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Before the Grand Storm

The current account deficit (CAD) in Q2 FY22 improved on
both annual and quarterly basis, thanks to relative
improvements in the trade deficit, a rebound in the services
balance, and high remittance inflows. CAD contracted by 22%
y/y in Q2 FY22 after expanding by 44% y/y in Q1 FY22, leading
to a deficit of USD3.8bn. On a quarterly basis, CAD also declined
by 5% g/q, but at a slower pace than the 22% qg/q fall in Q1
FY22. The following factors influenced CAD in Q2 FY22:

(1) For the first time since Q1 FY21, the trade deficit fell,
albeit marginally. Trade deficit declined by 0.1% y/y on a
considerable rise in exports (+78% y/y to USD11.8bn vs.
+41% y/y in Q1 FY22). Meanwhile, imports also increased
but at a relatively slower pace (+30% y/y vs. +34% y/y in Q1
FY22), although they remain at historic highs of USD22.5bn.

(2) In Q2 FY22, LNG exports staged its greatest recovery.
The hydrocarbon trade balance improved to a solid surplus
of USD2.2bn from a deficit of USD10Tmn in Q1 FY22.
Hydrocarbon exports set a new historical high of USD5bn
(vs. USD2.9bn in Q1 FY22) on higher LNG prices and
volumes.

(3) Annual non-hydrocarbon trade deficit growth
moderated in Q2 FY22 (+22.6% y/y vs. +26% y/y in Q1
FY22), owing principally to a 46% y/y increase in non-
hydrocarbon exports (vs.+27% y/y in Q1 FY22), reaching
USD6.8bn. Meanwhile, imports continued to grow at a
substantially high rate, increasing by 30% y/y to USD19.6bn.
Non-hydrocarbon trade deficit remained at an all-time high
of USD12.8bn, driven mainly by higher global commodity
prices.

(4) Service surplus grew at a slower pace due to an increase
in service payments. Service surplus reached USD2.7bn in

Q2 FY22 (vs. USD2.9bn in Q1 FY22 and only USD1mn in Q2
FY21), helped by a strong rebound in the tourism sector,
which generated USD3bn (vs. USD2.8bn in Q1 FY22 and only
USD987mn in Q2 FY21). Suez Canal revenues remained
almost flat gq/q but grew 11% y/y to USD1.7bn. Meanwhile,
service payment surged by 50% y/y to USD4bn, driven by
Egyptians’ pent-up demand for travel.

(5) The deficit in investment income continue to weigh on
CAD, growing by 36% y/y in Q2 FY22 vs. 27% y/y in Q1
FY22, driven by a 48% y/y increase in investment income
payments, including earnings of foreign corporates in Egypt
and interest payments.

(6) Remittances slipped in Q2 FY22, in line with our
expectations. Remittances fell by 0.8% y/y to USD7.3bn vs.
USD7.5bn in Q2 FY21 and USD8.1bn in Q1 FY22.

(7) As global tightening circumstances forced FPI to report
a net outflow for the first time since Q1 FY21, CAD was
financed by net borrowing and other investment. Net FPI
inflows fell further, with a net outflow of USD6bn compared
to a net inflow of USD3.6bn in Q1 FY22. Egypt lost USD3.6bn
in capital outflows from the T-bills in Q2 FY22, owing to a
major shift in the Fed's monetary stance. Meanwhile, FDI
declined by 8.7% y/y to USD1.6bn in Q2 FY22 (42% of CAD),
after increasing by 4% y/y to USD1.7bn in Q1 FY22.

The overall balance of payments (BoP) was in deficit, largely
owing to net capital outflows and net errors and omissions
(NEO), reflecting the growing pressures on the country’s
external position, despite the improvement in CAD. Overall,
the BoP ran a USD325mn deficit in Q2 FY22 versus a
USD311mn surplus in Q1 FY22.
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Figure 1: CAD was on the path of improvement before the war
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Source: CBE, Prime Research.
Figure 2: LNG exports drives notable exports recovery
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We now have three main takeaways based on what we had
expected prior to the Russia-Ukraine war and the
performance of BoP in H1 FY22:

(1)

(2)

CAD was set to ease to a lower level compared to a year
before, but this seems unlikely now. Prior to the fast
acceleration in geopolitical tension and conflict-induced
disruptions in global commodity markets, we had forecasted
CAD to ease to 3.1% of GDP in FY22, which is equivalent to
USD14.2bn. In H1 FY22, CAD was on the path to meet our
forecast, having registered USD7.8bn, thanks to a strong
recovery in tourism and LNG exports. However, the war has
led us to revise our forecast; we now expect CAD to widen
to 3.8% of GDP in FY22, amounting to USD16.7bn.

The effect of the war in Europe started to affect Egypt’s
external position through three channels (i) trade
deficit, (ii) tourism revenues, and (iii) external funding
gap. First, we expect the hydrocarbon trade deficit to
improve over the course of FY22, resting on a surge in LNG
prices that is set to help the country face the higher cost of
imported fuel products. However, non-hydrocarbon trade
deficit will remain the main source of weakness. It will
also be subject to further deterioration despite the CBE's
measures to curb imports, due to the higher import bills and
the risk of long-lasting global supply disruptions that affect
global commodities, especially food imports. The fast
depletion of strategic wheat reserves (less than 2.5 months
in early April) drove the country to purchase 350,000 tons of
wheat last week despite the significantly-higher prices. We
estimate the trade deficit will accelerate further in FY22 to
11.6% of GDP, up from the 9% of GDP we had previously
anticipated. Second, we also revise downward our
projection for tourism revenues on the backdrop of an
expected slower tourism influx from Russia and Ukraine to

(3)

reach USD10.6bn by end of FY22. Third, Egypt's external
funding needs, according to our estimate, are expected to
reach USD21.3bn in H2 FY22. The rapid escalation of
geopolitical tensions in Eastern Europe, coupled with the
drastic shift in global monetary conditions, threaten the
country's ability to access funds to finance its external
needs. Thus, the March decision to hike interest rates by
100bps and loosen the grip on the EGP was necessary to
contain external pressures and safeguard Egypt's external
buffers in the event of a more persistent and protracted
crisis, given the state of total FX liquidity in the banking
sector and significant pressures on the CAD.

An IMF deal, in addition to GCC support, should help
Egypt meet its funding needs as the outlook for capital
inflows is still clouded by the Fed's monetary stance. We
believe an IMF program would help narrow the funding gap
by providing a range of USD2-3bn, given the country’s
current outstanding borrowing from the fund (USD24bn by
end of September 2021), making it one of the biggest
borrowers from the fund behind Argentina. The latest GCC
investment inflows should boost FDIs in FY22 to exceed our
early projection of USD8bn, ending the year at USD10bn.
We believe the IMF support and GCC financial inflows
will ease investors’ concerns about Egypt's external
funding gap. However, global tightening conditions will
continue to be a major worry, keeping the CBE's
monetary stance more hawkish than originally
envisaged.

Figure 3: Financial account on surplus, thanks to borrowing
and other investment
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Figure 4: Even before the geopolitical crisis, capital outflows
have been accelerating since Q2 FY22
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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 arelationship with or may provide or have provided other services, within its objectives to the relevant companies.
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