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Domestic Prices to Maintain Uptrend on Higher Energy Prices.

Inflation - February 2022
According to the recently released data by the National Bureau of

Statistics (NBS), headline inflation rose by 10bps to 15.70% y/y - its
highest level in five months. The increase was primarily driven by the
core basket (+14bps to 14.01% y/y) in line with the increased utility
prices amidst the global surge in energy prices. Although food prices
increased on a month-on-month basis, the favourable base from the
prior year ensured prices eased marginally year-on-year. The headline
inflation print is 25bps higher than Cordros’ estimate (15.45% y/y) and
in line with Bloomberg’s median consensus estimate (15.70% y/y). On
a month-on-month basis, headline inflation rose by 16bps to 1.63%
(January: 1.47% m/m).

Food prices rose in line with farmers’ land preparation for the 2022 planting
season. Specifically, food inflation increased by 25bps to 1.87% m/m in February
(January: 1.62% m/m). Asides from the impact of land preparation for the 2022

planting season, we attribute the increase to the (1) pass-through impact of

increased transportation cost and (2) pre-existing structural constraints.
Besides, Famine Early Warning Systems Network (FEWSNET) reported that
maize and other food prices remain above last year’s and the five-year average
price. Accordingly, prices increased across the Farm produce (+22bps to 1.87%

m/m), and Processed food (+26bps to 1.87% m/m) sub-baskets.

Figure 1: Trend in Food Inflation Basket Figure 2: Trend in Food Inflation Sub-Components (m/m)
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17.13% y/y), supported by the favourable base from the prior year. Decomposing

the year-on-year breakdown, we highlight that the moderation in the Processed
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Food (-4bps to 17.12% y/y) sub-basket was enough to outweigh the increase in
the Farm produce (+6bps to 17.08% y/y) sub-basket.

The core inflation maintained its uptrend, rising by 8bps to 1.33% m/m in February
- the highest since June 2016 (1.83% m/m). We attribute the increase to the
lingering impact of (1) higher energy prices, (2) tax increase in line with the 2021
Finance Act, and (3) FX liquidity challenges. Notably, Premium Motor Spirit (PMS)
scarcity persisted in February while the Russia-Ukraine conflict induced a
significant increase in crude oil prices, which pushed diesel prices higher. To put
things in proper perspective, we highlight that effective PMS prices ranged
between NGN250.00/litre and NGN350.00/litre during the review period.
Accordingly, prices increased across the sub-baskets that make up the core
inflation. Notably, Transport (+4bps to 1.31% m/m) prices rose to their highest
level since June 2016 (1.33% m/m) while the utilities (+3bps to 1.23% m/m) sub-
basket reversed the previous month’s downtrend. On a year-on-year basis, core

inflation increased by 14bps to 14.01% - the highest level since April 2017 (14.75%).

Figure 3: Trend in the Core Inflation Basket Figure 4: Selected Core Inflation Sub-Components (m/m)
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According to FEWSNET, security challenges remain high in the food-producing
regions even though they have stabilised in some areas. Besides, land
preparations for the 2022 planting season continue in March. Thus, we expect the
food demand and supply gap to remain wide over the period. In addition, we
expect a continuous pass-through impact of higher transport costs on food
prices. Sequentially, we forecast a 9bps increase in food inflation to 1.96%
m/m.

Given the lingering tension arising from the Russia-Ukraine conflict, pressure on
global gas and other energy prices seems unabating. Specifically, we highlight
that diesel prices currently hover around NGN650.00/litre - a whopping 125.6%

increase compared to the national average price in January (NGN288.09/litre).
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Given that diesel generators power the operations of most companies, we expect
a pass-through impact on the core basket. In addition, we expect the lingering
effects of increased taxes in the 2021 Finance Act to pressure the core basket

further. Overall, we expect the core inflation to rise by 5bps to 1.38% m/m.

On a balance of factors, we expect the pressure on consumer prices to remain
skewed to the upside and forecast headline inflation to print 1.71% m/m in

March, translating to a 17bps increase in y/y inflation rate to 15.87%.

Figure 5: Headline Inflation - Historical and Forecast (y/y)
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The research analyst(s) whose name(s) appear(s) on the cover of this report are primarily responsible for this report
and certifies (y) that:

(1 all of the views expressed about the companies and their securities in this report are accurately expressed and
reflect his or her personal views about any and all of the subject securities or issuers;

(2) no part of any of the research analyst’s remuneration or compensation (overall firm revenue) was, is, or will be
directly or indirectly related to the specific recommendations, estimates, opinions or views expressed by the
research analyst(s) in this report; and

(3) all analysis made by the analyst(s) were in good faith based on public information regarding the companies,
securities, industries or markets and the views expressed reflect the analyst’s opinion, without undue influence or
any intervention.

Conflict of Interest: It is the policy of Cordros Capital Limited and its subsidiaries and affiliates that research analysts
may not be involved in activities that suggest that they are representing the interests of Cordros Capital in a way likely
to appear to be inconsistent with providing independent investment research. In addition, research analysts’ reporting
lines are structured so as to avoid any conflict of interests. For example, research analysts are not subject to the
supervision or control of anyone in Cordros’ Investment Banking or Sales and Trading departments. However, such sales
and trading departments may trade, as principal, on the basis of the research analyst’s published research. Therefore,
the proprietary interests of those Sales and Trading departments may conflict with your interests.

Important Disclosure

This document has been issued and approved by Cordros Capital (Cordros) and is based on information from various
sources that we believe are reliable. However, no representation is made that it is accurate or complete. While
reasonable care has been taken in preparing this document, no responsibility or liability is accepted for errors or fact
or for any opinion expressed herein. This document is for information purposes only. It does not constitute any offer or
solicitation to any person to enter into any trading transaction.

Investments discussed in this report may not be suitable for all investors. This report is provided solely for the
information of Cordros clients who are then expected to make their own investment decisions. Cordros conducts
designated investment business with market counter parties and customers and this document is directed only to such
persons. Cordros accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or its contents. This report is for private circulation only and may not be reproduced, distributed or published by any
recipient for any purpose without prior express consent of Cordros. Users of this report should bear in mind that
investments can fluctuate in price and value. Past performance is not necessarily a guide to future performance.

Cordros and/or a connected company may or may not have a relationship with any of the entities mentioned in this
document for which it has received or may receive in the future fees or other compensation. Cordros is regulated by
the Securities and Exchange Commission to conduct investment business in Nigeria.
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