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Headline inflation likely to creep back up in June

Based on our market survey and time series analysis, we are projecting that headline inflation for June will
likely creep back up to 18.1%, a level last seen in March 2021. This could represent a point of inflection on
the trend line of declining inflation which started in April 2021. Some skeptical analysts had questioned the
basis for a decline in the rate of inflation at a time when global food prices and other causative factors of
inflation were moving in the opposite direction. One of the key catalysts of price inflation in Nigeria has
been the pass-through effect of exchange rate adjustments on domestic prices. One reason why there has
been a delayed impact of the recent depreciation of the naira on the domestic price level is the outside lag
effect. It was only on May 24, 2021, that the CBN moved the exchange rate. Therefore, the impact will only

be felt in June and July. Other causative factors include higher logistics costs, insecurity, and planting season

effect.
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Commodity price movement in Lagos

The FDC survey is Lagos-specific and much narrower sample size than the NBS nationwide survey.
Statistically, narrow sample size may not be reflective of the entire market. However, since Lagos is believed
to contribute about 40% of Nigeria’s GDP and transactions, the weight of Lagos in a national survey cannot

be underestimated. This is validated by Lagos ranking of 18 out of 36 states of the federation in May,
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making it to be the median. Kogi State and Bauchi state had the highest rate of inflation in May. That being
the case, there is a high probability that the outcome of a Lagos survey is more likely to influence the

national empirical findings.

Based on our market survey, commodities prices have remained stubbornly high. The average price of food
commodities jumped by 93% from Jun'20 - Jun'21 while it increased by an average of 28% from Jun'19 -

Jun’20.

The table and graph below shows the price movement of commodities in Lagos state
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The impact of seasonality and rising global commodity prices on food
Inflation

Food inflation is projected to rise to 23.4% in June after falling for two consecutive months. Rising
commodity prices are being amplified by the impact of seasonality and rising global commodity prices. The
impact of delayed rainfalls and seasonality also came to play as we saw food prices surged in June.
Seasonality could have been responsible for a spike in the prices of some agricultural commodities such as
tomatoes, pepper, onions, etc. The relative price inelasticity of these commodities (no close substitute) has

made the demand remain unchanged.

When imported commodity prices rise and become unaffordable the switch in demand of local substitutes
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leads to higher prices (cross elasticity of demand). Imported commodities increase as the global food index

climbed to a record high of 124.6 points in June.

Higher logistics costs and exchange rate pressures to keep core
inflation elevated

The question on the lips of analysts is likely to be “Why this reversal of the trend? Whilst some analysts
expressed skepticism as to the sustainability of the trend, our understanding of the change in direction is
because the base year effects of 2020 have since waned and that a new impetus of price momentum is at play
again. For example, it was only on May 24th that the CBN moved on the exchange rate adjustment from
N379/$to N411/$ at the IE window. In the parallel market, the Naira fell by 3.9% to N505/$% because there
was not a corresponding increase in forex supply to the market. The impact of the currency pass-through to

domestic prices only began in June and July.

In addition, the price of diesel, the principal fuel for logistics and distribution spiked 23.95% to N295 per liter.

These factors were mainly responsible for pushing both food and other prices against the expected direction.

Month-on-month to increase despite weak consumer demand

Despite the weak aggregate demand, month-on-month inflation is estimated to increase at a faster pace to
1.36% (17.61% annualized) in June from 1.01% (12.82% annualized) in May. This is because manufacturers

continue to pass on the increase in production costs to consumers.

Investor & Market Reaction

If the NBS announces an increase in inflation, investors and the market would not be surprised and will take
it in stride. This is because the markets were just as surprised as analysts when inflation supposedly
moderated. The stock market which technically has an inverse relationship with interest rates has already
lost 2.04% since June. This is because investors have already priced in an increase in the general level of

interest rates. The real estate market where vacancy factors are on the increase is not any different.

Sub-Saharan Africa: Ghana bucked the regional inflation trend

It appears that the inflation trend in Sub-Saharan Africa is moving in the same direction as the global trend.

Of the peer countries under consideration, only Ghana recorded lower inflation. Higher energy costs
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especially oil ($76.4pb) and base year effects are the major factors responsible for driving this rise in inflation

across the SSA region.

Monetary policy responses have varied across Africa. Ghana and Uganda reduced their benchmark interest
rate at their last meeting to support economic recovery while Angola increased its policy rate by 4.5% to curb

inflationary pressures. Other countries maintained the status quo.
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Inflation outlook - policy impact

The Monetary Policy Committee is scheduled to meet on July 26/27 to decide the monetary policy stance. A
one-month increase in the inflation rate is unlikely to force the hand of the committee meeting in 2 weeks to

make any change. They are more likely to adopt a wait-and-see approach this time around.

*NBS, Trading Economics, FDC Think Tank
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