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Global Economic Developments  
As the fourth quarter of the year 2022 

commences, the global economy remains 

subdued by various headwinds. The third quarter 

witnessed a significant emphasis on tightening as 

it appears that the global economy has entered a 

new phase of heightened economic and market 

volatility. Policymakers across both advanced and 

emerging economies are therefore faced with 

making the hard decision to trade off growth to 

rein in inflation. In the advanced economies, the 

labour market and consumer spending pattern are 

yet to completely regularise, whilst, production 

capacity remains constrained, hence a mismatch 

in demand and supply, especially in the service 

sector.  These imbalances exacerbated by shocks 

to the commodity market from the Russia-Ukraine 

war are heightening inflationary pressure, 

necessitating the need to discourage demand to 

rein in inflation.  

Figure 1: Year-on-Year Inflation in Selected Economies 

(August 2022) in Per Cent 

 
Source: Various National Statistics Offices 
 

In the currency market, a shakeup is underway as 

various currencies continue to underperform.  The 

British pound reached a record low against the US 

dollar after the United Kingdom's new Chancellor 

announced a package of tax cuts to stimulate the 

economy. In a bid to stabilise the financial market 

and salvage the economy, the Bank of England 

intervened in a reverse auction by taking urgent 

steps to buy-up long-dated UK government bonds 

5 billion pounds (US$5.31 billion) a day of British 

government bonds with a residual maturity of at 

least 20 years.  In China, the Chinese Yuan has 

depreciated by about 11 per cent year-to-date 

against the US dollar, on the backdrop of 

pressures from the US dollar, boosted by the 

hawkish Federal Reserve monetary tightening. 

However, the Peoples Bank of China has 

announced that stabilising the Yuan is of top 

priority. This may signpost a gradual return to 

Yuan fixing in the short to near term.  

The US dollar on the other hand has continued to 

surge and is at its strongest in over two decades as 

the U.S Federal Reserve continue to raise the rate 

to tame prices. The newfound strength of the US 

dollar has implications for markets and economies 

across the globe with gainers and losers. American 

importers and travellers alike top the list of 

gainers as they would get more value for money 

while American exporters and travellers going to 

the U.S top the list of losers as American produce 

would become more expensive and less attractive 

and travellers to the U.S would have to give up 

more units of their currencies for same U.S dollar 

value. Equally the emerging markets would be 

affected in a two-factor way first, commodities are 

mostly priced in U.S dollars implying that 

commodities (food and energy) from emerging 

markets would become more expensive. 

Secondly, large chunks of the external debt of 

emerging economies are U.S dollar-denominated, 

implying that interest payment and refinancing 

would become more expensive.  

In the commodities market, major oil-producing 

countries led by Saudi Arabia and Russia under the 

OPEC+ alliance have decided to cut oil production 

by two million barrels per day, following oil prices 

dip after a summer of highs.  
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This is about two per cent of the global daily oil 

supply and the largest cut since the outbreak of 

the COVID-19 Pandemic. The recent cut which 

would take effect as winter commences in 

November 2022, is expected to push oil prices 

back into the US$100 per barrel region, further 

fuelling inflation. The alliance argues that it is only 

being proactive in adjusting supply ahead of a 

possible downturn in demand, as a slowing global 

economy needs less fuel for travel and industry, 

and not necessarily in support of Putin’s war in 

Ukraine. Despite efforts by western countries to 

shun Russian crude, India and China sustained 

demand at discounted rates. 

Although, the U.S and U.K have imposed rather 

symbolic bans, as both are not heavily dependent 

on Russian oil, the E.U gets about a quarter of its 

oil from Russia. However, the E.U agreed to a price 

cap beyond which service providers (mostly based 

in Europe) including insurers and logistics are to 

renege on the provision of services for Russian oil. 

Russia’s response to this has been a threat to 

outrightly cut supplies from companies or 

countries that observe the price cap.  

Oil price cap, oil production cuts and boycotts, 

what is clear is that the era of commodity prices as 

a tool for geopolitics is back and in full gear. Higher 

prices are on the way for crude oil and its 

derivatives. As winter and holiday season 

commences, an existing energy crisis in Europe 

would be exacerbated largely hinged on cutbacks 

in Russian natural gas supplies used for heating, 

electricity and in factories. It is expected that 

higher energy prices would heighten inflationary 

pressures in the short to the near term, implying 

less money for other consumption and savings.  

The current inflationary pressure also impacted 

shocks on the U.S housing market. There has been 

a surge in the supply of houses which in an ideal 

situation should lead to a fall in price. However, the  

 

 

 

 

 

 

housing market has maintained an upward trend. It 

is predicted that house prices will be about 16 per  

index declined for consecutive times. It fell three 

points in September 2022 to 46 index points,  

indicating that most builders view the housing 

market as weak. 
 

Global Economic Outlook 
. At the current tightening momentum, there is a 

risk of overtightening in the near to medium term, 

with significant risk to global financial system 

stability, considering the unprecedented global 

debt levels. Prices have proven to be quite sticky 

as sharp hikes in rates have resulted in a quite 

disproportionate change in price. Central banks 

would, however, continue to tighten in a bid to 

achieve price stability, until the effect of 

tightening is reflected in jobs and growth, beyond 

which a gradual realisation of a new phase of 

higher prices and slower growth.  

Equally, a significant slowdown in global output 

with the likelihood of negative output growth 

levels is anticipated, first in Europe then the 

United States, with potential contagion risk across 

several other economies. Furthermore, 

dampened exports amidst lingering COVID-19 

lockdowns have affected output in China. Policy 

support remains largely muted as policymakers 

are sceptical of wide-ranging stimulus. It is 

therefore unlikely that Chinese growth could 

shove up global growth prospects. 

Nigeria Output Growth  
Nigeria’s real GDP in Q2 2022 maintained its 

positive path for the seventh consecutive quarter 

after exiting the recession in Q4 2020.  
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It grew by 3.54 per cent year-on-year relative to 

the 3.11 per cent growth recorded in Q1 2022. 

However, compared with Q2 2021 growth rate of 

5.01 per cent, the Q2 2022 growth rate represents 

a decline of 1.47 percentage points. Output 

growth of Q2 2022 was mainly propelled by the 

non-oil sector which accounted for 93.67 per cent 

of the total. Specifically, services, agriculture and 

industrial subsectors accounted for 57.35 per 

cent, 23.24 per cent and 19.40 per cent of the 

output growth respectively. 

Figure 2a: Real GDP Growth Rate in Nigeria (2020 Q1 – 2022 

Q2) in Per cent 

 
Source: National Bureau of Statistics (NBS), 2022 

 

 

Figure 2b: Sectoral Contribution to GDP in Q2 2022 in Per cent 

 
Source: National Bureau of Statistics (NBS), 2022 
 

 On quarter-on-quarter basis there was a 

moderation in contraction to -0.37 per cent from -

14.66 per cent in the preceding quarter. Though in 

the negative region, it indicates improvements in  

 

 

 

 

the level of economic activities relative to the first 

quarter of 2022.  

 

Figure 2c: Quarterly Real GDP Growth Rate in Nigeria (Q1-

2020 – Q2 2022) in Per cent 

 
Source: National Bureau of Statistics (NBS), 2022 

 

Output Growth Outlook 
Output growth is projected to remain in the 

positive region for Q3 and Q4 2022, as aggregate 

demand is expected to increase as the election-

related spending and activities commence fully in 

Q3 2022 and festivities-related spending in Q4 

2022.  The economy however remains confronted 

with several headwinds, which include legacy 

structural bottlenecks, acute energy shortages, 

infrastructural deficit, limited fiscal policy 

headroom, the rising cost of production and 

scarcity of foreign exchange.  

Price Development 
All components of inflation in Nigeria trended 
upward in August 2022. Specifically, headline 
inflation rose to 20.52 per cent year-on-year, from 
19.64 per cent in July 2022, representing its 
highest ascension since September 2005.   
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Headline inflation expectedly maintained its 
upward trajectory since February 2022 and as well 
rise above its level of 17.01 per cent in August 
2021 by 3.52 percentage points. However, on a 
month-on-month basis, it rose by 1.77 per cent 
relative to the 1.8 per cent increase recorded in 
the preceding month, representing a decrease of 
0.05 per cent. 
Similarly, the food inflation component rose to 
23.12 per cent in August from the 22.02 per cent 
reported in July 2022, making it the highest since 
October 2005. Also, the core inflation component 
recorded an uptick of 0.94 percentage points to 
17.20 per cent from 16.26 per cent in July 2022. 
The key drivers of core inflation in August 2022 
were prices of gas, liquid fuel, solid fuel, passenger 
transport by road, passenger transport by air, fuel 
and lubricants. 

Figure 3a: Year-on-Year Headline, Food and Core Inflation 
(August 2021 – August 2022) in per cent   

 
Source: National Bureau of Statistics (NBS), 2022 

 

Price Outlook 
As the lingering Foreign exchange scarcity 
continue to exert upward pressure on prices amid 
rising import bills, increasing cost of production 
induced by energy prices, the growing liquidity 
injections resulting from the increasing 
momentum of election campaigns and other fiscal 
and monetary decisions, inflation is expected to 
remain elevated in the month of September 2022.  
Our forecast shows that inflationary pressure 
would remain heightened in September 2022. Our 
results suggest that inflation will range between 
19.68 per cent in an optimistic scenario to 20.83 
per cent in a pessimistic scenario.  

 

 

Table 1: Inflation forecast for September 2022 in Per Cent 

Optimistic Pessimistic 

19.68 20.83 
Source: CAPE Economic Research and Consulting, 2022 

The key drivers of inflation remain, food prices, 

transportation and exchange rate which 

contributed 4.64 per cent, 0.47 per cent and 0.34 

per cent, respectively. 

Figure 3b: Driver of Predicted Inflation 

 

Source: CAPE Economic Research and Consulting, 2022 
 

Our analysis shows the interaction between food 

prices and transportation costs (figure 3c) and the 

interaction between food prices and exchange 

rates (figure 3d) in driving headline inflation. The 

analysis shows that Naira depreciation and 

transport costs pass through food prices to 

headline inflation. Despite the increase in 

domestic food production, our result shows that 

further Naira depreciation has continuously fans 

headline inflation through food prices. This is 

however not unexpected. The increase in food 

prices is driven by the expectation of further 

depreciation of the Naira. Despite the increase in 

domestic food production, wholesale food 

suppliers adjust their market prices in tandem 

with the Naira depreciation, even where there is a 

limited relationship between food produced 

domestically and the exchange rate.  When the 

exchange rate resets, trade fundamentals will 

enter correction mode, but domestic food prices 

will remain sticky.  
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Figure 3c: Interaction between Food Prices & Transport Cost 

 

Source: CAPE Economic Research and Consulting, 2022 

 

Figure 3d: Interaction between Food Prices & Exchange Rate 

 

 
Source: CAPE Economic Research and Consulting, 2022 

Other factors that contribute to the upward 

inflationary pressure are the burgeoning fiscal 

deficit; the continued impact of the Russian-

Ukraine war; and the effect of monetary 

tightening in advanced economies leading to 

capital outflows.  

However, our analysis shows that monetary 

aggregates (M1 and M2) are pull factors on 

inflationary pressure in Nigeria. This dampening 

effect reveal the effectiveness of recent monetary 

policy efforts to curb monetary contribution to the 

inflationary pressure.  

Monetary Policy Response 
On September 26 and 27, 2022, the Central Bank 

of Nigeria held its Monetary Policy Committee 

(MPC) meeting. In the meeting, the committee 

resolved to raise the monetary policy rate (MPR) 

by 150 basis points from 14.0 to 15.5 per cent and 

raise the reserve requirements by 5.0 percentage 

points from 27.5 to 32.5 per cent. The decision to   

 

further tightening is an economic policy tool to 

address the rising trend of inflation and moderate 

aggregate money supply. At CAPE Economic 

Research and Consulting, we conducted a 

sentiment analysis on domestic economic 

development and the committee’s consideration. 

Our sentiment analysis of the MPC communique 

report reveals that 48 per cent of the committee’s 

consideration is pessimistic about the policy 

intervention while 38 per cent of the report 

supports an optimistic decision. The report, 

therefore, shows that the institution’s approach 

to the economic situation might not be aggressive 

enough, and some doubts are raised about their 

decision.  

Figure 4: MPC Communique Sentiment Analysis September 

2022  

 
Source: CAPE Economic Research and Consulting, 2022 

 

2023 Budget Analysis 
The proposed 2023 budget tagged the Budget of 

fiscal consolidation and transition was recently 

presented by President Muhammadu Buhari to 

the National Assembly. Major highlights of the 

budget in terms of assumptions, parameters and 

projections are as indicated below. 
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The projected aggregate revenue to fund the 2023 

budget stands at N9.73 trillion which is 3.95 per 

cent lower than the aggregate revenue of 2022. 

This is reflective of lingering revenue constraints 

in the fiscal operation of government. 

Figure 5a: Graphical Display of Budget Parameters. 

  

COP = Crude Oil Production (mbpd)  

BCOP = Benchmark Crude Oil Price (US$ per barrel) 

ER = Exchange Rate (N/US$) 

GGR = GDP Growth Rate 

IR = Inflation Rate 

 

Figure 5b: Graphical Display of Budget Parameters 

Figure 5b: Graphical Display of Budget Parameters 

AR = Aggregate Revenue           AE = Aggregate Expenditure 

NDR = Non-Debit Recurrent       DS = Debt Service 

SF = Sinking Fund                          CAP = Capital 

FD = Fiscal Deficits 

 

 

 

 

The proposed 2023 aggregate expenditure 

increased to N20.51 trillion, representing a 19.7 

per cent increase over the 2022 aggregate 

expenditure. Recurrent (non-debt) spending, 

estimated to hit N8.27 trillion, is 40.3 per cent of 

total expenditure, and 19.7per cent higher than 

the 2022 budget. Debt service stood at N6.31 

trillion amounting to 30.8 per cent of total 

expenditure and is expected to gulp over three-

quarters of the total revenue of the government. 

This raises serious concerns about the fiscal 

sustainability of government finances. 

Furthermore, aggregate capital expenditure of 

N5.35 trillion represents only 26 per cent of total 

expenditure and a decrease of 10.2 per cent 

relative to 2022 capital expenditure.  
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The reduction in capital expenditure would have a 

negative welfare effect and shows a weak solution 

to tackling the huge infrastructural gap in the 

economy.  

The total deficit is projected to expand to N10.78 

trillion from 6.39 trillion in the 2022 budget. This 

suggests a narrowing fiscal space amid sustained 

revenue challenges. Rising deficits are expected to 

be financed by additional borrowings which would 

further worsen the already high debt profile of 

Nigeria and increase the debt servicing burden 

which is almost no longer sustainable. In addition, 

A 68.7 per cent increase in fiscal deficit in 2023 is 

high enough to crowd out private borrowing and 

increase interest rates. This may further put 

pressure on the economy than expected. 

Though debt-to-GDP ratios may well remain 

below their threshold of 40 per cent, there is the 

need to pay critical attention to the worrisome 

trend of rising deficit-to-GDP and debt service-to-

revenue ratios which not only constrains the 

ability of the government to fully meet its 

obligations, ut also raises concerns over fiscal 

sustainability of government in an era of fiscal 

consolidation. 

As it stands, the proposed 2023 budget is 

unrealistic in most of its assumptions, considering 

the current average oil production rate of 1.3 

mbpd in the first 9 months of 2022, and the huge 

volume of oil lost to theft. Other factors that will 

impact the achievement of 1.69 mbpd include the 

OPEC+ oil production cuts and the geopolitics that 

has surrounded the crude oil market in the wake 

of the Russia-Ukraine war. 

The exchange rate assumption of N435.57/1US$ is 

also unrealistic, considering the prevailing parallel 

market rates, ongoing monetary tightening across 

advanced economies, existing pressures and 

encumbrances on the external reserves, the fact 

that 2023 is an election year and the high 

propensity for the US dollar by the Nigerian 

political class for rather unproductive activities  

 

 

which would further heighten pressure on the 

exchange rate.  The assumption of a 17.16 per 

cent inflation rate is also too optimistic.  

Considering the current inflation rate of about 

20.52 per cent and the persistent nature of the 

various factors driving the current inflationary 

pressure in the economy. 

Furthermore, a proposed budget of N20.51 trillion 

with a deficit of over N10.78 trillion and the bulk 

of which is to finance recurrent expenditure (debt 

and non-debt) is largely expansionary and almost 

works at cross purpose with the aggressive and 

renewed efforts of the monetary authority to rein-

in inflation.  There is therefore a need for policy 

coordination of both monetary authority and 

fiscal operation to achieve favourable 

macroeconomic outcomes.  

Conclusion 
In conclusion, we expect global price pressures to 

subsist and central banks across both advanced 

and emerging economies to continue tightening, 

while, keeping the likelihood of a recession in 

view. and some volatility in the commodities and 

financial markets. However, economic prospects 

remain resilient for Nigeria, but are highly 

encumbered by various headwinds and 

heightening inflationary and exchange rate 

pressures. 
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