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For Stormy Days, Eyes on the Ball

Shelters continue to be built for the stormy days: Egypt's official net
international reserves (NIR) inched up again by USD60mn at the end of
November, standing at USD40.91bn (+4.3% y/y, +0.1% m/m). The slight
improvement was attributed to: 1) a USD222mn (+1% m/m) increase in the
stock of foreign currency, standing now at USD34bn vs. USD33.8bn by the
end of October; and 2) a pick-up in gold prices in November that led to a
slight appreciation in the stock of gold (+USD5mn). Meanwhile, it seems
that the improvement in the stock of foreign currency came at the expense
of the stock of SDRs, which declined by USD167mn by end of November.
After its significant increase in October (by USD2.1bn), non-official reserves
remained almost flat, falling only USD9.8mn to end the month at
USD11.49bn—the highest level in more than three years.

Despite the gradual accumulation of external buffers, underlying risks
still weigh on the health of the external sector outlook: Despite the
country's external buffers gradually improving over the course of 2021, their
dynamics continue to raise some concerns because:

1) Foreign assets at commercial banks have not recovered yet from COVID-19
crisis as NFAs were still in a lability position of USD4.9bn by end of October,
due to 4% m/m fall in foreign assets and a 1% m/m increase in foreign labilities.
The slower recovery in foreign assets in the face of growing labilities indicates
that pressures on foreign assets in the banking sector are still growing despite
the ongoing recovery in the tourism sector and strong remittances.

2) Foreign assets at the CBE are relatively stable, but let’s not forget that a
significant part of them were generated from the IMF funding support in
addition to the recent USD3bn inflows from KSA new deposits at the CBE.
Despite that support, NFAs at the CBE are below pre-COVID-19 level, standing
at USD12.3bn by end of October 2021 vs. USD16.8bn by end of February
2020—just before the last bout of capital outflows hit the country.

3) Additional USD3bn in financing packages from UAE banks have been
secured, but financing needs are growing with the state budget and CAD
still under increasing pressures. In addition to the upward pressures on the
cost of external borrowing as the country’s CDS remained on an upward
trajectory since mid-2021, global monetary conditions are heading towards
more tightening.

These risks could eventually translate into more pressures on the local
currency, prompting the CBE to most likely tighten its policy in 2022.

Figure 1: External buffers stabilized, despite the pressures
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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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