£\ Inflation Watch

January Inflation Rate to Drop Marginally

Not all that goes up comes down. At least we have one example in the price movement of general
consumer goods and services in Nigeria. The measurement used by the National Bureau of
Statistics (NBS) to record movements in the price of consumer goods and services - the Consumer
Inflation Rate: 11.40% | price Index (CPI) - has been going up since October 2011. This is one of the reasons Nigerian workers
are agitating for an increase in the national minimum wage (NMW), saying that their salaries are now worth
less than before because of the increase in general prices. Anew NMW has been approved; the country is

now waiting for the final passage by the National Assembly before itis signed into law.

FSDH Research expects the January 2019 inflation rate to drop to 11.40% from 11.44% recorded in
December 2018. The drop is not because the prices of consumer goods are dropping, but because the CP!I

increased faster in January 2018 (0.8%) than in January 2019 (0.78%). So the headline may be misleading

Food prices published

Z)ngsu’; e}? zizggfased to suggest prices have actually dropped. The NBS is due to release the inflation report for the month of
January on Friday, 15 February 2019. This will come after the release of their report on Tuesday, 12
February 2019 which will show how Nigeria's economy performed in Q4 and FY 2018. Recall, FSDH
Research estimates that the Nigerian economy would grow by 1.94% in 2018.
Nigeria is not alone when it comes to an increase in consumer prices. The number that measures
the movement in food prices, as published by the Food and Agriculture Organization (FAO) for the
month of January 2019, shows that food prices increased on the international market. The drop in
global food production, limited export supplies and strong demand worldwide are the main reasons for the
increase in food prices. Despite its double digit inflation rate, Nigeria's inflation story is better than some

Current inflation rate other oil-rich countries. Itis incredible that the inflation rate in Venezuelais 1,698,488%.

is higher than the

6%-9% that the CBN
targets for the country. Should the Central Bank of Nigeria (CBN), who has the responsibility to ensure price stability

(maintain low inflation rate that will stimulate economic activity), be worried about the double digit
inflation? FSDH Research believes it should be worried for three reasons. Firstly, the current inflation
rate is higher than the 6%-9% that the CBN targets for the country. Secondly, our outlook of the inflation rate
as from June 2019, indicates that inflation may move up sharply as we expect adjustments to the price of
Premium Motor Spirit (PMS) and electricity tariff. Thirdly, and perhaps the mostimportant reason, is that the
tools the CBN usually uses to control rising inflation may not be very effective under the current situation.

Thisis because the drivers of the expected increase in the inflation rate require different methods.
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Year-on-Year Inflation Rate
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Sources: National Bureau of Statistics (NBS), Food and Agriculture Organization (FAO) of the United Nations and FSDH Research
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For enquiries, please contact us at our offices:

Lagos Office: 5th-8th Floors UAC House, 1/5 Odunlami Street, Lagos.
Tel: 234-1-2702880-2; 234-1-2702887

Port Harcourt Office: 2nd Floor, Polaris Bank Building (Former Skye Bank Building)
5 Trans Amadi Road, Port Harcourt. Tel: 234-8024081331

Abuja Office: Leadway House (First Floor), Plot 1061 Herbert Macaulay way,
Central Business District, Abuja-Nigeria. Tel.: 234-9-2918821

Website: www.fsdhgroup.com  Email: research@fsdhgroup.com

Our Reports and Prices are also Available on Bloomberg {FSDH<GO>}
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Disclaimer Policy

This publication is produced by FSDH Merchant Bank Limited solely for the information
of users who are expected to make their own investment decisions without undue reliance

on any information or opinions contained herein. The opinions contained in the report should not

be interpreted as an offer to sell, or a solicitation of any offer to buy any investment.

FSDH Merchant Bank Limited may invest substantially in securities of companies using information
contained herein and may also perform or seek to perform investment services

for companies mentioned herein. Whilst every care has been taken in preparing this document,
no responsibility or liability is accepted by any member of the FSDH Merchant Bank Limited

for actions taken as a result of information provided in this publication.
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