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IN BRIEF

o Headline inflation churned out an unsurprising but dizzying surge to 50.3% year-on-year in
November 2022 from 40.4% in October 2022.

([ Inflation for food, energy and imported items remain the major drivers of domestic price
pressures both on year-on-year and month-on-month bases.

Py The recent decline in the prices of domestic petroleum products amidst a strong recovery of
the Ghanaian Cedi could anchor an inflation peak in December 2022 or January 2023 with a
potential disinflation from 102023.

® Despite the expectation of a near-term peak, we maintain our upside view on the policy rate
potentially terminating at 29.0%, implying a pre-emptive hike of up to 200bps in 102023 to
counter the potential inflation risk from the tax measures in the 2023 budget
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Inflation swings to dizzying heights

Unsurprisingly, Ghana's consumer price inflation churned out
another aggressive increase in November 2022, albeit to a level
we did not envisage. Headline inflation surged to 50.3% year-on-
year in November 2022 from 40.4% in October 2022. On a
month-on-month basis, inflation quickened to 8.6% m/m (vs
2.7% in October 2022), the highest m/m inflation since February
2003.

In our inflation update for October 2022, we anticipated another
strong rise in the consumer price index (CPI) for November after
the GHS plummeted by c.22% in the November CPI window. We
also flagged the surge in petrol (+c.29%) and diesel prices
(+¢.50%) during the same period as a potential source of price
pressures in November 2022. However, the jump of almost 10ppts
in a single month was unimagined and gives us the sense that we
may be seeing the darkest hour of inflation before the dawn of
disinflation.

CHANGES IN GHANA'S CONSUMER PRICE INFLATION
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Sizzling hot import inflation fuelled by GHS
depreciation

In the year to 7 November 2022, the Ghanaian Cedi depreciated
by ¢.57.2%, pushing up the cost of sales for importers with a
staggered impact on consumer prices. Consequently, new
inflation prints continue to show the lagged impact of the year-
long depreciation with inflation for imported items rising to 55.1%
year-on-year (vs 43.7% in October 2022).

The domino effect from the Cedi's depreciation extends from
food inflation (55.3% y/y in November 2022, to utilities (79.1%
y/y), housing (65.7% y/y), and Transport (63.1% y/y).

INFLATION AND EXCHANGE RATE MOVEMENTS

mmm Monetary Policy Rate (%) - RHS

— 0,
160 e USDGHS FX Rate - LHS 60.0%
e Headline Inflation (%) - RHS
120 L 45.0%
80 - 30.0%
. I_ ‘ ‘ ‘ ‘ ‘150%
00 | | : ALAN 0.0%
¥y § § § § § § § § % % %
5 2 F3 82555383

SOURCES: GHANA STATISTICAL SERVICE, BANK OF GHANA,

The Cedi's rebound improves the outlook
with a near-term peak in sight

In the past four weeks, we have observed a strong recovery in the
Ghanaian Cedi with a 38.1% appreciation against the USD since 23
November 2022. This followed the Treasury's confirmation of
domestic debt exchange and the announcement of a staff-level
agreement (SLA) with the IMF for a Fund-supported programme.

During the December 2022 CPI window, the GHS gained 111%
against the USD (vs the 22% depreciation during the November
CPI' window). The Cedi's gain culminated in an average reduction
of ¢.8.0% in ex-pump prices of petrol (GHS 15.41/Itr) and diesel
(GHS 18.86/Itr) in the first fuel pricing window for December.

For the second fuel pricing window in December 2022, we expect
the Cedi's gain post-SLA announcement to exert further
downward pressure on ex-pump prices. This should provide a
tailwind for the inflation outlook as we head into 102023.
Consequently, we believe the recent GHS rally improves the near-
term inflation outlook with a potential peak in December 2022 or
January 2023 while a favourable base effect triggers disinflation
from 102023.

We still perceive upside for the policy rate

Although the GHS recovery improves the outlook for inflation in
addition to a favourable base effect in 2023, we reckon the Bank
of Ghana will sustain the signalling of its commitment to price
stability.

The Central Bank has announced reductions in the Capital
Adequacy Ratio (CAR] for banks participating in the domestic debt
exchange programme to 10% and the Cash Reserve Ratio to 12%.
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We expect these regulatory measures to support GHS liquidity
flow to banks and mitigate the potential squeeze from the
domestic debt operation. This will strengthen the need to sustain
the use of the policy rate to anchor inflation expectations.

Furthermore, the 2023 budget proposed new tax measures to
raise additional fiscal revenue equivalent to 1.35% of GDP. While
these tax measures will support fiscal consolidation, we perceive
a resultant upside risk to inflation as consumers bear the tax
burden. Consequently, we expect the Central Bank to deliver a

pre-emptive rate hike of up to 200bps in 102023 to peg the
terminal policy rate at 29.0%.

INFLATION AND INTEREST RATE TREND
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