February 18, 2020

Headline inflation crosses the 12% threshold

Nigeria’s headline inflation crossed the 12% threshold in January, rising at a faster pace than we anticipated
to 12.13% from 11.98% in December 2019. This is the 5th consecutive monthly increase and the highest level
in the last 21 months. The slope of the inflation curve, which had declined in the last two months, is up by
0.15%. More disturbing is the fact that the month-on-month inflation, which is a better reflection of market
realities, bucked its two months declining trend. This suggests that the impact of other inflation stoking
factors such as money supply saturation and higher logistics costs that have been benign, are becoming
more potent. This will be a major concern for the MPC when it meets in March. At the last meeting, the
committee emphasized the determination of the CBN to rein in inflation because of its negative impact on

GDP growth and unemployment.

Notably, all the sub indices moved in the same direction with the headline inflation. Core inflation increased
by 0.02% to 9.35%; food by 0.18% to 14.85%; urban by 0.16% to 12.78% and rural inflation by 0.13% to
11.54%.

The continuous rise in the general price level can be largely attributed to:

e Money supply saturation: Broad money supply increased by 4.99% (5.44% annualized) to N28.42

trillion in November 2019 and is expected to rise further due to the CBN's heterodox policies.

e Higher logistics costs: Diesel, the fuel that powers most distribution trucks and generators, spiked by

2.33% to N220 per liter, implying that logistics costs will increase.
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Inflation Breakdown
Month-on-month inflation reverses declining trend

The month-on-month inflation increased by 0.02% to 0.87% (10.99% annualized) in January. This is
happening after the index declined for two consecutive months to 0.85% (10.75% annualized) in December
2019.

Food inflation remains the culprit of rising inflation

The year-on-year food inflation continued its uptick in January, increasing to 14.85% from 14.67% in the
prior month. This is the highest level since March 2018. On a monthly basis, the index rose by 0.02% to
0.99%. Food items, account for more than 50% of the overall basket, thus dictating the direction of headline
inflation. The commodities that recorded the highest price increases were Bread and Cereals, Meat, Oils and

fats, Potatoes, Yam and other tubers and Fish.

Core inflation inches up to 9.35%

The annual core sub-index (inflation less seasonalities) increased to 9.35% from 9.33% in December 2019. On
a monthly basis, it inched up to 0.82% from 0.81% in the preceding month. This can be partly attributed to
higher logistics costs. Diesel prices increased by 2.33% to N220 per liter.

Rural & Urban Indices

Rural and urban inflation rates (year-on-year) rose to 11.54% and 12.78%, from 11.41% and 12.62%
respectively in December. On a monthly basis, both indices increased marginally by 0.01% and 0.02% to
0.83% and 0.92% respectively.

State by State Analysis

Kwara state had the lowest inflation rate of 9.49%, followed by Benue (9.61%) and Delta (9.95%). The states
with the highest inflation rates were Sokoto (15.20%), Kebbi (14.37%) and Niger (14.23%).
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State by State Analysis (%)
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Sub-Saharan Africa - Mixed inflation trend - 4 Reds, 4 Greens

The inflation trend across sub-Saharan Africa (SSA) was mixed in January. Of the 7 SSA countries under our
review, 5 have released their January inflation numbers. While inflation declined in Kenya, Ghana, Uganda
and Zimbabwe, Zambia recorded an increase. For the first time since June 2018, Zimbabwe’s year-on-year
inflation rate declined to 473.1% while the month-on-month inflation rate was reported at 2.23% (11-month

low) from 16.55%. This was buoyed by lower prices of food and non-alcoholic drinks.
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Outlook & Implications

We anticipate a build-up in inflationary pressures in subsequent months emanating from higher logistics
costs (diesel price increase), the implementation of the new VAT rate of 7.5% and the commencement of cost
reflective electricity tariffs. The abnormal spike in transport fares in some parts of Lagos state as a result of

the ban on motorcycles and tricycles is expected to contribute to rising urban inflation.
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This will be a front burner issue at the Bankers Committee meeting today. It will also be a major concern for
the MPC at its next meeting on March 23/24 especially if the February inflation numbers come in higher. At
the last meeting, the committee noted that inflation rate above 12% is detrimental to output growth. The IMF
in its recently concluded Article IV report on Nigeria also revised downward the country’s 2020 growth
forecast to 2.0% from 2.5% and hinted at the possibility of inflation picking up in subsequent months. This

increases the possibility of a change in the CBN’s current stance to a more tightening position.
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