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Expect MPC to Raise Rates 1% ; High Inflation and Currency Defense Key Drivers

Expect MPC to Raise Rates 1%; Eyeing Another 1% Hike in November

We believe that the MPC will raise policy rates by 1% during its upcoming meeting on September 22", mostly
duetoinflationary concerns and in preparation for devaluation, in order to increase the attraction of holding
EGP versus USD and in a bet to attract foreign fund inflows into the EGP fixed income market, post-devaluation.

Webelievethatanother 1% hikein policy ratesis much needed for EGP defense, but would probably beimplemented
on the November 17" MPC meeting, to account for the inflation spike induced by VAT and depreciation.

Inflation and Currency Defense to Drive Rate Hike; Despite Growth Concerns

Inflation Spiked in August; More to Show After VAT and Devaluation

Headline CPI recorded 15.5% y-o0-y growth in August 2015, the highest in seven years.
This was the result of +1.9% m-o-m increase in headline CPI, which is the highest
monthly growth since October 2015. Inflation in Egypt is mostly tied to the exchange
rate due high reliance on imports and was negatively affected by the price hikes in
non-regulated items like fruits and vegetables (+36.2% y-o-y). In addition, the spike in
electricity prices has reflected on August CPI numbers. We believe that higher figures
will be recorded for September and October 2016, with VAT implementation that
started in early September and devaluation that should strike in September end or
October, once USD liquidity is injected into the banking system. The government is
on track to secure USD5-6 billion of external funding, much needed to unlock the IMF
funding shortly afterwards.

We Realize Growth Dynamics Not Supportive of a Rate Hike

We track the Industrial Production Index (IPl) as a leading indicator for real GDP growth. IPI
depicts weaker growth potential, mainly driven by FX shortage. The rate hike is necessary for
the successful transition in monetary policy and FX shortage resolution, which will eventually
reflect positively on growth. That is why we believe that while current growth dynamics are
not supportive of a hike in rates, it will be implemented with the intention to resolve currency
shortage, a key obstacle for GDP growth.

Higher Rates Hurt Equities; Market to Move Sideways

Market Will Trade Range; Needs Higher Foreign Participation to
Drive Another Spike

We believe that the market has already cheered the IMF reform program and the FX
shortage resolution. If we look at the big caps and highly liquid names, we would see
current market prices closer to fundamental fair values, which creates less room for
price appreciation (within ¢.20%). This tells us that the market will probably trade
within the 7,700-8,500 range and would need higher foreign participation to break the
high end of that range.

Maintain Conservative ST Trading Tactics; Security Selection is Key

Banks’ margins will continue to benefit from the hike in rates, given the high allocation
to treasury investments (CIEB, HDBK). If FX shortage is resolved, balance sheet growth
will revive. EFG-Hermes and EK Holding are well positioned in their respective space
and offer good value/growth dynamics. Real estate developers (TMGH, PHDC, OCDI) will
continue to deliver strong results, at least over the next 2-3 quarters, driven by higher
inflation/devaluation concerns. Do not forget land bank owners (MNHD, HELI). High
infrastructure spending beneficiaries including Orascom Construction and El Sewedy
Electric continue to be on our list. Keep an eye on oversold names like JUFO, which was
ressured by FTSE Russel Index exclusion.
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ANALYST CERTIFICATIONS AND REQUIRED DISCLO

Inflation is highly related to exchange rate
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This Report is compiled and furnished solely for informative purposes to be considered by the intended recipients who have the knowledge to
assess the information contained herein. Pharos Research (‘Pharos’) makes no representation or warranty, whether expressed or im-plied, as
to the accuracy and/or completeness of the information contained herein or any other information that may be based on the data/ informa-
tion enclosed. Furthermore, Pharos hereby disclaims any and all liabilities of any nature relating to or resulting from the use of the contents of
this Report. This Report shall not be approached as an investment solicitation nor shall it be considered as legal or tax advises. Pharos highly
recommends that those viewing this Report seek the advice of professional consultants. None of the materials provided in this Report may
be used, reproduced or transmitted, in any form or by any means, electronic or mechanical, including recording or the use of any information
storage and retrieval system, without written permission from Pharos.

This report was prepared, approved, published and distributed by Pharos Securities Brokerage company located outside of the United States
(a “non-US Group Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker dealer, on behalf of Pharos Securi-
ties Brokerage only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange
Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S. customer in the securities de-scribed in this report must
be effected through LXM LLP USA.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial Industry
Reg-ulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts. No non-US Group
Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any
other U.S. self-regulatory organization.

Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual
analyses, that (1) the views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2)
no part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views ex-pressed in
this report. Please bear in mind that (i) Pharos Securities Brokerage is the employer of the research analyst(s) responsible for the content of
this report and (ii) research analysts preparing this report are resident outside the United States and are not associated per-sons of any US
regulated broker-dealer and that therefore the analyst(s) is/are not subject to supervision by a US broker-dealer, and are not required to satisfy
the regulatory licensing requirements of FINRA or required to otherwise comply with US rules or regulations regard-ing, among other things,
communications with a subject company, public appearances and trading securities held by a research analyst account.

Important US Regulatory Disclosures on Subject Companies. This material was produced by Analysis Pharos Securities Brokerage solely for
information purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made
available to any person other than the recipient. It is distributed in the United States of America by LXM LLP USA and elsewhere in the world
by Pharos Securities Brokerage or an authorized affiliate of Pharos Securities Brokerage. This document does not constitute an offer of, or an
invitation by or on behalf of Pharos Securities Brokerage or its affiliates or any other company to any person, to buy or sell any security. The
information contained herein has been obtained from published information and other sources, which Pharos Securities Brokerage or its
Affiliates consider to be reliable. None of Pharos Securities Brokerage accepts any liability or responsibility whatsoever for the accuracy or
completeness of any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of
the date of this document. Emerging securities markets may be subject to risks significantly higher than more estab-lished markets. In par-
ticular, the political and economic environment, company practices and market prices and volumes may be subject to significant variations.
The ability to assess such risks may also be limited due to significantly lower information quantity and quality. By accepting this document,
you agree to be bound by all the foregoing provisions.

LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the U.S. LXM LLP USA or its affiliates
has not managed or co-managed a public offering of securities for the subject company in the past 12 months, has not received compensation
for investment banking services from the subject company in the past 12 months, does not expect to receive and does not intend to seek com-
pensation for investment banking services from the subject company in the next 3 months. LXM LLP USA has never owned any class of equity
securities of the subject company. There are not any other actual, material conflicts of interest of LXM LLP USA at the time of the publication of
this research report. As of the publication of this report LXM LLP USA, does not make a market in the sub-ject securities.




