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Headline inflation
rate for Nigeria

surged to nearly 30%, hits 27-year
high in 2023

The National Bureau of Statistics released its inflation data for
December 2023 yesterday. Nigeria's headline inflation rose by
0.72% to a 27-year high of 28.92% in December from 28.20% in
November 2023. This marked the twelfth consecutive increase
since January 2023. The spiralling inflationary pressure, which
started in 2021, heightened in 2023 following the reduction of
PMS subsidy and the devaluation of the naira.

The data showed that core inflation (inflation less seasonality
and energy costs) rose by 0.68% to 23.06%, indicating that the
inflationary impact of non-food factors such as exchange rate
and money growth is still potent. This is likely to force the hands
on the monetary policy authorities to be more aggressive in the
management of money supply in the near term. Inflation in
Nigeria has been further stoked by the surge in diesel price and
growth in money supply by 39.33%(y-0-y).

However, the item that contributed most to the headline index
was food & non-alcoholic beverages (14.98%). This was followed
by housing, water, electricity, gas, & other fuels (4.84%), clothing
& footwear (2.21%) and transport (1.88%). Food inflation surged
by 1.09% to 33.93%, driven by domestic supply disruptions
stemming from elevated logistics costs and insecurity in Nigeria's
food belt.
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Data Breakdown and Analysis

Month-on-month inflation, a better reflection of
Nigeria's inflationary trend, climbed to 2.29%
(annualized at 28.97%) from 2.09% (annualized
at 28.87%) in November due to a weaker naira
and increased festive demand.

Core inflation, which is inflation-less volatile
items like food and energy costs, rose by 0.68%
to 23.06% in December from 22.38% in
November. This signals that inflationary
pressures may not have reached their peak
yet. Similarly, monthly core inflation was 0.29%
higher at 1.82% in December.

Food inflation experienced a surge of 1.09% on
an annual basis, reaching 33.93% in December.
On a monthly basis, it increased by 0.30% to
2.72%. The elevation in food inflation could be
attributed to diminished crop supply in the
market due to heightened transportation costs
and escalating insecurity in the northern
regions. Addifionally, the persistent
depreciation of the naira has led to a
substantial increase in import costs, with the
exchange rate for duty computation reaching
N951.94/$ in December. These factors
collectively dampened the impact of harvest
on food inflation.

Inflation in the rural and urban areas were
0.67% and 0.79% higher at 31.00% and 27.10%
respectively. This brought the urban-rural
inflation gap to 3.9% during the review period.
Furthermore, both indices (m-o-m) climbed to
2.42% (urban) and 2.17% (rural).

Monthly inflation

Food inflation
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Although the Nigerian economy is more
sensitive to exchange rates than interest rates,
the interest rate path is a major elixir for inflation
control stability.  An
overwhelming consensus among economists is
that, in an era of high inflation, one cannot
desire a low interest rate and a strong currency.
There seems to be manifest disharmony
between the fiscal and monetary policy
corridors. While the CBN seems to be poised for
a high interest rate, the ministry of finance

seems to favour low interest rates. While the

and exchange rate

CBN-issued one-year OMO (open market
operation) rose to 17.5% p.a. (just 1.25% shy of
the MPR of 18.75% p.a.), the DMO-issued
one-year Treasury bill fell to 8.40% p.a. (10.35%
lower than the MPR).

The current divergence in interest rates may
lead to confusion among market participants,
potentially influencing the overall effectiveness
of monetary policy in managing inflation and
naira exchange rates. To anchor inflation
expectations, the term structure of interest
rates needs to align with CBN communications,
especially its forward guidance.

Inflation in Africa as at December 2023
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We expect Nigeria's headline inflation to remain elevated in January 2024 as lingering issues of
suboptimal domestic production, excessive money supply growth, and a weaker naira persist.
Moreso, the increase in core inflation is likely to prompt monetary policy authorities to adopt a

o

Rwanda

o~
o~
«»
«»
w»
o
IS
EN
I
EN

N
w
w
w
N
N
N
o
o

C 00 ©0T YYO2% OO0 T ESE DTV O EC OO BT QLT
0 0 g 20 ¢ =230 0c€E€ Q3T 0 >070T¢c 2 i<
S ES2 0C 0 EOB0005Q99cc2ogs0gf0 =
2< EQ 5" 2"m®0 Q2 3802003 E S £ € C @
b o O o 8 62 503D < S 60 2
:IZE s o > <2 5 =) o 2 9 c
£ = o = 3 o5 =23 F 5 a2 0 b
2 3 N O o c 3 = 0 = 5
o 9 o5 5 = < O E
(%] EE O o)

) O

o

w

more aggressive stance in managing money supply in the near term.
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Important Notice

This document is issued by Financial Derivatives Company. It is for information purposes only. It does not constitute any offer, recommendation
or solicitation to any person to enter into any transaction or adopt any hedging, trading or investment strategy, nor does it constitute any prediction
of likely future movements in rates or prices or any representation that any such future movements will not exceed those shown in any illustration.
All rates and figures appearing are for illustrative purposes.You are advised to make your own independent judgment with respect to any matter
contained herein.

© 2023.“This publication is for private circulation only. Any other use or publication without the prior express consent of Financial
Derivatives Company Limited is prohibited.”



