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As we had expected, COVID-19 is still casting its shadows 

on Egypt’s external balance. It drove the current account 

deficit (CAD) to widen further by 52% y/y and 74% q/q in Q2 

FY21 ended 31 December 2020, recording USD4.8bn—the 

biggest deficit since the IMF-backed economic reform 

program in 2016. The annual widening was the net result of:

(1) Higher trade deficit (+7.3% y/y, +20% q/q).

(2) Lower service surplus (-55% y/y, +16% q/q).

(3) Higher workers’ remittances (+7.6% y/y, -7% q/q).

(4) Lower investment income deficit (-3.5% y/y, -22% q/q)

COVID-19-related headwinds are still posing structural 

challenges to the export sector, tourism, and remittances 

despite the rebound in global economic activity. The 

weakness in non-hydrocarbon exports and tenacious trade 

deficit were amplified by pandemic-driven distortions. The 

chronic non-hydrocarbon trade deficit widened by 6.7% y/y in 

Q2 FY21 due to an annual increase of 5% in imports, while 

exports grew by only 3% y/y. The COVID-19-induced 

lockdown on Egypt's main trade partners weighed on non-

hydrocarbon exports. Moreover, the ongoing real appreciation 

of the Egyptian pound (EGP) against the U.S. dollar (USD) adds 

more pressure to the export competitiveness and the sector’s 

ability to recover fast. Despite the 20% y/y decline in 

hydrocarbon imports, the hydrocarbon trade balance returned 

back into deficit (USD198mn) due to a 24% y/y decline in 

hydrocarbon exports. Meanwhile, the 55% y/y plunge in 

service surplus was mainly driven by 68% weaker tourism 

revenues which registered only USD987mn. However, tourism 

revenues began to rebound gradually, increasing by 23% q/q. 

Annual growth in workers’ remittances declined to 7.6% y/y, 

to register USD7.5bn in Q2 FY21 vs. USD7bn in Q2 FY20 and 

USD8bn in Q1 FY21.

Overall balance was in black, mainly thanks to foreign 

portfolio inflows. After a sharp fall in foreign portfolio 

investment (FPI) to just USD637mn (-80% y/y) by the end of 

FY20, the rebound in carry trade inflows was faster than 

expected as the country started to receive capital inflows in 

June. This resulted in net capital inflows of USD3.48bn in Q2 

FY21. High lucrative real and nominal yields, a stable currency, 

and a resilient economy in the face of the pandemic crisis 

helped Egypt restore foreign appetite for local debt 

instruments.

Yet, global flows of foreign direct investment (FDI) are on 

a downward trend on an annual basis. Global financial 

distress and muted demand are still affecting global 

investment inflows, thus FDI inflows to the country fell by 33% 

y/y to USD1.8bn in Q2 FY21. Yet, they have shown some 

improvement on a quarterly basis (+9% q/q).

Overall, we still believe the pressures on Egypt’s main FX 

revenues are significant, and challenges triggered by 

pandemic-related distortions in addition to structural 

weaknesses will keep the CBE’s monetary policy on a 

cautious stance. The recent surge in global commodity 

prices and U.S yields, in addition to the important role of  

FPI in financing CAD and stabilizing the local currency, 

should keep the monetary authority vigilant. Hence, we 

do not expect the easing cycle to be resumed any time 

soon.

Challenges Remain Daunting 

Figure 1: CAD widened to the highest level since Q2 FY17  

(USDmn)

Source: CBE, Prime Research.

Source: CBE, Prime Research.

Figure 2: Pressures on remittances (USDmn)
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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 t ime 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 © 2021 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.
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