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A couple of years ago, many investors were optimistic about Nigeria and the stock market was booming, buoyed
by strong economic growth and government reforms to improve the country. However, by 2014, the mood
soured amid a series of unfortunate events, including the terrorist acts of Boko Haram, an Ebola outbreak and the
weakening price of oil, which is the major source of income for the government and has a big impact on the
economy. Despite these challenges, we continue to pursue long-term investments in Nigeria for a number of
reasons. Not only is Nigeria Africa’s largest economy and a major consumer market, but the outcome of Nigeria’s
presidential election in March proved its people are ready for change—hopefully for the better.

After a delay, Nigeria’s presidential election took place in March in a relatively peaceful environment. After lots of
active and noisy election campaigning, the results showed that the incumbent, President Goodluck Jonathan, was
losing, and he conceded defeat to former military ruler Muhammadu Buhari. Buhari has claimed a commitment to
democracy and a new way forward for Nigeria, although | think his first order of business will be to bring stability
to the country. The fact that he was elected democratically and had run unsuccessfully in 2003, 2007 and 2011
seems to be an indication that he would be more inclined to favor the democratic process, although we certainly
can’t know what might happen in the future; we must remember that he has a military background and
participated in a military coup that brought him to a short-lived presidency in 1983. We do feel his military
experience should help him battle terrorism and corruption in Nigeria, so in that sense the election results seem
positive.

The election outcome was not surprising to me, because it was clear that the general population was unhappy
with the current situation in the country. Nigeria’s stock market reacted positively to the election results right

after they were announced, indicating that many investors may now feel new hope that there could be change
for the better.

Nigeria clearly has a compelling growth story, but has faced a number of challenges in recent times. One of its
biggest current challenges is a new lower oil price environment, which means that the government will likely
have problems funding development and must find new sources of income. Hopefully, this situation will lead to
much-needed reforms and a crackdown on corruption to unlock such income. (Last year, the head of the central
bank asked why US$20 billion was missing from the oil fund accounts.) While lower prices will likely have an
adverse impact on Nigeria’s fiscal situation and foreign reserves, government debt is only 13% of gross domestic

product (GDP).2 Planned spending cuts and efforts to improve tax collection in the 2015 budget should mean the
government will unlikely face major funding issues this year. While important to the economy—representing the
largest part of government income—the oil and gas sector actually equates to less than 15% of Nigeria’s total

GDP.2 Nevertheless, the oil price decline has prompted the government to reduce its 2015 GDP growth forecast

to 5.5% (down from an estimated 6.23% in 2014); GDP growth still looks to remain strong this year.2

Nigeria is a big country, and with privatization and government reform efforts, | still believe there is a good
chance of strong growth going forward, even if oil prices don’t rebound significantly from today’s levels.
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There are significant challenges ahead, but we believe the positives outweigh the negatives and think it's a good
time to invest in Nigeria—if we are patient and selective. We are particularly interested in opportunities outside
the energy sector in consumer products as well in financial services. Last year, the Nigerian financial sector did
not perform well mainly due to concerns about the suspension of the central bank governor (after he brought up
the aforementioned missing funds to Goodluck Jonathan), and social issues. We do not believe the new
government will disrupt the independence of the central bank. The newly appointed governor has a solid
technical background. Besides, he has been working with the central bank for many years. We believe recent
central bank liquidity-tightening measures are likely temporary and aimed against inflationary pressures. Also,
we think these events are unlikely to change the long-term fundamentals and positive outlook for banks—the
people of Nigeria remain “under-banked” compared to other emerging and developed markets, and strong local
banks are likely to be prime beneficiaries of long-term economic growth.

The long-term, fundamental case for Nigeria looks strong to us for several reasons:

* Nigeria boasts one of the fastest-growing economies in the world, with GDP growth rates above 6% every year
since 2003.4

* Home to more than 170 million people, Nigeria is the largest country in Africa by population, and among the top
10 most populous countries globally. Additionally, the population is relatively young, with a median age of just

over 182

¢ It is important to note that Nigeria exports more than 100 different non-oil commodities as well as a wide

variety of finished or semi-finished manufactured products to countries around the world.2 While oil remains the
dominant export, we also see many potential opportunities beyond the energy sector.

We believe efforts toward privatization and investment in areas such as mining, agriculture, finance and
manufacturing to diversify the country’s dependence on the oil sector could bear fruit in the longer term. Nigeria
benefits from a diverse range of potential growth drivers—for example, many people outside Africa may not know
that the Nigerian movie industry, “Nollywood,” generates nearly $600 million a year and employs more than a

million peopleZ While a lower oil-price environment could prove a short-term test, perhaps the biggest long-term
challenge for Nigeria going forward is to develop government leadership that will be intent on economic
development and utilizing the country’s resources to develop infrastructure—roads, railroads, electric power,
sewerage, water, and so on. We believe this would establish a platform for the growth of new enterprises and
likely lead to more employment.

In our view, Nigeria still remains among the most attractive investment destinations within frontier markets and
we are hopeful its new leadership will pave the way forward toward a brighter future.

Mark Mobius’s comments, opinions and analyses are personal views and are intended to be for informational
purposes and general interest only and should not be construed as individual investment advice or a
recommendation or solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not
constitute legal or tax advice. The information provided in this material is rendered as at publication date and
may change without notice and it is not intended as a complete analysis of every material fact regarding any
country, region market or investment.

Data from third party sources may have been used in the preparation of this material and Franklin Templeton
Investments (“FT1”) has not independently verified, validated or audited such data. FTI accepts no liability
whatsoever for any loss arising from use of this information and reliance upon the comments opinions and
analyses in the material is at the sole discretion of the user. Products, services and information may not be
available in all jurisdictions and are offered by FTI affiliates and/or their distributors as local laws and regulations
permit. Please consult your own professional adviser for further information on availability of products and
services in your jurisdiction.

What Are the Risks?
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All investments involve risks, including possible loss of principal. Foreign securities involve special risks,
including currency fluctuations and economic and political uncertainties. Investments in emerging markets, of
which frontier markets are a subset, involve heightened risks related to the same factors, in addition to those
associated with these markets’ smaller size, lesser liquidity and lack of established legal, political, business and
social frameworks to support securities markets. Because these frameworks are typically even less developed in
frontier markets, as well as various factors including the increased potential for extreme price volatility, illiquidity,
trade barriers and exchange controls, the risks associated with emerging markets are magnified in

frontier markets.
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