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Buffers Grew Despite Signs of Unwelcome 

Tightening of Financial Conditions

Headline NIR spurred in tandem with significant growth in non-official 

reserves: Egypt’s NIR grew by USD100mn to USD40.2bn by the end of 

February 2021. At the same time, non-official reserves grew by USD3bn to 

stand at USD7.8bn, the highest level since the end of March 2020. Thus, 

overall reserves (NIR + non-official reserves) reached  USD48.9bn, covering 

nine months of merchandise imports. The overall level of reserves is now 

closer to restore most of its losses triggered by the massive pandemic-

driven capital outflows by end of March 2020. However, we note that 

changes in the non-official account are usually temporary; indeed, the 

significant growth in February was mainly driven by the issuance of 

USD3.75bn Eurobond on 8 February, which will soon be allocated for fiscal 

financing.

Foreign assets at commercial banks are also bolstering, thanks to 

capital inflows: The most recently availed data indicate that foreign assets 

at commercial banks are only a step away from their pre-COVID-19 level, to 

stand at USD22.7bn compared to USD23bn by the end of February 2020, 

right before the pandemic-induced sell-off wave that hit the country. Net 

foreign assets (NFAs) also continued their upward trend, reaching USD4.5bn 

by the end of January 2021. Yet, NFAs are still well below their pre-

pandemic level of USD7.9bn due to elevated foreign liabilities. Foreign 

assets at commercial banks have gained much support from the recovery in 

foreign appetite in the local debt market, which pushed foreign holdings of 

debt instruments to exceed their pre-pandemic level, standing at 

USD28.5bn, the highest level on record. However, risks of tightening global 

financial conditions have been looming recently on the back of higher U.S. 

yields which already started to impact capital inflows to EMs.

Global commodity prices and unwelcome tightening financial 

conditions are growing risks: Strong commodity demand driven by the 

vaccination progress in addition to U.S. inflation concerns and its impact on 

yields and monetary policy stance, are all alarming signs for Egypt’s external 

position. While higher commodity prices will take their toll on the expected 

CAD and inflation outlook, a hawkish Fed reaction could reverse capital 

inflows to Egypt as it will undermine the appetite for risky assets. Hence, we 

should keep our eyes widely open for forthcoming developments. However, 

we still see the current level of external buffers are enough to shield the 

economy. Meanwhile, macro fundamentals still provide Egypt with favorable 

financing conditions.

Source: CBE.

Chart 1: Eurobond issuance spurred non-official reserves 
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