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Egypt negotiating USD12bn IMF loan; buckle
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Deal could be sealed by September, parliament permitting
Egypt said yesterday it is negotiating a 3-year USD12bn loan programme
with the IMF to bridge a total funding gap of USD21bn, which was
largely in line with our expectations. Negotiations, which have been
ongoing for the past three months according to the statement, could be
finalised during IMF’s mission visit which starts this Friday. We believe a
staff level agreement could be reached once the VAT law has been
approved by Parliament, with the latter having already approved the Civil
Service law – the fund will also want a commitment on a more flexible FX
policy. Such agreement would then need to be ratified by the IMF’s
board, likely post implementation of the VAT in September, as well as by
Parliament; only then would the fund start to disburse the money.
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Eurobonds targeted for September
The gov’t aims to capitalise on the signing of the loan and passing critical
fiscal reforms to access international bond markets with USD2-3bn
issuance, according to Finance Minister Amr El Garhy. He is targeting the
last week of September or first week of October for the issuance.

Bridging the funding gap – GCC funding is key
Bridging the funding gap – which we estimate at cUSD30bn (CA deficit
less expected FDI) for the next three years - will also require rallying
other sources of funding where we believe the GCC will have to play a
large role. Saudi Arabia and UAE have already pledged USD4.5bn in
cash support for the next few months: more could be announced, and
GCC guarantees on loans and bonds are possible. In addition, the
government has access to a USD3bn World Bank loan and a USD1bn
loan from African Development Bank. In the medium term, a recovery
in carry trade financing of the fiscal deficit (which peaked at USD12bn
in 2010) is likely following a devaluation.

EGP adjustment needs reserve buffer, will likely follow agreement
We stick to our view that a successful float of the EGP would first
require building a liquidity shield to enable authorities to stabilize FX
markets post-adjustment and to minimise inflationary impact. We
therefore expect such a move, which clearly will be a key component of
the IMF programme, to take place once an IMF agreement is concluded
rather than in the immediate future. We believe that foreign investors
should stay Underweight on Egypt until the extent of devaluation is
clear. Local investors should preserve capital by buying RE and
financials, but cyclical stocks are likely to remain under pressure as
domestic demand – already under pressure for the past 18 months – will
be squeezed in the first phase of any IMF programme.
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Macroeconomic Indicators (Year-End June)
Egypt
2014a

2015a

2016e

2017f

2018f

301.4

330.3

344.2

349.9

387.4

2.2

4.2

3.7

4.0

4.4

Population (mn)

86.8

88.8

90.8

92.8

94.8

CPI Inflation, Annual Average %

10.1

11.0

10.2

12.5

10.0

(34.1)

(39.1)

(37.0)

(32.6)

(34.1)

Current Account (USD bn)

(2.7)

(12.1)

(18.0)

(15.9)

(17.9)

Current Account, % of GDP

(0.9)

(3.7)

(5.2)

(4.5)

(4.6)

Fiscal Balance (USD bn)

(36.6)

(38.0)

(41.4)

(41.1)

(43.0)

Fiscal Balance, % of GDP

(12.2)

(11.5)

(12.0)

(11.7)

(11.1)

Net Domestic Budget Sector Debt, %

73.2

76.8

77.2

76.5

76.7

External Government Debt, % of

15.7

15.1

13.5

12.9

11.9

NFAs in the Banking System (USD

16.7

6.7

(10.7)

(17.7)

(19.7)

USD Exchange Rate

6.97

7.36

8.17

9.40

9.75

Y-o-Y Growth in Broad Money, %
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16.0

18.5

7.4
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11.8
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Source: Central Bank of Egypt, Ministry of Finance, CAPMAS, and EFG Hermes estimates
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It is not tailored to the specific investment objectives, financial situation or needs of any specific person that may receive this report. This research report must not be considered as
advice nor be acted upon by you unless you have considered it in conjunction with additional advice from an EFG Hermes entity with which you have a client agreement. We strongly
advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.
Although the information in this report has been obtained from sources that EFG Hermes believes to be reliable, we have not independently verified such information and it may not
be accurate or complete. EFG Hermes does not represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this
report and no liability whatsoever is accepted by EFG Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or
otherwise arising in connection therewith.

For Entities and Clients in the United States
EFG Hermes Holding SAE is not registered as a broker-dealer with the US Securities and Exchange Commission, and it and its analysts are not subject to SEC rules on securities
analysts’ certification as to the currency of their views reflected in the research report. EFG Hermes Holding SAE is not a member of the Financial Industry Regulatory Authority (FINRA)
and its securities analysts are not subject to FINRA’s rules on Communications with the Public and Research Analysts and Research Reports and the attendant requirements for
fairness, balance and disclosure of potential conflicts of interest.
This research report is only being offered to Major US Institutional Investors and is not available to, and should not be used by, any US person or entity that is not a Major US
Institutional Investor. EFG Hermes Holding SAE cannot and will not accept orders for the securities covered in this research report placed by any person or entity in the United States.
Orders should be placed with our correspondent, Auerbach Grayson & Co. 212-557-4444.
A Major US Institutional Investor who may receive and use this report must have assets under management of more than USD100,000,000 and is either an investment company
registered with the SEC under the US Investment Company Act of 1940, a US bank or savings and loan association, business development company, small business investment
company, employee benefit plan as defined in SEC Regulation D, a private business development company as defined in SEC Regulation D, an organization described in US Internal
Revenue Code Section 501(c)(3) and SEC Regulation D, a trust as defined in SEC Regulation D, or an SEC registered investment adviser or any other manager of a pooled investment
vehicle.
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and until EFG Hermes has made the information publicly available

CONTACTS AND STATEMENTS
Report prepared by EFG Hermes Holding SAE (main office), Building No. B129 Phase2, Smart Village, KM 28,-Cairo-Alexandria-Desert Road, Egypt 12577,-Tel +20 2 35 35 6140 | Fax
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