Inflation at 17-Year High Rate...

e The Consumer Price Index (CPI) year-on-year printed at 22.79
percent in June, surging by 0.38 percent from 22.41 percent
recorded in May 2023 (Fig 1).

e Thisisanew 17-year high rate and sixth consecutive increase
in2023..

e Food inflation also rose by 4.65 percent from the 20.50
percent recorded in June 2022 position to 25.25 percent in
June 2023.

¢ Inflation was largely driven by persistent price pressures,
especially in food and transportation prices. The effect of the
subsidy removed on Petroleum Motor Spirit (PMS), as well as
devaluation of the naira are the major drivers to this effect.

e High cost of agricultural inputs and decline in production
output were another factors responsible for the surge in food
inflation (Figure 2).

e Manufacturers are expected to push the impact of inflation
on the consuming households in the form of hike in
commodity prices.

e The surge in inflation is expected to
purchasing power and shrink consumer demand, among
other impacts. The case may be different if the government

further weaken

provides some kind of relief to cushion the effect.

Other implications are potential increase in the Monetary Policy
Rate (MPR) and general price volatility.

In anticipation of the Monetary Policy Committee's decision, the
Central Bank of Nigeria (CBN) still maintained its benchmark
monetary policy rates of 18.5 percent for the month of June.

The effort of the Federal Government to focus more on the
agricultural sector is expected to yield a positive impact in
dwindling this index. We also expect the reforms happening in
the economy to attract foreign investors and materialise in the
near term.

On the other hand, rates on fixed income securities are expected
to be maintained in the interim. Investors are advised to
diversify their portfolios to include inflation adjusted securities
like equities in order to whittle down the effect of inflation on

their portfolios.
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Figure 1: Comparison of Headline Inflation Rate (Jan.to
June 2022 and 2023)

MJan EFeb EMar BApr EMay O June

2279
18.60 22.41

2022 2023
Source: CBN, WCL Research

Figure 2: Major Contributors to June 2023 Headline Inflation

Furnishing
and
Household

Clothing
and

Footware Equipment
9% 6%
Food and
Non-
alcohalic
Beverages
Housing, 509
Water,
Elect.,Gas
19%
Source: NBS, WCL Research
Figure 3: Inflation Rate vs MPR
25 25
20 20
15 15
10 10
5 5
1] v}

RN N N O I I R
R R R

— NFLATION RATE — e—APF

Source: NBS, WCL Research

Communication
0.15%

Recreation & Culture
Tobacco & Kola 0.16%

0.25%

www.watershedcapitallimited.com


https://watershedcapitallimited.com/

