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Main Monetary and Financial Indicators

July/Dec.
2009/2010 2010/2011
GDP (LE bn)
GDP at Market and Current Prices 604.5 705.4
Annual Growth Rate (%) 15.6 16.7
Real GDP at Factor Cost 415.8 439.1
Annual Growth Rate (%) 4.8 5.6

GDP Growth Rate (at Factor Cost) by Sector (%)

A) Productive Sectors

Of which:
Construction & Building 13.1 12.6
Electricity 7.0 8.0
Water 6.4 6.5
Manufacturing (Oil Refining & Others) 4.6 6.1

B) Services Sectors

Of which:
Tourism 8.8 13.9
Suez Canal -14.2 11.1
Communications 13.1 11.0
Wholesale and Retail Trade 5.5 6.3
Finance 4.8 4.9
Price Index (%) 2009/2010 2010/2011
- Change in consumer price index (urban)
(January 2010 = 100) 6.9 7.1
- Change in producer price index (2004/2005 =100) 4.7 8.7
July/Dec.
Monetary Survey (LE bn) 2009/2010 2010/2011
End of Period
Domestic liquidity (M2) 866.4 974.0
Growth rate (%) 4.2 6.2
Reserve money 193.1 218.4
Growth rate (%) 10.3 7.5
Money supply (M1) 197.0 223.5
Growth rate (%) 7.6 4.4
Currency in circulation/Money supply (%) 64.3 64.3

Banking system foreign assets, of which: 291.1 354.4



CBE foreign assets 185.6 206.3

Banking system foreign liabilities, of which: 35.2 49.2
CBE foreign liabilities 8.5 8.1
Total deposits with banks (excluding the CBE) 848.7 944.0
In local currency 649.5 735.3
In foreign currencies 199.2 208.7
Foreign currency deposits/total deposits (%) 23.5 22.1
Total lending and discount balances extended by banks
(excluding the CBE), of which: 432.6 458.1
To government and public economic authorities 34.2 38.2
To business sector (public and private) 292.1 303.6
Portfolio of securities and TBs with banks
(excluding the CBE), of which: 361.2 441.2
TBs and government bonds 304.7 341.5
Loans/deposits with banks (%) 51.0 48.5
Investment in securities, TBs and equity
participations/deposits (%) 42.6 46.7
Annual Discount and Interest Rates (%) July/Dec.
2009/2010 2010/2011
End of Period
CBE Lending and Discount Rate 8.50 8.50
CBE Overnight Deposit and Lending Rates
Deposit 8.25 8.25
Lending 9.75 9.75
Interest Rate on Less than 3-Month Deposits 5.90 6.60
Interest Rate on Less than One Year Loans 11.00 10.70

US Dollar Exchange Rate Announced by

the CBE (PT/Dollar)

- Buy and Sell Exchange Rates (Average of the Period) 550.9 572.9

- End of the Period (Buy Rate) 547.5 579.3

Consolidated Fiscal Operations of 2010/2011

the General Government (Budget Sector) Estimates Actual
FY (July/Dec.)

LE bn

- Total Revenues 285.8 99.7

- Total Expenditures 403.2 161.1

- Cash Deficit (or Surplus) 117.4 61.4

Net Acquisition of Financial Assets -8.3 -1.0



Overall Deficit ( Surplus) 109.1 604

Total Finance 109.1 60.4
- Domestic Finance 118.5 75.5
Banking 53.2 37.6
Non-Banking 65.3 37.9

- Foreign Borrowing -9.7 34
- Arrears - -
- Others -0.7 -0.2
- Revaluation Differences - -
- Net Privatization Proceeds 0.3 -
- Difference between TBs Face Value and Present Value - -1.1
- Foreign Debt Reclassification Diff. and Related FX Diff. - -
- Discrepancy 0.7 -17.2
- Cash Deficit (Surplus) as a Percentage of GDP 8.5 4.5
- Overall Deficit (Surplus) as a Percentage of GDP 7.9 4.4
- Revenues as a Percentage of GDP 20.7 7.2
- Expenditures as a Percentage of GDP 29.3 11.7

Domestic Public Debt End of
June 2010  Dec. 2010
LE bn
Gross, due on: 888.7 962.3
- Government (net) 663.8 738.9
- Public Economic Authorities (net) 67.8 70.1
- NIB (Minus Intra-Debt) 157.1 153.3
Balance of Payments (US$ bn) July/ Dec.
2009/2010 2010/2011

Current Account & Transfers (1.3) (1.4)
Trade Balance (11.9) (13.3)
Merchandise Exports 11.5 12.7
Oil and its Products % 43.3 42 .9
Others % 56.7 57.1
Merchandise Imports 234 26.0
Intermediate Goods % 32.5 30.9
Consumer Goods % 25.2 25.2
Fuel, Raw Materials and Others % 21.2 20.9

Investment Goods % 21.1 23.0



Services Balance

Receipts, of which:
Transportation %
Travel %
Investment Income %

Payments, of which:
Transportation %
Travel %

Investment Income %
Transfers

Official %
Private %

Capital and Financial Account

Overall Surplus/(Deficit)

6.3
12.3
28.3
49.0

4.1

6.0
10.1
22.0

31.0
4.3

20.7
79.3
3.3
2.6

5.6
13.0
32.0
53.2

1.6

7.5
11.2
16.5

40.7
6.3

2.6
97.4
2.8
0.6



The Leading Article



A Monthly Indicator of Economic Activity in Egypt'
Introduction

Egypt’s economic growth has experienced a recovery over the period
from FY 2005/06 to FY 2007/08, with the facilitation of institutional reforms
and an attractive investment climate. The real GDP growth increased from an
average of 4% over the period FY 2002/03-FY 2004/05, to an average of 7%
over the period FY 2005/06 - FY 2007/08. The boost in growth was driven by
the domestic economy, especially the sectors of manufacturing, construction,
trade, communications and transportation sectors; as well as the external
economy including the Suez Canal and tourism sectors. In FY 2008/09 and the
first half of FY 2009/10, as a repercussion of the financial crisis, the growth
plunged to 4.7% due to a relative slowdown in the domestic economy - mainly
manufacturing and construction - and a pronounced drop in the external sectors.

The national accounts of Egypt are compiled in annual and quarterly
frequencies which is the case in most countries. The official statistics of annual
GDP data are available since the 1980°s, while the quarterly GDP data have not
been published before FY 2001/02. Therefore, a higher-frequency measure of
real economic activity is needed to help policymakers monitor economic
developments; and allow ample observations for economic research. A common
resort for national statistical agencies is to use a mathematical or statistical
procedure to transform the low-frequency series into higher frequency
observations. This procedure is known as temporal disaggregation for flow and
index variables or interpolation for stock variables.

The purpose of this paper is to construct a monthly measure of real
economic activity in Egypt by disaggregating the quarterly real GDP series. The
paper proceeds as follows: the first section briefly reviews the literature. The
second section introduces the methodology used in the paper. The third section
presents the results of some data inspection. The fourth section highlights the
findings of temporal disaggregation and out-of-sample performance. The final
section draws conclusions.

1. Literature Review

The theoretical literature has outlined two alternative approaches to the
temporal disaggregation of a single time series. The first one is the purely
mathematical or time series model such asthe smoothing technique of Boot,

! Prepared by Mariana Rizk, economic researcher at the the CBE - the Economic Research Dept., and supervised
by senior researchers at the Dept.



Feibes and Lisman (1967) and the ARIMA model of Wei and Stram (1990). The
second approach includes methods that make use of related indicators observed
at the desired high frequency, such as the static regression-based method of
Chow-Lin (1971) and its variants by Fernandez (1981) and Litterman (1983).
Recent developments in the literature extend the regression methods to include a
dynamic component such as Salazar et al. (1997), Santos Silva and Cardoso
(2001), Di Fonzo (2003) and Proietti (2006). Empirically, many national
statistical institutes have introduced the Chow-Lin technique in its estimation of
quarterly national accounts due to its flexibility with multiple related series, its
international acceptance and the reliability of its results (Di Fonzo, 2003).
Moreover, many empirical applications adopted the Chow-Lin procedure or one
of its variants, due to its dependence on a relatively simple regression technique
and a single autoregressive parameter (Hall and McDermott, 2007).

Quillis (2005), Chen (2007) and Hall and McDermott (2007) estimated
the quarterly GDP series by disaggregating the annual data of Spain, the Unites
States and New Zealand respectively. Abeysinghe and Rajaguru (2004) did the
same for China and the ASEAN four countries (Indonesia, Malaysia, Philippines
and Thailand) using the Chow-Lin methodology or one of its variants. These
studies used the recently published quarterly series as a benchmark to judge the
quality of their estimates.

Bruno et al. (2005) estimated the monthly GDP series for the United
States, Japan, Germany, France, United Kingdom, Italy, Canada and the Euro
area, by disaggregating the quarterly GDP. The authors employed an out-of-
sample forecasting procedure to judge the reliability of their monthly estimates,
by ruling out a subsample of the available quarterly observations and evaluating
a forecast comparison criterion.

For Egypt, Ismail et al. (2006) disaggregated the annual nominal GDP and
the annual GDP deflator, using different disaggregation techniques over the
period 1982-2005. The set of quarterly indicators for the nominal GDP included
the Suez Canal receipts, Brent petroleum price, nominal exports and imports,
M1 stock, nominal exchange rate, discount interest rate, and a trend variable.
The results show that the Chow-Lin estimates are superior to those of Fernandez
and Litterman; based on the criteria of root mean squared errors and mean
absolute deviations.



Moursi et al. (2006) estimated a monthly real GDP series for Egypt from
annual GDP data over the period 1981-2005 using the Litterman (1983)
methodology. The set of monthly related series include Brent petroleum price,
real exports and imports, real Suez Canal receipts, real M1 stock, real quasi-
money and the real exchange rate (with respect to the US CPI). The authors
deflated the nominal indicators using the wholesale price index (WPI).

Against this background, this paper adopts the Chow-Lin (1971)
methodology to estimate the monthly real GDP series from quarterly GDP data
over the period 2001:Q3-2010:Q1. The set of related series is chosen in the light
of some considerations. First, the set includes monthly indicators compiled
initially in real terms, to avoid any intermediate estimation errors related to
deflating the indicators, particularly because the WPI series has not been
published since 2007 and the CPI series manifests several computational breaks.
Second, the set of indicators has been chosen so as to represent the economic
activity in the most dynamic sectors of the economy, such as industry, mining,
tourism, Suez Canal, transportation and financial services. Third, since the
sample is inclusive of the recent global crisis period, the indicators of the highly
vulnerable sectors exhibited severe breaks that led ultimately to their exclusion
from the analysis.

2. Chow-Lin Methodology

Chow and Lin (1971) introduced their regression-based technique initially
to transform a quarterly time series into monthly frequency. They based their
technique on a hypothetical relationship between the unobserved target monthly
series y, and one or more observed monthly indicators represented as follows:

ym = Xﬂ'lﬂ + um

where y, is an (nx1) vector of unobservable monthly GDP, X, is an (nxK)
matrix of K monthly indicators, g is a (Kx1) vector of unknown coefficients
and u, is an (nx1) vector of stochastic errors with conditional mean zero and
conditional variance-covariance matrix v, .

If there are T quarterly observations of GDP, then the number of monthly
observations n is either equal to 3T or more than 3T in case of extrapolation
(forecasting an unobserved quarterly GDP figure using observations of monthly
indicators).



If C is a (Txn) aggregation matrix, then multiplying C by any monthly
matrix (nx1) will yield a quarterly matrix (Tx1).
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Then the Chow-Lin monthly relationship can be represented in the
quarterly frequency as follows:

y,=X,B+u,
wherey, =Cy,, X,=CX, and u,=Cu,.

Chow and Lin adopted a certain structure for the variance-covariance
matrix ¥, to implement two steps: (1) obtain a Best Linear Unbiased Estimate

(BLUE) solution for the coefficient vector by applying the Generalized Least
Squares (GLS) estimation method to the quarterly regression and, (2) obtain the
monthly residuals by disaggregating the quarterly residuals u, .

(1) Bos =lx1cv,ey' x| xicv,cy'y,
where CV,C'=V,.

(2) u, =V,C(CV,C)'u, =V, C(CV,CY' (v, ~ X,Beos)

Given (1) and (2), the BLUE solution for monthly GDP by Chow-Lin
(1971) 1s:

P = XoBars +V,C(CV,CY (v, = X, Bavs)

The key assumption behind the variance-covariance matrix of Chow-Lin
is that the u, follows a stationary AR(1) process without drift:

u, = pu,_, +gz |p|<1
where &, is a white noise process; E(¢,) =0 and E(¢*) = o.

Accordingly, the variance-covariance matrix ¥, takes the form:

2 n-1"]

1 Yo P ...p
, | P 1 o ... p
V,=—"—| p’




If the autoregressive parameter pis equal to zero, then the », matrix

collapses to oI, and the BLUE solution of the coefficient vector can be
obtained by OLS.

Therefore, the Chow-Lin estimates of the high-frequency series are
reliable only if the error process u,, is stationary or, equivalently with integrated

processes, if the GDP and the related indicators are cointegrated. If this is not
the case, then the GDP and related series should be differenced before temporal
disaggregation as in Fernandez (1981) and Litterman (1983).

Empirically, most economic time series are integrated processes.
Therefore, two approaches are used in the literature to test the necessary
condition of Chow and Lin. The first is by testing for integration and
cointegration for the low-frequency variables as in Abeysinghe and Rajaguru
(2004) and Bruno et al (2005). The second approach tests for the stationarity of
the high frequency residuals using Engel-Granger procedure as in Hall and
McDermott (2007). The underlying notion is that integration and cointegration
are unchanged by temporal disaggregation (Marcellino, 1999).

3. Data Inspection

This section aims to identify the features of the individual time series
through graphical investigation and testing for unit roots. The data sample used
comprises a set of monthly indicators and the official quarterly real GDP series.
The GDP series is obtained from the national accounts statistics published by the
Ministry of Economic Development and is consolidated to have a new base year
at FY 2001/2002. The set of monthly indicators include 16 variables that
measure economic activity in several economic sectors. The set is mainly
restricted, except for some financial indicators, to variables that are collected in
real terms. The monthly indicators are obtained from the Central Bank of Egypt
and the Information and Decision Support Center (IDSC). By studying the
graphical pattern of the related indicators (see chart Al in the appendix) some
observations are worth mentioning. (1) The oil extractions, oil products, and
natural gas extractions witnessed a jump by the end of year 2005 with the launch
of two export projects for liquefied natural gas (LNG). (2) The variables
regarding railway cargo and passengers show a downward trend during the
study period possibly due to the network’s limited coverage of the expanding
industrial, commercial and entertainment areas. (3) All Suez Canal variables
(oil, non-oil and total cargo) exhibited a severe drop in the aftermath of the
recent global crisis with the retreat in international trade and economic activity.



(4) The value of messages executed via the ‘Local SWIFT service’ jumped in
2009 with the inclusion of corridor transactions and deposits for monetary
policy purposes into the variable. Moreover, the value of automated clearing
house cheques exhibits a structural break due to the introduction of an electronic
clearing system in January 2006. To conclude, being a developing country,
Egypt is subject to frequent structural changes and developments that reflect on
the time series features of its well-tracked indicators. The availability of short
samples of data exaggerates these effects.

The paper uses the Augmented-Dickey-Fuller (ADF) and the Dickey-
Fuller-Generalized-Least-Squares (DF-GLS) tests to identify the order of
integration for the quarterly indicators and real GDP. The optimal lag is selected
according to Akaike Information Criterion (AIC) and the Modified Akaike
Information Criterion (MAIC) respectively.' The tests’ results are not clear cut
whether the order of integration is one or higher for most of the examined
variables (see table Al in Appendix). It is most likely that the low power of unit
root tests and the small number of observations are the causes behind such
indefinite results.

Based on the graphical investigation, the results of unit root tests and the
findings of preliminary disaggregation attempts, the indicator list is reduced to
the energy variables: oil and natural gas consumption (tons), electric energy
production (kilowatt/hour), electric energy consumption (kilowatt/hour) and
electric energy consumption of the industrial sector (kilowatt/hour), and tourist
nights.

4. Temporal Disaggregation Results

The results are assessed in two stages; first, running the estimation for the
period 2001:Q3-2007:Q4 and evaluating the simple statistics of the low-
frequency GLS regression, such as the t-statistics and the R squared.

In the second stage, the out-of-sample forecasting procedure is used to
judge the predictive power of the indicator choices (Bruno et al, 2005). The
quality of the forecast will be assessed in two ways. In one procedure, the
estimated disaggregation is used to extrapolate the whole forecast period without
changing the low-frequency estimation period. In another procedure, the

' The ADF test is commonly used in the literature with the AIC and SC as criteria for lag selection. The DF-GLS

test has higher power especially with the use of MAIC for lag selection (Elliott et al., 1996 and Ng Perron,
2001).



estimated disaggregation is used to extrapolate three months ahead (one-quarter
forecast) of GDP, rolling through the period 2008:M1-2010:M3. The latter
rolling procedure is repeated each time after adding a quarterly observation to
the low-frequency estimation period.

The extrapolated values of monthly GDP are aggregated and compared to
the observed value of real GDP using the root mean squared errors (RMSE) as
an evaluation criterion. The indicator choice with the minimum RMSE is
supposed to estimate the monthly real GDP with the highest accuracy.

A. Chow-Lin Regression Results

Several specifications are attempted; first by including only one related
series and then combining two related series. For each attempt, the regression is
run for the seasonal series and the seasonally adjusted series. The multiplicative
x-11 procedure is used for seasonal adjustment.

With one related series (see tables 1 and 2), the coefficients of all
indicators are individually significant at 5% level of significance. The seasonal
regression in table 1 show that the R-squared is the highest for the electric
consumption and electric production, followed by oil and natural gas
consumption; and electric consumption of industry. However, the regression
results for the seasonally adjusted series in table 2 show that the highest R-
squared is for the oil and natural gas consumption, followed by -electric
production, electric consumption of industry and electric consumption
respectively. It is obvious that the seasonal adjustment improves the R-squared
for the energy variables, while it worsens it for the tourist nights.

The Engel-Granger test for cointegration shows that each related series is
cointegrated with the real GDP except for the seasonally adjusted tourist nights.
The estimate of the first-order autocorrelation coefficient (rho-hat) lies in the
range of 0.23-0.81 for the seasonal regressions, and 0.59-0.96 for the seasonally
adjusted regressions. The highest rho-hat belongs to the seasonally adjusted
tourist nights.
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Chow-Lin Regression Results with One Related Series,
Sample Period: 2001:Q3-2007:Q4
Table (1): Real GDP and Related Series are Seasonal

Electric

Cons. of Electric Electric Oil & NG Tourist
t-statistics Industry Cons. Production Cons. Nights
Constant (B,) 3.01 5.58 4.94 0.35 339
Slope (B,) 15.08 17.89 18.21 14.73 11.34
P 0.23 0.32 0.48 0.29 0.81
Adj. R’ 0.9 0.93 0.93 0.9 0.84
ADF stat** -8.77 -7.5 -5.36 -8.95 -4.32

Table (2): Real GDP and Related Series are Seasonally Adjusted Using Multiplicative
x-11 Procedure

Electric

Cons. of Electric Electric Oil & NG Tourist
t-statistics Industry Cons.  Production Cons. Nights
Constant (B,) 4.79 6.83 5.4 2.19 25.88
Slope (B;) 20.85 19.78 24.3 26.72 4.25
Yo, 0.81 0.84 0.79 0.59 0.96
Adj. R? 0.95 0.94 0.96 0.97 0.41
ADF stat** -4.15 -3.61 -3.84 -5.56 -3.52

Results are produced using the ECOTRIM software v. 1.01 of Eurostat.

** ADF statistic for the quarterly residuals with lag 0 in the first differences, no constant or trend. Critical value
of MacKinnon (2010) for 26 observations, two integrated variables, a constant in the cointegrating equation, at
5% level of significance, is -3.581.

In the second stage, one of the energy variables is augmented with tourist
nights. Note that 55% of the domestic consumption of natural gas in Egypt is
used in generating electricity (IDSC database). This implies double counting or
correlation between oil and natural gas consumption on the one hand and
electric production or consumption on the other hand, when included in the
same regression as related indicators.

The results in table 3 show that the coefficients of the energy variable and
tourist nights are both significant in all seasonal regressions. The electric
production equation has the highest adjusted R-squared, followed by electric
consumption and oil and natural gas consumption. The Engel-Granger test for
all seasonal regressions shows that the related series and real GDP are
cointegrated. It is clear, however, that the addition of the tourist nights does not
improve the adjusted R-squared of the one-related equation. For the seasonally
adjusted regressions (see table 4), the R-squared is the highest for the seasonally
adjusted oil and natural gas consumption equation. The Engel-Granger test fails



to reject ‘no cointegration’ for electric consumption and electric production;
while it rejects it for electric consumption of industry and oil and natural gas
consumption.

Chow-Lin Regression Results with Multiple Related Series,
Sample Period: 2001:Q3-2007:Q4

Table (3): Real GDP and Related Series are Seasonal

Electric Cons. Electric Electric Oil & NG
t-statistics of Industry Cons. Production Cons.
Constant (f,) 5.73 6.16 6.02 3.82
Energy variable (B,) 2.89 4.25 5.23 3.45
Tourist Nights (8,) 6.71 5.74 3.74 5.56
/f3 0.75 0.78 0.75 0.70
Adj. R? 0.87 0.9 0.92 0.88
ADF stat** -5.17 -5.46 -4.4 -5.51

Table (4): Real GDP and Related Series are Seasonally Adjusted Using Multiplicative
x-11 Procedure

Electric

Cons. of Electric Electric Oil & NG
t-statistics Industry Cons.  Production Cons.
Constant () 4.39 6.9 6.49 3.38
Energy variable (§,) 9.47 10.11 11.84 9.64
Tourist Nights (B,) 1.61 2.61 3.85 2.28
P 0.85 0.90 0.90 0.74
Adj. R? 0.93 0.93 0.94 0.95
ADF stat** -4.08 -3.22 -3.5 -4.9

**Critical value of MacKinnon (2010) for 26 observations, three integrated variables, a constant in the
cointegrating equation, at 5% level of significance, is -4.084.

B. Forecast Performance

This section examines the predictive power of the relationships with
single and multiple related series, in both the seasonal and seasonally adjusted
forms.

In the first forecasting procedure the estimation period is unchanged and
is used to estimate the monthly real GDP for the whole forecast period
2008:M1-2010:M3. The root mean squared errors between the aggregated
monthly estimates and the observed real GDP figures show that the models that
include the consumption of oil and natural gas (with and without tourist nights)
produce the best forecasts (see table 5). The seasonally adjusted estimates are
superior to the seasonally unadjusted estimates. Moreover, the models with the
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single related series produce more accurate estimates of real GDP than those
with multiple related series, except for the seasonal oil and natural gas
consumption. These results are consistent with the lower R-squared of the
multiple related series regressions and the poor evidence of cointegration for the
multiple regressions of electric consumption and electric production (in their
seasonally adjusted forms).

Table (5): Forecast Evaluation Using a Fixed Estimation Period
2001:Q3-2007:Q4

Root Mean Oil and Electric Electric Oil and NG Electric Cons.  Electric Prod.
Squared Errors in NG Cons. Cons. Prod. Cons. & & Tourist & Tourist
Level (000) Tourist Nights Nights Nights
Seasonal 3,994,350 4,130,826 5,494,621 3,628,069 5,262,122 6,312,191
Multi. x-11 1,338,824 2,928,711 2,335,384 1,695,855 4,002,028 3,463,940

In the second forecasting procedure, the base estimation period is
augmented with an actual quarterly observation and used to forecast the monthly
real GDP for three months ahead (one aggregated quarter). This latter procedure
is expected to better meet the needs of the policymaker and make use of the
latest developments in the economy. The root mean squared errors in table (6)
show that the models that include the seasonally adjusted electric consumption
as related series are superior in forecast accuracy to the models that include the
seasonally adjusted oil and natural gas consumption. Moreover, the deviations
from the actual GDP figures are lower using the rolling procedure, except for the
seasonally adjusted oil and natural gas consumption.

Table (6): Forecast Evaluation Using a Rolling Procedure

Root Mean Oil and Electric Electric Oil and NG Electric Electric Prod.

Squared Errors in NG Cons. Cons. Prod. Cons. & Cons. & & Tourist

Level (000) Tourist Nights Tourist Nights
Nights

Seasonal 3,853,183 3,818,387 4,973,653 2,935,472 3,971,896 4,384,109

Multi. x-11 1,485,325 1,309,480 1,672,816 1,558,901 1,379,037 1,623,661

In chart (1), compared to the quarterly real GDP growth rates (using the
seasonally adjusted consumption of oil and natural gas as the related series), the
aggregated monthly estimate of real GDP proves to be consistent with the actual
figures during the period 2008:Q1 to 2009:Q3. However, in 2009:Q4, the year-
over-year growth rate is overestimated at 7%, though actually it has not
exceeded 5%. Since the forecast period is basically composed of the downturn
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resulting from the financial crisis and the following recovery period, the model
has been able to predict the turning point in 2008:Q1, but was delayed by one
quarter in predicting the recovery in 2008:Q4. For electric consumption in chart
(2), though the deviations are smaller for the rolling procedure, the
disaggregation using the fixed estimation period was able to better predict the
pattern of development in economic activity during the forecast period.

Quarterly y-o-y Growth Rates of Real GDP
and Aggregated Estimates of Monthly GDP (Seasonally Adjusted)

Chart (1): Out-of-sample Forecast Using Oil and Natural Gas Consumption

as Related Series
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Chart (2): Out-of-sample Forecast Using Electric Consumption as Related Series
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5. Conclusions and Future Research

The temporal disaggregation of the quarterly real GDP using the Chow-
Lin methodology yields favorable results when oil and natural gas consumption
or electric consumption is used as related series. The oil and natural gas
consumption variable includes the industrial, commercial and household uses. In
this sense, it accounts for the developments of economic activity from the
demand side. On the other hand, it can account for manufacturing activity and
electric energy production from the supply side (energy being a cost of
production). Similarly, the electric consumption variable includes all uses of
electricity by the industrial, household and commercial sectors.

The strength of the disaggregation model lies in its ability to predict the
timing of the recession and recovery during the past two years. However, the
indefinite results of the unit root tests suggest the application of Fernandez and
Litterman methodologies in future research.
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Appendix

Chart A1: Monthly Indicators in Quarterly Frequency
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Table (A1): Unit Root Tests for Quarterly GDP and Quarterly Indicators over the

Period 2001:Q3-2010:Q1

ADF t-Stat (AIC)

DF-GLS Test Statistic (MAIC)

Null Hypothesis: Detrended First difference | GLS detrended  First difference

series has a has a unit root series has a unit has a unit root
unit root root

Energy (Production & Consumption)

Oil and natural gas consumption -2.04 -2.30 -1.38 -6.43% %%

Oil extractions, petroleum products

and NG production -2.52 -4, 74%%* -2.05 -4, 74%%*

Electric energy production -1.17 -2.66* 0.04 -0.04

Electric energy consumption -2.99 -2.95%* -0.16 -0.04

Electric consumption of the industrial

sector -3.49% -3.63%** -0.85 -0.47

Electric consumption for household

and commercial uses 0.48 -1.26 -0.17 0.35

Transportation/Internal Trade

No. of railway passengers -0.53 -7.67%%* -0.93 -0.72

Railway passengers times distance

travelled -0.68 -6.86%** -0.77 -0.21

Railway cargo -2.26 -4 51%H* -1.88 -5.07%*%*

Railway cargo times distance

travelled -2.58 -4 53%%* -1.65 -4.18%**

Suez Canal

Total net cargo of Suez Canal -2.74 -2.83%* -1.26 -0.86

Net cargo of oil ships 0.93 -5.63%** -1.29 -0.94

Net cargo of non-oil ships -4 43%%% -3.83% %% -0.18 -0.44

Tourism

Tourist nights -3.18 -3.70%*** -1.57 -0.81

Financial Transactions

Value of messages executed via

SWIFT in domestic transfers 2.28 0.98 0.01 -1.68*

Value of Automated Clearing House

cheques -2.29 -5.42%%* -1.03 0.18

Real GDP -2.65 -1.26 -1.08 0.63

*#* Indicates the rejection of the null hypothesis at 1% level of significance, **5% level of significance and

*10% level of significance.
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1: Macroeconomic Performance

1/1- Gross Domestic Product (GDP)

In July/Dec. 2010/2011, the annual real GDP growth at factor cost
noticeably improved, reaching 5.6 percent (against 4.8 percent in the
corresponding period a year earlier). Interestingly, the rate achieved in the
second quarter of FY 2010/2011 (5.7 percent) was comparatively higher than the
estimated rate of the emerging economies combined (5.6 percent).

% Real GDP Growth of Egypt vs Emerging Economies
4 - ]
J 5.7
2 >3 -1.3 /0/4'.:
2 16 ~—0v
-4 0.7
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
2008/2009 2009/2010 2010/2011
‘ e=—¢—=Fmerging Economies = Egypt

Source: Ministry of Economic Development.
J.P. Morgan, "Global Data Watch" March, 2011 for the emerging economies.

The chart below shows the long-term growth (potential GDP') that
registered 5.3 percent in the second quarter of 2010/2011, down by 0.4
percentage point below the actual rate of 5.7 percent (excluding the seasonal
factor). The calculation is done by deriving the Trend Component of GDP
growth rates, and a group of sectors, and comparing them to actual rates.

Development of the Real GDP Growth Rate Divided into
GDP Trend and GDP Gap (%)

74 P e A R R 5.7
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0000000000003 0C003C0C0000C00000CCT00CC0a
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mwmmmn GDP Gap -Business Cycle
= = =GDP Grow th Rate -Seasonally Adjusted

Potential GDP Trend

Trend Component was calculated on the basis of the quarterly data of real GDP during 2001/2002-2010/2011. The
approach of Hodrick-Prescott Filter (HP Filter) was applied to calculate the Trend Component or the Permanent
Component, before deriving the Cyclical Component impact, which reflects, at the same time, the GDP gap and uncovers

whether the economy suffers from overheating of inflationary pressures or not.
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On the supply side, the rise in economic growth was mainly attributed to
the higher contribution (4.6 points) of domestic demand driven-sectors. The
manufacturing sector came in the forefront; followed by wholesale and retail
trade; construction and building; agriculture; communications; and general
government.

GDP Growth by Domestic and External Demand-Driven Sectors
in July/Dec. 2010/2011

(Percentage Point)

Domestic Demand-Driven Sectors

Sector Growth Rate Share in Real GDP Growth
(%) (5.6%)

Agriculture, irrigation and fishing 3.1 0.4
Manufacturing 6.1 0.9
Electricity 8.0 0.1
Construction and building 12.6 0.6
Transportation and storage 6.3 0.3
Communications 11.0 04
Wholesale and retail trade 6.3 0.7
Financial intermediaries & supporting

services 4.9 0.2
General government 4.4 0.4
Other sectors 0.6
Total 4.6

External Demand- Driven Sectors
Sector Growth Rate Share in Real GDP Growth
(%)

Extractions 0.0 0.0
Suez Canal 11.1 0.4
Tourism 13.9 0.6
Total 1.0

Source: Based on the Ministry of Economic Development data for July/Dec. 2010/2011.

The external demand-driven sectors added 1.0 point, mainly by tourism
(0.6 point), and the Suez Canal (0.4 point). It is worthy to note here that the
contribution of the Suez Canal shifted from negative (- 0.5 point) in the period
of comparison, to positive in the reporting period, due to the recovery in the
number of transiting ships and tolls. On the other hand, the extractions sector
made no contribution in the period under review.

As to the public and private sectors’ contribution to economic growth (5.6
points), the former added 1.6 point (against 1.0 point), while the latter added
some 4.0 points (against 3.8 points), reflecting as such the vital role played by
the private sector in promoting economic development.
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At the level of the public sector, the main drivers of growth were the general
government (salaries) and the Suez Canal. As to the private sector, the main
contributors were manufacturing, wholesale and retail trade, tourism,
construction and building, and agriculture.

Contribution of The Private Sector to GDP Growth
during July/December
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On the demand side, the upturn in real GDP growth at market prices (5.5
percent against 4.8 percent) was essentially contributed by the private
consumption, which added 3.3 percentage points, or 60 percent of the overall
growth (compared with 2.8 points in the corresponding period). Another key
contributor was total investment (including change in stock), adding 1.2
percentage point (against nil), supported by stronger private investment. The
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higher share of domestic demand in GDP growth made up for the poor
contribution of net external demand (exports of goods and services less imports
of goods and services) which fell to 0.6 percentage point in the reporting period
(from 1.6 percentage point in the period of comparison).

Share of Demand Components in Real GDP Growth

in July/Dec.
Growth Rate in Share in GDP Growth in
July/Dec. (%) July/Dec. (percentage point)
2009/2010 | 2010/2011 2009/2010 2010/2011
Real GDP Growth 4.8 5.5 4.8 5.5
1- Domestic Demand - - 3.2 4.9
A- Final Consumption: 3.7 4.3 3.2 3.7
Private 3.6 4.4 2.8 33
Public 4.0 3.6 04 04
B- Capital Formation
(including change in stock) 0.1 7.1 0.0 1.2
2- Net External Demand 0.0 0.0 1.6 0.6
A- Exports of goods & services -10.1 12.5 -3.2 3.5
B- Imports of goods & services -12.9 9.2 -4.8 2.9
Shares of Consumption, Investment and Net Exports
(Percentage point) in Real GDP Growth Rate (July/Dec.)

5.0 2 37

3.0 16 1.2

1.0 | 0.0 06

-1.0 1

3.0

2009/2010 2010/2011
Net Exports Investment Consumption

Implemented investments (at 2006/2007 prices)” posted LE 81.2 billion,
denoting a rise of 12.3 percent in the reporting period, against a decline of 3
percent in the period of comparison. The stronger growth of investments was
mainly generated by the private sector (12.2 points against a negative 5.1
points), particularly manufacturing, construction and building, wholesale and
retail trade, and tourism. However, the share of the public sector declined to 0.1
point (from 2.1 points in the period of comparison).

* Excluding the change in stock.
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Sectoral Contribution of the Private Sector
in the Real Growth of Investment (July/Dec.)

General Reserves
Others
Drainage
Health Services
Educational Services
Real Estate
Restaurants & Hotels
Financial Intermediaries
Wholesale & Retail Trade
Information
Communications
Transportation & Storage
Construction & Building
Other Manufacturing
Oil Refining
Natural Gas
Crude Qil
Agriculture, Irrigation & Reclamation

-8.0 -6.0 -4.0 -2.0 0.0 2.0 4.0 6.0

m Fiscal Year 2009/2010 (-5.1 percentage points) m Fiscal Year 2010/2011 (12.2 percentage points)

Sectoral Contribution of the Public Sector
in the Real Growth of Investment (July/Dec.)
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Drainage
Health Services
Educational Services
Real Estate
Restaurants & Hotels
Insurance & Social Solidarity
Financial Intermediaries
Wholesale & Retail Trade
Suez Canal
Information
Communications
Transportation & Storage
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Water
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Other Manufacturing
Oil Refining
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Agriculture, Irrigation & Reclamation

-4.00 -3.00 -2.00 -1.00 0.00 1.00 2.00

m Fiscal Year 2009/2010 (2.1 percentage points) W Fiscal Year 2010/2011 (0.1 percentage point)

Breakdown of implemented investments (at constant prices) by economic
sector during the period ran as follows: 16.9 percent in extractions, 15.6 percent
in manufacturing, 5.4 percent in electricity, 2.9 percent in water, 3.1 percent in
construction and building, 2.6 percent in agriculture and irrigation, 31.0 percent
in productive services, and 22.5 percent in social services.
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1/2- Employment and Unemployment

According to the follow-up data of the economic and social development
plan in the first half of 2010/2011, unemployment decelerated from 9.4 percent
to 8.9 percent, mainly due to the fall in male unemployment from 5.3 percent to
4.8 percent. In contrast, female unemployment remained broadly unchanged at
22.8 percent.

Developments in Unemployment Rates

FY 2008/2009 2009/2010 2010/2011
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Unemployment 8.55 8.84 9.37 9.42 9.36 9.40 9.12 8.96 8.94 8.92

Source: Labor Force Survey, CAPMAS.
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1/3- Inflation

A- Consumer Price Index (CPI)

In July/December 2010/2011, annual CPI inflation (urban) inched up to
7.1 percent, from 6.9 percent in the previous corresponding period. The increase
was largely pronounced in the prices of tobacco and narcotics, whose share in
headline inflation surged to 1.0 percentage point (against nil in the
corresponding period), following the rise in taxes on tobacco in July 2010.

Annual CPI and Price Index of Food
% and non-Alcoholic Beverages (Urban)
24
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Source: CAPMAS.

The share of education in headline inflation rose to 1.1 point (from 0.4
point) and of restaurants and hotels to 0.5 point (from 0.2 point). By contrast,
decreases were observed in the groups of miscellaneous goods and services (0.1
point from 0.6 point); housing, electricity and fuel (nil against 0.5 point); and
food and non-alcoholic beverages (4.0 points against 4.2 points) driven by the
fall in the prices of this group from 11.0 percent to 9.6 percent, even though
international food prices accelerated by 11.8 percent in the second quarter of
2010 (compared with 1.3 percent in the corresponding quarter of 2009).

%, The Change in International Prices of Basic Foodstuffs
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20.0 -
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Source: IMF.
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The low share of food and non-alcoholic beverages was largely manifest in
vegetables (0.7 percentage point against 1.7 point), fruits (0.1 point against 0.4
point), sugar and confectionary (0.2 point against 0.3 point), and non-alcoholic
beverages (nil against 0.1 point). Conversely, the share of meat and poultry
increased from 0.7 point to 1.6 point.

Contribution of Main Items of Food to Headline Inflation (Annually)
% during July/Dec.

1.8 +
1.6 +
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@ 2010/2011

The following table illustrates the share of CPI groups (urban) in headline
inflation during the periods of review and comparison:

Share in Headline

Inflation Rate in Inflation in
Main CPI Groups July/December July/December
(%) (Percentage Point)
2009/2010 2010/2011 2009/2010*  2010/2011
General Index 6.9 71 6.9 71
Food and non-alcoholic beverages 11.0 9.6 4.2 4.0
Alcoholic beverages, tobacco and 0.0 46.9 not 1.0
narcotics available
Clothing and footwear 0.6 3.1 -- 0.2
Housing, water, electricity, gas 2.6 0.2 0.5 0.0
& fuel
Furnishings, household equipment 0.7 1.1 not 0.0
and routine maintenance available
Health care 0.3 1.3 -- 0.1
Transportation 0.4 0.6 -- 0.0
Communications 0.0 0.0 -- 0.0
Culture and recreation 0.5 3.2 -- 0.1
Education 94 243 0.4 1.1
Restaurants and hotels 4.3 11.6 0.2 0.5
Miscellaneous goods & services 15.7 1.1 0.6 0.1

* CAPMAS has issued a new series of CPIs as of August 2010; data of the period of comparison is not
available because of the change in weights in this series.
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According to the CPI (urban), the monthly inflation rate peaked in July
and August 2010, recording 2.5 percent and 2.9 percent, in order. That rise came
on the back of the decision taken to raise taxes on tobacco (40.0 - 50.0 percent)
effective 1% of July 2010. This is in addition to the price hikes of food and non-
alcoholic beverages in July/September 2010. However, inflation turned negative
in November and December (broadly the same level of November and
December 2009).

% Monthly Inflation Rate According to CPI (Urban)
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B - Producer Price Index (PPI)

The annual PPI inflation has also been on the rise, posting 8.7 percent,
well above the 4.7 percent of the corresponding period.

Annual Inflation Rate According to PPl ( 2004/2005 = 100 )
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About half of the rise in inflation was contributed by mining and
quarrying (3.6 percentage points against 1.5 point); and manufacturing (2.2
points against 1.1 point), partly due to the larger contribution of both processed
food products, and iron and steel industry. Rises were also seen in the group of
agriculture and fishing, adding 2.3 points against 1.8 point because of the higher
contributions of the following subgroups: cereals and leguminous crops (0.7
point against nil), rice (0.3 point against -0.2 point), fruits (0.4 point against -0.2
point), and fish (nil against -0.2 point). The large contribution of these groups
was ascribed to the noticeable rise in the prices of most of them. However, the
acceleration in inflation was somewhat curbed by the markedly lower
contribution of vegetables (0.2 point against 2.2 points).

% Annual PPI of Agriculture, Fishing and Mining & Quarrying
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The following table shows inflation rates and the share of PPI groups in
headline inflation during the periods of review and comparison:
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Share of PPI Groups in Headline Inflation
(2004/2005=100)

Main PPI Groups Inflation Rate Share in Headline Inflation
(%) (Percentage Point)
July/Dec. July/ Dec.
2009/10 2010/11 2009/10 2010/ 11
General Index 4.7 8.7 4.7 8.7
1-Agriculture, Forestry and Fishing,
of which: 5.6 6.9 1.8 2.3
Cereals and leguminous crops 0.0 19.1 0.0 0.7
Rice -22.7 28.6 -0.2 0.3
Vegetables 40.9 2.7 2.2 0.2
Fruits 2.3 6.5 -0.2 0.4
Poultry and eggs 5.8 -2.0 0.2 -0.1
Fish -7.0 -0.9 -0.2 0.0
Cotton -11.2 87.4 -0.1 0.5
2-Mining & Quarrying, of which: 7.5 17.9 1.5 3.6
Crude oil & natural gas 25.9 18.0 5.1 3.6
Stone, sand and clay 11.4 1.1 0.0 0.0
3-Manufacturing, of which: 29 6.2 1.1 2.2
Processed food products, of which: 6.7 11.1 0.6 1.0
Oils and fats 1.2 1.1 0.0 0.0
Dairy products 0.3 7.6 0.0 0.1
Fertilizers 13.9 2.4 0.1 0.0
Wood & products 0.2 -0.4 0.0 0.0
Cement 1.5 1.2 0.0 0.0
Iron and steel 1.4 7.6 0.1 0.3
4-Electricity and Gas, of which: 22.0 0.0 0.4 0.0
Electric power generation,
transmission and distribution 29.4 0.0 0.4 0.0
5-Water Supply Activities 5.6 0.0 0.1 0.0
6-Transportation and Storage,
of which: 0.5 2.0 0.0 0.0
Land transport 3.5 0.0 0.0 0.0
7-Accomodation and Food Services,
of which: -5.2 17.0 -0.2 0.6
Meal serving services in limited
service facilities 0.0 17.0 0.0 0.1

8-Information and Communications 0.0 0.0 0.0 0.0




1/4- Tourism

According to the Ministry of tourism statistics, a mild recovery was
exposed by tourism indicators in July/December 2010/2011, relative to the
previous corresponding period. The number of Egypt’s visitors rose by 14.3
percent to some 7.8 million (against 6.8 million), and so did tourist nights for
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departures; by 15.6 percent to 81.7 million (against 70.7 million nights).
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The average spending of a tourist per night remained unchanged at US$
85; nevertheless, the aforementioned recovery had the effect of pushing up
tourism revenues 15.6 percent, to US$ 6.94 billion (against US$ 6.01 billion).
Thus, tourism revenues contributed 2.9 percent of annual GDP at current market
prices, and 27.0 percent of total current receipts in the reporting period (against

25.3 percent a year earlier).

30.0-
25.0
20.0
15.0
10.0

5.0

Tourism Indicators during July/Dec.

0.0

2009/2010 2010/2011

| Tourism Revenues / Visible & Invisible Receipts B Tourism Revenues / GDP




-20 -

Investments directed to the tourism sector amounted to LE 3.8 billion in
the first half of 2010/2011, representing 3.1 percent of total implemented
investments (against 2.4 percent). The private sector undertook the majority of
these investments (93.2 percent).

Tourism Indicators

July/Dec. Change + (-)
2009/2010 2010/2011 %
Number of visitors (000s) 6823 7796 14.3
Number of nights for departures (000s) 70665 81680 15.6
Tourism revenues (US$ mn) 6006.5 6942.9 15.6
Tourism revenues (LE mn) 32856 39991 21.7
Visible and invisible receipts* (US$ mn) 23786.6 25715.5 8.1
Visible and invisible receipts* (LE mn) 130113 148121 13.8
GDP at current prices (LE bn) — annual basis 1206.6 1378.0 14.2
(estimated)

Estimated average spending per tourist

a night (US$ ) 85 85 -
Average exchange rate (LE/USS) 5.47 5.76 -
Average tourist stay (night) 10.36 10.48 1.2

Source: CBE, Ministry of Tourism and Ministry of State for Economic Development.
* Excluding workers’ transfers.

Number of Tourists

Visitors from all exporting markets recorded 7.8 million in the period under
review, up by 973 thousand visitors or 14.3 percent, in comparison with the
previous corresponding period. The growing number of arrivals attests to the
gradual recovery in tourism industry, that reversed the marked downturn
triggered by the global financial crisis.

Number of Tourist Arrivals

(Thousand)
July/Dec.
2009/2010 2010/2011
Number Relative Number Relative Change + (-)
Weight Weight %
Total 6823 100.0 7796 100.0 143
Europe 5121 75.1 5859 75.2 14.4
Middle East 873 12.8 999 12.8 14.4
Africa 236 3.5 266 34 12.7
The Americas 262 3.8 294 3.8 12.2
Asia and the Pacific 309 4.5 360 4.6 16.5
Others 22 0.3 18 0.2 -18.2

Source: Ministry of Tourism.
Percentages are calculated without rounding up figures.
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The European group stayed in the lead, with a relative weight of 75.2
percent of total tourist flows, scoring a rise of 738.0 thousand tourists or 14.4
percent above the level of the previous corresponding period. Russia accounted
for the bulk of 24.2 percent of the total visitors of this group (1.4 million, up by
19.7 percent); followed by UK (746 thousand, up by 4.4 percent); Germany (704
thousand, up by 12.9 percent); and Italy (594 thousand, with a growth of 9.7
percent).

The Middle East group ranked second with a share of 12.8 percent of total
visitors to Egypt, registering a rise of about 126.0 thousand tourists or 14.4
percent. Arrivals came mostly from Libya (252 thousand, up by 14.3 percent)
accounting for 25.2 percent of total visitors from the group, followed by Saudi
Arabia (22.2 percent), and Palestine (12.4 percent).

Ranking third, the Asian and Pacific group accounted for 4.6 percent of
total visitors heading to Egypt, recording the highest rate of increase (16.5
percent) relative to the other groups. Within this group, Japan scored the highest
rate of growth (36.9 percent) with 68 thousand visitors, or 18.9 percent of total
visitors at the group's level, followed by India (up by 21.6 percent) registering
56 thousand or 15.6 percent, and China (growing by 15.7 percent).

Arrivals from the Americas group ranked fourth, with a share of 3.8
percent of the total number of arrivals, up by 12.2 percent. USA contributed
about two thirds of the number of arrivals, with a growth rate of 12.6 percent.
Arrivals from Canada represented nearly 17.3 percent of the total arrivals from
this group.
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The African markets came last with 3.4 percent of the total number of
tourists, up by 12.7 percent. The Sudan came first, exporting more than one third
of the number of arrivals, with a growth rate of 23.9 percent, followed by
Nigeria (12.8 percent), Morocco (11.6 percent), Tunisia (10.7 percent) and
finally South Africa (7.7 percent).

Tourist Nights

The increase in the number of tourists was reflected on tourist nights
during July/Dec. 2010/2011. The number of nights spent by all departure groups
totaled some 81.7 million, up by 11 million nights or 15.6 percent relative to the
previous corresponding period.

Number of Tourist Nights by Departures

(Thousand)
July/Dec.
2009/2010 2010/2011
Number  Relative @ Number Relative Change + (-)
Weight Weight %
Total 70665 100.0 81681 100.0 15.6
Europe 48894 69.2 55846 68.4 14.2
Middle East 12809 18.1 15610 19.1 21.9
Africa 2815 4.0 3239 4.0 15.1
The Americas 3313 4.7 3715 4.5 12.1
Asia and the Pacific 2661 3.8 3100 3.8 16.5
Others 173 0.2 171 0.2 -1.2

Source: Ibid.
Percentages are calculated, without rounding up figures.

The European group ranked first, with a share of 68.4 percent of total
tourist nights, posting a rise of some 7.0 million nights or 14.2 percent above the
previous corresponding period. Such a rise accounted for 63.1 percent of the
total increase in the number of tourist nights. In the forefront of these countries
came Russia (12 million nights), up by 26 percent, followed by UK and
Germany (8.2 and 8 million nights in order), with growth rates of 4.1 and 11.9
percent, respectively. Italy came fourth with 5.4 million nights (up by 5.7
percent), followed by Poland (24.4 percent), and the Netherlands (17.3 percent).
In the meantime, France showed a slight retreat of 2.0 percent.
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Though the Middle East group ranked second in terms of the relative
importance (19.1 percent), tourist nights by departures therefrom scaled up by
about 2.8 million, hitting the highest rate of growth (21.9 percent) relative to the
other groups. This was largely attributed to the pickup in the number of nights
spent by Libyans (25.7 percent) and Saudi Arabians (7.5 percent), accounting
both for almost half of the nights spent by departures from this group during the
reporting period. Moreover, the number of tourist nights by Palestinians rose to
2 million nights and Jordanians to 1.2 million. Conversely, Kuwait’s share
decreased to 1.1 million nights.

The Americas group occupied the third position, with a share of 4.5
percent and a growth rate of 12.1 percent. The USA came in the forefront, with a
rise of 13.1 percent, recording 2.5 million nights or more than two thirds of the
nights scored by this group. The African markets came next, with a growth of 4
percent, mostly contributed by the Sudanese (1.9 million nights, up by 29.5
percent).

Ranking last, the Asian and Pacific countries accounted for 3.8 percent
of the total nights spent by departures. The increase was essentially contributed
by the Philippines (up by 32.0 percent), the Chinese (25.8 percent), and the
Japanese and the Indians (19.5 and 21.2 percent, respectively). By contrast, the
number of tourist nights by Australians registered a weak growth of 4.3 percent.
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2: Monetary and Banking Developments
2/1- Monetary and Banking Policy and Monetary Aggregates

2/1/1- Monetary Policy

As the overriding objective of the monetary policy is price stability, the
CBE seeks to bring inflation to such an appropriate and stable level that helps
build confidence and sustain appropriate levels of investment and economic
growth.

The CBE adopted the overnight interbank interest rate as the operational
target of the monetary policy, by applying a framework based on the corridor
system, 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.

The decisions taken by the MPC in the four periodic meetings held in
July/Dec. 2010/2011 were responsive to changes in inflation and the
Committee's assessments of inflationary pressures. In these meetings, the
Committee decided to keep the CBE key interest rates (the overnight deposit and
lending rates) and discount rate unchanged at 8.25 percent, 9.75 percent and
8.50 percent, respectively. Subsequently, in the meetings of 27 January and 10
March 2011 (at the time of preparing this Review), the MPC decided to maintain
the same levels of the overnight deposit and lending rates, as well as the
discount rate.

The following are the CBE’s key interest rates according to the MPC’s
decisions during the reporting period:

Overnight Deposit Overnight Lending Lending &
Rate Rate Discount Rate
17 June 2010 8.25% 9.75% 8.50%
29 July 2010 Unchanged Unchanged Unchanged
16 Sept. 2010 " " "
4 Nov. 2010 " " "
16 Dec. 2010 " " "

The above decisions of the MPC influenced the overnight interbank
interest rates. Given the excess liquidity at the banking system, the weighted
average of this rate moved closer to the CBE overnight deposit rate in the period
under review (see the following chart):




-34 -

Overnight Interbank Rate and Policy Rates

—
R

L%, COOCOOTOOCOOOOO

oo

[E W VL WL VL W W WS W N

OOUUTUICUUOO

f@%@ &9@& &§®®®®®@§®@§®®F>§§§,,,,“,G
RESIOENCON w’ S A N O R TSR Es
5 %\'\9 RO IR IS %\'\’? N 5 ~ A \ NS O %5\ SIESEASSCENSNPN

Overnight interbank

Deposit facility rate === = Lending facility rate

The MPC’s decisions were also reflected on the stability of market
interest rates on deposits, as the weighted average of the interest rate on the
deposits of < three and six months and one-year posted some 6.6 percent, 6.9
percent and 7.2 percent, respectively in Dec. 2010 (against 6.3 percent, 6.9
percent and 7.3 percent in June). However, that on one-year or-less loans posted
10.7 percent” in Dec. 2010 (against 11.1 percent in June).

The reporting period witnessed a rise in the outstanding balance of
liquidity, which the CBE had absorbed from the market. It registered LE 114.9
billion at end of Dec. 2010 (against LE 101.5 billion at end of June). The
increase was mainly induced by the pickup in the CBE purchases of foreign
exchange from banks.

2/1/2- Reserve Money (M0)

Reserve money mounted by LE 15.3 billion or 7.5 percent in the first half
0f 2010/2011 (against LE 18.0 billion and 10.3 percent a year earlier), recording
LE 218.4 billion at end of Dec. 2010. The rise resulted in a pick up in the
currency in circulation outside the CBE by LE 8.9 billion, posting LE 153.2
billion or 70.2 percent of reserve money at end of Dec. 2010, and in banks' local
currency deposits with the CBE by LE 6.4 billion to LE 65.2 billion, constituting
29.8 percent of reserve money at end of Dec. 2010.

* Data on interest rates (deposits and loans) were compiled using the Domestic Money Monitoring System
(DMMS) launched in June 2010.
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Reserve Money and Counterpart Assets

(LE mn)
Balances at Change in July/Dec. + (-)
End of Dec.
2010 2009/10 2010/11
Value % Value %
Reserve Money 218393 17959 10.3 15322 1.5
Currency in circulation
outside the CBE” 153209 7771 6.2 8956 6.2
Banks' local currency deposits 65184 10188 20.9 6366 10.8
Counterpart Assets 218393 17959 10.3 15322 1.5
Net Foreign Assets 198207 5394 3.1 7973 4.2
Foreign Assets 206313 12566 1.3 7708 39
Gold 12393 0 0.0 0 0.0
Foreign securities 176192 3057 2.0 13945 8.6
Foreign currencies 17728 9509 72.5 (6237)  (26.0)
Foreign Liabilities 8106 7172 542.1 (265) 3.2)
Net Domestic Assets 20186 12565 372.6 7349 57.2
Claims on the Government
(net) 100252 35376 51.6 19641 24.4
Claims, of which: 176458 30062 20.5 26170 17.4
Government securities 130596 5766 4.7 9063 7.5
Deposits 76206 (5314) (6.8) 6529 9.4
Claims on Banks (net ) 39847 6714 2010.2 10837 374
Claims 60877 5659 26.0 11014 22.1
Foreign currency deposits 21030 (1055) (4.9) 177 0.8
Other Items (Net) (119913) (29525) 45.0 (23129) 23.9

* Including subsidiary coins issued by the Ministry of Finance.
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The pickup in reserve money was a result of the increase in both net
domestic assets and net foreign assets. The latter added 3.9 percentage points to
the growth in reserve money, and the former added 3.6 points.

Reserve Money Counterpart Assets

End of Dec. 2010
Net Domestic

Assets
9.2% \

Net Foreign
Assets
90.8%

The rise in net domestic assets at the CBE (LE 7.3 billion) was an outcome of
the increase in its net claims on the government and banks, and the drop in the
negative balance of net balancing items. The CBE's net claims on the
government went up by LE 19.6 billion (due to the pickup in its claims on the
government by LE 26.1 billion, and in government deposits therewith by LE 6.5
billion). Moreover, the CBE's net claims on banks rose by LE 10.8 billion
(because of the increase in its claims on banks by LE 11.0 billion and the rise in
banks' foreign currency deposits at the CBE by LE 0.2 billion worth). Other net
balancing items had a contractionary effect of LE 23.1 billion on reserve money,
owing to the LE 13.4 billion increase in the deposits accepted by the CBE under
open market operations (for the purpose of monetary policy management), and
the LE 9.7 billion drop in net unclassified assets and liabilities.

The rise of LE 8.0 billion worth in net foreign assets with the CBE stemmed
primarily from the pickup of LE 7.7 billion worth in its foreign assets and the
drop of LE 0.3 billion worth in foreign liabilities.

2/1/3- Banknote Issue

Banknote issue augmented by LE 9.7 billion or 6.6 percent in July/Dec.
2010/2011 (against LE 8.0 billion and 6.3 percent in the corresponding period of
the previous FY), reaching LE 155.6 billion at end of Dec. 2010. As for the
components of the issue cover, government bonds increased by LE 9.1 billion or
7.4 percent, to LE 131.5 billion while foreign currencies went up by the
equivalent of LE 0.6 billion or 5.4 percent. Accordingly, the structure of the
cover at end of Dec. 2010 ran as follows: 84.5 percent as government bonds, 8.0
percent as gold, and 7.5 percent as foreign currencies.
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The Banknote Issue and Components of the Cover
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The rise in banknote issue resulted in an increase in the currency in
circulation outside the CBE (excluding subsidiary coins) by LE 8.9 billion or 6.2
percent, posting LE 152.9 billion at end of December 2010. The breakdown of
the currency in circulation by denomination denoted a relative change in favor
of the medium denominations (LE 5, 10 and 20 notes). The relative importance
of these notes as a percentage of the total currency in circulation inched up to
8.1 percent at end of Dec. 2010, from 6.8 percent at end of June, and the
increase was distributed among the three mentioned denominations. By contrast,
the relative importance of large denominations (LE 50, 100 and 200 notes)
declined to 90.8 percent from 92.1 percent. However, that of small
denominations remained unchanged at 1.1 percent. The decline in the relative
importance of large notes was particularly pronounced in LE 50 and LE 100
notes, in contrast to LE 200 note which gained momentum, after its circulation
with modified specifications and size in August 2010. Despite the decline in
their relative importance, large notes still accounted for the bulk of currency in
circulation. In fact, preference remained for large notes, in view of the
increasing value of transactions associated with higher prices.

The Relative Importance of Currency in Circulation
By Denomination
(At End of)

OLE 1andless
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O LE S50
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Against these developments, the average value per note decreased to LE
32.3 at end of Dec. 2010 from LE 33.4 at end of June.

2/1/4- Domestic Liquidity (M2) and Counterpart Assets

Domestic liquidity reached LE 974.0 billion at end of Dec. 2010, up by LE
56.5 billion or 6.2 percent during July/Dec. 2010/2011 (against a rise of LE 35.1
billion and 4.2 percent a year earlier).

b ) Growth Rate of Domestic Liquidity by Component
ercentage point JuIyIDecember
[ Quasi-money
6.0 - mmmm Money Supply
50 . —o— Domestic Liquidity
4.0 - 51
3.0 25
2.0 4 2.8
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The rise in domestic liquidity reflected the growth of money supply and
quasi-money. Money supply scaled up by LE 9.4 billion or 4.4 percent in the
period under review (against LE 14.0 billion and 7.6 percent), amounting to LE
223.5 billion or 22.9 percent of total domestic liquidity at end of Dec. 2010. The
rise in money supply was the outcome of the pickup in the currency in
circulation outside the banking system by LE 8.4 billion or 6.2 percent, and in
local currency demand deposits at banks by LE 1.0 billion or 1.3 percent.

Quasi money augmented by LE 47.1 billion or 6.7 percent during the
period under review (against LE 21.1 billion and 3.3 percent), registering LE
750.5 billion or 77.1 percent of total domestic liquidity at end of Dec. 2010. The
increase was a result of the step-up of LE 47.2 billion or 8.6 percent in the LE
time and saving deposits placed by all sectors. The deposits of the household
sector accounted for the bulk of the increase (72.3 percent), recording a rise of
LE 34.1 billion or 7.6 percent, to register LE 482.4 billion (representing 81.4
percent of total LE time and saving deposits and 64.3 percent of total quasi-
money) at end of December 2010. On the other hand, foreign currency deposits
retreated in the period under review by LE 61.0 million to LE 158.1 billion
worth at end of December 2010. Against this backdrop, the ratio of foreign
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currency deposits to total deposits (dollarization ratio) declined from 20.2
percent at end of June 2010 to 19.0 percent at end of Dec. That indicated a
propensity for saving in Egyptian pound rather than foreign currencies,
especially given the increasing confidence in the efficient management of the
forex market that dispelled dealers concerns about the LE fluctuations. Add to
this the higher interest rate on local currency deposits, relative to the US dollar
and other main currencies.

Dollarization Rate (Deposits in US$/Total Deposits) & Interest
Rates on Deposits in LE & US$
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As for the contribution of the components of domestic liquidity to its
growth, net domestic assets accounted for some 3.7 percentage points,
compared with 2.5 points by net foreign assets. The rise in net domestic assets
(LE 33.7 billion) stemmed from the pickup in domestic credit by LE 29.8 billion
or 3.8 percent (against LE 51.5 billion and 7.4 percent in the period of
comparison), registering LE 805.0 billion at end of Dec. 2010. In addition, the
negative balance of net balancing items went down by LE 3.9 billion or 2.8
percent, to LE 136.3 billion at end of Dec. 2010.

Domestic Liquidity Growth by Counterpart Assets
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The rise in domestic credit was an outcome of the increase in net claims on
the government by LE 38.5 billion or 11.8 percent (against an increase of LE
55.6 billion and 20.4 percent a year earlier) reaching LE 364.7 billion or 45.3
percent of total credit at end of December 2010. The increase resulted from the
surge in government borrowing by LE 15.9 billion and in banks' holdings of
government securities and treasury bills by LE 31.9 billion, on the one hand, and
the rise in government deposits at banks by LE 9.3 billion, on the other.

Growth in Domestic Credit by Sector
during July/December
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Credit to the household sector stepped up by LE 2.9 billion or 3.1 percent
during the reporting period (against LE 4.3 billion and 5.1 percent), to LE 95.7
billion or 11.9 percent of total credit at end of Dec. 2010. Credit to the public
business sector edged up by LE 2.5 billion or 8.3 percent, (against LE 2.5 billion
and 7.5 percent), to register LE 32.4 billion or 4.0 percent of total credit.
However, credit to the private business sector rolled back by LE 14.1 billion or
4.3 percent (against a decline of LE 11.0 billion and 3.6 percent), reaching LE
312.2 billion or 38.8 percent of total domestic credit at end of Dec. 2010.

Relative Structure of Net Foreign Assets
At End of December 2010
Net foreign
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Net foreign assets at the banking system posted LE 305.3 billion worth at
end of Dec. 2010, up by LE 22.8 billion worth or 8.1 percent during July/Dec.
2010/2011, against LE 1.7 billion worth and 0.7 percent a year earlier. The
increase resulted from the pickup in net foreign assets at banks by LE 14.8
billion worth or 16.1 percent, and at the CBE by LE 8.0 billion worth or 4.2

percent.

Change in Foreign Assets and Liabilities at the Banking System

(LE mn)
Change during July/Dec. + (-)
2009/2010 2010/2011
Value Growth Value  Growth
Rate Rate
% %
Net Foreign Assets at the Banking System 1723 0.7 22844 8.1
Net Foreign Assets at the CBE 5394 3.1 7973 4.2
- Foreign assets 12566 7.3 7708 3.9
- Foreign liabilities 7172 541.9 (265) (3.2)
Net Foreign Assets at Banks 3671) 4.5) 14871 16.1
- Foreign assets (4413) (4.0) 24500 19.8
- Foreign liabilities (742) (2.7) 9629 30.6

2/1/5- Payment Systems and Information Technology (IT)

The CBE continued to develop the payment systems and information
technology to enhance the soundness and stability of the financial system,
reduce credit risks, speed up payment systems, and ensure their liability and
confidentiality. In this respect, the following achievements were made in the

first half of 2010/2011:

e The development of the operating systems (core banking and financial
systems) is currently underway. An international bid was made for this
purpose and offers were received from leading international companies. The
project aims at raising the efficiency of the CBE’s branches (including the
Printing Press) and different departments and sectors. By facilitating the
Ministry of Finance’s access to its data and reports, with timeliness and
accuracy, the aforementioned system will enable it to monitor - on a real
time basis - the transactions that affect its accounts at the CBE. Moreover,
the project aims to apply the international accounting standards.
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e The CBE is in the process of developing the database of the banking sector
units, by setting up a data warehouse conforming to the international
standards. The warehouse is designed to help the different sectors of the
CBE to have access to accurate and transparent reports, to be able to
monitor the performance of the banking sector’s units and make the
appropriate decisions.

e The establishment of a permanent backup site for the CBE is on track, to be
functional in emergencies as an alternative to the main center at El-
Gombhoria building. This is intended to ensure the continuity of services,
with accuracy and timeliness, taking into account that the backup site should
meet international rules and standards. The site is to be located in the CBE
building in Tanta, and a study was approved for this purpose. Moreover, the
requisite procedures for implementing the project are underway, and the
technical specifications of the appliances and equipments required for the
backup site are laid down in preparation for submitting them to specialized
companies.

e Out of its keenness to secure the banking data, to face the mounting risks
associated with internet use and the provision of banking services via the
internet, the CBE embarked on a project that obliges banks to identify and
assess the weaknesses of the data network that serves the banking
operations system and the CBE's website. Banks should also overhaul the
design of the data security systems, and conduct penetration tests in
cooperation with specialized companies. Under this project, banks must
present a plan proposing solutions to any detected weaknesses, in agreement
with the specialized companies. Moreover, three respective reports are to be
submitted by each bank to the CBE on the diagnosis and assessment of
weaknesses; the remedial plan; and the penetration tests. Indeed, all banks
have finished delivering the required reports to the CBE to analyze this data
and make the appropriate decisions.

e The electronic “Auction Portal System” was introduced to automate the
procedures of submitting offers for the auctions of treasury bills and bonds,
and the CBE’s certificates of deposits (CDs). By virtue of this system, the
primary and secondary dealers can bid online, according to specific
regulations, via the secure and private data network whereby banks and the
CBE are interlinked.
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e The development of Qasr El Nil building is in progress, with participation
of the payment systems and information technology sector that has been
assigned with the design and monitoring of the IT infrastructure of the
building.

e The CBE has been working on essential studies for developing the system
of trading in government securities in the secondary market, to shift to an
electronic system. This aims at minimizing the operational and settlement
risks; as well as liquidity and credit risks, besides conducting the trading
operations in speed and transparency.

e Under the plan of updating the electronic systems of the Printing Press,
assistance is currently being provided to the Press for shifting its operational
programs and systems to cope with the rest of the CBE’s updated systems.
This is intended to increase the output of these systems to ensure the
continuity of their operation.

2/1/6- RTGS and SWIFT Local Services

In the first half of 2010/2011, data on LE local banking transfers under the
RTGS system, applied as of mid-March 2009, showed an increase in the number
and value of executed messages, registering 637.2 thousand messages, at a value
of LE 8147.5 billion (against 558.1 thousand messages, at a value of LE 6224.0
billion a year earlier). It 1s worth mentioning that RTGS transactions included
banks’ deposit acceptance operations at the CBE (corridor transactions and
deposits for monetary policy purposes).

RTGS and SWIFT Local Services in Local Currency

July/Dec. Number of Messages Value of Transfers Change
(Unit) (LE mn) Number Value
2008/2009 411325 1490541 84828 (60989)
2009/2010 558070 6223996 146745 4733455
2010/2011 637156 8147509 79086 1923513

According to the statistics of the CBE Automated Clearing House;
included in the RTGS since its operation; the number of exchanged cheques rose
to 6.4 million, at a value of LE 308.8 billion in the period under review (against
6.3 million cheques at a value of LE 275.8 billion a year earlier). As a result, the
average value per cheque rose to LE 47.9 thousand during the period, from LE
43.4 thousand a year earlier.
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CBE Automated Clearing House Activity

July/Dec. Number of Cheques Value of Cheques Change (%)
(Thousand) (LE mn) Number Value
2008/2009 5727 269858 2.0 24.2
2009/2010 6358 275761 11.0 2.2
2010/2011 6442 308849 1.3 12.0

Transactions executed in foreign currencies under the Fin-Copy system,
via SWIFT, showed a rise in their number and value. The number of executed
transactions reached 6.8 thousand at a value of US$ 41.5 billion (against 5.5
thousand at a value of US$ 29.7 billion).

SWIFT Local Service Activity in US Dollar

July/Dec. Number of Messages Value of Transfers Change
(Unit) (USS$ mn) Number Value

2008/2009 7209 55729 925 7857

2009/2010 5505 29701 (1704) (26028)

2010/2011 6838 41478 1333 11777
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2/2- Banking and Credit Developments

2/2/1- Banking Reform

Pressing forward with its banking reform plan, launched in September

2004, the Central Bank has completed the preparations for the second stage
(2009 - 2011). This stage aims at raising the efficiency and soundness of the
Egyptian banking sector, and enhancing its competitiveness and ability for risk
management, so that it can perform its role in financial intermediation in a way
that serves the national economy, and achieves the targeted development. The
reform plan is based on the following pillars:

/7
0‘0

Preparing and implementing a comprehensive program for the financial and
managerial restructuring of specialized state-owned banks (The Principal
Bank for Development and Agricultural Credit, Egyptian Arab Land Bank,
and Industrial Development and Workers Bank of Egypt). This step is
expected to positively affect the performance of the said banks by the end
of the second stage of the banking reform plan (2009-2011).

Following up -on a periodic basis- the results of the first stage of the
restructuring program of the National Bank of Egypt (NBE), Banque Misr
(BM) and Banque du Caire (BdC), which revealed that the first stage of the
reform plan (2004-2008) had already yielded fruit and positively affected
their performance levels. This is in addition to the fulfillment, in the second
stage, of all requirements for upgrading the efficiency of these banks in
financial intermediation, risk management, human resources, and IT to
ensure the continued improvement of their financial performance and
competitiveness.

Applying Basel II standards in Egyptian banks to enhance their risk
management practices. In this context, a protocol had been signed with the
European Central Bank and seven European central banks to provide a
three-year technical assistance program launched in January 2009, to
implement Basel II requirements in the Egyptian banking sector. It is
worthy to note that the strategy of the CBE in implementing Basel II
framework, which was announced for Egyptian banks and the relevant
parties in an extensive meeting held in Oct. 2009, is based on the two main
principles of simplicity and consultation with banks, to ensure banks’
compliance with these standards. According to the above-said strategy,
Basel II standards should be phased in over the following stages:
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e The first stage (January 2009 - June 2009) focused on the capacity-
building of the CBE’s core team and elaboration on the Egyptian
strategy for Basel II implementation. That stage was successfully
completed.

e The second stage (July 2009 - June 2011) - the pivotal stage of the
reform plan - covers extensive coordination with the banking sector,
through discussion papers related to the most important topics and
selection of the most appropriate methods for application in Egypt,
taking into consideration similar experiences in other countries that have
implemented Basel II. Moreover, the quantitative impact of the possible
consequences of Basel II standards will be measured before the
mandatory application.

e The third stage (July 2011 - December 2011) will focus on the fine
tuning of future supervisory regulations related to Basel 11, taking into
account the legal aspects and development of corrective action plans
commensurate with the different types of banks, according to the
simulation results for each bank on a case-by-case basis. Also, a parallel
run of existing regulations and Basel II will be applied upon issuance,
and a new data warehousing framework will be implemented to support
the future updated supervisory regime.

e The fourth stage (implementation is under way) - A parallel run of
Basel II and existing regulations concerning capital adequacy will be
applied upon issuance. Moreover, the data warehousing framework will
be completed.

Adopting an initiative promoting the development and growth of banking
activities/services catering and access to finance for various sectors,
especially small- and medium-sized enterprises (SMEs). In this context, to
encourage banking credit to small- and medium-sized enterprises (SMEs),
the CBE exempted banks' deposits -equivalent to the size of loans extended
thereby to finance SMEs- from the reserve requirement ratio (14 percent). It
is noteworthy that poor access to adequate, timely and reliable statistical
data and information is one of the main obstacles to the improvement and
finance of small and medium-sized enterprises (SMEs). Hence, the Central
Bank of Egypt and the Egyptian Banking Institute (EBI), in collaboration
with the Central Agency for Public Mobilization and Statistics (CAPMAS),
embarked on a field survey of small and medium-sized enterprises (SMEs)
covering all the governorates of Egypt, on the basis of the full count
approach. The first stage, conducted in Al Sharqiya Governorate, had been
completed, and in the light of its results, the survey was carried out in the
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rest of the governorates. Furthermore, the other nine governorates were
surveyed up to Sept. 2010. According to the findings, a database will be set
up and is to be periodically updated.

¢ Reviewing and strictly applying the international governance rules to the
Egyptian banking sector and the CBE. In this context, a project on bank
governance rules was prepared with the aim of helping banks to set/develop
their governance systems. As such, each bank shall apply these rules in
accordance with the volume and complexity of its activities, and strategy,
as well as capacity for risk management. The said project is currently being
discussed by the CBE’s senior management, noting that it was submitted to
officials in the Egyptian Financial Supervisory Authority (EFSA) within the
framework of coordination of the regulatory authorities of the financial
sector.

Preparations for the second stage of the banking reform plan have
proceeded, after the first stage was successfully implemented. The first stage
was centered on four pillars: (1) consolidation and privatization of the banking
sector, (2) financial and managerial restructuring of state-owned banks, (3)
addressing of the nonperforming loans issue, and (4) upgrading of the
Supervision Sector at the CBE.

As for the first pillar, some voluntary and state-forced mergers took place,
leading to a decrease in the number of banks operating in Egypt from 57 at end
of December 2004 to 39 banks at end of December 2008. Under this plan, 80
percent of the stake of the Bank of Alexandria was sold to Italy’s Sanpaolo
Bank, besides the divestiture of the shareholdings of state-owned banks in a
number of joint venture banks.

With respect to the second pillar, state-owned banks were restructured
under a comprehensive and time-lined plan, designed by the Banking Reform
Unit at the CBE. The plan was intended to reform the practices of all
departments and technological systems, besides establishing new departments,
particularly for risk management, information technology (IT), and human
resources. To this end, a project on the application of the international best
practices - implemented with the assistance of foreign consultants - was
completed on time. In addition, a full audit of state-owned banks was conducted
according to the international accounting standards, covering the years from
2004 to 2008. Finally, the recruitment of highly qualified banking cadres and
leaderships at state-owned banks (with finance from the Banking Reform Fund)
enabled those banks to push ahead with reform and development.
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Concerning the third pillar, to address the problem of non-performing
loans, the CBE's NPL Management Unit worked out a variety of approaches and
programs that helped settle more than 90 percent of NPLs (excluding debts of
the public business sector). With regard to the irregular debts of public business
sector enterprises to public banks, about 62 percent was repaid in cash to the
public commercial banks. As for the remaining debts (38 percent), an agreement
was signed on 14/9/2009 whereby the in-kind repayment of the remaining debt
was made by the end of June 2010.

A program for the reform of the Supervision Sector was devised to
achieve the following targets: enhance the efficiency of this sector by benefiting
from the international best practices, and apply the concept of risk-based
supervision to ensure the sector’s robustness and soundness. Furthermore,
efforts were exerted to recruit highly qualified staff versed in advanced
technology, enhance the efficiency of human cadres to be capable of managing
this key sector, and upgrade the management information system (MIS) to
ensure timely access to accurate data. In this context, a technical assistance
program in collaboration with the European Central Bank (ECB) and four
European central banks, was completed in the last quarter of 2007.

It is worthy to note that the successful and timely implementation of the
first stage of the CBE's banking reform plan has helped this sector to weather the
adverse effects of the global financial crisis.

2/2/2- Supervision Sector

The CBE is the authority in charge of bank supervision in Egypt, to
ensure the soundness of banks’ financial positions and evaluate their
performance from the perspective of risk-based supervision. In addition, it
ascertains banks’ compliance with the established regulatory requirements,
including the minimum reserve requirement and liquidity ratios, the maximum
limits of a bank’s exposure to a single customer, his related parties, and
exposures abroad, as well as the asset-liability matching in terms of maturity and
currency. This is in addition to a number of qualitative standards that ensure the
soundness of banks’ performance and the safety of depositors’ funds, including
governance rules; information systems efficiency rules; and eligibility and
competency criteria for the officials and managers of the key sectors at banks.



- 49 -

The implications of the financial crisis bore out that the instructions and
reform policies adopted by the CBE to restructure banks, raise their capitals and
strengthen their risk management systems were instrumental in containing the
effects of this crisis. Moreover, the CBE had thoroughly monitored the financial
crisis in Dubai, Greece, Ireland and some other countries in the euro area, so as
to be capable of making immediate decisions - when necessary - to counteract
the spillovers in due time.

During the period under review, the CBE Board of Directors issued a
decision allowing banks to exempt imports of all types of sugar — for the sake of
merchants for the purpose of trading, or for the sake of government authorities —
from the minimum limit of the insurance ratio amounting 50 percent, for six
months starting as of 16 December 2010. Banks shall also be free to determine
the money cover without a minimum limit. However, it is necessary to take into
account the credit granting regulations issued by the CBE’s Board of Directors
and the findings of the credit studies conducted by each bank in this respect.
Moreover, the CBE Board of Directors took the same procedure in relation to
imports of all types of meat and poultry for six months starting as of 1 October
2010. The exemption duration for imports of all the said goods was extended till
the end of December 2011.

Although the reporting period covers the period ending December 31,
2010, it is appropriate to review the decisions taken by the CBE, in response to
the circumstances that Egypt had gone through, in the aftermath of the 25™
January:

- Requiring banks to submit daily data on their cash balances, withdrawals and
deposits, as well as outward and inward external transfers.

- Ceasing outward transfers that exceed US$ 100 thousand or their equivalent
by individuals and corporations as of 13 February 2011 until further notice,
with the following exceptions:

e Transfers pertaining to import trade transactions, after the transferring
bank makes sure of the authenticity and availability of the necessary
documentations.

e Payment of foreign investors’ dues yielding from selling treasury bills or
securities on the Egyptian Exchange and their due interest.
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e Transfers by foreign companies operating in Egypt after making sure of
the authenticity and availability of the necessary documentations. On the
other hand, personal transfers to abroad by individuals, family
corporations, former government officials and their related parties and
whoever is related to them, directly or indirectly, are prohibited.

- Outward transfers must be made within five working days as of the date of
request.

- Allowing individuals to withdraw cash with a maximum limit of LE 50
thousand and US$ 10 thousand.

- Postponing the consideration of requests sent by banks operating in Libya —
on behalf of their customers — for liquidating the letters of guarantee issued
to their customers for investment projects, until the conditions improve.

The CBE’s Board of Directors has set the rules and regulations governing
banking finance to real estate development companies operating in the field of
constructing housing units for sale, and those governing finance for corporate
acquisitions. As such, banks were obliged to increase the risk weights
established for these types of investment when calculating the capital adequacy
ratio. Also, the Board has set regulations that ensure that no bank shall acquire
shares of non-financial companies in an amount exceeding 40 percent of the
issued capital of the company in which it makes investments.

As for enhancing the framework of good governance at the Egyptian
banking sector, the CBE's Board of Directors approved - on its session dated 6
April 2004 - the competency criteria for chairmen, board members and
executive directors of banks to make sure that they are qualified for their
positions. Moreover, the Board agreed, on its session dated 24 November 2009,
to add a new criterion that prohibits any one to combine between the positions of
a senior manager in a bank and a board member of another bank. This shall only
be applicable to future nominations, with the exception of those banks which are
entirely owned by a bank. The criterion in question is intended to prevent any
conflict of interests, in compliance with good governance practices. In addition,
interviews should be made with the chairmen and their deputies, delegated
members, executive board members of banks and executive directors to ensure
that they are eligible for the positions they are nominated for, with a focus on the
occupants of risk- and compliance-related positions.
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In line with the policy of the CBE that promotes the growth and
geographical expansion of banks by opening new branches nationwide, the
applicable criteria for approving the establishment of new branches/agencies for
banks were revised, with a view to organizing and simplifying the relevant
procedures. Moreover, a number of guidelines were set for applicant banks, that
give due regard to the soundness of banks’ financial positions, internal control
systems, the efficiency of their information systems and capital adequacy to
ensure that they can better face the risks arising from the expansion in their
activities.

The CBE is currently in the process of updating the rules of examining the
documents required from the houses of expertise (that are qualified for
participating in the evaluation of collaterals/guarantees provided to banks) to be
listed in the register of houses of expertise at the CBE. This step is bound to
raise the efficiency and effectiveness of the credit decisions made by banks to
prevent the recurrence of the problem of nonperforming loans.

On the other hand, the auditors authorized to audit the financial statements
of banks shall be registered in a special register, in conformity with specific
criteria that ensure a satisfactory degree of efficiency and expertise.

The CBE allowed banks to participate in the establishment of mutual
funds, regardless of their type, to cater for risk-averse investors who have cash
money but lack the necessary experience, know-how, or time to invest in tools
that yield good returns. As such, two banks were allowed by the CBE during the
period under review to take the procedures necessary for establishing three new
mutual funds.

Moreover, in order to encourage individuals to save, banks operating in
Egypt have been allowed to issue saving systems of three years or more, with
some privileges, to be able to raise their market interest rates above short-term
interest rates. During the reporting period, banks were allowed to issue new
saving vessels and to make modifications in the existing ones with the aim of
increasing the volume of medium- and long-term savings to help banks finance
productive and industrial projects.

To organize dealing in the foreign exchange market in Egypt and increase
the savings received from workers abroad, the off-site supervision is conducted
on foreign exchange dealer, and money transfer, companies in Egypt, according
to the Law of the Central Bank, Banking Sector and Money.



-52-

In this respect, it is worthy to note that during the reporting period three
new foreign exchange dealer companies, and 36 branches were registered as
foreign exchange dealers, thus bringing the total number of bureaus in Egypt to
435 at end of December 2010.

In the field of tourism services, the CBE - in accordance with the above
mentioned Law - provides license to shops in the free zones and to tourism
companies operating in Egypt, to deal in the foreign exchange to generate part of
the national resources of foreign currencies and encourage tourism. As such,
three shops in the free zones were granted such a license during the period,
bringing their total number to 72 shops at end of December 2010.

In pursuit of enhancing the efficiency and transparency of the credit
registration system, the general department of credit risk pooling is currently
studying the provision of more detailed information on customers of judicial
procedures and settlements. It also studies separating the debt settlement
customers from rescheduling customers when notifying banks of the positions of
these customers, and thus ensuring that informed credit granting decisions be
made. Moreover, the department continued to perform its assigned role
(concerning on-site supervision over banks) through the inspection teams. As
such, a number of banks were inspected to ensure their compliance with the
rules governing the credit registration system.

As regards on-site supervision, the Central Bank made progress with its
2010 plan for the inspection of the banking sector units (banks) and exchange
dealer companies. Under this plan, the inspection is expected to cover as many
banks as possible, and each bank is inspected annually (either in a
comprehensive or a limited manner) according to the level of its risks and the
quality of its products and activities. Moreover, an examination of certain
aspects of specific bank customers has been under way, to help take immediate
corrective actions as deemed necessary, needless of waiting for the full
examination over these banks to be finished. In addition, the system of
examination on the basis of specialization was adopted to enable the inspection
of banks by inspectors specialized in the relevant activities (e.g. retail banking,
market risks, IT, etc.). That approach makes inspection more effective and in-
depth by providing a thorough profile of the risks of any inspected bank. In this
context, a core team was formed to follow up and manage the IT systems in
collaboration with off-site supervision. The aim is to identify risk areas at banks,
especially those of high incidence, and monitor progress on the execution of
corrective actions.
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The inspection reports made recently have helped to upgrade the risk
management framework in several banks and further the application of the
international best practices in various fields.

On the other hand, the Supervision Sector at the CBE continued to
cooperate with other supervisory and judicial authorities in settling a number of
money and banking issues. Moreover, the Sector examines the complaints filed
by bank customers and provides the required banking expertise.

2/2/3- Overview of Banks' Aggregate Financial Position

The aggregate financial position of the registered 39 banks operating in
Egypt posted LE 1.3 trillion at end of December 2010, rising by LE 62.3 billion
or 5.1 percent in July/Dec. 2010/2011 (against LE 59.7 billion and 5.5 percent a
year earlier).

On the liabilities side, about 82.7 percent of the rise stemmed from the
pickup of LE 51.5 billion or 5.8 percent in deposits at banks. Obligations to
local banks increased by LE 7.3 billion, as well as banks’ equities (by LE 5.0
billion). Increases were also seen in obligations to banks abroad (by LE 4.0
billion), and bonds and long-term loans (by LE 3.6 billion). Meanwhile, bank’s
provisions declined by LE 16.4 billion, after writing off part of the loans.

Growth Rate of the Banking System Liabilities
July/ December

Other Liabilities : 216
Total Deposits

Obligations to Local Banks

Obligations to the CBE 30.7

69.3
Obligations to Banks Abroad

Bonds & Long-term Loans
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Reserves

Capital

m2010/2011
2009/2010
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As far as assets are concerned, the rise resulted from larger investments in
securities and bills (up by LE 35.3 billion); balances with local banks (by LE
17.4 billion); and balances with banks abroad (by LE 9.8 billion worth).
However, these increases were offset by the decline in lending and discount
balances by LE 7.9 billion.

Growth Rate of the Banking System Assets
July/ December

%

Other Assets

Loan & Discount Balances

Balances with Local Banks

Balances at the CBE 220

Balances with Banks Abroad 17.2

Securities & Investments

Cash

m 2010/2011
2009/2010

The increase in banks' investments in securities and bills during the period
was attributed to the pickup in their investments in government bonds by LE
33.1 billion and in foreign securities by LE 10.6 billion worth. Banks’
investments in corporate equities were as modest as LE 1.5 billion. However,
the increase in banks’ investments was curbed by the LE 10.2 billion drop in
their investments in TBs.
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%

60.0 -
June 2010
50.0 1 430 40.2 m Dec. 2010
40.0 - 37.2 35.6
30.0 -
20.0 - 13 12.8
| 8.2 7.9 .
0-0 T T — T - T

Treasury Bills  Gov. Bonds Non-gov. Corp. Equities Foreign
Bonds Securities




-55-

Interbank Transactions

Transactions with Banks Abroad

In the first half of 2010/2011, net position of local banks with
correspondents abroad unfolded a rise equivalent to LE 5.8 billion or 15.8
percent, registering LE 42.9 billion worth at end of December 2010 (against LE
37.1 billion worth at end of June). The increase was partly ascribed to the pickup
in their balances with banks abroad by the equivalent of LE 9.8 billion, and
partly to the rise in their obligations to those banks by LE 4.0 billion worth.

Transactions with Banks Abroad

(LE mn)
Change during July/Dec.
At End of June Dec. June Dec. 2009/2010 2010/2011

2009 2009 2010 2010
Value % Value %

Net Position 58925 52039 37066 42922  (6886) ai7 5856  15.8
Balances at banks abroad 77120 69150 57371 67217  (7970) (10.3) 9846 17.2
Obligations to banks abroad 18195 17111 20305 24295  (1084) (6.0) 3990 19.6

2/2/4- Interbank Transactions in Egypt

The volume of transactions in the interbank money market (in terms of
deposits) dropped by LE 3.0 billion or 15.1 percent in the reporting period
(against a decline of LE 2.1 billion and 8.9 percent), bringing down total
deposits to LE 16.6 billion at end of December 2010. The decline came on the
back of the fall in local currency deposits (by LE 3.9 billion) and the pickup in
those in foreign currencies (by LE 0.9 billion worth).

Deposits in the Interbank Money Market
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2/2/5- Deposits

Banks' deposits (including government deposits) grew to LE 944.0 billion,
standing roughly for three quarters (73.6 percent) of banks' aggregate financial
position at end of December 2010, with an increase of LE 51.5 billion or 5.8
percent in July/Dec. 2010/2011 (against LE 39.0 billion and 4.8 percent in the
corresponding period a year earlier). Local currency deposits mounted by LE
49.3 billion or 7.2 percent (against LE 50.9 billion and 8.5 percent the period of
comparison), accounting for 95.7 percent of the rise in all deposits.
Consequently, they reached LE 735.3 billion, exceeding three quarters (77.9
percent) of the volume of deposits at banks at end of December 2010. In the
meantime, foreign currency deposits registered a scanty increase of LE 2.2
billion worth or 1.1 percent during the period, contrasted to a decline of LE 11.9
billion worth or 5.6 percent, thus reaching LE 208.7 billion worth at end of
December 2010.

Deposits at Banks by Sector

(LE bn)

Local Currency Foreign Currencies
End of June 2010 Dec. 2010 June 2010 Dec. 2010
Total 686.1 735.3 206.4 208.7
Government sector 58.5 59.4 45.6 47.2
Public business sector 32.8 32.1 6.5 7.1
Private business sector 114.4 127.1 54.9 54.9
Household sector 477.8 513.7 96.9 96.2
External sector 2.6 3.0 2.5 33

The household sector was the key contributor to the increase in local
currency deposits (72.8 percent). Its deposits in local currency scaled up by LE
35.9 billion or 7.5 percent to LE 513.7 billion, thereby representing 69.9 percent
of total LE deposits at end of December 2010. Moreover, the deposits of the
private business sector rose by LE 12.7 billion or 11.1 percent, registering LE
127.0 billion; the government sector’s rose by LE 0.9 billion or 1.6 percent to
LE 59.5 billion; and so did those of the external sector by LE 0.4 billion or 15.0
percent to LE 3.0 billion. Conversely, the deposits of the public business sector
retreated by LE 0.6 billion or 1.9 percent, posting LE 32.1 billion at end of
December 2010.
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On the other hand, the slight increase in foreign currency deposits
generated from the pickup in the deposits of the government sector by the
equivalent of LE 1.6 billion; of the external sector by LE 0.7 billion worth; and
of the public business sector by the equivalent of LE 0.6 billion. Conversely, a
decrease equivalent to LE 0.7 billion was seen in the deposits of the household
sector.

Rate of Change in Deposits by Sector
% July/December
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2/2/6- Lending Activity

Banks' lending and discount balances amounted to LE 458.1 billion
(representing 35.7 percent of total assets and 48.5 percent of total deposits) at
end of December 2010, down by LE 7.9 billion or 1.7 percent in the period
under review, compared with an increase of LE 2.6 billion or 0.6 percent in the
corresponding period a year earlier. The decline was, for the most part, in the
balances granted by banks in local currency (nearly 77.2 percent), partly because
of the settlement of some bad debts with public sector banks by debiting them
from their counterpart provision accounts.

Change in Bank Loans by Sector

July/Dec. 2010/2011
(LE mn)
Change
Local Currency Foreign Currencies

Total (6102) (807)
Government sector 4068 (5281)
Public business sector 2727 (314)
Private business sector (15448) (286)
Household sector 2555 342

External sector (4) 3732
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Lending and discount balances in local currency rolled back by some LE
6.1 billion or 1.9 percent in the period under review (against a comparatively
lesser decline of LE 1.0 billion and 0.3 percent in the period of comparison),
standing at LE 307.6 billion at end of December 2010. This was mainly the
result of the fall in loans to the private business sector by about LE 15.5 billion
or 8.3 percent (against a fall of LE 11.5 billion and 6.5 percent), reaching LE
170.2 billion or 55.4 percent of the total LE lending and discount balances at end
of December 2010. By contrast, increases were noticed in LE loans to the
government sector by LE 4.1 billion or 26.4 percent (against LE 0.1 billion and
1.0 percent). Likewise, loans to the public business sector rose by LE 2.7 billion
or 13.0 percent (compared to LE 4.0 billion and 16.7 percent). Credit to the
household sector also edged up by LE 2.6 billion or 2.8 percent (against LE 7.0
billion and 8.8 percent).

Lending and discount balances in foreign currencies decreased by LE 1.8
billion worth or 1.2 percent (against a rise of LE 3.6 billion worth and 2.7
percent), posting LE 150.5 billion worth at end of December 2010. The decrease
emanated from the fall in loans to the government sector by LE 5.3 billion
worth, and to the public and private business sectors by LE 0.3 billion worth,
each. The decline was mitigated by the increase in loans to the external sector by
the equivalent of LE 3.7 billion and to the household sector by LE 0.4 billion
worth.

The distribution of loans by economic activity indicated that the
manufacturing sector was the major recipient, with a share of 35.7 percent of the
total loans extended by banks in both local and foreign currencies at end of
December 2010. The services sector received 26.3 percent; followed by the
unclassified sectors (including the household sector) with 25.4 percent; then
trade (11.1 percent), and agriculture (1.5 percent).

Credit Facilities by Economic Activity
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At end of December 2010, loans and advances offered by banks
(excluding discounts) - by maturity - registered LE 455.5 billion, down by LE
8.4 billion or 1.8 percent during the period under review. The decline was due to
the fall of LE 22.9 billion or 9.8 percent in short-term loans (less than one year),
reflecting the contraction in local and foreign currency loans by LE 14.7 billion
and LE 8.2 billion worth, in order. By contrast, long-term loans mounted by LE
14.5 billion or 6.2 percent, driven by the growth in local and foreign currency
loans by LE 8.3 billion and LE 6.2 billion worth, in order.

Loans & Advances by Banks (Excluding Discounts)
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3: Non-Banking Financial Sector”

In July/Dec. 2010/2011, efforts were intensified to upgrade supervision
over non-banking financial markets and protect dealers’ rights. To this end, the
EFSA proposed an amendment of certain provisions of the Executive
Regulations of the Capital Market Law No. 95 of 1992, to re-regulate mutual
funds, in accordance with the international best practices. The amendments
focused on shortcutting the procedures of establishing a fund to just one step;
and obliging management services companies to seek the assistance of
professional asset appraisers. The EFSA also issued the principle standards for
professional performance to ensure the integrity and independence of the
companies licensed to act as financial consultants and render appraisal services.
The following are some of those proposed standards: a) no company shall be
entitled to practice the activity of financial consultancy on securities without
obtaining a practice-precedent license from the EFSA; b) the company shall
prepare a general guideline describing the procedures that should be taken to
render financial consultancy; c¢) the company, in the course of dealing with
customers, shall avoid granting privileges, incentives or information to certain
customers and denying same to the others; d) the company shall set an internal
control system preventing analysts from carrying out any appraisals with false or
misleading results; e) the company shall make sure that no common interest, or
conflict of interests, may exist between the company and the applicant, or the
appraised company, or any of its affiliated parties; f) the company shall
immediately disclose to the EFSA any suspicion of conflict of interests between
the company and the other appraised company or any of its affiliated parties; g)
the company, its managers, analysts or any affiliated parties shall not deal on the
securities subject of appraisal based on information or data not disclosed in the
market or not available to all other dealers (insider trading); and h) the company
shall disclose any suspicions about the information used for preparing its
reports. The EFSA has emphasized its adherence to apply international
standards of appraisal criteria, so that the companies concerned may not be
exposed to the administrative actions, and penalties stipulated by the Capital
Market Law.

Aware of the importance of microfinance companies which constitute an
important ingredient of financial markets, the EFSA proposed a draft to regulate
their activities, set regulations related to the selection of borrowers and

* Source: The Egyptian Financial Supervisory Authority (EFSA), and monthly reports of the EGX.
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monitoring and collection of loans; as well as permissible financial services and
operational activities; ownership and governance; and the rules protecting the
entities operating in this field according to international practices.

The Third International Conference for Investor Education and Awareness
entitled “Rebuilding the Trust of the Global Investing Public” under the auspices
of the EFSA, is organized by the International Forum for Investor Education
(IFIE), in cooperation with the International Organization of Securities
Commission (I0OSCO).

3/1- Stock Market

As for the performance of the Egyptian exchange, the EGX benchmark
index (EGX 30) inched up 18.4 percent in July/Dec. 2010/2011, to register
7142.1 points at end of Dec. 2010. The upturn was largely owed to the strong
performance of banks and the higher profits announced by some Egyptian
companies for the first half of 2010, relative to the same period of 2009.
Moreover, EGX 70 and EGX 100 moved up 36.7 percent, and 28.3 percent,
posting 721.5 points, and 1166.2 points, respectively, at end of Dec. 2010.
Likewise, the CMA’s index rose 13.1 percent to 1503.5 points at end of Dec.
2010.
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Sectoral Indicators

Most of sectoral indicators climbed in the first half of 2010/2011. The
banking sector outperformed the other sectors, with a rise of 42.5 percent,
followed by real estates (23.3 percent), and foodstuffs and beverages (23.1
percent). Travel and leisure recorded the lowest rate of growth (8.0 percent),
while communications moved down 4.8 percent.
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Changes in Sectoral Indices during July/Dec. 2010/2011
(%)
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As for the primary market, the number of new issues approved by
EFSA during the period reached 1565, at a total value of LE 25.9 billion (against
1493, at a total value of LE 30.9 billion a year earlier). Issues for new
incorporations reached 1012 in number (64.7 percent of total issues), at a value
of LE 5.9 billion. Issues for capital increases reached 553 (77.3 percent of total
issues), valuing LE 20.0 billion.

The listing activity on the EGX shows that the number of listed
companies declined to 212 at end of Dec. 2010, from 215 at end of June. The
nominal capital of those companies increased by 5.7 percent to LE 142.4 billion.
Their market capitalization also augmented by 19.0 percent to LE 488.2 billion,
due to the increase in the prices of most shares on EGX.

The value of listed bonds increased during the period by LE 55.1 billion
or 32.1 percent, to post LE 226.8 billion at end of Dec. 2010, against LE 171.7
billion at end of June. That was ascribed to the rise of LE 43.5 billion in the
value of Egyptian treasury bonds (primary dealers) during the period, to register
LE 203.3 billion or 89.6 percent of the total value of listed bonds at end of Dec.
2010. Another contributing factor was the pickup of LE 1.5 billion in corporate
bonds. In Dec. 2010, the bonds of the New Urban Communities Authority were
listed on the EGX at a value of LE 10 billion to provide finance for
infrastructure projects.
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Concerning the secondary market, the relevant three indicators (number
of transactions, and number and value of traded securities) revealed a decline
during the period under review, relative to the period of comparison. The
number of transactions declined by 2251 thousand, or 34.5 percent. Also, the
number of traded securities (shares and bonds) scaled down by 733 million or
4.9 percent, posting 14260 million papers. Their value decreased as well by LE
129.7 billion or 50.4 percent, to LE 127.4 billion.

Trading in Securities

July/Dec.

2009/2010 2010/2011
No. of Transactions (000) 6530 4279
A- Sh