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Highlights

We anticipate a steady improvement in Egypt’s economic fundamentals, and an
ongoing improvement in growth — although with many gains in the base, these
improvements will be harder won than those seen over the past several years, and real
GDP growth will remain around the 6.0% level for the time being.

We project an ongoing improvement in Egypt’s fiscal situation, forecasting that the budget
deficit will be equivalent to 7.3% of GDP in 2019/20, compared to an estimated 8.3% in
the year ended in June.

Full-year figures from fiscal 2018/19 indicate that Egypt’s current account deficit widened
last year, albeit only modestly, from -2.5% of GDP to -2.7%. Our expectation is that there
will be a further enlargement this year, to -2.8% of GDP, and to -3.2% of GDP next
year. The rebalancing effects of the 2016 currency depreciation are muted as the pound
has strengthened

The Central Bank of Egypt's MPC has wholeheartedly embarked on its rate-cutting cycle
now, following the more tentative interest rate reductions seen in 2018 and at the start of
2019. The bank has cut rates at its last two meetings, and we expect further cuts to
come before the end of the year.

The Egyptian pound has continued its strong run against the US dollar, hiting EGP
16.1450/USD at the time of writing on November 3 — levels last seen in March 2017.

Daniel Richards
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Growth Outlook

Although Egypt's initial IMF-sponsored EFF programme will draw to
a close in November, the political and economic environment is
conducive for ongoing reform efforts. Indeed, the authorities have
been in renewed discussions with the IMF in October, looking to
agree a new non-financial deal which will provide an important policy
anchor and reassure international investors that there will be no
significant rollback on the gains already made. As such, we
anticipate a steady improvement in Egypt’s economic fundamentals
and an ongoing improvement in growth — although with many gains
in the base, these improvements will be harder won than those seen
over the past several years, and real GDP growth will remain around
the 6.0% level for the time being.

Real GDP growth, % yly
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On July 24, the IMF’s executive board completed the fifth review of
Egypt's economic reform programme, approving the release of USD
2bn, the final disbursement of the USD 11.9bn which had been
allowed to Egypt under its Extended Fund Facility. In its press
release, the IMF stated that Egypt had ‘achieved its main objectives’
and that ‘Critical macroeconomic reforms had been successful in
correcting large external and domestic imbalances, achieving
macroeconomic stabilisation and a recovery in growth and
employment, and putting public debt on a clearly declining
trajectory.” Looking at Egypt’s primary macroeconomic indicators it
is hard to find fault with this assessment, especially when compared
to the years between the political upheavals of early 2011 and the
start of the reforms in late 2016, or even when looking at 2017, when
the initially negative effects of the wide-ranging reforms took hold.

Private sector lagging

What remains paramount is bolstering the private sector, which has
remained the laggard to date. Egypt’s purchasing managers index
reflects this, with the measure of non-oil private sector activity
having struggled to post consecutive 50-plus readings — anything
under 50.0 is contractionary. While there have been occasional
expansionary readings over 2018 and 2019, the index has averaged
49.4 over the period. This is a vastimprovement over the 2016-2017
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average of 45.6, but has nevertheless underperformed compared to
the gains seen in other economic metrics. IMF representatives have
said that ‘for us it's very important that the next wave of reforms will
address some of the impediments to growth by reforming the
business environment, allowing the private sector access to greater
market share and by improving the environment for doing business
in Egypt.” Doing so would encourage job creation, competition and
likely see greater inflows of FDI, another factor which has
disappointed to date.

Purchasing managers’ index
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Egypt recorded real GDP growth of 5.6% y/y in Q1 2019/20 (ended
September), compared to 5.7% in the previous quarter. This is
broadly in keeping for our full-year forecast of 5.8%, especially given
our expectation that interest rate cuts will bolster private sector
activity. The government projects moderately stronger growth of
6.0% this year.

e Headline New Export Orders
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We anticipate that an easing in terms of the intensity of reforms —
the private sector has borne the brunt of many of these, from
electricity tariff hikes to very tight monetary policy — alongside
ongoing interest rate cuts should provide a boost to the private
sector over the next 12 months. However, the global slowdown
which has intensified since the start of the year could weigh on this,
especially given the ongoing underperformance of Egyptian non-olil
exports. While the 8% by 2022 growth target cited by Prime Minister
Mostafa Madbouli is likely overambitious, pledges to entice private
investment through implementing business reforms and
encouraging learning are positive.

Tourism recovery continues

The recovery in visitor numbers over the past several years, despite
a ban on flights to major resort Sharm el-Sheikh from the UK and
Russia — traditionally major sources of tourists to the Egyptian Red
Sea resorts — has been remarkable, as Egypt has successfully
tapped visitors from countries such as Ukraine. Nevertheless, the
industry should get another shot in the arm next year as in October
the UK lifted the flight ban which was in place for just shy of four
years. Alongside the Tutankhamun exhibition, which has raised
Egypt’s profile as a tourism destination as it has toured European
capitals, 2020 could prove to be a bumper year for Egyptian tourism.
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Fiscal Policy

We project an ongoing improvement in Egypt's fiscal situation,
forecasting that the budget deficit will be equivalent to 7.3% of GDP
in 2019/20, compared with an estimated 8.3% in the year ended in
June. Broad political stability should ensure that the government
remains committed to the fiscal consolidation process implemented
under its IMF reform programme. Indeed, the fact that Egypt is in
discussions with the IMF for a non-monetary agreement, which
would help anchor this commitment, is reassuring. While high debt
servicing costs will remain a drag on the headline figure, the ongoing
cuts to benchmark interest rates should help curb any widening of
the shortfall.

Fiscal balance, % GDP
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Primary surplus achieved

Although Egypt’'s headline budget deficit remained substantial in
2018/19, this belies somewhat the progress that has been made on
fiscal consolidation, as the government has achieved primary
surpluses over the past two years. This is a trend we expect to
continue, forecasting a primary surplus equivalent to 2.5% of GDP
in 2019/20. Further, while the headline deficit figure remains large,
it is substantially reduced from the 11.4% average over 2010/11 to
2017/18. Measures related to the IMF programme aimed at more
constructive spending — eliminating energy subsidies and directing
targeted social support measures — alongside tax reforms such as
hikes to VAT have contributed to this.
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Debt should peak

With a primary surplus achieved, it remains incumbent to curb debt
levels, the servicing of which is keeping the budget in deficit. Egypt’s
government debt stood at 102.3% of GDP in 2018, up from 88.0%
in 2011. We believe this has peaked, however, due to the primary
surpluses, cuts to the benchmark interest rates, and a move towards
greater external debt issuances which should reduce debt servicing
costs. Egypt has announced plans to issue further Eurobonds in this
new fiscal year, continuing a trend of moving away from costlier
short-term domestic debt issuances. The other potential benefit of
this is a reduction in the crowding-out effect of domestic government
borrowing; the government owes over 80% of domestic debt.
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Balance of Payments

Full-year figures from fiscal 2018/19 indicate that Egypt’s current
account deficit widened last year, albeit only modestly, from -2.5%
of GDP to -2.7%. Our expectation is that there will be a further
enlargement this year, to -2.8% of GDP, and to -3.2% of GDP next
year. The rebalancing effects of the 2016 currency depreciation are
muted as the pound has strengthened against the dollar, and an
anticipated pick-up in activity will likely see more imports.
Nevertheless, this remains a remarkable improvement on previous
years, and the ongoing attractiveness of Egypt's carry trade,
alongside planned IPOs of state-owned companies, should ensure
that portfolio inflows continue.
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Tourism will remain a bright spot

Prior to the IMF reform programme, Egypt was struggling under
severe external imbalances. An overvalued currency had led to a
sizeable parallel exchange rate market, dwindling reserves and a
widening current account deficit. Since the massive depreciation of
the pound in November 2016, the black market rate has been
eliminated, and reserves have been comfortably above all-time
highs of USD 40bn since the start of 2018. Although 2016’s sell-off
of the pound weighed heavily on households through contributing to
an eye-watering average inflation rate of 29.6% in 2017, disinflation
has now entrenched, with a more-than-six-year low of 4.8% yly
recorded in September — aided by a multi-month strengthening of
EGP.

Looking at the current account, the deficit has narrowed from 6.4%
of GDP in 2016/17 to around 2.5% over the past two years. A return
in tourist dollars, strong remittances, and the offshore gas
development have all contributed to this. Travel receipts climbed
28.2% last year, following the 123.8% expansion registered in
2017/18, and we expect further growth this year as visitor numbers
continue to swell — although perhaps not to quite the same degree.
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The offshore gas bonanza, meanwhile, has helped curb
hydrocarbon imports, which declined 7.5% last year.

Net international reserves, USDbn

50 7
45 A
40 A
35 4
30 A
25 A
20 A
15 A

10 A

5 -\\
0 J
Jan-11 Sep-12

May-14 Jan-16 Sep-17 May-19

Reserves == Foreigners' holding of t-bills

Source: Haver Analytics, Emirates NBD Research

Portfolio inflows will remain robust

In the wider balance of payments, the most notable success story
has been the huge portfolio inflows as international investors were
attracted by the reform programme. Despite loosening monetary
policy we expect that Egypt will remain attractive, given ongoing
macroeconomic improvements and the global trend for looser
policy. Rate cutting in the US and elsewhere leaves Egypt’s
uncovered interest rate arbitrage attractive even as the CBE
implements hefty cuts.

On the downside, FDI inflows and non-oil exports have continued to
underperform, raising concerns over the potential endurance of the
balance of payments recovery, given the flightier nature of tourism-
related services exports and hot money inflows.
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Monetary Policy

The Central Bank of Egypt’'s MPC has wholeheartedly embarked on
its rate-cutting cycle now, following the more tentative interest rate
reductions seen in 2018 and at the start of 2019. The bank has cut
rates at its last two meetings, and we expect further cuts to come
before the end of the year. Indeed, the domestic and global
environment is such that we believe a further 200bps cut over the
November and December meetings is likely. This would take the
benchmark overnight deposit rate to 11.25%, which would be the
lowest level since mid-2016. Next year we project a further 100 bps
reduction in interest rates given that we anticipate that the conducive
circumstances will remain in play.

Disinflation remains in play
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Domestically, the CBE has had room to cut given that price growth
has continued to slow sharply. At the latest print, in October, annual
CPI inflation was just 4.8%, levels last seen in 2012. This is a
massive reduction from the average 29.6% seen in 2017 in the
immediate aftermath of the currency devaluation, and is despite the
latest round of subsidy adjustments seen at the start of the fiscal
year in July. Essentially, the effect of these was lesser than those
passing through the base from previous years. At the same time,
the ongoing strengthening of the EGP has contributed to the
disinflation. The pound has gained some 10% against the USD over
the course of the year, helping to curb import price pressures.
Meanwhile, demand pull effects on prices have remained lacklustre
as household disposable incomes remain constrained by the past
several years of price rises.

Inflation is unlikely to remain at such low sub-5.0% levels. Demand
pressures should mount as private consumption levels improve,
while the EGP’s appreciation is likely to run out of steam over the
next year or so. Nevertheless, we believe that price growth should
remain around single digits, and forecast average CPI inflation of
7.0% in 2020, compared to a projected 9.5% this year.
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While the CBE has arguably had room to cut interest rates for some
time, it has been especially cautious in its doing so. Part of this was
likely heeding IMF advice to not be overly hasty in loosening policy,
and part of it likely owing to the desire to not prompt capital flight as
real rates came down. The portfolio inflows seen over the past two
years have been one of the remarkable success stories in Egypt
under its reform programme, and the bank would be loath to see this
reversed. This is especially the case given that since the removal of
the repatriation mechanism at the close of last year, such hot money
outflows are more likely to be reflected in the exchange rate,
potentially prompting an EGP/USD reversal and causing a renewed
spike in inflation.

However, the global environment is more amenable for rate cutting
in Egypt now, with a turn towards looser monetary policy in both
developed and emerging markets. The US Fed has been leading
the way with a series of quarter-percentage point cuts this year,
while the ECB has also gone deeper into negative rates and
renewed quantitative easing. Crucially, other carry trade
competitors such as Turkey have also been cutting rates this year,
meaning that Egypt continues to look attractive. In September, real
interest rates in Egypt were 8.5%, compared with 7.2% in Turkey.
Combined with a strengthening currency and political stability, the
trade will remain of interest even as the CBE cuts further.
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Egyptian Pound

The Egyptian pound has continued its strong run against the US
dollar, hitting EGP 16.1450/USD at the time of writing on November
3 —levels last seen in March 2017. The currency has gained around
10% against the greenback since the start of the year, making it one
of the best performing currencies globally. The bull run for the EGP
shows no sign of abating, and we have adjusted our forecasts to
reflect this; we now forecast an end-2019 level of EGP
16.0000/USD, with some further gains to EGP 15.5000/USD in
2020.

EGP/USD exchange rate
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Broad stability as compared to peers

Having deteriorated sharply at the start of Egypt’'s economic reform
programme in late 2016 — the currency devaluation was a
cornerstone of the economic adjustment — the Egyptian pound was
remarkably stable through 2018, even as the H2 EM rout saw
currencies such as the Turkish lira and Argentine peso sell off
sharply. This was even despite the fact that Egypt did see a marked
capital flight of foreign investors out of Egyptian portfolios, thanks in
part to the repatriation mechanism which was in place at the time.
Since the removal of the mechanism at the close of 2018, the pound
has been more volatile, but the movement has been toward a
stronger currency.

There are a number of factors behind this, not least the ongoing
successes of the IMF programme in Egypt and the positive
expectations towards ongoing adjustments and economic growth.
On a more granular level, the currency has benefitted from the
attractive carry trade which has maintained high interest in Egyptian
debt and encouraged an ongoing inflow of dollars. The currency
depreciation helped narrow the formerly sizeable current account
balance deficit to just 2.7% of GDP last year, but it is the portfolio
inflows which have really helped bolster the currency and Egyptian
liquidity. Even as the Central Bank of Egypt has begun cutting
interest rates in earnest, the EGP has remained on its upward path,
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as the interest rate differentials remain attractive — especially as
other EM carry trade plays such as Turkey are also rapidly cutting
rates, while looking altogether less stable than Egypt.

EGP/USD, TRY/USD
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Near fair value

We now expect this strengthening to continue next year, although
at a much slower pace as ongoing rate cutting will likely see the
attractiveness of Egypt's debt begin to wane, while a moderately
wider current account deficit as imports pick up will likely weigh on
any gains. The currency is also just over its long-run REER
averages, suggesting any further advances will be muted, or will
come at the expense of competitiveness. While exports are not as
important to boosting economic growth as the positive impact of low
inflation on consumption is, the authorities would be loath to
jeopardise the strong expansion seen in visitor numbers since the
start of the reform programme.
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Real GDP growth, % y/y
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Real GDP growth by expenditure
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Expenditure, % of total
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Key Economic Forecasts: Egypt
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governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof.
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor
to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF
ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU
MAY NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION.
YOU MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES
NBD. THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY.
FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS
SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH
ITEMS. MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING
CONTAINED HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO
THE PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You
agree, at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and
assigns from and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the
publication, including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or
alterations to, or any unauthorized use of, the data contained in the publication or (i) any misrepresentation or breach of an acknowledgement or agreement made as a result of
your receiving the publication.
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Emirates NBD Research & Treasury Contact List

Emirates NBD Head Office
12thFloor

Baniyas Road, Deira
P.OBox777

Dubai

Jonathan Morris
General Manager Wholesale Banking
JonathanM@emiratesnbd.com

Research

Khatija Haque

Head of MENA Research
+9714 230 7803
khatijah@emiratesnbd.com

Daniel Richards

MENA Economist

+9714 609 3032
danielricha@emiratesnbd.com

Hessa Al Khawaja
Research Associate

+9714 609 3015
hessaalkh@emiratesnbd.com

Sales & Structuring

Group Head — Treasury Sales
Tariq Chaudhary

+971 4 230 7777
tarigmc@emiratesnbd.com

London Sales
+44 (0) 20 7838 2241

Emirates NBD Capital

Hitesh Asarpota
Head of Debt Capital Markets.
+971 50 4529515
asarpotah@EmiratesNBD.com

Investor Relations

Patrick Clerkin
+9714 230 7805
patricke@emiratesnbd.com

Aazar Ali Khwaja

Senior Executive Vice President
Global Markets & Treasury
+971 4 609 3000
aazark@emiratersnbd.com

Anita Yadav

Head of Fixed Income Research
+9714 230 7630
anitay@emiratesnbd.com

Edward Bell

Commodity Analyst

+9714 230 7701
edwardpb@emiratesnbd.com

Saudi Arabia Sales
Numair Attiyah

+966 11 282 5656
numaira@emiratesnbd.com

Egypt

Gary Boon

+20 22 726 5040
garyboon@emiratesnbd.com

Group Corporate Affairs

Ibrahim Sowaidan
+9714 609 4113
ibrahims@emiratesnbd.com

Tim Fox

Head of Research &

Chief Economist

+9714 230 7800
timothyf@emiratesnbd.com

Aditya Pugalia

Director - Financial Markets Research
+9714 230 7802
adityap@emiratesnbd.com

Mohammed Altajir

FX Analytics and Product Development
+9714 609 3005
mohammedtaj@emiratesnbd.com

Singapore Sales

Supriyakumar Sakhalkar

+65 65785 627
supriyakumars@emiratesnbd.com

Claire Andrea
+9714 609 4143
clairea@emiratesnbd.com
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