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Inflation Eased but Stage Still Set for a Pick-Up

Mona Bedeir Annual urban headline inflation remained almost flat on an annual
Chief Economist basis, thanks to the favorable base effect: Annual urban headline inflation
T +202 3300 5722 fell to 4.1% in April 2021 from 4.5% in March 2021 and remained below the

lower band of the Central Bank of Egypt's (CBE) target range of 7% + 2%.
The fall was mainly driven by the favorable base-year factors that pushed
food inflation to fall in April by 0.2% vs. a +1.1% increase in March. The
contribution of non-food inflation remained stable at around +6% y/y in
April. Annual inflation in April was mainly driven by the contribution of
education, housing utility, and transportation baskets, as their total
contribution accounted to 2.5% of the headline figure.

mbedeir@egy.primegroup.org

The seasonality effect and the surge in global commodity prices are
more significant on monthly readings: The effect of Ramadan and Eid
season is still significant on a monthly basis. Monthly inflation increased to
+0.9% m/m in April, up from +0.6% m/m in March and compared to +0.2%
in February, mainly due to the significant increase in the contribution of the
food basket. Monthly food inflation increased to +2.28% m/m in April, up
from 2.23% in March; yet, it is still below the +2.7% m/m inflation level
recorded in November 2020. Inflation readings are still in line with our
expectation, indicating that the material demand-driven forces are still
muted and will likely remain so. Yet, inflationary pressures are accumulated
due to the ongoing surge in global commodity prices. According to the
April PMI reading, most firms faced weak new orders at a time where price
pressures began to accelerate as input costs were elevated at the quickest
rate, driven by supply shortages and rising global prices.

The easing cycle is not going to be resumed any time soon; the CBE to
leave its benchmark rate unchanged in the June meeting: Commodity
prices have picked up strongly since mid-2020 and early 2021. Agricultural
commodity prices are already 33% higher since mid-2020 and close to the
peak levels of 2011 and 2014. This price spike started to fuel cost-driven
inflation, especially in core food items. Moreover, the faster rebound in the
U.S. will also set the stage for inflation to pick up and the Fed to tightening
its policy. Thus, we believe the CBE will likely keep its benchmark rate on
hold, at least in the upcoming two meetings in June and August

Chart 1: Monthly contribution in inflation by basket
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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 is not 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 as indicator. 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, or income 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 assessment and 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 is under 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 objectives to the relevant companies.
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