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Highlights

Headline Inflation eased in December 2022 after ten consecutive months of upward trend.

The figure printed at 21.34% year-on-year (November 2022: 21.47%).

The sub-components of inflation, Core Inflation rose to 18.49% YoY (November 2022:

18.24%), while Food Inflation declined to 23.75% YoY (November 2022: 24.13%).

On a month-on-month basis, Headline Inflation rose to 1.71% in December 2022 from 1.39%

in November 2022. In the same vein, Food Inflation rose to 1.89% in December 2022 from

1.40% in November 2022. Core Inflation declined in December 2022 to 1.33% from 1.67% in

November 2022.

One-Year Inflation Trend

Source: National Bureau of Statistics, WSTC Research

Analysis

The year-on-year decline in headline inflation was due to base effects (i.e., there was an

abnormal jump in the CPI index between November 2021 and December 2021. The

differential between those two months was higher than the differential between November

2022 and December 2022. Therefore, the high base makes it appear that inflation pressures

are moderating when it is, in fact not). This is evidenced in the month-on-month inflation

increase inflation to 1.71% (Previous month: 1.39%). The month-on-month inflationary

pressure was driven by food prices., which we believe was due to the full manifestation of the

October 2022 flooding that destroyed crops, properties, and public infrastructure. Therefore,

food supply took a hit. As noted above, food inflation in December 2022 rose to 1.89% on a

month-on-month basis, from 1.40% in November 2022.
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However, core inflation declined to 1.33% in December 2022 from 1.67% in November 2022.

Although petrol remained unavailable and fuel stations still recorded long queues during the

period, we believe that the degree of scarcity was lower in December 2022. In addition, the

rate of diesel price increase (a major fuel for haulage and transportation businesses) has

normalised. Lastly, the exchange rate in the parallel market was rather stable in December

2022. Based on the data we track, the exchange rate in the parallel market averaged N745 in

December 2022 from N780 in November 2022. Hence, we posit that the combination of these

factors resulted in lesser pressure, thus, leading to the moderation in core inflation.

Following the inflation data release for the final month of 2022, the 12-month average

headline inflation in 2022 was 18.76% (2021: 16.98%). This represents the fourth

consecutive year of annual inflation rise, exceeding the CBN target of 9% as well as the

Nigerian long-term average inflation of 12%. Between 2011 and 2022 (12-year trend), the

average inflation rate remained 12%, however, when we segmented to multiple periods of five

years, we observed a persistently rising trend. From the chart below, the five-year trend rose

from 10% in 2011-2015 to 14% in 2016-2020, and then to 18% in 2021-2022. The upward

trend reflects the underlying structural issues (insecurity, poor crop yields, weak investments,

lack of storage facilities and infrastructure) that have bedevilled the Nigerian economy. It is

therefore no surprise that the exchange rate has not been stable over those periods.

Inflation Trend in Multiple Periods

Source: National Bureau of Statistics, WSTC Research
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Outlook

In the near to medium term, we expect to see sustained pressure on prices. We believe that

the spill over of flooding will extend into Q1 2023 at least. Over extended periods, while the

structural issues would continue to drive inflationary pressures, the Nigerian economy might

record a higher-than-normal price increases. This is because of our expectations that a new

government might partially remove petrol subsidy. If that happens, an initial impact could

drive prices up significantly. Global trends would also play a major part on the direction of

domestic inflation. Although global commodity prices have normalised from their highs, the

supply chain disruption is still present as the war between Russia and Ukraine continues. A

recent rise in COVID infections across the globe – particularly in China could worsen the

supply chain disruption.

Policy Response

When inflationary pressures worsen, it means a loss of value in Naira assets. Naturally,

investors would forgo Naira assets for other foreign denominated assets with a better store of

value. When that happens, the exchange rate worsens and given the structure of the Nigerian

economy, the implications are worse for consumer welfarism. Therefore, to attract interest in

Naira assets, the need to increase rates is rational.

The current policy stance of the monetary policy authorities is tightening – to rein in

inflationary pressures. We expect the policy stance to remain unchanged throughout 2023

other things being equal. While fixed income yields have declined steadily over the past few

weeks, we think that it is temporary. Our opinion is that the declining yields is driven by

increased financial system liquidity. As the liquidity gets absorbed over time, we expect fixed

income yields to reverse its current trend.

Other Highlights

Source: National Bureau of Statistics, WSTC Research
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Indexes

Year-on-Year Change Month-on-Month Change

Dec 2022 Nov 2022

Bps

Dec 2022 Nov 2022

bps% % % %

All-items Price Index 21.34 21.47 (13) 1.71 1.39 32

Food Index 23.75 24.13 (38) 1.89 1.40 49

Core Index 18.49 18.24 25 1.33 1.67 (34)

Urban All-items Index 22.01 22.09 (8) 1.80 1.50 30

Rural All-items Index 20.72 20.88 (16) 1.63 1.30 33
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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

© WSTC Securities Limited 2023.
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