
 

 
Following the successful re-election of President Muhammadu Buhari into office this week, it appears 

that the macroeconomic landscape for the rest of the year seems unchanged from 2018 with the obvious 

deviation being the prospect for a lower crude oil price this year, in our view. To buttress, our forecast 

for average crude oil prices in 2019 is $55.95/bbl. which is in sharp contrast to the $60/bbl. in FG’s 

2019 fiscal outlay. No doubt, this has far reaching effect on FG’s finances given that oil receipts still 

account for the largest chunk of FG’s foreign currency receipts and its non-oil ambitions have 

consistently fallen below par. As a result, bearing in mind the devastation on the naira caused by lower 

crude oil prices in 2016/17, the CBN is in for a tug of war in its defense for the naira this year.  

 

In fact, the recent spurt of OMO issuances (YTD Net OMO sale: N398.2 billion) and the re-

introduction of stabilization securities are indications that the CBN is not sparing any ammunition in 

its defense of the naira. That is not to say that we anticipate an overly proactive CBN with monetary 

tightening all through the year. We hold the view that the concentration of fixed income maturities 

which relapses after Q1 19 before picking up in Q4 19 and our case for downslide in headline inflation 

mid-2019 provides room for lesser monetary tightening between March and September. This could 

either come in form of an outright reduction in OMO rates by the CBN or withdrawal of the one-year 

OMO bill to enforce a loose monetary policy. Farther out, our view about NGN depreciation towards 

the end of the year and higher fixed income maturities suggests that the apex bank could return to 

liquidity curbing tactics over Q4 19 to ward off speculative attacks on the NGN.  

 

Figure 1: Trend in OMO issuances 

  

Source: Bloomberg, ARM Research 
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On the fiscal side, the lack of guidance on possible refinancing of maturing Fixed income securities this 

year alongside our expectation for lower crude oil prices points to higher fiscal borrowings over 2019. 

While this suggests higher yields over 2019, we do not see sizeable upside for bond yields in Q1 19. Our 

expectation is hinged on knee jerk buying post-election by both foreign and local investors which would 

spur bullish run in yields over the first quarter. Meanwhile, at the short end, while we expect FG’s quest 

to reduce its cost of debt service to trigger strict compliance with its Q1 NTB calendar, we see room for 

a ramp up in borrowing at the short end beyond Q1 19 due to subdued NTB maturities. 

Figure 2: 2019 Maturity profile vis a vis ARM Inflation forecast 

 

Source: FMDQ, ARM Research 

 

 

Having framed our outlook, we see merits in maintaining a short duration strategy over Q1 19, taking 

advantage of higher yields emanating from CBN’s quest to rein on elevated liquidity levels over the 

period. This strategy helps to avoid the bullish run in bond yields over the first quarter of the year, 

tailing the knee jerk buying after the election by both foreign and local investors. Similarly, in Q2 and 

Q3 19 when the impact of lower liquidity levels, tamer inflationary pressures and our expectation for a 

lesser monetary tightening stance comes to play, investors should play at the very short end of the naira 

yield curve in a bid to ‘run-down the curve’ in the latter part of 2019. Farther out, as we approach a 

more bloated maturity profile in the hindmost of Q3 19 and Q4 19, and currency pressures become 

self-evident, we advise a firm build up in longer dated maturities. This view is corroborated by our 

prognosis for a ramp in paper supply at the long end of the curve after legislative accent to the budget 

in the latter part of the year.  

 

639 

269 
138 138 156 

27 133 
302 298 313 

211 

1,934 1,874 

492 170 
346 

172 

1 
82 

859 

1,731 

1,298 

2,094 

351 

234 

11.00%

12.00%

13.00%

14.00%

15.00%

16.00%

 -

 500

 1,000

 1,500

 2,000

Ja
n

-1
9

Fe
b

-1
9

M
ar

-1
9

A
p

r-
1

9

M
ay

-1
9

Ju
n

-1
9

Ju
l-

1
9

A
u

g-
1

9

Se
p

-1
9

O
ct

-1
9

N
o

v-
1

9

D
ec

-1
9

NTB OMO Bonds Inflation

Investment Strategy: Sailing through the tides 

 

 

Period of lower 

maturities and Subdued 

headline inflation 



 

 

Copyright © 2019 ARM Securities Limited (“ARMS”).  

 

  All rights reserved. Unauthorised use, reproduction, distribution, or disclosure of this document is strictly prohibited. 

 

This material has been issued by ARM Securities Limited, a member of the Asset and Resource Management (“ARM”) Group, and a Company regulated 

by the Nigerian Securities & Exchange Commission. The analyst(s) primarily responsible for preparing this research report, in whole or in part, certifies 

that with respect to each security or issuer covered; all of the views expressed accurately reflect his/her personal views about the subject securities and 

issuers and no part of his/her compensation was, is, or will be, directly or indirectly, related to the inclusion of specific recommendations or views in the 

report. 

 

This research report is based on information from sources that ARMS and its analysts believe to be reliable. Neither ARMS nor any of its research 

analysts, nor any member of the ARM Group, gives any representation or warranty, express or implied, or undertaking of any kind or assumes 

responsibility or liability of any kind with respect to the accuracy or completeness of the information set out in this report or any third party’s use (or the 

results of such use) of such information. This report is provided solely for informational purposes and is not to be construed as providing advice, 

recommendations, or endorsements of any kind whatsoever. The investments and strategies discussed here may not be suitable for all investors; counsel 

of investment advisor should be obtained with regard to such investments and or strategies. This research report is not a replacement for advice from an 

accountant, lawyer, personal finance advisor or other category of investment advisor. The investments discussed in this report may oscillate in price or 

value. Opinions and information provided are made as of the date of the report issue and are subject to change without notice. This research report is 

not intended as an offer or solicitation for the purchase or sale of any financial instrument. Reference herein to any specific security or financial instrument 

does not necessarily constitute or imply its endorsement or recommendation by ARMS, its directors, officers, employees or designated agents. Members 

of ARM may act as broker, advisor or lender, or make a market in any investments or issuers referenced in this report. Further information on any of 

the securities discussed herein may be obtained upon request to ARMS. By accepting this document, you agree to be bound by the foregoing limitations. 

 

 

 
 

 


