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Egypt / PMI May 2021 reading

Contraction Eased

Mona Bedeir The contraction in private-sector activity seen since the end of 2020
Chief Economist extended in May, despite the slight improvement. The private-sector
T +202 3300 5722 PMI index rose in May to its highest reading since February 2021, but it
mbedeir@eqy.primearoup.org remained in the contraction territory for the sixth consecutive month. The

contraction in private-sector activity eased as the headline PMI index picked
up to 48.6 in May from 47.7 in April 2021. The reading came consistent with
our expectations that the pandemic-related implications and the impact of

May's partial lockdown measures weighed on demand and hence private-
sector activity.

The output is still falling, and upward pressures on input costs
continue. The breakdown of headline sub-indices indicate that domestic
demand is pressured by the COVID-19 turmoil as labor market dynamics
remain weak and new orders are still in contraction for the sixth consecutive
month. Moreover, the private sector is also still pressured by a surge in
global commodity prices as the prices of most raw material accelerated in
addition to the cost of input shortages and higher freight costs. The weak
demand undermined the ability of all firms to pass these costs to their end
consumers. Yet, the survey indicates that some firms managed to do so,
which will likely be reflected in May's inflation prints.

We still don’t expect future PMI readings to leave contraction territory
before summer ends. The expected boost in the tourism sector this
summer should set the stage for a faster rebound in private-sector activity,
in view of the Russian travel ban to the Red Sea coming to an end and the
wider vaccination coverage. Yet, the private-sector activity needs a fast,
large-scale recovery in domestic demand, which is not expected to be seen
before end of 2021. The new budget of FY22, which will begin next month,
introduces initiatives supporting domestic demand and the private sector,
including the increase in public wages and a new export subsidy program.
However, the growing risk of higher inflation will keep the CBE's monetary
stance in a "wait and see” mode over the coming few months.

Chart 1: PMI contraction eased in May, while IPI is still below pre-
COVID-19 levels
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Source: PMI Markit, CAPMAS.
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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.
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