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Inflation Reverses Course, Climbing to 42.2% y/y in May -2023 as the Price Effects Figure 1: Dynamics of headline inflation
of the New Revenue Measures Outweigh the Pull Factors

Headline Inflation Rate (%)
After four consecutive months of disinflation, inflation reversed course in May-2023, Food Inflation (%)

climbing by 100bps to 42.2% y/y. While the outturn beats our expectation of a
marginal decling, it is not entirely a surprise as it appears the upward price pressures
from the second-round effects of utility tariff hikes and the 2.5% increase in the VAT
and the rollout of the three revenue measures from May 1, 2023 (which we flagged
in our Apr-23 report) outweighed the pull factors, underscoring the marginal climb.
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We note a sharp increase in food inflation for the May-2023 data window to 51.8% 25%
y/y (+3.1% from Apr-23), sustaining the inflationary pressure from the food basket.
While the heavily weighted non-food inflation eased again to 34.6% y/y (-80bps from

Apr-23), the pace of decline slowed markedly, reflecting the dominant upside — -ﬁ‘a‘wt#— —_———— ——

pressures to inflation in the near term. More significantly, the month-on-month 59 |Tmm S e e e e e e e e e e e e

(m/m) headline, food and non-food inflation prints quickened to 4.8% (+2.4% from % i % g i § % ﬁ § E i § E § % § i E § § %

Apr-23), 6.2% (+1.9% from Apr-23) and 3.5% (+2.8% from Apr-23), respectively. Put 8283268283208 ¢&3288¢2 %

into context, the m/m inflation numbers for May-2023 are near their all-time highs,

with the May-23 prints continuing the run of two consecutive months of increase in Source: GCB Capital Research | Ghana Statistical Service | Bank of Ghana

m/m inflation after recording deflation of 1.2%, 0.9% and 1.5% in Mar-23 across the

headline, food and non-food inflation, respectively. Figure 2: Inflation and the Monetary Policy Stance

We believe this trend reflects the simmering price pressures from the direct and

lagged impact of revenue interventions rolled out thus far in 2023. Thus, while the 0%

cost pressures from ex-pump fuel prices and Cedi depreciation continue to wane,

the price impact of the tariff adjustments and revenue interventions appear to have 50% = Nominal Monetary Policy Rate

weighed heavily on the more price-inelastic food basket, with the food and non- Headline Inflation

alcoholic beverages division accounting for 52.4% of the May 2023 inflation print 40%

(the highest contribution in recent months). Tea and related products, fish and other

seafood, cereal and cereal products, milk and other dairy products, sugar and 30%

confectioneries and fruit and vegetable juices were among the main drivers of food

inflation, recording higher inflation rates than the national average. 20%

Analysis of the Inflation and Implications for Interest Rates and Monetary Policy 10%

The shock to the disinflation trend is temporal: We expect the second-round effects

and the lagged impact of the revenue and tariff measures and the upward 0% O o o o Hd o9 9 N N N N N N @0 o

adjustments to utility tariff (water, electricity, and gas) for Q2 2023, which took E % g ::: :3'0 E E % E Z:: go E ; % g
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effect from June 1, 2023, to result in another marginal increase in headline inflation
for June and potentially July 2023. However, we expect inflation to resume a decline . . i
thereafter, supported by favourable base drift and easing price pressures from the Figure 3: Month-on-Month disinflation trend stalls,
primary drivers of inflation. Additionally, we expect the official start of the IMF reflecting the impact of new revenue measures.
programme to tighten fiscal and monetary controls, with the memorandum on Zero

Central Bank deficit financing and the continued tight monetary policy stance 12%

particularly important in sustaining disinflation and anchoring inflation expectations
lower. However, the price effects of the new revenue measures and tariff
adjustments could simmer on for a while longer before steadily easing out, 8%
potentially moderating the pace of disinflation in 2H22.
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M/M Inflation

6%
Implications for monetary policy: We do not envisage an immediate hike in the
policy rate due to the near-term risks to inflation, as the underlying inflationary 4%
pressures have declined broadly with headline inflation thus far. The predictable 2%
path of petroleum prices, the relative stability of the Cedi and the easing pressures
from the other sources of inflation suggest that the "noise" in general prices may be 0%
more prevalent on the headline number rather than core inflation. Thus, the tighter
fiscal and monetary controls under the IMF programme should adequately anchor
the disinflation process, particularly as the balance of risk weighs heavily on near- 4%
term growth. However, interest rates could remain elevated in the near term due to
heightened uncertainty and the high appetite for short-term funds.
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This investor note has been prepared by the GCB Capital Research Team solely for information purposes and does not constitute any legally binding
obligations on GCB. Any views expressed are those of the Research Department. Any views and commentary in this investor note are short term views
of the GCB Capital Research team from which it originates and are not a personal recommendation and do not consider whether any product or
transaction is suitable for any investor.

Whilst the information provided in this document has been prepared by GCB Capital Research Team based on or by reference to sources, materials
that GCB Capital Limited believe are reliably accurate, CGB Capital does not guarantee its completeness or accuracy. The message is for information
purposes only as of the date hereof and are subject to change. It is not a recommendation, advice, offer or solicit the reader to buy or sell a product
or service. We do not accept any liability for losses (direct or consequential) which may arise from making use of this note or its contents or reliance
on the information contained herein.

All opinions and estimates are given as of the date hereof and are subject to change. GCB Capital Limited is not obliged to inform readers of any such
change to such opinions or estimates. This document does not purport to contain all the information that you may desire. In all cases, interested
parties should conduct their own investigations and analysis of the transaction described in the document and of the data set forth in the document.
It is recommended for interested parties to check that the information provided is in line with their own circumstances about any legal, regulatory, tax
or other specialist or technical advice or services, if necessary, with the help of a professional advisor. This document is confidential and may not be
reproduced or distributed in whole or in part without the prior written permission of GCB Capital Limited.
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