transactions were being transacted at this rate in late May, there has been a pickup in its supply to the market. They still fall well short of demand, however, and have limited
impact on the pipeline. There has also been some supply from FPIs, albeit on a modest scale.
Consumer price inflation (% chg y/y)
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Sources: Nigeria Bureau of Statistics (NBS); FBNQuest Capital Research
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Headline inflation has posted five small declines to 17.0% y/y in August after a steady rise
that began in September 2019 . The increases were initially the result of the closure of land

Inflation stubbornly high in the high teens

borders, rising insecurity and assorted other constraints beyond the influence of monetary
olicy.

then added to the inflationary pressures. The data

compiler (the NBS) has noted that some of the highest non-food price increases have been
for pharmaceuticals and hospital services, both due to the lockdown.
Before the closure in August 2019 we
between 6.0% and 9.0% y/y for the headline measure due to sticky food price inflation.

range

Poor infrastructure, irregular access to inputs for farmers, the rise in VAT in February 2020
and adverse weather conditions are among the other constraints.
and that of the MPC, with which we sympathise, are that these supplyside factors are the responsibility of the FGN and beyond its control. Also, the range is not
a formal target. Inflation would surely have settled within the range when we consider the

Supply-side factors to blame according to
CBN/MPC

squeezed condition of household demand, had it not been for these constraints. Other than
We
have the headline measure at 15.8% y/y at end-year and 13.1% at end-2022.
Inflation may remain far above the range but this did not stop the MPC from making
surprising policy rate cuts of 100bps in May 20 and another 100bps in September. We
expected neither. The cuts were unexpected because they came at a time of accelerating

Surprise cuts back in May 2020

inflation. The reasons for the acceleration may have been supply-side and not monetary, yet
primary mission is still maintaining price stability.
The cuts were also unexpected because of the disconnect between the monetary policy
rate and those in the market for the real economy, including yields on FGN paper. It (the
disconnect) stems from the existence of a large unbanked informal economy.

Disconnect between monetary policy and real
economy

With central banks and committees across the world easing in 2020 in response to the
virus's economic impact, we might have expected that the MPC would want to make similar
statements. The tide has turned among policymakers in the larger EMs, and our hunch is

Expect some modest increases in rates in 2022

that the MPC will adopt a classic stance against inflation with two token small rate hikes,
beginning in H1

2.

becoming repetitive, stressing the successful

.

Another driver of monetary policy has been the wish of the CBN/MPC to keep FPIs invested
in naira-denominated securities, and so bolster reserves and underpin the naira exchange
rate. This was successful after the fx reforms in 2017 because they were then comfortable

NAFEX bolstered FPI investments in nairadenominated instruments

with the workings of NAFEX, if not its transparency. The policy rate was not the driver.

Fiscal policy
Inadequate tax collection

Fiscal performance has been characterised by a very low tax take relative to the size of the
economy, inadequate allocations for capital spending, unproductive recurrent expenditure,
and a mounting burden of domestic debt service.
The FGN deficit is capped at 3% of GDP by the Fiscal Responsibility Act (FRA) of 2007. The
investor presentation for the recent Eurobond roadshow shows that the ceiling was breached
Page 6 of 16
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in 2020, with a deficit equivalent to 4.0%. (The story of the general government deficit,
which is tracked by the IMF, the ratings agencies and others, is less rosy.)
Another issue is that a large proportion of recurrent spending by the three tiers of
government (federal, state and local) is unproductive. Gross revenue collected in the
federation account (before distribution to the three tiers) declined by 3% y/y in 2020, to
NGN9.4trn (USD24.5bn). The oil element was 16% lower at NGN4.4trn on lower production
and prices. Non-oil revenue rose from a very low base by 13% to N5.0trn.
FGN fiscal operations (NGN bn)
3,400
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Sources: CBN; FBNQuest Capital Research

The total collected in 2020 was equivalent to just 6.1% of GDP. This ratio is pitifully low for
a major oil producer and a lower-middle-income country. According to the World Bank, it is

Poorest revenue collection globally

the lowest anywhere. The oil majors will disagree but this tells us that the increase in the
tax take in the Petroleum Industry Act, signed off by Buhari in August, is warranted. The ratio
also highlights the authorities' challenge to persuade Nigerian taxpayers to meet their
obligations after several decades of non-compliance. A plausible medium-term target should
be closer to 20% in our view.
Low revenue collection limits public spending, notably on the infrastructure, and therefore
t

And therefore low FGN spending/GDP

maintained an expansionary fiscal stance since 2015 to overcome these hurdles and has
enjoyed some modest success in pushing up non-oil revenue collection and capital releases,
both from a low base.
The 2021 FGN budget is a continuation of the stance. Its outlines (including the NGN980bn
supplementary) are retained revenue of NGN8.12trn, spending of NGN14.57trn and a deficit
of NGN6.45trn, equivalent to 4.5% of GDP and therefore another breach of the FRA 2007.
Most striking (and most ambitious) in terms of the outturn for 2020 are the 106% and
186% projected increases for revenue and capital spending.
On the investor call for the roadshow, the Budget Office gave a signal that the FGN would
allow an overshoot on its deficit this year rather than cut planned spending. Under this
Page 7 of 16
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scenario the assumption is an underperformance on revenue. We struggle to see how

A hint about overshooting on the deficit

collection can be doubled (when there is no talk of tax rate rises and growth in this year of
recovery will remain below 3%).
ise in

In the case of a revenue shortfall

borrowing with a sizeable impact on naira debt prices/yields. We see a compromise of sorts
ahead: an increase in capital

well short of the

NGN4.98trn budget.
The deficit before the supplementary was to be funded by the DMO from the market
(NGN4.68trn divided equally between domestic and external sources), multilateral loans

DMO on target domestically

(NGN710bn) and unnamed asset sales. The DMO is well on target for domestic funding and
has raised NGN1.65trn equivalent from the Eurobond sale. We are less confident about the
FGN securing the projected multilateral loans due to conditionality and its making the asset
sales.
When the deficit is not covered by financing set out in the budget, it becomes unfunded (ie

Rising unfunded deficits

borrowed from the CBN in the form of ways and means advances, for which securitization
has been proposed by the DMO). These advances amounted to NGN3.27trn in 2019 and
NGN4.54trn in 2020.
FGN domestic debt (NGN trn)
18
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6
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Dec '19
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FGN bonds

Source: DMO, FBNQuest Capital Research

FGN domestic debt in Q2

amounted to NGN17.6trn, equivalent to just 10.9% of GDP.

Issuance, notably of FGN bonds, has soared as the DMO races to meet its domestic funding
target for the year (see above). The investor call put public debt at 21.6% of GDP in 2020.
This measure covers the oblilgations of the FGN and state governments, both domestic and
external. The ratio compar

tation cited

figures, sourced from the IMF, of 69% for Kenya, 77% for South Africa and 90% for Egypt.
For the fullest measure, we must add: the obligations of the NNPC and other public bodies
such as AMCON; and federal debts up to a ceiling of NGN2.7trn to contractors and other
private-sector parties which the finance ministry is in the process of securitizing (promissory
notes of NGN800bn are currently outstanding). Our estimate of these additional debt
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categories would push up the burden to a maximum 30% of GDP. It does not allow for the
ways and means advances. This conforms with established convention.
Public external debt by lender group, Mar 2021 (% shares)
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Source: DMO, FBNQuest Capital Research

The DMO published a new medium-term debt strategy this year, and raised the ceiling for
its measure of public debt/GDP from 25% to 40%. This leaves ample headroom for the

Good headroom within new debt ceiling

proposed securitization of the advances and other new obligations. The new ceiling still
compares very favourably with peers.

Market dynamics
The first point to make about the bond market is that it is shallow. At any one point, there
is unlikely to be significant liquidity in more than eight FGN bond issues. The market gained
a little more depth from the inclusion of selected FGN bonds in the JP Morgan indices of

Limits to liquidity in bond markets

local currency government debt in emerging markets from October 12 to October 15.
For state government and corporate issues, liquidity is so limited that two-way prices are
not generally available. The hold-to-maturity mindset prevails.
, an important driver of the market is the
liquidity provided by the monthly disbursement from the Federation Account Allocation

Monthly FAAC disbursements

Committee (FAAC) to the three tiers.
TSA.) The disbursement has traditionally been announced on the second Friday of the month
.
The payouts have held up better than expected when we recall the crash in the oil price in
That said, they are far
too low to meet the spending obligations of most state governments, which led to several
debt relief packages from the FGN in the first Buhari term (2015-19). More packages will
be required if the majority of states are to become fiscally viable. A few states, led by Lagos,
are on a sound footing because of their ability to generate internal revenue.
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Net claims on the private sector (excl FGN; % chg m/m)

Net claims on the private sector (excl FGN; % chg y/y)
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Three investor groups have dominated holdings of FGN debt: the pension fund administrators
(PFAs), the deposit money banks (DMBs) and the FPIs. The PFAs manage assets totalling
NGN12.8trn (USD31.1bn) according to the latest figures (July 2021) and growing by up to
15% per year in naira terms. The potential for expansion is enormous, given that the regulated
industry only dates from 2004 and that its coverage of the formal economy is limited. A

Pivotal position of PFAs in debt markets

micro pension to provide for the self-employed and SMEs is now available. The take-up has
been slow, however.
Two CBN circulars have influenced the market strategy of the local banks. The first from
October 2019 ruled that domestic nonopen market operations (OMO), which are essentially its issuance of short-term bills for
liquidity management purposes. This cirular ruled out the PFAs, for example, but not the FPIs

CBN pressure on banks to boost loan books

or the DMBs. The second circular set a minimum loan-to-deposit ratio (LDR) for local banks
of 60%, subsequently raised to 65% as of end-December 19. The penalties for noncompliance are severe.
The CBN has long been pushing for a sizeable increase in private-sector credit extension,
which remains below 20% of GDP and helps to explain the disconnect we earlier mentioned.
Data collated by the CBN showed double-digit increases y/y in net claims on the private

And its own sizeable development finance

sector from August 19 to April. The rate of growth has since slowed, however, which may
mean that some banks have reached the threshold. We cannot be definitive because the data
series covers the recapitalised Bank of Industry and other state-owned development banks,
and the sizeable credit interventions by the CBN as well as the DMBs.
When excluded from the trade in OMO bills, the PFAs initially bought heavily into the market
for NTBs (Nigerian T-bills). These yields promptly crashed to low single-digit levels for all
three benchmarks and the PFAs turned their attention to NTBs.
FGN debt currently yields 10.50% to 13.00% for the bonds (other than the very short end),
and between 4.50% and 7.50% for our benchmark NTBs (Nigerian T-bills). It is a safer
investment for a bank than a loan to a customer paying +/- 20% with the credit risk
attached. It also requires much less management time. The DMBs (and bank analysts) fear
that larger loan books bring higher NPLs.
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The real economy's maximum lending rate has moved little

two rate cuts

in 2020. The DMBs must maintain attractive net interest margins due to high cost bases,

The disconnect with real economy rates

and most customers have little bargaining power on rates. This undermines the textbook
argument that monetary easing will significantly boost growth via credit extension. It also
helps to explain why the MPC has voted for an unchanged stance at all its meetings this
year. The increase in loan books is the result of the

rather than monetary

policy.
The FPIs were sizeable buyers of FGN debt in H2 17 and H1 18 as they became comfortable
with NAFEX. There was another brief surge

There has since been a rush for the

door marked exit due to worries over the global economy and the impact of COVID, notably

Mass exit by FPIs and the pipeline

bottlenecks in the fx market.
Some FPIs are caught in the pipeline awaiting the repatriation of their sale proceeds.
The returns on FGN paper are again healthy for the FPIs and among the highest in EM. Yet
this selling point is outweighed by the loss of exchange-rate stability and the irregular
functioning of the NAFEX window.
Our final point on market dynamics is to highlight the (shrinking) gaps in the maturity profile
of FGN bond issuance. The DMO routinely issues new benchmarks. For its 20-year

Few gaps in the bond maturity profile

instruments, first issued in 2010, it found a ready market in the PFAs, which can match
long-term liabilities with assets. It has since pushed out final maturity to 30 years.

Market direction

as the monthly FAAC distributions.
As for the direction of rates in FGN debt markets, our thinking is that: tightening by the US
Federal Reserve will start in early 2023; domestic headline inflation will stand at 15.8% y/y
at end-year and 13.1% one year later; the FGN will maintain its expansionary fiscal agenda;

Drivers of our take on market diorection

the FGN deficit will continue to grow beyond the ceiling set in the FRA 2007, given the
the asset allocation
of the PFAs will remain focussed on FGN paper; the MPC will revert to orthodoxy with token
rate hikes to counter inflation in 2022; and the monetary authorities, buoyed by the strong
recovery in the oil price, the general allocation of SDRs by the IMF and the successful
Eurobond issuance, will muddle through on the naira exchange rate with some small
adjustments when they can no longer be avoided.
The most recent trend in FGN bond yields has been a widening of about 600bps across the
curve in mid-curve since end-2020. The widening was greater three months ago. The trend
has been similar for NTBs. (Our chart below has broken lines where the CBN has not sold
all three tenors.)
for which the CBN was partly responsible due to its circulars and market strategy. The FPIs
have broadly vacated the space, and market direction has been guided by the increasing
supply of new paper. Normal service has been resumed. The DMO raised a record NGN1.67trn
from the sale (gross) of FGN bonds in 2020, almost double the previous year, and has been
set a still higher funding target for this year.

Page 11 of 16

Record bond issuance by the DMO

NIGERIA | FIXED INCOME | QUARTERLY UPDATE, Q3-

True yields at NTB auctions (%)
20
16
12
8

364-day

4

182-day
91-day

15 Sep '21

04 Aug '21

23 Jun '21

12 May '21

31 Mar '21

17 Feb '21

06 Jan '21

25 Nov '20

14 Oct '20

02 Sep '20

22 Jul '20

10 Jun '20

29 Apr '20

18 Mar '20

05 Feb '20

25 Dec '19

13 Nov '19

02 Oct '19

21 Aug '19

10 Jul '19

29 May '19

17 Apr '19

06 Mar '19

23 Jan '19

12 Dec '18

31 Oct '18

19 Sep '18

0

Source: FMDQ, FBNQuest Capital Research

On the demand side, the appetite of the PFAs for the bonds has continued to grow. Under
amended pension legislation, they now have several more investment alternatives, but the

Growing appetite of PFAs for paper

bonds are by far their preferred play: 59.9% of total AUM in July, compared with 57.0% one
year earlier.
Over the same period, the share of domestic equities has picked up a little from 4.6% to
6.7%. The noted development in the fixed-

And long-term concerns over equities

markets such as Kenya (about 15%). A
combination of earlier negative experiences with equities, weak GDP growth prospects and
the absence of urgent macro and structural reforms is surely to blame.
FGN bond yields & CPI y/y (%)
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Our take for the next three months is that FGN bonds yields will tread water with a modest
downward bias, and settle within a range of 10.50% to 11.50%. The record supply of new
paper underpins our view. The PFAs and other domestic institutions will dominate the bid.
The FPIs will generally sit on the sidelines.
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