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Egypt / NIR July2021 reading

The Sky Is No Blue

Mona Bedeir The overall stock of reserves (official and non-official) fell for the first
Chief Economist time in eight months. The overall stock of reserves reversed its upward
T +202 3300 5722 trend for the first time since late 2020, falling 5.4% m/m to USD47.98bn by

mbedeir@eqy.primegroup.orq end of July 2021 from USD50.7bn at end of June. Net official reserves (NIR),
however, were slightly up by USD25mn, standing at USD40.61bn by end of
July (+6% y/y). Thus, most of the decay in the overall headline figures was
attributed to the fall in non-official reserves. After crossing USD10bn in June
2021, the highest level seen since April 2018, non-official reserves declined
by USD2.76bn (-27% m/m) to USD7.37bn by end of July 2021.

Pressures on external sectors are still accumulating as the rally in
global commodity prices continues and COVID-19-related threats are
still active. The CBE depends on its non-official reserves to alleviate the
pressures on NIR, therefore it's more volatile. However, July's decline in
non-official reserves came at the time where the global headwind is
accumulating on the country’s external account.

First, the new Delta variant of COVID-19 is threatening the recovery of the
tourism sector.

Second, the rally in global commodity prices is driving the imports bill
higher. According to the latest available data of CAMPAS, the monthly trade
deficit widened by 9% m/m in May on the back of a 55% m/m increase in
imports bills, which reached USD6.5bn (highest monthly reading since
March 2019) and a 95% m/m surge in exports. The trade deficit is still
subject to further expansion as the sky-high shipping cost (5-10% of the
imported prices) is also feeding imports prices.

Third, the debt payment is set to surge also in 2021 and afterwards.
According to the CBE's external sector report, debt service payments are set
to surge to USD13.2bn in H2 2021, up from USD9.8bn in H1 2021 and
USD1.8bn in H2 2020.

Given the limited availability of data, it would be hard to expect which
in particular the factor the drove the non-official reserves to fall, but
all combined factors were and still are adding pressures on the
country’s FX reserves.

Chart 1: First decline in overall reserves since November 2020
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Source: CBE, Prime Research.
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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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without the prior approval of Prime Group.
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