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Egypt / Inflation September 2021 reading

Walking a Tightrope

Mona Bedeir Annual urban headline inflation is still gaining momentum from
Chief Economist volatile food items, reaching its highest since January 2020. Coming
T +202 3300 5722 above our expectation of +6.2%, annual headline inflation accelerated to

+6.6% y/y in September 2021 (vs. +5.7% y/y in August 2021). Despite the
surge, we have reasons to believe that inflation expectations are still
anchored around the CBE's target and no policy shift is expected soon:

1) Inflation readings are still within the CBE’s target of 7% * 2%, even
though total republic inflation exceeded the CBE's mid point to +8% y/y.

2) The rise in headline inflation readings is the result of the
unfavorable base-year effect and volatile food inflation. Food
inflation surged to +10.6% y/y in September—the highest level since
June 2019 (vs. +6.6% y/y in August), due to significant increases in
inflation of vegetables and poultry to +32.5% y/y and +11.3% y/y in
September (vs. +11.2% y/y and +7.2% y/y in August), respectively.

3) Non-food inflation fell for the second month in a row to +4.8% y/y
(vs. +5.2% y/y in August).

mbedeir@egy.primegroup.org

Monthly headline inflation accelerated to its highest level in more than
two years in September, reaching +1.1% m/m (vs. +0.1% m/m in August).
This was mainly driven by food prices that accelerated by +3.5% m/m in
September (vs. 0.0% m/m in August). Food inflation was also mainly driven
by inflation of vegetables and poultry of +21.2% m/m and +2.2% m/m (vs.
+4.3% m/m and -2.9% m/m in August), respectively. Meanwhile, monthly
non-food inflation remained flat at +0.1% m/m in September.

Inflation drivers are still temporary, and real underlying inflation
pressures are still weak, but uncertainty driven by global headwinds is
clouding the outlook. Despite accumulating global headwinds on the
inflation outlook, we see headline inflation still driven by temporary factors
which we expect to lift the October reading due to the back-to-school
season and the recent fuel price increases. While we expect the favorable
base-year effect in Q4 2021 to ease pressures on the annual readings, the
balance of risks is tilted upward through mid-2022. Thus, we see the CBE
walking a tightrope: the need to continue supporting the recovery on one
hand and the fast reaction to the de-anchoring drivers of inflation on the
other hand. Hence, we do not expect a policy change anytime soon.

Chart 1: Inflation’s underlying dynamics are still weak, and food is
driving inflation to accelerate in 2021

Annual Non-Food Inflation

Annual Food Inflation

15%
10% /
~—

5% —_—

0%

-5%

-10%
DO DD O0OO0OO00O00000O0O0O0 — +—— — — — — — —
TS T gl gl aral ol gl ol gl ql Gl i ol ol ol
DOQt >V CcaOsLLS >xcS OoQd 2YCcOss>cs 0oa
S0 R 09 c 0ol om5S5250RR00c 08 2xs5235o0
w00 zZzo~uL>S<s S w00 zZzo-~uL>S<s = %)

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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