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Global Economic Growth Momentum
Dwindles...

The global economy has been resilient and continued in its
moves towards soft landing in the year. This is not but
connected to the steadily declining inflation and economic
growth. However, the pace of expansion still remained small. A
growth projection of 3.1 percent was made for 2024. This is
largely due to the slight ease in the United States, China, several
large emerging markets and developing economies. The ease of
supply side pressure and restrictive monetary policy has been
responsible for the declining inflation index in most regions.
Global headline inflation which stood at 6.8 percent in 2023 is
expected to decline to 5.8 percent in 2024.

The Red Sea attack posed a threat to increase inflation. This
resulted as ships movement on this vital trade route are being
disrupted. This
commodities and negatively impact economic growth. Around

is expected to push up the prices of
12-15 percent of global trade and commodities travel through
the Red Sea. Several shipping firms stopped their vessels using
the route and re-routing them owing to the attacks hence,

increase the delay period of commodity delivery.

The emergence and adoption of artificial intelligence (Al)
around the world was projected to affect almost 40 percent of
jobs by the International Monetary Fund (IMF). This is a support
to the outlook of the International Labour Organization (ILO). It
states that extra two million workers are expected to be out of
jobs thereby increasing the global unemployment rate from 5.1
percent to 5.2 percent in 2024.

GLOBAL ECONOMY

The United States (U.S.) national debt topped to USD34
trillion in December 2023. The national debt is the total
amount of outstanding borrowings by the US federal
government and has accumulated over the nation’s history.
Although the debt level is dangerous to the economy and
national security, the relatively strong economy and low
unemployment level is expected to rein in the deficit. The
Federal Reserve (Fed) from its latest economic projections
released in December revealed a rate cut is expected this
year. With the inflation gauge currently lower than 3
percent, the Fed’s key interest rate is likely at or near its
peak for the tightening cycle.

Graph 1: Global Inflation Rate (December 2023)
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Domestic Economy

The Stanbic IBTC Purchasing Manager Index (PMI) which
measures the performance of private sector manufacturing
2023. This
performance indicates an expansion after the contraction

firms experienced a rebound in December
experienced consecutively in October and November of the
same. The Index improved to 52.7 points from 48.0 points
recorded in November. This performance exceeded the 50
points threshold for an expansion in the sector. Rebound in
output and new order data translated to improvement in
economic and business activities. This cannot but be connected
to the higher demands and increased spending associated to

the yuletide season despite the severe price pressure.

The nation’s headline inflation data released by the Nigeria
Bureau of Statistics (NBS) revealed the Consumer Price Index
(CPI) hits an all year high of 28.92 percent at the close of 2023
fiscal year. This is a 0.72 percent increase from 28.20 percent
recorded in November 2023. The index which has sporadically
increased during the year has been a major concern to all
economic stakeholders, including consuming households. The
monetary policy rate (MPR) adopted as a tool to check inflation
has over time had little to no effect on the rising index. Food
inflation played a major role in contributing to this increase.
This is on the back of food insecurity in the nation. The ongoing
conflict in the Middle East is expected to impact food insecurity
in Nigeria. The increase in oil price as a result of conflict would
lead to increased transport and logistics costs which could
disrupt supply chains and worsen the already high food
inflation witnessed in the country and other neighboring
region. While the effect of subsidy removal and floating of the
exchange rate system cannot be overlooked, another
recognized driver of this index was the increase in consumption
order relating to the festive period. We expect the Monetary
Policy Committee of the apex bank to resume its bimonthly
meeting as the outcome remains a pointer to the performance
of the economy in terms of investment and capital acquisition.
We also expect the programmes and policies from the state of
emergency declared on the agricultural sector to be effectively
executed and monitored to yield the desired result in the near

term.

The business environment experienced more rationing of liquid
cash by Deposit Money Banks (DMBs). The Central Bank of
in 2023. It
suspended the charges on cash withdrawal above regulatory

Nigeria (CBN) took steps to manage the situation

limits to address the prevailing cash crunch. The effort is yet to
actualize as scarcity of physical cash still lingers across the
nation. This contributed to the stress of carrying out
transactions especially with the small and medium scale

businesses.

The World Bank projected the Nigeria economy to grow at 3.3
percent in 2024. This is 0.4 percent points higher than 2.9
percent it expected to close for 2023.

DOMESTIC ECONOMY

The Federal Government on the other hand projected the
economy to surpass the World Bank’s projection, putting it at
3.76 percent for the year. The rationale behind the upward
review is the positive outlook following the reforms effected in
the economy since the investiture of the new administration,
thereby leading to an expectation that per capita income will
reach its pre-pandemic level by 2025. Identified drivers of
growth are agriculture, construction, services and trade. With
this growth in place, effects of headline inflation, subsidy
removal and exchange rate system are expected to gradually
ease and structural reforms also expected to boost fiscal
revenue.

The external reserves of the nation experienced a drop in the
month of December 2023. The reserve dropped with a tune of
USD77.23 million which represents 0.23 percent of the entire
reserve. The drop was attributed to lingering foreign exchange
instability which has been experienced all year round in the
country. It has been observed that the foreign reserves have
recorded decline in the past five years after it rose to about
USD47.37 billion in April 2018. Although the Central Bank of
Nigeria (CBN) aimed to reach USD50 billion at the end of 2018
but this was not materialized. The Federal Government through
the CBN is making concise efforts to stabilize and improve the
external reserve by boosting foreign exchange earnings and
supply. We expect that the efforts to increase crude oil
production and translating to improved earnings will help to
rebound the value going forward.

The naira depreciated further in the month of January. The
naira exchanged as high as NGN 1,400 against the USD in the
parallel market. The efforts of the CBN to strengthen the naira
by clearing of the foreign exchange backlog has proven
abortive. Currently, an approximate amount of USD2.562
billion has been paid to commercial banks and foreign airlines
to reduce the government’s liabilities.

Graph 2: Headline Inflation Rate (Jul. to Dec. 2023)
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Foreign Reserves

Graph 3: Gross And Liquid Movement in January 2024
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The nation’s foreign reserves appreciated by $441.236
million ($33.353 Billion gross) in the month of January from
the previous month’s position of $-91.625 million ($32.912
Billion gross). This increase is the first since august 2023.The
surge in external reserves, indicating a boost in foreign
exchange inflow for the month, could be attributed to
several factors. Among them is the uptick in the price of
Nigeria's crude oil grade(which is the major source of
foreign exchange for the Nigerian economy), Bonny Light,
rising to $85.08 per barrel by the end of January 2024 from
§79.4 per barrel at December's close 2023. Additionally, the
increase in oil production in the latter half of the year likely
contributed to this positive trend. Oil production has
increase from 1.319mbpd in Nov 2023 to over 1.418 mbpd at
the end of January 2024.

Exchange Rate

In January, the Nigerian naira experienced further
depreciation. The greenback in the Investors and Exporters
(I1&E) window was further weakened due to heightened
demand for foreign exchange from individuals, clearing
foreign exchange backlogs, and increased demand from

investors for business purposes. The persistent pressure

from travelers and businesses for foreign exchange has
contributed to the ongoing strain exchange rate. This has made
the value of the naira to keep falling as it was exchanged against
the US dollars at the I&E window at NGN 1357.383/$1 and
NGN1,430/$1 in the parallel market as at January 31st 2024. This
indicates that during the period, the index resisted the
intervention efforts of the Central Bank, which aimed to address
the backlog of foreign exchange demands from banks and airline

carriers in order to bolster the strength of the naira.

Graph 4: Trend of Exchange Rate, January 2024 (Pounds and USD to
Naira)
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However, we remain hopeful that there is still reason for
optimism. The government's strategy to broaden its foreign
exchange resources involves incentivizing local enterprises in
manufacturing and production non-oil

to export goods,

particularly agricultural produce and solid minerals. This
initiative is anticipated to boost foreign exchange inflows,
consequently alleviating the strain on the naira and leading to an
enhancement in foreign reserve levels.

The upcoming meeting of the Central Bank's monetary policy
committee is scheduled for the 26th and 27th of this month. We
eagerly anticipate the implementation of further fiscal and
monetary policy measures aimed at achieving specific objectives
and tackling the ongoing economic challenges, particularly in
terms of currency stability and enhancing the attractiveness of

the economy for foreign direct investments.




Stock Market Review

The Nigerian equities market has continued its bullish run in the
month of January. This positive performance was buoyed on the
increased investor buy interest in medium to major stocks, especially
banking and bell weather stocks with strong fundamentals. The
market defied current political uncertainties, escalating inflation
including prices volatility across board to achieve a feat of 35.30
percent appreciation for the month. Stocks such as Dangote cement,
Airtel, Seplat, MTN, Zenith Bank, FBNH and GTB amongst others,
added to the month- to - date N14.440 trillion surge in market
capitalization for the month. Dangote cement stock price increased
by 138.51 percent from N 319.9 to N 763.00 raising the market
capitalization of the stock to over 13 trillion from 5.45 trillion in the
previous month of December 2023.

This surge of optimism was evident in the purchasing trends,
propelling the All-Share Index to end January above the 100,000 mark
to close at 101,154.45 index points in contrast with 2023 December’s
Index point of 74,773.77, signifying a substantial 35.28 percent
increase from the previous month and market capitalization with
35.30 percent.

Graph 5: ASl vs Market Capitalization
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A total volume of 19.288 billion shares worth N325.77 billion in
318,786 deals was traded in the month of January, in contrast to a
total of 8.326 billion shares valued at N172.137 billion that
exchanged hands in the month of December, in 133,181 deals.
Similarly, the market breadth was positive as 82 stocks gained, 32
made losses while 41 were unchanged. Despite ongoing worries
regarding surging inflation, increasing interest rates, fluctuating
exchange rates, depreciating currencies Monetary Policy Rate (MPR)
being held constant by the Central Bank of Nigeria (CBN), the
Financial services most importantly the banking sector has
continued to lead the activities chart by (volume and value).

Table 1: Some Sector Performance

Index Close Change % Change
NGX Oil & Gas 1251.22 208.16 19.06
NGX Consumer 139405 27276 2433
Goods
NGX Banking 866.93 -30.27 -3.37
NGX Industrial 5637.83 2925.56 90952
NGX Insurance 391.38 69.72 257

Source: NGX, WCL Research

STOCK MARKET REVIEW

Table 2: Top Price Gainers

PREVIOUS

MONTH

CHANGE CHANGE
STOCK SYMBOL oNme CLOSE IN PRICE IN PRICE
CLOSE (%) %) 95 -
29/12/23 31/01/24 °
DANGCEM 319.90 763.00 44310 138,51
BUACEMENT 97.00 185.00 88.00 9072
MCNICHOLS 084 159 075 89.29
TIP 115 2.06 091 7913
WEMABANK 560 10.00 4.40 78,57

Source: NGX, WCL Research
Table 3: Top Price Losers

PREVIOUS
MONTH
CLOSE (M)
29/12/23

MONTH
CLOSE (M)

CHANGE
IN PRICE

CHANGE

SROCK IN PRICE

SYMBOL

31/01/24 (M) (%)

CILEASING

DAARCOMM

CHAMPION

TANTALIZER 047 1064

Source: NGX, WCL Research
This was possibly due to revaluation gains. This has, in turn,

coupled with the positive sentiments of the renewed hope
policies of the government and the fourth quarter results been
released, motivated investors to adjust their portfolios within
the equity market.

Other market activities that occurred in January was the
Suspension of Trading on the Shares of Glaxo SmithKline
Consumer Nigeria Plc on the Nigerian Exchange Limited on
Monday, 22 January 2024. This was due to prevent further
trading on the shares of the Company before full delisting
occurs.

We expect the market to move in a mixed form in the month of
February as the government keeps creating policies that would
further raise investors interests in the market, reduce the
pressures on foreign exchange and reduce the micro-economic
tensions.




Power & Energy

Nigeria's Crude Oil Production Went Southwards...

The power and energy sector opened the year with negative
sentiment as energy products price hike hovered the space.
The continuous depreciation of naira in the foreign exchange
market led to a price projection of NGN1200 per litre for PMS.
This raised concerns amongst relevant stakeholders. This
made the Nigerian National Petroleum Company Limited
(NNPCL) air its intention publicly on the subject stating that
there was no plan to increase the pump price of PMS,
admonished the populace to disregard the rumors and also
desist from panic buying.

Dangote Petroleum Refinery got its complete 6 million barrels
shipment of crude oil as supplied by the NNPCL. This was
required to facilitate the production of diesel, aviation fuel,
and Liquefied Petroleum Gas, before progressing to the
production of PMS. The refinery was expected to pump out
refined Automotive Gas Oil and aviation fuel during the
month. The refinery is expected to produce at its full capacity
by the second half of the year and play a pivotal role in
alleviating fuel supply challenges face in the country.

The NNPCL made concise efforts during the month. It
uncovered no fewer than 83 illegal refineries and 15 illegal
pipelines in the country. Alongside this discovery, an illegal
oil vessel loaded with thousand metric tonnes of crude was
intercepted. To ensure the reliability and sustainability
towards meeting the nation’s fuel supply and energy security
obligations, the NNPCL concluded to hand over the Port
Harcourt oil Refinery to private operators for maintenance
purposes.

POWER & ENERGY

Raise Capital for Your Project
with Ease...

Raoising project finorce is o5 simple as ABCD...

A

Access quick delbt and equity
finance from local and foreign
SOUNCE=.

Benefit from our strategic alliances with
leading foreign project and infrastructure
financiers.

Capitalise on our experience and slaneg
relationship with development finance
inswtutions,

Deploy chaeap financial resources that wil
escalatz growth and ensure stabiline of
youur business.




February 2024 Economic Outlook

The Watershed Research Leading Economic Indicator (WR-LEI) is a
statistical tool used to forecast the economic outlook. The graph
demonstrates that given all macroeconomic parameters in
consideration, there will be a marginal decline in the economy for
the month of February. Further depreciation of the Naira is expected
to stiffen economic activities as pressure on manufacturers and
consumers intensifies. We expect the stakeholders and bodies
concerned to come up with sustainable and effective action plans to
relieve the economy thereby leading to an improvement in the near

term.

Chart 5: WR-Leading Economic Indicator (February 2024)
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All research

analyst(s) opinions regarding the companies,

expressed views articulate the

securities, industries or markets discussed in
this report. The analyst(s) compensation or
remuneration is in no way connected (either
the
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directly or indirectly) to specific

recommendations, estimates opinions

expressed herein.

A reference to a particular investment or security
in this
interpreted as an investment proposition to buy,

report should not be deemed nor
hold or sell such an instrument. It is important to
mention that Watershed Capital Limited does not
presently do business with companies covered in
its research reports. Should such a relationship

be established which could affect the objectivity

of this report, there will be a disclosure in its
regard.

Disclaimer

Whilst reasonable care has been taken in preparing this document to ensure the accuracy of facts stated herein and that the ratings,
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is not necessarily indicative of its future performance as estimates are based on assumptions that may or may not be realized. The
value, price or income from investments mentioned in this report may fall as well as rise due to economic conditions, industry cycles,
market indices, operational or financial conditions of companies or other factors. Thus, Watershed Capital Limited and its employees
shall not accept liability for any loss arising from the use of this document or its contents in making investment decisions or
recommendations. All investors are solely responsible for their investment decisions. Any investments discussed may not be suitable
for all investors and the reader(s) should independently determine their suitability and evaluate the investment risks associated with
such investments. Watershed Capital Limited is registered with the Securities & Exchange Commission to conduct Financial Advisory
business in Nigeria. This document is for information purposes only and for private circulation. No portion of this document may be
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