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Egypt / Inflation December 2020 reading

Below End-of-Year Target

Mona Bedeir Driven by the deceleration in food inflation, annual headline inflation
Senior Economist eased for the first time in three months. Annual urban headline fell to
T +202 3300 5722 5.4% in December, down from 5.7% in November, ending 2020 at average
mbedeir@eqy.primeqroup.orq inflation of 5.1%. The average inflation level in Q4 2020 came in line with

expectations, registering 5.2%, below the Central Bank of Egypt's (CBE)
target range of 9% + 3% in Q4 2020. Thus, the CBE modified its target to 7%
+ 2%, given the subdued demand-driven inflationary pressures and stable
food prices. On a monthly basis, inflation eased further to -0.4% in
December, down from +0.8% in November and +1.8% in October.

On an annual basis, favorable base-year effect and food prices drove
inflation to fall. Food inflation dropped to 2.8% in December from 3.7% in
November. This muted the contribution of the F&B basket to the headline
figure down to 0.84% vs. 1.1% in November. The fall in food inflation was
driven by seasonality factors affecting some of the vegetable crops, which
drove vegetable inflation to fall from +23.3% y/y in November to +11% y/y
in December. Besides, poultry inflation declined to +2.1% y/y vs. +4.2% y/y
in November. Meanwhile, non-food inflation is still hovering around 7%,
dominated by the contribution of education, housing and utilities, and
medical care baskets.

On a monthly basis, food prices dropped by 1.3% in December vs. an
increase of 2.7% in November; thus its contribution to monthly
inflation plunged to -0.4%. Monthly food inflation was driven mainly by
the significant fall in the prices of vegetables (-9.9% in December vs. +23.4%
in November), while non-food inflation eased to -0.1% m/m, down from
+0.1% in November.

We believe the CBE may opt to resume its easing cycle early 2021 (in
February and March meetings) given subsided inflationary pressures
and a stable Egyptian pound. The Monetary Policy Committee (MPC) of
the CBE will head into its first meeting of the year on 4 February with ample
room to resume its easing cycle. The decision will depend, inter alia, on the
development of pandemic trajectory on the ground, the outbreak-driven
global headwinds, and domestic growth dynamics. That said, we will release
our expectations prior to each meeting depending on the flow of data.

Chart 1: Inflation expectations remain within the CBE's new targets
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Source: CAPMAS, Prime Research.
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Disclaimer

Information included in this report has no regard to specific investment objectives, financial situation, advices or particular needs of the report users whether
they received them directly or through any research pool and other specialized websites. The report is published for information purposes only and isnot to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Unless specifically stated otherwise, all price information is only
considered asindicator. No express or implied representation or guarantee is provided with respect to completeness, accuracy or reliability of information
included in this report. Past performance is not necessarily an indication of future results. Fluctuation of foreign currency rates of exchange may adversely affect
the value, price, orincome of any products mentioned in this report. Information included in this report should not be regarded by report users as a substitute
for the exercise of their own due diligence and analysis based on own assessmentand judgment criteria. Any opinions given are subject to change without
notice and may significantly differ or be contrary to opinions expressed by other Prime business areas as a result of using different assumptions and criteria.
Prime Group isunder no obligation responsible to update or keep current the information contained herein. Prime Group, its directors, officers, employees or
clients may have or have had interests or long or short positions in the securities and/or currencies referred to herein, and may at any time make purchases
and/or sales in them as principal or agent. Prime Group, its related entities, directors, employees, and agents accept no liability whatsoever for any loss or damage
of any kind arising from the use of all or part of these information included in this report whether it is received directly or through research pools and other
specialized websites. Certain laws and regulations impose liabilities which cannot be disclaimed. This disclaimer shall, in no way, constitute a waiver or limitation
of any rights a person may have under such laws and/or regulations. Furthermore, Prime Group or any of the group companies may have or have had a
relationship with or may provide or have provided other services, within its objectivesto the relevant companies
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