February 15, 2022

Headline inflation down but risks remain elevated

Inflation report for the month of January was released this morning. The data shows a marginal decline
(0.03%) in official headline inflation to 15.60%. This time around, the statistics is reflective mainly of seasonal
factors (harvest and post-Christmas blues). This is because core inflation, which is inflation less

seasonalities, actually increased while other sub-indices declined.

However, since January, there have been major developments, which point to the fact that inflation is likely
to reach another inflection point in February. Some of these factors are seasonal while some are structural
and fundamental to the Nigerian economy. Fuel scarcity, especially the sharp rise in the price of diesel to
N410-N420/litre, planting season and currency pressures are all likely to propel another cycle of price

increases.

Headline Vs Month-on-Month Inflation (%)

30 4 r2
25-
0 18.1NIB.12 1793 1775 o
17 91738

6 o1 1662 1559 154/158 15
15 | F 1
10 |

F 0.5

5.
C|.

o O R T T

& L3 5 Ky

F&d TS

mmm Headineinfloiion |%) m Annuaized () A ATH-C-MCTR-RHS (%) 1

Inflation breakdown
Month-on-month inflation down on reduced aggregate spending

Monthly inflation fell by 0.34% to 1.47% (19.24% annualized) from 1.82% in December (24.07 % annualized).

This is partly because of the harvest and lower aggregate demand due to post-Christmas blues.
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Food inflation down 0.24% to 17.13%, supported by the harvest

In January, both the annual and monthly food indices declined. The yearly food index fell by 0.24% to 17.13%
while the monthly index dipped by 0.57% to 1.62%. This was largely due to the harvest of major staples like
tomatoes, pepper and onions. However, the prices of bread and cereals, potatoes, yam and other tuber, soft
drinks, oils and fats and fruits increased due to currency pressures and the imposition of taxes on non-

alcoholic and carbonated drinks.

Core inflation flat at 13.87%

Annual core inflation (inflation less seasonlaities) was flat at 13.87% but the monthly sub-index rose by 0.13%

to 1.25%. This suggests that inflation risks are elevated.

The highest increases were recorded in the prices of electricity, liquid fuel, wine, tobacco, spirit, solid fuels,

cleaning, repair and hire of clothing, shoes and other foot wear, etc

State-by-state analysis
The states with the lowest inflation rates are Kwara (12.94%), Niger (14.10%) and Oyo (14.19%). Inflation was

highest in Northern Nigeria - Abuja (18.59%), Kogi (18.28%) and Bauchi (17.61%).
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Sub-Saharan Africa: Mixed Inflation Trend

Inflation trend across Sub-Saharan Africa was mixed in January. Of the six countries under our review that
have reported their January inflation numbers, three recorded increases while the other three posted declines.

This mixed trend was driven by movement in food and non-food prices.
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Irrespective of the inflation direction, most Central Banks in Africa maintained status quo at their last
meeting to strike a balance between output growth and price stability. The South African Reserve Bank
increased interest rates by 25 bps to 4% at its January meeting. This is the second consecutive rate hike due to

heightened inflation risks.

Country Janvary Inflation (%) Most Recent Policy rate (%)

Nigeria 15.63 T 11.50 -
Angola 2746 1 20.00 -
Kenya 5.40 I | 7.00 -
South Africa 5.20 (Dec) X 4,00 1}
Ghana 13.90 + 14.50 )
Uganda 2.70 i | 6.50 -
Zambia 15.10 ! | 9.00 (Nov'21) 1

Inflation Outlook

The risk of higher inflation (lingering supply shortages and cost pressures) and weakness of policy hawks
add another level of uncertainty to the timing of interest rate hike in Nigeria. Most African Central Banks are

going back into another cycle of tightening by increasing interest rates.
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