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Devaluation in the Driver Seat
Beyond Tunnel Vision

Market Losing Steam; Seize Rebounds to Partially Offload
The waiting game; YTD gains and reform execution risks 
are having their toll on market movement with low 
chances of spikes 
The market continues to swing between cheering devaluation and 
profit taking, within the 7,900 - 8,500 range. We continue to emphasise 
that several factors will continue to cap market performance beyond 
the upper boundary of that range:

1) The heavy-weight index constituents are edging closer to their 
fundamental FVs and their 52 week highs.

2) Execution risk for economic reforms is heavily in play. The recent 
shortage of some commodities and government confiscation of private 
sector inventories, in addition to government discussions of profit 
margin control are sending negative signals to investors. 

The government has to stabilise the foreign currency market, implement 
subsidy cuts and budget savings at the same time as focusing on 
rationalising imports, incentivising investments and exports, whilst 
also keeping inflation in check, or creating a solid social safety net for 
low income groups. At this point, the task is very challenging with zero 
tolerance for cold feet. The market is highly volatile to macroeconomic 
developments but with lower appetite for risk taking. 

3)  Potential civil unrest (with calls for protests on November 11) to 
reject the ills of reforms will create selling pressure in the market.

4)  Devaluation was originally penciled for first half of November, but 
concerns about civil unrest obviously pushed the schedule, with latest 
Prime Minister comments pointing to sometime before year-end, noting 
that the IMF board approval will be anytime within two months from 
now.

5) Interest rates should go up by at least 200bps, concurrently with 
devaluation, in a bet to attract foreign portfolio investments into the 
fixed income market and higher interest rates will put pressure equities. 

6) Fresh capital injections into the equity market await an absence 
of capital controls and the stabilizing of the foreign exchange rate, in 
addition to public acceptance of the ills of reform. 

In conclusion, we advise investors to seize any rebound to partially 
offload positions.

One Track Mindedness
Devaluation beneficiaries continue to be the focus of market players 
Stocks that have risen YTD are mostly devaluation beneficiaries, whose sources of FX outweigh their FX costs; or whose 
revenues and costs are FX based, due to foreign operations/export orientation/import parity pricing. Failure to determine the 
point of stability for the exchange rate will create support for share price performance of that group. 
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Devaluation plays are top performers YTD

 ANALYST CERTIFICATIONS AND REQUIRED DISCLOSURES ON LAST PAGE OF THIS REPORT

EGX 30 has not moved much in USD terms

Source: Reuters, Pharos Research

Source: Bloomberg, Pharos Research
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Devaluation in the Driver Seat
Beyond Tunnel Vision

Thinking Outside the Box
Names we continue to like despite the rally and names 
that have not rallied, but which we want to flag

Despite the rally, we continue to like: 

•COMI: The beneficiary of deficit monetisation and the proxy for 
positive macroeconomic developments

•HRHO: Commercial bank sale proceeds are USD based. New 
ventures (microfinance, leasing and consumer finance) have high 
growth potential.

•SWDY: An infrastructure play, with high exposure to the under- 
penetrated power sector in Middle East & Africa, in addition to being 
a devaluation beneficiary. 

•ORWE: An FX neutral industrial player, poised to benefit from export 
incentivising programmes. 

•GTH: Foreign based operations; positive developments on towers 
sale are key catalysts

Other picks that have not realised much potential, yet:

•MNHD: The market fails to fully discount Sarai land plot. Sales 
momentum gained pace over the last three quarters. 

•TMGH: Continues to be undervalued; fails to realise potential on lack 
of share price catalysts.

•PHDC: Diversified project portfolio with solid brand equity.

•EKHO: An oversold stock penalised by its trading currency. The two 
jewels on its crown (Sprea and NatEnergy) offer significant upside 
from the current market price.  

•HDBK and CIEB: Looking at both banks’ ROAE, which is well above 
23%, the banks should be trading at P/B2016e north of 2.0x from a 
current 0.7x and 1.7x for HDBK and CIEB, respectively.

Beyond Tunnel Vision is the Theme for 2017
“Post-devaluation hype”, the laggards of 2016 will be 
the stars of 2017; Keep a close eye on oversold stocks
The stories that were negatively exposed to devaluation/cost 
pressure top the worst performers’ list YTD. Their cycle should reverse 
when the “devaluation mania” ends and the currency challenges are 
behind us. Keep a close eye for the appropriate entry point, because 
recovery will be delayed. These names include: JUFO, Domty, Edita, 
AUTO, CCAP, IDHC. Some other names face challenges beyond 
currency weakness, but would provide decent potential return on a 
“tactical ST trade” basis: ARCC, ERC, ESRS, EZDK, ECAP and LCSW.

Picks we want to flag

Source: Bloomberg, Pharos Research

Source: Bloomberg, Pharos Research

Laggards that will move “post devaluation hype”
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Despite the rally, we still believe in those
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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.
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