
HEADLINE INFLATION ADVANCES TO 17.71%

… Geopolitical Tensions Cascade into Domestic Economy... Domestic Food Prices Under Pressure

June 15, 2022 Economic Report 

Highlights

The average price level in the economy continued its acceleration in May 2022, with

food prices being the catalyst. According to the data released by the National Bureau

of Statistics, the Headline Inflation rose by 89 basis points to 17.71% year-on-year in

May 2022 from 16.82% year-on-year in April 2022. It was the highest inflation rate

since June 2021, nearly a year ago. On a month-on-month basis, the Headline

Inflation rose to 1.78% in May 2022 from 1.76% in April 2022.

The two Headline Inflation components both recorded an increase. Food Inflation

advanced by 113 basis points to 19.50% year-on-year in May 2022 from 18.37%

year-on-year in April 2022; while Core Inflation advanced by 72 basis points to

14.90% year-on-year in May 2022 from 14.18% year-on-year in April 2022.

On a month-on-month basis, Food Inflation rose to 2.01% in May 2022 from 2.00% in

April 2022. In a similar trend, Core Inflation rose to 1.87% month-on-month in May

2022 versus 1.22% month-on-month in April 2022.

One-Year Inflation Trend

Source: National Bureau of Statistics, WSTC Research

Analysis

The inflationary pressures in May 2022 were driven by higher average food prices,

resulting from the ongoing geopolitical tensions in the Eastern Europe. In our previous

reports, we attributed higher food prices to legacy issues (i.e., lingering bottlenecks

affecting local food production, some of which include inefficient logistics, poor

farming techniques, poor transportation, and less-impactful investments in the

agricultural sector). While these issues remained, we believe that the recent

pressures on food prices were majorly due to higher costs of inputs used in food

production.
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Notably, fertiliser prices (urea) have risen by 108% on a year-to-date basis. On a year-on-

year basis, it rose by 113%. The price increase of fertiliser in the global commodities

market was in line with the market trend, following an initial coronavirus-induced supply

chain disruption in 2020/2021. Later, the expected supply disruptions informed by the

geopolitical conflict between Russia and Ukraine led to additional price increases in the

global commodities market. Therefore, we believe that these global price increases

transmuted into local food prices.

Higher energy prices, on the back of higher crude oil prices, drove the sustained rise in

Core Inflation in May 2022. A notable item that reflected the impact of higher crude oil

prices was diesel and jet fuel. Given their deregulated markets, the rise in crude oil prices

led to a steep increase in the average prices of these two items, which further put pressure

on transportation costs (another component of Core Inflation). In the near term, the Natural

Oil and Gas Suppliers Association (NOGASA) expects diesel price per litre to increase to

N1,500 from N800, on the back of higher energy prices in the global market.

Expected Policy Response

During the last Monetary Policy Committee (MPC) meeting in May 2022, the MPR was

hiked by 150 basis points – a first rate hike since July 2016. According to the Committee,

the basis for the hike was to tame aggregate demand pressures that served as an

additional layer to the already-existing structural inflationary drivers. In our view, we believe

that increased election-related spending (and the resultant demand pressure in the foreign

exchange market) drove the demand pressure.

The inflation figures in May 2022 have made the Committee’s work harder. At 17.71% (the

highest since June 2021), we expect the Committee to double down efforts to rein in

inflationary pressures although the Committee might not continue to use the MPR to

address the inflationary pressures. Other discretionary policies including CRR are likely to

be adopted.

Outlook

We expect to see sustained inflationary pressures in the near term, for as long as prices in

the global commodities market remain high. Although the monetary policy authorities could

attempt to stabilise prices, we do not think they would be effective due to the nature of the

underlying inflation drivers.

Expectations for higher inflation rate could likely result in repricing of yields in the fixed

income markets. Already, yields have risen across the different segments of the fixed

income from year-open levels, we expect yields to rise further. This is definitely negative

for the equities market.

Other Highlights

Source: National Bureau of Statistics, WSTC Research

May-22 Apr-22 May-22 Apr-22

% % % %

All-items Price Index 17.71 16.82 89 1.78 1.76 2

Food Index 19.50 18.37 113 2.01 2.00 1

Core Index 14.90 14.18 72 1.87 1.22 65

Urban All-items Index 18.24 17.35 89 1.81 1.78 3

Rural All-items Index 17.21 16.32 89 1.76 1.74 2

Month-on-Month Change

bps

Year-on-Year Change

bps

Indexes
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Disclaimer & Disclosures
The value of any investment is subject to fluctuations, i.e. may rise and fall. Past performance is no guide to

the future. The rate of exchange between currencies may cause the value of an investment to increase or

decrease. Hence investors may not get back the full value of their original investment.

Investment Recommendation

WSTC uses a 3-tier recommendation system for stocks under coverage: Buy, Hold, and Sell.

• Buy Rating: estimated fair value is ≥15% above current market price.

• Hold Rating: estimated change in price is between -10% and 15% of current market price.

• Sell Rating: estimated change in price is ≤ -10% of current market price.

This document is not an offer to buy or sell any security. This document does not provide individually

tailored investment advice. It has been prepared without regard to the individual financial circumstances

and objectives of persons who receive it. The appropriateness of a particular investment will depend on an

investor’s circumstances and objectives. The investments and shares referred to in this document may not

be suitable for all investors.

This document is based on information WSTC Securities Limited (WSTC Securities) received from publicly

available reports and industry sources. WSTC Securities may not have verified all of this information with

third parties. Neither WSTC Securities nor its shareholders, directors, employees or advisors can

guarantee the accuracy, reasonableness or completeness of the information received from any sources

consulted for this publication; and neither WSTC Securities nor its shareholders, directors, employees or

advisers accept any liability whatsoever (in negligence or otherwise) for any loss howsoever arising from

any use of this document or its contents or otherwise arising in connection with this document. This

document is not to be relied upon and should not be a substitute for the exercise of independent judgment.

This document includes certain statements, estimates and projections concerning the anticipated future

performance of securities listed on the Nigerian Exchange and as to the market for these shares. Such

statements, estimates and projections are based on information that we consider reliable and may reflect

various assumptions made concerning anticipated economic developments, which have not been

independently verified and may or may not prove correct. No representation or warranty is made as to the

accuracy of such statements, estimates and projections or as to their appropriateness for the purpose

intended and it should not be relied upon as such. Opinions expressed are current opinions as of the date

appearing on this material only and may change without notice. Other third parties may have issued other

reports that are inconsistent with and reach different conclusions from, the information presented in this

report. Those reports reflect the different assumptions, views and analytical methods of the analysts who

prepared them.

This document is for information purposes only and private circulation. No portion of this document may be

reprinted, sold or redistributed without the written consent of WSTC Securities.

Additional information on recommended securities/instruments is available on request.

WSTC Securities Limited is a Trading License Holder of the Nigerian Exchange Limited (NGX) and is

registered with the Securities & Exchange Commission (SEC) as a Broker/Dealer to conduct Securities

Brokerage & Dealing in Nigeria. Therefore, we may deal in any securities listed on the NGX.

WSTC Securities Limited has its registered office at 2, Maitama Sule Street, South-West Ikoyi, Lagos,

Nigeria.

Email: research@wstc.com.ng

Website: www.wstc.com.ng
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