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All Uphill from Here
How we think Egypt’s monetary policy will fare by yearend

The CBE’'s main weapon of choice: Interest rates are likely to remain the
Central Bank of Egypt’'s (CBE) main weapon of choice to tackle the current
economic challenges as we head to another MPC meeting this Thursday. The
U.S. dollar (USD), the slumbering giant, has been awakened by record-
breaking inflation rates, driving the Federal Reserve to hike interest rates
more than initially expected and perhaps inducing a recession in the process
to tame inflation. This will put more pressure on the CBE to bring interests
rates up for Egypt to regain its position as an attractive destination for
foreign investors looking for decent real interest rates. Compounded with the
higher-than-expected April inflation reading of 13.1% y/y, this will add more
steam to the higher interest rate argument for the next MPC meeting.

We expect a 100-150bps hike on Thursday: \We expect the CBE to increase
interest rates in the next MPC by 100-150bps. Through this, the CBE will be
sending a strong signal to the market, underscoring its ability to (1) bring
down inflation to pre-pandemic levels and (2) bring real interest rates back in
the positive territory by next year to encourage investment back into the
local debt market, thus boosting foreign reserves and supporting the
Egyptian pound (EGP). We expect inflation to peak in October 2022 at 18.4%
before cooling off afterwards. We now expect inflation to average 14.1% in
2022 (up from our previous forecast of 13.0%). As fiscal years, we expect
inflation to average 8.6% in FY22 and 13.8% in FY23.

Overall, we expect a cumulative 400-450bps move in 2022: By end of
2022, we expect the CBE to have hiked interest rates by a cumulative 400-
450bps for the year, including the 100-150bps we expect on 19 May 2022.
This leaves a total of 200bps through yearend, which should balance out the
economic cooling effects of interest rates on the investment and
consumption sides of the economy with a better grip on inflation. At the end
of the day, this should help bring down inflation rates, resulting in a real
interest rate differential that boosts foreign investment in local debt markets
and helps maintain foreign reserves.

We expect EGP to stabilize in the short term: Maintaining the current
USD/EGP exchange rate should bode well for some of Egypt's importers.
Since the second half of March, the Chinese yuan (CNY) has depreciated by
more than 7%. Meanwhile, the euro (EUR) is approaching parity with USD,
giving hope that the recent EGP depreciation may not be as hard-hitting as it
seemed in March and April. This leaves us to conclude that since most of
Egypt's trading partners have depreciated their currencies, import controls
may be eased, with little EGP depreciation needed, if at all. We note that
China and the Eurozone are Egypt’s main trading partners with Egyptian
exports mainly spanning fertilizers, oil, and gas, all of which have been seeing
massive spikes in their global demand. On the other hand, Egyptian imports
continue to become cheaper as many currencies depreciate against USD,
which means Egypt’s import bill will likely be lower than initially anticipated.
Thus, it is too early to see how all of this will impact Egypt's current account
deficit (CAD).

* An intern in the macroeconomics team.
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Figure 1: NIR stabilized in April 2022 after falling
significantly in March 2022
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Figure 3: EGP is down 52% since devaluation in
November 2016 but up 2% since January 2017
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Source: CBE, Prime Research.

Figure 5: Inflation to continue rising through
October 2022 before slowing down
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Figure 2: The FX position in the banking sector
necessitated the EGP depreciation
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Figure 4: Inflation continues to be fueled by food
inflation on high global commodity prices
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Source: CBE, Prime Research.

Figure 6: Real interest rates to stay negative for
the remainder of the year
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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
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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
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