Wy
3 Central Bank of Egypt

External Position of the Egyptian Economy

During the Fiscal Year
2006/07

Quarterly Report

Volume No. (18)



Preface

The External Position of the Egyptian Economy Report is one of
a series released by the Central Bank of Egypt (CBE) on a quarterly
basis. It aims to make available to a broad readership of specialists and
non-specialists a reasonable range of information on the performance of
the country's external sector during the reporting period.

The series reviews the key developments in the main components
of Egypt's Balance of Payments (BOP). It also sheds light on the
country's external debt, external liquidity and recent exchange rate
developments.

The report at hand, the eighteenth in this series, covers the Fiscal
Year 2006/07. The Central Bank of Egypt posts this series on its web
site www.cbe.org.eg , and welcomes feedbacks from any interested

readers.
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Overview

gypt's BOP continued its robust

performance throughout FY
2006/07. It went from an overall
surplus of US$ 3.3 billion in 2005/06
to US$ 5.3 billion in 2006/07, thanks
to a record rise in the current account
surplus and net inflows in the capital
and financial account.

The current account surplus
improved significantly from  US$
1.8 billion in 2005/06 to US$ 2.7
billion in 2006/07. Given a trade
deficit of US$ 15.8 billion, the main
boosters to such improvement were
a surplus of US$ 11.5 billion on
services, and an attainment of net
unrequited transfers amounting to
USS$ 7.1 billion. The services surplus
was largely attributed to a rise in
travel revenues and Suez Canal
proceeds by 10.7 percent and 17.2
percent, respectively.

The capital and financial account
resulted in a net inflow of US$ 1.1
billion against US$ 3.5 billion a year
earlier. Foreign direct investment
(FDI) nearly doubled to a net inflow
of US$ 11.1 billion while portfolio
investment recorded a net outflow of
US$ 936.7 million. Bank's foreign
assets surged by US$ 9.9 billion.

Net international reserves (NIR)
increased by US$ 5.6 billion during
FY 2006/07, to reach US$ 28.6
billion at end of June 2007, covering
9.1 months of merchandise imports.
During the report printing period,
NIR registered US$ 29.9 billion at
end of September 2007.

Banks' net foreign assets reached
USS$ 21.7 billion at end of June 2007,
increasing by US$ 9.1 billion.

Foreign currency deposits with
banks augmented by 13.4 percent, to
post US$ 27.0 billion at end of June
2007. As a reflection of the stability
of the foreign exchange market,
foreign currency deposits as a
percentage of total  deposits
decreased from 28.2 percent at end of
June 2006 to 26.7 percent at end of
June 2007,.

Egypt's external debt (public and
private) stepped up by 1.0 percent or
USS$ 0.3 billion during FY 2006/07 to
reach US$ 29.9 billion. This was an
outcome of a net repayment of US$
0.3 billion, and the cross exchange
rate effects (depreciation of the US
dollar vis-a-vis other currencies of
borrowing) which amounted to US$
0.6 billion.

The external debt position continued
to have comfortable profile, with
95.1 percent medium- and long-term
debt. The public sector is the major
obligor, carrying 95.5 percent of
Egypt's external debt. External debt
to GDP ratio dropped to 23.3 percent
at end of June 2007, against 27.6
percent a year earlier.

The weighted average rate of the
interbank foreign exchange market
reached pt 569.7 per US dollar in
June 2007 compared with pt 575.8 in
June 2006. Accordingly, the Egyptian
pound exchange rate appreciated by
around 1.1 percent, an evidence to
the success of the interbank foreign
exchange market launched by the end
of December 2004. The interbank
rate stood at pt 558.4 per US dollar at
end of Sept. 2007 (during the report
printing period).
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BOP Performance, 2006/07

E gypt's balance of payments
realized an overall surplus of

US$ 5.3 billion during the FY
2006/07 representing 4.1 percent of
GDP, against US$ 3.3 billion and
3.0 percent of GDP a year earlier.
A surplus of US$ 2.7 billion on the
current account, and net inflows of
US$ 1.1 billion in the capital and
financial account.

1 - Current Account

BOP current account indicates a
rise of 19.4 percent in current
receipts, to US$ 49.5 billion, 38.7
percent of GDP against 41.4 billion,
and 38.6 percent of GDP a year
carlier. In the meantime, Current
payments scaled up by 17.9 percent,
to post US$ 46.8 billion, and 36.6
percent of GDP against 39.7 billion,
and 37.0 percent of GDP.
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1.1: Trade Balance

The trade deficit reached US$ 15.8
billion, widening by 32.0 percent as
imports grew faster than exports.

Merchandise imports (CIF)
augmented by 24.3 percent, to USS$
37.8 billion. This was an outcome of
344 percent increase in non-oil
imports, (mainly of intermediate and
consumer goods), and a 23.0 percent
drop in oil imports.

Fuel & Mineral Oils
USS$ 2.8 bn

Total Imports
US$ 37.8 bn

Raw Materials
US$ 5.6 bn

On the other hand, Export (FOB)
proceeds reached US$ 22.0 billion
(17.2 percent of GDP), increasing by
19.3 percent. This pickup was
mainly due to a 44.7 percent rise in
non-oil exports.

Exports
US$ 22.0 bn

Undistributed
Imports
US$ 3.8 bn

Intermediate

goods
US$ 10.5 bn

Consumer
Goods
US$ 5.3 bn

Investment

Goods
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materials || finished
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Export — import ratio dropped from
60.6 percent in the comparison
period to 58.2 percent in the
reporting period.

1.2: Services Balance and
Transfers

Services ran a surplus of US$ 11.5
billion (8.9 percent of GDP) during
the reporting period, a 39.8 percent
increase over the previous FY. This
surplus was attained when service
receipts rose by 17.0 percent, to
reach US$ 20.4 billion, and service
payments dropped by 3.1 percent, to
USS$ 9.0 billion.
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Services receipts owe its growth to
a 17.2 percent pickup in Suez Canal
earnings, which amounted to US$
4.2 billion (back to the increase in
ships' number and net tonnage). In
addition to travel receipts that
escalated by 10.7 percent, as the
number of tourist nights increased to
94.3 million (preliminary) during FY
2006/07 from 85.1 million nights in
FY 2005/06.

Investment income surged by 52.1
percent due to a rise in portfolio
investment income, interest on
foreign assets abroad, and world
interest rates on deposits.

Services payments declined due to
the decrease in other payments and

government expenditures. Other pay-
ments fell by 25.1 percent, mostly
due to a drop in transfers by
Egyptian companies, and commiss-
ions and charges on securities.
Moreover, Government payments
retreated by 9.4 percent.

Net unrequited transfers surged by
27.3 percent, recording US$ 7.1
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billion or 5.5 percent of GDP
compared with US$ 5.5 billion, 5.2
percent of GDP a year earlier.
Private transfers rose by 25.8
percent, as workers' remittances rose
by 25.6 percent. Likewise, official
transfers edged up by 40.0 percent,
to US$ 0.8 billion. This was due to a
rise in both cash and commodity
grants.

Given the above-said background,
developments in the current account
balance have affected most external
balancing indicators as shown in the
chart.
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2- Capital and Financial Account

The capital and financial account
achieved a net inflow of US$ 1.1
billion in 2006/07, compared with
USS$ 3.5 billion in the previous year,
mainly attributed to the following
developments.

Foreign investment in Egypt
(direct and portfolio) realized total
inflows of US$ 24.2 billion and total
outflows of US$ 14.1 billion,
(compared with US$ 24.4 billion and
US$ 15.5 billion, respectively).
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1- Foreign direct investments (FDI)
in Egypt achieved a net inflow of
US$ 11.1 billion, 8.6 percent of
GDP, compared with US$ 6.1
billion, and 5.7 percent of GDP. FDI
included net investments in the
petroleum sector accounting for US$
3.0 billion, and US$ 2.8 billion as
proceeds of local assets sold to
foreign investors, (compared with
US$ 1.8 billion and US$ 0.9 billion
respectively).

2- Portfolio investment recorded net
outflows of US$ 936.7 million,
foreigners' trading on the Egyptian
stock market revealed net sales of
US$ 386.0 million, and Resident
financial institutions' net purchases
of dollar denominated sovereign
bonds amounted US$ 291.6 million.
It also included US$ 259.1 million as
repayments of other Egyptian bonds
and notes.

3- Medium & long-term loans and
suppliers' credit, revealed net
repayments of US$ 0.3 billion
(against US$ 1.0 billion), resulting
from the following developments:

a- Total repayments dropped down
from US$ 2.45 billion in
2005/06 to US$ 1.67 billion in
2006/07. This was an outcome
of a 51.1 percent decrease in the
bilateral & multilateral loans'
disbursements, as well as a 61.6
percent decrease in medium &
long terms suppliers credit's
disbursements.

Total drawings drew back to
USS$ 1.35 billion in 2006/07
from US$ 1.42 billion in
2005/06. This was due to the
90.8 percent decrease of the
medium & long term suppliers'
credit drawings, and 32.7
percent  decrease  of  the
multilateral loans drawings.

4- Foreign assets and liabilities
achieved a net outflow of US$ 10.0
billion, compared with US$ 5.9
billion a year earlier.
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A- Net International Reserves

(NIR)

During FY 2006/07, NIR
increased by US$ 5.6 billion,
against US$ 3.6 billion, to reach US$
28.6 billion at end of June 2007.
NIR, in months of merchandise
import terms reached 9.1 months at
end of June 2007.
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While this report was under pre-
paration, the NIR stepped up to US$
29.9 billion at end of September
2007. This positive development
attests to the successful economic
and banking reforms, which resulted
in the stability of the forex market
and the solution of many problems
that have encountered foreign
investors. Accordingly, further direct
and indirect investments flowed to

Egypt.

For an effective reserve manage-
ment, the first phase of the auto-
mation system for linking the CBE
departments in charge of investment
has been accomplished, new instru-
ments and currencies have been used
and foreign correspondents network
has been expanded.

(US$ mn

End of June | 2006 | 2007

Net International
Reserves (1-2) 22931 28559
1- Gross Official Reserves 22952 28589
Gold 1119 1186
Foreign Exchange 21514 27092
SDRs 113 128
Others 206 183
2- Reserve Liabilities 21 30
Reserves/Months Imports 9.0 9.1

Aiming to raise their professional
skills, CBE's staff handling reserve
management  were dispatched
abroad, on a regular basis, to attend
specialized training programs or to
attain higher study certificates in this
field.

B- Net Foreign Assets of Banks
NFA

Banks’ net foreign assets increased
by US§ 9.1 billion during FY
2006/07, to reach US$ 21.7 billion at
end of June 2007.
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During FY  2006/07, foreign
currency  deposits  with  banks
increased by 13.4 percent, against

13.5 percent a year earlier, to reach
USS$ 27.0 billion at end of June 2007.

On the other hand, local currency
deposits increased by 20.9 percent,
against 12.8 percent. Accordingly,
the ratio of foreign currency deposits
to total deposits decreased to 26.7
percent at end of June 2007 from
28.2 percent at end of June 2006.
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1- Egypt’s External Debt

gypt’s external debt (public and

private), expressed in US dollar
reached US$ 29.9 billion at end of
June 2007, up by 1.0 percent, or
about US$ 0.3 billion over its level
at end of June 2006. This was an
outcome of the exchange rate effects
of US$ 0.6 billion (depreciation of
the US dollar vis-a-vis other
currencies of borrowing ") on the one
hand, and a net repayment of US$
0.3 billion on the other.

A-Break down by type

Bilateral loans owed to Paris Club
members (rescheduled and non-
rescheduled) and suppliers’ and
buyers’ credit accounted for 64.4
percent of the total, reaching US$
19.3 billion at end of June 2007.

Debt owed to non-Paris Club
members amounted to US$ 0.7
billion. Egypt’s debt to international
and regional organizations increased
by 30.9 percent to reach US$ 6.8
billion, accounting for 22.8 percent
of the total.

The stock of government bonds and
notes decreased by US$ 0.3 billion,
to reach US$ 1.6 billion or 5.3
percent of total debt at end of June
2007 (of which US$ 1.3 billion are
guaranteed notes and US$ 0.3 billion
are sovereign bonds), against USS$
1.9 billion at end of June 2006.
Short-term debt decreased by US$
0.2 billion, to reach US$ 1.4 billion
or 4.9 percent of the total.

External debt data reveals an
ongoing  improvement in  its
structure. The public sector owed
95.5 percent of Egypt’s external
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debt, and the private sector owed 4.5
percent.

External Debt by Type
June 2007

Egyptian
bonds and
notes

Private
sector (Non
guaranteed)
0.2%

International
&regional
organizations
22.8%

Other
bilateral debt
1% .5%
Short term
debt
4.9%

Rescheduled
bilateral debt
49.6%

The stock of medium- and long-term
public and publicly guaranteed debt
increased by US$ 0.5 billion, to
reach US$ 28.4 billion accounting
for the bulk of external debt (95.1
percent), at end of June 2007,
compared with US$ 27.9 billion at
end of June 2006, of this amount,
about US$ 19.3 billion (64.4 percent
of total external debt) were debt due
to Paris Club countries, of which
US$ 14.8 billion (49.7 percent) were
rescheduled loans —third tranche- to
be settled on basis of semi-annual
payments ending at end of the
second half of 2026; and US$ 4.4
billion (14.8percent) were loans
agreed upon after the signing of the
rescheduling agreement, to be repaid
by 2050). Add to this an amount of
USS$ 9.1 billion, mainly loans from
international and regional organiz-
ations, sovereign dollar-denominated
bonds issued by the government of
Egypt in July 2001, and guaranteed
bonds issued in September 2005.

+ Main currencies of external debt are USS$, Euro, Japanese Yen, Kuwaiti Dinar and SDRs



Non-guaranteed debt of the private
sector reached US$ 78.9 million or
0.2 percent of the total at end of June
2007.

B- External Debt by Creditor

Distribution of external debt by
creditor indicates that 51.7 percent of
Egypt's external debt is owed to four
countries, namely France (15.3
percent), and USA (13.6 percent),
Germany (12.1 percent). Japan
accounted for (10.7 percent), while
3.2 percent is owed to the Arab

countries (mainly Kuwait, Saudi
Arabia and the United Arab
Emirates).
United Arab
Egy ptian Kingdoom Co;r;to;ies International
bonds and 3}% / e organizations
notes. 22.8%
5% T~

Japan
10.7%

End of
June 2007

Germany
12.1%

Other
countries
13.1%

C- External Debt by Debtor

Debt of the main institution sectors
posted an increase of US$ 305.4
million, at end of June 2007.

Due to a drop of about US$ 0.7
billion in loans, external debt of
central & local government declined
by the same amount at end of June
2005 relative to a year earlier.
However, such debt inched up, at

end of FY 2005/06 and FY 2006/07
as a result of issuing bonds of US$
1.25 billion during September 2005,
and a rise of US$ 0.9 billion in loans

at end of June 2007.
External Debt
grow th by sectoral share
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External debt of the monetary

authorities (CBE) fell by US$ 0.3 at
June of 2006 and by the equal
amount at end of June 2007. This is
due to the settlement of the Arab
International Bank's deposit (US$
0.5 billion) by US$ 0.2 billion in FY
2005/06 and US$ 0.3 billion in FY
2006/07.
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The balance of central and local
government increased by US$ 627.5
million and of other sectors by US$
192.1 million. In contrast, there was
a decrease in the monetary authority
(Central Bank) by US$ 348.6
million, and of banks by US$ 165.6
million.

However, the structure of Egypt’s
external debt by debtor has not
witnessed any significant change
during the period under review. The
central and local government
remained the main debtor, with US$

19.5 billion or 65.2 percent of the

total external debt in 2006/07
compared US$ 18.2 billion in
2005/2006

Debt service payments decreased by
US$ 0.7 billion during the FY
2006/07, to reach US$ 2.3 billion.
This was a result of the US$ 0.8
billion drop in principal repayments,
to reach US$ 1.7 billion, and of the
USS$ 58.4 million increase in interest
payments, to stand at US$ 0.6
billion.
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D- External Debt Indicators

(%)

2004/ | 2005/ | 2006/
2005 | 2006 | 2007

Debt Service/
94 8.5 5.5
Exports (G&S)

Debt Service/
7.9 7.3 4.7
Current Receipts

Short-term Debt/
6.4 5.5 49
External Debt

Short-term

Debt/NIR 9.6 7.1 5.1

External Debt/GDP 31.1 27.6 233

The debt service ratio to export
proceeds of goods and services
declined to 5.5 percent during FY
2006/07, from 8.5 percent in the
previous period. In the same manner,
its ratio to current receipts (including
transfers) went down from 7.3
percent to 4.7 percent. This was
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mainly attributed to an increase in
exports of goods and services and
transfers by 19.4 percent.

In the meantime, the ratio of short-
term debt to total debt decreased
from 5.5 percent to 4.8 percent, also
its ratio to NIR decreased from 7.1
percent to 5.1 percent. This was
mainly due to an increase in NIR by
24.6 percent.

As a percentage of GDP, external
debt declined from 27.6 percent to
23.3 percent at end of the FY
2006/07, a relatively low ratio
compared to the emerging countries.

Egypt's external debt service showed
a decline in 2005 and 2006 com-
pared with that of the developing
countries combined.

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

(%)
2005 2006
Interest Principal Total | Interest Principal Total
Repayments Repayments

Developing countries 4.4 10.5 14.9 4.4 9.4 13.8
Africa 3.2 7.8 11.0 3.0 9.5 12.5
Asia (developing 2.2 5.2 7.4 2.2 4.4 6.6
countries)
Middle East 1.8 3.4 52 1.9 4.4 6.3
Egypt 1.7 7.9 9.6 1.6 5.1 6.7

Source: IMF’s World Economic Outlook — April 2007.
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Exchange Rate Developments

Since 29 January 2003, the Egyptian
pound exchange rate has been
liberalized. According to CBE
Central Chamber for FX Statistics,
the weighted average U.S. dollar
exchange rate in the interbank
foreign exchange market (launched
December 2004) reached EGP
5.6967 at the end of June 2007,
against EGP 5.7579 at the end of
June 2006. As such, the EGP
exchange rate appreciated by about
l.1percent during the year under
review.
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A downward trend of the US dollar against the EG

pound
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Figure 16

Total Medium and Long-Term Public and Publicly Guaranteed External Debt Service
Multilateral Agencies
as of July 1, 2007

USS$ mn
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Period

2007/H2
2008/H1
2008/H2
2009/H1
2009/H2
2010/H1
2010/H2
2011/H1
2011/H2

Grand Total
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Table (17)

Sovereign Bonds
Debt Service as of July 1, 2007

(US$ million)

Principal Interest Total
0.00 14.01 14.01
0.00 14.01 14.01
0.00 14.01 14.01
0.00 14.01 14.01
0.00 14.01 14.01
0.00 14.01 14.01
0.00 14.01 14.01
0.00 14.01 14.01
320.25 14.01 334.26

320.25 126.09 446.34
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Table (18)

Guaranteed Notes
Debt Service as of Julyl, 2007

(USS$ million)
Period Principal Interest Total
2007/H2 0.00 27.81 27.81
2008/H1 0.00 27.81 27.81
2008/H2 0.00 27.81 27.81
2009/H1 0.00 27.81 27.81
2009/H2 0.00 27.81 27.81
2010/H1 0.00 27.81 27.81
2010/H2 0.00 27.81 27.81
2011/H1 0.00 27.81 27.81
2011/H2 0.00 27.81 27.81
2012/H1 0.00 27.81 27.81
2012/H2 0.00 27.81 27.81
2013/H1 0.00 27.81 27.81
2013/H2 0.00 27.81 27.81
2014/H1 0.00 27.81 27.81
2014/H2 0.00 27.81 27.81
2015/H1 0.00 27.81 27.81
2015/H2 1250.00 27.81 1277.81

Grand Total 1250.00 472.77 1722.77



-50 -
Table (19)

Medium and Long-Term
External Debt Service as of July 1, 2007
Private Sector Non-Guaranteed

(US$ million)'"

Period Principal i Interest Total
2007/H2 55.76 1.12 56.88
2008/H1 5.43 0.12 5.55
2008/H2 5.03 0.09 5.12
2009/H1 5.02 0.06 5.08
2009/H2 5.00 0.03 5.03
2010/H1 7.00 0.00 7.00

Grand Total 83.24 1.42 84.66

{1} The exchange rate of June 30, 2007.
{2} Projected debt service is based on the assumptions that all the undisbursed loans (US$ 7mn) will be drawn by the various borrowers during the last

month of availability periods.
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Table ( 20)
Exchange Rates of the Currencies of External Debt Versus US Dollar
as at End of June

Country Currency 2004 2005 2006 2007
United States usD 1.00 1.00 1.00 1.00
Switzerland CHF 1.26 1.28 1.25 1.23
Denmark DKK 6.13 6.18 5.95 5.53
Sweden SEK 7.53 7.81 7.34 6.86
Japan JPY 108.85 110.61 116.53 123.09
India INR 45.98 43.53 46.34 40.83
United Kingdom GBP 0.55 0.56 0.55 0.50
Canada CAD 1.35 1.23 1.12 1.07
Australia AUD 1.45 1.32 1.37 1.19
Norway NOK 6.92 6.55 6.29 5.90
Euro EURO 0.83 0.83 0.80 0.74
Special Drawing Rights SDR 0.68 0.69 0.68 0.66
Kuwait KWD 0.29 0.29 0.29 0.29
Libya LYD 0.76 0.76 0.77 0.79
United Arab Emirates AED 3.67 3.67 3.67 3.67

Saudi Arabia SAR 3.75 3.75 3.75 3.75




