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Global Economic Update 
Multiple headwinds confronting the global 

economy have remained unabated, despite 

coordinated policy responses. Tight global 

financial conditions, stronger US dollar, high 

inflation rate across both advanced and emerging 

markets, supply chain disruptions due to the 

lingering effect of the COVID-19 pandemic, new 

outbreaks in China and exacerbated by shocks to 

the commodity and energy market due to the 

ongoing Russian war in Ukraine. Policymakers 

across both advanced and emerging economies 

continue to be faced with making the hard 

decision to trade off growth to rein in inflation. 

 In advanced economies, pent-up demand, energy 

prices, and supply chain bottlenecks are putting 

upward pressure on prices. Continued rate hikes 

by various central banks have however not 

necessarily yielded commensurate effects in 

taming inflation.   In emerging markets, supply 

disruptions, energy and commodity market 

pressures and currency depreciations against a 

strong US dollar are factors driving the 

persistently high inflation. 

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

(September 2022) in percent 

  

Source: Various National Statistics Offices 

 

It appears that the 2 percent optimal inflation 

target in various advanced economies remains 

elusive, despite the hawkish stance of central 

banks with several aggressive rate hikes. 

Ironically, Japan which has been in deflation for 

against the US dollar, on the backdrop of almost a 

decade has gotten inflation to about 3 percent. 

In the currency market, the US dollar 

strengthened significantly against other 

currencies over the course of the year largely due 

to two reasons. First is the flight to safety in the US 

dollar as various investors find the dollar to be a 

haven in times of volatility and second is the 

continued rate hikes by the Federal Reserve to 

tame the surging inflationary pressure. The U.S. 

dollar index, which measures the currency against 

a basket of other currencies, is up more than 17 

percent so far this year. This is even more 

pronounced when compared to the 

underperforming stock markets, bonds, and the 

dip in the crypto market. The hawkish monetary 

policy stance in the US has seen the Federal 

Reserve raise the federal funds rate from near 

zero at the beginning of 2022 to a range of 3.75per 

cent to 4 percent at the November FOMC meeting. 

The US dollar is at its highest level in about 20 

years when compared to various other major 

currencies. The pound has fallen to its lowest level 

against the dollar since 1985, while the yen 

recently hit its lowest since 1998, and the euro has 

traded below parity, a level it has not reached 

since 2002. The Indian rupee has dropped nearly 

10per cent, the Egyptian pound 20per cent, and 

the Turkish lira about 28per cent this year against 

the dollar. 

It is however of concern that an extremely strong 

the US dollar could lead to significant financial 

imbalances and instability similar to the market-

based 1997 Asian debt crisis or the mounting 

trade imbalances that led to the 1985 Plaza 

Accord, in which the U.S. agreed to weaken the 

dollar to moderate the imbalances. 
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As highlighted in our October 2022 newsletter, the 

newfound strength of the US dollar has various 

implications for markets and economies which 

include: a threat to corporate earnings of US 

companies with operations in other countries, 

reduced competitiveness for US products, less 

attractive US financial assets (stocks and bonds) to 

foreign investors and increased US trade deficits. 

More importantly for emerging economies and 

various other economies across the globe, the 

strong US dollar makes their import more 

expensive, as such heightening inflationary 

pressures. It equally squeezes companies, 

consumers, and governments that have U.S. -

denominated debts when meeting debt 

obligations. Also, various central banks are 

pressured into hiking their policy rates to 

discourage capital flights at the cost of weaker 

economic prospects and rising unemployment 

levels. 

The policy response to the strong US dollar and 

the depreciation pressures across countries 

requires a re-examination of drivers of exchange 

rates and market disruptions. Emerging 

economies need to ensure robust external 

reserves to address risks to financial stability, as 

well as engage in necessary macroeconomic policy 

adjustments. 

Volatility and uncertainty continue to dominate 

the commodities market. The fall in the value of 

the currencies of various economies is heightening 

food and fuel prices thereby exacerbating the 

prevailing energy and food crises. The prices of 

various commodities commenced moderation 

after peaking in the previous month amid a 

heightened risk of a global recession. Since the 

outbreak of the war in Ukraine, energy prices have 

been quite volatile but have commenced 

moderation after surging by about 60per cent in 

2022.  

Elevated prices of energy commodities that serve 

as inputs to agricultural production have driven up  

 

 

food prices. In the first three quarters of the year, 

food inflation in several regions across the globe 

including the Middle East and North Africa, Sub-

Saharan Africa, and Eastern Europe and Central 

Asia, averaged between 12 percent to 15 percent.  

East Asia and the Pacific are about the only regions 

where food inflation has remained low largely due 

to stability in rice prices which is the region’s 

staple.  

Energy prices are projected to decline by about 11 

percent in 2023. Headwinds however remain 

reduced global investment in fossils, U.S. producer 

discipline and peak shale productivity, Russia 

sanctions, and OPEC+’s willingness to support 

prices. 

 

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 quite 

disproportionate changes 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 realization of a new phase of 

higher prices and slower growth.  
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Equally, a significant slowdown in global output 

with the likelihood of negative output growth 

levels is anticipated, first in Europe and 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 skeptical 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 Q3 2022 is expected to 

remain in its positive region based on the Stanbic 

purchasing managers’ index (PMI) which suggests 

robust private sector growth in the quarter. Figure 

1 indicates that PMI grew from 53.2 in July to 53.7 

in October after a decline in August.  Relative to 

the previous month, September 2022 PMI shows 

a sharp increase in output and new orders at an 

accelerated pace due to rising demand. Producers 

are therefore expected to employ more workers 

and increase their purchasing activities. On the 

aggregate, this would keep output growth on its 

positive path. 

Figure 2: Purchasing Managers Index from July – September 

2022 

 

Source: Stanbic IBTC, 2022 

 

 

 

The dynamics of the real GDP growth rate from Q1 

2020 to Q2 2022 are summarised in the figure 

below. 

 
Figure 3: Real GDP Growth Rate in Nigeria (2020 Q1 – 2022 

Q2) in percent 

 
Source: National Bureau of Statistics (NBS), 2022 

 

Output Growth Outlook 
Amid multiple headwinds including high energy 

prices, large-scale flooding, deteriorating foreign 

exchange rate, infrastructural deficit, structural 

bottlenecks, widening infrastructural deficit, and 

elevated cost of production, output growth is 

expected to remain on its positive path in Q3 and 

Q4 2022. This expectation is anchored on the likely 

expansion of aggregate demand driven by the 

upscale in election-related spending and activities 

ahead of the voting in 2023, as well as festivities-

induced activities and spending in Q4 2022. 
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Price Development 
In line with our forecast in the October 2022 
newsletter, all components of inflation in Nigeria 
maintained their upward trajectories in 
September 2022. Specifically, headline inflation 
rose to 20.77 percent year-on-year, from 20.52 
percent in August 2022, thus bringing inflation to 
its highest level since September 2005.  Headline 
inflation has continued to trend upward since 
February 2022. It rose above its level of 16.63 
percent in September 2021 by 4.14 percentage 
points. However, on a month-on-month basis, 
headline inflation rose by 1.36 percent compared 
to the 1.77 percent increase recorded in the 
previous month, representing a decrease of 0.41 
percent. 
Similarly, the food inflation component rose to 
23.34 percent in September from the 23.12 
percent reported in August 2022, making it the 
highest since October 2005. Also, the core 
inflation component recorded an uptick of 0.4 
percentage points to 17.60 percent from 17.20 
percent in August 2022. The key drivers of core 
inflation in September 2022 were prices of gas, 
liquid fuel, solid fuel, passenger transport by road, 
and solid fuel. 

Figure 4: Year-on-Year Headline, Food and Core Inflation 
(September 2021 – September 2022) in percent 

 

Source: National Bureau of Statistics (NBS), 2022 

 
 
 

 

Price Outlook 
Our forecast showed that inflationary pressure 
would remain heightened in October 2022. 
Inflation would range between 20.93 percent in an 
optimistic scenario to 21.03 percent in a 
pessimistic scenario.  

Table 1: Inflation forecast for October 2022 in Per Cent 

Optimistic Pessimistic 

20.93 21.03 
Source: CAPE Economic Research and Consulting, 2022 

The key drivers of the inflation forecast remained 

food prices, transportation, and the exchange rate 

which contribute 4.61 percent, 0.48 percent, and 

0.32 percent, respectively. 

Figure 5: Driver of Predicted Inflation 

 

Source: CAPE Economic Research and Consulting, 2022 
 

Our analysis showed that the impact of food prices 

on headline inflation moderated in October 2022 

when compared with September 2022, while 

transportation, credit to the core private sector 

and utility prices contribute more to inflation in 

October.   

Other contributing factors to upward inflationary 

pressure is the burgeoning fiscal deficit, election 

spending, the continued impact of the Russian-

Ukraine war, and the effect of monetary 

tightening in advanced economies leading to 

capital outflows and exacerbating import demand 

pass through to exchange rate.  
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Our analysis highlights show that the money 

supply, M1 and M2, and recent moderation in 

crude oil prices have continuously pulled inflation 

down, and this impact is more prevalent in 

September 2022, therefore, indicating the 

effectiveness of monetary policy through banks.   

The effectiveness of the monetary policy rate 

(MPR) in anchoring expectations however waned 

marginally in October compared to September as 

its pull effect on the economy was negligible. The 

negligible impact of MPR is not unexpected, 

Nigeria’s economy is not a credit economy like 

advanced countries such as the U.S. In a credit 

economy, aggregate demand highly relies on 

credit purchases and in turn directly affected by 

interest rates. The hawkish behavior of the CBN in 

increasing MPR has a huge impact on the banks’ 

balance sheets but can hardly affect household 

spending. In addition, the majority of those in the 

informal sectors are still unbanked, therefore 

interest rates increase will hardly affect them.   

 

Implications of Naira Redesign 
Following the announcement of the Central Bank 

of Nigeria’s decision to redesign higher 

denominations of the Naira on the 26th of October 

2022, implications of the decision have become a 

front burner in economic policy discourse in 

Nigeria. The decision was prompted by the 

persistent large-scale hoarding of the naira which 

has resulted in a worrisome situation where over 

80 percent of the currency in circulation is outside 

the banking system. Other concerns that 

motivated the decision include the high cost of 

currency management, increasing the risk of naira 

counterfeiting, and long periods of 

denominations’ existence without redesign, 

among others. The plan is expected to yield 

numerous benefits including the adoption of 

electronic channels of transactions, reduction in 

currency management costs, and discourage 

counterfeiting and other criminal activities. 

However, the policy is not expected to have any  

 

fundamental implications for the value of the 

currency nor is it expected to have any significant 

impact on the economy other than changing the 

color-printing of the currency.  Since the currency 

redesign is not expected to change the status quo 

of the value of the Naira, the decision is a mere 

‘expert judgment’ or discretionary rule rather 

than a policy. This rule is valuable when the 

decision to redesign the currency is strong enough 

to address macroeconomic issues  

Since the announcement of the currency redesign, 

the Naira has traded at historical lows in the 

parallel market moving from about N760/US$1 on 

October 26 to around N900/$1. An 18.42 percent 

fall within the space of 2 weeks and essentially 

widening the margin between the official and the 

parallel market rate to about 68.66 percent. The 

Naira also crashed to a historic low against the 

British Pound Sterling after crossing the symbolic 

N1000 mark at the parallel market. We however 

anticipated a marginal appreciation in the near 

term as policy clarity is achieved. 

Figure 6: Sentiment Analysis of Currency Redesign in Nigeria 

 
Source: CAPE Economic Research and Consulting, 2022 
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At Cape, we conducted a sentiment analysis of the 

CBN Naira redesign policy using tracked 

algorithms on the social media space. Tweets and 

reports regarding the decision of the CBN to 

redesign the currency since October 26, 2022, 

when the announcement was made, were 

extracted and analyzed. Our result indicates a 

sentiment score of -0.43 (ranges between -1, 1) 

thus, implying that the currency redesign decision 

of the CBN has failed to meet people’s 

expectations.  

Fiscal Operations Update 
The Federation Account Allocation Committee 

(FAAC) distributed a total sum of N700.24 billion 

among the three tiers of government for the 

month of October 2022. The amount distributed 

was higher than the N673.14 billion shared in 

September 2022 by N27.1 billion representing an 

increase of 4.03 percent. The breakdown indicates 

that N502.135 billion was from statutory revenue, 

N189.928 billion was from value-added tax (VAT), 

and N8.172 billion came from electronic money 

transfer levy (EMTL). In overall, the increase in the 

amount distributed resulted from the higher 

government revenue driven by higher inflows 

from oil and gas royalties for the month of 

September 2022.  

A further breakdown shows that the Federal 

Government received the sum of N262.64 billion, 

the states received N217.191 billion, and local 

governments received N160.416 billion. 

Derivation funds allocated to oil-producing states 

amounted to N59.992 billion (See Table 2). 

Improved government revenue would increase 

the fiscal space for continuous implementation of 

the 2022 budget. The need to tackle the lingering 

revenue challenge cannot be overemphasized. 

The government needs to do more to boost non-

oil revenue. Hence the Federal Government’s plan 

to introduce more sin taxes and cut down on tax 

incentives in 2023 through the proposed 2022  

 

 

Finance Bill, is a step in the right direction. A sin 

tax is levied on specific goods and services that are 

considered harmful or costly to society. Aside 

from introducing sin taxes, the Federal 

Government plans to phase out tax incentives, 

such as the pioneer tax waiver. 

Table 2: Highlight of FAAC Distribution (N’billion) 

       October September % Change 

Fed. 262.64 259.63 1.16 
State 217.19 222.96 -2.59 

Local 160.42 164.25 -2.33 
Total 700.24 673.14 4.03 

Source: FAAC Office 

Conclusion 
In conclusion, we expect global price pressures to 

subsist and central banks across both advanced 

and emerging economies to maintain a hawkish 

stance. The risk of a financial crisis and economic 

recession in the near term is more elevated in the 

global economy as financial and commodities 

market disruption persists and inflationary 

persists, with significant welfare implications for 

the most vulnerable groups in various societies. 

However economic prospects in Nigeria remain 

resilient but at a moderated level, due to multiple 

headwinds including,  persisting inflationary and 

exchange rate pressures and weak policy 

coordination. 
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