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1.0 Overview of Developments in the Third Quarter, 2011
2 Global growth is forecast to regain some momentum during the second half of 2011. Real GDP growth in the

adyanced economies is expected to rebound. Growth is expected to remain elevated in emerging Asia, notably in China
and India, followed by sub-Saharan Africa.”

Global economic growth over the 11-month period has weakened and become more
uneven as the sovereign debt crises affecting the Euro-zone area threatens to engulf
more countries. Against this backdrop, progress in rebuilding macroeconomic buffers
after the financial crises has slowed in most Low Income Countries’ (LICs). There is
currently a real risk of downturn in global economic recovery, commodity price shocks
and high food prices.

The outlook for the global economy continues to be uncertain with weak growth and
declining consumer confidence. There is continuing anxiety regarding the sovereign
debt problem in the Euro zone and together with the slower-than expected growth in

the U.S., these have intensified downside risks to global recovery.

Growth in emerging and developing economies was fairly robust. In Sub-Saharan
Africa, economic growth was supported by increased exports and relatively stable

financial systems.

High levels of unemployment and slow economic recovery contributed to the decline
of headline inflation in major advanced economies. However, inflation was a major
concern for emerging and developing countries in the early part of the year, due
largely to rising commodity prices, especially in food and fuel. After initially rising
steeply, commodity prices have since been on a downward path. Consequently,
inflation levels have eased in some emerging and developing countries.




On the domestic economy, the following conditions were observed:

Since the meeting in October 2011, the Ghana Statistical Service has released two
inflation reports. The rate of inflation which settled at 8.4 percent at the end of the third
quarter marginally increased to 8.6 percent in November 2011.

Inflation remained within single-digits during the year. From 9.1 per cent in January, it
declined to 8.4 per cent at the end of the third quarter but has since inched up to 8.6 per
cent in November. Food Inflation which stood at 4.8 per cent in January 2011 declined
to 4.4 per cent by the end of November 2011. Similarly, non-food inflation fell from 11.8
per cent to 11.1 per cent over the same period.

Core inflation, which measures underlying inflation, dropped from 8.1 per cent in January
2011 to 7.5 per cent in June 2011, but has increased to 7.9 per cent in November 2011.

The latest Consumer Confidence Survey, conducted by the Bank of Ghana in November
2011, showed a decline in the index from 103.6 in September to 99.3. Factors cited by
respondents for the decline in confidence include the uptick in inflation and pressures on
the Cedi.

The Bank of Ghana’s Composite Index of Economic Activity (CIEA) indicates continued
momentum in economic activity. The CIEA recorded a 6.4 per cent growth between
August and October 2011. On a year-on-year basis, the CIEA posted a growth of 18 per
cent. The increase was reflected in growth in all the indicators of the Index.

Provisional data on the implementation of the government budget indicates that total
revenue and grants for January to November 2011 increased to GH¢9.3 billion from the
GH¢6.4 billion recorded for the same period in 2010. Also, total expenditure (excluding
foreign financed capital expenditure) for the first eleven months of 2011 amounted to
GH¢11.5 billion compared to GH¢8.2 billion a year ago.

Fiscal operations during the period, therefore, resulted in a narrow budget deficit of
GH¢2.2 billion. The deficit, together with a net foreign loan repayment of GH¢132.7
million, was financed by a net domestic borrowing of GH¢2.4 billion.



e Total merchandise exports increased to US$11.8 billion in 2011, representing a growth
of 64.7 per cent over the value for the same period in 2010. The strong export growth
was driven by gold and cocoa beans with a boost from crude oil. Also, total merchandise
imports since the beginning of 2011 amounted to US$14.4 billion, representing an
annual growth of 49.9 per cent. The resulting balance of trade data therefore, shows a
provisional deficit of US$2.6 billion for the first eleven months of 2011 compared with
US$2.4 billion for the corresponding period in 2010.

e Developments in the nominal bilateral exchange rates of the cedi to the US dollar
showed increased depreciation. In the year to November 2011, the cedi depreciated by
4.5 per cent against the US dollar, compared with a depreciation of 0.6 per cent in
November 2010. In trade weighted terms, a real effective depreciation of 2.3 per cent
was recorded in November 2011, compared to an appreciation of 1.5 per cent in the
corresponding period of 2010.

2.0 Inflation Developments through November 2011

“Price developments in the domestic economy indicate that the consumer price index has changed very little in the past
three months to November 2011

Annual CPI inflation for November 2011 was 8.55 per cent, down marginally from 8.56
per cent in October 2011. The November inflation outturn was 0.53 percentage points
lower than that of the corresponding period in 2010. The principal factors that have
supported stable inflation conditions include stable exchange rate and favourable food
supply conditions. However, there has been a reversal in the declining trend in food
inflation starting from February 2011. Food inflation has subsequently increased to 4.41
per cent in November 2011, up from 4.03 per cent in October 2011. The food inflation in
November 2011 was however, far lower compared to the 5.32 per cent recorded for the
same period in 2010. The Non-Food inflation on the other hand, dropped marginally by
0.24 percentage point to 11.08 per cent in November 2011. It also compares favourably
with 11.5 per cent recorded in the corresponding period a year ago.

The monthly inflation rate picked up marginally in November 2011. The overall monthly
inflation inched up to 0.46 per cent in November 2011 from -0.8 per cent in June. The
November 2011 monthly inflation compares favourably with 1.01 monthly inflation
recorded in a similar period a year ago.



CPI Inflation Vs Core Inflation Developments in the sub-groups of

st the consumer basket produced

—— Core Inflation: Adj for Utiity and Energy Prices

mixed outcomes in November 2011.

While  Fruit and vegetables

including potatoes and others sub

groups’ inflation eased to drive

down the overall inflation, inflation

in the remaining sub groups picked

up significantly.

3.0 The Outlook and Assessment of Risks to CPI Inflation

The risks to inflation seem fairly balanced at this stage. All the macroeconomic indicators seem to be pointing in the right
direction and the expectations are that this will continue, keeping inflation fairly stable.

Inflation forecast from the beginning of the year suggested a relatively stable inflation
profile for both the first and the second half of the year. Forecasts indicate that end year
inflation target of 8.7 percent is likely to be achieved. However looking forward to 2012,
there are both upside and downside risks to inflation. An examination of the key
macroeconomic fundamentals show that most of the indicators do not show any

significant deviation that signify the emergence of inflationary pressures (see table 1).

Table 1: Ghana : Key Economic Indicators

In million GHC (unless otherwise stated)
Dec-09 Dec-10 Feb-11 - - - - Oct-11 Nov-11

1 Inflation (per cent)
CPI Year-on-Year 16.0 92
CPL Yearly Average 193 7 5 108
CPL Month-to-Month 16 2. 1.6

2 Crude Oil Prices ( § per barrel) 722 78.3 115.7

5 Interest Rates
Monetary Policy Rate 180 135
91 - day T Bill Rate 23.7 2.3 22 1211 2. 2 . 9.4
182 - day T-Bill Rate 265 27 125 125 10.7 10.1

6 Exchange Rate (GHC/US3) 1.4284 1.4937 1.5021 1.5064 15104
Year to Date Depreciation(-)/ Appreciation(+) -15.0 3 E 13 19 16 19 22 2 24 32

7 Money Supply (M2+) 10,2409 13,808.1 14,4683 148174 14,8467 15.202.1 15,3888 15,851.2 169291
Growth (yr-on-yr) 250 353 355 401 394 402 421 419 381

& Gross Reserves (US$m) 3,671 48255 45036 48830 47045 47649 45020 45947
Months of Impott Cover 5.0 57 3 58 55 58 57 57 3 35 35

5 Total Debt 132582 1 18,296.8 18,3535 198201 201299 23119 222459 227708
Domestic 61050 £,839.6 £.839.6 9,606.6 9.998.9 113881 11,4321 115620
External (US$m) 5,007.9 6,439.2 6,681.9 6,749.1 6,745.9 72324 74051 75136

Total debt % of GDP 36.0 37, 317 325 332 347 35.4 418 417 426

10 Fiscal (Narrow Defn)
Balance -2,056.2% -287.7 N -35.5
Cumulative - 6 -701. -1,287.8
% of GDP <95 - 2 -0.3 -15 -1 -25 -1.2 -2 -2 -24
NDF 1.0421 - -15. 5.2 376. 7. 1043
Cumulative 570. 1,329.8

Notes
*Based on revised aversge monthly imports of goods and services for 2012
<% Broad Budget Balance




The table point to the following:

A stable Inflation profile observed in 2011 up to November 2011

A rise in the average price of crude oil from US$78.3 per barrel in December
2010 to US$110.6 as at November 2011

A decline in interest rate ( 91-day Treasury Bill) from 12.3 percent in December
2010 to 9.3 percent by November 2011

An acceleration in the rate of depreciation of the currency; from 1.8 percent to 4.3
percent by November 2011

A slight increase in money supply growth from 34.5 percent at the beginning of
the year to 38.1 percent by October 2011

A slight build-up in reserves from US$4.7 billion to US$4.8 billion

A provisional overall fiscal deficit of 4.2 percent of GDP for November 2011
compared with a deficit of 6.8 percent attained in 2010

While general macroeconomic conditions look favourable, there are however certain

risks that are beginning to emerge which could affect the profile in the short-to-medium

term. Both upside and downside risks to inflation exists.

The upside risks include the following:

The Exchange rate volatility observed in the fourth quarter of 2011 and its impact
on pricing behaviour of economic agents over the horizon. Taking the lagged
impact effect of exchange rate movements and impact on prices, the impact
effect is expected to be felt in prices by the end of the second quarter of 2012.

There was also some risks emerging from the Balance of Payments. Indications
from the foreign exchange market suggested increased demand for oil and non-
oil imports. This indication meant that the Balance of Payments was expected to
deteriorate in 2011 and exert further pressures on the exchange rate.

At the last MPC meeting in October 2011 MPC the indication was that given the
trends in the international price movements of crude oil, domestic petroleum
prices were bound to increase. A maximum increase of 25 percent in petroleum
prices was factored in the analysis. This was also a potential source of
inflationary pressure in the outlook given the historical impact of such increases.



The pass-through effect to transportation costs, food prices and non-food prices
is expected down the line in the first half of 2012.

o Wage pressures is also a source of concern in the outlook. In October 2011, it
was observed that organised labour were beginning to agitate to pay increases.
The fact that the economy was entering into another phase of the business cycle
in 2012 meant that these agitations would intensify in 2012. In addition, the full
execution of the arrears clearance and the single spine pay policy are all
expected at add up to aggregate demand pressures in the outlook.

. The surge in monetary aggregates also posed some concern in the outlook.
Money supply growth was as high as 38 percent in November 2011 driven mainly
by increases in the Net Foreign Asset of the Bank of Ghana. While the
explanatory role of money and its impact on inflation may have diminished in the
economy, its role still matters as far as the inflation-growth nexus in the economy

is concerned.

. Businesses inflation expectations are becoming dislodged. Recent surveys show
that businesses expect inflation to rise in the next year. This may influence the
pricing behaviour of businesses in the months affect and could affect inflation

o Most Forecasts show the world economy heading for a slowdown in 2012. The
impact of the slowdown in the world economy will have implications for
commodity prices and result in worsened terms of trade conditions. From the
fiscal point of view revenue from cocoa, gold and oil will drop and this will also

exert some pressure on the fiscal.

The downside risks could come from the following sources:

o As crude oil prices drop in response to the slowdown in the world economy the
potential for domestic petroleum prices to fall exists. When passed on, CPI

inflation could ease down somewhat.



o With weakness in the world economy, the projections show that foreign inflation
is likely to fall in 2012 and 2013. The potential to import low inflation is a source

of downside risk in the outlook.

. While Domestic VAT collections have increased in the first 10-months of the year,
an analysis of the data shows that growth is below trend and remains slightly
weak. Trends in Domestic VAT collections are used to serve as a proxy for
measuring and gauging aggregate demand pressures. The fact that current
trends are below trend implies weak aggregate demand condition, a situation that
could help weigh down on inflation in the outlook if the current trends (negative

gap) continues

In summary, while upside risks and downside factors to inflation exist, the outlook
suggests that in 2012 there will be an interplay of these forces acting together to
determine the outturn of inflation and growth. Although the indications suggest that the
headwinds are for an upward trajectory in the inflation profile, the expected rise in
inflation will not be significant enough to go beyond the upper band limit of 10.7 percent.

4.0 Conclusions

Ghana’s provisional GDP growth was estimated to have improved from 7.7 per cent in
2010 to an estimated 13.6 per cent in 2011 on account of oil production. Inflation and
inflationary expectations have however been firmly anchored while monetary growth
over the review period have also edged up slightly. The external sector performance has
been relatively strong underpinned by a vibrant exports sector. At the end of November
2011, Gross International Reserves was estimated at US$4,845.8 million, enough to
cover 2.9 months of imports of goods and services.

The rate of Inflation for 2011 has remained relatively stable since the beginning of the
year through to the fourth quarter. However, there are signs of emerging risks to inflation
which would have to be managed in the ensuing months. Looking ahead and factoring in
all the upside and downside risks to inflation and growth, economic conditions are
expected to remain stable.



Annexures:

A.1. 1 Developments in Headline Inflation

Table 1: Overall Inflation, Food Inflation and Non-Food Inflation

Dec-09 Dec-10 Mar-11 Jun-11

Jul-11 Aug-11 Sep-11 Oct-11 Nov-11

Overall Inflation Rates 16.0 8.6 9.1 8.6 8.4 8.4 8.4 8.6 8.6
Food Inflation 11.8 4.5 4.7 2.8 3.3 3.8 3.7 4.0 4.4
Non-Food Inflation 18.8 11.2 12.0 12.4 11.8 11.4 11.3 11.3 111
Al1.2 Monthly Price Developments in the Overall Consumer Price Index
All - Items Consumer Price Index:
Monthly Price Movements (2007-2011)
Year Jan Feb Mar Q1 Apr May June Q2 Jul Aug  Sept | Q3 Oct Nov Dec Q4 Annual
Avg. Avg. Avg. Avg. Average
2007 11 1.2 1.3 (12| 15 1.8 0.7 1.4 12 02 -02| 04| -02 1.6 1.8 11 1.0
2008 1.2 1.6 1.8 [ 15| 29 3.2 21 2.7 11 00 -04|02]| -07 1.7 24 |12 1.4
2009 2.6 2.0 20 |22 29 2.8 2.6 28 09 -07 -15(-04| -09 0.8 1.6 05 1.3
2010 1.6 1.5 1.1 [ 14| 14 1.9 1.6 1.6 08  -07 -15([-05| -1.0 0.5 1.1 | 0.2 0.7
2011 21 1.6 1.1 [ 16| 13 1.8 1.3 1.5 06 -07 -15|[-05| -0.8 0.5 NA  -0.2 0.7
A1l.3 Monthly Price Developments in the Food Price Index
Food Price Index
Monthly Price Movements (2007-2011)
Year Jan Feb Mar| Q1 Apr May  June Q2 Jul Aug  Sept Q3 Oct Nov Dec| Q4 Annual
Avg. Avg. Avg. Avg. Average
2007 14 2.3 07 1.5 23 28 07 19 10 11 -15 -0.5 11 1.0 15 0.5 0.8
2008 15 29 23] 2.2 25 52 23 33 08 10 19 -0.7 28 18 23| 04 1.3
2009 3.9 25 19| 2.7 3.2 34 09 25 05 13 36| -15 2.2 0.7 18] 0.4 1.0
2010 13 1.6 11 1.3 1.7 23 23 24| 02 18 33| -1.6 2.2 0.5 1.0[ -0.2 0.4
2011 1.6 1.4 1.2| 1.4 1.2 20 11 15 07 -13 34| -1.3] -19 0.8 -0.6) 0.3




Al.4 Monthly Price Developments in the Non-Food Price Index

Non-Food Price Index

Monthly Price Movements (2007-2011)

Year Jan Feb Mar| Q1 Apr May  June Q2| Jul  Auwg  Sept Q3 Oct Nov Dec|/ Q4| Annual
Avg. Avg. Avg. Avg.| Average

2007 0.9 0.4 1L7{ 1.0 1.0 11 0.8 0.9 13 11 0.7 1.0 0.5 2.0 200 15 11

2008 0.9 0.7 15[ 1.0 3.2 17 1.9 23 1.3 0.7 07/ 09 0.9 1.7 25 1.7 1.5

2009 18 1.7 200 1.8 2.7 24 39 3.0 12 03 007 03 0.1 08 15 0.7 1.5

2010 18 1.5 1.2 15 1.2 16 11 13( 12 00 03 05 -0.2 0.5 1.2[ 05 0.9

r
2011 23 1.7 1.0 1.7 1.4 1.6 14 14 06 03 -4 00 0.1 0.3 0.1 0.9

A1.5 Trends in the Core Measures of Inflation

Ghana: Measures of Core Inflation

Dec-07| Dec-08 Dec-09 Mar-10  Jun-10| Sept-10 Dec-10 Mar-11 June-11 July-11 Aug-11 Sept-11| Oct-11 Nov-11
Headline Inflation 12.7 18.1 16.0 13.3 9.5 9.4 8.6 9.1 8.6 8.4 8.4 8.4 8.6 8.6
Core 1: Inflation excl Energy and Utility 9.4 13.9 16.2 12.9 9.7 8.8 8.0 8.2 7.5 7.8 7.8 7.7 7.9 7.9
Core 2: Inflation excl Energy and Utility
and Volatile Food Items 10.3 12.9 13.2 11.3 10.7 9.3 8.9 8.8 8.2 8.5 8.2 7.6 7.5 7.5
Core 3: Inflation excl Energy and Utility
Volatile Food Items & Transportation 9.1 13.3 13.3 10.5 10.3 9.3 8.9 8.1 7.6 7.8 7.5 7.0 6.8 6.9
Core 4: Inflation excl All Food Items, Energy
& Utility 3.1 5.8 9.1 7.4 7.3 8.5 8.3 7.5 7.5 7.4 6.5 6.1 5.9 57
Bank of Ghana Urban Price Inflation 11.9 18.0 19.1 14.1 10.6 9.3 9.0 9.4 8.7 8.4 8.4 8.5 8.5 NA|




