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further to 32.46%

A few skeptical analysts were of the view that the declining frend
of inflation may not be sustainable due to the counter-effect of
the new PMS pump price at N900/litre. The projection from our
econometric model estimation suggests there will be a further
decline in headline inflation to 32.46% from 33.40% in August. The
falling inflation is reflective of some aberrational activities that
took place in August including #Endbadgovernance protests,
fuel scarcity, and the Naira depreciation. However, the
anticipated decline can be primarily aftributed to the base
effect and harvest season. With the hike in prices in the base
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year of 2023, we expect to witness a lower
inflation rate because the high base
compared to the current year would be
smaller.

Core inflation is expected fo confinue its
upward trend to 27.62% from 27.47%. Food
inflation is projected to move in tfandem with
the headline inflation declining further to
38.40% from 39.53% in July, after reaching a
peak of 40.9% in June. Core inflation is more
structural than transient while food inflation
responds to harvest and seasonalities.

Notably, commodities whose prices are driven
by exchange rates (chicken, turkey, milk, rice,
etc.) are sfill out of reach due to the pass-
through effect. Meanwhile, the prices of
domestically produced staples like yam
(31.25%), sweet potatoes (33.3%), Irish potatoes
(11%), basket of tomatoes (50%), palm oil
(16.6%), and plantain  (37.6%) declined,
attributed to the harvest season. However, its
price-moderating impact in July-August was
largely limited by the recent 50% increase in the
PMS pump price, from Né0O/litre to N200/litre.
The cost of logistics and distribution cost has
amplified supply shortages creating market
disequilibrium. The resulting impact of this is a
spike in the prices of commodities, especially
food. For example, the price of a 50kg bag of
rice increased by almost 5% to N88,00 in
September from N84,000 in August.

We estimate that the month-on-month (m/m)
headline inflation rate, which reflects the most
current economic conditions, will increase
marginally to 2.44% (annualized at 33.69%) in
August from 2.28% (annualized at 31.84%) in
July. The m/m food inflation rate, which is
expected to decline by 0.23% to 2.24% from
2.47%, wil be the primary driver of the
downward trend in the m/m headline rate. This
will happen because of the improved supply
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because of harvest season. The m/m core
inflation rate is projected to increase marginally
by 0.12% to 2.28% from 2.16%, primarily attriouted
to the exacerbating currency pressures which
weakened to N1,610/$ in August.

The harvest season, which typically commences
in the third quarter, is expected to taper
inflationary pressures. This is because output
especially food usually increases during this
period. The resulting impact was a decline in food
inflation to 39.53% in July from 40.87% in June. This
brought relief to consumers as prices of most
staples declined significantly. Nevertheless, this
euphoria is temporary given the recent increase
in PMS pump price. There is a positive relationship
between PMS prices and food inflation. Thus, the
excitement that inflation is tapering is temporary
given the recent 50% increase in PMS pump price
with its knock-on effect on all other prices.



The squeeze in consumer's disposable income has compelled consumers to shift their spending
patterns in favour of necessities such as food and internet services. However, this change is yet to
be reflected in the weights and composition of the CPI basket. A country should review the
weight and composition of its Consumer Price Index (CPI) basket periodically (5-year intervals).
But in Nigeria's case, the CPl basket constituents were revised 15 years ago in 2009. This has led to
a significant bias in the measure of inflation and ultimately affects policy and decision-making.

Inflation has momentarily stabilized,
and we expect that in September the
new trend of inflation will emerge.
Analyst expectations for a slash in
interest rate will have to wait Hill
January 2025, as MPC is expected to
maintain the status quo in its next
meeting.
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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.

© 2024.“This publication is for private circulation only. Any other use or publication without the prior express consent of
Financial Derivatives Company Limited is prohibited.”



