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The MPC Surprises the Financial Market with 200bps
Cut in MPR for March 2017

The Monetary Policy Committee (MPC) of the BoG cut the
Monetary Policy Rate (MPR) by 200bps to 23.5% at its
second MPC meeting of 2017.The committee cited
sustained decline in inflation and diminished underlying
inflation pressures as factors underpinning the decision.
While monetary policy easing was broadly expected, the
magnitude of the cut (the highest since Feb-2010) was
rather a pleasant surprise to the financial markets as the
committee seeks to complement fiscal policy in stimulating
economic growth in 2017.

Justification:

Given the implicit tightening in inflation since Oct-2016,
Ghana is on course to meet its medium-term inflation target
of 8+2% by 2018. The external sector continues to improve,
the depreciation pressures observed for most part of Q1-
2017 have subsided and government appear to be
committed to fiscal consolidation. Economic growth however
fell below target in 2016 and could remain below potential in
2017. The committee, notwithstanding the external
headwinds to price and exchange rate stability, moved to
ease the monetary policy rate to provide impetus for
economic growth.

Our Broad Views on the Policy Stance:

e The monetary policy decision seeks to complement
government’s fiscal policy in stimulating Economic
growth.

e The uncertainties about the direction of fiscal policy
in 2017 and higher than targeted fiscal deficit
delayed monetary easing despite the steady path
of disinflation. This rate cut is therefore an
accumulation of delayed monetary easing.

e The following domestic and external headwinds
could threaten macroeconomic stability in Ghana in
2017:

- Unstable commodity prices on the international
markets could destabilise Ghana’s Balance of
Payment position and dampen the exchange
rate outlook

- Shortfalls in tax revenue mobilisation could
undermine fiscal consolidation

- Expected fiscal stimulus in the US and a
recovery in the Eurozone could tighten the
global financial markets and distort exchange
rate stability, BoP and inflation outlook.
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ANALYST CERTIFICATIONS AND REQUIRED DISCLOSURES BEGIN ON PAGE 3.

Developments in Key Macroeconomic
Indicators

Indicator FY-2016 Proj2£c1tZons Provisional
(Provisional) (GoG) Outturn (2017)
Fiscal Deficit 8.7% (cash basis) 6.5% -
End Period Inflation 15.4% 11.2% Feb-2017:13.2%
91-Day Yield 16.43% 3.12% Mar-2017: 17.51%
USD/GHS Dep. Rate 9.65% 15.7% 3.46%
Gross Reserves Feb-2017:
(iimport cover) (3.5 months) 23 months (3.7months)
Gross Reserves $6.16 bn - $6.46 bn
Gross Public Debt
(% of GDP) Gh¢122.3 bn (72.5%) - (70.9%) -
Tax revenue-to-GDP
Ratio 15.2% 16.9% -
Expenditure/GDP 30.3% 28.6% -
NPL Ratio 17.3% - Feb-2017:17.7%

Source: Databank Research. Bank of Ghana **Data as at Nov-2016
Our Assessment of Latest Macroeconomic Data

The MPR Rate Cut Could Boost Credit Growth and Private Sector
Investment: The economy is projected to grow by 6.3% in 2017
mainly underpinned by an expected increase in oil & gas production
and increased private sector investment. Our examination of the
summary economic and financial data revealed that private sector
credit growth of 14.4% for FY-2016 was sluggish (FY-2015: +24.5%).
This was mainly due to high NPL ratio resulting from SOE and energy
sector debt while lending rates were extremely high, reinforcing the
rising NPLs.

Following the restructuring of the energy sector debts however, the
NPL ratio has improved slightly, declining from a peak of 19% in Oct-
2016 to 17.7% in Feb-2017. Given that the current government is
considered private sector oriented, the policy rate cut is expected to
complement fiscal policy in stimulating increased private sector
investment and increased productivity. We expect nominal interest
rates on short-term treasury bills to decline broadly, helped in part by
the government’s deliberate effort to reduce its participation at the
shorter end of debt market. As a result we expect a moderate growth
in private sector credit.

Improving External Balance Could Supports Bullish Outlook for
the Cedi in the Medium to Long Term: An improvement in Ghana’s
external balance is expect to support stability of the Cedi in the
months ahead. Available data from the bank of Ghana suggest that
market apprehension resulting from elevated fiscal risks was largely
responsible for the sharp depreciation in the Cedi early in Q1-2017 (-
8.8% by mid-March).

We observed that, trade balance has improved by nearly 200% yl/y to
$573 M (1.3% of GDP) as at Feb-2017 (same period last year: -
$574.1 M). The surplus BoP position resulted from a 57% yly growth
in export revenue to $2.49 bn while import expenditure decline by
11% yly to $1.91bn. As a result, Ghana's gross foreign reserve
position has improved by $293.5 M to $6.45 bn (3.7 months of import
cover) in the first two months of 2017.

We see this improved reserve position as largely resulting from BoP
surplus, which may not sustainable in the short term (given the
production base). We therefore expect the government to target
policies at growing the export base of Ghana to sustain foreign
currency generation. We believe this will support the long term
stability of the Cedi.
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Research Disclosure
NOTICE TO US INVESTORS

This report was prepared, approved, published and distributed by DATABANK BROKERAGE LIMITED company located outside
of the United States (a “non-US Group Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker
dealer, on behalf of DATABANK BROKERAGE LIMITED only to major U.S. institutional investors (as defined in Rule 15a-6
under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any transaction
effected by a U.S. customer in the securities described in this report must be effected through LXM LLP USA.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial
Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts.
No non-US Group Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry
Regulatory Authority, Inc. or any other U.S. self-regulatory organization.

Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the
individual analyses, that (1) the views expressed in this report reflect his or her personal views about all of the subject companies
and securities and (2) no part of his or her compensation was, is or will be directly or indirectly dependent on the specific
recommendations or views expressed in this report. Please bear in mind that (i) DATABANK BROKERAGE LIMITED is the
employer of the research analyst(s) responsible for the content of this report and (ii) research analysts preparing this report are
resident outside the United States and are not associated persons of any US regulated broker-dealer and that therefore the
analyst(s) is/are not subject to supervision by a US broker-dealer, and are not required to satisfy the regulatory licensing
requirements of FINRA or required to otherwise comply with US rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading securities held by a research analyst account.

Important US Regulatory Disclosures on Subject Companies. This material was produced by Analysis of DATABANK
BROKERAGE LIMITED solely for information purposes and for the use of the recipient. It is not to be reproduced under any
circumstances and is not to be copied or made available to any person other than the recipient. It is distributed in the United States
of America by LXM LLP USA and elsewhere in the world by DATABANK BROKERAGE LIMITED or an authorized affiliate of
DATABANK BROKERAGE LIMITED. This document does not constitute an offer of, or an invitation by or on behalf of Databank
Brokerage Limited or its affiliates or any other company to any person, to buy or sell any security. The information contained
herein has been obtained from published information and other sources, which DATABANK BROKERAGE LIMITED or its Affiliates
consider to be reliable. None of the analysts or affiliates of DATABANK BROKERAGE LIMITED accepts any liability or
responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of opinion and other
subjective judgments contained herein are made as of the date of this document. Emerging securities markets may be subject to
risks significantly higher than more established markets. In particular, the political and economic environment, company practices
and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to
significantly lower information quantity and quality. By accepting this document, you agree to be bound by all the foregoing
provisions.

LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the U.S. LXM LLP USA
or its affiliates has not managed or co-managed a public offering of securities for the subject company in the past 12 months, has
not received compensation for investment banking services from the subject company in the past 12 months, does not expect to
receive and does not intend to seek compensation for investment banking services from the subject company in the next 3 months.
LXM LLP USA has never owned any class of equity securities of the subject company. There are not any other actual, material
conflicts of interest of LXM LLP USA at the time of the publication of this research report. As of the publication of this report LXM
LLP USA, does not make a market in the subject securities.
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