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Figure 1

Trade-Weighted Economic Growth of Egypt’s

External Environment *

(in %, y/y)
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Source: Bloomberg & Central Bank of Egypt calculations.
*The series is weighted using Egypt’s trade volume in 2015/16.

Figure 2

World Trade Growth
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Figure 3

Trade-Weighted Headline Inflation of Egypt’s
External Environment *
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Bank of Egypt calculations.

The Initial Conditions

a) Pressures from Egypt’s external environment on
domestic prices are mixed.

Trade-weighted economic activity of Egypt's external en-
vironment continued to accelerate, growing by an annual
rate of 2.9% during 2017 Q2, the fastest pace since 2011
Q3. Growth was primarily led by an improved perfor-
mance of Russia and the Euro Area compared to the pre-
vious quarter. Meanwhile, output growth in the US con-
tinued to increase, while economic activity in the UK
grew at the slowest pace since 2012 Q4. Growth in China
maintained its firm pace, while that of Brazil recorded its
first expansion since 2014 Q1. Looking ahead, economic
activity of Egypt’s main trading partners is expected to
maintain its growth momentum. While the pace in ad-
vanced economies is expected to soften somewhat, that
of emerging economies is projected to improve.1

Meanwhile, the annual increase of global trade continued
in 2017. Nevertheless, it is expected to moderate in 2018
for several reasons.” First, trade growth in 2018 will not
be measured against a weak base year as is the case in
2017. Second, monetary policy is expected to tighten in
advanced economies, which could result in changes in
exchange rates that could influence international trade
patterns. Third, fiscal expansion and easy credit in China
are likely to be constrained to prevent the economy from
overheating. Fourth, renegotiation of NAFTA and negotia-
tion of post-Brexit trade deals could also unsettle global
and regional trade.

Trade-weighted headline annual inflation of Egypt’s ex-
ternal environment remained subdued at 1.9% in 2017
Q3, before increasing slightly in August and September
mainly due to the US and the UK. Inflation in Japan, Euro
area, Brazil and India remained stable, while it declined
modestly in China and Russia. Looking ahead, inflation is
projected to increase slightly in emerging economies,

! CBE calculations based on estimates by the International Monetary Fund’s World Economic Outlook Database October
2017, weighted by Egypt’s trade values in FY 2015/2016.

2 Estimates by World Trade Organization in September 2017.
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Figure 4
Developments of Oil Prices
(USD per barrel)
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Figure 5

Developments of Food Prices
(in %, y/y, using domestic CPI basket weights)
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Source: Central Bank of Egypt calulations, World Bank, Food and
Agriculture Organization, and United States Department of
Agriculture.

Figure 6
Policy Rates of Advanced Economies
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Source:. Bloomberg.

while remaining broadly unchanged in advanced econo-
mies.>

After averaging 52.1 USD/bbl in 2017 Q3, oil prices in-
creased considerably in October 2017 and during the first
week of November, averaging 57.5 USD/bbl and 61.9
USD/bbl, respectively, mainly due to geopolitical con-
cerns. The instability in the oil-rich area of Kirkuk in Iraq
and the diplomatic tensions with Qatar led to oil price
increases in September and October. Thereafter, the anti-
corruption measures in the KSA added further pressure in
the first week of November 2017. Bloomberg composite
forecasts for Brent oil prices in FY 2017/18 and FY
2018/19 were subsequently revised upwards to 59.9
USD/bbl and 60.3 USD/bbl at the end of the week com-
pared to 57.6 USD/bbl and 57.8 USD/bbl, at the begin-
ning of the week, respectively. The prospects of OPEC
and allied nations continuing to curb oil output remains
an important driver of oil prices.

International food prices, weighted by Egypt’s domestic
food weights in the CPI basket, declined between August
and October by a cumulative monthly rate of 6.8%, after
increasing by 11.3% between May and July and register-
ing 2.6% during the first four months of 2017. This led
annual increases in food prices to narrow to 8.6% in Oc-
tober after peaking at 24.5% in July. The recent drop in
food prices occurred largely due to the drop in the prices
of wheat and meat. The drop in wheat prices reflects
higher supplies from the Black Sea and competition
among exporters. The decline in meat prices was largely
driven by poultry prices reflecting a seasonal pattern.
Looking forward, food prices are expected to remain
largely stable in 2018.*

Capital continued to flow into emerging market assets in
2017, supported by favorable interest rate differentials.
In their latest monetary policy meeting, the US Federal
Reserve — having previously hiked its policy rate in March
and June 2017 — and the European Central Bank kept

3 CBE calculations based on estimates by the International Monetary Fund’s World Economic Outlook Database October
2017, weighted by Egypt’s trade values in 2015/2016.

4 World Bank Commodity Markets Outlook, October 2017.
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Figure 7
Trading Partner Currencies against the USD"
(in %, m/m, +ve is depreciation)
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Source: Bloomberg and Central Bank of Egypt calculations.
1/The series is weighted using Egypt’s trade volume in 2015/16.

Figure 8
EGP against the USD
(in %, m/m, +ve is depreciation)

10 4

o & N ok o~

-11 -

Jan-17
Feb-17
Mar-17
Apr-17
May-17
Jun-17
Jul-17
Aug-17
Sep-17
Oct-17

Source: Central Bank of Egypt.

Figure 9
Egypt’s Monthly Inflation Differential with its
Main Trading Partners

(in %, m/m)
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Source: Bloomberg and Central Bank of Egypt calculations.

their respective policy rates unchanged, while the Bank
of England raised its policy rate for the first time since
2007. These decisions, as well as the start of the reduc-
tion of the Fed's asset purchasing program and the an-
nouncement of a similar reduction by the ECB starting
January 2018 were expected by markets and therefore
did not affect the flow of capital into emerging econo-
mies. Looking ahead, interest rates in most emerging
economies are expected to gradually decline, thereby
narrowing interest rate differentials between advanced
and emerging economies.

Since the beginning of 2017 until October, currencies of
Egypt’s main trading partners appreciated against the
USD on a monthly basis, mainly on anticipation of a more
gradual policy tightening by the Fed. This trend reversed
in October as a result of developments in the UK and Eu-
ro area, which account for a high share in Egypt’s trade.
Specifically, slower-than-expected policy normalization
by the ECB and weakening growth prospects in the UK led
the EUR and the GBP to depreciate against the USD.

In the meantime, the EGP was relatively stable against
the USD in May and June and appreciated slightly there-
after. This reduced the impact of the appreciation of
trading partner currencies on the competitiveness of
Egyptian goods and services as measured by the NEER. As
a result, the annual NEER depreciation remained broadly
unchanged.

Meanwhile, the monthly inflation differential between
Egypt and its main trading partners lessened between
March and September 2017 compared to between No-
vember 2016 and February 2017, with the exception of
July due to domestic regulated price adjustments. This
contained the increase in the annual inflation differential.

Consequently, the REER has been slightly appreciating on
a monthly basis since May given the combination of the
broad stability of the NEER and an unfavorable inflation
differential albeit moderating. The annual REER deprecia-
tion remained broadly unchanged since May, however by
a weaker magnitude compared to 2017 Q1.
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Figure 10
Contribution to the Current Account
(in p.p. unless otherwise specified)
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Source: Central Bank of Egypt.

Figure 11
Tourism Receipts and Payments
(in USD billion)
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Source: Central Bank of Egypt.

Figure 12
FDIs ability to Fund the Current Account Defi-
cit excluding Grants

(in USD billion)
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Source: Central Bank of Egypt.

b) The external balance continued to benefit
from increased competitiveness gains and
the liberalized exchange rate system, easing
inflationary pressures.

Egypt’s current account deficit continued to narrow on an
annual basis for the third consecutive quarter in 2017 Q2,
registering the highest annual USD improvement on rec-
ord. This was supported by the increase in Egypt’s com-
petitiveness as measured by the REER as well as the on-
going recovery of Egypt's trading partners. The narrowing
deficit was first driven by a higher contribution of remit-
tances since 2016 Q4, followed by higher contribution
from NEGS since 2017 Q1.

The lower deficit of NEGS since 2017 Q1 is attributed to a
lower non-hydrocarbon trade deficit and a higher surplus
of the services balance, while the hydrocarbon trade def-
icit deteriorated because of higher oil prices and natural
gas imports.

During 2017 Q2, despite the stagnation of non-
hydrocarbon exports, the NEGS deficit continued to nar-
row given lower non-hydrocarbon imports as well as the
continued increase in the services balance, supported
mainly by the recovery of tourism, as well as the slower
pace of decline in the Suez Canal revenues since 2017 Q1,
in line with the pickup in global trade growth. Meanwhile,
the increase in the hydrocarbon trade deficit lessened

because of lower natural gas imports amid higher domes-
tic production.

Meanwhile, the new exchange rate regime continued to
strengthen foreign investor appetite for Egyptian assets,
supporting the financial account. Net FDIs recovered dur-
ing 2017 Q2, while net portfolio inflows continued to im-
prove following its strong rebound in 2017 Q1, supported
by Eurobond issuances in January and May 2017. Leading
indicators confirm a continued recovery in foreign in-
vestment.

Net FDIs have been increasingly covering the current ac-
count deficit (excluding grants) since 2016 Q3, reducing
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Figure 13
FDIs by Sector Disaggregation
(in USD billion)
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Figure 14
Real GDP Growth at Market Prices
(in p.p., y/y)
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Figure 15
Labor Market Developments
(in %, y/y, unless otherwise mentioned)
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Source: Central Agency for Public Mobilization & Statistics and
Ministry of Planning, Follow-up and Administrative Reform.

the gap to USD1.1 billion during 2017 Q2, the lowest
since 2013 Q2. Meanwhile, the policy of no intervention
in the foreign exchange market preserved the CBE’s for-
eign assets under the current exchange rate regime, lead-
ing GIR to record USD36.7 billion in October 2017, the
highest on record. As a result, the ratio of GIR to total ex-
ternal debt continued to improve and is estimated to
record the highest in five years.

c) Real Gross Domestic Product (GDP) growth
continued to strengthen, while the expendi-
ture structure continued to rebalance.

Real GDP growth at market prices continued to expand
for the third consecutive quarter to record 5.0% during
2017 Q2, thereby averaging 4.6% during the second half
of FY 2016/17, the fastest pace since FY 2009/2010. In
line with strengthening economic activity, the unem-
ployment rate declined to 12.0% in 2017 Q2, registering
the lowest since FY 2011/12 after peaking at 13.4% in
2013 Q4. The drop was recently supported by lower real
wages and increasing productivity.

The rebalancing of the expenditure structure started with
weakening private consumption since 2016 Q2 , notwith-
standing its increase during 2016 Q4, followed by weak-
ening public consumption since 2016 Q3, and by the im-
provement of NEGS since 2017 Q1. Public investment
maintained its double digit growth rates in 2016/17, albe-
it slowing compared to the previous two fiscal years. In
the meantime, the expansion of private investment con-
tinued at an increasing pace for the third consecutive
year, yet lower compared to its pre-2008/09 perfor-
mance.

Real NEGS improved to register a positive contribution
during 2017 Q1 and Q2, after registering negative contri-
butions during most of the period between FY 2010/11
and the first half of FY 2016/17. This improvement was
due to the increase in exports that outweighed the in-
crease in imports in both quarters.

The contribution of private consumption weakened be-
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tween 2016 Q2 and 2017 Q2, after being the main driver

Figure 16
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Source: Central Bank of Egypt calculations.

d) Monetary conditions continued to tighten.

Real monetary conditions continued to tighten, support-
ed by the combination of previous policy rate increases
amounting to 700 bps since November 2016, receding
inflationary pressures, and the monthly appreciation of
the REER.

However, the O/N interbank rate has been hovering be-
low the policy rate since mid-August 2017 for the first
time in six months, on average by 25 basis points. This
was due to the combination of the shorter tenors of vari-
able-rate deposit auctions and the continuous increase in
liquidity except for the one-off drop due to higher re-
serve requirement ratio by 400 bps as of October 10,
2017. Consistently, interbank activity weakened to the
lowest level since January 2017.

The absorption of excess liquidity via 7-day deposit auc-
tions and the O/N deposit facility remained at around
EGP 25 billion (5% of liquidity, 0.6% of GDP) on average
since the end of May 2017. The maturity of liquidity-
withdrawing operations averaged 41 days between Sep-
tember 2017 and November 2017 after averaging 56 days
and 148 days between June-August 2017 and February-
May 2017, respectively. Consequently, the maturity of
absorbed liquidity greater than 7 days averaged 21 days
as of November 6, 2017.

Meanwhile, yields of L/C denominated government secu-
rities continuously declined after peaking in July 2017 and
reflecting 63% of the CBE’s policy rate increases since
November 2016. The suppressed transmission was sup-
ported by the diversification of financing sources of the
fiscal deficit.

Increasing demand for L/C denominated debt by domes-

tic banks since August 2017 complemented by the con-
tinuous net foreign portfolio inflows since February 2017

supported the drop of the WACF (net of tax) by 2.6 p.p.

to average 14.5% during October 2017, the lowest level

since November 2016. The coverage ratio as well as the
accepted-to-required ratio increased to 2.6x and 1.24x
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Figure 22
Local Debt Coverage Ratios
(in (x), unless otherwise stated)
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Interest Rates
(in %)
22 1 OIN Interbank Rate
Weighted Average Deposit Rate
== «= == Policy Rate
Weighted Average Lending Rate
18 - Weighted Average Cost of Finance (Tax adjusted)
14 -
10 -
M < < < 1N 0N nH © ©O© ©O© N~ I~
Sl N B B B B B B
5 Q ¢ B Q ¢ B 9 ¢ B 9 c
o ¢ 30L& 3o ¢ 30L& A3

Source: Central Bank of Egypt.

over the three months up to October compared to the
2.3x and 1.15x over the previous three months, respec-
tively.

In the banking sector, while the w.a. deposit rate reflect-
ed a 100% pass-through of the higher CBE policy rates
since November 2016, the w.a. lending rate reflected on-
ly @ 69% pass-through, increasing to 16.3% and 19.2%,
respectively. The strong response of the w.a. deposit rate
was mainly due to saving certificate and time deposits
rates as the increase in the rates of saving accounts was
limited. On the other hand, the increase of the w.a. lend-
ing rate was across all maturities, especially longer-term
business and retail loans.

Nevertheless, the w.a. lending rate declined slightly in
September 2017 for the first time after continuously in-
creasing since May 2017. The drop in the w.a. lending
rate was mainly due to the drop of the longer-term busi-
ness lending rate and to a lesser extent the retail lending
rate, while the short-term business lending rate contin-
ued to increase.

Meanwhile, the efficiency of the foreign exchange market
continued to improve reflected by increasing USD inter-
bank activity as well as stable client bid-ask spreads, after
declining between November 2016 and February 2017.

The Egyptian stock market maintained its positive per-
formance. The EGX30 benchmark index increased by 71%
post the economic reform measures in November 2016,
registering all-time highs. This was supported by net for-
eign investment amounting to USD 1.18 billion since No-
vember 3, 2016. Against this background, total market
capitalization increased to average an estimated 16.6% of
GDP during the first four months of FY 2017/18, com-
pared to 16.0% in FY 2016/17.

Real asset prices, reflected by unit prices in the real es-
tate sector, continued to increase on inflation adjusted
basis in 2017 Q3. Numerous developers managed to
maintain demand on the wake of lower purchasing pow-
er and potential liquidity shortages by offering more flex-
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Figure 25 ible and longer-term payment plans. Demand was espe-
Foreign Exchange Market Characteristics

cially evident for residential vis-a-vis retail real estate.
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calculations. thorities since 2016 Q4. In the meantime, a slightly higher

1/ Equity performance calculated on EGP basis. . . . . .
contribution from claims on the private sector and public

Figure 27 sector companies partially offset the decline, however,
Contribution to M2 Growth they have recently showed signs of moderation.
(inp.p.)
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BYP previous year, respectively. This was driven by the com-

bination of higher revenues, mainly from taxes, and a

& All F/C components were recalculated excluding foreign exchange rate revaluation.
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Figure 28
Contribution to M2 Growth from L/C compo-
nents of NDA

(inp.p.)
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Source: Central Bank of Egypt.

Figure 29
Contribution to M2 Growth from NFA and F/C
components of NDA

(in p.p.)
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Source: Central Bank of Egypt.

Figure 30
Growth of L/C Real Claims on the Private Sec-
tor

(in %)
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Source: Central Bank of Egypt.

contained increase in expenditures supported by subsidy
reforms.

Nonetheless, despite the fiscal consolidation in percent
of GDP, the fiscal deficit increased in EGP billions and its
contribution to money growth also increased during FY
2016/17 compared to a year earlier. As a result, the drop
in contribution of net claims on the government, which
reflects the shift in the financing structure of the fiscal
deficit, did not offset the increase in NFA, contributing to
higher money growth.

In the meantime, the moderation of L/C claims on the
private sector in real terms began since 2016 Q2, with
real growth turning negative since 2017 Q1. Real claims
on the household sector have been declining since 2016
Q2 and registered a contraction since 2016 Q4. Mean-
while, real claims on the private business sector has been
generally increasing between 2015 Q3 and 2017 Q2, be-
fore slowing down in 2017 Q3.

The recent slowdown was entirely driven by lower loans
to the industrial sector, mainly to electrical industries and
electronics, food and beverage as well as oil and gas,
while lending to the pharmaceutical sector rose. In the
meantime, lending to the services, trade and agricultural
sectors increased, partially offsetting the overall decline
of loans to the industrial sector. Within the services sec-
tor loans to the non-oil logistics, real estate and oil logis-
tics sub- sector rose, while loans to the transportation
and storage, communication and tourism sub-sectors de-
clined.

Regarding components of M2, CIC gradually declined to
an average of 11.1% of GDP between 2016 Q4 and 2017
Q2, supported by the unification of the foreign exchange
market. This ratio had increased between 2013 Q1 and
2016 Q3 following the CBE’s rationing of F/C provisions to
banks and the introduction of foreign exchange controls,
which led to the emergence of parallel foreign exchange
markets that required higher CIC. Leading indicators us-
ing CIC as percent of L/C deposits in M2 during 2017 Q3
suggest continued normalization of money holding be-
havior.

Monetary Policy Report, September 2017

| Central Bank of Egypt



Figure 31
Developments of CIC Outside the Banking
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Source: Central Bank of Egypt.
1/ Average CIC, LC deposits and M2, four quarters rolling sum of
GDP.

Figure 32
Structure of L/C Private Sector Deposits
(in % of total private sector deposits)
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Source: Central Bank of Egypt.

Figure 33
Developments in F/C Deposits

(in %, y/y, unless otherwise stated)
Dollarization ratio (F/C deposits to deposits in M2)
F/C deposits (RHS)

40 - - 20
35 - - 15

30-/\’/‘\ - 10
25 - BN -5
20 \'\N\—-\N L0

15 - M- -5
10 -10
NN FWHONDDO o NMS OO N~
LYY A A g g
o N < M W < Wi < N < S - M o M < W M < i - S o W o
Q00 DODODODODO O DO D
nuouunuunununnnnnnnnnononaon

Source: Central Bank of Egypt.

Meanwhile, the dollarization ratio resumed its downward
trend in 2017 Q3 following an interruption in 2017 Q2.
Since 2004, the composition of deposits has been in-
creasingly leaning towards L/C vis-a-vis F/C deposits with
few exceptions during the periods of dollarization. More-
over, the introduction of 1.5-year certificates at a higher
rate compared to longer-term certificates led to a shift in
the structure of private sector L/C deposits to be domi-
nated by deposits less than 3 years since November 2016,
after being dominated by deposits more than 3 years up
to October 2016.

Despite the recent increase in M2 growth, inflationary
pressures were dampened by the drop in velocity as de-
fined by the frequency with which a unit of currency is
used to purchase domestically produced goods and ser-
vices. Historically, velocity has been declining between
2013 Q2 and 2017 Q2, nevertheless its magnitude has
been lessening markedly since 2017 Q1.

Moreover, annual growth of MO adjusted by the CBE's
O/N deposit facility and fixed rate deposit auctions
dropped sharply since 2016 Q4, recording a contraction
in 2017 Q3 for the second consecutive quarter. This was
mainly driven by the absorption of excess liquidity via
maturities greater than 7-days. In October, growth in MO,
as defined above, is expected to increase due to the
higher reserve requirement ratio by 400bps.

The money multiplier measured as the ratio between
M2D and MO as defined above continued to increase
since between 2016 Q4 and 2017 Q3. This was mainly
driven by the continued absorption of excess liquidity via
deposit auctions with maturities greater than 7 days and
the narrowing of CIC as percent of L/C deposits in M2 as a
result of the gradual normalization of money holding be-
havior.

Nonetheless, the increase in reserve requirement ratio
effective 10 October 2017 is expected to lower the mon-
ey multiplier as defined above, more than offsetting the
effect of lower CIC as percent of L/C deposits.
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Figure 34
Contribution to Adjusted M0
(MO in %, y/y, otherwise in p.p.)
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Source: Central Bank of Egypt.
1/ MO adjusted by standing facilities and fixed rate deposit
auctions.

Figure 35
Headline and Core Inflation/
(in %, y/y, weights in parenthesis)
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Source: Central Agency for Public Mobilization and Statistics and
Central Bank of Egypt.

1/Core inflation is headline inflation excluding regulated and
volatile food items.

Figure 36
Monthly Contribution to Headline Inflation
(inp.p.)
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Source: Central Agency for Public Mobilization and Statistics and
Central Bank of Egypt.

f) Inflationary pressures are receding.

Annual headline and core inflation declined for the sec-
ond consecutive month in September 2017 to record
31.6% and 33.3%, after peaking in July 2017 at 33.0% and
35.3%, respectively.

Monthly headline and core inflation declined in August
and September to average of 1.1% and 0.3%, lower than
the average of 1.6% and 1.0% in the corresponding
months in 2016, respectively. This came despite headline
inflation being affected by higher electricity prices in Au-
gust and higher water supply prices in September 2017.
Monthly headline and core inflation had picked up in July
2017 to 3.2% and 2.8%, respectively as the government
implemented another round of regulated price adjust-
ments and increased the VAT-rate.

Tightening monetary conditions, aimed at containing un-
derlying inflation including potential second-round ef-
fects of supply shocks, supported the drop of the annual
inflation rates. The inflationary impact of the domestic
currency depreciation has largely receded, except for
items that witness delayed or seasonal consumption such
as pilgrimage in May and clothing in June 2017.”

The number of items that experienced price increases
narrowed on average to 7.2% in August and September,
compared to an average of 13.3% between 2009 and
2015. This comes after the generalized price increase be-
tween November 2016 and January 2017 affected about
half of the items in the CPI basket.

Prices of regulated items contributed significantly to
headline inflation in the periods between November
2016 and March 2017 and between July and September
2017. This was mainly due to subsidy reforms related to
hydrocarbons, electricity and water supply as well as oth-
er regulated items such as tobacco and medical products.

The gradual decline of monthly inflation was broad-

7 Seasonality patterns of monthly headline inflation indicate that the period July-October witnesses the highest increases,
followed by the period of January-April, then May-June, then November-December.
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Figure 37
Diffusion Index: Headline Inflation by Number
of Items that Experienced Price Changes
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Source: Central Agency for Public Mobilization and Statistics and
Central Bank of Egypt.

Figure 38
Timing of Regulated Price Adjustments as Re-
flected in CPIY

September
2017
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Source: Central Agency for Public Mobilization and Statistics and
Central Bank of Egypt.

1/ In addition to higher VAT rate since July 2017.

Figure 39
International vs. Domestic Core Food Prices

(in %, m/m, using domestic CPI basket weights)
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Source: Central Agency for Public Mobilization and Statistics,
Central Bank of Egypt, World Bank, Food and Agriculture
Organization and United States Department of Agriculture.

based, especially in core inflation items. Services and re-
tail items have been only contributing marginally to head-
line inflation since January and March 2017, respectively.
Exceptions in services were in May and July due to higher
prices of pilgrimage and the indirect and second round
effects of subsidy-reform measures, respectively. Excep-
tions in retail items were in June, July and September due
to clothing, higher VAT-rate, and household cleaning
products, respectively.

Meanwhile, food inflation narrowed in August and Sep-
tember 2017 and was mainly driven by higher prices of
fresh vegetables. The contribution of core food inflation
narrowed markedly in August and recorded in September
its first negative contribution since July 2016, coinciding
with international food price developments. Poultry as
well as fish and seafood prices declined, while prices of
other core food items have generally stabilized. The sta-
bility of red meat prices was witnessed for the first time
since April 2016.

Before dropping in August and September 2017, pres-
sures from international food prices, using domestic CPI
basket weights, have been relatively tame in the first four
months of 2017 while domestic core food prices have
been relatively elevated due to the economic reform
measures. Nevertheless, in the period between May and
July 2017, domestic core food inflation witnessed rela-
tively lower magnitude of price increases, despite being
affected by seasonal effects and indirect effects of subsi-
dy reform measures as well as elevated international
food prices.
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The Outlook

The outlook for average annual headline inflation remains consistent with achieving the
CBE's target of 13% (£3%) in 2018 Q4 and single digits thereafter.

Figure 40
Inflation Forecast®
(in %, y/y)
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Source: Central Bank of Egypt.

1/ The chart captures uncertainty regarding the inflation forecast with its most likely evolution, given the risks. The band around the cen-

ter of the forecast shows the range of inflation outcomes that can occur with 30% probability, while the widening bands represent a grad-
ually increasing probability of 50%, 70% and 90%.

After tighter real monetary conditions supported the decline of annual headline inflation in
August and September 2017, strong favorable base effects are expected to accelerate disin-
flation, especially between November 2017 and February 2018. Tighter real monetary condi-
tions reflected the combination of previous policy rate increases and receding inflationary
pressures that lead to positive real interest rates, as well as the appreciation of the real ex-
change rate due to the stability of the nominal exchange rate and the positive, yet declining,
inflation differential between Egypt and its trading partners.

Underpinning this outlook are global assumptions. Brent oil prices are projected to average
60 USD/bbl in 2017/18, up from the previous assumption of 55 USD/bbl mainly because of
recent geopolitical developments. On the other hand, international food prices relevant to
Egypt's consumption basket are forecasted to be stable in 2018. Meanwhile, the recovery of
global inflation and economic activity is expected to continue maintaining weak pressures on
domestic prices, while supporting the gradual normalization of global monetary policy.

At the same time, Egypt’s real GDP growth is expected to continue recovering, supported by
the recovery of NEGS as well as domestic and foreign investments, which are expected to
complement consumption as growth engines. The recovery of tourism, construction, non-

petroleum manufacturing as well as extractions, particularly natural gas, are expected to
support economic activity by sector.
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Furthermore, the government is expected to continue pursuing its comprehensive economic
reform program with the aim of achieving higher, more sustainable and inclusive growth.
The overall fiscal deficit in 2017/18 is targeted to decline to 9.0% of GDP, while the primary
balance is targeted to record a surplus of 0.2% of GDP for the first time since 2002/2003 and
to increase thereafter.

Nevertheless, there are several risks surrounding the baseline inflation outlook, notably the
evolution of inflation expectations, demand-side pressures as well as the timing and/or
magnitude of any fiscal consolidation measures.
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Table Al: CPI Contribution

Weig Sep- Oct- Nov- Dec- Jan- Feb- Mar- Apr- May- Jun- Jul- Aug- Sep-
hts 16 16 16 16 17 17 17 17 17 17 17 17 17
Monthly Contributions to Headline CPI Inflation (in pp)

Headline 1000 | 1.2 17 48 31 41 26 20 17 17 08 32 11 10
Regulated Items 187 | 03 02 10 00 01 01 03 00 00 00 10 05 04
tat;;e;h Fruits & Vege- 69 | 00 -04 02 01 05 07 10 09 03 04 03 04 05
Core CPI 744 | 09 19 37 30 35 18 07 08 14 12 19 02 01
Food Prices 311 | 04 11 22 24 29 14 05 07 08 07 10 02 -02
of which
Vet Poultry & Red 00 | 02 02 05 07 08 07 04 03 05 02 03 01 -01
Food excl. Poultry 211 | 02 09 16 17 21 07 01 04 03 06 07 01 -01
& Red Meat
Retail Prices 145 | 03 03 10 02 05 03 00 00 00 04 01 00 04
Services 289 | 03 05 05 04 01 02 01 01 06 01 09 00 00
Annual Contributions to Headline CPI Inflation (in pp)
Headline 100.0 | 141 136 194 233 281 30.2 309 315 297 298 330 319 316
Regulated Items 187 | 24 23 34 35 36 35 37 37 32 32 44 41 43
tat';f;h Fruits & Vege- 69 | 23 07 19 22 33 40 50 57 54 46 44 42 48
Core CPI 744 | 95 106 141 176 212 228 222 221 211 220 242 236 225
Food Prices 311 | 48 60 83 112 143 152 150 152 144 150 162 160 151
of which
Poultry & Red Meat | 10.0 | 15 1.9 24 32 39 45 47 49 49 49 56 56 52
Food excl. Poultry &
red o 211 | 33 41 59 80 103 108 103 103 95 101 106 104 100
Retail Prices 145 | 20 22 31 32 37 41 39 36 30 34 34 32 34
Services 289 | 26 24 27 32 33 34 33 33 36 36 46 44 40

Source: Central Agency for Public Mobilization and Statistics and Central Bank of Egypt calculations.
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Table A2: Egypt's Balance of Payments (USD billion)

2015/2016*(1) 2016/2017*
Date
2012/ 2013/ 2014/ 2015/20 2016/20 Q1 Q2 Q3 Q1 Q1 Q2 Q3 Q4
2013 2014 2015 16+ 7
Trade Balance -30.7 -34.2 -39.1 -38.7 -35.4 | -10.0 9.9 -10.0 -8.8 -8.7 -9.2 -9.2 -8.4
Export proceeds ** 38.4 38.4 311 24.4 28.2 4.7 4.4 4.3 5.3 5.3 5.2 5.5 5.7
Petroleum exports 27.0 26.0 22.2 18.7 21.7 17 15 11 15 15 1.4 1.7 1.9
Other exports 13.0 12.4 8.9 5.7 6.5 3.1 2.9 3.2 3.8 3.7 3.8 3.8 3.8
Import payments** -57.7 -60.2 -61.3 -57.4 -57.1 | -147 -143 -142 -141 | -139 -144 -147 -141
Petroleum imports -12.1 -13.2 -12.4 -9.3 -11.2 -2.8 -2.6 -1.6 2.2 -2.6 -2.5 3.1 -3.0
Other imports -45.6 -46.9 -48.9 -48.1 -459 | -119 -116 -126 -119 | -11.3 -119 -116 -11.1
Services Balance 12.4 8.3 10.7 6.5 6.8 2.8 1.8 0.9 1.0 1.4 1.0 2.0 2.3
Receipts 22.0 17.4 21.8 16.1 16.6 5.0 4.0 3.4 3.6 3.8 3.5 4.2 5.1
Transportation 9.2 9.5 9.9 9.5 9.1 2.6 2.4 2.2 2.3 2.3 2.0 2.3 2.4
Of which: Suez
Canal dues 5.0 5.4 54 51 4.9 1.4 1.3 1.2 1.2 1.3 1.2 1.2 1.2
Travel ( tourism reve-
nues ) 9.8 5.1 7.4 3.8 4.4 1.7 1.0 0.6 0.5 0.8 0.8 1.3 15
Payments 9.6 9.2 11.1 9.5 9.8 2.2 2.2 2.6 2.6 2.4 2.5 2.2 2.8
Travel 2.9 3.0 3.3 4.1 2.7 0.8 0.9 1.2 1.2 1.1 0.6 0.4 0.6
Investment Income Bal-
ance -7.4 -7.3 5.7 -4.5 -4.4 -1.1 -1.3 -0.7 -1.4 -1.1 -1.1 -1.0 -1.2
Receipts 0.2 0.2 0.2 0.4 0.5 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2
Payments 7.6 7.5 5.9 4.9 4.9 1.2 1.4 0.8 15 1.2 1.2 1.1 1.4
Of which: Interest
paid 0.8 0.7 0.6 0.8 11 0.2 0.2 0.1 0.2 0.2 0.3 0.3 0.3
Current Transfers 19.3 30.4 21.9 16.8 17.5 4.3 4.0 4.1 4.4 3.4 4.6 4.6 4.9
Private (net), 18.4 18.4 19.2 16.7 17.3 4.3 3.9 4.1 4.3 3.4 4.6 4.6 4.8
Official (net) 0.8 11.9 2.7 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1
Balance of Current Ac-
count -6.4 -2.8 -12.1 -19.8 -15.6 -4.0 5.4 -5.7 -4.8 -5.0 -4.7 -3.5 -2.4
Capital & Financial Ac-
count 9.8 5.2 17.9 21.2 29.0 1.6 4.5 8.4 6.6 7.1 10.5 7.0 4.4
Capital Account -0.1 0.2 -0.1 -0.1 -0.1 0.0 0.0 -0.1 0.0 0.0 0.0 -0.1 0.0
Financial Account 9.9 5.0 18.1 21.3 29.1 1.7 4.6 8.4 6.6 7.1 10.6 7.1 4.4
Direct investment
abroad -0.2 -0.3 -0.2 -0.2 -0.2 0.0 0.0 0.0 -0.1 -0.1 0.0 0.0 0.0
Direct investment in
Egypt (net) 3.8 4.2 6.4 6.9 7.9 1.4 1.8 2.8 1.0 1.9 2.4 2.3 1.4
Portfolio investment
abroad 0.0 0.1 0.0 0.2 0.2 0.0 0.1 0.0 0.0 0.0 0.1 0.0 0.0
Portfolio investment in
Egypt (Net)* 1.5 1.2 -0.6 -1.3 160 | -1.4 -0.2 0.1 0.2 -0.8 1.1 7.6 8.2
Of which: Bonds 2.3 0.9 -1.1 -1.4 5.5 -1.4 0.0 0.0 0.0 -0.8 0.0 4.0 2.3
Other Investments (Net) 4.8 -0.2 12.5 15.6 5.2 1.7 3.0 5.6 54 6.1 7.0 -2.8 5.1
Net Borrowing 1.2 0.2 5.0 7.1 7.7 0.8 3.0 1.5 1.8 1.3 4.7 1.2 0.5
Medium- and Long-
Term Loans (net) 0.8 -1.0 -0.5 -0.2 4.1 -0.6 0.2 0.2 0.0 0.3 2.7 1.2 0.0
Medium- and Long-
Term Suppliers' Credit 0.0 -0.1 0.3 15 15 0.1 0.1 0.5 0.8 0.6 0.3 0.0 0.6
Short term Suppli-
ers’ Credit (net) 0.4 1.2 5.3 5.8 2.1 1.4 2.6 0.8 1.0 0.5 1.7 0.0 0.0
Other Assets -2.1 -2.3 -1.2 -3.5 -12.1 0.2 -3.2 -1.3 0.8 -0.2 -2.2 -3.2 -6.5
Other Liabilities 5.7 1.9 8.7 12.0 9.6 0.7 3.2 5.4 2.8 5.0 4.5 -0.8 0.8
Net Errors & Omissions -3.1 -0.9 -2.1 -4.2 0.3 -1.3 1.1 -3.0 -1.0 -0.2 -0.7 0.5 0.7

Overall Balance
Change in CBE Reserve

Assets (Increase -)

-1.5

2.8

-13.7

3.7 -0.3 0.2

-0.8

-1.9 -4.0 -2.7

* Provisional.

** Including exports and
imports of free zones.

# Including net transactions on Egyptian TBs, as well as Egyptian government bonds issued for the Saudi Fund for Development in the

amount of USD 500 million in FY 2011/2012, Q4. It also includes foreigners' net transactions on medium- term USD bonds issued by

the Egyptian government in the amount of USD 2.5 billion in the fourth quarter of 2012/2013, and of USD 1.0 billion in the first quarter of
2013/2014, in addition to USD bonds issued in the amount of USD 1350.0 million in the fourth quarter of 2014/2015.
(1) The data were adjusted according to the latest update.
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Table A3: GDP contribution (at factor costs)

2010/ 2011/ 2012/ 2013/ 2014/ 2015/ Mar- Jun Sep Dec Mar- Jun
11 12 13 14 15 16 16 -16 -16 -16 17 -17

GDP (at Market Prices) 1.8 2.2 2.2 2.9 4.4 4.3 3.6 4.5 3.4 3.8 4.3 5.0
GDP (at Factor cost) 1.9 2.2 2.2 2.9 3.4 2.3 1.6 2.3 1.7 3.5 4.1 4.8
Public GDP (at Factor Cost) 11 0.7 0.3 0.5 0.6 0.4 0.2 0.2 0.1 0.5 0.8 0.4
Private GDP (at Factor Cost) 0.8 15 1.9 2.4 2.8 1.9 1.4 2.1 1.7 3.1 3.3 4.4
Agriculture, forestry, fishing
and hunting 0.4 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.4 0.3 0.4
Industry -0.1 0.1 0.0 0.2 -0.1 -0.6 -04 -0.7 -07 0.9 0.7 -0.5
Extractions 0.1 0.0 -0.4 -0.6 -0.6 -0.7 -0.9 09 -04 -01 0.2 -0.5
Qil 0.1 0.1 -0.1 0.1 0.1 -0.1 -0.1 -04 -03 -04 -0.5 -0.3
Natural gas -0.1 -0.1 -0.3 -0.7 -0.7 -0.7 -0.8 -0.6 -0.1 0.3 0.6 -0.3
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.1
Manufacturing -0.2 0.1 0.4 0.8 0.5 0.1 0.4 0.2 -0.3 1.0 0.5 0.0
Petroleum 0.0 0.0 0.1 0.1 -0.1 0.1 0.2 0.1 -0.5 0.0 0.1 0.0
Non-Petroleum -0.1 0.1 0.3 0.7 0.6 0.0 0.2 0.2 0.3 1.1 0.4 0.0
Services (excluding con-
struction) 0.8 1.1 1.2 1.2 1.9 1.3 0.8 15 0.8 1.4 2.5 3.5
Construction 0.2 0.2 0.2 0.3 0.4 0.5 0.5 0.6 0.3 0.5 0.4 0.7
Real Estate Rental and
Services 0.1 0.1 0.3 0.6 0.3 0.4 0.3 0.7 0.4 0.4 0.3 0.8
Transportation and Ware-
housing 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.2 0.3
Finance 0.1 0.1 0.1 0.2 0.1 0.2 0.1 0.2 0.2 0.1 0.1 0.2
Insurance 1/ 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Communication 0.3 0.2 0.1 0.2 0.2 0.2 0.2 0.3 0.3 0.2 0.3 0.5
Tourism -0.2 0.1 0.2 -0.7 0.4 -0.7 -0.7 09 -09 -03 0.9 0.6
Educational, Health Care,
and Other Services 0.1 0.1 0.1 0.2 0.1 0.2 0.1 0.2 0.2 0.2 0.2 0.3
Utilities 2/ 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.1 0.1 0.1 0.0
Information 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade 0.2 0.2 0.4 0.7 0.5 0.7 0.5 0.8 0.7 0.8 0.5 0.9
Suez Canal 0.3 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2
General Government 0.3 0.3 0.3 0.5 0.7 0.5 0.4 0.4 0.5 0.2 0.1 0.3

Source: Ministry of Planning.
1/ Includes Social Insurance.
2/ Includes Electricity, Water, and Sewage.
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Table A4: Market Developments (aop)

Latest Vs.
Oct-16  Nov-16 Mar-17  Jun-17 Jul-17 Aug-17 Sep-17  Oct-17  Oct. 2016, in
bps”
Policy Rates
Mid-Corridor rate, % 12.25 14.98 15.25 17.25 18.77 19.25 19.25 19.25 700
Money Market
Interbank WAR,% 11.91 14.81 15.60 17.76 18.88 19.13 19.00 19.15 724
W.A. O/N Interbank rate, % 11.89 14.84 15.46 17.67 18.83 19.02 18.98 19.02 713
IioL“terba”k OIN average volume, EGP mil- 4 299 5049 4016 5978 6150 4118 4768 2,866 1067
un']gt’eor/?a”k O/N share of total interbank vol- 5 g5 6268 4764 6198  71.07 6489 8498 5186 -1104
Banking Sector
W.A. Deposits Rate, % 9.27 15.45 12.50 13.52 15.11 16.20 16.27 n/a 700
Time Deposits, % 9.03 10.48 10.92 12.85 13.93 15.53 15.66 n/a 663
Short-term Deposits, % (< 1Y) 8.98 10.34 10.86 12.82 14.00 15.47 15.75 n/a 677
Other Deposits, % 10.53 12.18 12.76 13.82 12.45 16.16 14.55 n/a 401
Saving Certificates % 12.20 18.94 18.54 18.68 18.87 19.09 19.00 n/a 680
< 3 years, % 11.66 19.88 19.86 19.91 19.93 19.95 19.94 n/a 828
> 3 years, % 12.21 15.79 15.18 14.79 15.30 15.89 15.22 n/a 301
Saving Accounts, % 7.98 10.57 10.39 10.61 9.71 9.19 9.04 n/a 106
W.A. Lending Rate, % 14.45 15.81 16.83 17.86 19.39 19.81 19.24 n/a 479
Business Lending Rates, % 14.95 16.05 16.78 17.94 19.49 19.86 19.23 n/a 428
Short term Loans, % 14.92 16.70 17.04 17.75 18.82 18.78 18.89 n/a 397
Long term Loans, % 15.00 15.18 16.46 18.05 19.94 21.55 19.84 n/a 485
Retail Lending, % 13.66 14.73 17.24 17.24 18.45 19.47 19.36 n/a 570
Local Debt Market
W.A. T-Bill yield 1Y, % 16.45 18.42 19.15 20.35 21.41 19.38 18.66 17.99 154
W.A. T-bill yield, % 15.79 18.40 19.32 20.37 21.59 19.44 18.78 18.40 261
W.A. T-bond yield, % 17.22 18.48 17.16 18.29 18.85 17.53 15.81 15.38 -184
WACF, % 2/ 12.72 14.72 15.39 16.18 17.17 15.48 14.83 14.54 181
Spreads?
W.A. O/N Interbank - Mid Corridor rate, %  -0.36 -0.14 0.21 0.42 0.05 -0.23 -0.27 -0.23 13
W.A. Lending rate - Mid Corridor rate, % 2.20 0.83 1.58 0.61 0.61 0.56 -0.01 n/a -221
Mid Corridor - W. A Deposit Rate, % 2.98 -0.47 2.75 3.73 3.67 3.05 2.98 n/a -1
WACF - Mid Corridor rate, % 0.47 -0.26 0.14 -1.07 -1.61 -3.77 -4.42 -4.71 -519
W.A. Yield Curve, % 1.14 0.07 -1.73 -1.66 -2.19 -1.53 -2.38 -2.42 -356
W.A. Lending rate - WACF, % 2.23 1.33 1.39 1.76 2.32 4.37 4.40 n/a 217
W.A. Lending rate - T-bill yield, % 1.82 1.09 1.37 1.57 2.12 4.26 4.22 n/a 241
W.A. Lending rate - W.A. Deposit rate, % 5.18 0.36 4.33 4.34 4.28 3.62 2.97 n/a -221
W.A. Long term Business —W.A. Short - g 152 058 030 112 278 0.95 nia 88

term Business loans, %
1/ All changes are in basis points with the exception of Interbank o/n volume, the changes are in EGP million.

2/ Government securities' yields are adjusted for tax.
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Table A5: Monetary Survey and Central Bank Balance sheet (eop, in EGP billion)

June June June June June Sept.
2013 2014 2015 2016 2017 2017

Monetary Survey

Net Foreign Assets (NFA) 157.6 123.2 119.2 51.5 -87.4 61.1 188.6
Central Bank 76.1 38.2 37.4 25.3 -44.9 3.7 102.3
Commercial Banks 81.6 85.0 81.8 26.2 -42.5 57.4 86.3

Net Domestic Assets (NDA) 936.8 1172.9 1397.4 1714.0 2181.9 2857.1 2861.8
Net Claims on Government 568.1 790.4 1038.7 1332.9 1602.7 1814.3 1821.2

At Staims on Public Economic 106 121 6.5 415 52.2 165.4 179.7

o Claims on Public Sector Compa- 206 429 45.4 63.2 03.1 148.7 149.8
Claims on Private Sector 453.3 497.7 534.5 623.6 712.1 982.9 977.0
Net Other Items -135.8 -170.3 -227.7 -264.2 -278.2 -254.1 -266.1

Broad Money (M2) 1094.4 1296.1 1516.6 1765.5 2094.5 2918.2 3050.4

(MZDD)omeS“C Curency Component | g5g 4 10719 12805 15025 17707 22239 23851

Currency Outside Banks 194.0 241.0 270.9 292.7 346.9 419.1 416.1
Domestic Currency Deposits 714.3 830.9 1009.7 1209.8 1423.8 1804.8 1969.0
F/C Deposits 186.0 224.2 236.1 263.0 323.8 694.3 665.2

Net foreign assets (NFA) 76.1 38.2 374 25.3 -44.9 3.7 102.3
Foreign assets 92.2 101.7 115.8 148.1 149.9 551.5 630.5
Foreign liabilities -16.1 -63.4 -78.4 -122.8 -194.8 -547.8 -528.2

Net domestic assets (NDA) 187.6 279.7 327.1 460.6 522.9 573.9 484.4
Net claims on government 175.9 310.2 433.5 585.3 658.2 740.3 741.9

auth'g‘r?tti:s'aims on public economic -105 -10.4 -14.2 -61.4 -38.8 -31.7 -22.6
Claims on Banks 58.3 43.3 25.3 25.0 120.4 286.9 294.9
Bank's Deposits in F/C -25.0 -33.1 -34.3 -51.4 -60.8 -129.7 -129.8

Open Market Operations /1 -3.1 -20.8 -44.3 0.0 -150.0 -467.9 -595.5

Other items net -7.9 -9.5 -38.8 -37.0 -6.1 176.0 195.4

Reserve money (MO0) /2 263.7 317.9 364.5 485.9 478.1 577.6 586.6
Currency Outside Banks 194.0 241.0 270.9 292.7 346.9 419.1 416.1
Reserves of banks 69.6 76.9 93.6 193.2 131.2 158.5 170.5

Cash at vaults 10.8 19.8 17.8 20.8 21.6 33.0 33.9

L/C Deposits 58.8 57.1 75.8 172.4 109.6 125.5 136.6

Source: Central Bank of Egypt

1/ Deposit auctions and deposit facility.

2/ MO at end of June 2015 was affected by cancellation of deposit renewals at CBE due to unexpected announce-
ment of national holiday on June 30,2015.
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Abbreviations

bps
bbl
CBE
CiC
CPI
EGP
EGX30
eop
EUR
FDI
FY
GBP
GDP
GIR
L/C
F/C
m/m
MO
M2
M2D
NAFTA
NDA
NEGS
NEER
NFA
O/N
OPEC
p.p.

REER
UK
us
usD
w.a.
WACF

v/y

Basis points

Barrel of oil

Central Bank of Egypt

Currency in circulation outside the banking system
Consumer price index

Egypt pound

The Egyptian exchange benchmark index
End of period

Euro

Foreign direct investment

Fiscal year

Great Britain pound

Gross domestic product

Gross international reserves

Local currency

Foreign currency

Month on month

Reserve money

Broad money

Local currency component of broad money
North American Free Trade Agreement
Net domestic assets

Net exports of goods and services
Nominal effective exchange rate

Net foreign assets

Overnight

Organization of Petroleum Exporting Countries
Percentage points

Quarter

Real effective exchange rate

United Kingdom

United States

United States dollars

Weighted average

Weighted average cost of finance

Year on year
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