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EGYPT | MACRO NOTE

Keeping head above water amid pandemic uncertainties

Monetary measures out of the way; more countercyclical fiscal
policy steps in sight

Economic policy makers are faced with a triple whammy, caused by COVID-19,
trying to hammer out a formula that would not backfire for three increasingly
risky trade-offs. First, the trade-off between flattening the infection curve through isolation
and lockdown measures on one hand and the cost of the consequential economic slowdown on
the other. Second, the trade-off between providing extensive and effective countercyclical
fiscal policy to stimulate growth and the risk of losing the grip over the fiscal deficit and public
debt. Third, providing the adequate level of credit to the most hard-hit sectors and the risk of a
surge in non-performing loans, which would undermine the banking sector’s ability to
withstand the storm. Governments around the globe are facing these challenging trade-offs
with significant knowledge gap about: (1) the epidemiological characteristics of the virus; (2)
the global trajectory of the virus outbreak; (3) the extent of the slump in global economic
activities, especially in the Chinese economy which alone represents about 16% of global
GDP; and (4) the effectiveness of fiscal stimulus in mitigating the short-term effect on demand,
given the absence of historical policy guidance for such unparalleled economic shock.
Therefore, it would be hard to expect that macroeconomic policies will be easily
implemented to balance these trade-offs in a perfect and timely fashion.

Fiscal stimulus to fill the hole and break the downward spiral. Egypt, like many
emerging markets, is falling under pressures have not seen before. The vacuum created by the
sudden stop in the global economy is withering external demand and producing huge pressures
on those countries’ external balances. Moreover, the external financing conditions that faltered
on risk-averse mode and capital flights are taking a toll on those countries’ ability to meeting
funding needs. Over and above, the virus threats to pull the domestic economy into slight
contraction in Q4 FY20, for the first time in almost a decade. Furthermore, the trajectory to
rebound will be anchored by the effectiveness of macro policies in breaking the chain reaction
created by the supply-demand downward spiral.

Figure 1: How the supply-demand downward spiral works

Round 1

Uncertinities, panic and
lockdown measures
trigger both supply

disruptions and demand

Supply-demand downward spiral

There are four major dynamics that

distortion

Round 4

Unemployment
supressing the

rebound in
demand

Round 3

Fall in capital
spending and
surge in
unemployment

Source: Prime Research.

Round 2

Firms facing
financial stress

can determine the trajectory of the
fiscal policy of mitigating the short-
and long-term impact of the virus
upheaval:

1) The level of corporate financial
stress.

2) The deterioration in labor market
dynamics.

3) The collapse in capital spending.

4) Sequentially, slower rebound in
pent-up consumption.
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Leaning on a “whatever it takes” approach, the Egyptian government and
the Central Bank of Egypt (CBE) rushed through a raft of new measures to
prop up economic growth in the face of the virus turmoil. Following the
government’s announcement of a fiscal stimulus package of EGP100bn (1.8% of GDP),
the CBE announced monetary cum credit measures, including the emergency 300bps rate
cut in March 2020, to weather the upheaval caused by the lockdown in response to the
pandemic. In Table 1, we can see that most of the fiscal and monetary policy measures
are implemented for (1) averting the disruptions in the financial markets, (2) allowing
the transmission of credit during the economic sharl, (3) ensuring firms have enough
cash flows by mitigating financial stress through tax reliefs, and (4) supporting

workers in the struggling sectors.

Table 1: Policy measures in brief

Fiscal measures

Monetary measures

Financial markets

Tax on dividends slashed in half.

Stamp tax cuts for both foreign and
domestic investors.

Capital gains tax postponed for two years.

The CBE allocated EGP20bn to support
the stock exchange.

Corporates and
sectors support

Export subsidy fund paid EGP1bn in
arrears by the end of April.

Lowered energy cost for factories
(including natural gas and electricity for
medium-, high- and ultra-high voltages)
in the industrial sector.

Delayed the payment of property tax due
by factories and the tourism sector.

Taxing agricultural lands will be
suspended for two years.

Corporate income tax relieved for sectors
struggling with the impact of the virus

outbreak, i.e. mainly aviation and tourism.

The CBE reduced the discount interest
rate offered under its support programs
for factories, mortgage and tourism
companies to 8%.

Increased credit limits to finance
corporates’ working capital.

Postponed all bank loans installments for
businesses for a period of six months.

The CBE earmarked an EGP50bn tourism
bailout fund for impacted hotels.

The CBE is suspending regulations and
black listing against defaulting corporates.

The CBE extended the reach of its
EGP100bn industry stimulus initiative to
cover all corporates without the eligibility
limit on their annual revenues

The CBE expanded its industry stimulus
to include agriculture and agricultural
production corporates.

The CBE cut interest on soft loans for
tourism to 5% from 8%.

Labor market

A monthly payment of EGP500 to
irregular workers for three months.

Emergency aid to employees in the
tourism sector.

The CBE is suspending regulations and
black listing against defaulting
individuals.

Health sector

EGP187.6mn of the EGP100bn package
was disbursed to the Ministry of Health.

EGP2.25mn was allotted for state-paid
healthcare workers.

Source: Prime Research.
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VAT , 47.6%

The government has to do whatever it takes to keep corporates afloat to
prevent waves of production cutbacks and the ensuing surge in non-performing
loans and unemployment. Fiscal policy has more room for mitigation action than the
monetary policy at this stage. Fiscal stimulus has the power to put the brakes on the supply-
demand downward spiral by boosting demand more directly and quickly than the monetary
policy. So far, the proposed fiscal policy measures have focused on three areas:

1) Using a transfer system to mitigate the fall in demand.
2) Discretionary fiscal measures, mainly for the health sector.
3) Targeted state support for the sectors most hit by the COVID-19 crisis.

However, moving too slow and/or too little is risky, given the uncertainties that still bound
any attempt—no matter how calculated—to forecast the extent of the virus-driven
economic strain and its duration. Fiscal measures can take a form of preferential tax
treatment (tax holiday or tax refund) in a tailored manner and cash injection through
bailout plans for front-line sectors. A further energy price cut is still another option on the
table, especially for manufacturing industries that are facing deterioration in both export
and domestic demand. Meanwhile, expanding public investment is inevitable especially in
the health sector.

Does the country have the fiscal capacity to expand its fiscal mitigation
measures while maintaining its fiscal deficit within the target of 7.2% in FY20
and 6.3% in FY21? In our view, the answer is no. These targeted numbers are hard to
achieve during such unprecedented shock, not only due to the urgent need for fiscal support
to boost the domestic economy but also because of the expected fall in government tax
revenues on the back of slower economic activities and plummeting corporate profits.

Figure 2: Tax revenues breakdown (FY19, EGP736hn)
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Source: Ministry of Finance.
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economic activity could push the deficit to 9.5% in FY20, according to our estimates.
However, in our view, implementing well-tuned countercyclical measures would help the
economy break the spiral of demand-supply disruptions and put the growth on recovery
track within a year. The faster the rebound in growth, the quicker the recovery in fiscal
revenues, and the more capable the government in putting the public finances back on a
more sustainable footing.

The IMF support package for technical and financial aid was the next ultimate
move as foreign appetite for local debt instruments is currently ebbing and FX
revenues are significantly dwindling. As widely expected, Egypt is now in talks with
the IMF for further funding arrangement. We estimate that the fund package can reach up to
USD6.8bn from two funding programs, Rapid Financing Instruments (RFI) and Standby
Agreement (SBA). The access to RFI would be used to support the country’s balance of
payments (BoP), while the SBA should be allocated to finance the growing fiscal needs to
combat the effect of the virus upheaval. The IMF support should also help the country to
shore up foreign investors’ trust and provide technical guidance for effective policies that
are essential to forestall worse outcomes of the current crisis.

Prime Research 40f 5



PRIME SECURITIES

Shawkat EI Maraghy
Managing Director

Tel.: +202 3300 5622
SElmaraghy@egy.primegroup.org

SALES

Mohamed Ezzat

Head of Sales & Branches
Tel.: +202 3300 5784
MEzzat@egy.primegroup.org

Mohamed Ashmawy
Head of Institutional Sales

Tel.: +202 3300 5612
MAshmawy@egy.primegroup.org

Amr Alaa, CFTe

Team Head — Institutional Desk
Tel.: +202 3300 5609
AAlaa@egy.primegroup.org

Mohamed EI Metwaly
Manager

Tel.: +202 3300 5610
MEImetwaly@egy.primegroup.org

Emad El Safoury
Manager

Tel.: +202 3300 5624
EElsafoury@egy.primegroup.org

Shawkat Raslan
Heliopolis Branch Manager
Tel.: +202 3300 5110
SRaslan@egy.primegroup.org

Mohamed EI Henawy
Nasr City Branch Manager

Tel.: +202 3300 5166
MElhenawy@egy.primegroup.org

Nashwa Abuelatta
Alexandria Branch Manager
Tel.: +202 3300 5173
NAbuelatta@egy.primegroup.org

HEAD OFFICE BRANCHES

PRIME SECURITIES S.A.E. HELIOPOLIS NASR CITY ALEXANDRIA
Regulated by FRA License No. 179. 7 Elhegaz Square 9 Elbatrawy St. 7 Albert Al Awal St.
Member of the Egyptian Exchange. Heliopolis, Cairo Nasr City, Cairo Smouha, Alexandria
2 Wadi Elnil St., Liberty Tower, 71 Egypt Egypt Egypt

FI. Tel: +202 2777 0600 Tel: +202 3300 8160 Tel: +202 3300 8170

Mohandessin, Giza Fax: +202 2777 0604 Fax: +202 3305 4622 Fax: +202 3305 4622

Egypt
Tel: +202 3300 5700/770/650/649
Fax: +202 3760 7543

DISCLAIMER

Information included in this report has no regard to specific investment objectives, financial situation, advices or particular needs of the report users
whether they received them directly or through any research pool and other specialized websites. The report is published for information purposes
only and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Unless specifically stated
otherwise, all price information is only considered as indicator. No express or implied representation or guarantee is provided with respect to
completeness, accuracy or reliability of information included in this report. Past performance is not necessarily an indication of future results.
Fluctuation of foreign currency rates of exchange may adversely affect the value, price, or income of any products mentioned in this report.
Information included in this report should not be regarded by report users as a substitute for the exercise of their own due diligence and analysis
based on own assessment and judgment criteria. Any opinions given are subject to change without notice and may significantly differ or be contrary
to opinions expressed by other Prime business areas as a result of using different assumptions and criteria. Prime Group is under no obligation
responsible to update or keep current the information contained herein. Prime Group, its directors, officers, employees or clients may have or have
had interests or long or short positions in the securities and/or currencies referred to herein, and may at any time make purchases and/or sales in
them as principal or agent. Prime Group, its related entities, directors, employees, and agents accept no liability whatsoever for any loss or damage
of any kind arising from the use of all or part of these information included in this report whether it is received directly or through research pools
and other specialized websites. Certain laws and regulations impose liabilities which cannot be disclaimed. This disclaimer shall, in no way,
constitute a waiver or limitation of any rights a person may have under such laws and/or regulations. Furthermore, Prime Group or any of the
group companies may have or have had a relationship with or may provide or have provided other services, within its objectives to the relevant
companies.

Copyrights © 2020, Prime Group, ALL RIGHTS RESERVED. You are hereby notified that distribution and copying of this document is strictly
prohibited without the prior approval of Prime Group.

Prime Research 50f5


mailto:SElmaraghy@egy.primegroup.org
mailto:MEzzat@egy.primegroup.org
mailto:MAshmawy@egy.primegroup.org
mailto:AAlaa@egy.primegroup.org
mailto:MElmetwaly@egy.primegroup.org
mailto:EElsafoury@egy.primegroup.org
mailto:SRaslan@egy.primegroup.org
mailto:MElhenawy@egy.primegroup.org
mailto:NAbuelatta@egy.primegroup.org

