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We believe the equity market
is ready for a recovery in
2017.

The increase in the supply of
foreign exchange to meet
the input requirements of
manufacturing ~ companies
should  increase  their
production  activities  and
revenue in the current
financial year.

There is room for pension
fund assets to allocate
more funds to equities.

Equity Market Ready for a Recovery

There are indications that the Nigerian equity market is ready for a recovery in
the year 2017 after three consecutive years of decline. The equity market, as
measured by The Nigerian Stock Exchange All Share Index (NSEASI), depreciated
by 16.14%, 17.36% and 6.17% in 2014, 2015 and 2016 respectively. As at April 28,
2017 the NSEASI had lost 4.15% of its value. The major factors responsible for the
poor performance of the equity market in the last three years are: weak
macroeconomic performance, inconsistent policies, weak corporate earnings
and portfolio realignment from equities to fixed income securities. However,
looking at the strong growth in the unaudited results that quoted companies released
for the period January — March 2017 and the improvement in the macroeconomic

environment, we believe the equity market is ready for a recovery in 2017.

As at April 27, 2017, 62 quoted companies had released their unaudited quarterly
results for the period January — March 2017. The total turnover of these companies
increased by 41% from N1,450billion in 2016 to N2,042bilion in 2017. The Profit
Before Tax (PBT) increased by 45% from N257billion in 2016 to N373billion in 2017
while the Profit After Tax increased by 29% from N240billion in 2016 to N310billion in
2017. The recent increase in the crude oil price and production and subsequent
increase in the external reserves have helped to stabilise the foreign exchange
market — a major concern of the foreign investors. The increase in the supply of
foreign exchange to meet the input requirements of manufacturing companies should
increase their production activities and revenue in the current financial year. The fiscal
and the monetary authorities are implementing policies that should inspire investors’

confidence in the Nigerian economy and market.

Our survey shows that most investors did a lot of portfolio realignment -
moving from equities to fixed income securities. The main reason for this was
the lacklustre performance of equities in the face of attractive yields on fixed
income securities. The data from the National Pension Commission (PenCom) on
the allocation of the Pension Fund Assets as at February 2017 shows that the weight
of the pension fund assets on domestic equity dropped consistently from 2014 to
2017.
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PenCom  stipulates  the
maximum weights of equities
in the investment portfolio of
pension assets as follows:
Fund I: 30%; Fund Il: 25%,
Fund Ill: 10% and Fund 1V:
5%.

The  stability in  the
macroeconomic environment
and the strong earnings of
quoted companies should
attract the needed liquidity
into the market.

The weight stood at 13.7%, 10.4%, 8.6% and 7.5% in February 2014, 2015, 2016 and
2017 respectively. These figures are lower than PenCom’s approved pension fund
assets allocation weight to equities, an indication that there is room for pension fund

assets to allocate more funds to equities.

PenCom stipulates the maximum weights of equities in the investment portfolio of
pension assets as follows: Fund |: 30%; Fund II: 25%, Fund Ill: 10% and Fund IV:
5%. Any pension contributor can make a formal request to join Fund I. Fund Il is for
active contributors who are below the age of 49 years. Fund Ill is for active

contributors who are 50 years and above while Fund 1V is strictly for retirees.

The analysis of the equity transactions on the NSE in the last three years shows
investors’ apathy for equity investment. According to the NSE, the value of equity
transactions from foreign and domestic investors declined between 2014 and 2016.
Foreign transactions were N1.54trillion, N1.03trillion and N0.52trillion in 2014, 2015
and 2016 respectively while Domestic transactions were N1.14trillion, NO.88trillion
and NO.63trillion in 2014, 2015 and 2016 respectively.

Although the relative size of foreign investors’ participation in the equity market
declined between 2014 and 2016 (58%, 54% and 45% in 2014, 2015 and 2016
respectively), the share of foreign investors’ participation was higher than
domestic investors’ participation between 2014 (Foreign: 58% and Domestic:
42%) and 2015 (Foreign: 54% and Domestic: 46%). The foreign investors’
participation in 2016 at 46% was lower than domestic investors’ participation at 54%.
The uncertainties surrounding the foreign exchange policies and the difficulties to
access foreign exchange to repatriate capital and profit led to the withdrawal of
foreign investors from the market. The stability in the macroeconomic
environment and the strong earnings of quoted companies should attract the
needed liquidity into the market. Consequently, the equity market should record
a strong recovery in the year 2017.
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For enquiries please contact us at our offices:
Lagos Office: 5th-8th floors UAC House, 1/5 Odunlami Street, Lagos. Tel: 234-1-

2702880-2; 234-1-2702887

Port Harcourt Office: 2nd Floor, Skye Bank Building (Former Mainstreet Bank
Building) 5 Trans Amadi Road, Port Harcourt. Tel: 234-8024081331

Abuja Office: Leadway House (First Floor), Plot 1061 Herbert Macaulay way,
Central Business District, Abuja-Nigeria. Tel.: 234-9-2918821

Website: www.fsdhgroup.com email: research@fsdhgroup.com

Our Reports and Prices are also Available on Bloomberg {FSDH<GO>}

Disclaimer Policy

This publication is produced by FSDH Merchant Bank Limited solely for the information of
users who are expected to make their own investment decisions without undue reliance on
any information or opinions contained herein. The opinions contained in the report should
not be interpreted as an offer to sell, or a solicitation of any offer to buy any investment.
FSDH Merchant Bank Limited may invest substantially in securities of companies using
information contained herein and may also perform or seek to perform investment services
for companies mentioned herein. Whilst every care has been taken in preparing this
document, no responsibility or liability is accepted by any member of the FSDH Merchant
Bank Limited for actions taken as a result of information provided in this publication.
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