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Headline inflation fast approaching the 13.0% threshold
Based on our market survey, the year-on-year headline inflation is estimated to spike by 0.69% to 12.95% in
April. If our projections are accurate, it will be the 8th consecutive monthly increase and the highest level in
the last 2 years. Beyond the rising inflation trend, the slope of the curve is becoming steeper, after easing for
3 consecutive months. Our survey also points to a sharp increase in the month-on-month inflation (a more
accurate measure of prices) to 1.56% (annualized at 20.38%) from 0.84% (annualized at 10.53%) in March.
Policymakers will face tough choices between lowering the MPR to cushion the effect of the COVID-19
induced deterioration on macroeconomic conditions or increasing the MPR to stem rising inflationary
pressures and reduce external imbalances.

IMF emergency support fund ($3.4bn) to support external reserves
However, the International Monetary Fund (IMF) has approved a $3.4bn emergency support for Nigeria.

This is in a bid to support the Federal Government’s effort in mitigating the severe economic impact of
COVID-19 pandemic and the crash in oil prices. The FG also anticipates a $3.5bn support loan from the
World Bank and African Development Bank. This is expected to boost the gross external reserves which
have lost approximately $14.33bn in the last 2 years. It will also provide some relief and support for the
CBN in ensuring exchange rate stability.

Rising inflation driven by the combined effect of COVID-19, lockdown
measures and planting season
The sharp increase in headline inflation can be largely attributed to both seasonal and structural shocks.

The COVID-19 pandemic has triggered both demand and supply shocks. The on-going lockdown, business
closure and movement restrictions have disrupted the commodity supply chain, creating shortages.
Consumers spending pattern have also shifted towards essentials like food and data. This was
compounded by the planting season and currency devaluation. The second quarter of the year is typically
the planting season, which is characterized by reduced agric output
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Higher logistics costs in spite of a fall in PMS price

Analysts had anticipated a sharp drop in cost of logistics due to the 14.85% reduction in the retail price of
PMS to N123.5 per liter. However, the scarcity of commercial transportation due to the restriction of
movements has pushed up transportation costs by over 50%. The spillover effect was a spike in commodity
prices. Core inflation is projected to increase by 0.17% to 9.9%.

Domestic Commodi-

ties



Current price

(N)

Previous

Change
(%)
62.92

Garri (50kg)

14,500

(N)
8,900

Rice (50kg)

27,000

26,000

3.85

Beans (50kg)

18,000

16,000

12.5

Palm oil

2,000

1,800

11.11

Bournvita

1,200

1,100

9.09

Dano milk (a carton)

6,500

6,000

8.33
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Supply shortages due to the planting season and COVID-19 containment
measures

The current lockdown and movement restrictions coincide with the planting season, which typically
commences in the second quarter of the year. The resulting decline in commodity supplies has filtered
through to a sharp increase in commodity prices. Food inflation is expected to soar by 0.22% to 15.20% in
April.
1
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Current price
(N)

Previous
(N)

Change (%)

Tomatoes

12,000

9,000

25

Pepper

13,000

10,000

30

1200

800

50

Yam
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Exchange rate induced imported inflation

In response to the crash in oil prices, the currency was adjusted to N360/$ and N380/$ at the official and
I&E windows respectively. The exchange rate for import duty payment was also increased to N361/$ from
N326/$. The immediate impact of this was a jump in the price of imported commodities. Imported inflation
is estimated to rise to 16.3% from 16.2% in March.

Current price
(N)

Previous price
(N)

Change
(%)

N12,000

N11,000

9.09

Noodles (1 carton)

2000

1800

11.11

Margarine (Blue-band)

900

750

20

Semovita (10kg)

3400

2900

17.24

Vegetable oil (5 litters)

3200

2500

77.78

23,000

14,500

58.62

Flour (50kg)

Sugar (50kg)
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Peer Comparison – Mixed movement in Inflation – 3 Reds, 3 Greens, 1
Amber
The inflation trend across Sub-Saharan Africa (SSA) was mixed. Three out of the SSA countries under our
review recorded increases in March; three also posted declines while one was flat. The increase in Angola’s
inflation rate was largely due to the devaluation of the Kwanza and the Covid-19 impact.
Most of the SSA countries under our review are tilting more towards an accommodative monetary policy
stance. This is to cushion the effect of the COVID-19 pandemic on their respective economies. However, the
spike in inflation coupled with the oil price crash and its resulting impact on external buffers have
restrained some countries from embracing an accommodative monetary policy stance. Time will tell if
3
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ensuring price and exchange rate stability will overshadow the need to support the hampered domestic
economy.

Country

March Inflation (%)

March Policy rate (%)

Nigeria

12.6 (April forecast)

13.50

Angola

19.62

15.50

Kenya

6.06

7.25

South Africa

4.1

4.25

Ghana

7.8

14.50

Uganda

3.0

8.0 (Apr)

Zambia

14.0

11.50 (Feb)
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Concluding Thoughts
Inflationary pressures to heighten but aggregate demand will shrink
Inflationary pressures are expected to persist in the coming months due to the combined effects of the
planting season, lockdown measures, border closure and exchange rate adjustments. Meanwhile, there will
be a reduction in aggregate demand and a shift in consumption pattern towards essentials as consumers
respond to reduced disposable income. This is because recessions are typically accompanied by salary cuts
and huge staff layoffs.

N850bn domestic borrowing likely to have a neutral effect on private
investments
The Senate has approved the conversion of the N850bn external loan to domestic borrowing. This is due to
the negative impact of COVID-19 virus on the global economy and financial markets as well as the crash in

oil prices. Typically, increased government borrowing from the domestic economy usually crowds out
private investment. This is because the yield on government securities usually increases to attract investors.
However, the LDR directives by the CBN could help cushion the crowding out effect on the private sector as
banks are mandated to meet the threshold.

5
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The Lockdown – Food Scarcity & Social Unrest Looming
The World Food Programme Global hotspot report (2020) highlighted Nigeria as one of the 18 African
countries that is food insecure and at a high risk of sliding into further crisis post covid-19.6 The economy is
already at a boiling point due to lower oil proceeds, plunging external reserves, a weak currency, poor
health care facilities, high unemployment and inequality levels. Nigeria is currently the poverty capital of
the world, with over 50% of its population (200 million) living below a dollar every day. Meanwhile,
economic growth is projected to shrink to 3.40% by 2020. 7
The outbreak of Covid-19 in Nigeria has aggravated the dismal situation of the country and in response, the
federal government, just like other countries ordered a complete lockdown in states that had recorded cases
of the virus. The lockdown, which lasted for 4 weeks, has now been eased in Lagos, Abuja and Ogun states
with interstate movement still restricted. Even though, the situation in the country still points to a mild to
moderate outbreak of the virus, the impact of this nationwide directive has been significant to the average
Nigerian. Nigeria currently has 1,728 confirmed cases of the virus, which is 4.51% of the infected cases in
Africa (38,351).

Impact of the lockdown


Spike in Food Prices: As people began stocking up for the lockdown period, prices of domestic
commodities jumped by over 50% making it even more difficult for people to purchase a decent meal
for a day, let alone 4 weeks. For example, a bag of garri (50kg) previously sold for N8,500 is now sold for
N12,000.



Food scarcity: With major markets closed and movement restricted, transportation of food to states
like Lagos has been reduced drastically. Popular staples like yam, garri, plantain that are brought in
from the north, south- east and south-west have now become scarce. Meanwhile, traders now trek to
central markets to purchase staples for re-sale in their local areas.



Income cut: Individuals who make daily wages have had to bear with a 3-week disruption in their
means of livelihood and these are mainly players in the informal sector like traders and taxi drivers.
These people have low-income levels, no savings, or pensions that provide a social safety net, and over
70% are poor. The informal sector makes up about 80% of Nigeria’s active working force 8 and in Lagos
alone, about 65% of the state’s population work in this sector. 9
6

WFP Global Hotspots (2020). Potential Flashpoints in 2020. https://docs.wfp.org/api/documents/WFP-0000111565/download/
International Monetary Fund World Economic Outlook (2020). https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020
8
International Labour Office (2018). Women and Men in the Informal Economy: A Statistical Picture. https://www.wiego.org/sites/default/files/
publications/files/Women%20and%20Men%20in%20the%20Informal%20Economy%203rd%20Edition%202018.pdf
9
Heinrich Boll Foundation (2017). Lagos’ Informal Sector: Taxation & Contribution to the economy.
https://ng.boell.org/sites/default/files/uploads/2017/02/budgit_final_report_30.1.17.pdf
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Social unrest: This is the ripple effect of hunger and no money. Survival instincts are setting stage in
local communities and the probability of the states on lockdown to deal with this unrest alongside covid
-19 is almost inevitable. In Lagos and Ogun, places like Agege, Iyana-ipaja, Ogba, Oke-Ira, Ayobo and
Mowe are experiencing what is called “survival induced robbery” and both young and old have taken
to the streets as vigilantes to protect their own.

Who else is involved?
South Africa
In South Africa, the lockdown has resulted in civil unrest because of hunger and high crime rate. About 9.6
million children who are dependent on school feeding schemes cannot feed adequately as schools are
closed. Meanwhile, thousands of other citizens that rely on community nutrition centres are forfeiting meals,
which on a normal day, is their only source of feeding.

Zimbabwe
As the covid-19 pandemic looms, Zimbabwe is facing the high risk of an economic catastrophe. Social unrest
is on the rise as the country remains food insecure and politically unstable. WFP says that the country is

now a hunger hotspot, as it is overheating with the worst food insecurity in recent times. Food inflation
spiked to over 700% in 2019 and currently, over five million people are in hunger crisis.

Are the palliatives enough?
The Federal and state governments are undoubtedly set on the right path with abrupt palliatives and
directives to tackle the problems of food scarcity and poverty during this period. With some of these which
include


Conditional cash transfers of N20,000 to households in Abuja.



Financial support to the urban poor – who are regarded as citizens who have N5,000 and below in their
bank accounts and people who top N100 or less on their phones. The Minister of Humanitarian Affairs,
Disaster Management and Social Development mentioned that these people will be identified using the
national social register, BVN numbers and phone credit history.



The emergency food markets set up in several local government areas in Lagos state.
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The question of whether they are enough highly depends on the reach, implementation effectiveness and
sustainability through this covid-19 times. If the current measures are enough, it is expected to reach the
target audience (financially vulnerable in all 36 states) equally and fairly. Transportation and distribution of
food items to individuals and households and conditional transfers should be made at the right time and to
the right people. Finally, these measures should be sustained throughout the designated period, to avoid
food scarcity, social unrest, health scare and the covid-19 crisis deepening.

Going Forward
Every action begets a reaction, therefore with either of these steps taken by the federal and state
governments, here are the likely outcomes.
During Covid-19
Do nothing

Do

something

-

not

adequate




Food scarcity will

and effective

Problems



Buoyant food supplies

deepen

associated with



Domestic commodities

Domestic commodities

doing nothing will

prices will reverse to

price spike by over 50%

begin if the

the initial state prior to

Rising social unrest and

lockdown

the lockdown

crime rate

continues





Hike in poverty levels



Increase in starvation

sustenance of

induced fatalities

palliatives and poor

Forced closure of the

implementation



Do something – adequate





Upon no

safer communities


Low starvation induced
casualties



lockdown


Tepid social unrest and

Mild spread of the virus
in states on lockdown

Moderate to severe



Focus of authorities on

spread of the virus in

curbing the spread of

states on lockdown

the virus
Post Covid-19



Food inflation could spike to 16.00% in April 2020



GDP records negative growth of 0.5% in Q2’2020



PMI contracts further to 45points in April 2020



Massive job loss and sharp increase in unemployment levels



High poverty levels and crime rate
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Polaris Bank the Quintessential Comeback Kid
Background
Polaris bank, described in a satirical piece as a recurring decimal in the Nigerian banking space, released
mouth-watering numbers early this week. The bank which is a reincarnation of one of Nigeria’s premier
banks, Afribank back in the day, produced a stellar performance by most parameters. It reported a top line
of N150.85 billion whilst its profit before tax was an amazing N27.83 billion. The bank was able to deliver

this remarkable performance because of the regulatory support of its principals and the laser focus of its
dynamic management. The CBN and AMCON had provided a bailout fund and purchased its toxic assets of
a level unparalleled in the industry.
Management did not rest on its oars but used the paddle to exploit market opportunities to the fullest. The
bank’s leadership team adopted a generic strategy of focus rather than trying to differentiate itself in a
highly commoditized financial services industry, where every bank and product looked almost identical. Its
go to market approach was based on three pillars: customer convenience and acquisition, leveraging a user
friendly technology platform and sanitizing the loan book. The management also placed emphasis on
efficient cost management. This feat was accomplished in a year (2019) when the inflation rate increased in
six consecutive months. Its cost to income ratio was slashed by 22% to 59%. It did this mainly by head count

rationalization and outsourcing some of its non-core activities.

FY’19 Performance
The bank has shown significant improvement in its prudential ratios over the course of the transition period.
Its liquidity and capital adequacy ratios are now well above the regulatory requirement. However, loan-todeposit ratio and non-performing loans are below the acceptable threshold. This is understandable given the
guideline restrictions on loan growth. We believe that if the bank maintains the momentum in improving
NPLs, it will meet the regulatory requirement in no time, as it has succeeded in reducing NPLs to 46% from
77% during the transition period.
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In terms of profitability, it showed strong profitability potential as its profit after tax as a percentage of gross
earnings came in at 18%. This is well above its tier 2 peers (Sterling at 7.2%, WEMA at 5.5% and Fidelity at
13.2%).
The bank achieved strong performance ratios, which are competitive relative to both tier 1 and tier 2 players.
Its capital adequacy ratio is well in line with other tier 2 banks while its return metrics and cost of operations
were better than most of its tier 2 peers. Its return metrics were also competitive relative to tier 1 banks.
These ratios show efficiency in operation and use of assets. It also shows capability in generating attractive
returns to stakeholders.

Conclusion
The current global COVID-19 pandemic has created significant difficulties in the operating environment for
most businesses and across sectors. This coupled with the sharp decline in global oil prices has resulted in
micro and macro-economic uncertainties in the country. Fiscal and monetary authorities are pressured to
provide financial and other forms of support to businesses and the citizenry. The financial sector is not
exempted as most borrowers both individuals and corporates are likely to struggle to meet their financial
obligations to the bank. This in a low interest rate environment will undermine the sources of income of
financial institutions and their profitability in the short to medium term.
However, Polaris bank has made commendable strategic initiatives that included digital transformation and
an agency banking platform (Sure Padi), which has helped boost performance. Technology remains a source

of competitive advantage given growing urbanization, drive to deepen financial inclusion and need to
compete with fintech companies. Although, its relatively high non-performing loan ratio poses a risk to
asset quality, enhancing risk management process will help dampen this risk. Management also needs to
deepen core competencies in retail and adopt strategies towards achieving a fortress balance sheet. These
make the consideration of an acquisition a worthwhile option for a strategic buyer.
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In conclusion, we are of the view that the bank is competitive in its operating performance. If the overhang
of its negative net worth that is carried by the regulators is discounted, the franchise can outperform its
peers under any foreseeable scenario.
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