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Preface
The global economy continued to slow down during FY 2002/2003. It
was affected by the tensions prevailing in some regions of the world, especially
in the Middle East and by the growing anticipation since the mid-2002 of an
imminent war in Iraq until its outbreak in March 2003. These factors, along with
the repercussions of the war have clearly had an adverse impact on the growth
rates of investment, and on operation and corporate earnings in both the
developed and developing countries alike, in spite of the low world interest
rates.
Other factors have also added to the continued sluggish performance of
the world economy. The growth rate of the USA economy had not been strong
enough to bring about the desired recovery and to generate, in turn, the
necessary momentum for the revival of the global economy at large.
Furthermore, the economic growth rate of the euro area continued its weakness,
the deflationary pressures kept on crippling the Japanese economy, and SARS
epidemic continued to spread in the period April/ June 2003, wreaking havoc on
many Asian economies.
On the other hand, the year 2002/2003 has witnessed an improvement in
the economic growth rates of some Latin American countries such as Argentina,
Peru, and Chile.
The slowdown of world economic performance was accompanied by a fall
in equity prices on most of the main international exchanges during the first nine
months of FY 2002/2003. However, they began to rebound from mid March
2003 to the end of June 2003. The decline was a reflection of the adverse effects
of the above mentioned uncertainties on corporate earnings. Banks and
corporate earnings were also adversely influenced by the slowing world
economy, and the delay in the implementation of corporate restructuring
programs in some industries.
Within the efforts exerted to stimulate the economies of the main
industrial countries, the monetary authorities in most of the said countries kept
easing their monetary policies through reducing the discount rates (and the like).
The value of US dollar depreciated during 2002/2003, against most of the key
currencies, driven by weak expectations of a revival of the American economy.
The dollar was also affected by the large sale of US financial assets and the
investors' preference to buy gold instead, or hold the Swiss franc as secure
investment vessels.
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In the meantime, FDI flows posed a decline during 2002, for the second
consecutive year, hitting its lowest level since 1998. The decline manifested
itself in both developed and developing countries. FDI in Asia and Pacific
countries was at its lowest, affected by the rise in the FDI flows to China.
Exceeding the USA for the first time, China occupied the first position among
the direct investment -attractive- countries in the world.
The international arena, during 2002/2003, has witnessed the ongoing
efforts of the member countries of several economic blocs to bolster
cooperation, improve the economic performance, support competitiveness of
exports, and face the challenges imposed by the rising trend towards
globalization. The most prominent of these efforts was the declaration of the
European Commission on 9 Oct. 2002 of its official approval of the extension of
EU membership to embrace ten new countries as of June 2004. Added to this
were the efforts of the Association of South East Asian Nations (ASEAN) to
foster economic cooperation between the Association and the three neighboring
Asian countries (China, Japan, and South Korea). Recognizing the dangerous
challenges posed by such developments, and during the COMESA Summit held
in Khartoum on 17 March 2003, the African countries agreed on the importance
of activating the free trade area among the COMESA member countries.
Furthermore, they agreed on exerting more efforts to formulate a unified
approach during the WTO negotiations of the issues related to trade
liberalization.
At the national level, the policies and actions undertaken during the year
under review have been largely effective in lessening the severity of the
aforementioned international and regional pressures on the domestic economy.
They had also managed to maintain the real growth rate of GDP at factor cost, at
3.2%, which was the same level achieved in FY 2001/2002. According to the
Ministry of Planning, the GDP of the productive sectors grew by 2.2%, and of
service sectors by 4.2%. The private sector contributed about 71.9% of GDP and
its activities were centered on the productive sectors.
As for GDP by expenditure, the decline in the contribution ratio of the
final consumption and the gross capital formation to GDP reduced the domestic
resources gap from 3.7% to 2.4%. Domestic saving as a percentage of GDP
improved to 14.9%, as it achieved a growth rate of 6%, exceeding thereby that
of GDP at market price (3.1%).
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During the FY 2002/2003, the CBE continued its target of maintaining
price stability. In this respect, attention was paid to the compliance with the
national objectives of achieving higher economic growth rates and creating new
job opportunities to curtail unemployment. Therefore, it was decided to modify
the method of calculating the reserve requirement ratio. Its calculation period
was extended from one to two weeks, including weekends and official holidays.
Furthermore, the treasury bills with a remaining period of maturity not
exceeding 15 days were excluded from the numerator of the reserve requirement
ratio that remained at the same level (14%). A new mechanism was introduced,
during the year under review, for accepting local currency deposits of some
banks at the CBE. The interest rates on these deposits are set through auctions
announced on Reuters and the CBE website. Moreover, the year under review
witnessed a reduction in the CBE lending and discount rate, from 11.0% to
10.0% per annum.
Against this background, the growth rate of domestic liquidity rose to
16.9% during the reporting year against 15.4% during the preceding FY. After
excluding the revaluation effects of the exchange rate in the years of review and
comparison, the growth rate of domestic liquidity decreases to 9.4% against
11.0%. Concurrently, the CPI-based inflation rate (urban), measured on a
June/June basis rose to 4.0% during the year under review against 2.7% during
the previous FY.
As for public finance, implementation follow up, during the course of
2002/2003, indicates that total revenues, including grants, of the consolidated
fiscal operations of the general government (state budget, NIB & GASC, and
SIF’s) amounted to some LE 115.1 billion, and expenditures, including net
lending, to LE 125.1 billion. This resulted in an overall fiscal deficit of around
LE 10.0 billion or 2.5% of GDP.
Regarding the fiscal operations of the state budget (the administrative
system, local administration and service authorities), during 2002/2003, total
revenues, including grants, amounted to some LE 86.5 billion, and expenditures
including net lending, to around LE 111.9 billion. Consequently, the overall
fiscal deficit reached about LE 25.4 billion or 6.3% of GDP.
Concerning the domestic public debt, the balance of government debt
amounted to LE 252.2 billion at the end of June 2003, with a rise of LE 31.0
billion during 2002/2003. Thus, the ratio of the domestic public debt to the
GDP augmented to 61.6%. However, the indebtedness of the public economic
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authorities retreated by LE 1.9 billion to reach LE 39.2 billion at the end of
June 2003. In addition, the net indebtedness of the National Investment Bank
accounted for LE 79.2 billion, up by LE 11.8 billion.
As indicated by the banking survey, the pick-up in domestic liquidity was
due to the rise in both money in circulation outside the banking system by LE
6.0 billion or 14.1% to post LE 48.3 billion, and in total deposits (excluding
government deposits) by 17.3% to reach LE 336.0 billion at the end of June
2003 against LE 286.4 billion at the end of June 2002. Furthermore, an analysis
of the deposits showed that LE demand deposits grew by LE 1.4 billion or 8.3%
to reach LE 19.0 billion at the end of June 2003, and LE time and saving
deposits by LE 19.3 billion or 10.0% to reach LE 212.0 billion. Moreover, the
foreign currency deposits rose by the equivalent of LE 28.8 billion or 37.8% (or
5.7% excluding the change rate revaluation) to record LE 105.1 billion worth.
Therefore, the ratio of foreign currency deposits to total deposits scaled up from
26.6% at the end of June 2002 to 31.3% at the end of June 2003.
The rise in the counterpart assets of domestic liquidity was attributable to
increases in net foreign assets, in credit granted by the banking sector to all the
domestic sectors, and in net balancing items.
The financial position of the CBE went up by LE 73.2 billion or 35.1%
during the year under review against a rise of LE 35.1 billion or 20.2% during
the previous FY, to reach LE 281.9 billion at the end of June 2003. Such a rise
on the assets side reflected the growth in domestic assets by LE 48.6 billion, and
foreign assets by the equivalent of LE 24.6 billion. As for liabilities, domestic
liabilities augmented by LE 51.0 billion, and foreign liabilities by the equivalent
of LE 22.2 billion.
With respect to the banking developments of the banks registered at the
CBE, banks managed to attract deposits in an amount of LE 62.3 billion or
18.3%, bringing the balances of deposits placed by different sectors to LE 403.1
billion. Banks invested the bulk (70.6%) of the deposits in granting loans.
Accordingly, the discount and lending balances increased by LE 18.6 billion or
7.0% to reach LE 284.7 billion, constituting 49.3% of the total assets of banks
at the end of June 2003.
To enhance its role in economic development, the private sector
accounted for the bulk of the increase in total credit facilities in local and foreign
currencies during the year under review. As such, its indebtedness escalated by
LE 14.8 billion to reach LE 199.9 billion, constituting 70.2% of total balances of
credit facilities at the end of June 2003.
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To achieve more flexibility in the exchange rate, some measures were
undertaken during the year. Within this context, the central rate was abolished
and the LE exchange rate was liberalized within the framework of the free
market as of 29 Jan. 2003. It was also decided to obligate the entities whose
activities earn foreign currencies to sell 75% of their earnings to banks within a
week of receipt. The said entities shall place the remainder (25%) in special
accounts at banks to meet their obligations to these banks and satisfy their future
requirements of foreign currencies.
As regards the developments in the foreign exchange market, the
weighted average of the dollar, according to data of the CBE Forex Statistics
Chamber, reached pt 603.23 a dollar (transfer/purchase) at the end of June 2003
against pt 462.65 a dollar at the end of June 2002, down by 23.3% in the LE
value.
The developments in the balance of payments during FY 2002/2003
denoted a continuous improvement in the performance of the current account,
achieving a surplus of US$ 1.9 billion against US$ 0.6 billion a year earlier.
This was chiefly ascribed to the improvement in the performance of both the
trade and service balances. As such, the trade deficit narrowed by some US$
900.7 million to only US$ 6.6 billion. Moreover, the services balance surplus
widened by around US$ 1.0 billion to reach US$ 4.9 billion against US$ 3.9
billion .Concurrently, net unrequited transfers declined by US$ 643.1 million to
US$ 3.6 billion. However, capital and financial transactions showed a step up in
net outflows to reach US$ 2.7 billion against around US$ 1.0 billion during the
previous FY.
Such developments unfolded, for the first time in the last 5 years, a BOP
overall surplus amounting to US$ 546.0 million against an overall deficit of
US$ 456.4 million during the preceding FY.
The external debt showed a slight increase of US$ 86.7 million, bringing
its outstanding balance, in US dollar, to US$ 28.7 billion at the end of June
2003. This was mainly attributable to the effect of higher rates of most
currencies of borrowing against the US dollar during the year under report. Such
a rise was somewhat mitigated by a decline in the balance of dollar-denominated
sovereign bonds as resident financial institutions purchased bonds at the value of
US$ 218.2 million from the secondary market. This rise was also limited by a
fall of US$ 285.5 million in the balance of short-term debt, and a repayment of
US$ 926.6 million for long- and medium-term loans and facilities
(disbursements minus principal repayments).
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External debt service stepped up by US$ 201 million to about US$ 2.2
billion during FY 2002/2003. This was owed to higher principal repayments by
US$ 221 million to US$ 1.6 billion on the one hand, and to lower interest
payments by around US$ 20 million to reach some US$ 575 million, on the
other hand. As such, the debt service represented 9.8% of current receipts,
including official and private transfers, against 9.5% a year earlier. However, the
debt service/ export proceeds of goods and services improved to reach 11.7%
against 11.9%.
The CBE continued to develop the system of banking supervision to
comply with the current international developments in the banking industry. As
such, the function of supervision was not restricted to the verification of the
soundness of banks’ financial positions and their commitment to the legislations
and decisions related to the banking system, but extended to embody a
comprehensive assessment of a bank performance in different areas, including
capital adequacy, assets quality, management, liquidity and profitability
positions, as well as banks ability to identify, gauge, monitor and control current
and future risks. Added to this, is the CBE’s continued cooperation with the
local investigation bodies to decide on relevant banking issues and to study the
complaints of banks and customers.
In its endeavor to increase the effectiveness of the monetary policy, the
CBE has developed the local SWIFT service, where transfers are to be settled at
the CBE on the same day. As such, banks can identify their accounts at the CBE
every hour. Currently, the CBE is developing this system to make these accounts
available on a timely basis by 2004. In addition, the CBE has developed the
interbank payments system through its Clearing Houses, to pave the way for the
application of the Real Time Gross Settlement (RTGS) as a payment system, at
a later time.
Within this framework, the CBE is working to establish a national
terminal server to connect all the teller machines and the electronic points of
sale at banks through a central server to encourage the extensive use of plastic
and electronic cards by the public. Moreover, the CBE has established a
network - embodying all secrecy regulations- for the purposes related to the
pooling of the risks of banking credit. At present, this system includes
information on credit customers, in all banks, with a credit ceiling of LE 40
thousand or more. The number of banks participating in this network has
reached 50. Steps are currently being taken to complete the implementation of
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the information center of consumer credit to provide information on the
customers of credit cards and the consumer retail loans. In the future, the project
may be extended to cover bank customers in the field of mortgage loans and the
customers of mortgage companies.
Within the framework of unifying the banking legislations and those
regulating dealing in foreign currencies, Law No. 88 for 2003 of the Central
Bank, the Banking Sector and Money was issued on 15 June 2003.
Human resources development has always taken high priority on the CBE
agenda for updating the banking sector. As such, the CBE continuously
develops the training and qualification programs conducted for the banking
cadres at its headquarters or at the Banking Institute it supervises. The CBE has
arranged 100 training courses, attended by 3075 trainees from the banking
system. It also took vital steps to expand its training services to cover all the
banking staff in the governorates.
In addition, the Banking Institute has continued to organize training
programs aiming at developing the skills and expertise of staff in monetary,
financial and banking fields in Egypt and some Arab and foreign countries. The
Banking Institute also provides support programs on computer information
systems, and English language, as well as other programs qualifying the banking
cadres to occupy senior posts.
Among the main programs provided this year by the Banking Institute
were a set of high level programs in various banking fields, organized in
collaboration with a selection of international experts, bankers from large banks,
and institutions concerned with the banking business in the Arab world.
Furthermore, the Institute has conducted a number of seminars, where banking
experts in Egypt and international financial institutions attended to clarify the
concepts of the new measures undertaken during the year in the fields of
combating money laundering, corporate governance from a banking perspective,
and evaluating the directives of the banking and monetary policy and the new
proposals made by the Basel Committee.
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In conclusion, I would like to thank all the staff of the CBE for their
diligent efforts which enabled the bank to fulfill its designated role. I would also
like to extend my thanks to all sectors and entities for providing the information
necessary for the preparation of this report, and other publications of the CBE.
Finally, may Allah preserve our country and bestow upon it more stability and
welfare.

Governor
Farouk El-Okda
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Chapter One
World Economic Developments
Global economy continued to slowdown in FY 2002/2003, as a reflection
of the prevailing state of tension in some regions of the world. This was
particularly true in the Middle East as the anticipation for an imminent war in
Iraq had been growing since mid. 2002 till its outbreak in March 2003. All these
factors, in addition to the aftereffects of this war, have intensified general
uncertainties on the international level. Despite the worldwide low interest rates,
employment and investment growth rates as well as corporate earnings kept
falling in both developed and developing countries alike. Moreover, the
improvement in the growth of US economy was not strong enough to achieve a
sustainable recovery and give the global economy the necessary momentum it
needed to recover. The downturn in the performance of the world economy was
also attributed to the weak economic growth in the euro area and the persistent
deflationary pressures on the Japanese economy. The adverse effects of Severe
Acute Respiratory Syndrome (SARS) which ran rampant during the period
April/June 2003 was seriously detrimental to the economies of Asian countries,
particularly in Singapore, Hong Kong and Taiwan. Consequently, the economic
growth in those countries reversed from a positive rate in FY 2001/2002 to a
negative one in FY 2002/2003.
On the other hand, FY 2002/2003 has witnessed an improvement in
economic growth in some Latin American countries, such as Argentina, Peru
and Chile. The Argentinean economy started to show signs of recovery after a
four- year recession. Nonetheless, the Argentinean government is still unable to
regularly serve its debt. Other Latin American countries such as Brazil,
Venezuela and Mexico experienced a fall in their economic growth rates in the
year under review. The Brazilian economic performance weakened due to lower
domestic demand, thereby prompting some major industries, especially car
manufacturing, to reduce their investments and to lay off many workers. In
addition, the tight monetary and financial policies adopted by the Brazilian
government during Jan./June 2003 to curb inflation, was at the expense of
achieving a satisfactory economic growth. Likewise, the Venezuelan economic
performance noticeably declined during FY 2002/2003 due to labor strikes in
the oil sector during December 2002 /February 2003. These strikes extended to
some other economic activity sectors, causing considerable damage to oil export
proceeds, the main foreign exchange earner of the economy. This led to a fall in
private investment on the one hand, and to capital flight on the other.
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In order to improve economic performance, promote exports, enhance
competitiveness and confront the challenges posed by the growing trend towards
globalization, member countries in many economic blocs continued their
endeavors to boost cooperation among them. Salient of these was the European
Commission’s declaration of its official approval, on 9th Oct., 2002, of a plan
targeting the expansion of the EU membership by the admission of ten new
countries by June 2004. Moreover, the ASEAN forum sought to strengthen
economic cooperation between member countries and the three neighboring
Asian countries, namely, China, Japan and South Korea. Realizing the critical
challenges of these developments, African countries agreed in the COMESA
Summit held in Khartoum on March 17, 2003, on the importance of activating
the Free Trade Market set among member states. They also made efforts to
reach a unified stand towards trade liberalization relevant issues within the
framework of WTO. This step was necessitated by the fact that no progress was
achieved in any negotiations on trade liberalization made by WTO which had
not responded to many of the demands of developing countries. In the foremost
was the demand to enhance access by developing countries to the markets of
developed countries. Matters grew more complicated upon the failure of the 5th
Ministerial Meeting of the WTO trade ministers, held on 10-14 September, 2003
in Cancun, Mexico. The meeting succeeded neither in making any progress in
trade liberalization deliberations, nor in reaching an agreement on the reduction
of the sizeable subsidy granted by developed countries to farmers.
1/1- Economic Growth
As for the economic growth rates in major industrial countries, the US
growth rate rose to 2.5% during FY 2002/2003 against 1.1% in FY 2001/2002.
The pickup in US economic growth was mostly pronounced during the period of
April/June 2003. This rise in growth rate was associated with the increase of
44% in military spending during the period of April/June 2003 (on an annual
basis); the highest since the Vietnam war. Moreover, tax cuts and exemptions,
applied as of the beginning of 2003, contributed to a spur in domestic demand.
However, this led to an expected rise of 4% in US fiscal deficit as a percentage
of its GDP at the end of 2003. The improved growth of US economy was
attributable to increased labor productivity. Moreover, the expansionary
monetary policy adopted by the Federal Reserve Council helped encourage
consumer credit, and mortgage loans, which in turn pushed up performance in
the housing sector. Despite the improvement in US economic growth rate, it was
still not sufficient enough to regain recovery. This was particularly true, given
the high unemployment rate which rose to 6.4% in June 2003, the worst in the
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last nine years. Added to this is the aggravation of the deficit on US BOP current
account to exceed 5% of GDP, the highest ratio since 1960.
In Canada, the economic growth slowed from 3.2% during FY 2001/2002
to 1.6% during FY 2002/2003. This downturn was concentrated in the last
quarter of this year, mainly because of the negative impact of SARS which since
last April had afflicted Canada, inflicting great damage on the Canadian tourism
industry. Added to this was the weak external demand on the Canadian products,
triggered by the appearance of the first case of Mad Cow Disease in Canada in
the state of Alberta, and which had almost brought its meat exports to a halt. The
appreciation of the Canadian dollar versus the US dollar adversely affected
Canadian exports. In addition, the appreciation of the Canadian dollar had a
negative impact on the revenues of the Canadians’ investments abroad, when
subsequently transferred into Canadian dollars in Canada.
Economic growth continued to slacken in the euro area as a whole, from
0.6% in FY 2001/2002 to 0.2% in FY 2002/2003. Meanwhile, growth remained
unchanged in the area, during the period April/June 2003, due to the deflation in
Germany, the major economy in the area, and the reversal of its growth to a
negative rate of 0.2% during FY 2002/2003. In addition, growth rates shrank in
France, Italy and Holland. The weak external demand on the euro area products
was ascribed to the appreciation of the euro against the US dollar by 37.6%
during the year under review, to reach US$ 1.1667 per euro. Economies of this
area were also negatively affected by the worldwide uncertainties, largely
induced by the buildup of political tensions. The sluggish economic
performance of the euro area countries was also attributed to their commitment
to an established budget deficit/GDP ratio of 3%, according to the EU Growth
and Stability Pact. This commitment limited the ability of these countries to
adopt more expansionary fiscal policies to stimulate economic growth, and
increase appropriations for social insurance programs. This prompted a number
of major countries in the area, France in particular, to call for more flexibility in
the said Pact. However, the European Commission, supported by other countries
in the area, is of the view that approving this call may make it difficult for the
governments of the euro area to control their fiscal deficits. This was
particularly true under the increasing provisions earmarked by the governments
of many of these countries for pensions which are expected to continue to rise
substantially in the coming years, making fiscal discipline more elusive.
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Economic Growth Rates
(%)

USA
Canada
Japan
Germany
France
Italy
UK
Euro area

2001/2002
1.1
3.2
-0.9
0.1
1.0
0.2
1.2
0.6

2002/2003
2.5
1.6
2.1
-0.2
0.0
0.3
2.0
0.2

Source: The Economist, various issues.

Economic growth in the UK mounted from 1.2% during FY 2001/2002 to
2% during FY 2002/2003. This increase was mainly concentrated in the period
July/Dec. 2002, as the British economic performance slackened during the first
and second quarters of 2003, to record a growth rate as low as 0.2% and 0.6%
respectively. This sluggish performance basically resulted from the drastic drop
in UK capital expenditure growth in the first half of 2003, compared with the
second half of 2002. Added to this was the weaker performance of the
construction and building sector during the first period compared with the
second. Moreover, the value of exports of goods and services decreased during
the second quarter of 2003, against the improvement in the first quarter of the
same year. This came chiefly as a result of the weak external demand on British
products, which was associated with the ongoing slowdown in the global
economic performance, particularly in the euro area whose markets absorb the
greater portion of the British products.
In Japan, economic growth reached 2.1% during FY 2002/2003 against a
negative 0.9% in FY 2001/2002. Most of the increase took place during the
period of April/June 2003, mainly due to the significant rise in private
consumption, the increased investments of some Japanese companies during the
period, and the relatively higher Japanese exports. Such improved performance
of the economy came as a direct result of the containment of SARS in Asia, and
the higher Japanese exports to the United States, in the wake of its swift
conclusion of the military operations in Iraq. The pickup in the Japanese exports
was also helped by the massive intervention of the Bank of Japan to check the
yen’s appreciation against the US dollar. The Bank of Japan sold US$ 38.4
billion worth during the period of April/June 2003 alone. It is worth noting that
in spite of its improvement, the Japanese economy is still unable to fully
overcome the predominant deflationary pressures it has been facing for a long
period.
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The main impediments to the recovery of the Japanese economy lie in the
slow-paced implementation of the structural reform program, the idle production
capacities in many Japanese companies, and the higher income taxes imposed to
the finance of the social insurance programs. Moreover, the high fiscal deficit as
a percentage of GDP (an average of 8% per annum) had a negative impact on
the total public debt/GDP, bringing this ratio to over 150%. Furthermore, the
Japanese economy still suffers from the problem of non-performing loans, a
main obstacle to its revival.
1/2- Unemployment and Inflation Rates
The persistent global economic slowdown was accompanied by higher
unemployment rates in many major industrialized countries in June 2003
compared with June 2002. In the USA, unemployment rose from 5.0% to 6.4%;
in Canada from 7.5% to 7.7%; and in the euro area from 8.4% to 8.9%.
Unemployment rose in these countries as a result of the large layoffs by many
companies to cut operational costs, especially in the light of the fall in their
profits. Meanwhile, the unemployment rate slightly subsided in UK from 5.1%
to 5.0%, and in Japan from 5.4% to 5.3%.
Annual Rates of Unemployment and Inflation
(%)

USA
Canada
Japan
France
Germany
Italy
UK
Euro area

Unemployment Rate
Inflation Rate
The Year Ending in June
2002
2003
2002
2003
5.9
6.4
1.1
2.1
7.5
7.7
1.3
2.6
5.4
5.3
-0.7
-0.4
9.8
9.5
0.8
2.0
9.0
10.6
1.4
1.0
9.0
8.8
2.2
2.6
5.1
5.0
1.0
2.9
8.4
8.9
1.8
2.0

Source: The Economist, various issues.
IFS, March 2003.

The inflation rate moved up in major industrialized countries, mainly
because of the hikes in oil prices to over US$ 30 per barrel in the last weak of
Dec. 2002. In USA, inflation rose from 1.1% to 2.1%, in Canada from 1.3% to
2.6%, in the euro area from 1.8% to 2.0%, and in UK from 1.0% to 2.9%.
Inflation in Japan remained negative at 0.4%, reflecting the deflationary
pressures that prevailed over the Japanese economy.
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1/3- Primary Commodity Prices
The price index of primary commodities (1995=100) went up by 9.2%
during FY 2002/2003. This pickup was attributable to the rise of the price index
of beverages by 20.8%, of agricultural raw materials by 12.8%, of foodstuffs by
7.0% and of metals by 4.3%.
The bounce in the prices of beverages was mostly in those of tea, up by
16.8% and coffee by 9.5%. The surge in the prices of agricultural raw materials
was particularly seen in cotton prices, up by 34.6%, rubber by 19.8% and wool
by 15.7%. The rise in the prices of foodstuffs was attributed to the price increase
in soybeans by 17.1% and rice by 0.8%, whereas meat and wheat prices fell by
0.8% and 0.3% respectively.
The rise in metal prices was particularly concentrated in oil, up by 13.9%,
in gold by 11.0%, of tin by 8.8% and in lead by 6.2%. It is worth mentioning
that the global prices of oil escalated by 16.2% during July 2002/March 2003, as
a result of the halt in the exportation of Venezuelan oil to international markets
during the period Dec. 2002/Feb. 2003, due to the large-scale labor strikes in the
country at that time; in addition to the tensions in the Middle East. On the other
hand, world oil prices declined by 18.2% during April/June 2003, as a result of
market anticipation of a short-lasting war on Iraq. Moreover, gold prices moved
up because many investors considered it a safe investment, especially after the
depreciation of the US dollar against most major currencies.
1/4- Discount Rates
To overcome the slump in the economies of major industrial countries,
monetary authorities in many of these countries continued to adopt expansionary
monetary policies, through a reduction of discount rates (or the like).
Accordingly, the United States decreased the discount rate twice, first by a half
percent on November 6,2002; and second by a quarter percent on June 25, 2003.
On the same date of the second cut, the Federal Reserve Council adjusted its
policy for determining the discount rate. As such, the discount rate has become
overnight and for the first time, one percent higher than the Federal Fund Rate to
post 2% instead of the previous 0.5%. This decision was applied retroactively as
of January 9, 2003. In the euro area, the repo rate was lowered three times
during FY 2002/2003, to stand at 2.0% at the end of June 2003, against 3.25% at
the end of June 2002. In the UK, the repo rate was cut from 4.0% to 3.75%
between the same two dates. Meanwhile, the discount rate rose in Canada from
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2.75% to 3.5% to contain inflationary pressures ensuing from higher energy
prices. In Japan, the discount rate of the yen remained unchanged at 0.10%.
Discount Rates
(% Annually)

2002
USA*
Canada
Japan
UK**
Euro area**

June
1.25
2.75
0.10
4.00
3.25

Dec.
0.75
3.00
0.10
4.00
2.75

2003
June
2.0
3.5
0.10
3.75
2.0

Source: IFS, August, 2003.
Financial Times, various issues.
* The Federal Reserve Council adjusted its discount rate policy so as to fix this rate, for the first time, at a
higher level than the Federal Fund Rate (overnight) by one percentage point. This adjustment decision is
to be retroactively applied as from Jan.9, 2003.
** The repo rate.

1/5- Exchange Rates
Developments in the exchange rates in the year under review revealed a
depreciation of the US dollar against most of the key currencies, as it declined
against the euro from 1.1793 per US$ at the end of June 2002, to 0.8571 at the
end of June 2003, against the pound sterling from £ 0.7122 to £ 0.6060, against
the Japanese yen from ¥ 124.05 to ¥ 119.85 and against the Canadian dollar
from 1.5177 per US$ to 1.3553. This depreciation of the US dollar is essentially
attributable to waning expectations of US economic recovery in the near future;
besides, the investors showed a tendency to sell a considerable share of their
holdings of US financial assets and to buy gold or Swiss francs instead as a safe
investment resort. Furthermore, many investors preferred to use their funds in
domestic markets instead of in the US or in any other foreign markets, due to the
prevailing world-wide uncertainty. This led to a fall in the capital flows to the
United States. This, in turn, significantly weakened the US dollar against other
key currencies.
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Exchange Rates of Key Currencies vis-à-vis US dollar
(Units of a Currency per US$)
At End of
Euro
Pound sterling
Japanese yen
Canadian dollar
SDR

June
1.1793
0.7122
124.0500
1.5177
0.8028

2002

Dec.
0.9536
0.6204
119.9000
1.5796
0.7356

2003
June
0.8571
0.6060
119.8500
1.3553
0.7068

Source: IFS, August, 2003.

1/6- International Financial Markets
In the year under review, financial markets have evidenced a decline in
equity prices on most of major stock exchanges, particularly during the first nine
months of this year. However, equity prices returned to their upward trend as of
mid. March 2003 up to the end of June of the same year. The drop in equity
prices was triggered by the fall in corporate earnings in the light of the buildup
of uncertainties on the international level, related to the increasing tensions in
the Middle East and the Korean Peninsula. In addition, the expectation of the
imminent war against Iraq and its outbreak in March 2003 caused a state of
standstill in many markets. Corporate and bank profits were also negatively
affected by the slow world economic performance, along with the low prospects
for recovery, at least, in the short-run. Another factor for this slowdown was the
extremely slow implementation of both the corporate restructuring programs in
some industries, and of the privatization programs in a number of countries.
Equity prices on major world stock exchanges retreated to their lowest
level since March 2000. NASDAQ decreased by 75% on 12th March 2003,
compared with March 2000. DAX of Germany lost 70% of its value during the
same period. Furthermore, Topix of Japan reached its all-time 20-year low. The
decline in equity prices was accompanied by a drop in the market capital of the
equities listed on these stock exchanges. Total equity issues in world capital
markets fell by US$ 17 billion worth or 83% during Jan./March 2003 compared
with the corresponding period of 2002, to stand at US$ 3.5 billion. The market
capital of shares in international markets plunged by about US$ 22.3 billion or
65.6% to US$ 17.1 billion. As banks suffered considerable losses and lower
profits, their equity prices reported a tangible decline on major exchanges.
Citigroup, Credit Swisse and Mizuho experienced record losses during 2002.
The main reason behind these losses was the provisions that banks had to raise
to address the problem of bad loans.
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Against this background, acquisition and merger deals continued to
decrease on the international level, at a rate of 37.3% over the whole year of
2002, to reach as low as US$ 370 billion. This came as a result of the grave
accounting malpractices in a number of major US corporations like Enron and
WorldCom, and some European companies. Consequently, investors’
confidence in the credibility of the financial statements and reports prepared by
these companies was shaken, an in turn, demand on their shares dropped. In
response to investor’s call for decisive measures against these companies, the
SEC imposed large fines on the banks implicated in these violations. These
banks were also obliged to submit reports on the accuracy and soundness of the
advice offered to their customers. Foreign ministers of EU member countries
agreed on an action plan aimed at revising and updating European Companies
Act, especially as regards the rules regulating their management, besides a
comprehensive legal framework for the organization of dealing, as well as the
disclosure of financial and non-financial information between the company and
shareholders.
Major capital markets recovered during the period starting mid. March
and at end of June 2003, with the dissipation of the state of uncertainty which
had reigned over many markets, together with the decline in interest rates and
the ensuing decrease in the borrowing costs of loans to companies. Added to
this is the improvement in the consumer expenditure levels in many countries.
On the US stock exchanges, Dow Jones escalated during the said period by
24%, NASDAQ by 31% and Standard & Poor’s by 26%. On the European
exchanges, DAX went up by 50%, the French CAC by more than 30% and
FT100 by 25%. Due to the decline in interest rates, US companies floated new
bonds in the amount of US$ 220 billion during April/June 2003, 20% above the
level of the corresponding period of 2002.
As for the international financial flows, FDI rolled back by 20% in 2002
for the second year in succession, to reach US$ 651 billion, the lowest since
1998. The decline affected both developed and developing countries. FDI flows
to the USA retreated by about US$ 113.9 billion during 2002 to post merely
US$ 30 billion. In the UK, FDI decreased by US$ 37 billion, recording US$ 25
billion in the same year. Asian and Pacific countries recorded the lowest levels
as a result of the surge in FDI flows to China, which ranked second among FDI
attractive countries, with a share of US$ 53 billion in the said year, being for the
first time ahead of the United States. Trading in financial derivatives amounted
to US$ 560.1 trillion during July 2002/March 2003, with a rise of US$ 84.2
trillion or 17.7% in the above-mentioned period, against 50.0% in the
corresponding period of the previous year. This lesser increase was ascribed to
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weaker prospects for a world economic recovery in the near future. Around
56.5% of the increase in the volume of dealings in financial derivatives was
mainly clustered in interest-rate futures, with a surge of US$ 47.5 billion during
July 2002/March 2003.
1/7- World Trade
According to WTO statistics, the growth rate of the volume of world trade
improved to reach 2.5% in 2002 as a whole, despite the slowdown in world
economy and the decrease in capital flows. This demonstrates that the growth in
the volume of world trade has outpaced that of world economy during that year.
An important reason behind this improvement was the liberalization of trade and
investment systems in many developing countries.
World exports of goods augmented by 4% in 2002, against a decrease of
4.0% in 2001, to reach US$ 6240.0 billion, of which 42.4% came from West
Europe alone, 25.8% from Asia, 15.2% from North America, 5.6% from Latin
America, 5.0% from the economies in transition, 3.8% from the Middle East and
2.2% from Africa.
Exports of services mounted by 5.0% in 2002, against a decline of 1.0%
in 2001, reaching US$ 1540.0 billion. Of this amount, West Europe contributed
a share of 48.3%, Asia 20.5%, North America 19.8%, the economies in
transition 3.8%, Latin America 3.6%, the Middle East 2.1 %, and Africa 1.9 %.
The United States is considered the main exporter of world services, with
a share of 17.4% of the total. The UK followed with 7.9%, Germany with 6.2%,
France with 5.5%, Japan with 4.2%, and Spain with 4.0%.
1/8- International Reserves
International non-gold reserves increased by 13.9% in FY 2002/2003, to
reach SDR 1983.5 billion at the end of June 2003, against SDR 1742.1 billion at
the end of June 2002. Around 75% of the increase was accounted for by the rise
in reserves in developing countries to reach SDR 1220.8 billion at the end of
June 2003. Of this increase, 66.5% was concentrated in Asia. One of the main
reasons for the increase in Asian international reserves was the trend adopted by
these countries to increase their reserves in foreign currencies to drive up the
exchange rates of their respective currencies. In addition, these countries took
preventive measures against any depreciation in their currencies which may
likely be set off by any potential financial crises.
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International reserves of the industrial countries rose by SDR 61.1 billion,
or 8.7% in FY 2002/2003. Japan accounted for the bulk of the increase (88.2%),
due to the Bank of Japan’s intervention to curtail the appreciation of the yen
against the dollar, and in turn reinforce the competitiveness of the Japanese
exports in international markets. On the level of the euro area as a whole,
international reserves fell by SDR 11.4 billion, or 6.4 % in FY 2002/2003.
International Non-Gold Reserves
2003

2002
End of

The world
Industrial countries, of
which:
USA
Canada
Germany
France
Italy
Japan
UK
Euro area
Developing countries
Africa
Asia
Europe
Middle East
Latin America &
Caribbean
Oil exporting countries
Non-oil countries

(SDR bn)
Change (%)
July 2002/
June 2003

June

Dec.

June

1742.1

1828.7

1983.5

701.6
47.8
27.8
38.4
22.3
18.4
329.5
30.5
179.0
1040.5
50.5
652.0
123.3
95.5

722.5
50.0
27.2
37.6
20.9
21.0
339.2
29.0
181.3
1106.2
53.9
699.0
137.3
97.5

762.7
50.4
26.1
36.7
21.0
23.7
383.4
27.2
167.6
1220.8
58.1
771.9
157.9
103.2

8.7
5.4
-6.1
-4.4
-5.8
28.8
16.4
-10.8
-6.4
17.3
15.0
18.4
28.1
8.1

119.1
106.7
933.8

118.5
110.1
996.1

129.7
117.4
1103.4

8.9
10.0
18.2

13.9

Source: IFS, August 2003.

1/9- International Economic Blocs
The finance ministers and central banks' governors for the G-7, and
Russia held a meeting on February, 22, 2003 in Paris. The G-7 Communiqué
stressed the need for European countries to commit themselves to spur their
GDP growth rates, reform capital markets, increase job opportunities, and
enhance flexibility in their economies, in addition to the continued
implementation of its April 2002 Action Plan on Crisis Prevention. The
Communiqué welcomed the private sectors’ response for a collective action
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clause on bonds, and urged the IMF to expeditiously formulate a framework as
a precise restructuring mechanism*of sovereign debt. In addition, the IMF was
urged to increase efforts in the area of crisis prevention and resolution through
making its surveillance role more effective. G-7 members expressed their
willingness to render tangible support to the African countries that are
committed to applying the principles of the NEPAD, especially in relation to
good governance and sound policies.
The Summit of G-8 (G-7 and Russia) was held in Evian, France between
1-3 June, 2003. Discussions addressed many issues related to trade liberalization
in accordance with a timetable of the WTO fourth ministerial conference held in
Doha in November 2001. The meeting also addressed the dispute between the
USA and EU in relation to the latter’s ban on importing genetically-engineered
agricultural products and crops in compliance with its laws, for fear of any
potential health problems. Although the G-8 Summit failed to resolve various
disputes related to trade liberalization, the Communiqué underscored the
importance of commitment to the timely implementation of the Doha
Development Agenda.
In the context of the meeting of the European Council, the main decisionmaking body, the European Union of the EU leaders, convened a summit on 2021 March, 2003 in Brussels, Belgium. They agreed to adopt measures to achieve
strategic targets over a ten-year timeframe to reform capital and labor markets.
They also pledged to implement the Lisbon Agenda which had reached its fourth
year since March 2000. Moreover, they stressed the importance of sustainable
growth, and set priorities for the adoption of measures necessary to raise
employment rates to the targeted ratio of 70 % in 2010. Emphasis should be
placed on innovation and creativity; and encouraging private ownership and
management of individual enterprises; enhancing research in the manufacturing
field; and setting a timeframe for the completion of unfinished reforms in the
sectors of energy, railways and stock markets before the next meeting of spring
2004.
_____________
*A mechanism proposed under the IMF that includes a legal framework through which
creditors and debtors can restructure debts according to specified terms and conditions to
which the rest of creditors are committed. This mechanism aims at protecting –on equal
basis- the interests of creditors and debtors; cutting the costs and time needed for
restructuring.
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They affirmed the need for the integration and expansion of the internal
market, as well as the encouragement of information investments as the best
guarantee for creativity and innovation. Member countries were urged to speed
up the implementation of the European Pact for Small-Scale Enterprises, and of
infrastructure projects in the energy, transportation and communications sectors,
including the internet development and network linkage strategy by the year
2005.
On 19th September, 2002, the OPEC held a meeting in Osaka, Japan. A
consensus was reached on maintaining the output ceiling at 21.7 million b/d,
since the current output was sufficient for market needs, particularly in light of
an excess production ranging between 1.9 and 2.0 million barrels/day by some
OPEC members. On 12th January 2003, in its emergency meeting in Vienna, the
OPEC decided to raise its oil production up to 24.5 million b/d. The OPEC
declared that this rise was temporary until stability is restored in Venezuela and
Iraq and their production is back to the levels of November 2002 (2.9 million
b/d) in Venezuela and of December 2002 (2.3 million b/d) in Iraq.
On 27th October, 2002, the meeting of the APEC leaders was held in
Mexico. The APEC Communiqué affirmed members’ support of the USA’s
efforts for combating terrorism, through the adoption of a number of procedures
to block the financing of terrorist groups, and to monitor cash transfer systems,
such as the “hawala” system used in the Middle East. Also, the APEC set
measures to prevent using non-profit charitable organizations as conduits for the
financing of terrorism. The APEC leaders reviewed the implementation of a
package of security measures at airports worldwide, and the strengthening of
constraints on immigration. The statement addressed nuclear issue in the Korean
Peninsula, and underlined the necessity of clearing the Korean Peninsula from
weapons, and the dismantling of nuclear programs to help restore stability in
North Asia. The importance of reaching a final agreement on the issues raised in
the context of world trade negotiations by 2005 was equally stressed.
During their meeting on 4th November, 2002, the heads of ASEAN agreed
to announce a plan for establishing a free trade area with China by the year
2013. The purpose of the plan is to promote the exports of member countries to
China to lessen their dependence on exporting to the United States of
America, Europe, and Japan. They also agreed on deepening trade relations
with Japan, China and South Korea, and on publishing a report on the
support for the integration between the abovementioned countries and ASEAN
economies according to the agreement “ASEAN+3”. It is worth mentioning that
China has put forward a proposal for the establishment of a free trade area
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and has taken some encouraging measures in this direction. Once established,
this area will be the largest in the world, comprising 1.7 billion consumers.
On 21-22 December, 2002, the 23rd Summit of the Gulf Cooperation
Council was held in Doha. The Council approved the establishment of the
Customs Union, as of the 1st January, 2003, with a view to transforming the
Arab states of the Gulf into one customs area, where a unified customs code is
applied. The Council further decided to standardize the common customs tariff
imposed on imports from abroad to 5 %, instead of the currently applicable
tarrifs that range between 4.0 % and 12.0 %. Also, the GCC states agreed on
the Strategic Petroleum Document intended to reach a harmonized oil policy and
to build consensus on the latest developments in the energy field. Moreover, the
Summit approved the Regional Plan for Petroleum Product Emergencies in GCC
states. The Council reviewed the report of the General Secretariat concerning the
timetable for the implementation of the Currency Union, and welcomed the
executive measures taken by the GCC members to adopt the US dollar as a
common peg for the currencies of the member states in the current stage.
The UN World Summit was held in Johannesburg and ended its agenda
on Sept. 4, 2002. the Summit underscored the need for realizing sustainable
development as a vital ingredient of the international development agenda and
one of the main Millennium Development Goals (MDG’s). The Summit
declared its support for the establishment of the World Solidarity Fund for
poverty eradication, by spurring social and human resources development in the
developing countries; by according due attention to NEPAD (the New
Partnership for Africa’s Development) initiative and by the world community
committing itself to redoubling efforts to meet Africa’s developmental needs.
The Summit also stressed the necessity for observing the timetable for
halving the number of the poor whose income is less than US$ 1 a day by 2015,
and improving living conditions for about 100 million people in impoverished
districts by 2020. As for environment and natural resources preservation issues,
the Summit expressed commitment to an approach for strengthening the
ecosystem to protect marine environment and maximize the yield of fisheries.
To this end, some oceans will be declared as marine protected areas by 2015,
and illegal fishing practices will be eliminated. The Summit reaffirmed its
commitment to the Montreal Protocol regarding the protection of the ozone
layer by ensuring the replenishment during the period 2003-2005 of resources of
the Fund established for this purpose.
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The COMESA convened in its summit on 17 March, 2003 in Khartoum
chaired by the Sudan, and followed by Uganda as the first vice-chairman. The
Communiqué came up with a number of decisions related to the key areas of the
integration process in COMESA. In short, these decisions urged the member
countries to:
• Comply with the decisions issued by the COMESA bodies to guarantee
the proper activation of the Free Trade Area (FTA); and extend an
additional deadline to Namibia and Swaziland to join the COMESA. In
addition, member countries were urged to comply with the decision of
using a simplified certificate of origin with respect to small merchants.
• Complete the preliminary procedures necessary for reaching a decision on
both the unified tariff on imports from abroad and the Customs Union
before the next meeting of the COMESA Ministerial Council.
• Encourage national investors from all member states to effectively
participate in national discussions, so as to help both the public and
private sectors to reach a common perspective on the project of the
Common Investment Area. This issue was highlighted due to a rise in
Foreign Direct Investment flows to Sub-Saharan Africa from US$ 5.8
billion in 2000 to US$ 11.8 billion in 2001. Meanwhile, FDI flows
declined in the COMESA region to US$ 3 billion down from US$ 3.8
billion. This reflects the significant decrease in the amount of inflows to
two of the major investments recipient countries in the COMESA, namely
Egypt and Mauritius.
• Speed up the COMESA Infrastructure Fund Protocol (which consists of a
fund for financing long-term infrastructure development projects of
regional nature, and short-term economic adjustment facility to cover
costs incurred by participant countries in the Regional Integration
Program). The signatory to this Protocol reached twelve countries, joined
by Madagascar during the summit.
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Chapter Two
Central Bank of Egypt
2/1- Developments in the Financial Position of the CBE
During FY 2002/2003, the CBE financial position improved to reach LE
281.9 billion at the end of June 2003, up by LE 73.2 billion or 35.1%, against
LE 35.1 billion or 20.2% in the preceding FY.
The pick-up was ascribed to the surge in both domestic and foreign assets.
Domestic assets increased by LE 48.6 billion or 33.1% to reach LE 195.7 billion
or 69.4% of the aggregate position at the end of June 2003. This was mainly due
to a rise in other domestic assets by LE 31.0 billion (mostly the outcome of
foreign exchange transactions managed by the CBE on behalf of the
government), and in claims on the government by LE 18.5 billion, due to the
rise in government securities by LE 18.0 billion. Meanwhile, claims on banks in
Egypt shrank by LE 0.7 billion.
CBE: Assets Analysis
(LE mn)

Balances at End of June
Total Assets
Foreign Assets
Domestic Assets
Claims on the government
of which :
• Government securities
Claims on the NIB
Claims on banks in Egypt
Other domestic assets

2000
146001
51059
94942
77697

2001
173604
53349
120255
94545

2002
208707
61643
147064
113231

2003
281910
86212
195698
131689

33158
11879
5366

79734
12513
13197

98484
130
11314
22389

116512
10649
53360

The CBE foreign assets escalated by the equivalent of LE 24.6 billion or
39.9% (LE 2.8 billion when excluding the effect of the exchange rate
revaluation), to reach LE 86.2 billion or 30.6% of the aggregate financial
position at the end of June 2003.
On the liabilities side, domestic liabilities increased by LE 51.0 billion or
32.8%, to stand at LE 206.6 billion or 73.3% of the CBE aggregate position at
the end of June 2003.
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The higher domestic liabilities denoted an increase of LE 28.2 billion in
banks’ claims, to reach LE 84.9 billion. This is due to a rise in checking
accounts and deposits in foreign currencies at the CBE by the equivalent of LE
15.6 billion, to reach LE 35.2 billion. Other relevant factors are the rise in
interest-bearing deposits of local banks (under deposit acceptance mechanism)
by LE 6.3 billion; in the counterpart to the 10% ratio of banks’ deposits in
foreign currencies by the equivalent of LE 3.7 billion to reach LE 12.3 billion;
and in non-interest-bearing deposits of local banks by LE 2.6 billion (to meet the
cash reserve requirement) to LE 30.9 billion at the end of June 2003.
Government claims increased by LE 12.8 billion, chiefly because of a rise
in government deposits in foreign currencies by the equivalent of LE 12.7
billion, and other government accounts by about LE 0.1 billion.
Banknote issue increased by LE 6.8 billion, NIB claims by LE 5.3 billion
and equities and net profits for the year by LE 1.7 billion.
CBE: Liabilities Analysis
(LE mn)

Balances at End of June
Total Liabilities
Foreign Liabilities
Domestic Liabilities
Banknote issue
Government claims
NIB claims
Banks’ claims
Equities and net profit for
the year
Provisions
Other domestic liabilities

2000
146001
38164
107837
37748
24497
2737
36713

2001
173604
41328
132276
40809
28659
1032
49626

2002
208707
53047
155660
45427
41504
150
56685

2003
281910
75268
206642
52219
54284
5478
84915

4912
299
931

5149
108
6893

5500
22
6372

7237
235
2274

The CBE foreign liabilities stepped up by the equivalent of LE 22.2
billion (mainly ascribed to revaluation differences) or 41.9% in the reporting
year, reaching the equivalent of LE 75.3 billion, and accounting for 26.7% of the
CBE aggregate financial position at the end of June 2003.
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2/2- Banknote Issue
Banknote issue (including subsidiary coins) amounted to LE 52.4 billion
at the end of June 2003, rising by LE 6.8 billion or 14.9% during FY 2002/2003
compared with LE 4.6 billion or 11.3% during the previous FY.
Banknote Issue*
At End of June
1999
2000
2001
2002
2003

Balance of
Banknote Issue
35674
37939
41008
45633
52432

Change During FY
Value
%
3433
10.6
2265
6.3
3069
8.1
4625
11.3
6799
14.9

* Including subsidiary coins issued by the Ministry of Finance.

As for the components of the issue cover, the value of gold increased by
LE 1.2 billion, as a result of its revaluation on June 30, 2003, to reach LE 3.8
billion. Conversely, foreign government bonds decreased by the equivalent of
LE 1.3 billion. Against this fall, government securities increased by LE 6.9
billion to reach LE 47.1 billion. The cover structure at the end of June 2003,
was as follows: government securities 90.1 %; gold 7.3 % and foreign
government bonds 2.6% at the end of June 2003, compared with government
securities of 88.5%; foreign government bonds 5.9% and gold 5.6% at the end
of June 2002.
The increase in banknote issue led to a rise of LE 6.6 billion or 14.5% in
the currency in circulation outside the CBE, to reach LE 52.0 billion at the end
of June 2003.
The breakdown by denomination of currency in circulation outside the
CBE showed a remarkable rise in the circulation of LE 50 and LE 100 notes,
with higher relative importance of 37.1% and 24.7% respectively, at the end of
June 2003, up from 32.9% and 23.7% at the end of June 2002. By contrast, the
relative importance of the LE 20 note dropped from 26.3% to 23.2%; the LE 10
from 12.6% to 10.9%; and the LE 5 from 2.3% to 2.1% and the pt 50 from 0.5%
to 0.4%. On the other hand, the relative importance of the other denominations
remained unchanged at the previous level. The abovementioned changes
culminated in a 7.7 % increase in the average value per banknote in the year
under review, to reach LE 15.4 at the end of June 2003 against LE 14.3 at the
end of June 2002.
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Currency in Circulation Outside the CBE*

Denominations
Total
Subsidiary Coins
PT 25
PT 50
LE 1
LE 5
LE 10
LE 20
LE 50
LE 100

June 2002
Relative
Value
Importance
45377
100.0
206
0.5
126
0.3
221
0.5
422
0.9
1034
2.3
5718
12.6
11948
26.3
14938
32.9
10764
23.7

(LE mn)
Change During FY

June 2003
Relative
Value
2001/2002 2002/2003
Importance
51960
100.0
11.4
14.5
213
0.4
3.5
3.4
135
0.3
11.5
7.1
232
0.4
5.7
5.0
448
0.9
5.5
6.2
1098
2.1
(11.5)
6.2
5690
10.9
1.7
(0.5)
12049
23.2
3.8
0.8
19270
37.1
12.0
29.0
12825
24.7
31.8
19.1

*Representing the difference between the banknote issue and the cash at the CBE.

2/3- Monetary and Exchange Rate Policies
The ultimate target of the monetary policy adopted by the CBE in FY
2002/2003 has been to maintain price stability in a way consistent with the
national objectives of stimulating economic growth and creating new job
opportunities. This was to be achieved through the appropriate channeling of
both money supply and domestic liquidity growth rates as an intermediate target
to remain at an appropriate level. The excess in banks’ reserves at the CBE was
used as a daily operational target, to be determined in a way conducive to reach
the intermediate target and eventually to the final target.
The intermediate target of the monetary policy in the FY 2002/2003 was
determined at about 10% growth rate in domestic liquidity, regardless of the
changes in the exchange rate.
To attain the monetary policy target, the CBE has applied an indirect
monetary management. Along with the two traditional instruments of the reserve
requirement ratio and discount rate, the CBE has intensified its recourse to
market mechanism operations to accept deposits therewith, and has been in the
process of underpinning the required infrastructure. Within this context, the
CBE Board decided to modify the method of calculating the reserve requirement
ratio, as the calculation period has been extended to two weeks instead of one,
including weekends and official holidays. Furthermore, treasury bill balances,
with a remaining period of maturity not exceeding 15 days, were excluded from
the numerator of the reserve requirement ratio, the ratio remains unchanged at
its current 14%.
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In addition, the CBE lending and discount rate was lowered from 11% to
10% per annum as of November 11, 2002, so as to reduce interest rates at banks
and, in turn, spur investment and boost economic growth.
To develop and diversify the instruments of the monetary policy, the CBE
decided to curtail the operations of accepting deposits in local currency under
bilateral agreement between the CBE and some other banks. Instead, a new
system based on market mechanisms was introduced. In this new system, the
CBE specifies the volume of deposits required to be accepted therewith, along
with the date and maturity of operations. When submitting their offers, banks,
on their part, specify the volume and the desired interest rates. CBE will
announce the cut-off volume after finishing the declared volume of deposits to
be accepted. These auctions will be announced on Reuters and on the CBE
website.
The results of the actual implementation of the monetary policy have been
consistent with the set targets. The growth rate of domestic liquidity (M2)
reached 16.9 % in the year under review against 15.4 % in the previous FY.
Excluding the revaluation effects of the exchange rate during the years of review
and comparison, the growth rate declines to 9.4 % against 11 %. Moreover,
money supply (M1) growth rate accelerated to 12.4 % against 11.9 %.
In spite of the fall in the growth rates of the monetary expansion, the CPIbased inflation rate (urban) in June 2003, compared with June 2002, accelerated
to 4% during FY 2002/2003, up from 2.7% during FY 2001/2002. This is
partially ascribed to the effects associated with the floating of the Egyptian
pound on January 29, 2003 and the consequent higher import prices.
CBE Lending and Discount Rate and Banks’ Interest Rates
(Average)
At End of June
CBE lending and discount rate
Average Banks’ Interest Rates on
3-month deposits
Loans of 1 year or less

2001
11.00

2002
11.00

9.43
13.57

9.42
14.10

(% Annually)
2003
10.00
8.46
13.45
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The reduction of the CBE lending and discount rate was associated with a
retreat in the average annual interest rate on three-month deposits at banks in
local currency, to reach 8.46 % at the end of June 2003, against 9.42 % at the
end of June 2002. Likewise, the average interest rates of one year or less
decreased from 14.10 % to 13.45 %. On the other hand, average interest rates on
91-day and 182-day TB’s increased from 7.20 % and 7.65 % at the end of June
2002 to 10.27 % and 10.23 %, respectively at the end of June 2003.
TB Interest Rates (Average)
(%)
End of June
91-day TBs
182-day TBs

2001
9.059
9.077

2002
7.198
7.651

2003
10.270
10.228

In spite of the retreat in interest rates in local currency deposits, they are
still higher than those on foreign currency deposits, a matter which explains
somewhat the continued preference for saving in Egyptian pounds.
Consequently, LE time and saving deposits surged by about LE 19.3 billion,
whereas foreign currency deposits increased only by LE 4.4 billion worth,
excluding the exchange rate changes (against the US dollar). Local currency
deposits have accounted for the bulk of total deposits, with a share of 68.7 % at
the end of June 2003.
The outstanding balance of treasury bills increased by LE 15.3 billion to
reach LE 55.3 billion at the end of June 2003, of which LE 53.7 billion were
held by banks. The nominal value of the TBs remained unchanged at LE 13
billion, of which LE 11.1 billion were held by banks.
Outstanding Balances of Treasury Bills and Bonds
(LE bn)
End of June
TBs, of which
With banks
Treasury Bonds 2003, of which:
With banks
Treasury Bonds 2005, of which:
With banks
Treasury Bonds 2006, of which:
With banks
Treasury Bonds 2009, of which:
With banks
Treasury Bonds 2007, of which:
With banks

2002
40.0
39.7
4.0
3.6
1.5
1.3
0.5
0.4
4.0
2.7
3.0
3.0

2003
55.3
53.7
4.0
3.5
1.5
1.3
0.5
0.5
4.0
2.8
3.0
3.0
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Under the deposit-acceptance mechanism, the CBE accepted short-term
deposits in local currency at interest rates ranging between 2.9 % and 15.7 %.
The number of transactions announced during the year since the introduction of
this mechanism was 62, concerning deposits with maturities ranging between 6
and 30 days. The value of deposits announced in these auctions reached about
LE 78.4 billion, of which LE 59.3 billion were accepted. The outstanding
balance of banks’ deposits accepted by the CBE within this mechanism recorded
LE 6.3 billion at the end of June 2003.
Taking into consideration the use of deposit-acceptance mechanism,
short-term TB repos between the CBE and a number of banks were conducted in
the amount of merely LE 6.3 billion in the year under review, compared with LE
51.0 billion in the previous FY.
Repos
(LE bn)

During the Year
Number of offers
Purchase value

2001/2002
759
51.0

2002/2003
119
6.3

As a step towards economic liberalization, it was decided on January 29,
2003 to abolish the system of the US dollar central rate and float the LE
exchange rate. Consequently, banks were permitted to set, at their discretion, the
sale and purchase rates of foreign currencies on the Forex market. According to
the CBE Forex Statistics Chamber, this was accompanied by a depreciation of
the Egyptian pound at a rate of 23.3 % during FY 2002/2003. As such, the
weighted average of the US dollar exchange rate in the market reached PT
603.23 per US$ ( Transfers/Purchase) at the end of June 2003, compared with
PT 462.65 per US$ at the end of June 2002.
To unifying both banking and foreign exchange regulatory legislations,
Law No. 88 of the Central Bank, the Banking Sector and Money was issued on
June 15, 2003. According to this Law, the Central Bank shall set the objectives
of the monetary policy, in agreement with the government, through a
coordinating council to be formed by virtue of a Presidential Decree, and its
work system shall be defined by the Executive Regulations.
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2/4- Domestic Liquidity and Counterpart Assets
Domestic liquidity (M2) increased by LE 55.5 billion (16.9 %) during the
FY 2002/2003 compared with LE 43.9 billion (15.4%) the previous year,
totaling LE 384.3 billion at the end of June 2003. Excluding the effect of the LE
exchange rate changes, the domestic liquidity growth rate declined to 9.4% in
the year of the review compared with 11.0% in the previous FY.
The surge in domestic liquidity was ascribed to the growth in money
supply and quasi-money. Money supply (M1) increased by LE 7.4 billion or
12.4% during the year, against LE 6.4 billion or 11.9%, to reach LE 67.2 billion
or 17.5% of total domestic liquidity at the end of June 2003. This stemmed from
the growth in currency in circulation outside the banking system by LE 6.0
billion and in LE demand deposits by LE 1.4 billion, as a result of the higher
deposits of the private and public business sectors and the household sector.
LE bn
400

Domestic Liquidity
End of June
Foreign currency
deposits

360
320

Time & saving deposits
in local currency

280
240
200

Currency in circulation
outside the banking
system

160
120

Demand deposits in
local currency

80
40
0
2000

2001

2002

2003

On the other hand, quasi-money grew by LE 48.1 billion, at a rate of
17.9% during the year against LE 37.5 billion or 16.2% in the previous FY, to
reach LE 317.1 billion or 82.5% of total domestic liquidity at the end of June
2003. This was due to the increase in LE time and saving deposits by LE 19.3
billion or 10.0% against LE 22.0 billion or 12.9%, totaling LE 212.0 billion at
the end of June 2003. Combined with this is the rise in foreign currency deposits
by the equivalent of LE 28.8 billion or 37.8% (or when excluding the effect of
exchange rate change by the equivalent of LE 4.4 billion or 5.7%) to reach LE
105.1 billion.
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The rise in LE time and saving deposits was mainly in the household
sector’s deposits which grew by LE 21.5 billion. Conversely, the shares of the
private and public business sectors dropped by LE 2.1 billion and LE 0.1 billion,
respectively.
Domestic Liquidity Structure
End of June
Domestic Liquidity
Money Supply
Money in Circulation Outside the
Banking System
Demand Deposits in Local
Currency
Quasi-Money
Time and Saving Deposits in
Local Currency
Foreign Currency Deposits
 Demand
 Time and Saving

2001
Value
%
284873 100.0
53448
18.8

2002
Value
%
328728 100.0
59805 18.2

(LE mn)
2003
Value
%
384262 100.0
67212
17.5

38161

13.4

42299

12.9

48258

12.6

15287
231425

5.4
81.2

17506
268923

5.3
81.8

18954
317050

4.9
82.5

170681
60744
6742
54002

59.9
21.3
2.4
18.9

192718
76205
8267
67938

58.6
23.2
2.5
20.7

212010
105040
12159
92881

55.2
27.3
3.1
24.2

The surge in foreign currency deposits reflects a growth in the household
sector deposits by LE 22.3 billion worth and in the private and public business
sectors by the equivalent of LE 5.8 billion and LE 0.7 billion, respectively.

LE bn

Non-Government Deposits at Banks
End of June

360
320
280
240

Foreign currencies

200
160
120
80

Local currency

40
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2002
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As for the counterpart assets of domestic liquidity, domestic credit, net
foreign assets and other items (net) had an expansionary effect on domestic
liquidity. Domestic credit rose by LE 27.4 billion or 7.6 % against LE 38.2
billion or 11.9%, totaling LE 387.4 billion at the end of June 2003. Likewise, net
foreign assets increased by the equivalent of LE 8.1 billion to LE 25.4 billion
worth at the end of June 2003; whereas the negative balance of the other items
(net) decreased by LE 20.0 billion.
The bulk of the increase in domestic credit during the year went to the
private business sector, with a share of 51.5 % of the total or LE 14.1 billion at a
growth rate of 7.0%, bringing its indebtedness to banks to LE 214.3 billion or
55.3 % of total domestic credit at the end of June 2003.
The net claims of the banking sector against the government sector
(including public economic authorities) scaled up by LE 8.1 billion or 8.5 %,
increasing its indebtedness to LE 103.5 billion or 26.7 % of total domestic credit
at the end of June 2003.
Likewise, the credit granted to public business sector expanded by LE 3.9
billion or 12.3 %, raising its indebtedness to banks to LE 35.0 billion or 9.1 % of
total domestic credit at the end of June 2003.
Concurrently, the credit to the household sector increased by LE 1.3
billion or 4.0 %, with the result that its debt to banks mounted to LE 34.6 billion,
constituting 8.9 % of total domestic credit at the end of June 2003.

LEbn
400

Domestic Credit (By Sector)
end of June
Government (net)

360
320
280

Private business
sector

240
200

Public business
sector
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120
80

Household sector

40
0
2000
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2002
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Net foreign assets of the banking system surged by the equivalent of LE
8.1 billion or 47.1% during the year of the review, in contrast to a decline of LE
1.7 billion (8.8%) in the previous FY. This rise reflects an increase in net foreign
assets at banks by the equivalent of LE 5.6 billion and at the Central Bank by the
equivalent of LE 2.5 billion. The bulk of this rise was ascribed to the exchange
rate changes.
Counterpart Assets of Domestic Liquidity
(LE mn)
End of June
Counterpart Assets
Net Foreign Assets
At the CBE
At Other Banks
Domestic Credit
Government (Net)
Public Business
Sector
Private Business
Sector
Household Sector
Other Items (net)

2001
Value
%
284873
100.0
18957
6.7
13003
4.6
5954
2.1
321870
112.9
83322
29.2

2002
Value
%
328728
100.0
17285
5.3
9816
3.0
7469
2.3
360090
109.5
95423
29.0

2003
Value
%
384262
100.0
25429
6.6
12343
3.2
13086
3.4
387446
100.8
103518
26.9

29185

10.2

31143

9.5

34986

9.1

178598
30765
-55954

62.7
10.8
-19.6

200230
33294
-48647

60.9
10.1
-14.8

214308
34634
-28613

55.8
9.0
-7.4

The expansionary effect of other items (net) on domestic liquidity reached
LE 20.0 billion in the year of the review, up from LE 7.3 billion in the year of
the comparison.
2/5- Supervision and Control over Banks
To preserve the soundness of the lending procedures, the CBE has
recently strengthened the currently applicable controls by adding more controls,
to minimize any loopholes that may make room for the misuse of credit on part
of some customers. As a result, banks are required to define their credit policy
and the internal work systems approved by their boards, and to set fixed rules of
banking credit inquiring for their customers. In addition, the percentage of credit
granted by local and international entities to the customers’ establishment, in
proportion to the equity rights thereto, should not prejudice the establishment
solvency. Moreover, mega projects are to be financed by syndicated loans
granted by more than one bank..
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The CBE stressed that banks shall refrain from lending their customers in
foreign currencies, unless they ensure that the customer has foreign currency
resources and pledges to use them for repayment. Moreover, banks should
refrain from lending their customers in local currency against foreign currency
letters of guarantee (issued by local or foreign banks). However, this shall not
apply to facilities in local currency to foreign companies; resident in Egypt,
against LGs issued by foreign banks. Furthermore, banks are prohibited from
granting LE facilities against foreign currency deposits or bonds. The existent
cases of violations –if any– have to be phased out.
The CBE has issued a decision to continue the implementation of the
proposed plan for the Information Centre for Consumer Credit, including credit
card customers and consumer loans.
Experience has revealed that there are some companies of different legal
statutes, wherein a person or a group of related persons manage or share in their
capital in a way giving him/them an actual control over their ownership or
management. In response, the CBE Board has issued a decision to modify the
definition of the “single customer” to include a private shareholder company
established by public subscription, wherein the customer and his connected
parties own equities exceeding 50 % of the paid-up capital, or have an effective
influence on the decision-making, even if their ownership is less than the said
percentage. The definition also covers the companies established through means
other than public subscription, wherein the customer and his connected parties
have an effective influence on ownership or management.
Such regulations have not only aimed at reinforcing the already
established controls in the banking business and money laundering combating,
but have also improved banks’ capabilities in this regard. Under these
regulations, banks should comply with the “Know Your Customer” principle. To
this end, banks should establish the necessary systems to obtain and verify
identification data and the legal statutes of the beneficial owners, be they natural
or legal persons.
Banks are also prohibited from accepting deposits, funds or trusts of
anonymous origin or under false or fictitious names. Furthermore, due diligence
should be paid to cash deposits, transactions on customers’ accounts, sale and
purchase of foreign currencies, and other transactions, such as large purchases of
securities through banks, and other unusual banking operations.
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These regulations made it imperative that banks should report any
suspicious transactions that may involve money laundering to the Money
Laundering Combating Unit at the Central Bank of Egypt. Besides, banks have
to keep the documents and records of financial transactions and maintain them
for at least 5 years. Banks are also required to prepare and implement training
programs on a regular basis for their staff, in order to raise their efficiency in
complying precisely with these regulations, given that these programs should
necessarily cover the means of money laundering and how to detect and report
on them. In addition, banks must set the adequate internal systems necessary for
the application of these regulations, while periodically reviewing them to
identify any weaknesses therein or in the application thereof, and accordingly
take the necessary corrective measures. As in the case of banks, exchange dealer
and money transmission companies are subject to similar requirements under the
said regulatory controls for the purpose of combating money laundering,
pursuant to banking regulations.
The capital of public sector banks has been increased during the year of
the review, by virtue of the CBE decision in May 2002 to increase the minimum
capital adequacy ratio from 8 % to 10 %, in conformity with the international
standards. Also, the CBE Board issued a decision on Feb. 6, 2003 approving the
merger of the 17 development and agricultural credit banks in the governorates
to be 6 banks.
In order to enhance disclosure and transparency, the CBE in the year of
the review, collected in a single volume all the decisions and circulars it issued
concerning the regulation of banking business and of control and supervision
over banks. This volume was distributed to banks and published on the internet.
In addition, the Board of Directors of CBE agreed in the year under
review to authorize public sector banks that had applied for dealing in the
primary market, to act as primary dealers in government bonds. The CBE’s
follow up of banks’ compliance with its regulations revealed that banks’ actual
reserve requirement recorded 14.0 % in the period between 10 – 23 June, 2003.
On the other hand, banks’ actual liquidity ratio in local currency reached 30.5 %,
against an established ratio of 20.0 %, and 53.4 % in foreign currencies
compared with an established ratio of 25.0 % during June 2003.
The CBE has made headway in its efforts to improve its supervision over
banks. This came in the context of the CBE’s endeavors to enhance its
supervisory role, in order to keep pace with international developments in the
banking industry which has witnessed a growing diversity. It also aimed at
maximizing benefits from technological advances in diversifying and improving
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banking services in an increasingly competitive environment. As such, the
CBE’s concerns are no longer limited to ensuring the soundness of banks’
financial positions and banks’ compliance with banking legislations, rules,
regulations, directives and decisions. Rather, the CBE’s scope of interest was
extended to include assessment of bank performance from different aspects,
inter alia, the capital adequacy ratio, asset quality, management, and liquidity
and profitability conditions. Added to this, is assessment of the banks’ ability to
identify, measure, monitor, and control present and future risks.
In pursuit of its supervisory role, and out of its concern for early detection
of any unforeseeable deficiencies in order to adopt the measures necessary for
banks to correct their statuses, the CBE regularly performs timely on-site
examinations. Accordingly, 20 banks (including public sector; joint venture, and
private commercial banks; business and investment banks; and foreign banks’
branches) have been examined in the year under review.
In addition, the CBE cooperates with external investigation authorities
that seek banking expertise and know-how assistance to resolve banking issues
tackled thereby. Also, the CBE investigates customers’ and banks’ complaints to
verify them.
2/6- Net International Reserves
International reserves have improved to some extent, compared with the
prolonged decline that prevailed from 1997 to 2002. Net international reserves at
the CBE have risen by US$ 0.7 billion, or 4.7 %, thereby reaching US$ 14.8
billion in June 2003, covering around 12 months of commodity imports, and
exceeding the safe percentage ( 6 months) set by international institutions.
The rise in net international reserves at the CBE came as a result of the
surplus of US$ 0.5 billion realized in the balance of payments in the year of the
review. Moreover, as much as US$ 0.2 billion of this rise stemmed from the
appreciation of some of the currencies of the invested reserves vis-à-vis the US
dollar.
As for the investment of reserves, the Central Bank always takes into
consideration the elements of security, the minimization of risks and the
generation of reasonable returns, while maintaining an adequate level of
liquidity. The CBE also adopts a prudent gold-revaluation policy, as it evaluates
gold annually on the basis of 75 % of the average ounce price in London market
in the last three months of the FY (April, May, June), or 75% of the average
ounce price at the end of June of the same FY, whichever is less.
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Net International Reserves
(US$ mn)
End of June
Total International Reserves (A)
- Gold
- Banks and Correspondents
- Securities
- Others
Short-Term Liabilities (B)
Net International Reserves (A-B)

2002
Value
%
14179
100.0
571
9873
3260
475
32
14147

4.0
69.6
23.0
3.4
0.2
99.8

2003
Value
%
14845 100.0
631
10848
2905
461
36
14809

4.2
73.1
19.6
3.1
0.2
99.8

Change
4.7
10.5
9.9
(10.9)
(2.9)
12.5
4.7

2/7- Management of Domestic and Foreign Public Debt
2/7/1- Domestic Public Debt
Domestic public debt consists of three main components. The first is the
government debt, including the outstanding balance of the government bonds
and bills, its net position with the banking system, and its net debt to the
National Investment Bank (NIB). The second represents the debt of public
economic authorities, namely the debt of these authorities to the NIB, and their
net position with the banking system. The third component comprises the net
debt of the NIB, which involves the funds it borrowed from the two Social
Insurance Funds of Civil Servants and of the Business Sector Employees
(Public and Private). It also involves post office saving accounts, investment
certificates proceeds, the compound interest on group (A) investment
certificates, and dollar development bonds, less the debt of the government and
the public economic authorities to the NIB, as well as the Bank’s credit position
with the banking system.
2/7/1/1- Government Domestic Debt
Government domestic debt totaled LE 252.2 billion at the end of June
2003, with an increase of LE 31.0 billion or 14.0% during the FY 2002 /2003,
against LE 26.4 billion or 13.6% during the previous FY. This increase was a
result of the pick-up in the balance of treasury bonds and bills by LE 42.7
billion, and in the government debt to the NIB by LE 10.1 billion on the one
hand, and the improvement in the net credit position of government balances
with the banking system by LE 21.8 billion, on the other.
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Government Domestic Debt
Balances at End of June

2002
Value

-Government Domestic
Debt
-Balances of Bonds and
Bills
-Bills and bonds *
Of which: traded on the
stock exchanges
-Treasury bills
-Government Borrowings
from NIB
-Net Govern. Balances with
the Banking System
. Credit
. Deposits

2003

(LE bn)
Change
+ (-)

%

Value

%

221.2

100.0

252.2

100.0

31.0

165.9
125.9

75.0
56.9

208.6
153.3

82.7
60.8

42.7
27.4

15.6

7.1

17.7

7.0

2.1

40.0

18.1

55.3

21.9

15.3

113.8

51.4

123.9

49.2

10.1

-58.5
19.0
-77.5

-26.4
8.6
-35.0

-80.3
19.4
-99.7

-31.9
7.7
-39.6

-21.8
0.4
-22.2

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

Concerning the management of domestic public debt, a number of measures
have been taken during the FY 2002 /2003 as follows:
1- Issue of treasury bonds in the amount of LE 22.0 billion on 30/6/2003,
according to the State Budget Law for FY 2002/2003, with a 10-year
maturity and an interest rate of 7% in the first year, and 8% in the
following years. The purpose of this issue was to cover the cash deficit in
the government accounts with the CBE.
2- Increase of the TB’s outstanding balance by LE 15.3 billion to reach LE
55.3 billion at the end of June 2003. As such, the balance of 182 day TBs
rose by LE 10.2 billion, and 91 day TBs by LE 5.1 billion.
3- The expedite amortization (fully and partially) of the previous issues of
government bonds with the CBE, in the amount of LE 4.0 billion (i.e. the
value of the cash deficit in the State Budget of 1989/90). Furthermore,
bonds were issued in the same amount of LE 4.0 billion, to augment the
capital of public sector banks, so as to enable these banks to meet the
established capital adequacy ratio of 10%.
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2/7/1/2- Debts of Public Economic Authorities
Debts of public economic authorities decreased by LE 1.9 billion or 4.6%
during the period under review, to reach LE 39.2 billion at the end of June 2003,
against a retreat of LE 0.6 billion or 1.4% during the previous FY. This resulted
partly from an improvement of LE 4.9 billion in the net credit position of these
authorities with the banking system. Such an improvement was an outcome of
the growth of their deposits therewith by LE 4.7 billion and the retreat in their
borrowings therefrom by LE 0.2 billion. Besides, borrowings of these authorities
from the NIB rose by LE 3.0 billion, to finance their investment activities set in
the plan of economic and social development for the FY 2002/2003.
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Indebtedness of Public Economic Authorities
( LE bn)
Balances at End of June

2002

2003

Change

Value

%

Value

%

+(-)

41.1

100.0

39.2

100.0

-1.9

system

-6.0

-14.5

-10.9

-27.8

-4.9

.Credit

14.3

34.9

14.1

35.9

-0.2

.Deposits

-20.3

-49.4

-25.0

-63.7

-4.7

47.1

114.5

50.1

127.8

3.0

Total Indebtedness
-Net balances with the banking

-Borrowings from NIB
Source: Ibid.

2/7/1/3- National Investment Bank (NIB)
NIB’s net resources amounted to LE 253.2 billion at the end of June
2003, with an increase of LE 24.9 billion or 10.9% during FY 2002/2003. This
was ascribed to the increase of the proceeds transferred to the NIB from all the
different saving vessels, with the exception of the compound interest on
investment certificates group (A) which retreated by LE 0.9 billion. The said
increase was evident in the surpluses transferred to the NIB from the two Social
Insurance Funds of Civil Servants and of the Public and Private Business
Sectors Employees by LE 20.2 billion, in the proceeds of investment certificates
by LE 6.2 billion, the post office saving accounts by LE 5.2 billion, the proceeds
of US dollar development bonds by the equivalent of LE 0.4 billion and in the
resources invested by other domestic entities by LE 0.1 billion.
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NIB Resources and Uses
(LE bn)
Balances at End of June

2002

2003
Value
%

Change
+ (-)

Value

%

228.3

100.0

253.2

100.0

24.9

83.8

36.7

95.9

37.8

12.1

& Private Sectors Employees

70.9

31.0

79.0

31.2

8.1

.Investment certificate proceeds

49.0

21.5

55.2

21.8

6.2

7.4

3.2

6.5

2.6

-0.9

development bonds

1.3

0.6

1.7

0.7

0.4

.Post office saving deposits

17.1

7.5

22.3

8.8

5.2

system

-2.8

-1.2

-9.1

-3.6

-6.3

.Others

1.6

0.7

1.7

0.7

0.1

Uses

228.3

100.0

253.2

100.0

24.9

.Government

113.8

49.8

123.9

48.9

10.1

.Public economic authorities

47.1

20.7

50.1

19.8

3.0

.Others

67.4

29.5

79.2

31.3

11.8

Resources
.Social Insurance Fund for Civil
Servants
. Social Insurance Fund for Public

.Compound interest on investment
certificates, Group(A)
.Proceeds from US dollar

.NIB balances (net) at the banking

Source: Ibid.

The NIB used LE 123.9 billion worth or 48.9% of total resources to
finance government investments (Administrative system, local administration
and service authorities); whereas some LE 50.1 billion or 19.8% was directed to
the investments of the public economic authorities. The remainder of LE 79.2
billion or 31.3% was used by the NIB in funding its development activities,
specifically loans to holding companies and their affiliate units, concessional
lending to a number of projects and equity participation in the projects of
various companies.
As a result, the NIB net credit position with the banking system rolled
back by LE 6.3 billion during FY 2002/2003, to reach LE 9.1 billion at the end
of June 2003.
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2/7/2- External Debt
During FY 2002/2003, the outstanding external debt, denominated in US
dollar, remained almost stable at the previous FY level of US$ 28.7 billion at the
end of June 2003, with a slight increase of US$ 86.7 million. The increase was
mainly attributed to the appreciation of most currencies of borrowing vis-à-vis
the US dollar. This appreciation was offset by the retreat in the balance of US
dollar bonds at the end of June 2003, as a consequence of the purchase of part of
these bonds by resident financial institutions on the secondary market. Other
mitigating factors were the decrease in the balance of short-term debts by about
US$ 285.5 million, and the net repayment of US$ 926.6 million of medium and
long-term loans and facilities, as an outcome of the repayment of US$ 1.6
billion, and the disbursement of merely US$ 687.4 million.
External Debt Components
(US$ mn)
June 2002
Balances at End of

June 2003

Change
(-)

Value

Relative
Importance

Value

Relative
Importance

Total External Debt

28660.8

100.0

28747.5

100.0

86.7

-Rescheduled bilateral loans

15336.4

53.5

15804.1

55.0

467.7

.Concessional loans

7455.6

26.0

7512.6

26.1

57.0

.Non-concessional loans

7880.8

27.5

8291.5

28.9

410.7

4057.2

14.2

4270.1

14.8

212.9

.Paris Club countries

3405.0

11.9

3291.5

11.4

(113.5)

.Other countries

652.2

2.3

978.6

3.4

326.4

-International and regional
institutions

4697.4

16.4

4862.8

16.9

165.4

-Suppliers’ and buyers’ credit

923.8

3.2

988.2

3.4

64.4

-Short-term loans

2150.0

7.5

1864.5

6.5

(285.5)

-Deposits

1338.5

4.7

1305.1

4.5

(33.4)

-Other facilities

811.5

2.8

559.4

2.0

(252.1)

-Sovereign bonds

953.6

3.3

735.4

2.6

(218.2)

-Private sector debt (unguaranteed)

542.4

1.9

222.4

0.8

(320.0)

-Other bilateral loans
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A breakdown of Egypt’s external debt by creditor showed that 69.8% of

the total, or US$ 20.1 billion, was due to Paris Club countries in the form of
bilateral loans (rescheduled and non-rescheduled) and suppliers’ and buyers’
credit at the end of June 2003. 80.2% of this total was due to four countries;
namely the USA, France, Japan and Germany. The debt due to countries other
than Paris Club members, under bilateral loans, amounted to about US$ 978.6
million or 3.4% of the total.
Indebtedness to international and regional institutions posted around US$
4.9 billion or 16.9% of the total, mostly owed by the public sector, with a share
of 91.7%. The balance of short-term loans amounted to US$ 1.9 billion,
constituting 6.5% of the total (50.3% was owed by the private sector). The
balance of dollar-denominated sovereign bonds reached about US$ 735.4
million or 2.6% of total external debt, with a decrease of US$ 218.2 million,
resulting from the purchase of part of those bonds by resident financial
institutions from the secondary market. In addition, unguaranteed debts of the
private sector fell by US$ 320.0 million, to reach only US$ 222.4 million or
0.8% of the total.
It is worth mentioning that the private sector’s debt/total external debt
amounted to US$ 1.6 billion or 5.6% of the total at the end of June 2003,
indicating a decline of US$ 0.7 billion during FY 2002/2003.

External Debt by Type
End of June

(US $ mn)

32500
30000

Private sector debt
(non-guaranteed)

Sovereign bonds

27500
25000
22500
20000

Suppliers' & buyers'
credits
Rescheduled bilateral
debt

17500
15000
12500
10000

Other bilateral debt

7500

International &
Regional Institutions

5000
2500
0
2000

Short-term debt

2001

2002

2003
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External Debt
By Maturity & Beneficial Sector
End of June

US$ mn
30000
25000
20000
15000
10000
5000
0
2001

2002

2003

Medium & Long-term External Debt

Short-term External Debt

Public Sector Debt

Private Sector Debt

According to the following table, a breakdown of the external debt by
creditor countries, and international and regional institutions shows that the debt
due to the EU countries has reached 38.6% of the total. This is followed by the
debt due to USA with 18.1%, to Japan with 11.5%, to the Arab countries with
5.2% and to the International Development Association with 4.7%.
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External Debt by Major Creditors
(US$ mn)
June 2003

June 2002
Creditors

Value

Relative
Importance

Value

Relative
Importance

Total External Debt

28660.8

100.0

28747.5

100.0

USA
Japan
EU; of which
France
Germany
Italy
Spain
UK
Austria
Arab countries; of which
Saudi Arabia
UAE
Bahrain
Kuwait
International and regional
institutions; of which
IDA
Arab Fund for Economic and
Social Development
European Investment Bank
World Bank
AMF
ADF & ADB
Islamic Development Bank
(Jeddah)
Sovereign Bonds
Other Countries and
Institutions

5537.4
3562.5
10483.9
4490.0
2687.2
1032.1
861.2
453.8
552.5
1128.6
305.4
156.2
48.3
333.2

19.3
12.4
36.6
15.7
9.4
3.6
3.0
1.6
1.9
3.9
1.1
0.5
0.2
1.2

5209.3
3314.9
11097.4
4863.9
3052.4
938.8
849.3
405.6
580.5
1487.6
311.8
143.9
356.4
365.1

18.1
11.5
38.6
16.9
10.6
3.3
3.0
1.4
2.0
5.2
1.1
0.5
1.2
1.3

4697.4

16.4

4862.8

16.9

1294.7

4.5

1352.9

4.7

939.3

3.3

897.2

3.1

734.7
576.5
295.5
629.5

2.6
2.0
1.0
2.2

859.8
535.9
312.4
519.0

3.0
1.9
1.1
1.8

125.4

0.4

280.4

1.0

953.6

3.3

735.4

2.6

2297.4

8.1

2040.1

7.1

A breakdown of external debt by major currencies of borrowing indicates a
fall in the outstanding balance of the debt in US dollar and Japanese yen, at the
end of June 2003 compared with the end of June 2002. By contrast, the
outstanding balance of debt in euro and SDRs went up.
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External Debt by Major Currencies
(US$ mn)
2002
End of June

2003

Value

Relative
Importance

Value

Relative
Importance

28660.8

100.0

28747.5

100.0

10941.4*

38.1

10488.1*

36.5

Canadian dollar

134.0

0.5

147.4

0.5

Australian dollar

120.0

0.4

137.3

0.5

Swiss franc

551.0

1.9

589.4

2.1

Pound sterling

251.0

0.9

240.6

0.8

Japanese yen

3384.0

11.8

3286.9

11.4

Danish krone

109.0

0.4

122.1

0.4

Norwegian krone

28.0

0.1

28.0

0.1

Swedish krona

42.0

0.1

44.4

0.2

1248.0

4.4

1237.4

4.3

Saudi riyal

50.0

0.2

42.7

0.1

UAE dirham

58.0

0.2

55.0

0.2

Euro

7948.0

27.7

9035.5

31.4

SDRs

1104.0

3.9

1205.8

4.2

542.4

1.9

222.4

0.8

2150.0

7.5

1864.5

6.5

Total
US dollar

Kuwaiti dinar

Private sector medium- and longterm debt (unguaranteed)**
Total short-term debt**

* Including a deposit of AIB and dollar-denominated sovereign bonds.
** Not available in different currencies.

The classification of external debt by major component currencies (the US
dollar- Japanese yen- euro) shows that the bulk is in US dollar, the key currency
of borrowing, at a relative importance of 36.5%. This ratio included the
outstanding commitments denominated in US dollar to creditor countries other
than the USA. The euro came second at 31.4%, followed by the Japanese yen at
11.4%, the Kuwaiti dinar at 4.3%, and finally SDRs at 4.2%.
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External Debt by Major Currencies
End of June 2003
SDRs
4.2%
EURO
31.4%
Kuwaiti Dinar
4.3%

Short-term Debt
6.5%

Japanese Yen
11.4%
Pound Sterling
0.8%

Private sector
M&L-term Debt
(NonGuaranteed)
0.8%

Swiss Franc
2.1%

US$
36.5%

Other
Currencies
2.0%

__________________________________________________________________
- Dollar share includes Arab International Bank deposit and dollar-denominated sovereign bonds.
- Private sector (unguaranteed) debt and short-term debt are not available in different currencies.

Public external debt service increased by about US$ 200.5 million to post
US$ 2.2 billion, mainly as an outcome of the rise in principal repayments by
US$ 220.8 million, and the fall in interest payments by US$ 20.3 million.
Accordingly, the ratio of debt service/current receipts (including private and
official transfers) mounted to 9.8%, against 9.5% during the previous
corresponding FY. The debt service/export proceeds of goods and services
improved to 11.7%, down from 11.9% in the previous FY.
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Major Indicators of External Debt (%)
In FY

2000/2001

2001/2002

2002/2003

Debt/GDP

28.5

33.7

42.4*

Debt/Exports of goods and services

141.5

171.2

154.2

Debt service/ Exports of goods and services

8.7

11.9

11.7

Debt service/Current receipts and transfers

7.3

9.5

9.8

Interest payments/Exports of goods and services

3.3

3.6

3.1

Interest payments/Current receipts and transfers

2.8

2.8

2.6

Short-term debt/External debt

8.3

7.5

6.5

Short-term debt/Net international reserves

15.5

15.2

12.6

Average per capita (external debt) (US dollar)

339.5

422.2

415.3

* This ratio decreases to 31.6% when excluding the effect of the depreciation of the LE exchange rate vis-à-vis
the US dollar.

As regards other debt indicators, the short-term external debt, as a
percentage of the total debt, decreased to 6.5% against 7.5%, and of the net
international reserves to 12.6%, down from 15.2%.
External Debt Indicators
FY

%
16
14
12
10
8
6
4
2
0
2000/2001

2001/2002

2002/2003

Short-term Debt / External Debt
Short-term Debt / Net International Reserves
Debt Service / Exports (G & S) %
Debt Service / Current Receipts (including transfers) %
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The FY 2002/2003 has witnessed a fall in the average external debt per
capita from US$ 422.2 at the end of June 2002, to US$ 415.3 at the end of June
2003. The ratio of external debt to GDP at current prices is still within
acceptable limits, despite its escalation from 33.7% to 42.4%, reflecting the
exchange rate changes. The following table shows the drop in debt service in
Egypt, compared with that of the developing countries combined.
Debt Service/Export Proceeds of Goods
and Services in Egypt, Compared with
Groups of Developing Countries
(%)
Calendar Years
Developing Countries
Africa
Asia
Middle East & Turkey
Pacific, Latin American
and the Caribbean
Countries
Egypt*

Interest
6.9
6.6
3.9
3.6
16.0
2.8

2001
Principal
15.8
11.5
10.4
11.3

Total
22.7
18.1
14.3
14.9

Interest
5.6
8.7
3.3
3.2

32.7
10.2

48.7
13.0

11.5
2.7

2002
Principal
13.7
13.5
9.4
8.3
28.2
14.8

Total
19.3
22.2
12.7
11.5
39.7
17.5

Source: World outlook- April 2003- Statistical Section.
* According to BOP data.

New commitments on all types of loans and credit facilities totaled US$
1.5 billion during the FY 2002/2003. International and regional institutions
accounted for the bulk (US$ 0.9 billion) or 63.3% of the total, mostly extended
by the European Investment Bank, Islamic Development Bank, the Kuwaiti
Fund for Arab Economic Development, and the Arab Fund for Economic and
Social Development. Commitments on suppliers’ and buyers’ medium- and
long-term credit reached US$ 397 million or 27.1 % of the total. In the
meantime, commitments on bilateral loans- mainly concessional- reached US$
141 million, representing 9.6% of the total.
2/8- Local SWIFT Service and Activity of Clearing Houses
The number of local banks using the SWIFT service to make interbank
transfers and payment orders in local currency reached 52, up to the end of June
2003. In FY 2002/2003, the value of transfers made through this service rose to
LE 998.2 billion, or 216.9 thousand transfers, against LE 996.8 billion, covering
376.7 thousand transfers during the previous FY.
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Statistics of the CBE clearing houses in Cairo, Alexandria and Port Said,
through which interbank cheques are settled, show a rise in the number of
cheques exchanged, and a drop in their value during FY 2002/2003, compared
with a year earlier.
CBE Clearing Houses Activities
Years
1997/98
1998/99
1999/2000
2000/2001
2001/2002
2002/2003

Number of Cheques
(000’s)
8102
8377
8555
8228
7918
10025

Value of Cheques
(in LE mn)
323960
350246
338083
292168
270543
244581

Change in
Number
Value
1.4
20.4
3.4
8.1
2.1
(3.5)
(3.8)
(13.6)
(3.8)
(7.4)
26.6
(9.6)

The number of cheques increased to 10.0 million, totaling LE 244.6
billion during the year under review, against 7.9 million cheques and LE 270.5
billion during the previous FY.
As an outcome of the increase in the number of cheques by 26.6%, and
the drop in their value by 9.6%, the average value per cheque fell to LE 24.4
thousand, against LE 34.2 thousand a year earlier.
2/9- Human Resources Development
The CBE gives human resources development top priority. This is
because raising the efficiency of working staff in the banking system, prepares
them to better assimilate the ongoing innovations and developments in all
banking systems around the world. Within this context, qualification and
professional development training programs for bankers, provided directly by
the CBE and the Banking Institute, are being developed on a regular basis.
2/9/1- CBE Programs
The number of trainees admitted to programs provided by CBE, were
3075 during FY 2002/2003. The specialized programs that were offered
covered 100 training courses, with a particular emphasis on the banking
business. These programs were given mornings and evenings, on specialized
fields of banking business both in Arabic and English. The number of courses
organized in Cairo and Alexandria was 57, with 1471 trainees attending.
Another 9 courses were organized for the banking staff in other governorates
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(Aswan, Assuit, Port Said, Mansoura, and Tanta), with 517 trainees attending.
In addition, 19 courses of foreign language courses (English, French, and
translation) were organized, with 569 trainees attending. The CBE also offered
15 pre-promotion programs for all staff ranks to 518 employees.
CBE Training Programs
2000/2001
Number
Courses
Participants

-Programs for the
Banking Sector Staff
• Pre-promotion
programs for all
ranks
• Training programs on
specialized fields of
banking business
(Cairo & Alexandria)
• Training programs on
specialized fields of
banking business
(governorates)
• Foreign language
programs
• Additional programs
(unscheduled in the
training plan)
Tenders and auctions
Developing work
systems in the
administrative
affairs
-Programs for the
CBE Staff, through:
• The Banking Institute
• Other training entities
(British Council and
French Centre)
• Missions abroad
• The CBE computer
lab., Mohandesseen
Total

2001/2002
Number
Courses
Participants

2002/2003
Number
Courses
Participants

148

4164

130

4054

100

3075

19

614

24

789

15

518

65

1932

53

1648

57

1471

12

730

11

771

9

517

52

888

34

631

19

569

-

-

-

-

-

-

-

-

3

68

-

-

-

-

5

147

-

-

1144

1214

1367

826

849

1083

133
79

249
116

190
94

106

-

-

5308

5268

4442
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During the year under review, 1083 employees from the CBE were
trained at the Banking Institute, and 190 in other training centers (domestic
centers, the British Council and the French Cultural Centre). The CBE, also, has
sent 94 participants abroad to attend training courses organized by regional and
international institutions.

Number of Participants in the CBE Training Programs
For the
Banking
System
For the CBE
through :

6000
5000
4000

The Banking
Institute

3000

Local Entities

2000
1000

Abroad
Missions

0
2000/2001

2001/2002

2002/2003

2/9/2- The Activity of the Banking Institute
The Banking Institute organizes its training programs, with the objective
of developing the professional skills and experiences of staff working in the
banking, financial and monetary fields in Egypt, and some Arab and foreign
countries. These programs are offered at three levels: the preliminary and
qualifying programs; the specialized programs; and other tailored courses for
different managerial levels. In addition, other supplementary courses (computer
and information systems and English language) are offered at its headquarters in
Nasr City, Cairo and its other branches in Mohandesseen, Alexandria and Port
Said.
Number of Participants in the
Banking Institute Programs
Short-term training
Educational certificate
English language
Total

2000/2001
14724
398
260
15382

2001/2002
16110
743
362

2002/2003
16785
812
454

17215

18051
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The number of participants in all courses and programs organized by the
Banking Institute during FY 2002/2003 has reached 18051, up by 836, or 4.9%
over the previous year.
Short-term programs accounted for the largest share of the Institute’s
programs, as they enrolled 16875 participants or 93% of all participants,
showing an increase of 675 participants or 4.2% during the year under review.
These programs covered all direct and supervisory banking activities. Equally
important were the programs on banking management of all types and levels, as
well as contractual and special programs organized in Egypt or abroad.

Number of Participants in the Banking Institute Training Programs

18000
16000
14000
12000
10000
8000
6000
4000
2000
0

Short - term training
Educational
certificate
English language

2000/2001

2001/2002

2002/2003

Among its various contributions, in Egypt and abroad, the Institute, in
collaboration with the Chartered Institute of Bankers, Edinburgh, Scotland, has
been organizing some courses for obtaining a diploma in Financial Services for
bankers in Cairo since May 2000 to the present.
As an endeavor to develop language proficiency for banking staff, the
Institute has developed a comprehensive language program; namely “Business
Communication for Bankers” divided into five levels. Each level covers 60
training hours and was attended by 387 students. The Institute has also
organized a special program for “TOEFL Preparation”, divided into three levels,
with 100 training hours for each level, and with 67 participants attending. Other
courses in English designed for developing administration and communication
skills were offered, with 80 participants attending.
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To prepare banking calibers for senior posts, the Institute, during the year
under review, has organized the 8th Round for “Senior Bankers”. Twenty-two
senior bankers from twelve banks participated in this program. In addition,
sixteen programs (under Law no. 5 for the year 1991) were given to senior-post
candidates at the Central Bank of Egypt and public commercial and specialized
banks, with 399 senior bankers participating.
The Institute continued to organize special contractual programs tailored
according to the special needs of banks and institutions. These amounted to 57
programs, and were attended by 1838 participants and lasted for 2198 training
hours. These programs were over and above the programs already organized for
the staff of financial authorities and institutions.
Among the Institute’s most important achievements during the year, is the
organization of a number of advanced programs, covering various banking
fields, in collaboration with an elite selection of international bankers and
experts. Many seminars were held to clarify the notions of new procedures taken
during the year in the field of combating money laundering, companies’
governance from a banking perspective, the assessment of monetary and
banking policy and the Basle Committee new proposals, with the participation
of banking experts from Egypt and international financial institutions.
Within the context of the Institute’s endeavor to increase the use of
technology, the banks’ computers at the training departments were linked to
their main computers. In addition, the Institute launched its website (in Arabic
and in English) to announce, among other things, its training schedules and
programs, and to continuously update them. Furthermore, the library of the
Institute has been provided with an access to the internet to ensure a speedy
access to information.
To improve the quality of training and educational programs and to
introduce new activities, the Banking Institute has established, during the year, a
new department for development and follow-up, attached to the Research Unit,
to enhance its capabilities. The Institute has also issued a publication called
“Link” that covers the findings and themes of the workshops and seminars
organized by the Research Unit.

Chapter 3:

Banking Developments
3/1 3/2 3/3 3/4 3/5 -

Banks’ Financial Position
Deposits
Lending Activity
Banks’ Cash Flows
Indicators of Bank Performance
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Chapter Three
Banking Developments
3/1- Financial Position
The aggregate financial position of banks improved during FY
2002/2003, by LE 82.5 billion, or 16.6%, to reach LE 577.9 billion at the end of
June 2003, against an increase of LE 67.1 billion or 15.7% during the previous
year.
Aggregate Financial Position of Banks
(LE mn)

End of June
Cash
Securities and investments
Balances at banks abroad
Balances at CBE
Balances at local banks
Loan and discount balances
Other assets
Assets = Liabilities
Capital
Reserves
Provisions
Long-term loans and bonds
Obligations to banks abroad
Obligations to CBE
Obligations to local banks
Deposits
Other liabilities

1999
2000
2001
2002
3220
3431
3485
4453
60114 60818 71142 87726
16106 17776 16252 20002
31802 35965 48743 57575
13296 13435 18304 25669
204132 226776 241470 266100
22956 24137 28966 33939
351626 382338 428362 495464
11373 11764 12038 12531
8132
9226 10156 11238
25984 27554 31200 35869
9147 10579 11922 14057
11306
9970 11486 11830
9145 11572 10638 11277
12268 12638 17520 23817
237343 260429 291225 340868
26928 28606 32177 33977

2003
5557
111337
29798
84642
26232
284722
35650
577938
18155
11805
40099
14866
16248
10301
25277
403144
38043

On the side of liabilities, the increase was mainly ascribed to a rise in
deposits by LE 62.3 billion, in equities by LE 6.2 billion, in obligations to banks
abroad by LE 4.4 billion, in provisions by LE 4.2 billion, in other liabilities by
LE 4.1 billion and in obligations to local banks by LE 1.5 billion.
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Relative Structure of Liabilities
(LE mn)

End of June
Capital
Reserves
Provisions
Long-term loans and bonds
Obligations to banks in Egypt
Obligations to banks abroad
Total deposits
Other liabilities
Total liabilities

Relative
Change During
Importance
2002
2003
2001/2002
2002/2003
%
%
Value
% Value
%
2.5
3.1
493
4.1 5624
44.9
2.3
2.0 1082
10.7
567
5.0
7.2
6.9 4669
15.0 4230
11.8
2.8
2.6 2135
17.9
809
5.8
7.1
6.2 6936
24.6
484
1.4
2.4
2.8
344
3.0 4418
37.3
68.8
69.8 49644
17.0 62276
18.3
6.9
6.6 1799
5.6 4066
12.0
100.0
100.0 67102
15.7 82474
16.6

The increase on the assets side reflected a rise in the following items:
banks’ balances at the CBE by LE 27.1 billion; securities and investments by
LE 23.6 billion; loan and discount balances by LE 18.6 billion; balances at
banks abroad by LE 9.8 billion; and other assets by LE 1.7 billion.
Banks’ portfolio investment in the year under review expanded by
LE 23.6 billion or 26.9%, to reach LE 111.3 billion or 19.3% of aggregate
financial positions of banks at the end of June 2003. Most of the rise was in
treasury bills that increased by LE 13.9 billion. Banks’ investment in
government bonds in local currency stepped up by LE 4.2 billion as a result of
the rise in the capital of public sector banks against bonds issued by the Ministry
of Finance. Banks’ investments in government bonds in foreign currencies
increased by the equivalent of LE 5.0 billion. Their investment in foreign
securities rose as well by the equivalent of LE 1.6 billion, and in nongovernment bonds by the equivalent of LE 0.7 billion. In contrast, investment in
corporate equities declined by LE 1.8 billion.
The structure of banks' portfolio at the end of June 2003 indicates that the
share of treasury bills was 48.2 %, government bonds 30.3 %, corporate equities
12.0 %, foreign securities 5.5 % and non-government bonds 4.0 %.
Transactions of banks in Egypt with their correspondents abroad during
2002/2003 revealed an improvement in net credit position with their
correspondents. This position rose by LE 5.4 billion worth, to reach LE 13.6
billion worth at the end of June 2003, against LE 8.2 billion at the end of June
2002.

51
Central Bank of Egypt – Annual Report 2002/2003

Relative Structure of Assets
(LE mn)

End of June
Cash
Securities and investments,
of which:
Egyptian treasury bills
Government securities,
excl. bills
Balances at banks in Egypt
Balances at banks abroad
Loan and discount balances
Other assets
Total assets

Relative
Change During
Importance
2002 2003
2001/2002
2002/2003
%
% Value
% Value
%
0.9
1.0
968
27.8 1104
24.8
17.7

19.3 16583

23.3 23611

26.9

8.0

9.3 11298

39.7 13911

35.0

4.9
16.8
4.0
53.7
6.9
100.0

5.8 3524
19.1 16198
5.1 3750
49.3 24630
6.2 4973
100.0 67102

16.9 9243
24.2 27630
23.1 9796
10.2 18622
17.2 1711
15.7 82474

37.8
33.2
49.0
7.0
5.0
16.6

3/2- Deposits
Deposits at banks grew by LE 62.3 billion, or 18.3%, during FY
2002/2003, against LE 49.6 billion, or 17.0 % during the previous FY, to reach
LE 403.1 billion, or 69.8 % of their aggregate financial position at the end of
June 2003. Local currency deposits amounted to LE 278.2 billion at the end of
June 2003, with an increase of LE 28.1 billion, or 11.2 %, against LE 31.9
billion, or 14.6% during the previous FY. Foreign currency deposits reached the
equivalent of LE 124.9 billion at the end of June 2003, with an increase of
LE 34.2 billion (LE 29.1 billion of which were attributed to the change in the
Egyptian pound exchange rate), or 37.7 %, against an increase equivalent to
LE 17.8 billion, or 24.4 % during the previous FY.
Distribution of LE deposits by sector during the year showed that the
household sector contributed 78.2 % of the rise. The sector's deposits escalated
by LE 21.9 billion, or 13.2 %, to reach LE 187.6 billion, or 67.4 % of total
deposits in local currency at the end of June 2003. Deposits of the government
sector also augmented by LE 7.5 billion, or 19.4 %, whereas those of the public
and private business sectors witnessed a decrease of LE 1.5 billion.
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LE bn

Deposits in local currency with Banks
End of June
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The rise in foreign currency deposits during the year was mainly derived
from the pick-up in the deposits of the household sector by the equivalent of LE
22.3 billion, or 40.8 %, to reach LE 77.1 billion, representing 61.7 % of total
foreign currency deposits at the end of June 2003. Deposits of the government
sector went up by the equivalent of LE 5.6 billion, or 42.4 %, of the private
business sector by the equivalent of LE 5.8 billion, or 29.6 %, and of the public
business sector by the equivalent of LE 0.7 billion, or 31.2 %. Meanwhile,
deposits of the foreign sector decreased by the equivalent of LE 0.2 billion, or
21.1%.
Deposits at Banks by Sector
(LE mn)

End of June
Total
Government sector
Public business sector
Private business
sector
Household sector
Foreign sector

Local Currency
2001
2002
2003
218237 250106 278179
31064
38578
46071
12814
13930
13929

Foreign Currencies
2001
2002
2003
72987
90762 124965
10943
13328
18977
2580
2194
2878

29079
144986
294

17565
40782
1117

31594
165648
356

30087
187594
498

19426
54775
1039

25179
77111
820
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3/3- Lending Activity
Lending activity accounts for a considerable part of banks’ investments,
as it has represented 49.3% of the aggregate financial position of banks at the
end of June 2003. Banks’ credit facilities reached LE 284.7 billion, with an
increase of LE 18.6 billion (only LE 3.2 billion after excluding the exchange
rate changes) or 7.0% during FY 2002/2003, against LE 24.6 billion or 10.2%
during the previous FY.
Distribution of credit facilities by currency revealed a rise of LE 5.7
billion, or 2.7% in local currency, to reach LE 218.7 billion, or 76.8% of total
credit at the end of June 2003. Facilities offered in foreign currencies increased
by the equivalent of LE 12.9 billion, or 24.4% (or contracted by the equivalent
of LE 2.5 billion, or 4.6%, excluding the exchange rate changes), to reach the
equivalent of LE 66.0 billion.
Breakdown of LE credit by debtor revealed that the private business
sector accounted for the largest share of LE 4.7 billion, or 82.2% of the total. An
increase was seen in the loans granted to the household sector by LE 1.1 billion,
and to the public business sector by LE 1.0 billion. Meanwhile, credit to the
government sector decreased by LE 0.9 billion and to the foreign sector by LE
0.2 billion.
Against this background, it is clear that the private business sector still
accounts for the largest share of local currency offered by banks, accounting for
68.2% of the total credit at the end of June 2003. The household sector followed
with 15.2%, public business sector with 12.3%, the government sector with
4.1%, and the foreign sector with 0.2% at the end of June 2003.
Concerning the foreign currency credit, the private business sector, as
well, accounted for the main portion, receiving 77.0% at the end of June 2003.
The public business sector followed, with 12.2% of total credit, then the
government sector with 6.4%, the foreign sector with 2.3%, and finally the
household sector with 2.1% at the end of June 2003.
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Credit by Borrowing Sector
(LE mn)

Local Currency
2001
2002
2003

End of June
Total
Government sector
Public business sector
Private business sector
Household sector
Foreign sector

LE bn

193981
9521
24742
128618
29777
1323

213008
9901
25831
144446
32225
605

218696
9049
26835
149118
33285
409

Foreign Currencies
2001 2002
2003
47489 53092
3853 4661
4198 5060
36388 40670
988 1070
2062 1631

66026
4248
8051
50827
1350
1550

Credit by borrowing sector
End of June

400
Foreign sector

360
320

Household
sector

280
240
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business sector

200
160

Public business
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120
80
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40
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Breakdown of local currency credit by economic activity during the year
showed that the share of the services sector edged up by LE 4.2 billion, bringing
its indebtedness to LE 58.6 billion, or 26.8% of total local currency credit at the
end of June 2003. The manufacturing sector obtained LE 1.1 billion, with its
total debt reaching LE 74.3 billion, or 34%, and the trade sector received LE 0.3
billion, with a total debt of LE 47.5 billion, or 21.7%. Those granted to the
agriculture sector declined by LE 0.6 billion, confining its debt to LE 4.5 billion,
or 2.1%.
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As regards the foreign currency credit, the manufacturing sector received
40.6% of the total at the end of June 2003. The services sector obtained 36.9%,
the trade sector 17.5%, and the agriculture sector 0.7% at the end of June 2003.
Credit by Economic Activity
(LE mn)

End of June
Total
Agriculture
Manufacturing
Trade
Services
Unclassified sectors

LE bn

Local Currency
2001
2002
2003
193981

213008

4749

5166

64950

Foreign Currencies
2001
2002
2003

218696 47489

53092

66026

554

550

447

73178

74269 19772

20561

26782

42797

47251

47530

7983

9175

11557

50260

54325

58546 16124

20097

24341

31225

33088

33830

2709

2899

4521

3056

Credit by economic activity
End of June

400
Unclassified
sectors

360
320

Services

280
240

Trade

200
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Manufacturing

120
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40
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Distribution of loans and advances (excluding discount) by maturity
revealed a rise of LE 19.2 billion in loans extended by banks during the year, to
reach LE 283.4 billion at the end of June 2003. This was ascribed to a rise of
LE 12.4 billion in the more-than-one-year loans, to reach LE 113 billion, or
39.9% of the total at the end of June 2003. It was also ascribed to an increase of
LE 6.8 billion in loans of one year or less, to reach LE 170.5 billion, or 60.1% of
the total.
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3/4- Banks’ Cash Flows
According to the statement of banks’ cash flows during FY 2002/2003,
domestic transactions realized a surplus of LE 6.9 billion, versus a deficit in the
same amount in foreign transactions. Banks’ resources from domestic
transactions reached LE 79.0 billion, while uses amounted to LE 72.1 billion.
Meanwhile, resources under foreign transactions posted LE 4.4 billion, and uses
reached LE 11.3 billion.
Over the course of FY 2002/2003, most of the resources of domestic
transactions were represented in deposits at banks, which grew by LE 62.3
billion, in other obligations by LE 8.3 billion, in increasing equities by LE 6.2
billion, in obligations to banks in Egypt by LE 1.5 billion, and in loans and
bonds by LE 0.8 billion. The rise in uses, on the other hand, was concentrated in
cash and balances at the CBE by LE 28.2 billion, portfolio investment by LE
22.1 billion, lending and discount balances by LE 18.6 billion and other assets
by LE 1.7 billion.
As for foreign transactions during FY 2002/2003, resources were
concentrated in the rise in obligations to banks abroad by the equivalent of LE
4.4 billion. On the other hand, uses were an outcome of the rise in assets by the
equivalent of LE 11.3 billion, as a result of the increase in balances at banks
abroad by the equivalent of LE 9.8 billion and portfolio investment by the
equivalent of LE 1.5 billion.
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Banks’ Cash Flows Statement*
During

(LE mn)

2001/2002

2002/2003

66758

79032

66758

79032

49644

62276

639

-

Obligations to banks in Egypt

6297

1460

Capital accounts (equities)

1575

6191

Loans and bonds

2135

809

Other obligations

6468

8296

-

-

Portfolio investment

-

-

Balances at local banks

-

-

63213

72103

-

976

First: Domestic Transactions
1- Total Resources
a- From the Increase in Obligations (Liabilities)
Deposits
Obligations to the CBE

b- From the Decrease in Assets

2- Total Uses
a- In Reducing Obligations
Obligations to the CBE
Obligations to banks in Egypt

976
-

-

63213

71127

9802

28171

16441

22060

7364

563

24630

18622

Other assets

4973

1711

Surplus (+) or deficit (-) (1-2)

3545

6929

344

4418

344

4418

344

4418

b- From the Decrease in Assets

-

-

Balances at banks abroad

-

-

Portfolio investment

-

-

3889

11347

-

-

-

-

3889

11347

139

1551

3750

9796

-3545

-6929

b- In Increasing Assets
Cash and balances at the CBE
Portfolio investment
Balances at local banks
Lending and discount

Second: Foreign Transactions
1- Total Resources
a- From the Increase in Obligations
Obligations to banks abroad

2- Total Uses
a- In Reducing Obligations
Obligations to banks abroad
b- In Increasing Assets
Portfolio investment
Balances at banks abroad
Surplus (+) or deficit (-) (1-2)

*The figures in this statement are confined to the change in the balance at end of the year and that at end of
the preceding year.
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3/5 - Indicators of Bank Performance
The Central Bank of Egypt assesses the soundness of bank performance
by tracking a set of internationally recognized indicators that measure a bank's
capital adequacy and asset quality, especially the lending assets and bank
profitability. They also gauge banks’ compliance with the liquidity and reserve
requirement ratios established by the CBE in its capacity as the regulatory
authority.
Hereinafter, are the results of the performance of banks in each area
according to the financial position at the end of June 2003.
3/5/1- Capital Adequacy Ratio
According to this indicator, banks registered with the CBE –excluding
foreign branches– are obliged to abide by the established ratio of capital (core
and supplementary) to risk-weighed assets and contingent liabilities at any date.
This ratio is set by the regulatory authority in charge, the CBE, within a
minimum limit of 10%.
Follow up of banks' compliance with this criterion showed that all banks
combined observed the 10% minimum requirement ratio, recording 11.1%, of
which core capital accounted for 9.0% and supplementary capital for 2.1%.
3/5/2- Asset Quality
This indicator checks banks' ability to effectively employ its resources
and to cover its loans. It is primarily concerned with loan quality, since lending
is the main banking activity. Follow up of bank performance in this area
revealed that loan provisions/total loans reached 12.3% at the end of June 2003,
up from 11.3% at the end of June 2002, whereas total provisions/total assets
posted 7.6% against 8.0% in the same period.
3/5/3- Profitability
This measure reflects the size of bank profits and the bank's ability to
augment equities thereto and distribute dividends on its shareholders. Central
banks usually suspend any profit distribution in case banks are faced with bad
assets and nonperforming loans not adequately covered by provisions. The
follow up of banks profitability reveals the following:
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A- Banks whose fiscal year ends June 30
- Net profits for the FY ending June 30, 2002 amounted to LE 852 million,
down from LE 1050 million. These banks augmented their provision
balances by charging close to LE 2353 million to their income statement for
FY 2002.
- Banks' net profits /equities (average) represented 7.2% at the end of June
2002 against 9.6% at the end of the previous FY. Banks’ net profits/assets
(average) constituted 0.3% against 0.4%.
B- Banks whose fiscal year ends Dec. 31
- Banks’ net profits for the FY ending Dec. 31, 2002 posted LE 1322 million
against LE 1762 million in the preceding FY. These banks augmented their
provision balances by charging an amount hovering around LE 1825.3
million to their income statement for FY 2002.
- Banks' net profits/equities (average) recorded 10.6% at the end of Dec.
2002 against 15.1% at the end of Dec. 2001. In the meantime, their net
profits/assets (average) reached 0.7% against 1.0%.
3/5/4- Liquidity and Reserve Requirement Ratios
According to Item (2/5) of the report, all banks combined have not
exceeded the minimum requirements of the liquidity ratios in local currency
(20%) and foreign currencies (25%). Within this context, the average liquidity
ratio in local currency was 30.5%, and 53.4% in foreign currencies.
With reference to other related liquidity indicators, the ratio of cash and
balances at the CBE to customers' deposits in the whole banking sector recorded
22.4% at the end of June 2003. This proves that banks have met both the reserve
requirement ratio (14%) and their commitment to place foreign currency
deposits at the CBE as required. On the other hand, the high level of the reserve
balances is indicative of the ability of the banking system as a whole to fulfill its
obligations and provide adequate protection to the society's funds held
therewith.
Loans to customers represented 70.8% of customers' deposits at all banks
combined. While this indicator is not based on predetermined and fixed criteria,
it is to be noted that the internationally accepted reference ratio ranges between
60% and 65%.
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3/5/5- Main Indicators of the Aggregate Financial Position of Banks
(%)

Indicator
1 Liquid assets/customers' deposits
2 Claims on banks in Egypt/claims of banks in Egypt
3 Customers' loans/customers' deposits
4 Claims on banks abroad/claims of banks abroad
5 Foreign assets/foreign liabilities and equities

End of June
2002

End of June
2003

49.7

53.4

128.1

101.5

72.8

70.8

167.9

183.0

99.7

100.7

20.8

21.1

4.8

5.0

13.7

13.4

6 Claims on banks abroad/claims of banks abroad +
customers’ deposits in foreign currencies

7 Equities */assets (average)
8 Contingent liabilities/total assets
* Capital, reserves and retained profits.

Chapter 4 :

Domestic Economic Developments
4/1- Economic Growth
4/2- Inflation
4/3- Consolidated Fiscal Operations of the General
Government
4/4- The Balance of Payments and Foreign Trade
4/5- The Stock Exchange
4/6- The Insurance Sector
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Chapter Four
Domestic Economic Developments
4/1: Economic Growth
Because of the global economic recession and the war of Iraq, negative
expectations have dominated the world economic conditions during FY
2002/2003. Therefore, a number of policies and actions were taken to alleviate
the impact of these conditions on the domestic economy and to enable it to
achieve sustainable development. This included activating markets, stimulating
investment, and undertaking structural and legislative reforms in some economic
sectors. Such policies and actions have helped maintain the GDP real growth
rate at factor cost during FY 2002/2003 at the 3.2% level of the previous year.
The GDP real growth rate at market price slightly declined from 3.2% in the
previous FY to 3.1% in the year under review. This was attributable to the
decline in the growth rate of the net indirect taxes to 1.5% during the year,
against 3.0% during the previous FY.
GDP and Real Growth Rate
(value at prices of base year 2001/2002)

GDP at factor cost (LE bn)
Growth rate (%)
GDP at market price (LE bn)
Growth rate (%)

2001/2002
354.5
3.2
381.7
3.2

2002/2003
365.8
3.2
393.4
3.1

4/1/1: GDP by Sector
According to the Ministry of Planning data, the relative weight of productive
sectors accounted for 50.8% of GDP. The manufacturing sector was the
principal contributor to GDP, with a share of 19.7%, followed by the agriculture,
irrigation and fishing sector with 16.4%, then came mining and petroleum sector
with 8.3%.
The relative weight of the service sectors represented 49.2% of total GDP. The
most important activities generating this output were the wholesale and retail
trade sector that accounted for 12%, followed by the general government
services sector (9.9%), the transportation, communications and storage sector
(6.8%), then the sector of financial intermediation and support activities (5.9%).
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Relative Importance of Sectors in GDP
(value at prices of base year 2001/2002)

2001/2002
Value
(LE bn)

Productive Sectors, of which:
Agriculture, irrigation and
fishing
Mining and crude petroleum
Manufacturing and petroleum
products
Service sectors, of which:
Transportation,
communications and storage
Wholesale and Retail Trade
Financial intermediation & support activities
General government

2002/2003

Relative
Importance

Value
Relative
(LE bn) Importance

181.8

51.3

185.8

50.8

58.4
29.3

16.5
8.3

60.0
30.2

16.4
8.3

70.1
172.7

19.8
48.7

71.9
180.0

19.7
49.2

23.8
43.0

6.7
12.1

24.9
43.8

6.8
12.0

21.1
35.3

6.0
9.9

21.6
36.2

5.9
9.9

Real growth rates by sector indicate that productive sector activities
recorded 2.2% during FY 2002/2003. Electricity posted the highest rate of 7.8%,
owing to the expansion in the fields of electricity production and distribution.
However, the other activities achieved growth rates ranging between 2.6% and
5.0%, except for the construction and building sector whose growth rate
declined by 4.8%.
GDP of Productive Sectors and Real Growth Rates
2001/2002
Value
(LE bn)

Productive Sectors:
Agriculture, irrigation and fishing
Mining and crude petroleum
Manufacturing and petroleum products
Electricity
Water
Construction and building

181.8
58.4
29.3
70.1
5.9
1.5
16.6

2002/2003
Value
Growth Rate
(LE bn)
%

185.8
60.0
30.2
71.9
6.4
1.6
15.7

2.2
2.8
2.8
2.6
7.8
5.0
-4.8
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Service sector groups achieved a growth rate of 4.2%, exceeding thereby
the real growth rate of GDP. The growth rates of most of the activities increased,
especially the Suez Canal (23.1%); restaurants and hotels (18.8%); and
transportation, communications and storage (4.9%).
GDP of Service Sectors and Real Growth Rates
2001/2002
Value
(LE bn)

Service Sectors
Transportation, communications and
storage
The Suez Canal
Wholesale and retail trade
Financial intermediation and support
activities
Insurance and social security
Restaurants and hotels
Real estate activities
General government
Education, health, and social, cultural
and recreation work, and personal
services

2002/2003
Value
(LE bn)

Growth Rate
%

172.7

180.0

4.2

23.7
8.2
43.0

24.9
10.1
43.8

4.9
23.1
1.9

21.1
9.1
6.5
13.9
35.3

21.6
9.4
7.7
14.0
36.2

2.3
3.0
18.8
0.8
2.7

11.9

12.3

3.1

As the State continued its policy to support the role of the private sector in
development, the growth rate in the GDP of this sector reached 2.9% during the
FY 2002/2003. Such a growth rate is satisfactory, especially under the
unfavorable circumstances surrounding the implementation of the plan of this
year.
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Relative Importance of the Public and
Private Sectors in GDP
(%)
2001/2002
Public
Private

GDP
Productive sectors, of
which:
Agriculture, irrigation and
fishing
Mining and crude
petroleum
Manufacturing and
petroleum products
Construction and building
Service Sectors, of
which:
Transportation,
communications and
storage
Wholesale and retail trade
Financial intermediation
& support activities
Real estate activities
General government
GDP Growth Rate

2002/2003
Public
Private

27.9

72.1

28.1

71.9

14.0

86.0

14.0

86.0

0.4

99.6

0.4

99.6

5.4

94.6

5.4

94.6

13.5
41.5

86.5
58.5

13.3
41.4

86.7
58.6

43.0

57.0

43.0

57.0

16.8
4.2

83.2
95.8

16.6
4.2

83.4
95.8

65.1
4.1
100.0
1.1

34.9
95.9
0.0
4.0

65.7
4.1
100.0
3.8

34.3
95.9
0.0
2.9

An analysis of the GDP generated by the private sector shows its trend
towards the activities of the productive sectors (61.0% of its GDP) during this
year. Its activities in the service sectors represented only 39.0% of its GDP.
As a reflection of the emphasis of the private sector on the activities of
the productive sectors, its share in the output of these sectors has reached 86.0%,
while the public sector shared with only 14.0%. The contribution on the part of
the private sector was pronounced largely in the agriculture, irrigation and
fishing sector, the mining and petroleum sector, and the manufacturing sector.
As for the activities of the service sectors, the private sector contributed
57.0% to their output; while the public sector contributed 43.0%. The
contribution of the private sector has been concentrated in the sectors of real
estate; wholesale and retail trade; and transportation, communications and
storage.
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4/1/2- GDP by Expenditure
The policies, implemented during the FY 2002/2003 to rationalize the
public expenditure, have been effective with respect to public consumption. A
follow up of the GDP expenditure reveals that the final consumption dropped to
2.6% against 2.7%. This was due to the fact that the growth rate of the public
consumption was limited to 2.9% against 5.0%, while that of the private
consumption slightly increased to 2.5% against 2.4% as compared with the
previous FY.
Moreover, the gross capital formation under these policies retreated 1.7%,
owing to a 3% decline in investment and an increase in the inventory change by
47.1%. This helped maintain the growth rate in the GDP during the year at the
same level of the previous FY.
Accordingly, the growth rate of the gross public expenditure has fallen to
1.8% against 3.1%. This led to narrowing the domestic resources gap to 2.4% of
GDP at market price in the year of the report, compared with 3.7% during the
preceding FY.
GDP by Expenditure
(value at prices of base year 2001/2002)
2001/2002
2002/2003
Structure Growth

Growth

%

Rate
%

(LE bn )

%

Rate
%

326.6
45.2
281.4
69.2
67.5
1.7

85.5
11.8
73.7
18.1
17.7
0.4

2.7
5.0
2.4
5.0
5.5
(12.5)

335.0
46.5
288.5
68.0
65.5
2.5

85.1
11.8
73.3
17.3
16.7
0.6

2.6
2.9
2.5
(1.7)
(3.0)
47.1

395.8
381.7
(14.1)
55.1

103.7
100.0
(3.7)
14.5

3.1
3.2
(1.4)
6.1

403.0
393.4
(9.6)
58.4

102.4
100.0
(2.4)
14.9

1.8
3.1
(31.9)
6.0

(LE bn)

1- Final Consumption
-Public consumption
-Private consumption
2- Gross Capital Formation
-Investments
-Inventory change
3- Gross Domestic Expenditure
(1+2)
4- GDP at Market Price
5-Domestic Resources Gap (3-4)
6-Gross Domestic Saving (4 -1)

Structure
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The fall in the relative share of the final consumption to 85.1% of GDP
has contributed to a 14.9% rise in the ratio of domestic saving to GDP in FY
2002/2003, against 14.5% in the previous FY.
4/1/3- Implemented Investments
The investments implemented (at current prices) during the year under
review totaled some LE 68.1 billion against LE 67.5 billion in the preceding FY,
with a growth rate of 0.9% . Implementation priorities have been given to
investments of the public sector (general government, economic authorities, and
the public business sector) to complete the infrastructure of the national megaprojects, according to a predetermined timetables, as well as to some other small
projects in the governorates. As such, the value of implemented investments of
the public sector amounted to LE 32.3 billion or 47.5% of total investments.
Implemented investments of the private sector amounted to LE 35.8
billion or 52.5% of the total investments, distributed among the economic
activity sectors. Real estate activities, and the sectors of electricity, water, gas,
manufacturing and petroluem products, and transportation and communications
accounted for the bulk of these investments.
Total Implemented Investments

Total Investments
Public
Private

2001/2002 2002/2003 2001/2002 2002/2003 2002/2003
Value
Structure
Growth
(LE bn)
(%)
Rate%
67.5
68.1
100.0
100.0
0.9
35.7
32.3
52.8
47.5
(9.4)
31.8
35.8
47.2
52.5
12.4

The 2.5% rise in the labor force during the FY 2002/2003 contributed to a
decline in the level of economic dependency. In this regard, the labor force
reached LE 20.2 million persons, representing 30.0% of total population against
19.7 million persons and 29.9% in the previous FY.
Moreover, the number of employees rose to 18.2 million against 18.0
million, with a growth rate of 1.1%. The agriculture, irrigation and fishing
sector absorbed 28.3% of the total, the general government sector 25.1%, the
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manufacturing sector 12.0%, and the wholesale and retail trade 8.6%. However,
unemployment rose to 9.9% during the year, from 9.0% a year earlier, because
the increase in labor force has exceeded the rise in the number of employees.
4/2 -Inflation
The annual inflation rate rose to 4.0% during FY 2002/2003 against 2.7%
a year earlier - calculated on CPI June/June basis of each year.
The inflation rate -on CPI average annual basis- increased to 3.2% against
2.4% in the previous year.
Inflation Rates
According to the Consumer Price Index (Urban)
(%)

Basis of Calculation
June/June
Annual Average

2001/2002
2.7
2.4

2002/2003
4.0
3.2

Inflation rates in Egypt’s main trade partners ranged between 0.5% and
2.9% per annum, with a weighted average - for comparison purposes - of 1.9%
during the FY 2002/2003, against 1.2% a year earlier. Such an average has been
calculated on the basis of the relative weights of Egypt’s commodity exports and
imports with those partners, with the exclusion of crude petroleum exports and
commodity grants.
Inflation in Egypt’s Main Trade Partners

USA
Germany
UK
France
Switzerland
Italy
The Netherlands
Japan
Spain
Belgium

Relative Weight of
External Trade Based on
Volume
0.434
0.112
0.095
0.083
0.072
0.073
0.045
0.033
0.032
0.021
1.000

Inflation Rates %
2001/2002
2002/2003
1.1
1.0
1.0
1.4
0.3
2.2
3.4
(0.7)
3.4
0.9
1.2

2.1
1.0
2.9
2.0
0.5
2.6
2.2
(0.4)
2.7
1.6
1.9
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4/3- Consolidated Fiscal Operations of the General Government∗
The government has continued to implement its fiscal policy, during the
FY 2002/2003. It aims at rationalizing government expenditure, with due regard
to the social dimension, especially in the area of subsidies of staple goods and
services. Moreover, this policy places a stress on developing the State financial
resources through activating the collection of the dues and overdues from tax
and customs administration, as well as combating all types of tax evasion.
According to the actual preliminary figures issued by the Ministry of
Finance, a follow up of the implementation of the consolidated fiscal operations
of the general government during FY 2002/2003, in comparison with both the
revised estimates for the year, and the actual implementation during the previous
FY, shows the following:
4/3/1- The Budget Sector
The budget sector represents the consolidated fiscal operations of the
government in a narrow sense. Total collected revenues (excluding grants) of the
budget sector (the administrative system, local administration, and service
authorities) reached about LE 83.5 billion, with a rise of 1.6% over the estimated
figure, and of 11% compared with the previous FY. Most of these revenues
(97.5%) were current revenues, amounting to LE 81.4 billion. Tax revenues
represented 70.6% of total current revenues, with a rise of 0.8% over estimates,
and 11.1% (LE 57.5 billion) compared with the previous FY. In this respect, the
collected revenues of income taxes reached 40.3% and of taxes on goods and
services 39.6%. Revenues from customs totaled 19.8%, and miscellaneous
revenues and fees 0.3%.
Non-tax revenues, constituting 29.4% of total current revenues, reached
LE 24.0 billion, 0.8% below the estimates for the whole year, and 7.3% above
the previous fiscal year. Of this amount, 52.3% was collected from profit surplus
transfers from the Suez Canal Authority, the CBE, the EGPC and some other
economic authorities. Meanwhile, 47.7% was collected from the fees against
supervising and administering the public business sector, in addition to some
other miscellaneous non-tax revenues.

∗

The concept of the general government comprises in its broader sense the budget sector, NIB, GASC, and SIFs.
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Capital revenues, mainly own-finance investments and other capital
transfers, constituted 2.5% of total revenues, with proceeds of about LE 2.1
billion, or 97.1% above the estimates, and 74.1% above the figure of the
preceding year.
Total grants (capital and current external grants) during FY 2002/2003
reached some LE 3.0 billion, 15.3% lower than the estimates for the whole year
and 20.4% below the previous FY.
Summary of Fiscal Operations of the Budget Sector
(LE mn)
Revenues

Total Revenues
Current Revenues
Tax revenues
Income taxes
Taxes on goods and
services
Customs
Other
Non-tax revenues
Capital Revenues
Grants
Total Revenues
Including Grants

2001/2002
Actual

2002/2003
Preliminary
Actual

75255
74060
51726
21625

83530
81449
57486
23189

20580
9323
198
22334
1195
3713

22782
11354
161
23963
2081
2954

78968

Expenditures

Total Expenditures
Current Expenditures
Wages & salaries
Defense outlays

Interest
Domestic
External
Other
Capital Expenditures
Lending Less Repayment
Total Expenditures
86484 Including Net Lending

2001/2002
Actual

2002/2003
Preliminary
Actual

100739
85472
28238
10218

111786
95226
31549
11215

22903
20570
2333
24113
15267
414

26849
24498
2351
25613
16560
127

101153

111913

Expenditures, excluding net lending, totaled some LE 111.8 billion, with
a slight rise of 0.7% over the estimates for the whole year, and up by 11.0% as
compared with the previous FY. It is to be noted that most of the expenditures
has not exceeded the estimated limits, except in certain items such as the subsidy
which has increased by some 16.6%, and requirements of services and goods by
some 8.7%, compared to a year earlier.
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Current expenditures accounted for 85.2% of total expenditures, reaching
LE 95.2 billion, i.e., 1.2% over the estimates and 11.4% more than the previous
FY. In this context, wages and salaries amounted to some LE 31.5 billion,
representing 33.1% of the total. However, other current expenditures reached
some LE 63.7 billion, constituting 66.9% of the total. 42.2% of these
expenditures was interest payments on domestic and external public debt, and
(17.6%) defense outlays, (16.0%) for pensions, (10.9%) for subsidy, and
(12.0%) for requirements of goods and services.
Capital expenditures, mainly the budget sector investments, amounted to
LE 16.6 billion or 14.8% of the total, 1.6% below the estimated figure for the
whole year, and 8.5% above the preceding year’s level.
As for the operations of lending and repayments, net lending stood at
LE 127 million, down by 78.9% below the estimates, and by 69.3% compared
with the previous FY.
Against this background, the overall deficit on the budget sector fiscal
operations reached some LE 25.4 billion, 1.6% below the estimates, and 14.6%
over the previous FY’s level. Such a deficit accounted for 6.3% of the GDP in
FY 2002/2003, against 5.8% a year earlier.
4/3/2- The Budget Sector, and NIB & GASC
The budget sector and NIB & GASC is the government fiscal operations
in a medium sense.
Adding the fiscal operations of the NIB and GASC to the budget sector,
total revenues, including grants, increased by some LE 13.5 billion to reach LE
100.0 billion because the non-tax revenues posted the same amount of increase.
Moreover, total expenditures, including net lending, edged up by some LE 21.5
billion to reach LE 133.4 billion, as a result of a rise in interest payments by LE
14.8 billion, and net lending by LE 7.1 billion, on the one hand, and a decline in
other current expenditures by some LE 0.4 billion, on the other. Thus, the
overall deficit widens to LE 33.4 billion, 0.5% over the estimated figure, and
18.0% over the previous year. The aforementioned overall deficit represented
8.3% of GDP, in the year under review, against 7.4% a year earlier.
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4/3/3-The Budget Sector, NIB & GASC, and SIF’s
Adding the fiscal operations of the SIF’s to the aforementioned
sectors , total revenues, including grants, rose by some LE 15.1 billion to
reach LE 115.1 billion, 0.2% over the estimate, and 10.6% more than the
previous year. As such, total revenues, including grants, reached 28.5% of GDP
against 27.4% in the preceding FY.
Total expenditures, including net lending, scaled down by some LE 8.3
billion to LE 125.1 billion, 2.9% below the estimates, and 10.1% over the
previous fiscal year. Accordingly, total expenditures, including net lending,
accounted for 31.0% of GDP against 29.9% a year earlier.
Summary of the Consolidated Fiscal Operations of the General
Government
(LE mn)

2001/2002
(Actual)
Total revenues including grants
Total expenditures including
lending
Overall Deficit or Surplus
Financing
Net External Financing
Domestic Financing
Banking
Non-banking
Unclassified

104042

2002/2003
(Preliminary
Actual)
115116

113665
-9623
9623
2537
10147
19418
-9271
-3061

125118
-10002
10002
-5434
18834
21807
-2973
-3398

net

The above mentioned developments on expenditures and revenues sides
resulted in an overall deficit of LE 10.0 billion; 28.1% below the estimates for
the year, and 3.9% over the previous FY. The deficit represents 2.5% of GDP,
the same ratio a year earlier.
Domestic finance resources (net) reached LE 15.4 billion. This amount
entirely financed the deficit and made some repayments (net) of about LE 5.4
billion.

72
Central Bank of Egypt – Annual Report 2002/2003

4/4 - The Balance of Payments and Foreign Trade
The BOP current account has continued its improvement in FY 2002/ 2003,
as it achieved a US$ 1883.1 million surplus against US$ 614.2 million in the
previous fiscal year. This was basically attributed to the stronger
performance of both trade and service balances. The trade balance deficit
narrowed by US$ 900.7 million to reach only US$ 6.6 billion, owing to higher
petroleum and non-petroleum exports. Service balance surplus also rose by
US$ one billion, or 26.1%; whereas net unrequited transfers decreased by 15.1%
to US$ 3.6 billion.
Capital and financial transactions with the external sector realized a net
outflow of US$ 2.7 billion, against some US$ one billion in the previous FY.
A key factor behind that increase was the pick-up in net outflows of other assets
and liabilities from US$ 2.3 billion to US$ 3.1 billion. Also, foreign investment
(portfolio and FDI) in Egypt registered net inflows of US$ 295.4 million against
US$ 1427.1 million during the previous FY.
Due to the aforementioned, transactions with the external sector during
FY 2002/2003 have revealed a BOP overall surplus of US$ 546.0 million
against an overall deficit of US$ 456.4 million. This was positively reflected on
foreign currency reserve assets with the CBE.
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Balance of Payments
(US$ mn)

FY
Current account
Current account(excl. transfers)
Trade balance
Exports**
- Oil and products
- Non-oil Exports
Imports**
- Oil imports
- Other imports
Service balance
- Receipts, of which:
Transportation, of which:
Sues Canal dues
Travel
Investment income
- Payments, of which:
Transportation
Investment income
Transfers
Official (net)
Private (net)
Capital and financial transactions
Direct investment in Egypt (net)
Direct investment abroad
Portfolio investment in Egypt (net)
Portfolio investment abroad
Other investments (net)
Errors and omissions (net)
Overall balance
Change in reserve assets, increase (-)
* Provisional.
** Include exports and imports of free zones.

2001/2002
614.2
-3638.2
-7516.5
7120.8
2381.0
4739.8
-14637.3
-2476.8
-12160.5
3878.3
9618.1
2714.9
(1819.8)
3422.8
938.2
-5739.8
-420.1
-842.4
4252.4
1143.6
3108.8
-963.8
428.2
-15.2
998.9
-3.2
-2372.5

2002/2003*
1883.1
-1726.2
-6615.8
8205.2
3160.8
5044.4
-14821.0
-2313.0
-12508.0
4889.6
10441.4
2964.8
(2236.2)
3796.4
641.3
-5551.8
-392.5
-805.2
3609.3
663.6
2945.7
-2733.8
700.6
-30.0
-405.2
-15.8
-2983.4

-106.8
-456.4
456.4

1396.7
546.0
-546.0
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4/4/1-Trade Balance
During FY 2002/2003, export proceeds have revealed a marked increase
of US$ 1.1 billion or 15.2%, to reach US$ 8.2 billion. This was due to a surge
in oil export proceeds by 32.8% to reach US$ 3.2 billion, and a hike in non-oil
export proceeds by 6.4% to reach US$ 5 billion.
Import payments increased by US$ 183.7 million or 1.3%, reaching
US$ 14.8 billion. This was mainly ascribed to increased imports of all
commodity groups, excluding those of raw materials and consumer goods.

The coverage ratio of export proceeds to import payments
(%)
80.0

60.0
55.4
48.6
40.0

43.1

20.0

0.0
2000/01

2001/02

2002/03

The aforementioned developments have led to a 12% contraction in the
trade balance deficit to reach only US$ 6.6 billion in FY 2002/2003 against
US$ 7.5 billion in the previous FY.
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4/4/1/1- Commodity Distribution of Exports
Commodity export proceeds have scaled up during FY 2002/2003 by
US$ 1.1 billion, owing to the growth of oil and non-oil export earnings. Hence,
export earnings of crude oil and products moved up by US$ 779.8 million to
reach US$ 3.2 billion, mainly because of a 62.7% surge in earnings of crude oil
exports to reach US$ 1.1 billion, and a 22.8% increase in oil products to reach
US$ 1.5 billion. Bunker and jet fuel earnings rose by 14.7% to reach US$ 517.0
million.
The increase was attributed to a 47.9% rise in the exported quantities of
crude oil, simultaneous with an increase in the price of crude oil from US$
21.7 to US$ 23.9 per barrel, and in oil products per ton from US$ 174 to US$
226.1. Exported quantities of oil products, however, contracted by 5.5%.
As to non-oil export proceeds, earnings of semi-finished products
mounted by some US$ 217.1 million, or 49.3% to post US$ 657.6 million. The
pick-up was spurred by a rise in export proceeds of cast iron and its products;
organic and inorganic chemical products; carbon; aluminum (unmixed); greases,
fats, oils and products thereof; and of cotton yarn. Exports of raw cotton
considerably rose by US$ 116 million to US$ 199.2 million. Those of other raw
materials edged up by 55.5% to reach US$ 287.3 million. Exports of finished
products also went up by 2.1%, reaching US$ 3 billion as a result of higher
export earnings of pharmaceuticals, cars, tractors, bicycles, fertilizers, readymade clothes, sugar and its products, and aluminum and porcelain products.
Commodity Distribution of Exports by Degree of Processing
(US$ mn)

FY
Total
1- Fuel, mineral oils and
products
2- Cotton
3- Raw materials
4- Semi-finished goods
5- Finished goods
6-Miscellaneous items
(unclassified)

2001/2002
Value
%
7120.8
100.0

2002/2003
Value
%
8205.2
100.0

2411.0
83.2
184.8
440.5
2955.7

33.8
1.2
2.6
6.2
41.5

3195.2
199.2
287.3
657.6
3017.3

38.9
2.4
3.5
8.0
36.8

1045.6

14.7

848.6

10.4
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4/4/1/2- Commodity Distribution of Imports
Commodity import payments rose by US$ 183.7 million, at a rate of 1.3%
to reach US$ 14.8 billion, as imports of all groups, excluding those of raw
materials and consumer goods, increased. This may be explained according to
the following:
Imports of intermediate goods increased by US$ 693.4 million or 18.7% to
reach US$ 4.4 billion; as increases were seen in imports of iron and steel
products, organic and inorganic chemicals, synthetic fibers, aluminum and its
products and fertilizers. Conversely, imports of raw sugar and wood and its
products decreased.
Imports of fuel, mineral oils and their products mounted by US$ 323.2
million or 48.4%, to stand at US$ 991.2 million. The rise was mainly in oil
products, which climbed by US$ 329.8 million to reach US$ 930.7 million.
Likewise, imports of investment goods grew by US$ 156.2 million, or
5.2%, to reach US$ 3.2 billion, owing to higher imports of cars’ accessories and
spare parts, locomotives, carriages and railway equipment, lifts, bulldozers and
parts thereof, and air-conditioning equipment.
On the other hand, raw material imports fell by US$ 486.9 million, or
15.3%, to a mere US$ 2.7 billion. The drop was mainly in crude oil, tobacco,
maize, oleaginous fruits and seeds and raw cotton. By contrast, imports of
wheat, sesame and iron ore augmented.
Imports of consumer goods declined by US$ 186.8 million, or 6.7% to
reach US$ 2.6 billion. This resulted from the retreat in imports of non-durable
goods by 9.7% to reach US$ 1.8 billion. The decrease is manifested in
pharmaceuticals, ready-made clothes, wheat flour and lentil. In contrast, imports
of refined sugar and its products, fish, soap and detergents increased.
Imports of durable goods moved up by US$ 9.8 million to reach US$ 759.5
million, as a reflection of an increase in imports of cars and electric household
appliances, on the one hand, and a decrease in imports of household refrigerators
and freezers and TV sets and parts thereof, on the other.
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Commodity Distribution of Imports by Degree of Use
(US$ mn)

FY
Total
1- Fuel, mineral oils and
their products
2- Raw materials
3- Intermediate goods
4- Investment goods
5- Consumer goods:
a- Durable
b- Non-durable
6- Miscellaneous items
(unclassified)

2001/2002
Value
%
14637.3
100.0

2002/2003
Value
%
14821.0
100.0

668.0
3176.8
3702.1
3022.7
2779.4
749.7
2029.7

4.6
21.7
25.3
20.6
19.0
5.1
13.9

991.2
2689.9
4395.5
3178.9
2592.6
759.5
1833.1

6.7
18.1
29.7
21.4
17.5
5.1
12.4

1288.3

8.8

972.9

6.6

4/4/1/3- Geographical Distribution of Commodity Transactions
According to the geographical distribution of commodity transactions,
USA ranked first among the Egyptian export markets, with exports thereto
reaching US$ 3.1 billion and accounting for 37.2% of total export earnings. EU
countries came second, as exports thereto reached US$ 2.8 billion, or 34.1% of
the total. In the forefront of these countries came Italy, followed by Germany,
the Netherlands, France, UK and Spain. Arab countries accounted for US$ 934.2
million or 11.4% of exports. Iraq was on top, then Saudi Arabia, UAE, Tunisia,
Libya, Jordan, the Sudan, Morocco and finally Syria. Asian countries received
exports of US$ 859.2 million or 10.5%, with India at the lead, then Hong Kong,
Taiwan, Japan, South Korea, China and Singapore. The share of the other
European countries was only US$ 377.1 million, or 4.6% of total export
proceeds, headed by Switzerland, then Turkey, Cyprus and finally Bulgaria. The
African countries’ portion was confined to 0.9%.
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The Relative Importance of the Geographical
Distribution of Commodity Transactions
(%)

Export Proceeds
Import Payments
2001/2002 2002/2003 2001/2002 2002/2003
100.0
100.0
100.0
100.0
Total
EU countries
29.5
34.1
36.2
34.5
Other European countries
5.3
4.6
9.0
9.2
Federal Russia and CIS
0.6
0.4
1.7
1.9
USA
36.8
37.2
25.2
25.2
Arab countries
13.2
11.4
5.8
5.8
Asian countries
11.8
10.5
14.3
14.8
African countries
0.9
0.9
0.9
0.7
Other countries and regions
1.9
0.9
6.9
7.9
FY

EU countries remained the major exporter to Egypt, with imports
therefrom reaching US$ 5.1 billion and accounting for 34.5% of total import
payments. Germany came first, followed by UK, France, Italy and the
Netherlands. Imports from USA reached US$ 3.7 billion or 25.2% of the total.
Asian countries - ranking third – accounted for US$ 2.2 billion, or 14.8%, with
China atop, followed by Japan, South Korea, India and Malaysia. The other
European countries contributed only US$ 1.4 billion; i.e., 9.2% of total imports.
Switzerland ranked first, then Turkey, Romania, Poland and Cyprus. Imports
from the Arab countries reached US$ 866.3 million, or 5.8%. The UAE headed
the group, and Saudi Arabia and Algeria followed. Federal Russia and the
Common Wealth of Independent States accounted for 1.9% of total imports.
4/4/2- Service Balance and Transfers
Surplus on service balance improved notably during FY 2002/2003, thus
mounting by 26.1% to reach US$ 4.9 billion. This was an outcome of an 8.6%
expansion in service receipts, to total US$ 10.4 billion, and a 3.3% contraction
in service payments, to reach only US$ 5.6 billion.
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Service Balance
(US$ mn)

FY
Service Balance
Receipts
Transportation
Travel
Investment income
Government receipts
Other receipts
Payments
Transportation
Travel
Investment income
Government payments
Other payments

2001/2002
3878.3
9618.1
2714.9
3422.8
938.2
188.4
2353.8
5739.8
420.1
1207.9
842.4
660.4
2609.0

2002/2003
4889.6
10441.4
2964.8
3796.4
641.3
252.8
2786.1
5551.8
392.5
1372.4
805.2
455.4
2526.3

Change (-)
1011.3
823.3
249.9
373.6
(296.9)
64.4
432.3
(188.0)
(27.6)
164.5
(37.2)
(205.0)
(82.7)

The upward trend in service receipts came as a consequence of the pickup in travel, transportation, government receipts, and other receipts. Travel
receipts scaled up by 10.9%, to reach US$ 3.8 billion. This was a result of a rise
in the number of tourist nights by 16% to reach US$ 33 million nights on the
one hand, and a retreat in the average spending per tourist to US$ 115 per night
against US$ 119.9, on the other. Transportation receipts augmented by 9.2% to
reach US$ 3.0 billion, owing to higher Suez Canal tolls and government receipts
by 22.9% and 34.2%, respectively. The 18.4% rise in the other receipts, to
record US$ 2.8 billion was basically ascribed to higher invisible receipts, of the
petroleum sector, the earnings of foreign petroleum companies, other foreign
companies, legal fees, communications services, and construction and building
services. Conversely, investment income slackened by 31.6% to stand at US$
641.3 million only. The drop was due to a fall in interest on the banking
system’s deposits abroad and on interest dividends.
The 3.3% shrinkage in service payments was a reflection of the 6.6%
decrease in transportation payments, to reach only US$ 392.5 million. Lower
transportation payments were, in turn, caused by a decline in the amounts
transferred by Egyptian navigation companies and a fall in government
payments by 31% to reach US$ 455.4 million. Investment income payments
dropped by 4.4%. This was due to a fall in FDI income, as well as in other
investments income. Other payments dwindled by 3.2% to reach merely US$ 2.5
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billion, due to a decrease in the amounts transferred abroad by Egyptian
companies and foreign petroleum companies, and in commercial expenses. In
contrast, travel payments mounted by 13.6% to reach US$ 1.4 billion because of
higher expenses of tourism and medical treatment abroad.

The Coverage Ratio of Service Receipts to Service Payments
%
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Unrequited transfers (net) retreated during FY 2002/2003 by 15.1% to
US$ 3.6 billion, mainly because of lower official transfers by 42.0% to only
US$ 663.6 million (mostly inward cash grants). Private transfers also slowed
down by 5.2% to post US$ 2.9 billion – chiefly workers’ remittances.
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Unrequited Transfers
(US$ mn)

FY
Total
1-Official Transfers (Net)
- Inward cash grants
- Other inward grants
- Outward grants
2- Private Transfers (Net)
- Workers’ remittances
- Other transfers
- Foreigners’ transfers abroad

2001/2002
4252.4
1143.6
519.7
675.2
-51.3
3108.8
3029.5
96.1
-16.8

2002/2003
3609.3
663.3
158.3
532.2
-26.9
2945.7
2976.8
42.1
-73.2

The Ratio of Current Receipts to Current Payments
120

(%)

110

100

90

80
2000/01

2001/02

2002/03

Change(-)
(643.1)
(480.0)
(361.4)
(143.0)
24.4
(163.1)
(52.7)
(54.0)
(56.4)
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4/4/3- Capital and Financial Transactions
Capital and financial transactions with the external sector in FY
2002/2003 unfolded net outflows of US$ 2.7 billion against some US$ one
billion in the previous FY. This was spurred by a number of factors; chiefly, the
rise in net outflows of other assets and liabilities (the change in banks’ foreign
assets and liabilities, the CBE non-reserve foreign assets and the counterparts of
some items in the current account) to US$ 3.1 billion, compared with US$ 2.3
billion. Furthermore, foreign investments (FDI and portfolio) in Egypt brought
about net inflows of US$ 295.4 million during 2002/2003 against US$ 1427.1
million in the previous FY.
Capital and Financial Transactions

2001/2002

FY

(US$ mn)
2002/2003*

Capital and Financial Transactions
Direct Investment in Egypt (Net)
Direct Investment Abroad
Portfolio Investment in Egypt (Net), of Which :
Sovereign bonds**
Portfolio Investment Abroad
Other Investments (Net)
Disbursements
- Medium- and long-term loans
International and regional institutions
Bilateral loans
- Suppliers’ and buyers’ credit, medium- and long-term
- Suppliers’ and buyers’ credit, short-term (net)

-963.8
428.2
-15.2
998.9
953.6
-3.2
-2372.5

-2733.8
700.6
-30.0
-405.2
-218.2
-15.8
-2983.4

1321.8
340.0
288.8
51.2
260.5
721.3

1757.6
644.9
498.6
146.3
42.5
1070.2

Repayments
-Medium- and long-term loans
International institutions
Bilateral loans
- Suppliers’ and buyers’ credit, medium- and long-term
Other Assets
- CBE
- Banks
- Others
Other Liabilities
- CBE
- Banks

-1393.1
-925.2
-322.6
-602.6
-467.9
-1862.0
21.0
227.4
-2110.4
-439.2
6.9
-446.1

-1614.0
-1231.4
-542.4
-689.0
-382.6
-3067.7
-32.0
- 493.4
-2542.3
-59.3
3.7
-63.0

* Provisional.
** Issued by the Government in US dollar, and guaranteed by the Treasury by virtue of Law No. 147 for 2001,
and floated in international and local markets on 1/7/2001. Sovereign bonds are composed of bonds with a
nominal value of US$ 0.5 billion, a 5-year maturity and a 7.625% interest rate; and bonds with a nominal
value of US$ one billion, a 10-year maturity and an 8.75% interest rate.
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To conclude, the major factors that have influenced the performance of
the capital and financial account during FY 2002/2003 can be summarized as
follows:
- There was a 63.6% acceleration in net FDI in Egypt, to record US$ 700.6
million. This included the proceeds of selling majority stakes (US$ 439.7
million) in a number of local companies to foreign investors. On the other
hand, non-resident portfolio investment in Egypt unfolded net outflows of
US$ 405.2 million, compared with net inflows of US$ 998.9 million.
- It is noteworthy that trading on the Egyptian Stock Exchange by
foreigners revealed net purchases of US$ 252.7 million during the year.
Such purchases reached US$ 906.5 million (US$ 439.7 million were
classified as FDI), while their sales were confined to US$ 653.8 million.
- Portfolio investment included US$ 218.2 million as purchases of dollardenominated sovereign bonds by resident financial institutions (banks and
insurance companies). Although such purchases were outflows, they
represent a repayment of a part of Egypt’s obligations. On the other hand,
net inflows during 2001/2002 were a result of foreigners’ purchases of
dollar-denominated sovereign bonds worth US$ 953.6 million (net).
- As for loans and facilities, they realized net disbursements of US$ 143.6
million against a net repayment of US$ 71.3 million. This was due to the
fact that total disbursements moved up from US$ 1.3 billion to US$ 1.8
billion, on the one hand, and total repayments from US$ 1.4 billion to
US$ 1.6 billion, on the other. The increase in total disbursements was an
outcome of a rise in loan disbursements to reach US$ 644.9 million, and a
decline in disbursements of long- and medium-term facilities to reach
US$ 42.5 million. Net disbursements of suppliers’ and buyers’ short-term
credit augmented by US$ 348.9 million to US$ 1.1 billion. The rise in
total repayments was consequent upon higher repayments of long- and
medium- term loans (to US$ 1.2 billion), and lower facilities (to US$
382.6 million).
- The improvement in foreign assets at the banking system (by US$ 525.4
million, against a retreat of US$ 248.4 million). That was attributed to an
expansion in foreign assets at banks by US$ 493.4 million, against a
contraction of US$ 227.4 million, and non-reserve assets at the CBE by
US$ 32.0 million against US$ 21.0 million.
- The rise in other assets by US$ 2.5 billion, against US$ 2.1 billion, was a
chief outcome of the difference between tourism revenues calculated on
the basis of the number of tourist nights and the average spending per
tourist; and those revenues shown in banks’ statistics.
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- The fall in other liabilities by US$ 59.3 million against US$ 439.2 million
was a reflection of a US$ 63.0 million drop in banks’ foreign liabilities
(against US$ 446.1 million), and a US$ 3.7 million rise in the CBE
foreign liabilities (against US$ 6.9 million).
4/5- The Stock Exchange
Similar to the other stock markets, the Egyptian Stock Exchange has been
influenced during FY 2002/2003 by the prevailing events in the Middle East, as
well as by some domestic economic developments. Trading on shares and bonds
was calm. However, it started to recover during the last quarter of the year in the
wake of the speedy conclusion of the American war on Iraq, and the ensuing
relative stability that prevailed in the region. Another assisting factor was the
optimism investors felt because of their anticipation of realizing profits by the
end of the FY, whenever companies announce their balance sheets.
The year has also witnessed the issue of some measures that aim to
complete the legislative structure of the capital market. The most salient of these
were the amendments introduced to the Executive Regulations of The Capital
Market Law and Depository and Central Filing Law. By virtue of such
amendments, purchasing securities on margin has been allowed to provide the
required financing for investors through an on-credit purchase of securities;
entities licensed to practise custodian activities, and those to purchase on margin
were specified; and dealing in any number of securities has been approved.
Also, the method of calculating the trading and closing prices has been
modified, to be based on an average price weighted by the number of securities,
provided that this number is not less than one hundred. Furthermore, the Board
of Directors of the Stock Exchange has abolished the price band set for the most
active shares, and obligated companies to notify the Exchange before
conducting any operations of selling or buying of Treasury stocks.
Follow-up of the Stock Exchange structure during FY 2002/2003 as
shown in the statistics issued by the CMA has revealed that the number of
companies operating in securities has reached 271, of which 145 are engaged in
brokerage activities, 103 in multifarious activities, and 14 in mutual funds
management. The remaining 9 companies operate in various fields, namely,
book keeping, securities rating, valuation and financial analysis, market
information dissemination services, clearing and settlement, in addition to
dealing, intermediation and brokerage of bonds.
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Regarding stock issues, the CMA approved new issues of LE 17.9 billion.
Of this amount, LE 4.1 billion shares were for corporate foundation, LE 12.8
billion for increasing the capital of existing companies, and LE one billion bond
issues for a building and construction company.
The number of companies listed on the Exchange schedules at the end of
June 2003, amounted to 1123 companies at a nominal value of LE 99 billion and
a market value of LE 150.2 billion. In this context, 152 companies have been
listed on the official schedules, and 971 on the unofficial ones. (See Table
below)
Listing of Companies
End of June
No. of listed companies (unit)
a-official
b-unofficial
No. of listed shares (mn)
a-official
b-unofficial
Nominal value of shares (LE mn) (1)
Market value of shares (LE mn) (2)
2/1
CMA index
CASE 30 index

2000
1036
141
895
4450
1884
2566
69535
119734
1.7
615.2
-

2001
1072
144
928
5146
1525
3621
76737
110317
1.4
602.6
-

2002
2003
1136
1123
147
152
989
971
5410
5933
1533
2689
3877
3244
89127 99029
118673 150214
1.3
1.5
627.4
712.2
472.1
775.9

As for mutual funds, their number has reached 22, of which 19 were open
and 3 closed. The nominal value of their documents amounted to LE 3.9 billion
and the market value of their capital to LE 3.9 billion at the end of June 2003.
The document value of one fund was due in June 2003, and its crossing-out
procedures are currently being taken.
A follow-up of the developments in the trading market has shown a
deceleration in overall transactions on shares, bonds and documents of mutual
funds, in terms of the three indicators, compared with the previous fiscal year.
The drop is attributed to the state of calmness that prevailed the market during
most of the months of the year. However, such activity recovered in the last
quarter as stated earlier. Hence, the trading value retreated by 16.7 % to reach
LE 29.5 billion. The number of transactions scaled down by 13.6% to reach
890,000 transactions. The number of traded papers slowed down by 1.6% to
stand at 1076 million papers. (See Table below)
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Trading Developments
During FY

1999/2000 2000/2001

No. of transactions(000’s)
a- shares, bonds and mutual fund
documents, listed
b-shares, bonds and mutual fund
documents, unlisted
No. of dealt-in securities (mn)
a-shares, bonds and mutual fund
documents, listed
b- shares, bonds and mutual fund
documents, unlisted
Value of transactions (LE mn)
a-shares, bonds and mutual fund
documents, listed
b- shares, bonds and mutual fund
documents, unlisted

2001/2002

2002/2003

1144

1197

1030

890

1131

1192

946

863

13
1222

5
1065

84
1094

27
1076

994

1002

978

840

228
51193

63
35124

116
35479

236
29548

44942

25350

27886

23383

6251

9774

7593

6165

The relative importance of dealing in shares increased from 62.5% a year
earlier to 68.9% during the year. The higher value of dealing in US dollar shares
and the effect of the exchange rate evaluation were behind the increase.
Conversely, the relative importance of dealing in bonds shrank to 31.1% from
37.5% the year before.
Foreigners’ transactions (purchases and sales) during the year dwindled by
14.9% to post LE 7.8 billion, against LE 10.1 billion in the preceding FY. This
resulted in net purchases of LE 1.5 billion worth against LE 168 million worth
in the previous year.
Transactions of Foreign Investors on the Exchange
Fiscal Year
No. of transactions(unit)
Purchases
Sales
No. of dealt-in securities(mn)
Purchases
Sales
Value of dealt-in
securities(mn)
Purchases
Sales
Source: CMA, Information Center.

2001/2002
LE
US dollar
188364
894
90776
529
97588
365

2002/2003
LE
US dollar
162773
6831
90372
5472
72401
1359

259
121
138

10
5
5

204
106
98

58
32
26

9321.2
4915.2
4406.0

164.6
45.7
118.9

4549.4
2719.2
1830.2

671.0
397.2
273.8
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Follow-up of foreigners’ transactions during the year has shown their
preference for purchasing in the Egyptian pound as well as the US dollar.
Hence, LE transactions unfolded net purchases of LE 889 million, against
LE 509.2 million in the previous FY. On the other hand, US dollar transactions
have revealed net purchases of US$ 123.4 million, compared with net sales of
US$ 73.2 million the previous year.
As regards share price indices, CMA index moved up by 84.8 points or
13.5% during the year, to score 712.2 points at the end of June 2003.

Index of share prices in LE (weekly average)
(based on 2/1/1992)
750
700
650
600
550
500
June 02

Sep. 02

Dec. 02

March 03

June 03

Moreover, the new share price index developed by the Egyptian Stock
Exchange -CASE 30- stepped up to 775.9 points at the end of June 2003, against
472.1 points at the end of June 2002; up by 64.4% during FY 2002/2003. The
index was developed for the most liquid and active 30 companies in the trading
market, and was retroactively calculated for five years as of 1/1/1998, with a
value of one thousand points, to replace the former share price index (CASE 50)
as of February 2, 2003.
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Price Index for Stock Exchange - Cairo & Alex. (CASE 30)
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4/6- The Insurance Sector
The value of investments of this sector* stepped up to LE 180.3 billion at
the end of June 2002, up by LE 20 billion, or 12.5% during FY 2001/2002.
As the Table shows, investments of the National Authority for Social
Insurance have contributed the bulk of investments, reaching some LE 156.7
billion and accounting for 86.9% of the total at the end of June 2002. Such
investments expanded during FY 2002/2003 by LE 20.1 billion or 12.9%, to
reach LE 176.8 billion at the end of June 2003.

___________________
* Comprises the National Authority for Social Insurance, insurance companies and private insurance funds.
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Investments of Insurance Sector
(LE bn)

Total

Insurance
Companies
and Funds

2002
National
Authority
for Social
Insurance

139.4

160.3

23.6

156.7

180.3

-

136.3

136.3

-

154.7

154.7

- Loans

0.3

-

0.3

0.4

-

0.4

- Securities

12.5

3.0

15.5

14.4

2.0

16.4

- Cash Deposits at
Banks

7.3

-

7.3

7.8

-

7.8

- Land & Real Estates

0.8

-

0.8

0.8

-

0.8

- Other Investments

0.1

-

0.1

0.2

-

0.2

End of June

Grand Total
- Deposits at the NIB

Insurance
Companies
and Funds

2001
National
Authority
for Social
Insurance

20.9

Total

The said investments were mostly deposits at the National Investment
Bank, amounting to some LE 154.7 billion, and accounting for 85.8% of total
investments of the insurance sector at the end of June 2002. Concurrently, the
Authority’s investments in government securities were limited to LE 2.0 billion;
representing merely 1.1% of the total.
Investments of insurance companies and funds reached LE 23.6 billion,
constituting 13.1% of total investments of this sector at the end of June 2002. A
breakdown of such investments shows the following: LE 14.4 billion
investments were in government securities (i.e., 8% of total); LE 7.8 billion in
deposits at banks (4.3%); only LE 0.8 billion investments in lands and real
estates (0.4%); LE 0.4 billion in loans (0.2%) and LE 0.2 billion in other
investments (0.1%).

Annexes
A- Decisions regarding the Monetary Policy and Regulation of Banking
Activity in FY 2002/2003
B- Statistical Section
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Annex (A)
Decisions Regarding the Monetary Policy
and Regulation of Banking Activity
in FY 2002/2003
1) The Monetary Policy Decisions
Adjustment of the Reserve Requirement Ratio
and its Method of Calculation
The Board of Directors of the CBE issued Decision No. 1808 on July 4,
2002. This Decision is concerned with revising the method of calculating the
reserve requirement ratio. It includes the following:
First: Terms and Conditions of the Reserve Ratio
and Subject Institutions
1-

Commercial banks and business & investment banks (except Housing and
Development Bank) are obliged to deposit at the CBE non-interest credit
balances at a ratio of no less than 14% of the total deposits in local
currency, calculated according to the rules mentioned thereafter.

2-

Land banks and the Industrial Development Bank are obliged to deposit at
the CBE non-interest credit balances at a ratio of no less than 14% of the
amount by which the daily average of total deposits in local currency
exceeds the bank's total paid-up capital and registered reserves. This ratio is
to be calculated according to the rules mentioned hereinafter.

3-

The Principal Bank for Development and Agricultural Credit and the
affiliated banks in the governorates and their branches are prohibited from
engaging in the operations of opening current credit accounts for natural
persons.
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Second: Rules of the Ratio Calculation
Numerator of the Ratio
The numerator of the ratio stems from two sources. One is from the
banks' balances in local currency at the CBE, as registered in CBE records
(excluding the CBE's financing account balance that is not covered with cash
from the CBE vaults). The other is from treasury bills with a remaining period
of their maturity not exceeding 15 days and with a maximum of 10% of the
numerator's value. The said bills should be excluded from the numerator of the
liquidity ratio in local currency.
Denominator of the Ratio
The denominator of the ratio consists of total deposits of customers in
local currency, excluding the balances of saving systems with maturities of three
years or more, on the basis of the contract maturity approved by the CBE. In
addition, the following must be observed:
1-

The CBE's approval of the issuance terms of new saving systems is a
prerequisite for the issue of these systems. Issuance terms shall include the
rules regulating customers' calls on their savings made before the lapse of
the maturity date under these systems, and the minimum period required
before permitting withdrawal from the system.

2-

Banks shall continue to submit all the rules currently applicable to the
saving systems, along with their respective balances, to the CBE on a
quarterly basis.

3-

Balances of the saving systems of three years or more -according to the
contract maturity- are to be listed under a separate entry in both the monthly
position and the weekly statement of deposit balances.

Third: The Period for which the Ratio is Calculated
The ratio shall be calculated on the basis of the daily average of a period
of two weeks, starting on Tuesday and ending on Monday including weekends
and official holidays. The date of the balances included in the numerator of the
ratio must be two weeks later than the date of the balances in the denominator.
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Fourth: The Penalty for Violation of the Ratio:
Should a bank fail to fulfill the minimum required average of the reserve
balances, in accordance with the above-mentioned arrangements, the Board of
Directors of the CBE shall be entitled to impose any of the penalties prescribed
in the Banking and Credit Law, including the doubling of the CBE's lending and
discount rate calculated on the amount of the deficit during the period of
violation.
Fifth:
The Decision shall be enforced as of Tuesday 9/7/2002.
The CBE Board decided on the first of March 2003 to omit the balances
of the treasury bills with a remaining period of their maturity not exceeding 15
days from the numerator of the requirement ratio. The ratio, however, shall
remain at its current level of 14%. This Decision shall be enforced according to
the numerator data of the reserve requirement ratio of the period starting from
March 3, 2003.
The Return Rate on Rediscounting TBs and Overnight Repos
The CBE Board issued its Decision No. 1610 dated May 22, 2003 to
approve the margin of the return rate on rediscounting and overnight repos of
the week ending on 22/5/2003, to be 4% which is to be added to the weighted
average of the last rate of the 91-day TBs. Also, the Governor is given a
continual authorization to change the ratio whenever necessary after
deliberations with the Board.
The Mechanism of Deposit Acceptance with the CBE
In pursuit of the CBE’s efforts to diversify and develop monetary policy
instruments, a new mechanism of deposit acceptance with the CBE was
introduced according to the following regulations:
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1-

The CBE shall publish on Reuters and the CBE site (www.cbe.org.eg) the
details of each transaction, specifying the value, date and maturity of the
amount to be accepted.

2-

Banks shall submit their offers, setting the amount of deposits to be
accepted, with a maximum of three offers per bank. Each shall specify the
value and the interest rate the bank is willing to take.

3- Offers are to be arranged in an ascending order according to the interest rate
banks are willing to take, with the lowest interest rate offer being accepted
first; then moving up till the whole amount of deposits to be accepted
according to the CBE announcement is fully covered. Whenever there is
more than one offer of the same interest rate, allocation shall be made
according to amounts offered. The CBE shall have the right to reject any
offer without any explanation.
4-

On the date of acceptance of deposits, the CBE shall debit the account of
the relevant bank (held with CBE) with the value of the accepted deposits.
On the date of maturity the CBE shall credit the same account with the
value of these deposits plus the due interest payments.

5-

Offers shall be submitted to the General Department of Securities and
Loans of the CBE, no later than 10:30 a.m. on the day of the transaction,
according to the form designed for this purpose.

6-

The CBE shall declare the average of the interest rates on deposits for the
specified period on Reuters and on its site, no later than 2.00 p.m.

The Central Bank of Egypt’s Lending and Discount Rate
The Board of Directors of the CBE issued Decision No. 2501, dated
November 10, 2002, reducing the CBE’s lending and discount rate from 11% to
10% annually. This was put into effect as of 11 November 2002.
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2) Decisions Concerning Regulating Banking Activity
Credit Information Office
The Board of CBE issued Decision No. 2407, dated November 7, 2002,
approving the implementation of the proposed plan for an information centre for
consumer credit including customers credit cards and consumer loans.
Adjustment of the Definition of the Single Customer
The Board of Directors of CBE issued Decision No. 2502, dated
November 10, 2002 to adjust the definition of the single customer, when
applying the provisions of Article No. 37 (bis) of Banking and Credit Law No.
163 of 1957 and its amendments ending with Law No. 97 of 1996. The said
Article stipulated that a bank’s exposure to a single customer (in the form of
capital shares, credit facilities or any other form of financing) shall not exceed
30% of the bank’s capital base, as set by the CBE Board.
According to the above mentioned Decision, any person(s) (natural or
legal), with whom the bank has made investments as defined in the Article
referred to, shall be considered a single customer in applying the provisions of
the above mentioned Article. It is stipulated that this person shall have an
effective influence, whether directly or indirectly, on other parties in terms of
ownership or management. The definition of the single customer includes the
other party’s guarantor or trustee; since any financial problems faced by any of
them will affect the other party’s abilities to settle his obligations.
Within this context, the definition of a bank’s “single customer” includes
one or more of the following definitions mentioned in these items:
1) Natural person: whether he deals with the bank in his name or as a natural
trustee.
2) Individual enterprise: owned by a natural person in his name or as a
natural trustee.
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3) Shareholder company: taking into consideration the investment that the
active partner(s) obtains/obtain in his/their personal capacity or as natural
trustees.
4) Public sector or affiliate public business sector shareholder company.
5) Private sector shareholder company as follows:
a) Companies established by public subscription in which the
customer and his connected parties shall have ownership rights of
more than 50% of the paid-up capital, or have an effective
influence in decision making in the company, even if their
ownership ratio does not reach the set limit.
b) Companies established without subscription in which the customer
and his connected parties have an effective influence by virtue of
ownership or management.
6) Public economic authorities.
7) Local government units.
8) Cooperative societies, clubs, syndicates, or other special entities.
9) Foreign or international entities or organizations.
10) Guarantor or trusteeship for others by the customer.
The following shall be taken into consideration:
• Service authorities shall be considered government authorities.
• Loans granted to public authorities, within the framework of the social
and economic development plan and the state budget regarding the
allocation of soft loans to such entities, shall be regarded as credit
facilities granted to government bodies.
• The provisions of Article 37 (bis) of Banks and Credit Law and its
amendments shall not apply to interbank transactions.
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The following are the steps to be followed to apply this definition:
1) On granting, renewing, or increasing the customers’ credit ceiling, every
bank shall obtain a statement disclosing the customer’s connected parties
according to the aforementioned definition.
2) The board of directors of each bank shall set the established rules of the
banking inquiry system and data. This is done by designing a unified form
to be kept by the inquiry official. This form shall include all the data
needed about the applicant for credit and about his connected parties. The
inquiry form and the aforementioned disclosure statement shall be
presented to the authority concerned on granting, renewing or increasing
the ceilings of the credit granted to the customer.
3) Banks concerned with the aforementioned process shall notify the General
Department for Credit Risk Pooling at the Central Bank of Egypt of the
data of the customer and his connected parties found in the customer’s
statement and also the banking inquiry.
4) The authority concerned with granting, renewing, or increasing the ceiling
granted to banks’ customers shall be notified of the updated data of the
credit risk pooling released by the CBE about the customer and his
connected parties.
All banks have been notified of the above. They are henceforth obligated
to submit data to the General Department of Bank’s Control at the CBE every
three months; as well as the plan of each bank to remove the violations (if any)
in the outstanding investments with any customer, starting from the financial
position at end of December 2002, (in the forms specified for this purpose). This
shall take place during the three-year period specified by the Board of Directors
of CBE for the adjustment of violations.
Credit Controls
In addition to the previous controls stipulated in the Circular No. 298,
issued on 17 September 1987, and supported by the one issued on 16 November
1999 regarding the benchmark controls of granting credit, the Central Bank of
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Egypt added on 14 November 2002 some benchmark controls to be observed
while granting credit by banks. These controls are represented in the following
items:
1) When considering customers’ requests to obtain loans to finance new
projects or expand existing ones, banks are obligated to observe that the
ratio of the credit granted by local and international entities to the
customer’s establishment to the equity rights should not lead to the default
of the establishment to serve the loans.
2) In cases of the major projects that apply for loans, it is preferable that
financing such projects be granted as joint loans given by more than one
bank. At the same time, the loan is to be managed by only one of them.
This one bank shall be responsible for undertaking the necessary credit
studies. However, this shall not desist other loan granting banks from
undertaking such studies. In this case, the authority of approval of the
loan shall fall to each of the bank’s board of directors. All guarantees
should be presented as prescribed in the credit approval.
3) The board of directors of each bank shall set fixed rules concerning the
banking inquiry about banks’ credit customers. However, a unified form
shall be designed to include all the data needed about the applicant for
credit and for all his connected parties. The bank’s inquiry officials shall
keep this form which is to be shown, along with the customer’s signed
acknowledgment, to the authority concerned when granting, renewing or
increasing the credit ceiling granted to the customer. In the said
acknowledgement, the customer shall disclose his connected parties
according to the definition stated in the CBE’s Circular dated November
14, 2002.
4) The bank concerned shall notify the General Department of Credit Risk
Pooling of the data of the customer and of his conncted parties.
5) The concerned authority shall be informed of the updated data of the
Credit Risk Pooling Department (concerning the customer and his
connected parties) as released by the Central Bank.
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6) The credit policy and the internal work system approved by the CBE
Board shall directly and succinctly set the functions and responsibilities of
all the entities responsible for the credit. It shall also determine the
purpose for granting, renewing or raising the ceiling of the loan. All
conditions for granting the loan shall be met before granting any credit.
7) The credit policy shall determine a continual method to follow up and
ensure that the amounts of the loan withdrawn are used for their
designated purposes. The bank’s board shall support the entities
mentioned in points 6 and 7 above and set clear basis of their operation in
each branch. Also, a detailed system shall be devised including the
content and cycle of the follow-up reports and the entity to which the
reports are presented.
8) The role of the inspection department at the bank shall be enhanced as
regards supervising credit operations.
9) The chairman of the board shall submit a regular report including all the
violations found in the inspection reports to the review committee formed
from the non-executive board members.
10) Each bank shall have a mechanism to prepare monthly reports and submit
them to the board concerning any default in the authorized ceilings or
uncovered balances in the credit accounts.
On February 26, 2003, the CBE sent a circular to all banks as a reminder
to credit granting controls, with the primary goal of aiding banks to achieve
integrity to their investment. In this concern, the CBE has accentuated the
following:
a) Banks are required to observe the policy of not granting credit
facilities in foreign currencies, or providing any foreign currency
financing for any activity requiring foreign currency, unless the bank
confirms that the customer has foreign currency resources with
which he pledges to repay the loan.
b) Banks are also required to stop granting local currency credit
facilities with Letters of Guarantee in foreign currencies whether
issued by local banks or banks abroad. Exempted from this, are
facilities granted in local currency to foreign companies working in
Egypt with Letters of Guarantee issued by banks abroad.

100
Central Bank of Egypt – Annual Report 2002/2003

c) Banks are required not to grant LE facilities with a guarantee of
foreign currency deposits (various kinds) or of bonds in foreign
currencies. Banks are required to notify the CBE of any cases of
violation of the aforementioned controls.
Regulations for Combating Money Laundering
The CBE issued Decision No. 209 on January 29, 2003, approving the
regulatory controls that banks, exchange dealer companies and money transfer
companies have to abide by to combat money laundering. This is in accordance
with the following:
1) Regulations for Banks for Combating Money Laundering:
These controls shall replace the ones reported to banks on 21 June 2001,
issued concerning opening accounts and performing banking transactions:
First: Opening Accounts
Banks shall set the systems necessary for obtaining and verifying
information related to the identification and legal standing of their customers
and beneficial owners, whether natural or legal. Such systems shall meet the
requirements of the “Know Your Customer” principle, when opening accounts
for any customer. This is to be achieved through means of official identification,
and recording of such data. Particular attention shall be paid to the following:
1- Banks shall not open accounts for anonymous persons or persons using false
or fictitious names.
2- When opening accounts, banks shall use forms unified at all their branches.
These forms are to be duly filled and signed by customers; and the bank shall
verify and endorse the acquired information in accordance with the original
documents presented.
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3- Opening account application forms shall include detailed information about
the applicant, including his full name, nationality, permanent residential
address, telephone number, business address, type of business activity; and
names of proxies authorized to administer the customers’ account, their
nationality and any other information deemed necessary by the bank.
In case of legal persons, the application form shall include the following
additional information:
• The legal form and nature of the activity.
• The proxy authorized to sign for the legal person.
• Names and addresses of the partners, in case of partnerships.
• Names and addresses of shareholders who own more than 10% of the
company’s capital, in case of a joint stock company.
4- Application forms shall include the applicant’s acknowledgement that he is
the original owner and the sole beneficiary of the account, and that he shall
not deposit, in person, funds of anonymous or suspected sources, in addition
to a commitment to update the relevant information.
5- The employee in charge shall request sight of the original documents, obtain
a copy of each, sign to the effect that each is identical to the original copy
and verify the information therein as follows:
A- For Natural Persons
• The official identification document (national number card- identity cardpassport- military card).
• As for incapacitated persons -such as minors- the documents establishing
the identity of their proxies for administering such accounts.
• The necessary information and authorization documents for the persons
acting on behalf of the customer.
B- For Legal Persons
• Documents necessary for verifying the existence of the legal person and
the existence of the business, especially the commercial register and the
tax card.
• Documents proving the existence of an authorization from the legal
person to the natural person(s) representing it, along with all relevant
information thereabout.
• For non-profit organizations, such documents proving their foundation
and the nature of their activities that entitles them to open such accounts.
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In cases of indirect applications for opening an account, the application
forms for opening the account shall be authenticated.
6-

If a financial institution (local or foreign) applies for opening an account
with the bank, it is imperative that sufficient, relevant information shall be
obtained, taking into consideration the following:
• Ensuring that the information includes what is necessary for the
identification of the financial institution.
• Ensuring that the financial institution is subject to a regulatory authority
in its motherland.
• Ensuring the existence of anti-money laundering laws in the motherland
of the financial institution.

7-

Banks shall establish the systems and procedures necessary for accepting
customers, paying particular attention to the customers mentioned below.
This shall be effected in accordance with the data and information
available to the bank at the time of carrying out transactions or rendering
services for these customers. The bank shall determine the appropriate
administrative level to deal with them. These customers include:
• Customers that belong to countries where anti-money laundering
legislations are lacking, as reported to the bank by the Central Bank of
Egypt.
• Customers that are commonly engaged in businesses related with
valuable commodities, such as jewels, gold, cars, antiques, or dealing in
real estate, lease financing, and gambling clubs.
• Customers who travel frequently to countries known for cultivation of,
and trafficking in narcotics.
• Customers who tend to invest in such unusually high-risk investments,
that their behavior may seem to be abnormal for an average investor.

8-

Banks shall have to periodically update information and documents
presented for opening a customer’s account, at most once every three
years, or whenever justifying grounds appear.
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Second: Conducting Banking Transactions
Customers’ accounts are originally intended to satisfy their needs, be they
natural or legal persons, according to the nature of their respective business and
special interests. Consequently, it is necessary for banks to obtain adequate
information when dealing with such accounts to meet the requirements of the
“Know Your Customer” principle, while being committed to refrain from
accepting funds or deposits from anonymous sources or under false or fictitious
names. Therefore, particular attention shall be paid to the following transactions:
(1) Cash Deposits
A- The following shall be considered cash deposits:
• Travelers’ checks deposited in customers’ accounts.
• Bank bearer checks deposited in customers’ accounts.
B- When accepting cash deposits, banks shall pay attention to the following:
• Depositing shall be made according to a form showing the following
basic data (name of the person into the account thereof the cash is
deposited, the account number, name of the depositor and his
address).
• Verifying the data recorded in the form, and perusing the documents
establishing the identity of the depositor.
C- Due diligence shall be given to the following deposits:
• Large cash deposits made by account holders, personally or through
their proxies, whenever they are inconsistent with the nature of their
activity.
• Frequent cash deposits whose sum total, over a specific period, is
inconsistent with the activity of the customer.
• Frequent cash deposits by different entities into a customer’s account
for no clear purpose, and with no apparent relation between such
entities and the customer.
• Large cash deposits transferred within short periods to another entity
not closely related to the activities of the customers making such
transfers.
• Large cash deposits by customers who usually use checks or other
banking instruments.
• Large cash deposits carried out by customers through automated
teller machines, and as such making no direct contact with the bank
staff, if such deposits are inconsistent with the activity of the
customer.
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• Customers on whose accounts large cash transactions are conducted,
without using other banking instruments for no clear reason.
• Customers having several accounts for cash deposits, whose sum
total over a specific period of time, is large.
• Persons seeking to exchange large amounts of cash of small
denominations for large denominations, for no clear reason.
(2) Transactions on Customers’ Accounts
Due diligence shall be paid to the following:
• Customers who transfer large amounts abroad with instructions to
pay in cash, and large amounts transferred from abroad to nonresident customers with instructions to pay in cash.
• Large amounts of transfers from abroad by banks or financial
institutions to a customer, inconsistent with the nature and volume
of his activity with the outside world.
• Large amounts of transfers from abroad with instructions to pay in
cash to beneficiaries having no accounts at the bank.
• Transfers from and to countries having no adequate anti-money
laundering legislative systems.
• Successive transfers to account(s) opened abroad.
• Depositing checks of high value, whose beneficiary is a third party,
and endorsed in favor of the customer with no clear relation
between the customer and the beneficiary necessitating that.
• Customers holding several accounts inconsistent with the nature of
their activity, especially if transactions on these accounts are
conducted with persons having no clear relation with them.
• Customers using their accounts to receive or transfer large sums,
for no clear reason, or that have no relation with them or their
activity.
• Large withdrawals from a then dormant account, or from an
account that received unexpectedly large transfers from abroad.
• Frequent small electronic transfers to an account, followed by a
withdrawal of these sums, or transferring them to another account
inside the country or abroad.
• Frequent requests for travelers’ checks or bank bearer checks in
sums inconsistent with the nature of activity of the customer.
• Frequent reception of bills for collection to be paid abroad,
inconsistent with the nature and volume of activity of the customer.
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• Opening documentary credit in large sums that are inconsistent
with the nature and volume of activity of the customer, or where the
beneficiary is a customer closely related to the customer abroad.
• Discounting commercial papers, the beneficiary of which is a
foreign party unknown to the bank, without any justification for
discounting them locally.
(3) Foreign Exchange Selling and Purchasing Transactions
Banks shall give due diligence to selling and purchasing of foreign
currencies, taking into consideration the following with respect to any
transactions exceeding US$ 5000 or their equivalent:• Banks shall not deal with anonymous persons or those with false or
fictitious names.
• Banks shall obtain information on customers on unified forms at all
branches, for purposes of purchasing and selling foreign currencies.
Customers shall fill in and sign such forms, and the bank shall verify and
endorse the information therein.
• Forms of selling and purchasing shall include detailed information on the
full name of the customer, nationality, permanent residential address,
telephone number, business address, type of activity and any information
the bank deems necessary.
• Special care shall be given to the following transactions:
- Large purchasing and selling transactions, inconsistent with the nature
of the customers’ type of activity.
- Frequent purchasing and selling transactions whose sum total, within a
certain period, is inconsistent with the customers’ type of activity.
(4) Other Transactions
Banks shall be particularly careful with other transactions especially the
following:
• The purchase of securities in large sums through the bank, or
keeping them as a trust, if this is inconsistent with the nature of
the activity of the customer.
• The request for credit by customers against assets owned by others
having no apparent relation with them, or when the volume of the
credit requested is inconsistent with the nature of the activity of
the said customers.
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• Transactions of persons frequenting gaming-table casinos, through
representatives of the banks that supervise such casinos.
(5) Unusual Banking Transactions
Banks shall establish detailed criteria necessary for detecting any unusual
transaction, taking into consideration, as a minimum requirement, what is
provided by these regulations about the said transactions. This should be
accomplished in a way that enables the internal system of the bank to detect
suspicious transactions and report them to the manager responsible for
combating money laundering transactions. Particular attention shall be accorded
to cash transactions exceeding LE 250.000 or their equivalent in foreign
currencies.
Third: Reporting Transactions Suspected of Involving Money Laundering
1)

2)

3)
4)

5)
6)

Each bank shall assign an official from the senior management, for
reporting to the Money Laundering Combating Unit (MLCU) at the CBE,
on transactions suspected of involving money laundering. It shall also
assign a substitute to act on behalf of the said official during his absence.
The MLCU shall be notified if either of them is replaced.
The manager responsible for combating money laundering shall examine all
unusual transactions whether reported to him directly by the internal
system, or by one of the bank staff or by any other entity, and appended by
justifications for the reasons of suspicion.
If this manager finds out that suspicions about such transactions are
groundless, he shall be responsible for deciding to file such reports and for
explaining his reasons for this decision.
If the manager suspects that such transactions involve money laundering, he
shall report them to the Money Laundering Combating Unit on the form
prepared by the Unit for this purpose, along with all the relevant data and
copies of the relevant documents.
The report shall contain detailed reasons and grounds for the bank’s
decision that the transaction involves money laundering.
Banks shall not disclose to customers, beneficiaries, or any other entities
except the authorities and entities entitled to enforce the Anti-Money
Laundering Law, any information, regarding the reporting procedures of the
financial transactions suspected of involving money laundering.
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Fourth: Retention of Documents and Records
Banks shall retain documents and records they are committed to maintain
for a period of not less than five years as follows:
• For accounts opened for natural or legal persons, or other banks or financial
institutions, documents and records related to such accounts shall be retained
for a period of not less than five years from the date of closing the account.
• For transactions conducted for customers not holding accounts, documents
and records for any transaction shall be retained for a period of not less than
five years from the date of completing the transaction.
Banks shall have to periodically update this data, and make it accessible for
judicial authorities and entities concerned with the enforcement of the AntiMoney Laundering Law No. 80 for 2002, whenever requested.
Fifth: Training
Banks shall prepare and conduct continuous training programs for their
staff, with the aim of enhancing their efficiency in complying precisely with
these regulations. It is important that such programs should include methods of
money laundering and how to detect and report them, and how to deal with
suspected customers. Banks shall keep the records of all training programs that
have been implemented, for a period of not less than five years. Such records
shall contain names of the trainees, their qualifications, and the training entity, at
home or abroad.
Sixth : Internal Systems
Banks shall establish adequate internal systems appropriate for sound
application of these regulations, as well as conduct periodic reviews to detect
any weaknesses in them or in their level of compliance with the regulations, and
take the necessary corrective measures. Special care should be given to the
following:
− The ability of these systems to detect transactions not consistent with the
volume and nature of the customer’s activity, or those conducted with
suspected customers.
− The manager in charge is to be notified of any unusual transaction, whose
value exceeds the limits set and determined by the management, particularly
in cash deposits and withdrawals, in selling or purchasing of currencies in
cash, and in transfers from and to abroad.
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2- Regulations for Exchange Dealer Companies For Combating Money
Laundering
First: Foreign Exchange Purchasing and Selling Transactions:
Exchange dealer companies shall establish the systems necessary to
obtain and verify, through legal means of identification, the information required
for the identification of their customers, in compliance with the requirements of
“Know Your Customer” principle. In case any transaction amounts to or exceeds
US$ 5000 or the equivalent thereof, the identification information of these
customers shall be recorded, with particular attention to the following:
1- Exchange dealer companies shall not deal with anonymous persons or
persons using false or fictitious names.
2- Customer’s information shall be obtained on unified forms designed for
selling or purchasing currencies. Customers shall fill in and sign these forms;
and the exchange dealer companies shall verify the information included in
these forms.
3- The forms designed for selling or purchasing foreign currencies shall include
detailed information on the customer’s full name, nationality, permanent
residential address, type of business activity and the number of his identity
card.
4- The official in charge shall request sight and obtain a copy of the original
identity document (national number card- identity card- passport- military
card), and sign to the effect that it is an examined copy.
5- Particular attention shall be paid to the following customers, according to the
data and information made available for the company at the time of
transacting with them:
- Customers belonging to countries that have no adequate anti-money
laundering legislative systems, as reported to the company by the Central
Bank of Egypt.
- Customers engaged in businesses commonly related with valuable
commodities, such as jewels, gold, cars, antiques, or dealing in real estate
and lease financing.
- Large purchasing and selling transactions inconsistent with the nature of
the customers’ activity.
- Frequent purchasing and selling transactions whose sum total, within a
certain period, is inconsistent with the nature of the customers’ activity.
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Second:Reporting Transactions Suspected of Involving Money Laundering:
1-

2-

34-

56-

The managing director of each respective company- or the substitute
thereof in his absence- shall report to the Money Laundering Combating
Unit (MLCU) at the CBE, any transaction suspected of involving money
laundering. In case this director or his substitute is replaced, MLCU shall
be informed.
The managing director shall examine all unusual transactions whether
reported to him directly through the company’s internal systems, or by one
of its staff, or any other entity; and the justifying grounds for suspicion
shall be stated in this report.
If the managing director finds out that suspicions about such transactions
are groundless, he shall be responsible for deciding to file such reports and
explaining his reasons for this decision.
If the managing director suspects that such transactions involve money
laundering, he shall report them to the MLCU on the form prepared for this
purpose by the Unit, and shall attach all the relevant data and copies of the
documents.
Reports shall contain the detailed reasons and grounds for the company’s
decision that the transaction involves money laundering.
Companies shall not disclose to their customers, or to any parties other than
the authorities and entities concerned with the enforcement of the AntiMoney Laundering Law, any information on any of the reporting
procedures taken regarding the purchasing or selling transactions suspected
of involving money laundering.

Third: Retention of Documents and Records:
Exchange dealer companies shall retain the documents and records they
are committed to maintain for a period of not less than five years from the date
of completing the transactions. The companies shall also have to periodically
update these documents and records. Judicial authorities and entities concerned
with the enforcement of the Anti-Money Laundering Law shall have the right to
access to these documents and records when requested.
Each company shall have an automated system for purchasing and
selling foreign exchange, as well as all the systems necessary for establishing an
effective link between the companies and the Forex Statistics Chamber at the
CBE.
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Fourth: Training:
Companies shall prepare and conduct ongoing training programs for their
staff- at least once a year - along with the programs organized by the CBE,
especially for new employees, those responsible for the execution of purchasing
or selling transactions and internal auditors. The aim of such programs is to
enhance the efficiency of the staff in complying precisely with these regulations.
Attention should be given that such programs cover means of money laundering
and methods of detecting and reporting them, as well as ways of dealing with
suspected customers. Companies shall keep records of all the training programs
that have been implemented, for a period of not less than five years. Such
records shall contain names of the trainees, their qualifications and the training
entity, at home or abroad.
Fifth: Internal Systems:
The company shall establish the appropriate internal systems required for
the sound application of the anti-money laundering regulations, and shall review
them periodically, so as to detect any weaknesses in these systems, or in the
level of compliance, and shall take the necessary corrective measures.
3- Regulations for Money Transmission Companies to be Followed in
Conducting their Business and for Combating Money Laundering
First : Receiving and Executing Money Transfer Orders:
Money transmission companies shall establish systems for obtaining and
verifying information on the identification of their customers and beneficial
owners, whether natural or legal persons. This aims at meeting the requirements
of “Know Your Customer” principle when executing transfer orders for any
customer.
This is to be done through legal means of verification and recording of the
identification information. Particular care shall be given to the following:
1-

Transfer orders from anonymous persons, or under fictitious or false names
are not to be accepted.
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2-

3-

Transfer orders shall be made on a form prepared by the company. It is to
be filled in and signed by the customer. The company shall then verify and
endorse the data therein. In case of receiving transfer orders through other
means such as fax or internet, necessary procedures must be taken to verify
the referred-to orders and ensure that they meet the legal requirements.
The transfer form shall include detailed information about the full name of
transfer applicant, his nationality, permanent residential address, telephone
no., work address, type of activity and other information deemed necessary
for the company. The same type of information shall be acquired about
persons or entities to which money is transferred.
The same information is to be obtained also from the beneficial owners of
the transactions if recognized. The applicant must present an
acknowledgement that the sums to be transferred are not gained from
unknown or suspicious sources.

4-

The official in charge shall request sight of the original identification
documents of the applicant (national number card, ID card, passport,
military card) and obtain a copy of such documents. He is to testify, in
writing, that the copies of the documents are identical to the original.
5- As for inward transfers, data should be kept about the sum of the transfer,
the beneficiary (name, permanent address and type of activity) and also the
transferor, be it a person or an entity.
6- Companies shall give due regard to unusual transfers from/to abroad and
record them in the books made specifically for this purpose, while paying
particular attention to the following:
• Large transfers carried out to the order of, or for a customer, which are
inconsistent with the nature of the customer’s activity.
• Frequent transfers, whose sum total over certain periods is inconsistent with
the nature of the customer’s activity.
• Transfers in which one of their parties (whether a person or an entity) is
located in a country that does not have proper legislative systems for
combating money laundering, or for whatever the company is notified of.
Second:Reporting Transactions Suspected of Involving Money Laundering:
1- Each company or its agent shall specify an official -and a substitute in case of
the former’s absence- responsible for reporting any transactions suspected of
involving money laundering to the Money Laundering Combating Unit at the
CBE. The Unit shall be notified in case of any replacement of the said
persons.
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2- The manager in charge of combating money laundering shall check the
information on any unusual transfers made available to him via the
company’s internal systems or delivered by any employee in the company or
any other entity. Justifiable reasons for suspicions shall be appended.
3- Should the manager in charge of combating money laundering find no
suspicions in what he has checked, he shall be responsible for taking the
decision on filing these transactions, stating the reasons for such a decision.
4- Should the manager in charge of combating money laundering suspect that
such transactions involve money laundering, he shall report the incident to
the Money Laundering Combating Unit, on the form prepared by the Unit for
this purpose, with all data and copies of all relevant documents attached.
5- The notification must include the detailed reasons and grounds that made the
company decide in its report, that such a transaction involves money
laundering.
6- The company shall not disclose to the customer, beneficiary or authorities or
entities other than those responsible for the enforcement of Anti-Money
Laundering Law, any of the reporting procedures taken in relation to
transfers suspected of involving money laundering, or of any relevant data.
Third: Retention of Documents and Records:
The company shall keep the documents and records it is obliged to retain,
for not less than five years from the date the transaction is completed. The
company shall also make these documents and records, accessible for the
judiciary authorities and the responsible entities for the enforcement of the AntiMoney Laundering Law, whenever requested. These documents and records
shall be updated on a regular basis.
Fourth: Training:
The company must prepare and carry out regular training programs (at
least once a year) for its employees. Special attention is to be given to new
recruits, to those handling transfer transactions, and to internal auditors so as to
develop the efficiency of the staff in complying with these regulations. The
training programs shall cover methods of money laundering techniques, and
ways of detecting and reporting them, as well as ways of dealing with the
suspected customers. The company shall keep records of the training programs it
has carried out for at least five years, together with the trainees names and
qualifications, as well as with the training entity whether in Egypt or abroad.
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Fifth: Internal Systems:
The company shall establish adequate internal systems for a sound
application of those controls and regulations specified for money laundering
combating. These regulations shall be checked regularly by the company to
detect any weaknesses therein, or in the compliance therewith, and take the
necessary measures to rectify them.
Merging Banks of Development and Agriculture Credit
The CBE Board of Directors issued Decision No. 312, on 6th February
2003, approving the merger between banks of development and agriculture
credit in governorates (17 banks), to become only 6 banks according to the final
figures of banks’ balance sheets on 30th June 2002 approved by their general
assemblies. (The figures were reviewed and approved by the CAPMAS).
Authorization of Public Sector Banks Applying for Dealing in the Primary
Market of Government Bonds as Primary Dealers
The CBE Board of Directors issued Decision No. 500, on 6th March 2003,
approving the authorization of public sector banks that applied for dealing in the
primary market of government bonds as primary dealers; and authorizing the
Governor to make exceptions in case these banks do not meet any of the
requirements mentioned in the Board’s Decision No. 1610 for 2002, issued on
6th June 2002.
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