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IN BRIEF

Annual inflation declined for the second consecutive month to 52.8% in February 2023, albeit
in dribs and drabs over the past two months.

The decline in the year-on-year inflation was aided by moderation in price pressures for food
items, although this was partly offset by an uptick in transport inflation in the month under
review.

We view the stable Cediin recent weeks as favourable for lower energy prices with a potential
to cap the upside scope for transport inflation and trigger a downturn in non-food inflation in
the near-term.

We also expect the benefit of a higher base effect to kickstart in March 2023 and intensify
over the next B-months. Consequently, we perceive scope for a faster decline in headline
inflation over the next few months, potentially dropping below 50% in March 2023 and
towards the high-30% area by mid-year.
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Transport inflation dulls the impact of easing
food price pressures

Annual inflation declined for the second consecutive month, in
February 2023, albeit in dribs and drabs over the past two
months. Headline inflation ticked lower by 80bps to 52.8% y/y in
February 2023, slightly above the market consensus forecast of
52.2%. The decline in the year-on-year inflation was aided by
moderation in price pressures for food items, although this was
partly offset by an uptick in transport inflation in the month under
review.

Food inflation slowed by 190bps to 59.1% y/y in February 2023,
weighed down by declines in inflation for heavily-weighted items
such as fish & other seafoods (611% | -620bps), vegetables &
tubbers (33.8% | -70bps) and ready-made food (63.3% | -40bps).
Non-food inflation was unchanged at 47.9%y/y in February 2023
as a 150bps increase in transport inflation (70.3%) was offset by a
similar decline in inflation for utilities to 69.6%.

On a month-on-month basis, inflation inched up 20bps to 1.9% in
February 2023 as transport inflation quickened to 2.4% m/m to
sharply reverse the negative print in January 2023.

We believe the rise in both year-on-year and month-on-month
transport inflation was occasioned by the hike in petrol price in
the February 2023 CPI data window. During the CPI data window,
the price of petrol increased by 17.3% to GHS 15.25/litre (+98.4%
y/yl, elevating commercial and private transport costs over the
period.

DISAGGREGATED CONSUMER PRICE INFLATION
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The recent FX stability bodes well for sustained
decline in inflation

The Ghanaian Cedi has enjoyed consistent improvements in its
performance against the US Dollar in recent weeks, following the

20.6% depreciation endured in January 2023. In February 2023,
the Cedi weakened modestly by 1.9% on the BOG reference rate
and 6.0% on the retail FX rate. The Cedi's performance markedly
improved in the first 2-weeks of March 2023, remaining flat on
the BOG reference rate and appreciating by 4.3% month-to-date
on the retail rate.

Qverall, the Ghanaian Cedi appears more stable in recent weeks,
moving within a tight band and capping price expectations of
investors, businesses and consumers. As a result, we observed a
marginal decline in inflation for both imported items (62.3% I -
20bps]) and locally produced goods (49.0% | -100bps) in February
2023. We expect continued stability of the Ghanaian Cedi to
sustain the downward pressure on inflation for imported items,
which currently stands at 1.3x inflation for locally produced goods.

Furthermore, we view the stable Cedi as favourable for lower
energy prices with a potential to cap the upside scope for
transport inflation and trigger a downturn in non-food inflation.
After declining by 200bps in January 2023 on the back of lower
transport inflation, non-food inflation remained unchanged at
47.9% in February 2023 as transport inflation ticked higher. So
far, we observed a 7.3% decline in ex-pump price of petrol to GHS
13.8/litre on the back of favourable global prices and a better FX
outturn. This should deepen the downward pressure on non-food
and headline inflation rates, albeit mindful of the upside risk from
the utility tariff hikes implemented in early February 2023.

EXCHANGE RATE AND PETROLEUM PRICE DYNAMICS
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A favourable base effect should kickstart in the
near-term

After a year of Russia’s invasion of Ukraine and the initial price
shocks, we believe the spill over effects have completely decayed
and we are set to observe the impact of a higher base effect from
last year. We expect the benefit of a higher base effect to kickstart




Ghana | Macroeconomic update | Inflation | Insights

with the inflation print for March 2023 and intensify over the next
B-months.

Consequently, we perceive scope for a faster decline in headline
inflation over the next few months, potentially dropping below
50% in March 2023 and towards the high-30% area by mid-year.

On a cautious note, the expected passage of the Growth and
sustainability Levy Bill will broaden the scope of taxpaying entities
and pose a modest upside risk to inflation. Additionally, we believe
the consideration by Ghanaian authorities to re-introduce road
toll fees with a possible average increase of 88% could elevate
the upside risk to transport and non-food inflation. However, we
remain confident that the downward pressure from a favourable
base effect in 202023 will be too strong for any policy-induced
upward pressure in the near-term.

Consequently, we expect a sharper decline in headline inflation to
49.7% in March 2023 as lower energy prices and food inflation
offsets any lagged upward pressure from the utility tariff hike in
February 2023.
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