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Executive Summary

The contractionary monetary policies implemented by
major economies, including the US Fed, the UK's BoE,
and the Euro Area's ECB in 2023, not only led to a
significant decline in global inflation to 6.90% (from
8.70% in 2022) but also dampened global economic
growth to 3.00% in 2023, (from 3.50% in 2022).
Looking ahead to 2024, we anticipate the continued
deceleration in inflation (5.80%), propelled by factors
like lower food and energy prices and monetary policy-
induced pressure. Additionally, we expect a further
slowdown in global growth to be influenced by
geopolitical crises (current and looming), reduced US
household savings, and subdued demand in China.

The Sub-Saharan African region was hit by significant
headwinds like political instability and sluggish growth
in 2023. Consequently, the IMF estimates a second
consecutive year of lower regional growth. We expect
a moderate economic boost in the region in 2024,
driven by anticipated improvements in the services,
construction, information, communications, and
technological sectors.

In the domestic landscape, significant policy reforms
implemented in 2023, such as currency devaluation,
fuel subsidy removal, and the gradual withdrawal of
interventions by the CBN in the real sector added
pressure on the output growth of the non-oil sector.
Also, lingering challenges in the oil sector contributed
to sub-optimal production volumes in the year's first
half. In 2024, we anticipate a rebound in business
activities as the impact of economic reforms lessens.
Additionally, we project a modest improvement in oil
production volumes, driving overall output for the year.
However, the expectation of further Naira depreciation
due to FX market volatility poses a concern for this
outlook.

Setting Sail for Gradual Recovery

We also anticipate a further increase in price levels in
2024 as the factors driving inflation in 2023 persist.
The base effect should, however, impact headline
inflation towards the end of the year. Considering our
expected inflation trajectory in 2024, we expect the
monetary policy committee to increase policy rates by
a minimum of 200bps and conduct OMO auctions to
absorb liquidity.

Post-policy reforms, the Nigerian equities market
remained mostly positive in the second half of 2023.
With our anticipation of a recovery in business
activities and improved economic growth in 2024, we
envisage a sustained positive performance for the
local bourse in 2024 to also be supported by
corporate performance and corporate actions.

For 2024, we project elevated yield levels in the fixed-
income market, driven by a potential 200bps rate hike
and a stringent liquidity management strategy by the
CBN. Our projection is an average T-bills yield within
9.59% - 10.59% and an average bond yield within
15.54% - 16.54%.
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Global Economy

Lingering Crises; Gloomy Optimism

The global economy showed a greater level of resilience
than expected in 2023 despite a myriad of challenges, the
year started with and others that took root in the year. At
least a third of the global economy was expected to
experience a recession, and the economy was forecasted
to expand by 2.70% in 2023.

The global economy, however, remained on a resilient
growth path (although slower than 2022), projected to
have ended the year at a 3.00% growth rate according to
the IMF. This was buoyed by consumption spending in the
US, improvement in services demand in the Eurozone,
improvement in global supply chains and the aversion of
the financial sector crisis. Also, WHO declared that the
coronavirus was no longer a global health emergency
which improved international travel. The manufacturing
sector, however, witnessed a significant contraction in
2023 as the high cost of living and high-interest rate
hindered manufacturing activities. Global manufacturing
PMI has remained below the 50pts benchmark since
Q3:2022, declining further in 2023 (average of 49.19pts
vs an average of 51.25pts in 2022).

In 2024, global growth is expected to slow down,
anchored on existing and new challenges. These
challenges include: the persistent geopolitical crisis
(Russia-Ukraine and Israel-Hamas), the anticipated effect
of the rate hike cycle across economies, a slowdown in
savings stock for US households, and the continued
slowdown in China’s growth. Data on Global Purchasing
Managers’ Index (PMI) further buttresses the weakening
growth prospect as it indicates that global PMI declined
to an average of 49.21pts in 2023 (vs 53.95pts in 2022).

In addition, the IMF projects a deceleration in growth
across major economies from 3.50% in 2022 to 3.00%
and 2.90% in 2023 and 2024, respectively.

Setting Sail for Gradual Recovery

Chart 1: Global PMI (pts) 2021-2023
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Chart 2: 2023 Actual GDP and Forecast GDP in Major
Economies
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Navigating Political Crossroads in 2024

With a significant amount of the world’s population
conducting elections in 2024, global growth prospects
would also be largely dependent on the outcome of these
elections, given their implications for taxes and fiscal
policy. In the US, attention will be focused on the
expected return of the Biden-Trump face-off and its
impact on the geopolitical tensions (Russia-Ukraine,
Israel-Hamas war), the US-China trade war, and domestic

policy.

Also, given the need to score political points on de-
escalating the cost-of-living crisis, President Biden’s
actions in 2024 are likely to favour a continued campaign
against inflation, which should further diminish the
economy’s growth prospects in the year. Lastly, raising the
country’s debt ceiling till 2025 temporarily avoided a
default and a government shutdown but points to
political dysfunction and volatility, which threatens
investors’ confidence. Given the US’s reserve currency
and safe-haven status, we opine that the political
uncertainties portends negative signals to investors,
especially with the increasing risks of de-globalization.

For the UK, economic growth has not been as resilient as
the US economy, but the campaign against inflation has
gained significant strides. Thus, actions leading up to the
polls would be directed mainly at continuing the fight
against inflation, which will likely keep the nation’s output
growth rate low.

Lags in China to Dampen Growth

The Chinese economy exhibited lower-than-expected
growth throughout 2023. This was due to low consumer
demand and the persistent crisis within the property
sector (which historically propelled China's economic
growth). The continuous struggle for liquidity among real
estate developers and drag on substantial stimulus
policies to boost the economy also impacted the
economic performance.

Setting Sail for Gradual Recovery

As the second largest world economy, the continuation
of China's real estate market decline (typically 25% of
its GDP) would have further bearings on global growth
in 2024. Also, as a major net exporter of electronic
products, cars and machinery (with key trading
partners like India, the UK, the US, South Africa and
Vietnam), the ripple effect of a slowdown should have
repercussions for other economies worldwide.

Thus, the initiatives instituted by the Chinese
government to increase demand for housing and
rescue its real estate sector provide a significant level of
comfort on the country's 2024 growth prospects.
These initiatives include a mid-year revision to the
central government budget and fiscal deficit target,
easing curbs on home purchases, cutting mortgage
borrowing costs, and issuing USD137.00 bn in debt to
shore up its property market.

Furthermore, the IMF estimates China's economy to
have grown by 5.40% in 2023 (up from its earlier
projection of 5.00%) but maintains an expectation of
lower growth in 2024 (4.20%) on the back of subdued
export demand and lingering effects from its property
sector.

What Does the War Portend?

Unprecedented levels of geopolitical risk have
intensified in recent vyears, leading to significant
uncertainties around supply chains, commodity prices,
inflation and overall growth. The ongoing conflict in
Europe and the recent upheaval in the Middle East are
substantial global concerns.

In our view, the effect of the Russia-Ukraine crisis has
primarily waned, and the Israel-Hamas conflict remains
largely contained. However, in a scenario where
external allies join in to amplify the Israel-Hamas
conflict, we expect this to have dire consequences on
the oil market, supply chain disruptions, currencies of
import-dependent countries and global economic
growth at large.

2024 Full Year Outlook | 6
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Global Inflation & Monetary Policy

Inflationary Pressures Ease Across
Major Economies

The hawkish monetary stance adopted by major
economies like the US Fed, the UK’s BoE and the Euro
Area’s ECB pulled inflation to significantly low levels in
2023 (6.90% by IMF estimate vs 8.70% in 2022). The
average core CPl for the G10 economies (except for
Japan, where inflation remained stubbornly high at
2.80% YoY, owing to cost-push pressures) has fallen to
about 3.00% (vs 6.00% in 2022).

While variations exist across economies and regions, the
decline is expected to persist in 2024 (5.80%), creating
room for rate cuts. The key factors influencing the
decline in inflation rates include the fall in food & energy
prices and monetary policy-induced pressure. These
factors are expected to keep headline inflation even
lower in 2024. Additionally, with nominal wage growth
slowing down to an average of c.3% in the US, Euro Area
and the UK, the chances of a reversal in disinflation are
reduced. In the Euro Area, the disparity in inflation
among EU members made it challenging to curb
inflation to target range using policy rates. Nevertheless,
we expect inflation in the region to maintain its
downward trajectory.

Chart 3: Inflation Rates in Major World Economies

Significant downsides to this projection include supply
chain disruptions at the Red and Black Sea (if the
Israel-Hamas conflict escalates and a defining factor
impacts Russia-Ukraine) and unanticipated shocks to
the oil market.
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with our expectations, monetary policy turned
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policy, which could counter the winning battle against
inflation, and a continued tightening in monetary
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Global Trade

Global Turbulence Slows Trade
Recovery

Global trade growth remained dim in 2023 due to
inimical factors, including weaker demand in China,
geopolitical tensions in the Middle East, and the lingering
effects of the Russian war on Ukraine. As a result, The
World Trade Organization (WTO) estimates global trade
growth to have declined to 0.80% in 2023 (vs 2.70% in
2022). This also reflects the change in consumption
patterns for domestic goods and services post-pandemic.
Given the strength of the USD as an invoicing currency,
its appreciation also made imports more expensive for
dependent countries and contributed to the slowdown in
trade growth.

The risk of trade fragmentation poses a downside risk to
trade growth projections for 2024. WTO's data on trade
across regions depicts that the share of partner regions
in total bilateral trade increased in the United States,
Germany, China, and Japan in 2023 and is expected to
persist in 2024 (with the strengthening of BRICS
countries’ membership).

Also, adverse weather conditions (EI-Nino) in major food-
producing climes might result in food shortage, especially
in the H1:2024. Trade activities should, however, rebound
from their 2023 levels, especially for trade in consumer
durables and machineries. Expectations to increase
China’s oil demand should also improve trade growth in
2024. Thus, on this premise, the WTO expects global
trade to grow by 3.30% in 2024. While we also expect
trade growth in 2024, we opine that the risk is tilted more
to the downside, given that most headwinds impacting
global trade remain persistent. Thus, we project that
global trade will expand by 1.60% in 2024, lower than the
WTOQ'’s expectation.

Setting Sail for Gradual Recovery

Chart 4: Annual Global Trade Growth Rate (2019-2024F)
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Energy : Price Fluctuations
Disrupts Commodities Market

Commodity prices witnessed extreme volatilities in
2023 as different factors and events impacted the
markets. In the oil market, prices declined in H1:2023
due to weaker global demand. However, supply
shortages in the energy market, stemming from oil
production cuts and the ripple effect of geopolitical
tensions, spurred periodic hikes in energy prices,
especially in the second half.

Majorly, announcements by OPEC+ to cut crude oil
supply, including the voluntary cuts by Saudi Arabia and
Russia, led to an uptick in prices. Consequently, at the
end of Q3:2023, oil prices rose to around 90.00
USD/bbl (vs. 72.00 USD/bbl at the beginning of the
year).

2024 Full Year Outlook | 8
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Also, the Middle East conflict towards the end of the year
contributed to higher prices due to uncertainties about
the broader impact of the conflict on global supply. This
also resulted in an uptick in natural gas prices by 35.00%
in Europe following the shutdown of gas fields in Israel.

On the demand side, the World Bank reports that oil
demand increased by 2.30mbpd in 9M:2023 in Emerging
Markets and Developing Economies (EMDEs). This was
driven by the recovery in China’s transportation sector in
Q3:2023. However, demand in Europe fell marginally by
0.50% YoY during the period, reflecting lower industrial
sector activities and expectations of possible near-term
monetary tightening.

For 2024, we expect a blend of factors to affect energy
prices. We highlight that OPEC+ decisions on oil
production cuts in 2024 will play a key role in determining
prices in the near term. Also, we note that geopolitical
risks stemming from the Middle East conflict could
potentially significantly impact the market if it escalates.

Food Prices to Reach Lower Levels

In 2023, despite the suspension of the Black Sea Grain
deal and adverse weather conditions (EI Nino), global
food prices moderated due to stronger supply growth
from other critical suppliers in South America and Asia.
This improved supply conditions of crucial commodities
led to a decline in their prices- grains (-16.82% YoY), meat
(-12.60% YoY), Coffee (-7.29% YoY) and wheat (-19.78%
YoY). However, India’s export ban on rice during the year
kept prices high (+24.89% YoY) due to significantly lower
supply as the country is the highest exporter of rice
globally.

Other agricultural raw materials like Cotton (-46.62% YoY)
and Rubber (-10.83% YoY) witnessed moderate price
declines during the year due to weaker global demand.
While we maintain an optimistic outlook on food prices in
the near term as demand improves across economies,
expectations of a stronger El Nino and other extreme
weather events might impact the supply of some
agricultural products. These, coupled with the possible
escalation of the Middle East conflict, pose a downside to
our outlook.

Setting Sail for Gradual Recovery

The World Bank projects food prices to decline further by
2.00% in 2024, largely in line with our expectations.

Chart 5: Energy and Agriculture Prices Index in 2023
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Chart 6: Commodities Price Movement in 2023
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Sub-Saharan Africa

SSA Rocked By Five Cardinal
Headwinds

Political instability, declining-but-high inflation rates,
sluggish economic growth, rapidly deteriorating
currencies, and a humongous debt profile were five
(5) major headwinds that defined 2023 for the Sub-
Saharan region. The notion that coups were a relic
of the past in sub-Saharan Africa (SSA) has been
shattered by a recent spate of political upheavals,
significant instability, coups and social unrest. The
coup d’etat in the Niger Republic marked the eighth
such occurrence in the region since 2020 (after
Guinea, Mali, Burkina Faso, Chad, Sudan, Niger and
Gabon). The Democratic Republic of Congo,
Somalia, and Ethiopia also experienced significant
political instability, contributing to the region’s
dimming growth prospects. The escalation of this
menace contributed to higher prices of
commodities in the domestic market for these
countries, resulting in higher inflation levels.

2024 is a year of political transition for many
countries within the region. Specifically, there are a
series of legislative and presidential elections lined
up in Algeria, Burkina Faso, Chad, Ghana, Mali,
Mozambique, Rwanda, South Africa, and Tunisia in
2024. These activities are poised to exacerbate the
security and political tension across SSA. Thus, given
the level of activities expected in the regional
political landscape, we expect the instability to
persist in 2024.

Chart 7: Political Tension Trend in SSA (2021-2024E)
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SSA Poised for Modest Growth in 2024

Due to the high policy rates across several countries,
weather conditions affecting agricultural output, political
instability and a slowdown in global economic growth,
output growth across the region slowed in 2023. The IMF
estimates that the region's growth rate declined for the
second consecutive year to 3.30% in 2023 (from 4.00% and
4.70% in 2022 and 2021, respectively).

South Africa's GDP in Q3:2023 contracted by 0.20% due to
persistent rotational load shedding, and logistical
constraints triggering a decline in five major economic
sectors (agriculture, manufacturing, construction, trade,
and mining and quarrying). Also, Angola's economy
stagnated in Q2:2023, following a marginal 0.30% rise in
the preceding quarter. The crucial oil sector in Angola
declined by a milder rate of 2.90% in Q2, compared to the
sharp 8.90% decline in Q1:2023. Conversely, the real GDP
in Kenya (5.90%), Nigeria (2.54%), Rwanda (7.50%), and
Ghana (2.00%) increased in Q3:2023 due to the
strengthening service and agricultural sectors and lower
contraction in the oil sector.

We project a moderate bolstering of economies in the
region in 2024. This outlook is rooted in our expectation of
enhanced performance in the region's services,
construction, and information communications &
technological sectors. Furthermore, our anticipation of
peaking inflation in most countries reinforces this positive
outlook. However, we acknowledge potential risks to this
projection, including regional political tensions and the
likelihood of elevated borrowing costs as monetary policy
authorities endeavor to align inflation with central banks'
objectives.

Inflation is Expected to Peak in 2024

In the SSA region, price levels declined but remained
high in major economies (countries like Ghana, South
Africa, Ethiopia, and Rwanda recorded moderations
in their inflation levels). However, amongst the 45
countries within the region, 14 countries maintained
double-digit inflation rates, with many countries
having their current inflation rate above their target
ranges. Others like Nigeria (+688bps), Angola
(+433bps) and Zambia (300bps) recorded higher
inflation numbers in 2023, underscoring the
prevalent price pressures in the Region.

To combat the surging price pressure, monetary
authorities in many countries continued monetary
tightening, with policy rates sitting at multi-decade
highs. Notably, Ghana, Nigeria, Angola, South Africa
and Rwanda hiked their policy rates by 300bps,
225bps, 150bps, 125bps, and 100bps to 27.00%,
18.75%, 6.50%, 8.25%, and %, in 2023, respectively.

Despite the risk of higher commodities prices from
the political tension in 2023, we anticipate that many
countries across SSA will peak the inflation rate. This is
premised on declining global food prices, continuous
monetary tightening, lower imported inflation, and
projected mild currency appreciation. Our projected
disinflation trend is supported by the IMF’s estimate
of a 270bps decline in the average inflation rate to
13.10% in 2024 from 15.80% in 2023.

Table 1: Expected Monetary Policy Action and GDP Growth for Selected SSA Countries

Inflation Inflation Target

(Nov’23)
Angola 13.86% 18.19% 19.50%
Ghana 54.10% 26.40% 6.00-10.00%
Kenya 9.10% 6.80% 2.50-7.50%
Nigeria 21.34% 28.20% 6.00-9.00%
Rwanda 31.70% 9.40% 2.00-8.00%
Senegal 12.80% 0.90% 1.00-3.00%
South Africa 7.20% 5.50% 3.00-6.00%
Zambia 9.90% 12.90% 6.00-8.00%

Monetary Expected Monetary GDP Growth

Policy (2023) Policy Action (2024) Expectation
(2024)
1500ps ¥ HoLb ™ Positive
300bps t 100 — 200bps t Positive
375bps HOLD ™ Positive
225bps t 100 - 200bps t Positive
100bps t 50 — 100bps t Positive
750ps T HOLD ™ Positive
125bps t HOLD = Positive
200bps t 50 — 150bps t Positive

Setting Sail for Gradual Recovery

Source: IMF, Bloomberg, Meristem Research
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Currency Crisis Worsens Growth
Prospects

Despite the restrictive monetary stance adopted
regionwide, the currencies of many countries
depreciated rapidly against the USD during the period.
Particularly, the rate hikes the Federal Reserve
implemented and certain idiosyncratic factors in
specific countries contributed heavily to the immense
pressure on exchange rates. Notably, the Nigerian
Naira, Angolan Kwanza, Zambian Kwancha, Kenyan
Shilling, and Congolese Franc are major currencies
that recorded the heaviest losses against the USD in
2023. In 2024, we expect mild appreciation across
many SSA countries’ currencies against the USD. This
expectation is premised on estimated decline of the
USD. Furthermore, the expected rate hikes from some
monetary authorities should support SSA countries’
local currencies.

Chart 8: Major Currencies in SSA Depreciated Against
USD in 2023
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Debt Dilemma: The Ongoing Struggle

Three years after the global pandemic (COVID-19)
outbreak that brought the world to its knees, SSA
countries continue to grapple with elevated debt
burdens. This dilemma is further worsened by the
high-interest rates in the international capital market,
limiting the refinancing options available to these SSA
countries. As a result, some countries have resorted to
debt restructuring and default on principal and
interest repayments. This has also dissuaded SSA
countries from new Eurobond issuance, with no
issuance in 2023 (compared to USD14bn in 2021 and
USD6bn in Q1:2022).

Moreover, the lower revenue-generating ability that
has plagued many countries within the region has
made them more reliant on borrowings (both
domestic and external means) to finance fiscal deficits.
Against this backdrop, fiscal sustainability metrics have
rapidly deteriorated. According to the IMF, the average
public debt ratio in SSA has almost doubled in just a
decade— to 56% of GDP in 2022 vs 30% of GDP at the
end of 2013

The straining situation has affected countries including
Ghana, Zambia, and Ethiopia — all with recent cases of
default and looming default. More recently, Ethiopia
missed a USD33mn coupon payment on its USD1bn
Eurobond, following bondholders’ rejection of
proposals to extend the repayment period and lower
interest rates. Zambia also faced setbacks from
creditors, who objected the move to restructure its
USD3bn international bond. Also, Tunisia is traversing a
similar path, facing a USD3.90bn Eurobond repayment
in 2024. For Ghana, it missed settling a USD40.60mn
coupon payment on its USD1lbn 2026 Eurobond.
However, the country made significant progress in
agreeing with its external creditors to restructure
USD20bn external debt.

Therefore, there is heightened concern about SSA
countries meeting their debt obligations (especially
external debt) in 2024. As it stands, there is an
estimated USD9.65bn Eurobond maturity scheduled in
2024. Notably, countries like Tunisia, Zambia, Kenya,
and Mozambique pose concerns as potential
candidates for default.

2024 Full Year Outlook | 12
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Despite legitimate concerns of a likely default for Kenya, our analysis of the country’s reserves-to-debt cover
at 2.71x indicates that its default risk remains manageable. Furthermore, its existing relationship with
multilateral lenders provides comfort for cash inflows towards the redemption of its USD2bn Eurobond.
Successfully clearing the 2024 debt could alleviate external pressures for Kenya, with the subsequent
Eurobond repayments of USD1.90bn not due until 2027-28, potentially restoring yield spreads to normal
levels.

SSA countries must prioritize fiscal policies that enhance revenue collection in response to escalating
financing requirements, surging interest rates, and low revenue-to-GDP ratios. This entails broadening the
tax base, concentrating on capital expenditure, and embracing a comprehensive management approach. By
adopting these strategies, countries can assess and mitigate risks while working towards achieving
sustainable debt levels.

Table 2: Default Risk Estimate for Selected SSA Countries

Eurobond 2024 REERES Reserves-to- Default Risk
due in 2024 | Coupon (USD’bn) Debt Cover

(USD’bn) Payment

(USD’bn)
Senegal 0.50 0.26 3.60 4.73x Low
Kenya 2.00 0.51 6.80 2.71x Moderate
Ethiopia 1.00 0.07 1.00 0.94x Defaulted
lvory Coast 0.75 0.54 3.40 2.64x Moderate
Nigeria Nil 1.59 33.04 20.78x Low

Source: Bloomberg, Meristem Research
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Domestic Economy

Enhanced Growth Prospects for
Nigeria's Economy in 2024

The Q3:2023 GDP report by the National Bureau of
Statistics (NBS) revealed that Nigeria's economy
expanded by 2.54% YoY—an improvement from 2.25%
YoY recorded in Q3:2022 and 2.51% YoY in the previous
quarter (marking the 12th consecutive quarter of
economic expansion). This growth was driven by a
notable recovery in the oil sector and the continued
resilience of the nation's non-oil sector.

However, output growth in Nigeria is expected to decline
for the second consecutive year due to the numerous
challenges the economy faced in 2023. Firstly, significant
policy direction changes and noteworthy macroeconomic
events occurred (especially in the second half), inhibiting
growth in the non-oil sector. Also, suboptimal production
volumes in the first half of the year impacted growth in
the oil sector.

Chart 9: Real GDP Growth (YoY) 2021-2023
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Source: NBS, Meristem Research
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A Renaissance in Nigeria's Oil
Sector.

Due to persistent challenges, including pipeline
vandalism, illegal oil bunkering leading to the
Rumuekpe-Nkopu explosion, oil theft, and the

PENGASSAN strike in Q2:2023, the oil sector's output in
the first half of the year declined by 8.97% YoY. However,
in Q3:2023, the oil sector recorded a lesser contraction
of 0.85% YoY (vs 22.67% YoY in Q3:2022). This comes on
the heel of a surge in the average oil production by
18.17% YoY to 1.45 mbpd in Q3:2023, marking the
sector's most robust performance since Q2:2020. In our
Q3:2023 report, we highlighted some factors propelling
the increase in oil production volumes for the quarter.
This positive momentum in Q3:2023 contributed to the
sector's overall 9M:2023 performance, elevating the
average oil production volume to 1.46 mbpd (from 1.38
mbpd in 9M:2022).

Given the commencement of operations of the Dangote
oil refinery in December 2023, NNPCL's resolution of the
PENGASSAN strike (expected to lead to the restoration of
€.275,000 bpd) and expected low base effect in Q4:2022,
we expect the oil sector to return to growth in Q4:2023.
However, the decline witnessed in the first half is
expected to keep the sector in a contraction for 2023.
We also note that oil production would remain shy of the
country's OPEC+ production quota of 1.74mbpd based
on existing structural challenges in the sector.

Looking ahead into 2024FY, barring any significant
unprecedented or unexpected shock to the sector, we
expect oil production to be higher at 1.55mbpd (vs
1.46mbpd 2023), premised on several factors. We
envision the federal government's dedicated efforts to
improve output will be crucial in enhancing oil
production.

2024 Full Year Outlook | 15


https://research.meristemng.com/reports/wp-content/uploads/2023/12/Macroeconomic-Update-Q32023-GDP-29th-November-2023.pdf
https://research.meristemng.com/reports/wp-content/uploads/2023/12/Macroeconomic-Update-Q32023-GDP-29th-November-2023.pdf

MERISTEM

Strategic initiatives, such as introducing the Nembe oil
grade to the global market, combined with intensified
efforts to curb oil theft, are poised to boost production
significantly.

Additionally, noteworthy advancements in the oil and
gas sector, such as Nigeria's USD 533.00mn
memorandum of understanding with Saudi Arabia, the
ongoing USD 2.80bn Ajaokuta—Kaduna—Kano gas
pipeline project by Oilserve Limited, and the
commencement of operations at the Dangote oil
refinery in December 2023, are anticipated to serve as
critical drivers of progress in the country's oil and gas
sector in the medium to long term. Furthermore, we
note that the federal government's heightened focus on
expanding the country's natural gas production and
utilization (evidenced by various agreements signed with
international companies and countries, including
Indorama Eleme Petrochemicals Ltd and Germany) is
likely to be instrumental in propelling the output for
Nigeria's oil and gas sector in 2024.

Lastly, we project that the low base effect will also be
reflected in the oil sector growth numbers (especially in
the first half of 2024).

A Cautious Outlook for the Non-OQil
Sector Amidst Sectoral Dynamics

While the non-oil sector has demonstrated resilience,
maintaining its growth trajectory, major policy reforms
implemented during the vyear, including currency
devaluation, fuel subsidy removal, and the gradual
phase-out of interventions by the CBN in the real
sector, exerted pressure on its output growth in
Q3:2023. Hence, the non-oil sector grew by 2.75% YoY,
slower than Q3:2022 and Q2:2023 (4.27% and 3.58%,
respectively). Specifically, growth in the manufacturing
sector was subdued throughout the year, primarily due
to the unfavourable operating conditions experienced
by manufacturers.

Setting Sail for Gradual Recovery

In Q3:2023, slower growth was recorded in the
manufacturing sector (0.48% YoY, primarily anchored on
a low base effect in Q3:2023) due to the impact of high
inflation on input and operational costs. According to
CBN estimates, the Purchasing Managers' Index (PMI)
also declined to 45.50pts (from 53.07pts in Q3:2022 and
50.40pts in Q2:2023).

Similarly, the agricultural sector's growth slowed to
1.30% YoY from 1.50% in Q2:2023 due to persistent
challenges in the agricultural value chain (such as supply
chain disruptions and infrastructural deficits) that
continue to plague the sector. Also, the ICT sector faced
notable lags, with growth declining to 6.69% YoY from
10.53% (Q3:2022) to 8.60% (Q2:2023). On the positive
side, the financial and insurance sector expanded
significantly by 28.21% YoY (from 12.70% in Q3:2022).
This sector's growth is mainly attributable to the increase
in loan books during the period (average of 20.69% YoY
across major financial institutions) and digital banking.
We posit that the gains realized from the FX revaluation
positively impacted the banks' ability to grow their
financial assets. Accordingly, for Q4:2023, we expect the
continued depreciation of the Naira to drive positive
performance further in the financial and insurance
sector.

Chart 10: Growth by sector (9M:2023)
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We expect a further decline in output growth from the non-oil sector in Q4:2023 (manufacturing, agricultural, trade
and transportation sectors). Lower PMI data for Q4:2023 indicates a contraction, driven by a significant decrease in
new business, representing the most pronounced downturn since the cash crisis in Ql1, as both output
and new orders declined significantly. Thus, we revised our 2023 growth forecast for the country's economy to
2.58% (from 2.94%). Also, the World Bank and the IMF revised their 2023 growth expectations for Nigeria
downward to 2.90%, attributing the adjustments to the sustained depreciation of the naira and suboptimal
production volumes in the oil and gas sector.

For 2024, we expect a recovery in business activity as the impact of the economic reforms wane. Given the
administration's planned achievement of USD1.00trn (throughout its tenure), we foresee a rebasing of the GDP
basket in 2024. We also expect an expansion of output coverage to include aspects of sectors not included in the
2009 construction. A significant downside to the expectation would be further expectations of Naira depreciation,
given the volatility in the FX market. We outline possible drivers and drags to growth in 2024 in the table below.

Table 3: 2024 Outlook for Key Sectors (c. 85% of GDP)

Outlook

Drivers

Information and increase in

Communication

Exchange rate, high
borrowing cost.

Adoption of 5G network,

1 [0)
6% subscriber base.

Bullish
Increasing free and bilateral trade and
zones agreements (AFCTA and LFTZ),
bilateral trade agreements, standardized
commodity exports.

Government efforts to improve production,
increased rig  count and improved
production volumes, fuel subsidy removal,
Dangote Refinery operations, and increased

Increase in  electricity
tariff, PMS prices, minimal
cash crunch.

Trade 15% Modest

Pipeline theft and
vandalism, challenges

Bullish
with  sourcing FX for LS

Mining and Quarrying 6%

Agriculture 29%

Manufacturing 8%

Real Estate 6%

Financial and Insurance 4%

Source: Meristem Research
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industrial investment.

Backward integration, Improved
commodities market and standards,
government subsidy on agricultural inputs,
low base effect from prior period

Recovery from adverse effect of policy
reforms, encouragement of local
manufacturing

Increased allocation for capital expenditure
in the 2024 budget and PENCOM's
guideline, allowing the use of 25% of
retirement savings balance for residential
mortgage equity.

Sustained  technological and  digital
advancement, increased  underwriting
profitability, and FX revaluation gains.

importation.

Unfavourable weather
conditions, insecurity in
food-producing  regions
and persistent
infrastructural challenges.
Increasing inflationary
pressures, high interest
rate, FX sourcing for
importation, limited port
access.

High interest rate,

reduced purchasing
power due to inflation.

Increase in Non-
performing loans.
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Consumption Expenditure Expected

to Drive Growth

In 2023, consumption expenditure weakened despite
the increase in government expenditure (11.50%YoY)
on electioneering activities in the year, as the cash
crunch witnessed in the first quarter impacted
household consumption (-12.30% YoY), leading to a
10.38% decline in real consumption expenditure. Its
contribution to GDP also waned to 60.61% (from
70.85% in H1:2022).

On the other hand, real disposable income increased by
8.79% YoY in H1:2023 despite rising prices in the
economy, exchange rate devaluation and FX illiquidity,
removal of fuel subsidies and the upward review of
electricity tariffs. This uptick was mainly driven by
higher compensation of employees (+17.32% YoY). In
our view, the decline in the unemployed and
underemployed  population based on official
unemployment figures as of Q2:2023 (to 4.20% in
Q2:2023 vs 5.30% in Q4:2022) is a major catalyst
spurring this marginal uptick in disposable income. For
the second half of 2023, we estimate an increase in
disposable income on the back of the Federal
government’s monthly conditional cash transfer of
NGN25,000 to vulnerable households and salary
increments across private companies to augment the
rising cost of living for their workers.

Going into 2024, we expect consumption spending to
improve. Firstly, consumption spending in Q1:2024
should increase compared to Q1:2023 due to the low
base effect in the period. Also, we expect increased oil
receipts (due to expected higher production volumes)
and government spending on improving specific sectors
of the economy to spur growth in 2024.

The Federal government’s provisional wage increment of
NGN35,000 for all federal government workers (to end
in March 2024) and proposed minimum wage increase
will also increase disposable income and consumption
spending in 2024. Lastly, we envisage a decline in
headline inflation towards the second half of 2024
alongside the effect of the projected easing of the MPR
in the same period.
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We, therefore, expect the improvement in total
consumption to support output growth in 2024.
Downsides to this outlook, however, include the
increase in unemployment and underemployment, as
well as another unanticipated shock to household
consumption (like the cash crunch event of Q1:2023).

Investment Spending also Remains
Low

Investment spending is essentially gross capital
formation, which refers to expenditure aimed at
increasing the stock of real capital in the economy. In
Nigeria, investment spending accounts for c.16% of real
GDP. This remains low due to exchange rate volatility
and poor infrastructure, limiting capital investment into
the country. Anchored on the significant reduction in
investment in machine and equipment (-33.48% YoY),
research and development (-1.86% YoY) and inventory
(-23.75% YoY), investment spending declined marginally
by 1.45% YoY in H1:2023. This is despite increasing
access to credit facilities in the economy with higher
net domestic credit (+35.99% YtD).

For 2024, we anticipate an increase in production level,
industrial activities and construction across sectors,
which should positively impact investment spending.

Chart 11: GDP and Expenditure Growth (YoY)
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Inflation & Monetary Policy

Impact of Policy Reforms Expected to Wane

Broadly in line with our expectations at the start of the
year, headline inflation sustained its upward trajectory
through 2023, fueled by existing and new issues
impacting price levels. As with previous vyears,
insecurity in  food-producing regions, structural
challenges within the agricultural value chain, adverse
weather & rainfall conditions and persistent FX
challenges contributed to higher prices in both the food
and core indices. Also, new reforms such as removing
the petroleum subsidy bill (which led to higher
transportation costs), the ensuing depreciation of Naira
due to the unification of FX windows, spending during
the election period, and increased electricity tariffs.

On the back of the aforementioned factors, headline
inflation increased to its 18-year zenith at 28.20% in
November 2023 (from 21.82% in January), food
inflation increased significantly to 32.84% (from 24.32%
in January), and core inflation increased to 22.38% (vs
18.88%). Moreso, President Tinubu declared a state of
emergency regarding food security in Nigeria over its
rising cost and growing unaffordability for vulnerable
households.

On a month-on-month basis, the food index peaked at
3.87% MoM in August 2023 (its highest monthly
increase since June 2010). However, a shift occurred in
September as the rate decelerated to 2.45% MoM,
attributed to an augmented food supply during the
harvest season, which started in September. This trend
was short-lived, as the month-on-month food inflation
rebounded to a 2.42% increase in November in
response to heightened demands associated with year-
end festivities.

We project that price levels are likely to rise further in
2024 as the factors that contributed to the upward
trend in inflation during 2023 persist.

Setting Sail for Gradual Recovery

The continued depreciation of the Naira (to a range of NGN892.80
— NGN924.94/USD in the official market) in 2023, higher PMS
prices, poor road infrastructure and continued pressure on the
food index from lingering agricultural challenges and expected
food shortage are factors likely to worsen price levels in 2024 .

However, recent developments, such as the acquisition of a
USD163.00mn loan from the African Development Bank to
support wheat production, the Federal government's directive to
the Ministry of Agriculture to reduce input prices for farmers
ahead of the planting season, and other proposed government
schemes to address food insecurity, should contribute to an easing
in the trajectory of the food inflation uptrend in the mid to long
term. Furthermore, we project that the high base effect from
2023 will moderate inflation figures in the second half of 2024.

Chart 12: Trend in Inflation % (Historical and Forecast)
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A Pragmatic Policy Path in Latter 2024

Nigeria’s monetary policy in 2023 remained focused on
ensuring price stability as the monetary authority raised
interest rates by 225bps (25bps higher than our
expectation of 200bps), adjusted the asymmetric corridor
(to +100/-300bps around the MPR from +100/-700bps
around the MPR), and removed the NGN2.00bn limit on
Standing Deposit Facility for banks.
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Also, as anticipated in our half-year outlook, we note the return of the Open Market Operation (OMO) auction to
mop up system liquidity after an eight-month pause alongside a Cash Reserve Requirement Debit. This is
unsurprising given the persistent rise in price level and increase in money supply: broad money supply (M3) at
+26.43% YtD, credit to the private sector at +41.06% YtD, credit to the Government at +28.07% YtD, and net
domestic credit at +35.99% YtD.

The CBN also moved to improve stability in the foreign exchange market by clearing a portion of the existing
backlogs of matured Non-Deliverable Forwards (NDF), lifting the 8-year-long restrictions on some 43 items,
allowing increased access to the official foreign exchange (FX) window.

Considering the expected trajectory of inflation in 2024, we expect monetary policy authorities to raise the MPR
further by a maximum of 200bps. We also expect more OMO auctions, which would mop up liquidity and attract
foreign inflows into the economy, especially given the CBN governor’s forward guidance of likely holding only four
meetings in 2024. Furthermore, global monetary authorities are likely to start cutting rates in the second half of
2024, thus creating an opportunity for emerging markets to attract foreign investors. This gives the monetary
authority further impetus to raise the monetary policy rate.

However, we expect the monetary policy committee to adopt a HOLD stance towards the end of 2024 as policy
measures to cushion inflationary pressures are expected to take effect. Lastly, we do not foresee a shift toward a
more expansionary policy rate stance (rate cuts) until 2025, barring any economic shocks that warrant otherwise.

Inflation Scenario Analysis

Bull Case —26.11% Bear Case —31.61%

Improved security in food
producing regions.

Appreciation of the naira
against the dollar.

Adequate rainfall, no
drought and flooding
occurrences.

Increased investment in the
agricultural sector’s
infrastructure.

Tighter than expected
monetary policies.
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Insecurity in food producing
regions persists.

Deficient agricultural sector
infrastructure.

Continuous depreciation of
the naira against the dollar.

Higher transportation costs

Stable global commodities
prices.

Escalation of global or
domestic geopolitical
tensions.

Unfavourable weather
conditions.

Increment of minimum
wage.

Surge in global commodities
prices.

Earlier than expected
adoption of accommodative
policy stance
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Fiscal Policy & Debt

Rising Burdens: Fiscal Pressures and

Implications

An assessment of the provisional budget performance
report for the first nine months of 2023 reveals a higher
revenue performance than previous vyears, mainly
buoyed by non-oil revenue and grants. Representing
110.56% of the 9M pro-rated budget, Federal
government revenue (excluding GOE) for the period
settled at NGN7.15trn, significantly higher than the
budgeted  (NGN6.47trn) as  non-oil  revenue
(NGN1.86trn vs NGN987.28bn) and grants (NGN1.04trn
vs NGN32.27bn) came in higher. However, the oil
revenue (-15.30%) continues to fall short of the
revenue target as in previous years.

Expenditure, on the other hand, was significantly below
budget on the back of low capital expenditure
(NGN1.47trn vs NGN5.97trn budgeted) and non-debt
recurrent expenditure (NGN4.73trn vs NGN6.99trn
budgeted) in the period. Given the higher revenue and
lower expenditure, the current budget deficit as at
9M:2023 stands at NGN4.05bn (vs NGN10.33trn
budgeted). Although crude oil prices were lower in
Q4:2023 (compared to the preceding quarters), we see
oil revenue increasing in the fourth quarter of 2024 on
the back of higher production volumes. However, we
project that the fiscal deficit would widen to
NGN7.13trn by 2023FY, given the current trajectory,
while the fiscal deficit to GDP is expected to increase to
12.94%.

Chart 13: Fiscal Deficit to GDP % (2019-2024E)
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The 2024 Budget- A Balloon of Hope
In its latest budget passed by the Senate, the Federal
Government plans to spend NGN28.66trn in 2024,
which is 15.47% higher than the 2023 budget (plus
supplementary).

Chart 14: 2024 Budget and its Underlying Assumptions
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Source: Budget Office, Meristem Research

The proposed allotment of 31.99% of the entire budget
to capital expenditure reflects the same dance of
budget allocations in previous years (though it is
15.33% higher than 2023’s capital expenditure budget).
This demonstrates the lack of distribution to more
sustainable revenue mechanisms. The table below
shows critical sectoral allocations in the budget;

Table 4: Sector Allocation in 2024 Budget

Indicated
Comment

Allocation
(%)

The allocation shows a 14.17% increase
from the 2023 budget but remains lower
than last year's allocation.

The allocation marks a 33.71% increase
from the 2023 budget, with a higher
allocation from 4.34% last year.

The allocation shows a 14.06% increase
from the past year but remains lower than
2023 budget allocation.

This accounts for a meagre 2.29% of total
expenditure, although marking a 22.97%
increase  from the previous vyear's
allocation.

4.28%
5.01%

Education

5.50%

Infrastructure 2.29%

Source: Budget Office, Meristem Research 2024 Full Year Outlook | 21



Table 5: 2024 Budget Assumptions

USD77.96/bl
Exchange Rate NGN800/USD
1.78mbpd
Inflation Rate 21.40%

Source: Budget Office, Meristem Research

Nigeria’s budget assumptions typically have the
challenge of being overly optimistic, and the 2024
budget is no different. We opine that achieving the set
targets would present a rather arduous challenge to the
government.

Going by the 2023 revenue performance so far, the
proposed revenue projection of NGN19.52trn would be
largely unattainable. Several factors contribute to this
improbability, including the unlikelihood of meeting the
targeted oil production volumes, given the country's
failure to recover to pre-pandemic numbers due to oil
theft and pipeline vandalism issues. Moreover, OPEC's
recent adjustment of Nigeria's production quota to
1.5mbpd also limits the country's production capacity
for 2024.

Conversely, regarding non-oil revenue, the proposed tax
committee's initiative to harmonize across all levels and
broaden the tax bracket might help shore up total
government revenue. We believe the government must
improve revenue generation, address fiscal leakages,
and ensure more efficient spending to achieve its
budget propositions.

Considering oil revenue performance, our expectations
for the crude oil market in 2024, and our projection for
non-oil revenue in 2024, we project total revenue to
settle at NGN12.77trn.

Setting Sail for Gradual Recovery
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Fiscal Sustainability Under Pressure

Official data from the Debt Management Office (DMO)
shows that the FGN total domestic debt stock was
NGN50.20trn as of September 2023, representing a net
increase of 126.02% over its level in December 2022).
This surge highlights the inclusion of securitized Ways
and Means advances from the CBN (NGN22.70trn), the
devaluation of the Naira (NGN841.00/USD) on the
NAFEM window and further heightens concerns about

debt sustainability. Our analysis of the provisional budget
performance report for the first nine months of 2023 puts the
average interest rate on Nigeria’s total debt at c.7% as of
September 2023 due to debt service of (NGN5.79trn or 80.91%
of FG’s retained revenue).

....Deficit Likely to be Higher in 2024

Given that we expect the 2024FY revenue performance
to be lower than budgeted, we project that the fiscal
deficit will likely be higher than the expected
NGNO9.18trn. Like 2023, we expect more funding from
domestic  sources (probably more than the
government's target of NGN6.06trn).

This expectation also hinges on the fact that interest
rates remain high in the global market; thus, accessing
external debt would come at a higher cost to the
government. The FG has also stated plans to draw down
on multilateral and bilateral loans, which would help
augment its financing needs.

Lastly, we consider the Ways and Means Window
another likely avenue for the government to source
funding. Given the increase in the accessibility to Ways
and Means to 15.00% (from 5.00%) of the previous
year's revenue and our projection for FG revenue to
settle at NGN11.54trn in 2023, we see the government
accessing Ways and Means facility of up to NGN1.80trn
in 2024FY. Given the monetary authority's commitment
to playing by the book, we do not expect an overshoot
of the 15.00% approval. We also opine that consistent
implementations of anticipated policies could result in
Nigeria's rating upgrade in 2024.
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Chart 15: Debt Service to Revenue (2019-2024E)
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Chart 16: Domestic and External Debt (NGN'trn)
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An Overview of the External Sector

Source: Budget Office, Meristem Research

As indicated in our External Sector Commentary, Nigeria's external position remains weaker than implied by key
economic fundamentals (foreign trade and current account). Although Nigeria recorded a current account surplus
(due to trade surplus, FX illiquidity for repatriation and fuel imports, and higher workers remittance), this has had
minimal impact on the external reserve balance as it declined all through 2023. Capital inflows remain low, and the
FX reforms during the year have so far led to further devaluations in the country's exchange rate. While reforms are
underway in the FX market, there is a crucial need for continued monitoring and strategic interventions to steer

Nigeria's external position toward stability.

Trade Balance Tints Optimistic Signals

According to data released by NBS, the trade surplus
experienced a substantial expansion by 1,860% YoY in
9M:2023 to NGN4.11trn, reaching the highest level
since 2018. This surge was primarily due to the trade
surplus in Q3:2023 (+561.40% YoY and 46.49% QoQ).
Notably, exports soared by 74.36% YoY, attributed to a
trio of factors: depreciation of Naira (NGN755.27/USD in
OM:2023 vs NGN437.03/USD in 9M:2022), which
amplified the converted value of exports; an increase in
crude oil export (averaging 1.45mbpd in Q3:2023 vs
1.22mbpd in Q2:2023 and 1.20mbpd in Q3:2022) per
NBS estimates; and elevated crude oil price during the
period (USD94.12pb vs USD78.72 in Q2:2023). The
devaluation also caused the cost of imports to increase
by 33.33% YoY and 48.71% QoQ. We expect this to
impact the current account (CA) balance for the second
half of 2023 (as with the first half), given that the goods
account made up a significant contribution to the
current account surplus witnessed in H1:2023.
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Other factors that will result in the expected CA surplus
include a continued reduction in the pace of funds
repatriation (primary income) and an anticipated
increase in remittances. According to the World Bank,
Remittance inflows into Nigeria are projected to have
increased to USD20.50bn in 2023 (vs USD20.13bn in
2022).

Chart 17: Quarterly Foreign Trade (2019-2023) NGN‘trn

N |mport Export Trade Balance (RHS)

9.00 1 3.00
4 2.00
6.00 | 4 1.00
4 0.00
3.00 F -1.00
-2.00
0.00 . . . . -3.00

— — — — o~ (o] (o] ~N o [a2] o™

o~ o~ o~ o~ o~ o~ o~ o~ o~ (o] o~

— N IS0 < i N & < — IN o

of of g g g (o] g (o] (o] g g

Source: NBS, Meristem Research
2024 Full Year Outlook | 23


https://research.meristemng.com/reports/wp-content/uploads/2023/12/External-Sector-Commentary-Recovery-Contingent-on-Continuous-Strategic-Actions-November-20th-2023.pdf

MERISTEM

In 2024, we project that the trade balance will remain
positive, anchored on the continuous depreciation of the
naira, the anticipated rise in crude oil production volumes
and prices, and the improvement in economic activities
of our trade partners (mainly Europe, which is c. 45% of
Nigeria’s export destinations). Additionally, we anticipate
a contraction in fuel imports owing to the
commencement of operations at the local refineries
(Dangote and Port Harcourt). Nevertheless, a potential
downside to our outlook is the persistent weak demand
from China, poised to impact global trade dynamics.

Thus, the current account surplus will likely increase as
the trade surplus grows. Moreover, given the continuous
increase in migrating individuals and expected positive
GDP growth in advanced economies, we forecast a
further increase in remittance inflows, which should
boost the CA surplus balance. The primary income and
services account is, however, likely to record higher
deficits on the back of increased clearing of FX backlogs,
expectation of increased business activity and FX
devaluation pressure on services payment in 2024.

Weak Inflows Persist Post-Pandemic

Contrary to what is obtainable with the trade surplus
and current account, capital inflows into Nigeria remain
weak and below pre-pandemic levels. Total capital
inflow declined by 33.99% YoY in 9M:2023 (with
Q3:2023 standalone being the lowest point in more than
one decade) as inflows remained low on the bac of weak
macroeconomic prospects, low fixed income yields and
attraticevness of investment in safer havens.

Foreign Portfolio Investment (FPI) declined by
80.30% YoY & 18.47 QoQ, to USD87.11mn, Foreign
Direct Investment (FDI) fell by 26.86% YoY &

30.52% QoQ to USD59.77mn and Other Investment
Inflows also declined by 20.15% YoY & 39.36% QoQ to
USD507.77mn

Setting Sail for Gradual Recovery

In 2024, we anticipate foreign investors will be on the
lookout, given that domestic fixed income vyields are
rising. The upward trajectory of these rates is expected to
ignite investors’ interest. Additionally, with the outlook
for increased economic growth and a rebound in
business activities, we hold the view that these optimistic
macroeconomic signals will play a crucial role in retaining
foreign investors within the domestic economy.

Chart 18: Quarterly Capital Inflows (2019-2023) NGN'trn
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Source: NBS, Meristem Research

Despite the recorded trade and current account surplus,
the expected improvements in Nigeria's external reserve
and exchange rate position remain unseen. According to
data from the CBN, Nigeria's external reserve, as of Dec
31st 2023, declined by 11.25% YoY to its 24-month low
of USD32.91bn due to lower crude oil production, which
offset the potential gains from elevated crude prices. This
is also despite the removal of fuel subsidy payments,
which has gulped accretion to external reserves in the
past.

The FX reforms (which include unification of all FX
windows, clearance of a portion of the existing backlog
and lifting the 8-year-long restrictions on some 43 items)
yielded little effect in appreciating the value of the Naira
against the greenback due to the persistent unavailability
of the USD at the official market. Thus, Naira continued its
nosedive course as FX demand could not be met at the
official window.
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As of 30th December 2023, the exchange rate on the official window depreciated by 96.56% YoY to
NGN907.11/USD (vs 66.68% in June). The depreciation on the parallel market was 63.29% YoY to
NGN1,210.00/USD, maintaining a premium of 33.39% over the official rate. On a positive note, the external
reserves remained above the benchmark of 3.0 months of import cover recommended by the IMF standard and
could finance up to 6.30 months of import as of September 2023. Also, we expect the receipt of the first tranche of
the long-awaited loan facility from the AFREXIM bank (USD2.25bn out of USD3.30bn) to increase the country’s
foreign reserves levels. In our macroeconomic note, we highlighted that the AFREXIM loan is a welcome short-term
fix; however, Nigeria’s inherent FX market issues require more permanent solutions. Clearing the existing FX backlog

and meeting new legitimate FX demands would require additional sustainable inflows of FX into the reserve
balance.

Chart 19: Turnover at NAFEM Window (2021-2023) USD’'bn  Chart 20: Trend of Nigeria's Foreign Reserves (USD'bn)
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Chart 21: Movement in Official Rate and Unofficial Rate (Jan 2023 — Dec 2023)
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Outlook on Exchange Rate

Beyond the Obvious

MERISTEM

In our 2023 full-year outlook, we discussed a potential Naira devaluation in 2023 to align the exchange rate with
prevailing market realities. True to that, introducing the "willing buyer, willing seller" model prompted a
devaluation in H1:2023. We expect that the further settlement of existing backlogs will play a deciding factor in
our outlook for the Naira (with c. 20% settled in January 2024), fueling investors' optimism on the direction of
the Naira. Looking ahead to 2024, we anticipate continued depreciation of the Naira, primarily influenced by the

following factors:

*  With OPEC+'s proactive measures to stabilize the global oil market, we expect oil prices to remain within
USD8O0 - 90pb in the first half of 2024. However, Nigeria's 2024 allotted oil production quota at 1.50mbpd
may keep production levels below the country's targeted levels of 1.73mbpd. This uncertainty implies FX
reserve accretion is unlikely, thus limiting the government's capacity to provide liquidity to the FX market.

*  Fixed income vyields will dictate FX market supply linked to foreign portfolio inflows. Our expectation of
higher yields in the first half of the year poses a potential upside for the value of Naira.

Scenario Analysis

The Potential Ups and Downs

o—

¥

Bull Case

° Strong global demand (particularly

from China)
° QOil prices exceed USD90pb.

° OPEC+ reviews Nigeria’s crude
production quota above 1.50mbpd
. Fixed income yields align with MPR

—Increased Capital Inflow

° Dangote Refinery ~ production

output exceeds 350,000mbpd

NGN892.80/USD

Setting Sail for Gradual Recovery

©

Base Case
Moderate recovery in global
economy.

Qil prices remain within USD80-
90pb range.

Current account balance remains
in surplus territory

Nigeria crude oil production at
1.55mbpd

Foreign Capital inflow improves.
Dangote Refinery  production
output at 350,000mbpd

NGN907.06/USD

Vi

Global economy recovery is slower
than expected.

Oil prices fall below USD80pb
Nigeria crude production declines
below 1.40mbpd

Foreign Capital inflow decline
Dangote  Refinery  production
output falls below 350,000mbpd

Nigeria’s
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Socio-Economic Development

Unemployment Rate

New Numbers, New Meanings?

After seven quarters without updates, the National
Bureau of Statistics (NBS) released the Nigerian Labour
Force Survey (NLFS), adopting a new methodology that is
in line with the International Labour Organization (ILO)
guidelines. Notably, employed persons are now defined
as those in paid jobs who have worked for at least one
hour in the past seven days. As of Q1:2023 and Q2:2023,
the reported unemployment rate stood at 4.10% and
4.20%, respectively, a significant drop from the last
reported figure of 33.28% in Q4:2020. Given the
challenging macroeconomic landscape in recent years,
this sharp decline was perceived as being
unrepresentative of the current realities. As such, we
analyzed the released labor data using the previous
methodology and reached an estimated unemployment
rate of 13.25% in Q4:2022 and 29.13% in Q1:2023.

We note that the anticipation of increasing business
activities might increase labor demand, potentially
leading to a marginal decline in the unemployment rate.
Also, the substantial emigration from the country could
create additional job opportunities for skilled workers.
Nevertheless, the overall impact of the economic
downturn will likely continue to influence the Nigerian
labor market dynamics in the near term.

Table 6: Changes in Labour Statistics Methodology

Population
Strength in Population Demography

According to the recently released demographic
bulletin by the NBS, Nigeria’s population was 216.78mn
as of Dec 2022. Also, as of 2022, 61.34% of the
country’s population is below the age of 24 ( per UN
estimates), representing a growing and youthful
population. This demography presents opportunities
for increased labor force participation, productivity,
and innovation, thus, leading to higher economic
output.

While the numbers seem encouraging, we highlight
that ¢.63% of Nigerians are multidimensionally poor
(according to the NBS MPI survey of 2022). Thus, the
increasing population vyields minimal benefit for
companies and consumption expenditure. Also, the The
United Nations projected the country’s population to
double to 400mn+ by 2050, emerging as the world’ s
fourth most populous country. Rapid population
growth of this magnitude makes eradicating poverty
more difficult (particularly deficiency in the provision of
basic needs).

We posit that balancing economic development with
social welfare will be paramount to ensuring a
sustainable economy. Looking forward, It is important to
note that realizing the full potential of favorable
population demography requires quality education and
skill development programs, healthcare provisions, and
infrastructural provisions.

Source: NBS, Meristem Research
Setting Sail for Gradual Recovery

Working Age Individuals aged 15 - 64 years.

Employment Individuals within the working-age population who
participated in activities generating goods or
services for a minimum of 20 hours.

Unemployed Worked less than 20 hours or actively searching and
available for work.

Periodity One-time data collection (cross-sectional).

Underemployed Worked 20-39 hours weekly

Individuals aged 15 years and above

Working-age individuals who participated in
activities to produce goods or provide services
for pay or profit for a minimum of one hour.

Unemployed and actively available (was without
pay or profit).

Continuous year-long collection.

Worked under 40 hours per week but available
for additional hours.
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Global Equities

Positive Returns Amid Macroeconomic Woes

As inflation across advanced economies slowly declined,
monetary authorities also reduced the pace of policy rate
hikes. This elicited a positive reaction from global
equities investors as the global equities market
maintained its positive performance in the second half of
2023, closing positively. Furthermore, the better-than-
expected corporate performance evinced by companies’
financials released during the period bolstered investors’
sentiment and buoyed the overall performance for the
year.

The S&P Global Broad Market Index returned 7.29% and
24.86% in H2:2023 and 2023FY (vs -7.08% in H2:2022
and -19.46% in 2022FY). Similarly, the MSCI World,
Emerging, and Frontier indices returned 21.30%, 4.44%
and 7.70% in 2023.

Fears of slower economic growth in China (chiefly hinged
on the lingering property crisis), weaker regional
domestic demand, and rising geopolitical tensions
caused a temporary decline across major equities
markets in Q3:2023.

Consequently, the S&P 500, NASDAQ, and SHANGHAI
indices declined by 3.65%, 1.72% and 4.71% in Q3:2023,
respectively but rebounded in the fourth quarter.
Notably, the overall performance of the equities market
in 2023 was driven mainly by technology stocks. Notably,
a group of large-cap tech-oriented stocks referred to as
"The Magnificent 7" attracted significant buying interest
during the year as investors' enthusiasm increased over
advancement in Artificial Intelligence tools. For 2024, we
expect the less hawkish stance of foremost monetary
authorities to sustain investors' optimism during the year.
Also, the possible cheaper val