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Preface

The global economic performance slowed down during FY 2004/2005 as
compared with the previous FY 2003/2004. This was mainly due to a number of
financial and economic imbalances, e.g., the persistent USA current account
deficit and the record rise in the public debt/GDP in a number of developed
countries. Added to this was the wide divergence among developed economies’
growth rates and the steady increase in the household sector's debts in a large
number of countries. There was also the unprecedented hike in world oil prices,
exceeding the ceiling of US$ 60 per barrel, thereby adversely affecting
consumer demand and investment expenditure.

Both developed and developing countries were affected by the economic
slowdown. Economic growth rates retreated in major industrial countries,
especially in the euro area as a whole, as a consequence of the sharp fall in the
economic growth rates of Germany, France, and Italy. Moreover, deflationary
pressures resurfaced again in Japan, after their abatement during FY 2003/2004.

Associated with the slackening global economy was a downtrend in the
growth rates of main equity indices on most world exchanges. This was
primarily due to lower growth rates of corporate earnings, affected by rises in
energy prices, and higher labor unit cost.

In order to contain the inflationary pressures likely to be generated by oil
price hikes, central banks in many major industrial countries tended to adopt
tight monetary policies that helped keep inflation rates at low levels. In FY
2004/2005, the USA Federal Reserve increased its discount rate several times,
and the Bank of Canada followed suit. At the same time, the Bank of England
raised the repo rate, whereas the euro repo rate remained unchanged. On the
other hand, the US dollar appreciated vis-a-vis most main currencies, mainly
during Jan./June 2005. The appreciation was primarily the result of the
successive interest rate rises by the USA Federal Reserve, along with investors’
willingness to purchase US financial assets anew.

In the meantime, there was a continued rise in net private capital flows to
the emerging economies, especially in Asia and Latin America. This was
attributed in the first place to the success of the economic policies implemented
by these countries in improving both the investment environment and the
external debt structure.
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Trade liberalization disputes between developing and developed
economies remained a controversial issue on the international arena during FY
2004/2005. In this context, the developed countries kept reluctant to agree to
the demands of the developing nations for greater market access. Among these
disputes were the restrictions imposed by the developed countries on the rising
Chinese exports of textiles and clothing to their markets, after the abolition of
quantitative quotas on textiles and clothing by a WTO decision as of 1st January
2005. To contain the said dispute, the WTO members agreed in their meeting at
the headquarters of the Organization in Geneva in July 2004 on launching
negotiations to eliminate agricultural subsidies, reducing customs tariffs on the
imports of manufactured goods, and removing obstacles to further liberalization
in services trade.

On the other hand, the finance ministers of G-8, agreed , within the efforts
to alleviate developing countries’ burdens , in their meeting on 11 June 2005, on
the cancellation of the debts of 18 HIPCs (14 African countries plus Guyana,
Honduras, Nicaragua, and Bolivia) due to the World Bank, the IMF, and the
African Development Bank. These debts totaled US$ 40 billion, with the
principal and interest rates of their service ranging between US$ 1.0 billion and
USS$ 1.5 billion annually.

On the national level, the economic performance showed an upturn during
FY 2004/2005, according to the actual data of the Ministry of Planning. GDP
growth rate rose to 5.1% against 4.2% during the previous FY. All sectors of
economic activity contributed to this growth, especially the manufacturing
sector (oil refining & others), restaurants and hotels, wholesale trade, agriculture
sector, Suez Canal, transportation and storage, communications, construction
and building, and financial intermediation & support activities.

Thanks to the efforts exerted to maximize the private sector's role in the
development process during FY 2004/2005, the share of this sector represented
66.1% of total GDP, 74.1% of the total output of the productive sectors , and
58.2% of the total output of the services sectors, against 65.9%, 73.8% and
57.9% , respectively, during the previous FY.

With a view to improving the economic growth, implemented investments
rose to around LE 92.5 billion during the year, up by 10.1% over the target and
by 16.2% as compared with the previous FY. The private sector accounted for
the bulk of 51.1% of these investments. The government sector and economic
authorities came next with 30.9%, followed by the public business sector with
18.0%.
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Due to a rise of 3.2% in employment; i.e. over the 2.4% growth in labour
force, unemployment rate slightly decreased to 9.5% during the year against
10.0% during the previous FY.

As for the monetary policy, the CBE developed a new framework for the
implementation of this policy during the reporting year. This framework relies
on the use of overnight interbank interest rates as the operational target, instead
of the excess reserve balances. This represents the CBE main policy instruments
providing the outer bounds of a corridor within which the ceiling is the
overnight interest rate on lending from the Bank, and the floor is the overnight
deposit interest rate at the Bank. This system was put into force as of 5 June
2005, as the Monetary Policy Committee (MPC) - an affiliate of the CBE Board
of Directors - determined in its first meeting, the deposit and lending interest
rates at 9.5% and 12.5%, respectively. At the time of preparing this annual
report, the Committee reduced the overnight deposit and lending rates to 9.0%
and 11.5% on Sept. 1*, 2005. As of 5 Oct. 2005, the MPC decided to maintain
the overnight deposit rate at 9%, and reduce the overnight lending rate to 11.0%.
Moreover, the MPC decided in its meeting on 10 Nov. 2005 to keep these rates
unchanged. However, it decided in its meeting on 19 January 2006 to further
reduce these rates to 8.25% and 10.25% respectively, and the CBE lending and
discount rate to 9% instead of 10%.

In order to absorb the excess liquidity in the banking system and sterilize
the effect of the increase in international reserves at the CBE, open market
operations (TB reverse repos, interest-bearing deposits at the CBE, and TBs
outright sales), were conducted during the year. As a result, the outstanding
balance of these operations rose by LE 41 billion during the year to reach LE
70.6 billion at end of June 2005, as well as the outstanding facilities (overnight
deposit acceptance) by some LE 8 billion.

It is worth noting that the CBE introduced on 9 Aug. 2005 (during the
preparation of this report) the CBE notes, a new type of issues, to be used in
the open market operations, to manage the monetary policy instead of the TB
reverse repos.

In its pursuit to achieve price stability and ensure the soundness of the
banking system, the CBE intends to set and implement a formal inflation-
targeting framework to anchor monetary policy once the fundamental
prerequisites are met. This will further enhance the predictability and trans-
parency of the monetary policy in Egypt. In the transitional period, the CBE
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will meet its inflation target by steering short-term interest rates, keeping in
view the developments in credit and money supply, as well as the other factors
that may influence the inflation rate. Out of the CBE’s keenness to deepen
confidence in the Egyptian pound and achieve stability in the stock exchange,
the dollar interbank market was introduced as of 23/12/2004. This proved to be
highly effective in eliminating the parallel market and increasing foreign
currency supply, and, in turn, enabled banks to meet all their customers’ needs.
Accordingly, the LE exchange rate versus the US dollar trended upwards for the
first time for years.

The US dollar selling rate, announced by the CBE, declined to LE 5.7944
at end of June 2005, indicating a rise of 7.17% in LE during the year. Likewise,
the weighted average of the US$ exchange rate in the interbank market
decreased to LE 5.7842, while the LE rose by 7.46% as from the date of
launching the interbank market.

As for the management of international reserves, the CBE pursued an
investment policy aiming at using other types of investment instruments,
enjoying a reasonable degree of risk and yielding returns higher than deposits’.
Net international reserves rose by US$ 4.5 billion during the year, to reach US$
19.3 billion at end of June 2005 and US$ 22.4 billion at end of Feb. 2006 (at the
time of preparing this report).

The monetary policy resulted in a slight rise in the rate of monetary
expansion; as money in its broad definition (domestic liquidity) rose by 13.6%
during the year against 13.2% during the previous FY. The expansion is
attributed to the improvement in net foreign assets by 78.8%, and to the limited
growth rate of 10.6% in domestic credit. Thanks to this policy, a higher degree
of monetary stability was realized, as inflation rate declined significantly. CPI-
based inflation rate (urban) declined to only 4.7% during FY 2004/2005, (3.4%
during the year ending Jan. 2006) against 16.1% during August/ June of the
previous FY (the period where data on the new base year and weights is
available). Moreover, WPI-based inflation rate declined to 5.1% during the year
under review, against 15.9% during the previous FY. The monetary policy
contributed also to the continued preference of the Egyptian pound as a saving
instrument in the light of its relatively higher interest rate and value vis-a-vis
foreign currencies. Such a preference reflects that the rise in total deposits
during the year (excluding government deposits) was concentrated on local
currency deposits, which rose by LE 54.4 billion or 21.3% to LE 309.7 billion or



E

Central Bank of Egypt — Annual Report 2004/2005

71.9% of total deposits at end of June 2005. However, foreign currency deposits
declined by the equivalent of LE 2.5 billion worth, to reach LE 121.2 billion
worth.

As for the banking system activity, the financial position of the CBE
went up by LE 58.3 billion or 17.5% against LE 51.3 billion or 18.2% during the
previous FY. Excluding the CBE, banks' financial position augmented by LE
71.7 billion or 11.3% during the year, to reach LE 705.1 billion at end of June
2005. Banks’ deposits reached LE 57.9 billion during the year, and their lending
rolled up by LE 12.0 billion. In addition, banks’ investments in securities and
TBs stepped up by LE 34.7 billion.

In order to enhance the soundness of the banking system and create a
competitive banking sector capable of effectively performing its role in the
economy, the new leadership of the CBE devised a four-pronged plan. It
embraces: (1) privatization and consolidation of the banking sector; (2) financial
and managerial restructuring of State-owned banks; (3) solution of the problem
of non-performing loans in the banking sector; and (4) upgrading of the
Supervision Sector at the CBE.

Moreover, the CBE seeks to develop its supervisory function to keep pace
with the international developments in the banking industry. To this end, the
CBE began to apply risk assessment-based supervision and to identify banks’
ability to identify, measure, monitor and control the existing or potential risks.
Moreover, the CBE works on qualifying banks for Basel Il by requiring them to
pay attention to their risk management departments, establish crisis prediction
and management units and observe the principles of internal control.

Against this background, a two-year protocol on technical assistance was
signed with the European Central Bank and four European central banks, in
order to develop the supervisory methods and tools, and train bank staff on the
use of the new supervisory tools and methods.

Within the framework of developing and updating the national payments
system, as prescribed in Law No. 88 for 2003, the CBE - in its capacity as the
organizational, sponsoring and supervisory authority of the banking sector -
decided to establish the “National Payment Council” as a consultative body. All
parties related to the payment systems will be represented in this Council.
Moreover, the Higher Committee of the National Payment Council was
established under the leadership of the CBE Governor to achieve the Bank’s
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objectives concerning the modernization of the payment systems through
applying the international standards to the rules and systems.

The General Computer Department, under its new leadership, succeeded
in completing the projects of the supervision sector. These included the
automation of the following departments: credit risk statistics collection; and
off-site supervision and banking affairs. This is in addition to the automation of
the foreign exchange statistics to serve the BOP purposes and the preparation of
the negative list of consumer credit customers. Furthermore, the two projects of
automating the systems of combating money laundering and medical affairs at
the Bank were finalized.

On the other hand, a number of projects are currently under way. These
include the establishment of an integrated accounting system to replace the
existing one; as well as a system for data collection regarding all transactions of
banks and foreign exchange companies and the update thereof every half an
hour. This is beside reporting the foreign currency balances of banks at end of
every day. In the forefront of the new projects came the setup of a portfolio
management system (reserve management); and the design of a monitoring
system covering all interbank transactions, as well as the primary dealers. At the
same time, the information technology (IT) system of the Automated Clearing
House has been revised to be consistent with the new work regulations therein,
and an integrated human resources management system has been established. In
addition, negotiations have been launched with the USAID program to set up a
credit bureau.

The preliminary actual data of the consolidated fiscal operations of the
general government (the state budget, NIB & GASC, and SIF's) indicates that
total revenues, including grants, amounted to LE 138.2 billion, and total
expenditures, including net lending, reached LE 169.8 billion. This, in turn,
denoted an overall deficit of LE 31.6 billion or 5.7% of GDP.

Regarding the fiscal operations of the state budget (the administrative
system, local administration and service authorities), total revenues, including
grants, amounted to some LE 108.7 billion, and total expenditures, including net
lending reached LE 158.5 billion. Consequently, the overall deficit posted
around LE 49.8 billion or 8.9% of GDP.

The said fiscal operations led to a rise of LE 76.0 billion in total domestic
public debt during the year, standing at LE 510.8 billion at end of June 2005. Of
this amount, the government debt represented LE 349.1 billion or 68.4%.
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Egypt’s balance of payments revealed, for the first time over five years,
an overall surplus of US$ 4.5 billion, (5% of GDP) during the reporting year, as
compared with an overall deficit ranging between US$ 0.2 billion during the
previous FY and US$ 3.0 billion during FY 1999/2000.

For the fourth year in a row, the BOP current account revealed a surplus
of US$ 2.9 billion, representing 3.3% of GDP during FY 2004/2005, due to a
rise in both the surplus of services balance and net unrequited transfers. On the
other hand, the financial and capital account unfolded net inflows of US$ 3.4
billion, against net outflows of US$ 5.0 billion, mainly reflecting the rise in
foreign direct investment in Egypt to record net inflows of US$ 3.9 billion, up
from US$ 0.4 billion only.

The outstanding external debt (private and public), denominated in US
dollar, reached some US$ 28.9 billion at end of June 2005, down by US$ 0.9
billion as compared with the end of June 2004. The decline was attributed to the
realization of net repayments of US$ 0.8 billion in loans and facilities of all
maturities, together with the depreciation of most currencies of borrowing
against the US dollar.

The external debt service edged up by USS$ 0.2 billion, posting some US$
2.7 billion during 2004/2005. This was ascribed to the increase in principal
repayments (medium and long-term) by US$ 0.2 billion to US$ 2.1 billion on
the one hand, and the decrease in interest payments by some US$ 32.1 million to
USS$ 0.6 billion on the other hand. Despite the increase in external debt service,
its ratio to the BOP current receipts declined to 7.9%, from 9.2% during the
previous FY.

The performance of the stock market accelerated during 2004/2005,
thanks to the state policies, and the CBE reform plan to foster confidence and
stability in the market. Consequently, the market value of shares rose by 95%,
constituting 60.4% of GDP. Share prices also markedly climbed, as the share
price index of the top 30 companies (CASE 30) - in terms of liquidity and
activity - moved up by 235.1% during the year, recording 4828.7 points at end
of June 2005, and of the CMA by 95.8%, mounting to 1763.4 points.

In the field of combating money laundering, Egypt from the beginning
was keen to establish a legislative and regulatory framework conforming to the
international standards and capable of coping with all international, regional and
local developments and changes. This culminated in the enactment of Law No.
80 for 2002, amended by Law No. 78 for 2003, and its executive regulations. To
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enforce this Law and its Executive Regulations, the competent regulatory
authorities in Egypt issued supervisory regulations governing the financial
institutions subject to their supervision. Each financial institution set a
supervisory system, and appointed a manager responsible for combating money
laundering therein. Moreover, the Coordinating Committee for combating
money laundering and terrorist financing was formed, by virtue of Decree No.
63 for 2005 issued by the Prime Minister.

On the Arab and international arena, Egypt joined the Egmont Group, an
international umbrella, embracing the Financial Intelligence Units (FIUs) of 101
countries all over the world. The Middle East & North Africa Financial Action
Task Force (MENAFATF) - composed of 14 Arab member countries - works on
fostering cooperation and coordination among Arab countries. The main
objectives of the MENAFATF are: adoption of effective measures for anti-
money laundering (AML) and for the combating of the financing of terrorism
(CFT); implementation of the 49 recommendations of the FATF, the U.N.
treaties and agreements and the Security Council resolutions; and exchange of
expertise on the issues related to money laundering and addressing thereof by
development of regional solutions.

In conclusion, I would like to express my thanks and appreciation to all
the staff of the CBE for their diligent efforts, which have enabled the Bank to
effectively fulfil its designated role. I would also like to extend my appreciation
to all sectors and entities for the information and data they have provided for this
report, as well as for the other periodicals and statistical bulletins issued by the
CBE. Finally, may Allah bestow upon our country more progress and welfare.

Governor

Farouk El-Okda
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Chapter 1
World Economic Developments

The global economic performance slowed down during FY 2004/2005,
compared with FY 2003/2004, as a main result of a number of economic and
financial imbalances. For instance, the US current account deficit continued to
widen; the public debt ratio as a percentage of GDP in several developed
countries kept its unprecedented level of increase and economic growth rates of
these countries were strikingly uneven. Moreover, the household’s debt
continued to worsen in a large number of countries; and world oil prices
experienced sharp and unprecedented hikes, exceeding US$ 60/barrel, thus
negatively affecting both the global consumer demand and the investment
spending growth rates.

The economic slowdown cast its shadow over several developed and
emerging economies. Economic growth slackened in all major industrial
countries, particularly the euro area as a whole, driven mainly by the sharp fall
in the growth rates of the area’s major countries (Germany, France and Italy).
Moreover, deflationary pressures, decelerating largely during FY 2003/2004,
took hold of the Japanese economy once more.

During FY 2004/2005, the international arena has witnessed a number of
disputable economic issues, especially on trade liberalization. The developed
countries remained reluctant to respond to the demands of developing countries,
mainly larger access to industrial countries' markets. Restrictions were imposed
by the developed countries on clothing and textile imports from China, in order
to curb the expected increase in these imports, after the complete phaseout, by
the WTO, of the quantitative quotas system imposed on imports of clothing and
textiles as of January 1*, 2005. To find a solution to this dispute, representatives
of the WTO’s member countries held a meeting at the Organization’s
headquarters in Geneva in July 2004. During that meeting, agreement was
reached on initiating the negotiations on the elimination of subsidies on
agricultural products, reduction of customs tariffs on imports of manufactured
goods, and dismantling of barriers to further liberalization of services trade.

Within the efforts made to help the developing countries improve their
economic conditions, finance ministers of the Group of Eight (G-8) decided, in
their meeting in London on June 11, 2005, to strike off the debts of 18 heavily
indebted poor countries (HIPCs) (14 African countries, in addition to Guiana,
Honduras, Nicaragua and Bolivia) due to the WB, the IMF and the ADB. The
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total value of these debts amounts to USS$ 40 billion, while principal and interest
payments range between US$ 1.0 and 1.5 billion annually.

1/1- Economic Growth

Economic growth rates trended downwards in all major industrial
countries. In the USA, the growth rate slackened to 3.6% during FY 2004/2005,
from 4.6% during FY 2003/2004, driven mainly by the dramatic fall in the
growth rate of private investment spending from 15.1% during FY 2003/2004 to
only 4.0% during FY 2004/2005. The decline in private investment spending
was ascribed chiefly to the lower growth rate of the private sector’s investments
in inventory buildup. In fact, the high production costs were discouraging
factors for investments. These high costs of production reflected, in turn, the
surge in the prices of energy and raw materials and the rise in the average labor
unit cost from US$ 1.055 during FY 2003/2004 to US$ 1.064 during FY
2004/2005. Concurrently, industrial production growth rate dropped from 5.5%
in FY 2003/2004 to only 3.4% in FY 2004/2005. The decline in the US
economic growth rate was also caused by the fall in the growth rate of the US
exports of goods and services from 10.5% during the year of comparison to
7.7% during the year under review. The effect of this fall was mitigated by a
lower growth rate in the US imports from 11.7% to 5.7%, affected by the fall in
the corporate demand for imports. Private consumption slightly went down from
3.9% to 3.8%, in spite of the increase in the US energy prices. The decline in
consumer spending was held back by the pick-up in individual disposable
income, associated with capital gains earned from house sales (especially given
their comparatively high prices) and from the rise in USA corporate equity
prices.

In Canada, the economic growth rate declined from 3.1% during FY
2003/2004 to 2.7% during FY 2004/2005. This downturn was mainly attributed
to the fall in the growth rate of investment spending in fixed assets from 8.1% in
the year of comparison to 7.5% in the year under review. Another affecting
factor was the lower growth rate of exports, particularly during July/December
2004, as a consequence of the appreciation of the Canadian dollar against the
US dollar during that period, to the detriment of the competitiveness of the
Canadian exports. Combined with this was the ferocious competition between
the Canadian and Chinese products in the US market. With all these factors at
work, along with the rise in energy prices and the increase in the labor unit cost,
the industrial production significantly slowed down from 4.3% to 1.8%. The fall
in the Canadian economic growth rate was subdued by the increase in private
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consumption from 3.2% during the year of comparison to 4.1% during the
reporting year. This increase was partly the result of the rise in disposable
income, higher wages and lower unemployment which recorded its lowest rate
for the last thirty years.

In the euro area, economic growth rate declined from 2.1% during FY
2003/2004 to only 1.1% during FY 2004/2005. This decline was basically due
to the steep drop in the growth rates of the area's major economies (Germany,
France and Italy). In fact, the weak economic performance of the euro area was
affected by the substantial increase of its imports compared with its exports. The
value of its imports of goods and services mounted by 10.0% during the period
January/June 2005, i.e. roughly double the growth rate of the value of exports of
goods and services during the same period. Actually, the rise in the area’s net
imports of goods and services led to a fall in its economic growth rate by 0.4%
during FY 2004/2005. The pickup in imports reflects mainly the rise in their
costs, in the wake of the surge in world energy prices. Concurrently, the
competitiveness of the area’s exports was negatively affected by a number of
factors. The adverse factors affecting exports were the sharp increases in energy
prices, the rise in the euro against the US dollar during the period
July/December 2004, and the step-up in the labor unit cost, particularly because
of the high levels of taxes on wages and salaries in the euro area compared with
the USA and the UK. Moreover, the weak external demand on the area’s
products was mainly behind the decrease in the growth rate of investment
spending in fixed assets in the euro area as a whole, from 1.3% during FY
2003/2004 to 1.1% in FY 2004/2005. Another factor was the decrease in the
growth rate of the area’s industrial production from 2.9% during the year of
comparison to only 0.5% during the year under review. In fact, the economic
growth rate of the euro area was negatively influenced by the decrease in private
consumption from 1.3% to 1.1%.

Economic Growth Rates

(%)
2003/2004 2004/2005
USA 4.6 3.6
Canada 3.1 2.7
Japan 3.1 2.2
Germany 1.6 0.6
France 2.8 1.3
Italy 1.2 0.1
UK 3.7 1.8
Euro area 2.1 1.1

Source: Global Economic & Policy Research, World Financial Markets, JP Morgan, Sept. 2005
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In the UK, the economic growth abated from 3.7% during FY 2003/2004
to 1.8% during FY 2004/2005 mainly because private consumption dropped
from 3.5% during the year of comparison to only 1.5% in the year of report. The
drop in private consumption was the outcome of the sharp increase in energy
prices; the slowdown in the sale and purchase of houses in the UK; the decrease
in the household sector’s demand on consumer credit, in the light of the sector’s
heavy indebtedness and the high interest rates. Moreover, investment in fixed
assets fell from 5.3% to 2.1%. Another factor for the economic slowdown in the
UK was the deceleration in the productivity growth rate, which drove up the
average worker’s wage/hour by 3.1% during FY 2004/2005. In addition,
demand of the euro area for the UK exports was noticeably soft, given that the
markets of this area absorb the majority of the UK exports. Therefore, industrial
production of UK fell by 1.7% during FY 2004/2005 compared with a rise of
1.9% in FY 2003/2004. Furthermore, the services sector - the main propeller of
growth in the UK economy over the last years - showed lower growth rates.

In Japan, economic growth declined from 3.1% during FY 2003/2004 to
2.2% during FY 2004/2005. Although the decline was pronounced in
July/December 2004, and despite the improvement in the Japanese economic
performance during January/June 2005, the drop in the Japanese CPI during FY
2004/2005 reflects that deflationary pressures rebounded once more to take hold
of the Japanese economy. The slowdown in the Japanese economy over the year
as a whole was induced by the retreat in private consumption from 2.0% during
FY 2003/2004 to 1.5% in FY 2004/2005. This was due to the reduction of
pensioners’ benefits, and the cancellation of some tax cuts formerly approved in
1999. Another factor contributing to such downturn in the Japanese economy
was the immense drop in industrial production from 7.8% during the year of
comparison to only 0.3% during the year under review, as a result of soaring
energy prices. It is to be noted that Japan is a net importer of oil. In addition,
exports declined, as a main result of the noticeable drop in the growth rate of the
Japanese commodity exports to China to only 3.6% during January/June 2005;
the lowest level since 2000. Furthermore, Japan’s exports to the EU greatly
decreased by 9.1% during the same period. The slowdown in the Japanese
economy was offset by the rise in the investment in fixed assets from 1.2%
during the year of comparison to 3.6% during the year under review, driven by
the efforts exerted to restructure companies, a matter which helped improve
their profits and reduce their debts to banks.

To strengthen the resilience of the Japanese economy to contain its
deflationary pressures and achieve higher growth rates, the Bank of Japan
continued to adopt an expansionary monetary policy. In this context, the Bank
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of Japan continued to allow financial institutions to draw from their current
account balances held therewith, in case of sharp liquidity shortage. By virtue of
this mechanism - approved by the Bank of Japan in March 2001- financial
institutions are allowed to draw from their reserve balances at the Bank,
amounts in excess of their reserve requirements. Moreover, the Japanese
government made headway with the banking sector reform, especially the
problem of non-performing banking loans. As a result, the non-performing loans
granted by major Japanese banks as a percentage of the total loans granted
thereby retreated by half during FY 2004/2005. This retreat was helped by the
mounting ability of the Japanese banks, backed up by the rise in their capitals, to
write off bad loans from their portfolios. In addition, the Japanese banking
regulatory authorities adopted strict measures that would make it difficult for
banks to claim their ability to collect bad loans. Furthermore, the Japanese
banks resorted to attracting new types of customers, particularly from the
household sector and small-scale enterprises. However, much needs to be done
in the field of banking sector reform, especially given the low ratio of Japanese
banks profits relative to the international standards. Lower margin of banking
intermediation is partly responsible for such low ratio.

Moreover, the Japanese government works on promoting exports, which
represented about 11.0% of GDP, through drawing up free trade agreements
with some countries; for instance, with Mexico in September 2004, Philippines
(November 2004), and Malaysia (May 2005).

1/2- Unemployment and Inflation Rates

In spite of the sluggish world economic performance, unemployment
rates fell in a number of major industrial countries during June 2005 as
compared with June 2004. Several companies in these countries, in an endeavor
to sustain the production levels negatively affected by the decline in the growth
rate of worker’s productivity, increased the number of their workers. In the
USA, unemployment subsided from 5.6% to 5.0%; in Canada from 7.3% to
6.7%:; in Japan from 4.6% to 4.2%; and in the euro area as a whole from 8.9% to
8.7%. On the other hand, unemployment in the UK in June 2005 remained at the
same level of 4.7% posted in June 2004.

Though unemployment receded in the euro area as a whole, it is still
notably high compared with the other major industrial countries. This was
attributed mainly to the weak flexibility of labor markets in the area due to some
structural factors, chiefly the high unemployment allowances, especially in
France and Italy. The governments of both countries provide unemployment
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allowances hovering around 60% of the total worker’s income in case of job
loss, compared with some 29% in the USA and 17% in the UK. Moreover, the
strict rules and legislations of labor and the high influence of workers’ unions in
the euro area, do not allow for adequate flexibility in determining wages. This
poses a major obstacle to the creation of further job opportunities and to the
reduction of unemployment, particularly under the high taxes on wages and
salaries.

Annual Rates of Unemployment and Inflation

(%)
Unemployment Inflation
The Year Ending in June

2004 2005 2004 2005
USA 5.6 5.0 33 2.5
Canada 7.3 6.7 2.5 1.7
Japan 4.6 4.2 0.0 (0.5)
Germany 10.5 11.7 1.7 1.8
France 10.0 10.1 4.2 1.7
Italy 8.1 7.7 4.2 1.8
UK 4.7 4.7 1.6 2.0
Euro area 8.9 8.7 2.4 2.1

Source: The Economist, various issues.

As for inflation, the tightening monetary policies adopted by central
banks in many major industrial countries contributed to the abatement of the
inflationary pressures generated from the sharp oil price hikes. In the USA,
inflation decelerated from 3.3% during FY 2003/2004 to 2.5% during FY
2004/2005; in the euro area from 2.4% to 2.1%; and in Canada from 2.5% to
1.7%. On the other hand, inflation increased in the UK from 1.6% to 2.0%, as a
result of the sharp rise in houses’ prices. As for Japan, the economy suffered
again from deflationary pressures, with a negative inflation rate of 0.5% during
FY 2004/2005, against a zero level during FY 2003/2004.

1/3- Primary Commodity Prices

The general price index of primary commodities (2000 = 100) went up by
33.1% during FY 2004/2005. This pickup was ascribed to rises in the price
indices of energy by 46.7%; beverages by 36.4%; metals by 26.3%; and
agricultural raw materials by 1.3%. On the other hand, the price index of
foodstuffs declined by 6.0%. As for energy prices, world oil prices continued to
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show an upward trend, as they increased by more than 68% during FY
2004/2005, exceeding US$ 60/barrel at end of June 2005. This was attributed to
some factors, the most important of which was the 3.4% higher world demand
on oil during the year under review, the highest since 1978. Moreover, the
OPEC’s decision, in December 2004, to raise the upper limit of the price range -
the basis on which the production ceiling is automatically increased- from US$
28 to US§$ 34 a barrel. Meanwhile, the world oil supply was adversely affected
by the slowdown of investment in the oil field, particularly given the uncertainty
of future world oil demand. Add to this the instability of political and security
conditions in some major oil producing countries. This was particularly true in
Nigeria due to the civil war; Saudi Arabia because of terrorist threats; and
Russia as a result of the existing disputes between the government and the
largest oil producing companies there, which provide about 2% of total world
production. The world oil supply was further influenced by strict environment
laws in the USA and the European countries which stipulate that oil products
should be free of sulfur.

The increase in the prices of beverages was mainly ascribed to the sharp
rise in the prices of coffee by 62.4%, tea 21.6% and cocoa 8.5%. The rise in
metal prices was mainly attributed to the jump in the prices of lead 28.5%,
copper 26.9%, zinc 24.1% and gold 9.6%. The prices of tin plunged by 16.7%.
One of the main reasons for price increases in many metals was the higher
world demand, especially on part of China, coupled with the decrease in the
world stock of these metals.

The rise in agricultural raw materials was particularly seen in rubber
(78.3%) and wool (0.7%). By contrast, the prices of cotton plummeted by
20.7%, thus hitting its lowest level for the last forty years, mainly because of the
subsidies provided by developed countries to major cotton producers. In
addition, the drop in foodstuff prices was ascribed in the first place to the
decline in the prices of soybeans and wheat by 26.0% and 12.2%, respectively,
whereas the prices of rice rose by 14.9% and meat by 8.3%.

1/4- Discount Rates

Central banks in many major industrial countries adopted restrictive
monetary policies to keep inflation at low levels, and to hedge against the risks
of inflationary pressures. During FY 2004/2005, the USA Federal Reserve
raised the discount rate by 0.25% for eight successive times, bringing it to
4.25% at end of June 2005, up from 2.25% at end of June 2004. The Federal
Reserve was keen to move up the very low level of interest rates, entailed by the
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slowdown experienced by the US economy since 2001. Such raises were an
attempt to strike balance between realizing reasonable US economic growth
rates, on the one hand, and holding back the inflationary pressures, which
accompany and negatively affect this growth, on the other. Moreover, the Bank

of England increased the repo rate by 0.25% during the year under review,
bringing it to 4.75% at end of June 2005 against 4.5% at end of June 2004. This
aimed to contain the inflationary pressures accompanying the substantial price
rises in real estates in the UK. Similarly, the Bank of Canada decided to increase
the discount rate twice during the said FY, to reach 2.75% at end of June 2005
against 2.25% at end of June 2004. That decision was mainly intended to curb
the heightening inflationary pressures that the Canadian economy was expected
to encounter. Meanwhile, the euro repo rate remained at the same level of 2.0%.
Also, central banks in a number of Latin American countries raised their
discount rates during FY 2004/2005. For instance, the Central Bank of Brazil
raised the discount rate many successive times from 22.75% to 26.93%, in order
to curtail the acceleration of inflation which went beyond the Bank’s target rate.

Discount Rates

(% Annually)

2004 2005

End of June December June
USA 2.25 3.25 4.25
Canada 2.25 2.75 2.75
Japan 0.1 0.1 0.1
UK" 4.5 4.75 4.75
Euro area’ 2.0 2.0 2.0

Source: Reuters & IFS, various issues.
+ The repo rate.

1/5- Exchange Rates

During the reporting year, the US dollar exchange rate rose against most
key currencies, except the Canadian dollar. The increase was mostly
pronounced in January/June 2005. As such, the US dollar exchange rate rose
against the euro from € 0.8227 at end of June 2004 to € 0.8270 at end of June
2005; against the pound sterling from 0.5520 to 0.5576; and against the
Japanese yen from 108.38 to 110.40. On the other hand, the US dollar exchange
rate depreciated vis-a-vis the Canadian dollar from 1.3404 to 1.2256.

The appreciation of the US dollar against most key currencies was a main
result of the successive interest rate increases made by the US Federal Reserve.
This 1s in addition to investors’ higher purchases of the US financial assets.
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Exchange Rates of Key Currencies vis-a-vis US Dollar
(Units of Currency per USS)

2004 2005 Change (%)
End of June Dec. June July 2004/
June 2005
Canadian dollar 1.3404 1.2036 1.2256 (8.6)
Pound sterling 0.5520 0.5178 0.5576 1.0
Japanese yen 108.38 104.12 110.40 1.9
Euro 0.8227 0.7342 0.8270 0.5
SDR 0.6820 0.6439 0.6865 0.7

Source: IFS, various issues.

1/6- Developments in International Financial Markets

As for the performance of the international financial markets during FY
2004/2005, the slackened world economy was accompanied by a decline in the
rates of increase in the major indices of equity prices in many world exchanges.
This was mainly due to the sluggish growth rate of corporate profits, affected by
higher energy prices and the rise in the labor unit cost. As such, Standard &
Poor’s (Global 1200) (denominated in US dollar) rose by 8.8% during FY
2004/2005, against 20.6% during FY 2003/2004. In addition, Standard & Poor’s
(USA 500) went up by 5.8 % during the year under review, against 15.7%
during the year of comparison. In addition, Standard & Poor’s (European 350)
rose by 12.6% against 26.9%. In Japan, Standard & Poor's (Topix 150)
decreased by 3.8% against a rise of 40.1%. On the other hand, there was a
pickup in the stock prices in the emerging economies. In the Asian countries
(except for Japan), Standard & Poor's moved up by 26.0% during FY 2004/2005
against 24.0% during FY 2003/2004. This index hit the highest rise in Latin
American countries, mounting by 56.3% against 27.0%. This noticeable
improvement in the performance of Latin American capital markets was mainly
attributed to a rise in net private capital inflows by an estimate of 25.0% during
2004 against an actual rate of increase of 5.8% during 2003.

As for international financial flows, net private capital flows to emerging
economies and developing countries surged - according to estimates of the
International Monetary Fund (IMF)- from US$ 149.5 billion in 2003 to US$
196.6 billion in 2004. Of these flows, 94.8% were FDI flows and 14.6% were
net portfolio investments. Other net private capital flows of these economies and
countries to external world (as payments of interest rates on short- and medium-
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term loans) represented 9.4% of net private capital flows to emerging economies
and developing countries. Emerging Asian economies accounted for 46.7% of
net FDI flows, followed by Latin America and Caribbean countries (24.4%),
Central and Eastern Europe (11.9%), then Africa (8.3%). The share of the
Middle East area and the Commonwealth was only 4.7% and 4.0%, in order.
The pickup in net private capital flows to the emerging economies was ascribed,
in the first place, to the success of the economic policies adopted by the
governments of these countries in creating a more enabling investment climate
and improving the external debt structure. This led in its turn to raise the
sovereign rating of a large number of these economies, a matter that
strengthened their attractiveness of external investments. The increase in these
flows was also helped by the investors’ pursuit for better investment earnings in
emerging economies, given the lower profits in advanced countries.

During FY 2004/2005, the volume of transactions on financial
derivatives, amounted to US$ 1274.2 trillion, with a rise of US$ 267.6 trillion or
26.6 %, compared with the previous FY. The largest part of this increase
(93.8%) was concentrated in futures and interest rate options. This came chiefly
as a result of the tendency to hedge against the potential risks of uncertainty
about the future long-term interest rates, particularly as many central banks,
headed by the US Federal Reserve, shifted to restrictive monetary policies.

1/7- World Trade

According to WTO statistics, the real growth rate of world merchandise
exports rose from 4.5% in 2003 to 9% in 2004, the highest since 2000. This rise
was concentrated in January/June 2004, but later reversed to a downtrend, due
to slackened world economic performance, especially in most major industrial
countries and China. On the level of the Organization of Economic Cooperation
and Development (OECD), real growth rate of its total external trade (annual
basis) fell from 12% in the second quarter of 2004 to 6% in the third quarter of
the same year, then to 4% in the last quarter of the same year. In spite of the
decline in world trade during July/December 2004, the share of developing
countries in total international trade increased to 31% during 2004 as a whole,
the highest since 1950. This was due to the sharp increase in oil prices and in
several primary materials which represent the main exports of these countries.

The value of world merchandise exports augmented by 21% in 2004,
against 17% in 2003, to reach US$ 9 trillion, of which 45.3% came from West
Europe alone, followed by Asia (26.9%), then North America (15%), the
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Middle East (4.3%), Latin America (3.0%), the economies in transition (2.9%),
and Africa (2.6%).

World exports of services went up (in value terms) by 16% in 2004,
against 13% in 2003, amounting to US$ 2.1 billion. Of this amount, West
Europe alone contributed 53.1%, followed by Asia (20.8%), then North
America (18.1%), Latin America (2.6%), Africa (2.2%), the Middle East (1.7%)

and the economies in transition (1.5%).

The United States is still the main exporter of services worldwide, with a
share of 15.2% of total world exports of services. The UK came next at 8.1%,
Germany at 6.0%, France at 5.2%, Japan at 4.5% and Italy and Spain at 4.0%
each.

1/8- International Reserves

International non-gold reserves amounted to SDR 2775.4 billion at end of
June 2005, with a rise of SDR 413.1 billion or 17.5% during FY 2004/2005. The
structure of these reserves, according to their constituting currencies, went
through noticeable changes over the last ten years. As such, the ratio of US$
reserves to total international reserves went up from an average of 60% in 1995
to 71% during 1999-2001. Later on, this ratio declined to 67%, following the
drop in the US$ exchange rate, but remained almost stable at 66% during 2003
and 2004. On the other hand, the ratio of euro reserves to total international
reserves rose from 17.9% in 1999 to 24.9% in 2004. The relative importance of
the pound sterling balances in total international reserves increased from 2.8%
in 1999 to 3.3% in 2004. Meanwhile, the relative importance of the Japanese
yen balances in these reserves fell from 6.4% in 1999 to 3.9% in 2004.

The bulk of increase in total international reserves (about 96%) was
concentrated in the developing countries' reserves which rose by SDR 396.9
billion or 27.5%, to reach SDR 1838.2 billion or 66.2% of total international
reserves at end of June 2005. About 64.6% of this increase was ascribed to
higher reserves in the Asian area alone, mainly due to the intervention by central
banks of some Asian countries - especially China - in foreign exchange markets,
with a view to purchasing the US dollar in return for selling the equivalent in
local currency. This aimed to lessen the appreciation of the currencies of these
countries vis-a-vis the USS$, and in turn to strengthen the competitiveness of
their exports, reduce the volume of their imports and safeguard their economies
against any future financial crises. The total value of purchases by Asian central
banks of US government bonds in 2004 was (almost) equivalent to the total
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value of the US issues of these bonds during the same year. Moreover, there was
an increase in the international reserves of Central and Eastern Europe, Africa,
Latin America and the Middle East.

International reserves of the industrial countries rose by SDR 16.2 billion
or 1.8%, to reach SDR 937.2 billion or 33.8% of total international reserves at
end of June 2005. Japan accounted for the bulk of the increase, with a rise of
SDR 19.7 billion or 3.6% in its reserves. It is to be noted that Japan still ranks
first with regard to its balance of international reserves, which recorded SDR
570.9 billion, thereby representing 60.9% of the international reserves of
industrial countries, and 20.6% of total international reserves worldwide at end
of June 2005. In addition, the reserves of the UK went up, whereas those of the

USA and Canada declined. International reserves in the euro area as a whole fell
by SDR 8.6 billion or 6.0%, reaching SDR 135.9 billion at end of June 2005.

International Reserves (Excluding Gold)

(SDR bn)
2004 2005 Change (%)
End of June Dec. June ‘}313;220(?61 5/

The world 2362.3 2489.2 2775.4 17.5
Indust.rla.l countries, 921.0 904.3 937.2 18
of which: ===

USA 48.8 48.9 45.0 (7.8)
Canada 24.1 22.2 22.9 (5.0)
Germany 34.2 314 32.3 (5.6)
France 20.9 22.7 22.4 7.2
Italy 21.6 17.9 17.9 (17.1)
Japan 551.2 537.0 5709 3.6
UK 28.4 29.2 30.0 5.6
Euro area 144.5 136.1 135.9 (6.0)
Developing countries 1441.3 1584.9 1838.2 27.5
Africa 69.2 82.1 96.9 40.0
Asia 944.7 1039.4 1200.9 27.1
Europe 184.6 213.5  256.5 38.9
Middle East 103.2 107.7 117.7 14.1
Latin America & Caribbean 139.6 142.2 166.2 19.1
Qil exporting countries 126.0 138.2  159.2 26.3
Non-oil exporting countries 1315.3 1446.7 1679.0 27.7

Source: IFS, various issues.
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1/9- International Economic Blocs

The FY 2004/2005 has witnessed the gathering of several regional
economic blocs. In Zambia, the COMESA held a meeting during 11-18
November 2004, to discuss their monetary and financial cooperation, and agreed
to adjust the macroeconomic convergence criteria. Participants agreed also to
expedite the implementation of COMESA Monetary Cooperation Program, to
be applied over three stages ending in 2018. As such, this will be ahead of the
date scheduled for completion of the Monetary Cooperation Program of the
African Central Banks Association applied under the umbrella of the African
Union. Moreover, the COMESA Secretariat was instructed to contact the
European Central Bank, asking for technical assistance in preparing the study on
the COMESA exchange rate mechanism. In addition, the progress in the
establishment of the COMESA fund was reviewed. This Fund consists of two
components: the first is the Adjustment Facility, and the second is the
Infrastructure Fund. Twelve countries - including Egypt- signed the protocol of
the COMESA Fund in 2002, and other 3 countries (the Sudan, Kenya and
Ethiopia) completed the legislative procedures. However, for the Fund to enter
into force, legislative ratification of 7 member countries is still required.

The meetings also discussed the draft agreement of the COMESA
Common Investment Area (CCIA) which aimed to open the way for investors
from the COMESA to invest in the industries of member countries by 2010, and
to all investors by 2020. During the meetings, the participants noted that the
COMESA intra trade still represented only 7% of the COMESA’s total external
trade, despite the measures taken to step up COMESA intra trade. It was
decided that the Secretariat would formulate a detailed proposal for a strategy to
promote the exports of the COMESA countries (export- led strategy), to be
submitted in the annual meetings in 2005. Furthermore, two papers were
presented during the meetings: one on the “Policies of Poverty Reduction in
Eastern and Southern Africa” and the other on the “Financial Sector Assessment
Program” (FSAP). The second paper noted that 15 African countries (5 of which
are COMESA members, including Egypt), made assessments of their respective
financial sectors in the context of this Program. There was consensus among the
participants that this Program did not provide solutions for all problems, and
that consultations at the level of central banks governors were necessary to find
solutions suitable for the real conditions of the financial sector in the COMESA
countries.
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The COMESA Heads of States and Governments held their summit
meeting during 2-3 June, 2005 in Kigali, Rwanda. They noted that the WTO
special and differential treatment (SDT) provisions should take into account the
needs of the least developed countries (LDCs) and small island-states. This
aimed to ensure the successful conclusion of the negotiations of Economic
Partnership Agreement with the EU, and that the provisions of the African
Growth and Opportunities Accord (AGOA) - signed between the USA and 38
African countries in 2000 - were compatible with the WTO agreement.
Moreover, the summit called on the COMESA member countries to work on
finalizing the establishment of the COMESA Customs Union by December
2008. The summit also pointed out the progress made with the establishment of
the Regional Investment Agency (RIA), and that Egypt had been identified as its
premises. The RIA was expected to be operational by October 2005. In addition,
the summit acknowledged the need for the COMESA member countries and the
business community to participate in identifying regional projects that may be
fast-tracked under the export-led strategy. This is to be accomplished through
the establishment of investment alliances; partnerships; and joint ventures
through private-public sector partnerships. Moreover, member states should
encourage the private sector companies and other quasi-government support
institutions to closely collaborate with the COMESA secretariat to facilitate and
coordinate export-oriented regional projects that will lead to overall export
growth of the region.

As regards regional cooperation at the Asian countries level, the leaders
of the Association of Southern and Eastern Asian Nations (ASEAN) held
their annual summit in Laos, November 2004. This Association comprises
Brunei, Indonesia, Malaysia, Philippines, Singapore, Thailand, Myanmar,
Cambodia, Laos and Vietnam. Participants included also representatives from
China, India, Japan, South Korea, Australia and New Zealand. The summit
discussed advancing to 2007 the establishment of a free trade area between 6
ASEAN member countries (Brunei, Indonesia, Malaysia, Philippines, Singapore
and Thailand) - ahead of the agreed date (2010). It was also decided that the
remaining four member countries would accede to the ASEANs FTA by 2012.
In such a way, the ASEANs FTA will include all the ASEAN member
countries, embracing 500 million inhabitants, with a combined GDP of US$ 676
billion. Moreover, the summit discussed the ratification of an agreement for the
establishment of a free trade area between China and the ASEAN countries.
Under such an agreement, both parties will start to reduce the customs tariffs on
several traded goods (4000 goods), to a range of 0.0% - 5%, by 2010. In
addition, both parties will reduce the customs tariffs on some strategic goods
(sugar, iron and steel) to less than 20% by 2012. Furthermore, the ASEAN
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leaders agreed to launch the negotiations on the establishment of a free trade
area with Japan, in the course of 10 years, in April 2005. Japan also agreed to
hold discussions with the ASEAN countries on the implementation of the
Comprehensive Economic Partnership.

The emergency international Tsunami Summit was held in Jakarta,
Indonesia, on January 6, 2005, with the participation of numerous international
institutions, to discuss providing aid relief for the Asian countries afflicted by
Tsunami on December 26, 2004. The countries and financial institutions
participant in the meeting offered providing donations and assistance in the
amount of roughly US$ 5 billion under supervision of the United Nation. The
summit communiqué noted that reconstruction operations in these countries
would probably take 10 years.

As for cooperation at the Arab countries level, the Council of Governors
of Arab Central Banks and Monetary Agencies held its 28" Annual Meeting
on 7 Sept. 2004 in Cairo, Egypt. During the Meeting, Governors approved the
recommendations of the Arab Committee on Banking Supervision (ACBS).
These recommendations were included in two papers on “Management of
Operational Risks and Calculation of Capital Requirements” and “Requirements
of Internal Rating for Credit Risks”. Within the framework of the exchange of
expertise and experiences among Arab central banks and monetary agencies,
Governors discussed a paper on the “Experience of Morocco in the Area of
Monetary Policy”. In addition, the Central Bank of Egypt presented a paper on
“Payment Systems in the Arab Republic of Egypt”. In discussing the issues
proposed for the Joint Arab Statement made in the IMF and WB meetings, an
emphasis was placed on the issues of international cooperation within the
framework of WTO, the new Millennium Development Goals (MDGs), and the
financial systems reform to prevent and resolve crises. Furthermore, certain
Arab issues were also brought to focus, out of the Arab countries’ persistence on
reform. Within this context, reference was made to the conditions of some Arab
countries, especially Palestine, Iraq and Syria.

With regard to the assistance to developing countries, the Annual Meeting
of the World Economy Forum was held in Davos, Switzerland, during 26-28
January, 2005. The Meeting called upon the developed countries for the speedy
implementation of the commitments pledged thereby about 20 years ago, within
the context of fighting poverty, by allocating 0.7% of their GDPs as assistance
for developing countries. The French President proposed mobilizing more
finance for the program of fighting AIDS, through imposing fees on
international financial transactions, and atax on aviation and maritime fuel.
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Likewise, the British Prime Minister proposed doubling the assistance to
African countries, and providing 100 percent relief of the debts of heavily
indebted poor countries (HIPCs).

As for the Group of Eight (G-8), finance ministers decided in their
meeting in London on June 11, 2005, to cancel the debts owed to the IMF, the
WB and the ADB, by 18 heavily indebted poor countries (14 African countries
in addition to Guiana, Honduras, Nicaragua and Bolivia in Latin America). This
decision was in response to the increasing pressures on the international
community for providing more support to poor countries. The value of these
debts totalled US$ 40 billion and their principal and service payments ranged
between US$ 1.0 and 1.5 billion annually. During the meeting, the G-8 finance
ministers emphasized that the funds to be incurred by the G-8 countries for
cancellation of the debts of the 18 poor countries will not be deducted from the
volume of development assistance to recipient countries. The IMF will bear the
costs of canceling these countries’ debts thereto through its own resources.

The leaders of the Group of 77 developing countries (G-77) held a
summit meeting in Doha, Bahrain, on June 15, 2005. The meeting discussed
issues such as liberalization of trade, fighting of poverty and reform of the
United Nations’ structure. The purpose of these meeting was to build up a joint
stance towards these issues during talks with the rich countries within the
context of the meetings of the UN General Assembly in September 2005. The
leaders lauded the G-8’s decision to cancel US$ 40 billion of the debts due on
poor countries. They also agreed on the need to join forces to reach an
agreement with the raw materials producers to determine the volume of their
production so as to halt prices deterioration, especially those of sugar, coffee
and cocoa, which are considered the centerpieces of many developing
economies.

As for the EU countries, their leaders held a summit in Brussels on
March 22-23, 2005, and approved the amendments proposed by the EU
Ministers of Finance on the Stability and Growth Pact (SGP), with a view to
enhancing its flexibility. Amendments included canceling the sanctions imposed
on the countries which fail to abide by the fiscal deficit criterion of 3% of GDP,
in case of experiencing an economic slowdown. This included also the
extension of the deadline set for exceeding the fiscal deficit ceiling from one to
two years. This period may be further extended, in case the country in question
is exposed to exceptional adverse economic events affecting its performance
and budget. Moreover, a country was allowed to exceed the criterion of the said
ratio temporarily, in case there is a need to increase public expenditure to
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mitigate the effects of sharp cyclical fluctuations, to undertake necessary
economic reforms, or to alleviate the potential negative effects of consolidation
and integration among the EU countries.

The WTO member countries held a meeting at the WTO headquarters in
Geneva during 27-30 July 2004. It was agreed to launch negotiations to
eliminate subsidies on agricultural products, reduce customs tariffs on the
imports of manufactured goods, and remove the remaining barriers to further
liberalization in services trade. As for agriculture, the USA and the EU agreed to
reduce their subsidies to farmers by 20% and to eliminate all subsidies on
agricultural exports. Moreover, the WTO member countries agreed to make
significant reductions in the current levels of customs tariffs, with the exception
of a number of goods of special importance to some countries such as rice in
Japan. As regards the manufactured goods, the developing countries pledged to
make cuts on the tariffs peaks on their imports of manufactured goods.
Developing countries pledged also to undertake additional measures to ensure
the speedy customs clearance of goods at their ports. As for trade in services,
member countries agreed on the importance of setting a final date for laying
down a timetable for the proposals on services trade liberalization. The WTO
member countries also agreed to extend negotiations till the coming Ministerial
Conference in Hong Kong in Dec. 2005.

The OPEC Oil Ministers decided in their meeting on 10" December
2004, in Cairo, Egypt, to cut the OPEC’s production by one million barrels/day
as of the 1% of January 2005, bringing the output ceiling down to 27 million
barrels/day. This decision was intended to check the decline in world oil prices
associated with the depreciation of the US dollar on one hand, and the rise of the
OPEC’s production in 2004 to cover the buoyant world demand on oil, on the
other. However, the OPEC decided in its meeting on March 16, 2005 to raise its
total output ceiling to 27.5 million barrels/day, with a rise of 500 thousand
barrels/day to be put into effect immediately. This decision was in response to
the record rises in world oil prices in the first quarter of 2005, because of the
stronger demand on oil. With the continued increase in world oil prices to more
than US$ 60/barrel, the OPEC decided in its meeting on June 14, 2005 to make
an additional increase of 500 thousand barrels in its daily output ceiling, raising
it to as high as 28 million barrels/day, in an attempt to reduce soaring oil prices.
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Chapter 2
Central Bank of Egypt

2/1- Developments in the Financial Position of the CBE

During FY 2004/2005, the CBE financial position rose by LE 58.3 billion
or 17.5%, against LE 51.3 billion or 18.2% in the preceding FY, to reach LE
391.5 billion at end of June 2005.

The pickup was ascribed to the increase in both domestic and foreign
assets. Domestic assets went up by LE 37.9 billion or 15.5%, to reach LE 283.1
billion or 72.3% of the CBE's aggregate financial position at end of June 2005,
mainly because of a rise in claims on the government by LE 42.9 billion. The
rise in these claims was an outcome of an increase in government securities and
bills by LE 42.4 billion. In its turn, the latter’s increase was a main result of an
LE 28.6 billion issue of treasury bills for the CBE, for the purposes of monetary
policy; and an LE 7.2 billion rise in government bonds. Moreover, claims on
banks in Egypt rose by LE 1.7 billion, whereas the other domestic assets
decreased by LE 6.6 billion. This was mainly attributed to a decline in the
outcome account of forex transactions, managed by the CBE on behalf of the
government by the equivalent of LE 5.4 billion and the amounts paid on the
account of the Bank's profit surplus by LE 0.6 billion.

CBE: Assets Analysis

(LE mn)
End of June 2002 2003 2004 2005

Total Assets 208707 281910 333254 391528
Foreign Assets 61643 86212 88111 108468
Domestic Assets 147064 195698 245143 283060
Claims on the government, of which: 113231 131689 175579 218450

-Government securities 98484 116512 163629 206034
Claims on the NIB 130 - - -
Claims on banks in Egypt 11314 10649 10184 11835
Other domestic assets 22389 53360 59380 52775

The CBE foreign assets also stepped up by the equivalent of LE 20.4
billion or 23.1%, to reach LE 108.5 billion worth or 27.7% of the aggregate
financial position at end of June 2005.

On the liabilities side, their increase was attributed mainly to an escalation
in domestic liabilities by LE 65.3 billion or 25.7%, to post LE 318.7 billion or
81.4% of total liabilities at end of June 2005.
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The increase in domestic liabilities was a reflection of a number of
influencing factors. Firstly, there was an increase in banks' claims by LE 36.8
billion or 34.2%, which was in turn due to a rise of LE 32.1 billion in interest-
bearing deposits of local banks and of LE 20.4 billion in TB repos. Secondly,
the counterpart to the 10% ratio of banks’ deposits in foreign currencies rose by
the equivalent of LE 0.7 billion. Thirdly, deposits and current accounts in
foreign currencies at the CBE retreated by the equivalent of LE 15.1 billion and
so did the non-interest-bearing deposits of local banks held to meet the reserve
ratio by LE 1.1 billion.

Government claims also increased by LE 21.7 billion or 28.5% (as a

principal result of a rise in government deposits in local currency at the CBE by
LE 25.0 billion) to reach LE 97.5 billion at end of June 2005.

Moreover, banknote issue rose by LE 7.8 billion or 13.1%, NIB claims by
LE 0.3 billion and equities and net profits for the year by LE 3.6 billion. In the

meantime, other domestic liabilities fell by LE 5.0 billion.

CBE: Liabilities Analysis

(LE mn)
End of June 2002 2003 2004 2005
Total Liabilities 208707 281910 333254 391528
Foreign Liabilities 53047 75268 79840 72863
Domestic Liabilities 155660 206642 253414 318665
Banknote issue 45427 52219 59703 67527
Government claims 41504 54284 75869 97519
NIB claims 150 5478 487 819
Banks’ claims 56685 84915 107572 144411
Equities & net profits for the year 5500 1790 2325 5956
Provisions 22 235 307 302
Other domestic liabilities 6372 7721 7151 2131

The CBE foreign liabilities rolled back during the year under review by
the equivalent of LE 7.0 billion or 8.7%, reaching the equivalent of LE 72.9
billion, and accounting for 18.6% of the CBE's aggregate financial position at
end of June 2005.

2/2- Banknote Issue
Banknote issue (including subsidiary coins) mounted by LE 7.8 billion or

13.1% during the year, against LE 7.5 billion and 14.3%, to reach LE 67.8
billion at end of June 2005.
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Banknote Issue*

(LE mn)
Balance of Change During FY
End of June Banknote Issue Value %
2001 41008 3069 8.1
2002 45633 4625 11.3
2003 52432 6799 14.9
2004 59922 7490 14.3
2005 67753 7831 13.1

* Including subsidiary coins issued by the Ministry of Finance.

As for the components of the issue cover, the value of gold increased by
LE 62 million worth, to reach LE 4.5 billion, as a result of its revaluation on 30
June 2005. The value of government bonds in the cover also increased by LE 7.8
billion, reaching LE 62.0 billion. Accordingly, the structure of the cover at end
of June 2005 was as follows: 93.4% as government bonds and 6.6% as gold.

The increase in banknote issue led to a rise of LE 7.8 billion or 13.2% in
the currency in circulation outside the CBE, to reach LE 67.2 billion at end of
June 2005.

A breakdown of currency in circulation outside the CBE by denomination
showed a rise in the circulation of the LE 100 note from 30.8% at end of June
2004 to 37.7% at end of June 2005. Meanwhile, the LE 50 note dropped from
37.9% to 36.2%, the LE 20 from 18.4% to 15.2%, the LE 10 from 9.1% to 7.4%,
the LE 5 from 2.0% to 1.9%, and the LE 1 from 0.9% to 0.8%. As for the rest of
the denominations, they remained almost unchanged at their previous level.

Accordingly, the average value per note climbed to LE 19.6 at end of June
2005, against LE 17.7 at end of June 2004, up by 10.7% during the year under
review.
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Currency in Circulation outside the CBE*

(LE mn)
June 2004 June 2005 Change During FY
Denominations  Value Relative Value Relative 2003/ 2004/
Importance Importance 2004 2005
Total 39413 100.0 67236 100.0 14.5 13.2
Subsidiary Coins 219 04 226 0.3 34 3.2
PT 25 117 0.2 118 0.2 7.1 0.9
PT 50 201 0.3 217 0.3 5.0 8.0
LE 1 510 0.9 512 0.8 6.2 0.4
LES 1201 2.0 1251 1.9 6.2 4.2
LE 10 5424 9.1 4999 7.4 (0.5) (7.8)
LE 20 10926 18.4 10246 15.2 0.8 (6.2)
LE 50 22490 37.9 24348 36.2 29.0 8.3
LE 100 18327 30.8 25319 37.7 19.1 38.2

* Representing the difference between banknote issue and the cash at the CBE.
2/3- Monetary Policy

In virtue of the Law of the Central Bank, the Banking Sector, and Money
No. 88 for 2003, the primary objective of the monetary policy is price stability.
Accordingly, the CBE seeks to bring inflation to a low and stable level that
helps strengthen confidence and maintain high rates of investment and economic
growth.

To fully effect the provisions of the above-mentioned Law (Article 5), the
Coordinating Council was established under the chairmanship of the Prime
Minister. The membership of this Council includes the Ministers of Finance,
Planning and Investment, the CBE Governor and his two deputies, and 6
members who have international expertise in the economic, banking and
financial affairs (Presidential Decree No. 17 for 2005, issued on 12" January
2005). The Coordinating Council determines the monetary policy targets in a
way that realizes price stability and banking system soundness, within the
context of the general economic policy of the State. The Prime Minister
determines the issues to be referred to the Council.

The CBE intends to set and implement a formal inflation targeting
framework to anchor monetary policy, once the fundamental prerequisites are
met. This will further enhance the predictability and transparency of the
monetary policy in Egypt. In the transitional period, the CBE will meet its
inflation target by steering short-term interest rates, keeping in view the
developments in credit and money supply, as well as a host of other factors that
may influence the inflation rate.
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Following the floating of the LE exchange rate at end-Jan. 2003, inflation
rates remarkably increased throughout 2003 and continued as such during the
first half of 2004. The WPI-based inflation rate recorded 15.9% during FY
2003/2004, whereas the CPI-based inflation rate posted 16.1% during Aug./June
2003/2004, the period where data is available according to the new weights and
basis. These high inflation rates were spurred by supply-related reasons.

During FY 2003/2004, the Egyptian economy started its recovery from
the slowdown spanning for a close of four years. As such, the growth rate rose
from 3.1% in FY 2002/2003 to 4.3% in FY 2003/2004.

Since early 2004, the Central Bank has realized that containing
inflationary pressures is the overriding objective. In this context, the Bank
started to pursue a non-expansionary monetary policy. Consequently, interbank
interest rates for an overnight up to one month rose, with their weighted average
ranging between 9.6% and 11.0% during January-June of 2005, compared with
7.2% and 9.3% during the same period of 2004. Concerning the interest rates on
deposits and loans at banks, the average rates on the three-month deposits and
on the one-year-or-less loans remained stable at 7.7% and 13.4%, respectively
during fiscal years (2003/2004 and 2004/2005). Meanwhile, interest rates on the
six-month and one-year deposits slightly increased to reach 7.83% and 7.85%, in
order, against 7.79% and 7.77% in the previous fiscal year.

Moreover, this policy led to a slight increase in the annual growth rate of
broad money (M2), to reach 13.6% in 2004/2005, against 13.2% in 2003/2004.
Consequently, local currency deposits increased during FY 2004/2005 by LE
54.4 billion or 21.3%, to reach LE 309.7 billion, against a pickup of LE 24.3
billion and 10.5% in the previous FY. The rise in local currency deposits in FY
2004/2005 was attributed to an increase in the three year-or-more- deposits, a
matter that precludes the existence of any inflationary effects of this increase.
Concurrently, foreign currency deposits scaled down by 2.0% during the year of
the report, against a 17.8% rise in the previous fiscal year. This indicates a
preference for using the local currency as a store of value, and the downsizing of
the dollarization the Egyptian economy has suffered from in the aftermath of the
liberalization of the Egyptian pound exchange rate.

The increase in the growth rate of broad money (M2) owes much to the
rise in net foreign assets with the banking sector, including the CBE, and - at a
lesser degree - to the increase in the credit to the government.
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In addition, the forex market witnessed the establishment and activation
of the interbank foreign currency market. As such, the value of the Egyptian
pound improved against the foreign currencies during the first half of 2005. The
exchange rate of the Egyptian pound reached LE 5.80 per US dollar at end of
June 2005, against LE 6.15 at end of December 2004. Similarly, the balances of
international reserves rose from US$ 14.8 billion at end of June 2004 to USS$
19.3 billion at end of June 2005 and further to US$ 22.4 billion at end of
February 2006 (the time of preparing this report).

As for monetary policy instruments, the CBE used open-market
operations to absorb the excess liquidity in the banking system and sterilize the
effect of the increase in the international reserves therewith. These included the
reverse repos of TBs, interest-bearing deposit accepting mechanism, and
outright sales of TBs. The Central Bank has started as from 9™ August 2005 to
issue central bank notes to be used in the management of the monetary policy.

Accordingly, the outstanding balance of these open market operations
rose by LE 41.0 billion during the period, to reach LE 70.6 billion at end of June
2005 (of which, LE 33.7 billion were reverse repos, LE 35.0 billion deposit
accepting operations and LE 1.9 billion outright sales). In addition, outstanding
facilities of the overnight deposit accepting operations scaled up by around LE

8.0 billion.

This policy succeeded in lowering inflation rates according to WPI and
CPI basis, recording 5.1% and 4.7%, respectively during the year ending June
2005. The decline in inflation created a non-inflationary environment conducive
to achieving high and sustainable growth rates.

As the investment climate was favorably influenced by the said
developments, the economic growth rates stepped up from 4.3% in FY
2003/2004 to about 5.0% in FY 2004/2005. However, this growth is still in need
of more involvement of the private sector. It is worthy to note that annual
growth rates in the credit granted to the private sector are still low, although
banks financed the selling of large-scale enterprises; financed small-scale ones;
and increased credit to individuals.

In the light of the ongoing development process in the monetary policy
sector, the CBE developed a new framework for the implementation of its
monetary policy. This framework, characterized by transparency and
predictability, aims at achieving the aspired goals. The framework relies on the
use of the overnight interest rate on interbank transactions as an operational
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target for the monetary policy, instead of the excess reserve balances of banks.
This represents the CBE main policy instruments providing the outer bounds of
a corridor, within which the ceiling is the overnight interest rate on lending from
the Bank and the floor is the overnight deposit interest rate at the Bank.

This mechanism has become effective as of 5™ June 2005, as the
Monetary Policy Committee (MPC), affiliate to the CBE Board of Directors, set
on its first meeting , the overnight deposit and lending rates at 9.5% and 12.5%,
respectively. The CBE has also announced —for the first time- its monetary
policy in a statement released in this respect. The Committee, in its following
regular meetings (first Thursday of every month) kept the overnight deposit and
lending rates unchanged. Yet, in its meeting, held in September 2005 (while
preparing this Report), the Committee narrowed the corridor from 3.0% to
2.5%, and decreased the overnight deposit and lending rates to 9.0% and 11.5%,
respectively. In the meeting of October 2005, the corridor was reduced once
more to 2.0% and the aforementioned rates to 9.0% and 11.0%, respectively. As
for the meeting held on December 1% 2005, the two rates were lowered further
to 8.75% and 10.75%, in order. Finally, in the meeting dated 19" January 2006
(while this Report was under preparation), the Committee reduced the two rates
to 8.25% and 10.25%, consecutively. The CBE lending and discount rate was
also reduced from 10% to 9.0% annually, as of 22" January 2006. Undoubtedly,
the CBE's reduction of the overnight deposit and lending rates implies further
reductions in interest rates, a matter that will be reflected on the interest rates on
loans granted by banks, leading thereby to an increase in the lending activity.

To create a genial climate for a more effective monetary policy, the
Central Bank of Egypt seeks to develop a deep financial sector, which provides
an appropriate transmission mechanism of the effects of the monetary policy
decisions. The details of such mechanism will be discussed later on.

2/4-Domestic Liquidity and Counterpart Assets

Domestic liquidity achieved an increase of LE 59.0 billion or 13.6%
during FY 2004/2005, against LE 50.7 billion and 13.2% during the previous
FY, to reach LE 493.9 billion at end of June 2005. Excluding the effect of
change in LE exchange rate against the US dollar during the year under review
and the previous FY, the growth rate of domestic liquidity rises to 15.6% against
12.3%.
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The rise in local currency deposits at banks by LE 54.4 billion or 21.3%
was the main factor behind the pickup in domestic liquidity. This rise in LE
deposits was mainly seen in the 3-year and more deposits, which rose by LE
47.0 billion. On the other hand, foreign currency deposits declined by the
equivalent of LE 2.5 billion or 2.0%. This was attributed mainly to a 7.2% rise
in LE value vis-a-vis the US dollar.

This rise in domestic liquidity during the year reflected the growth in
money supply (M1) and quasi-money. M1 went up by LE 12.1 billion or 15.6%,
against LE 10.4 billion and 15.5% during the previous FY, to reach LE 89.7
billion or 18.2% of the total domestic liquidity at end of June 2005. This rise
was mainly ascribed to an increase in the money in circulation outside the
banking system, and demand deposits in local currency.

Money in circulation outside the banking system augmented by LE 7.1
billion or 12.7% during the year under review, against LE 7.7 billion and 15.9%,
to reach LE 63.0 billion at end of June 2005. Such a rise was mainly attributed
to the increase in banknote issue by LE 7.8 billion.

Likewise, demand deposits in local currency climbed by LE 5.0 billion or
23.0% during the year under review, against LE 2.7 billion and 14.3% during
the previous FY, to reach LE 26.6 billion at end of June 2005.

L.E. bn Domestic Liquidity
(End of June)
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Meanwhile, quasi-money (time & saving deposits in local currency and
demand and time & saving deposits in foreign currencies) augmented by LE
46.9 billion or 13.1% during the year under review, against LE 40.3 billion and
12.7%, to reach LE 404.2 billion, and to represent 81.8% of the total domestic
liquidity at end of June 2005. Such an increase was the outcome of the pickup in
local currency time and saving deposits and the decline in foreign currency
deposits.

Time and saving deposits in local currency recorded a rise of LE 49.4
billion or 21.2%, against LE 21.6 billion and 10.2% during the previous FY,
reaching LE 283.0 billion and representing 70.0% of quasi-money and 57.3% of
the total domestic liquidity at end of June 2005. Such a rise, during the year
under review, was mainly in deposits of three years or more, which rose by LE
47.0 billion.

Domestic Liquidity Structure and Counterpart Assets

(LE mn)
2003 2004 2005
End of June Relative Relative Relative
Value  Importance Value Importance Value  Importance
% % %
Domestic Liquidity (M2) 384262 100.0 434911 100.0 493884 100.0
Money Supply (M1) 67212 17.5 77606 17.9 89685 18.2
- Currency in circulation
outside the banking system 48258 12.6 55933 12.9 63029 12.8
- Local currency demand
deposits* 18954 4.9 21673 5.0 26656 54
Quasi-Money 317050 82.5 357305 82.1 404199 81.8
- Time and saving deposits in
local currency 212010 55.2 233610 53.7 283020 57.3
- Foreign currency deposits* 105040 27.3 123695 28.4 121179 24.5

* Less cheques and purchased drafts.

On the other hand, foreign currency deposits declined by the equivalent of
LE 2.5 billion or 2.0% during the year of the report, against a rise of LE 18.7
billion worth or 17.8% during the previous FY, to reach the equivalent of LE
121.2 billion at end of June 2005. Such a decrease was mainly attributed to the
rise in the value of the Egyptian pound vis-a-vis the US dollar by 7.2%. When
excluding the effect of change in the exchange rate the decrease shifts into a rise
of LE 6.5 billion worth or 5.0%.
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Non-Government Deposits at Banks
(End of June)
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As for the counterpart assets to the domestic liquidity, increases were seen
in the domestic credit, net foreign assets and the negative balance of net
balancing items.

As such, domestic credit extended by banks to all sectors expanded by LE
44.7 billion or 10.6% during FY 2004/2005, against LE 34.6 billion and 8.9%
during the previous FY, to reach LE 466.8 billion at end of June 2005.

The government sector still accounts for the bulk of extended credit,
receiving LE 33.5 billion or 26.6%, against LE 22.8 billion or 22.0%. As such,
its net debt to the banking system reached LE 159.9 billion, representing 34.3%
of the total credit at end of June 2005. This rise reflects an increase in securities
and loans owed by the government by LE 61.5 billion or 21.1% on the one hand,
and a pickup in its deposits at the banking system by LE 28.0 billion or 16.9%,
on the other.

Credit to the private business sector climbed by only LE 5.1 billion or
2.3%, against LE 8.8 billion and 4.1%, bringing its debt to banks to LE 228.2
billion or 48.9% of the total credit at end of June 2005.
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Domestic Credit (By Sector)
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With the rise in the credit to the household sector by LE 4.3 billion or
11.5%, against LE 2.4 billion and 6.9%, its indebtedness to banks reached LE
41.3 billion at end of June 2005.

Credit to the public business sector augmented by LE 1.8 billion or 5.2%,
against LE 0.6 billion and 1.7%, bringing its debt to banks to LE 37.4 billion at
end of June 2005.

Net foreign assets at the banking system mounted by the equivalent of LE
35.7 billion or 78.8% during the year under review, against the equivalent of LE
19.8 billion or 77.9% during the previous FY, to stand at LE 80.9 billion worth
at end of June 2005.

The LE 27.4 billion rise in CBE net foreign assets was an outcome of the
pickup in its foreign assets by the equivalent of LE 20.4 billion and the decline
in its foreign liabilities by the equivalent of LE 7.0 billion. The rise in net
foreign assets of banks was limited to LE 8.3 billion, reflecting the pickup in
both their assets by the equivalent of LE 8.6 billion and their liabilities by the
equivalent of LE 0.3 billion.
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Counterpart Assets of Domestic Liquidity

(LE mn)
End of June 2003 2004 2005
Relative Relative Relative
Value Importance Value Importance Value Importance
% % %
Counterpart Assets of
Domestic Liquidity 3842602 100.0 434911 100.0 493884 100.0
Net Foreign Assets 25429 6.6 45241 104 80913 16.4
- With the CBE 12343 3.2 9858 2.3 37294 7.6
- With other banks 13086 34 35383 8.1 43619 8.8
Domestic Credit 387446 100.8 422040 97.0 466771 94.5
Government (net) 103518 26.9 126343 29.0 159889 324
Public business sector 34986 9.1 35588 8.2 37421 7.6
Private business sector 214308 55.8 223096 51.3 228195 46.2
Household sector 34634 9.0 37013 8.5 41266 8.3
Other Items (Net) -28613 -7.4 -32370 -7.4 -53800 -10.9

Net balancing items exercised a contractional effect on domestic liquidity.
As such, its negative balance rose by LE 21.4 billion, against LE 3.8 billion
during the previous FY. This was attributed to a rise in capital accounts by LE
10.4 billion, net inter-bank debit and credit positions by LE 4.4 billion and net
unclassified assets and liabilities by LE 6.6 billion.

2/5- Supervision over Banks

The CBE keeps on exerting efforts to develop its supervisory role, to
cope with the latest international developments in the banking industry.
Accordingly, the Supervision Sector began to adopt a supervisory method based
on evaluation of risks and assessment of banks’ ability to identify current and
future risks, as well as measure, monitor and control such risks and recognize
the related aspects of strength, weakness, chances and potential threats.
Supervision also covers identification of the adequacy of computer systems and
software at banks to banks' requirements and needs.

To this end, training courses are organized for the staff of the Supervision
Sector. Moreover, the staff attends seminars held by international institutions in
this field. The technical assistance offered to the CBE by some international
entities (the World Bank and the European Community) are currently used to
develop supervision over banks.
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In a move towards qualifying banks for Basel II Accord, banks were
required to maximize the role of their risk management departments during the
coming stage. This can be achieved through enhancing and supporting these
departments; developing their technical and analytical methods; and stressing
the importance of establishing units for crisis prediction and management at
banks, so as to ensure security and soundness of the financial system. In
addition, banks were urged to pay heed to internal supervision rules and develop
internal audit systems, and provide such systems with the appropriate
quantitative and qualitative techniques.

In pursuit of its supervisory role, and its keenness to early detect any
unforeseeable developments and to take the necessary measures that help banks
adjust their statuses, the Supervision Sector performs an on-site examination on
a regular and timely basis. During the year under review, examination covered
26 banks.

In addition, the CBE cooperates with any investigation entities that need
banking expertise and know-how assistance to decide on the relevant technical
banking issues. Also, the CBE studies customers’ and banks’ complaints to
verify them.

Law No. 162 for 2004, amending some provisions of Law No. 88 for
2003, of the Central Bank, the Banking Sector and Money, was promulgated,
whereby Article 1 thereof amended Article (133) of the Law concerning
reconciliation between banks and customers. The Supervision Sector prepared a
mechanism for implementing the said Article. As such, many settlement cases
were studied, and the settlement reports were notarized accordingly.

As to following up banks’ compliance with the regulatory standards
issued by the CBE, data shows that banks combined abided by the minimum
reserve ratio requirement (14%) during the period ending 4™ July 2005.
Moreover, the actual liquidity ratio in local currency averaged 34.9% (against an
established minimum ratio of 20%) and in foreign currency averaged 52.7%
(against an established minimum ratio of 25%) during June 2005.

As for developing a system for liquidity management and follow-up at
banks, the CBE Board of Directors decided, on 22™ February 2005, to obligate
banks to develop or modernise a policy on liquidity management. The policy
must be approved by a bank’s board of directors and submitted to the Central
Bank. This policy should enable the bank to achieve its policy goals regarding
liquidity management, with a view to managing liquidity on a daily basis. Banks
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were also required to prepare a statement of maturities to identify the gaps
resulting from the maturity mismatch in assets and liabilities, to follow up these
gaps and set maximum limits thereto (to ensure that they remain within safe
limits). The CBE Board of Directors also approved on 26" April and 24™ May
2005 the rules regulating the credit registration system at the Central Bank, the
rules for evaluating customers' creditworthiness and formation of provisions.

Furthermore, Law No. 93 for 2005 was promulgated, amending some
provisions of Law No. 88 for 2003, of the Central Bank, the Banking Sector and
Money. By virtue of this Law, some articles were amended and others were
added. These included regulating inquiry process, credit rating and money
transfer companies, and the penalties imposed on whoever commits a cheat or
fraud in providing these services with the intention of facilitating the obtainment
of credit. The Law also stipulates that a member of the board of directors of any
bank that is subject to the supervision of the CBE shall not, whether in his
personal capacity or as a representative of others, combine his membership in
this bank with his membership in another bank regulated by the CBE. This
member is also prohibited from conducting any managerial duties or provide
consultation works for that bank.

2/6- Development of the Banking Sector

After the new CBE management assumed responsibility and the Board of
Directors was established, the Committee for Banking Sector Development was
formed from among the CBE Board. Concurrently, a new department reporting
to the deputy governor was established in the Bank to undertake the
restructuring and development of the banking sector. This department includes
highly qualified human resources that enjoy very special skills. It devised a plan
for enhancing the soundness of the banking system and creating a competitive
and efficient banking sector able to spur economic growth. This development
plan leans on four pillars: (1) privatization and consolidation of the banking
sector, (2) financial and managerial restructuring of state-owned banks, (3)
solution of the problem of non-performing loans in the banking sector, and (4)
upgrading of the Supervision Sector at the CBE. The plan was approved by the
President of the Republic in September 2004, and is currently under
implementation. Hereunder is a progress summary of this plan, covering the
period up to the end of FY 2004/2005 and afterwards till the time of printing this
Report.
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Privatization and Consolidation Plan

A- Issue of the Regulations Governing the Merger Process

The CBE Board of Directors issued the regulations for applying Article
79 of Law No. 88 for the Year 2003 of the Central Bank, the Banking
Sector and Money, regarding dealing with banks that are exposed to
problems affecting their financial positions.

The CBE Board issued a decision for applying Article 41 of Law No. 88
for the Year 2003, regarding the regulations of voluntary merger.

Merger and Acquisitions

Misr Exterior Bank was merged into Banque Misr on 16/9/2004. Banque
Misr shall assume all the rights and obligations of Misr Exterior Bank.
The Arab African International Bank acquired 100% of the issued and
paid-up capital of Misr America International Bank. Merger took place at
the end of September 2005.

The Societe Arabe Internationale De Banque acquired 100% of the issued
and paid-up capital of Port-Said National Bank, in preparation for its
merger.

The Bank of Credit Agricole Indosuez- Egypt was merged into the branch
of Credit Lyonnais Bank in Egypt, creating a new entity called the
"Calyon Bank- Egypt". The Egyptian American Bank was also merged
into the branches of American Express Bank in Egypt.

The Mohandes Bank was merged into the National Bank of Egypt on 5
October 2005.

The Bank of Commerce and Development "Al Tegareyoon" was merged
into the National Bank of Egypt, and the process was finalized on 29 Dec.
2005.

Merger of the Egyptian Arab Land Bank into the Housing and
Development Bank was approved in principle. The process of evaluating
the two banks is currently being completed.

The financial and legal examination was completed for both the Islamic
International Bank for Investment and Development and the Nile Bank to
determine their respective financial positions, in preparation for taking the
merger decision.

The due diligence and evaluation of the United Bank of Egypt are
currently being undertaken, in preparation for its merger or acquisition.
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Privatization of the Bank of Alexandria

e The procedures of privatizing the Bank of Alexandria have been initiated,
and the process is expected to be finalized by the second quarter of 2006.
In this context, the following actions have been taken so far:

* Specialized expertise houses were chosen for conducting the financial
and legal examination of the Bank. In this respect, an expertise house
has already completed the financial examination. As such, the financial
statements of the Bank for fiscal years 2002/2003, 2003/2004 and
2004/2005 were prepared in accordance with the international
accounting standards. The financial statements of the Bank as at 31
January 2006 are currently being prepared to include the receipts
resulting from cash repayments of public business sector debts, and the
capital gains resulting from selling the Bank's participations in less
important investments, along with the distribution of dividends among
its shareholders.

* The City Group, chosen as a financial advisor in the selling process, is
currently completing the process of evaluating the Bank and preparing
the underwriting documents. Selling of the Bank is to be announced at
the end of February 2006.

*  Due diligence requirements were met and the Data Room was
equipped.

C- Divestiture of the Shareholdings of State-owned Banks in Joint-
Venture Banks

e Under the plan of divesting the shareholdings of public sector banks in
joint-venture banks, the stake of Banque du Caire Barclays was sold to the
British Barclays Bank, and that of the National Bank of Egypt in the
National Societe Generale Bank was sold to the French Societe Generale.
Likewise, the stake of Banque du Caire and the Industrial Development
Bank in Misr America Bank was sold to the Arab African Bank, and that
of the Bank of Alexandria in the Egyptian Commercial Bank to the Greek
Piracus Bank.

e The stake of the National Bank of Egypt in Suez Canal Bank was sold to
the Arab International Bank, the stake of Banque Misr in Misr
International Bank was sold to the National Societe Generale Bank, and
the stake of Banque Misr in Misr Romanian Bank was sold to Bank of
Lebanon and El Mahgar (Blom).
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Approval was given for Credit Agricole Group (Calyon) to purchase the
stake of the Bank of Alexandria in the Egyptian American Bank.
Approval was also given for current shareholders in Delta Bank to acquire
the stake of the Bank of Alexandria in the capital of Delta Bank. The two
mentioned selling processes are expected to be finalized by the end of
January 2006.

Restructuring and Risk management in Public Sector Banks

Since the beginning of 2005, public sector banks have been
implementing a comprehensive plan with specified timetables. The plan
was devised by the Restructuring Unit at the CBE to develop all
departments and the technological systems, and establish new
departments as well. The Unit follows up the implementation of the plan
on a periodical basis.

An agreement was made with the European Commission to finance the

evaluation process and application of the best international practices to

three vital departments, namely risk management, technology systems
and information, and human resources at the National Bank of Egypt
and Banque Misr. In October 2005, international advisors were
appointed to undertake this mission (ABN AMRO for Banque Misr, and

ING Bearing for the National Bank). This mission is scheduled to be

accomplished by the end of 2008.

According to the standards set by the Restructuring Unit, in agreement

with the World Bank, the four public banks are currently subjected to a

comprehensive auditing process, in accordance with the international

accounting standards, by international auditing firms, with a focus on
evaluating asset quality and determining the provisions gap. (The
auditing of the Bank of Alexandria was completed, while that of other

banks is expected to be complete by the first half of 2006).

The plan of merging Banque du Caire into Banque Misr is currently

being implemented. The plan shall be carried out over two stages:

* First Stage: The legal and financial merger which is expected to be
complete during the first half of 2006.

* Second Stage: Creating a new banking entity that meets the
international banking standards through the restructuring plan by the
end of 2009. In this respect, an international advisor is currently
being chosen for supervising the implementation of this stage.

The fund for developing the banking sector was fully established,

pursuant to the Law of the Central Bank, the Banking Sector and
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Money, to provide the finance needed for attracting professional
leaderships and highly qualified banking cadres at public sector banks.

2/6/3- Developments in the Non-Performing Loans Unit at Banks

e Pursuant to the CBE decision No. 2119 dated 28, September 2004, a
"non-performing loans monitoring unit" was established at the CBE.
Public and private sector banks were also instructed to establish similar
units. The Non-Performing Loans Monitoring Unit at the CBE took the
necessary measures to ensure the activation of these units at banks.

e A database was established and run on the problem customers of the
public and private sectors at the banking system. The Non-Performing
Loans Monitoring Unit analyzes and updates the data on a monthly basis.

e The CBE helps banks in making collective settlements with their major
problem customers through using its moral suasion.

e The Unit followed up the non-performing loan units at banks that
conducted a number of settlements during 2004 and 2005. These
settlements successfully led to cash and in kind collections, with ratios
consistent with the plan devised in this regard.

e A plan is currently being prepared, in cooperation with the ministries of
investment and finance, to settle the non-performing loans of the public
business sector companies. A final agreement was also reached regarding
the amount of non-performing loans owed by public business sector
companies to the four State-owned banks. In addition, an amount of LE
6.9 billion- representing non-performing loans owed by public business
sector companies to the Bank of Alexandria- was repaid in cash in
January 2006 to expedite the Bank’s privatization.

e A Secretariat for Conciliation and Arbitration was established at the CBE
to undertake the management of the settlement mechanism, according to
the prescribed rules and regulations. This aims to expedite the completion
of settlements between banks and their problem customers, within a
maximum period of 5 months. Moreover, the Unit prepared a list of the
conciliators and arbitrators. Attention was paid in this regard to the
inclusion of a selected group of legal experts and bankers in this field. The
Unit also prepared a list of the accountancy experts who may be required
in applying the said mechanism. Furthermore, a number of meetings were
held for all banks to clarify their role and responsibilities, and the details
of the mechanism. The mechanism was also announced to the market
through banks. Currently, some of the applicant cases are under study
within this mechanism.
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2/6/4- Supervision Sector at the CBE

e For improving the Egyptian banking sector, the Supervision Sector is
currently being developed through a program aiming at:

* Raising the efficiency of the Sector through the use of the best
international practices, and application of the risk-based supervision to
ensure the soundness of the banking sector.

* Increasing the efficiency of human resources, and attracting the
expertise required for applying the latest international standards in the
field of supervision.

* Raising the level of information management systems, with the purpose
of acquiring accurate and timely information.

e Against this background, a protocol was signed with the European Central
Bank (ECB) and four central banks in Europe (Banque de France, the
Central Bank of Greece, Central Bank of Italy, and Deutsche
Bundesbank) to provide a two-year technical assistance program, starting
in December 2005. This program is made up of two stages:

* First stage: analyzing the techniques currently adopted by the
Supervision Sector and identifying how far they comply with the
international standards. Accordingly, a plan is being devised to raise
the efficiency of the Sector, in accordance with the aforementioned
goals.

* Second stage: this stage depends on developing the regulatory tools,
besides organizing comprehensive training programs for the staff to
enable them to use the modern regulatory methods.

2/7- International Reserves and their Management

Net international reserves reached US$ 19.3 billion at end of June 2005,
against US$ 14.8 billion at end of June 2004, with an increase of US$ 4.5 billion
during FY 2004/2005. At end of February 2006, this balance further increased to
USS$ 22.4 billion (at the time of preparing this report).
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Net International Reserves

(US$ mn)

End of June 2004 2005 Change during

FY 2004/2005

Value % Value % Value Rate
(%)
Total International Reserves (A) 14800 100.0 19322 100.0 4522 30.6
- Gold 717 4.9 779 4.1 62 8.6
- Banks and correspondents 10571 71.4 14979 77.5 4408  41.7
- Securities 3109 21.0 3211 16.6 102 33
- Others 403 2.7 353 1.8 (50) (12.4)
Short Term Liabilities (B) 19 0.1 20 0.1 1 5.3
Net International Reserves (A-B) 14781 99.9 19302 99.9 4521 30.6

In the context of reserve management, the CBE pursued a new investment

policy aiming at:

1. Shifting from the traditional investment pattern (deposits), to other
investment tools with a reasonable degree of risk and a better investment

yield than that of deposits.

2. Diversifying investment in reserves, to be in other currencies besides the
US dollar, through adopting a new strategy that takes into account the

following factors:

e Distribution of currencies according to the debts owed by Egypt
e Distribution of currencies according to Egypt’s trade
e Distribution of currencies according to international investment

considerations

¢ Distribution of currencies by currency of intervention (dollar)

In addition, work has been done in the following areas to improve the
foreign currency management according to the new strategy:

1. In the field of Human Resources

e Recruiting a group of competent young people with different levels of
experience and strong capabilities that qualify them to work in this

vital field .

e Recruiting new graduates and setting an intensive training program for
them through the World Bank and other institutions and major

investment banks.
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e Developing the capabilities of the existing employees. A plan was
also devised for redeploying employees according to the requirements
of the new general plan. Under this plan, no employee shall be laid off,
but rather will be redeployed according to the new job structure by
capabilities.

2. In the field of infrastructure

e Devising a comprehensive manual of policies and procedures that
organizes the relation between all the departments involved in reserve
management. This Manual has been revised by experts from the
World Bank .

e Seeking the assistance of Dr Hazem Hassen’s office (KPMG) in
preparing a comprehensive accounting manual concerning reserve
management to establish an integrated accounting system for all
investment operations that are expected to be dealt in .

e Developing the automated system of reserve management by using
the latest automated systems of reserve management in the world.

e C(Collaborating with the World Bank in the field of infrastructure
development and employee training .

e Preparing the infrastructure of risk management by adopting
international risk measurement systems, in collaboration with the
World Bank and international institutions.

3. In the field of Portfolio Management

e Distributing the reserves on several portfolios with different goals,
and maturities and different calculated risk degrees. However,
reserves should not be used in less than A investments .

¢ Introducing changes in the reserve currency structure according to the
new policy; a matter that reduces, to a great extent, the risks of
changes in foreign currencies .

e Setting a professional investment strategy for reserve management.

e Seeking the assistance of external investment managers in managing
part of the reserves according to the determinants of the new
investment strategy. This will be done in collaboration with the Royal
Bank of Scotland chosen to be the external investment advisor to the
Central Bank. The Royal Bank will help select the best international
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investment managers to manage the CBE portfolios. At present,
qualified managers are being identified to manage part of the
reserves. Such a step will contribute not only to maximizing the
return with a calculated risk degree, but also to transferring the
international expertise in managing investment portfolios in a
professional way to the Central Bank .

2/8- Domestic and External Public Debt
2/8/1- Domestic Public Debt

Domestic public debt consists of three main components. The first is the
debt owed by the government, including the outstanding balance of the
government bills and bonds, its net account balances at the banking system, and
its debt to the National Investment Bank. The second represents the debt owed
by the public economic authorities, namely their debt to the NIB, and their net
account balances at the banking system. The third comprises the net debt of the
NIB, which involves the resources received from the two Social Insurance
Funds for Civil Servants and for Business Sector Employees (Public and
Private). It also embraces post office saving accounts, investment certificate
proceeds, the cumulative return on investment certificates (category A), and
dollar-denominated development bonds, less the debt balance of the government
and public economic authorities with the NIB, as well as the Bank’s credit
position with the banking system.

2/8/1/1- Domestic Government Debt

Domestic government debt totaled LE 349.1 billion or 68.4% of total
public domestic debt at end of June 2005, up by LE 56.4 billion during FY
2004/2005.

This increase during the year under review was an outcome of the rise in
treasury bonds and bills by LE 68.8 billion and the government borrowing from
the NIB by LE 9.4 billion on the one hand, and the improvement in net credit
position of government balances at the banking system by LE 21.8 billion, on
the other. This was ascribed to the increase in its deposits at the banking system
by LE 23.9 billion and to the limited rise in its loans by LE 2.1 billion.
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Domestic Government Debt

(LE bn)
2004 2005 Change
Balances at End of June ) +
Value % Value %
Domestic_Government Debt 292.7 100.0 349.1 100.0 56.4
- Balances of bonds and bills 272.1 929 3409 97.6 68.8
. Notes and bonds* 188.3 643 216.0 61.8 27.7
Of which: tradable on the stock
exchanges 18.7 6.4 322 9.2 13.5
. Treasury bills 83.8 28.6 1249 35.8 41.1
- Government Borrowing from the NIB 1343 459 143.7 41.2 94
- Net_Govern. Balances at the Banking
System -113.7 -38.8 -135.5 -38.8 -21.8
. Credit facilities 15.8 5.4 17.9 5.1 2.1
. Deposits -129.5 442 -1534 -439 -23.9
Domestic Government Debt/GDP (%) 60.4 65.1

Source: Ministry of Finance, the CBE, and the NIB. Ratios are in terms of LE million.
* Including treasury bonds, housing bonds, foreign currency bonds with public sector commercial
banks, the 5% ratio retained from the profits of companies subject to Law No. 97 for 1983 for the
purchase of government bonds, and holdings of resident financial institutions in Egypt (the
banking system and the insurance sector) of sovereign bonds denominated in US dollar traded on

world stock exchanges.

Hereunder are the factors that led to the increase in the balances of bonds

and bills during FY 2004/2005:

(a) The increase of the outstanding balance of treasury bills by LE 41.1 billion

due to the following developments:

e The LE 16.1 billion increase in TBs issued under the primary dealers
system. This was an outcome of the issue of 364-day TBs, amounting to
LE 36.8 billion on the one hand, and the amortization of LE 15.7 billion
of the 91-day bills and LE 5.0 billion of the 182-day bills, on the other.

e Issuing TBs in an amount of LE 25.0 billion for the CBE, to serve the
monetary policy purposes, according to the agreement between the CBE
and the Ministry of Finance. This was a result of issuing 364-day bills,
amounting to LE 35.0 billion on the one hand, and the amortization of
182-day bills, valuing at LE 10 billon, on the other.
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(b) The increase of the outstanding balance of Treasury bonds by LE 27.7 billion

as an outcome of the following:

The issue of Treasury bonds on 29 July 2004, with a value of LE 10.0
billion, a maturity of 10 years and an annual interest rate of 7.5% to
finance the budget deficit according to Law No 92 of the State Budget
for FY 2004/2005. Added to this is the issue of other Treasury bonds on
26 April 2005, according to the aforementioned law to finance the cash
deficit with a value of LE 5.0 billion, a maturity of 10 years and an
annual interest rate of 10.75% .

The increase in the value of the two issues of Egyptian bonds falling due
in 2011 and 2014, previously issued under the primary dealers system in
October and November 2004, in the amount of LE 2.0 billion for each,
due to reopening the auction on 8/2 and 22/3/2005 on the same
conditions. Accordingly, the value of each bond issue reached LE 5.0
billion .
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Two Egyptian Treasury bond issues through the primary dealers system.
The first was issued in December 2004, with a value of LE 3.0 billion,
and a maturity due on 7/12/2008, and the other in January 2005, with a
value of LE 1.0 billion and a maturity due on 18 January 2025.

The decrease in the value of foreign currency bonds held with public
sector commercial banks by LE 0.8 billion worth, and in the value of the
dollar-denominated sovereign bonds held by resident financial
institutions in Egypt by LE 0.5 billion worth, following the appreciation
of the LE against the USS$.

It is worth noting that since the primary dealers system came into
operation in July 2004, dealing in Egyptian treasury bonds and bills has been
confined to the 13 banks licensed to exercise such activity under the said system.

2/8/1/2- Debt of Public Economic Authorities

Debt of public economic authorities increased during the year under

review

by LE 7.1 billion, to reach LE 47.2 billion or 9.2% of total public

domestic debt at end of June 2005. This resulted from the LE 4.5 billion rise in
the borrowings of these authorities from the NIB, and the LE 2.6 billion decline

in their

net credit position with the banking system, because the increase in their

borrowings from the banking system outpaced their deposits therewith.

Debt of Public Economic Authorities

(LE bn)

Balances at End of June 2004 2005 Change

Value % Value % +(-)

Total Debt 40.1 100.0 47.2 100.0 7.1
Net Balances at the Banking System  -13.7 -34.2  -11.1 -23.5 2.6

Credit 17.2 43.0 234 498 6.2
Deposits -309 -77.2  -345 -733 -3.6
Borrowing from the NIB 53.8 134.2 583 123.5 4.5
Debt of Public Economic

Authorities / GDP (%) 8.3 8.8

Source: Ibid.
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2/8/1/3-National Investment Bank (NIB)

NIB’s resources (net) increased by LE 26.3 billion during the year under
review, to reach LE 316.5 billion at end of June 2005. This was an outcome
of the increase in the surpluses transferred to the NIB from the two Social
Insurance Funds for Civil Servants and for Business Sectors Employees (public
and private) by LE 22.8 billion, post office saving accounts by LE 6.1 billion,
and the cumulative returns on investment certificates (category A) by LE 0.2
billion on the one hand. On the other hand, there was a decline in investment
certificates proceeds by LE 1.7 billion, US dollar development bonds by LE 0.3
billion, and deposits of other domestic entities by LE 0.3 billion. Another
contributing factor was the improvement in the Bank’s net credit position at the
banking system by LE 0.5 billion, to reach LE 4.9 billion at end of June 2005.

NIB Resources and Uses

(LE bn)
2004 2005 Change
Balances at End of June Value % Value % 1)

Resources 290.2 100.0 316.5 100.0 26.3
. Social Insurance Fund for Civil Servants 109.0 37.6 1229 38.8 13.9
. Social Insurance Funds for Public and Private

Business Sectors Employees 87.2  30.0 96.1 304 8.9
. Investment certificates proceeds 60.2 20.7 58.5 18.5 -1.7
. Cumulative returns on investment certificates,

(category A) 6.7 2.3 6.9 2.2 0.2
. Proceeds from US dollar development bonds 1.7 0.6 1.4 0.4 -0.3
. Post Office saving accounts 27.8 9.6 33.9 10.7 6.1
. NIB account balances (net) at the banking

system -4.4 -1.5 -4.9 -1.5 -0.5
. Others 2.0 0.7 1.7 0.5 -0.3
Uses 290.2 100.0 316.5 100.0 26.3
. Government 134.3 46.3  143.7 45.4 9.4
. Public economic authorities 53.8 18.5 58.3 18.4 4.5
. Others 102.1 352 1145 36.2 12.4
Debt of the NIB (net) / GDP (%) 21.0 21.3

Source: Ibid.

As mentioned earlier, the NIB’s net resources rose by LE 26.3 billon
during the year under review. Of this amount, the NIB used LE 9.4 billion to
finance the government investments (bringing the government debt balance with
the Bank to LE 143.7 billion at end of June 2005) and LE 4.5 billion to finance
investments of public economic authorities ( bringing their debt to LE 58.3
billion). The remainder (LE 12.4 billion) was used by the Bank to finance its
different development activities. As such, the NIB debt balance (net) reached LE
114.5 billion at end of June 2005.
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Against this background, the total domestic public debt reached about LE
510.8 billion at end of June 2005, representing 95.2% of GDP. Of this amount,
the government debt accounted for 68.4%, public economic authorities’ debt for
9.2% and the net debt of the NIB for 22.4%.

2/8/2- External Debt

Total outstanding external debt (public and private and all maturities)
reached, in terms of US dollar, US$ 28.9 billion at end of June 2005, down by
USS$ 0.9 billion relevant to its level at end of June 2004. This was an end result
of two factors. First, there was a net repayment (principal repayments less
disbursed loans and facilities) of US$ 0.8 billion, emerging from repayments of
USS$ 2.1 billion and disbursements of only US$ 1.3 billion. Second, the debt
balance declined by US$ 0.1 billion due to the depreciation of most currencies
of borrowing vis-a-vis the US dollar during FY 2004/2005.

External Debt Components

(US$ mn)
Balances at End of June 2004 June 2005 Change
Value Relative Value Relative )
Importance Importance
Total External Debt 29871.8 100.0 28948.8 100.0 (923.0)
- Rescheduled bilateral loans 16384.8 54.9 15734.1 54.4 (650.7)
e Concessional 8052.6 27.0 7836.4 27.1 (216.2)
e Non-concessional 8332.2 27.9 7897.7 27.3 (434.5)
- Other bilateral loans 4432.8 14.8 4291.3 14.8 (141.5)
e Paris Club countries 3263.4 10.9 3529.9 12.2 266.5
e Other countries 1169.4 3.9 761.4 2.6 (408.0)
- International and regional
institutions 5080.8 17.0 5058.2 17.5 (22.6)
- Suppliers’ and buyers’ credit 1333.0 4.4 781.6 2.7 (551.4)
- Sovereign bonds* 587.7 2.0 613.6 2.1 25.9
- Long term deposits+ 0.0 0.0 500.0 1.7 500.0
- Short term loans 1967.5 6.6 1854.8 6.4 (112.7)
e Deposits 1267.5 4.3 819.3 2.8 (448.2)
e Facilities 700.0 23 1035.5 3.6 335.5
- Private sector debt (non-
guaranteed) 85.2 0.3 115.2 0.4 30.0

* As the nominal value of these bonds was US$ 1500 million, and financial institutions resident in
Egypt bought US$ 886.4 million on the secondary market, Egypt’s external debt reached US$
613.6 million because of issuing such bonds.

+ As of December 2004, the deposit of the Arab International Bank was converted from short-term
debt to long-term deposits.
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External debt by creditor indicates that bilateral loans (rescheduled or
non-rescheduled) due to Paris Club member countries reached some US$ 19.3
billion or 66.6% of the total. Debt due to countries other than Paris Club
members reached US$ 761.4 million or 2.6%. Suppliers’ and buyers’ credit
accounted for US$ 781.6 million or 2.7%.

Indebtedness due to international and regional institutions amounted to
USS$ 5.1 billion at end of June 2005, constituting 17.5% of the total. Of this
amount, the public sector owed 91.2%. The balance of short-term loans posted
USS$ 1.9 billion or 6.4% (54.9% was owed by the private sector). The balance of
dollar-denominated sovereign bonds (holdings of non-residents) reached some
US$ 613.6 million, against US$ 587.7 million at end of June 2004. Long-term
deposits amounted to US$ 500.0 million or 1.7%. The private sector’s non-
guaranteed debts represented 0.4% or US$ 115.2 million at end of June 2005.

External Debt by Type
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It is worth mentioning that the private sector’s external debt totaled US$
1.6 billion or 5.7% at end of June 2005. This reflects the stability of its ratio to
the total external debt as compared with its level at end of June 2004.

Distribution of external debt by creditor countries and entities indicates
that 57.9% of this debt was due to the Paris Club four main members, namely
France (16.5%), the USA (15.8%), Japan (14.0%), and Germany (11.6%). The
EU countries accounted for 39.0% of the total external debt, the Arab countries
for 4.8% and the International Development Association (IDA) for the same
ratio.

External Debt by Main Creditor

(US$ mn)
June 2004 June 2005
End of Value Relative Value  Relative
Importance Importance
Total External Debt 29871.8 100.0 28948.8 100.0
USA 4916.1 16.4 4581.4 15.8
Japan 4270.1 14.3 4064.3 14.0
EU, of which 11502.4 38.5 11266.0 39.0
France 4983.4 16.7 4763.3 16.5
Germany 3382.6 11.3 3355.5 11.6
Italy 872.6 2.9 802.7 2.8
Spain 828.4 2.8 824.0 2.8
UK 353.8 1.2 574.7 2.0
Austria 587.8 2.0 551.0 1.9
Arab Countries, of which 1965.6 6.6 1400.1 4.8
Saudi Arabia 326.7 1.1 249.3 0.9
UAE 195.4 0.7 149.6 0.5
Kuwait 592.9 2.0 469.4 1.6
Bahrain 433.6 1.5 146.8 0.5
International and Regional
Institutions, of which 5080.8 17.0 5058.2 17.5
IDA 1409.9 4.7 1375.1 4.8
Arab Fund for Economic and Social
Development 970.0 3.2 996.3 34
European Investment Bank 1072.1 3.6 1103.7 3.8
World Bank 469.8 1.6 397.2 1.4
AMF 310.9 1.0 326.1 1.1
ADF & ADB 492.2 1.6 521.1 1.8
Islamic Development Bank (Jeddah ) 227.3 0.8 236.4 0.8
Sovereign Bonds 587.7 2.0 613.6 2.1

Other Countries and Institutions 1549.1 5.2 1965.2 6.8
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Distribution of the external debt by debtor at end of June 2005 shows that
the debts due on the central government, banks and the monetary authority
decreased by US$ 733.5 million, US$ 342.8 million and US$ 4.0 million, in
order, to reach US$ 18.2 billion, US$ 2.0 billion and US$ 983.0 million,
respectively. On the other hand, the debt owed by other sectors increased by
US$ 157.3 million to US§ 7.7 billion. Nevertheless, these developments did not
affect the external debt structure by debtor. In other words, the government
remained the principal debtor (63.0%), followed by other sectors (26.7%), then
banks (6.9%) and finally the monetary authority (3.4%) at end of June 2005.

External Debt by Debtor
(US$ mn)
End of June 2004 June 2005
Value Relative Value Relative
Importance Importance

Total External Debt 29871.8 100.0 28948.8 100.0
Medium- and long- term debt 27904.3 93.4 27094.0 93.6
Short-term debt 1967.5 6.6 1854.8 6.4
Central and local governments 18964.5 63.5 18231.0 63.0
Medium- and long- term debt, of g5/ 5 63.5 18231.0  63.0

which:

Bonds and bills 587.7 2.0 613.6 2.1
Short- term debt 0.0 0.0 0.0 0.0
Monetary authority 987.0 33 983.0 3.4
Medium- and long- term debt 337.0 1.1 833.0 2.9
Short- term debt 650.0 2.2 150.0 0.5
Banks 2353.3 7.9 2010.5 6.9
Medium- and long- term debt 1035.8 3.5 1063.9 3.6
Short-term debt 1317.5 4.4 946.6 33
Other sectors 7567.0 25.3 7724.3 26.7
Medium- and long- term debt 7567.0 253 6966.1 24.1
Short- term debt 0.0 0.0 758.2 2.6

Total debt service payments (principal and interest) increased by US$
176.3 million, to reach US$ 2.7 billion during FY 2004/2005, against US$ 2.5
billion during the previous FY. This was ascribed to the increase of principal
repayments (medium and long-term) by US$ 208.4 million, to reach US§ 2.1
billion and the decline in interest payments by US$ 32.1 million, to reach US$
578.1 million. In spite of the increase of the debt service, its ratio to current
receipts (including transfers) declined to 7.9% against 9.2%, owing to the 25.3%
growth in exports of goods & services and transfers during FY 2004/2005.
Moreover, the ratio of debt service/export proceeds of goods and services posted
9.4%, against 10.8% in the year of comparison.
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At end of June 2005, the outstanding external debt as a percentage of
GDP recorded, at current prices, 31.2% against 38.1% during the previous FY.
Moreover, the ratio of short-term external debt to total debt reached 6.4%
against 6.6% and to net international reserves 9.6% against 13.3%.

% External Debt Indicators
FY
15
10
5 i
0 _
2002/2003 2003/2004 2004/2005
3 Short-term Debt / External Debt (end of period)
3 Short-term Debt / Net International Reserves (end of period)
—#— Debt Services / Exports (G & S)
=—@—Debt Services / Current Receipts (including transfers)
Main Indicators of External Debt
(%)
FY
2002/2003 2003/2004  2004/2005
Debt balance/GDP 42.5 38.1 31.2
Debt balance / exports of goods and services 157.6 127.5 100.3
Debt service/ exports of goods and services 12.1 10.8 9.4
Debt service/ current receipts (including transfers) 10.1 9.2 7.9
Interest payments*/ exports of goods and services 3.5 2.6 2.0
Interest payments*/ current receipts (including
transfers) 2.9 2.2 1.7
Short-term debt/external debt 6.3 6.6 6.4
Short-term debt/net international reserves 12.6 13.3 9.6
Average external debt per capita (US dollar) 424.7 423.4 402.6

* Including interest payments on the sovereign bonds denominated in USS.
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Against this background, the external debt per capita decreased to US$
402.6 at end of June 2005, against US$ 423.4 at end of June 2004. The
following table shows a decline in the ratio of debt service to exports of goods
and services in Egypt, in comparison with that of the developing countries
combined.

Debt Service/Export Proceeds of Goods and Services in Egypt
Compared with the Group of Developing Countries

(%)
Calendar years 2003 2004

Interest Principal Total Interest Principal Total
Developing countries 4.9 13.0 17.9 4.3 9.7 14.0
Africa 43 10.0 14.3 3.1 8.6 11.7
Asia (developing
countries) 2.6 8.9 11.5 2.6 5.8 8.4
Middle East 1.7 6.0 7.7 1.1 5.4 6.5
Egypt* 3.0 8.6 11.6 2.2 7.4 9.6

Source: World outlook-April 2005-Statistical Section.
*  According to BOP data in 2003 and 2004.

New commitments on loans and facilities reached US$ 1.3 billion during
FY 2004/2005. International and regional institutions accounted for the bulk of
these commitments (US$ 1.0 billion or 82.5% of the total), mostly extended by
the European Investment Bank, the Islamic Development Bank and the
International Bank For Reconstruction and Development. Moreover,
commitments on medium-and long- term suppliers’ and buyers’ credit posted
USS$ 0.2 billion or 16.8% of the total, and commitments on bilateral loans US$
8.0 million or 0.7%.

External Debt by Major Currencies
End of June 2005
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Distribution of external debt by main currencies (US$- Japanese yen-
euro) indicates that the US$ accounted for the bulk of total external debt, with a
relative importance of 40.3% because of outstanding obligations in the US dollar
to creditors other than the USA. The euro followed at 32.1%, the Japanese yen
at 13.3% and the Kuwaiti dinar at 4.9%.

External Debt by Main Currencies

(US$ mn)
End of June 2004 June 2005
Relative Relative
Value Importance Value Importance
Total 29871.8 100.0 28948.8 100.0
US Dollar* 12060.8 40.4 11678.7 40.3
Canadian Dollar 145.0 0.5 154.0 0.5
Australian Dollar 136.0 0.5 142.0 0.5
Swiss Franc 600.0 2.0 561.0 1.9
Pound Sterling 263.0 0.9 254.0 0.9
Japanese Yen 4032.0 13.5 3842.0 13.3
Danish Krone 144.0 0.5 139.0 0.5
Norwegian Krone 28.0 0.1 28.0 0.1
Swedish Krona 43.0 0.1 38.0 0.1
Kuwaiti Dinar 1379.0 4.6 1424.0 49
Saudi Riyal 45.0 0.1 38.0 0.1
UAE Dirham 52.0 0.2 48.0 0.2
Euro 9629.0 32.2 9276.0 32.1
SDRs 1315.0 4.4 1326.0 4.6

* Includes the Arab International Bank’s deposit, sovereign bonds denominated in US dollar, total
short-term debt and the non-guaranteed medium-and long-term debt of the private sector, as they
are not available in different currencies.

2/9- Payment Systems

According to Article 6 of law No. 88 of the year 2003 of the Central
Bank, the Banking Sector and Money, concerning the CBE's supervision on the
national payments system, efforts are currently being exerted to develop and
modernize this system. Being responsible for organizing and supervising the
banking sector, the CBE decided to establish a consultative body dubbed the
“National Payments Council” combining representatives from all relevant
parties. Furthermore, the "Higher Committee" of the National Payments Council
was formed according to the CBE Governor Decree No. 17 of the year 2005.
The Committee will be responsible for approving the general strategy for
determining the future vision of payment industry, and the rules and standards
governing the payment systems in Egypt. This is in addition to the security
standards and measures, to be taken against payments and securities’ risks, as
well as the endorsement of compliance standards and operational rules.
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Article (2) of the previous Decree stipulated that the decisions of the
Committee are binding on financial institutions dealing with payments in Egypt,
after approval of the CBE Governor. The Committee bases its decisions on the
recommendations of the National Payments Council to implement the CBE
objectives concerning the modernization of the payment systems. These
objectives involve applying international standards to the rules and regulations,
ensuring the sound implementation of all types of payments, reducing payment
delays, and raising the security level. This is coupled with strengthening users’
confidence in payment systems and encouraging the use of payment instruments
at the expense of cash payments.

To achieve these goals, the first session of the Council started on
27/4/2005, with the establishment of task forces comprising of the Council
members. These task forces will be responsible for preparing database for retail
banking services, and devising a strategy to lower the use of cash in society.
This is in addition to developing the standards required for issuing salary cards
for government employees and revising the legal framework of the payment
systems.

As for the objectives of the National Payments Council, they are
represented in devising and defining a future and strategic vision for the
Egyptian payment industry to keep abreast of local, regional and international
developments. This, in turn, is to ensure that the industry is capable -on
sustainable basis- of meeting the end customer’s needs in an economic and
efficient way. Carrying out the necessary communication with external parties
(whether financial institutions or financial information services companies...
etc) also lies at the centre of its objectives. The Council aims, as well, to protect
and develop the payment industry, including developing the payment risk
management to the highest international standards, and managing any changes
and developments through the creation of a favorable climate for innovative co-
operation between members and managers of the industry related projects when
required. Add to this is to encourage the development of the current payment
services and introduce new services to better fulfill the needs of members and
other parties. Moreover, the Council also sets interoperation standards and rules,
as well as the means of avoiding implementation errors, so as to reduce costs
and improve service quality. This is in addition to developing the standards and
specifications for payments in Egypt that cope with international standards and
specifications on the one hand, and go in line with regional and international
developments, on the other.
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2/9/1- SWIFT Local Services and Clearing Houses Activity

Statistics of SWIFT local service, through which transfers and payment
orders are made in Egyptian pound among local banks, indicate an increase in
the number of executed transfers to 326.3 thousand, with a total value of LE
1246.0 billion during FY 2004/2005, against 258.5 thousand and a total value of
LE 970.6 billion during the previous FY. As for local transfers in foreign
currencies, they reached 9104 operations, with a value of US$ 11.6 billion since
the introduction of the interbank dollar mechanism in December 2004.

Statistics of the CBE clearing houses in Cairo, Alexandria and Port Said,
through which interbank cheques are settled, show a decrease in the number of
exchanged cheques, and an increase in their value during FY 2004/2005.

CBE Clearing Houses Activity

During FY Number of Value of Cheques Change in
Cheques (000s) (LE mn) Number Value

1999/2000 8555 338083 2.1 (3.5)
2000/2001 8228 292168 (3.8) (13.6)
2001/2002 7918 270543 (3.8) (7.4)
2002/2003 10025 244581 26.6 (9.6)
2003/2004 9591 248224 4.3) 1.5
2004/2005 9322 262425 (2.8) 5.7

The number of exchanged cheques amounted to 9.3 million, with a total
value of LE 262.4 billion during the year under review, against 9.6 million
cheques and LE 248.2 billion during the previous FY. As a result, the average
value per cheque increased to LE 28.2 thousand against LE 25.9 thousand
during the previous FY.
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2/10- Human Resources Development

Within the framework of its interest to keep abreast of the international
banking developments, the CBE was keen, during FY 2004/2005 to continue its
efforts to raise its training efficiency. As such, the CBE organized a number of
specialized programs in all banking fields to improve the performance of the
banking sector staff and prepare a second cadre of banking leaders.

Moreover, The CBE conducted a program of knowledge transfer for its
staff through arranging seminars for the trainees who have finished their courses
abroad. Accordingly, the knowledge acquired by those trainees can be
transferred to their interested colleagues. On the other hand, aiming to determine
the training requirements for each employee, a database was established for the
CBE personnel, covering the training programs they have attended since 1995.
There was also a rise in the number of training courses organized in the
governorates.

2/10/1- CBE Programs

The number of trainees admitted to banking staff programs provided by
the CBE reached 1528 during FY 2004/2005, through 34 courses specialized
mainly in banking business.

These training programs comprised 6 specialized banking business
courses held in Cairo and attended by 144 participants, as well as 8 courses
organized in the governorates, with 640 participants.

The CBE offered also 20 preparatory training courses for promotion
candidates for all job ranks, attended by 744 trainees.
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CBE Training Programs

2002/2003 2003/2004 2004/2005
Number Number Number
Courses  Particip- Courses Particip- Courses  Particip-
ants ants ants
- Programs for the Banking Sector 100 3075 1 3328 34 1528
Staff - - - - - -
o Training courses for promotion
candidates ( all job ranks) 15 518 19 664 20 744
e Training programs in specialized
banking business (Cairo ) 54 1273 58 1537 6 144
o Certificate of Banking Studies
(Cairo & Alexandria) 3 198 3 154 - -
o Training programs in specialized
banking business (governorates) 9 517 14 397 8 640
e Foreign language programs 19 569 17 576 - -
¢ Additional programs (unscheduled
in the training plan)
e Tenders and auctions courses - - - - - -
o Development of the work systems
for the administrative affairs - - - - - -
- Programs for the CBE Staff, in: 1367 2301 - 2896
o The Banking Institute 1083 2076 - 2492
o Other training entities (The British
Council and the French Cultural
Centre) 190 148 - 292
e Missions abroad 94 77 - 112
- Trainees from Abroad (Sudan) - - - 33 - 33
Total 100 4442 111 5662 34 4457

As for the courses (specialized programs, English language and banking
leadership programs) organized by the CBE for its staff through the Banking
Institute, the number of participants therein reached 2492. In addition, there are
other programs organized by the Institute of Banking Studies - an affiliate of the
CBE.

As regards the programs provided by the CBE for its staff via other
training entities (the British Council, the French Cultural Centre and others), the
number of participants reached 292.
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In the light of the efforts exerted by the CBE to keep pace with the recent
banking developments on the international arena, 112 trainees were dispatched
abroad during the year to participate in training courses, organized by
international and regional institutions.

In addition, the CBE organized a training program (practical and
academic) for 33 trainees from some Arab countries to benefit from the
Egyptian banking expertise.

Number of Participants in the CBE Training Programs

6000

5000

O For the Banking
System

4000 1 For the CBE
through :

B The Banking
3000 Institute

0O The Local
Entities

2000 ¢ B The Abroad

Missions

1000 H

2002/2003 2003/2004 2004/2005

2/10/2- Activity of the Banking Institute

In pursuit of developing the skills and capabilities of the staff in the
banking, financial and monetary fields, in Egypt or in some Arab and foreign
countries, the Banking Institute continued during 2004/2005 to organize training
programs at its headquarters in Cairo (Nasr City) and its branches in Cairo
(Mohandessen branch), Alexandria and Port-Said. The number of participants
reached 19587 trainees, spending 21713 training hours.
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Number of Participants in the
Banking Institute Programs

2002/2003 2003/2004 2004/2005

Short-term training 16815 19869 17685
Educational and specialized certificates 812 869 1199
English language 454 895 703
Total 18081 21633 19587

The Banking Institute paid attention during the year under review to
increase the educational and special certificates in the banking, financial,
administrative, technological and human resources fields. The number of
participants amounted to 1199, spending 2552 training hours.

The short-term training programs organized by the Institute accounted for
the largest share of the Institute’s agenda during the year. These included
banking, financial, economic, legal, administrative development and computer
programs, along with the contractual programs provided upon the request of
banks and institutions, as well as special programs organized in cooperation with
external entities. The number of participants therein reached 17685 trainees or
90.3% of total participants.

Moreover, the Institute continued to introduce English language programs
to improve the language skills of the banking sector staff, with 703 participants,
spending 2810 training hours. In addition, the Institute continued to pay interest
to computer programs, as the number of participants therein amounted to 3293
during 2891 training hours.

Number of Participants in the Banking Institute Training Programs
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In the field of preparing banking cadres for leadership posts, the Institute
organized during the year the Tenth Round of Banking Leadership Program,
with 26 participants. The training program was divided into two parts, internal
and external, to follow up the recent banking developments on both the internal
and external arena.

The Institute also paid attention to training non-banking staff, as 141
participants from the Egypt National Postal Authority attended training
programs during the year, and 220 Egyptian post office managers finished
training after receiving an intensive program on the management of post offices.
Moreover, 120 trainees were graduated in the field of saving accounts service. In
addition, 300 participants are currently attending a training program on the
financial services certificates. A lot of ministries and entities participated in the
Institute’s programs (Ministry of Finance, Ministry of Planning, Ministry of
Investment, the General Authority for Investment & Free Zones (GAFI) and the
Administrative Supervision Authority), in addition to several companies and
individuals.

Moreover, the Institute devoted its efforts to the training of non-Egyptian
bankers. As such, 21 participants from the Commonwealth, and 130 from the
International Bank of Oman were trained.

As regards developing the research skills of the banking and financial
sectors staff , the Banking Institute - in cooperation with a group of foreign and
local financial institutions, senior officials at the CBE and the heads of bank
boards in Egypt - continued to organize seminars and workshops. The purpose
of this is to address and discuss the latest developments in the banking field, as
well as exchange views on the current problems facing the banking sector, and
identify their reasons, remedies and means of prevention. Moreover, the Institute
continued to issue its series of Link and Financial Infas. It also proceeded with
updating its library by developing the services of borrowing, research and
development, as well as the selective dissemination of information, and Internet
research on specialized databases available on the national network of
information.
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Chapter 3

Banking Developments

3/1 - Financial Position

Banks expanded their activities during FY 2004/2005, as compared with
the preceding FY, with their aggregate financial position augmenting by LE 71.7
billion or 11.3%, against LE 55.5 billion and 9.6%, reaching LE 705.1 billion at
end of June 2005.

Aggregate Financial Position of Banks

(LE mn)
End of June 2001 2002 2003 2004 2005
Cash 3485 4453 5557 5412 6594
Securities and investments 71142 87726 111337 124099 139062
TB Reverse repos - - - 13332 33115
Balances at banks abroad 16252 20002 29798 43290 51204
Balances at the CBE 48743 57575 84642 94882 109773
Balances at local banks 18304 25669 26232 21408 15213
Loan and discount balances 241470 266100 284722 296199 308195
Other assets 28966 33939 35650 34814 41990
Assets = Liabilities 428362 495464 577938 633436 705146
Capital 12038 12531 18155 20346 22949
Reserves 10156 11238 11805 11454 12419
Provisions 31200 35869 40099 44584 49541

Long-term loans and bonds 11922 14057 14866 15012 14255
Obligations to banks abroad 11486 11830 16248 10332 12262

Obligations to the CBE 10638 11277 10301 9579 8011
Obligations to local banks 17520 23817 25277 20354 14660
Deposits 291225 340868 403144 461697 519649
Other liabilities 32177 33977 38043 40078 51400

On the side of liabilities, the increase was due to the rises in deposits by
LE 57.9 billion, other liabilities by LE 11.3 billion, provisions by LE 5.0 billion,
equities by LE 3.6 billion and obligations to banks abroad by LE 1.9 billion
worth. Meanwhile, obligations to local banks dropped by LE 5.7 billion,
obligations to the CBE by LE 1.6 billion and long-term loans and bonds by LE
0.7 billion.
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Relative Structure and Changes in Liabilities

(LE mn)
Relative Change During
End of June Importance
2004 2005 2003/2004 2004/2005

% % Value % Value %
Capital 3.2 33 2191 12.1 2603 12.8
Reserves 1.8 1.8 (351) (3.0) 965 8.4
Provisions 7.1 7.0 4485 11.2 4957 11.1
Long-term loans and bonds 2.4 2.0 146 1.0 (757) (5.0)
Obligations to banks in Egypt 4.7 3.2 (5646) (15.9) (7262) (24.3)
Obligations to banks abroad 1.6 1.7 (5915) (36.4) 1930 18.7
Total deposits 72.9 73.7 58553 14.5 57952 12.6
Other liabilities 6.3 7.3 2035 53 11322 28.2

Total liabilities 100.0  100.0 55498 9.6 71710 113

On the assets side, the increase was mainly attributed to the rises in TB
reverse repos by LE 19.8 billion, investments in securities and TBs by LE 14.9
billion, balances with the CBE by LE 14.9 billion, lending and discount balances
by LE 12.0 billion, balances with banks abroad by the equivalent of LE 7.9
billion and other assets by LE 7.2 billion. On the other hand, balances with
banks in Egypt (excluding the CBE) decreased by LE 6.2 billion.

The rise in banks' investments in securities and treasury bills during the
year was an outcome of the pickup in their investments in government bonds by
LE 8.3 billion, in non-government bonds by LE 3.2 billion, in corporate equities
by LE 2.1 billion and in treasury bills by LE 1.3 billion. Thus, the structure of
banks' portfolio at end of June 2005 consisted of 43.1% treasury bills, 31.2%
government bonds, 13.0% corporate equities, 7.2% foreign securities and 5.5%
non-government bonds.

Transactions of banks in Egypt with their correspondents abroad
improved during FY 2004/2005, as their net credit position abroad moved up by
the equivalent of LE 6.0 billion. This was due to a pick-up in their balances with
banks abroad by the equivalent of LE 7.9 billion and an increase in their
obligations to these banks by the equivalent of LE 1.9 billion. Accordingly, their
transactions abroad (net) posted LE 39.0 billion worth at end of June 2005,
against LE 33.0 billion wroth at end of June 2004.
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Relative Structure and Changes in Assets

(LE mn)
Relative Change During FY
Importance

End of June 2004 2005 2003/2004 2004/2005

% % Value % Value %

Cash 0.8 0.9 (145) (2.6) 1182 21.8
Investment in securities 19.6 19.7 12762 11.5 14963 12.1
TB reverse repos 2.1 4.7 13332 0 19783 148.4
Balances at banks in Egypt 18.4 17.7 5416 49 8696 7.5
Balances at banks abroad 6.8 7.3 13492 453 7914 18.3
Loan and discount balances 46.8 43.7 11477 4.0 11996 4.0
Other assets 5.5 6.0 (836) (2.3) 7176 20.6
Total Assets 100.0 100.0 55498 9.6 71710 11.3

3/2- Deposits

Deposits at banks moved up by LE 57.9 billion, or 12.6% during FY
2004/2005, against LE 58.6 billion and 14.5% during the previous FY, to reach
LE 519.6 billion, thereby accounting for 73.7% of banks' aggregate financial
position at end of June 2005. The balances of LE deposits amounted to LE 369.1
billion, up by LE 58.2 billion, or 18.7% during the year under review, against an
increase of LE 32.7 billion or 11.8%. The balances of foreign currency deposits
(expressed in LE) recorded LE 150.5 billion, down by LE 0.3 billion or 0.2%,
against a rise of LE 25.9 billion or 20.7% in the previous FY.

A distribution of the LE deposits during the year under review indicated
that the increase was evidently concentrated in the deposits of the household
sector, which accounted for nearly 83.3% of such increase, as they rose by LE
48.5 billion or 23.6%, reaching LE 253.9 billion or 68.8% of total LE deposits at
end of June 2005.

Likewise, deposits of the private business sector climbed by LE 4.4
billion or 12.6%, the government sector's by LE 3.5 billion or 6.5%, and the
public business sector's by LE 1.3 billion or 8.5%. Meanwhile, the increase in
the deposits of the external sector was as low as LE 0.4 billion, or 56.1%.
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As for foreign currency deposits (expressed in LE), the decrease was
mainly attributable to lower household deposits by LE 5.1 billion or 5.6%,
reaching LE 85.8 billion and representing 57.0% of total foreign currency
deposits at end of June 2005. Deposits of the private business sector increased
by LE 1.8 billion or 6.0%, the external sector’s by LE 1.2 billion, the
government sector’s by LE 1.0 billion, and the public business sector’s by LE

0.8 billion.
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Deposits at Banks by Sector

(LE mn)
Local Currency Foreign Currencies
End of June
2003 2004 2005 2003 2004 2005
Total 278179 310870 369067 124965 150827 150582
Government sector 46071 54120 57649 18977 26187 27252
Public business sector 13929 15414 16727 2878 3432 4195
Private business sector 30087 35219 39668 25179 29550 31337
Household sector 187594 205375 253865 77111 90899 85813
External sector 498 742 1158 820 759 1985

3/3- Lending Activity

Banks’ credit facilities increased by LE 12.0 billion or 4.0 % during the
year under review, against LE 11.5 billion and 4.0 % during the previous FY, to
reach LE 308.2 billion or 43.7% of the aggregate financial position of banks at
end of June 2005.

A distribution of credit facilities by currency showed a rise of LE 5.0
billion or 2.2% in local currency credit compared with LE 9.5 billion or 4.3%,
reaching LE 233.1 billion at end of June 2005. Moreover, credit offered in
foreign currencies augmented by the equivalent of LE 7.0 billion or 10.3% to
reach the equivalent of LE 75.1 billion at end of June 2005.

A breakdown of the LE credits by debtor indicated an increase of the
loans offered to the household sector by LE 3.4 billion, to the public business
sector by LE 2.5 billion, to the government sector by LE 1.0 billion and to the
external sector by LE 0.1 billion. In contrast, loans to the private business sector
dropped by some LE 2.0 billion.

Accordingly, the private business sector accounted for 65.3% of total LE
credit facilities at end of June 2005, followed by the household sector at 16.9%,
then the public business sector at 12.9%, the government sector at 4.7% and the
external sector at 0.2%.



64

Central Bank of Egypt — Annual Report 2004/2005

Concerning the credit in foreign currencies, the debt of the government
sector increased (in LE terms) by LE 4.8 billion, the private business sector’s by
LE 1.8 billion, the household sector’s by LE 0.9 billion, whereas the increase in
credit facilities to external sector was confined to LE 0.2 billion. On the other
hand, the debt of public business sector dropped by LE 0.7 billion. As a result,
the private business sector accounted for 71.3% of total foreign currency credit
at end of June 2005, followed by the government sector at 14.8%, the public
business sector at 9.4%, the household sector at 2.5% and the external sector at

2.0%.
Credit by Sector
(LE mn)
Local Currency Foreign Currencies
End of June 2003 2004 2005 2003 2004 2005
Total 218696 228159 233141 66026 68040 75054

Government sector
Public business sector
Private business sector
Household sector
External sector

9049 9963 10938 4248 6240 11080
26835 27690 30164 8051 7740 7078
149118 154162 152193 50827 51668 53502
33285 35955 39354 1350 1059 1913

409 389 492 1550 1333 1481
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A breakdown of the LE credits by economic activity shows a pick-up in
the loans granted to the manufacturing sector by LE 4.1 billion, bringing its
debts to LE 81.8 billion, or 35.1% of total LE credits at end of June 2005. The
agriculture sector obtained LE 0.8 billion, resulting in a total debt of LE 5.8
billion, while the other unclassified sectors obtained LE 3.5 billion, thereby
accounting for debts of LE 40.0 billion. Debts of the trade sector scaled down by
LE 2.8 billion, reaching LE 45.6 billion or 19.6%, and so did the services
sector’s by LE 0.6 billion, posting LE 59.9 billion or 25.7%.

Regarding credit facilities in foreign currencies (expressed in LE), the
increase was pronounced in the manufacturing sector, as it obtained LE 6.4
billion, raising its debt to LE 35.0 billion or 46.6% of total foreign currency
credits at end of June 2005. Debts of the services sector also went up by LE 0.2
billion, posting LE 24.2 billion or 32.2%. The agriculture sector accounted
merely for LE 0.1 billion, and the other unclassified sectors for LE 1.0 billion,
whereas the debts of trade sector retreated by LE 0.7 billion, to stand at LE 11.9
billion or 15.8%.

Credit by Economic Activity

(LE mn)
Local Currency Foreign Currencies
End of June 2003 2004 2005 2003 2004 2005
Total 218696 228159 233141 66026 68040 75054
Agriculture 4521 5015 5822 447 550 619
Manufacturing 74269 77722 81844 26782 28569 34957
Trade 47530 48479 45648 11557 12552 11893
Services 58547 60505 59870 24341 23941 24188
Unclassified sectors 33829 36438 39957 2899 2428 3397
Credit by Economic Activity
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At end of June 2005, loans and advances (excl. discounts) offered by
banks, reached LE 306.7 billion, with an increase of LE 11.7 billion or 4.0%
during the year under review. This rise was due to the pickup in loans of more
than one year (in LE or foreign currencies), as they recorded increases of LE 6.4
billion and the equivalent of LE 5.3 billion, in local and foreign currencies,
respectively.

3/4- Cash Flows

The statement of the banks' cash flows showed a surplus of LE 6.0 billion
in domestic transactions during FY 2004/2005, as their resources reached some
LE 84.0 billion and their uses LE 78.0 billion. In contrast, a deficit equivalent to
the aforementioned surplus occurred in banks' external transactions.

Regarding domestic transactions, resources stemmed from the increase of
LE 57.9 billion in deposits, LE 16.3 billion in other obligations, LE 3.6 billion in
capital accounts (equities) and the decrease of some LE 6.2 billion in the
balances at local banks. The rise in local uses came as a result of the increase in
portfolio investments by nearly LE 34.7 billion, in cash and balances at the CBE
by some LE 16.1 billion, in lending and discount balances by LE 12.0 billion
and in other assets by LE 7.2 billion, on the one hand. Added to these were the
decreases in obligations to banks in Egypt by LE 5.7 billion, in obligations to the
CBE by LE 1.6 billion and in loans & bonds by LE 0.7 billion, on the other
hand.

As for external transactions, their uses came from the increase in balances
at banks abroad by the equivalent of LE 7.9 billion, while their resources came
from the rise of the obligations to banks abroad by the equivalent of LE 1.9
billion.
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Banks’ Cash Flows Statement*

(LE mn)
During 2003/2004 2004/2005
First: Domestic Transactions
1- Total Resources: 72719 83996
a- From the Increase in Obligations (Liabilities) 67059 77800
Deposits 58553 57952
Capital accounts (equities) 1840 3568
Loans and bonds 146 -
Other obligations 6520 16280
b- From the Decrease in Assets 5660 6196
Balances at local banks 4824 6196
Other assets 836 -
2- Total Uses: 49439 78021
a- In Reducing Obligations 5646 8019
Obligations to the CBE 722 1568
Obligations to banks in Egypt 4924 5694
Loans and bonds - 757
b- In Increasing Assets 43793 70002
Cash and balances at the CBE 10095 16073
Portfolio investment 22221 34756
Lending and discount 11477 11996
Other assets - 7177
Surplus (+) or deficit (-) (1-2) 23280 5975
Second: External Transactions
1- Total Resources: - 1939
a-_From the Increase in Obligations - 1929
Obligations to banks abroad - 1929
b- From the Decrease in Assets - 10
Portfolio investment - 10
2- Total Uses: 23280 7914
a- In Reducing Obligations 5915 -
Obligations to banks abroad 5915 -
b- In Increasing Assets 17365 7914
Portfolio investment 3873 -
Balances at banks abroad 13492 7914
Surplus (+) or Deficit (-) (1-2) 223280 -5975

* The figures in this statement are limited to the change in the balance at end of the year from that at
end of the preceding year.
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3/5 - Performance Indicators

The CBE evaluates the soundness of the banks performance through its
follow-up of a set of internationally recognized indicators, which measure a
bank's capital adequacy and asset quality- particularly, the assets used in lending
activities- and bank profitability. In addition, indicators cover banks' compliance
with the liquidity and reserve ratios established by the CBE in its capacity as a
regulatory authority.

Hereinafter are the results realized by banks in each area according to
their financial position at end of June 2005.

3/5/1- Capital Adequacy Standard

According to this standard, the 41 banks registered at the CBE — except
foreign banks’ branches - are obliged to maintain a ratio established by the CBE
between the capital (core and supplementary) on the one hand, and risk
weighted assets and contingent liabilities at any given date, on the other hand.
The ratio set by the CBE should be no less than 10%. At least half of that
standard should include the components of the core capital, consisting of the
paid-up capital, reserves and the retained profits. As for the supplementary
capital, it is composed of the general risk provision for loan and regular
contingent liabilities. This is in addition to the supplementary loans of more than
five-year maturity, provided that 20% of the value of these loans is amortized in
each year of the last five years of their maturities. Moreover, supplementary
capital includes 45% of the increase in the fair value over the book value of the
financial investments that are available for sale, held until maturity and used in
subsidiary and common-interest companies.

Contingent liabilities and assets, with risk weights ranging between 0%
and 100%, are calculated on a weighting system set by the CBE according to the
degree of risk. Meeting that standard reflects the bank’s ability to face any
potential risks.
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A follow up of banks' compliance with that standard showed the
following results:

e For banks combined, the ratio reached 13.4% (against 10.0% as a minimum
established ratio). Core capital represents the major part in this standard, as it
accounts for 9.8%, whi