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 ANALYST CERTIFICATIONS AND REQUIRED DISCLOSURES ON LAST PAGE OF THIS REPORT

Devaluation and subsidy cuts ahead of an early November IMF board meeting
It is all coming together by October end 
Last night, Bloomberg quoted IMF Managing Director Christine Lagarde noting that Egypt has yet to adjust 
the exchange rate and implement subsidy cuts, before the IMF board can meet to approve the USD12 billion 
lending facility. The quotation reads: “There are several prior actions which need to be completed before the 
board can actually meet...To my knowledge, these prior actions are almost completed -not quite - in relation to 
both exchange rate and in relation to subsidies, there is still a little bit of implementation to be made before the 
board can meet.” In a related note, Masood Ahmed, the IMF Middle East chief, told reporters on Friday that the 
board may be able to review the agreement by early November, following which there will be a disbursement 
of USD2.5 billion as a first tranche. On a separate announcement, Finance Minister Amr El Garhy noted that the 
USD 5-6 billion should be in place in another 2-3 weeks, along with the issuance of the USD3-5 billion Eurobond. 

We noted in our previous notes that devaluation should happen sometime in October, post the transfer of 
the USD5-6 billion in pre-requisite financing packages, which would support the necessary NIR build-up to 
USD25 billion previously noted by the CBE Governor. We project a theoretical fair value of the Pound versus the 
Dollar at EGP11.75, using interest rate parity, and consequently view the official exchange rate would move to 
EGP11.50-11.99/USD. 

A double blow at once might not be the best policy choice; Avoiding civil unrest is a key success 
factor  
Both reform measures have been expected by the market over the last few months. However, Lagarde’s 
statement means that both shall come into effect during the month of October, and not only devaluation like 
everyone expected. Both measures threaten the cost structure for the industrial sector, and fuel inflation which 
will eventually hit private consumption, a key growth driver for the Egyptian economy. The toughest part of 
reform implementation, we believe, will be securing public acceptance of the imminent reform agenda. 

Reiterate: Market is going up its range with high volatility to news
The market has been going up its predefined range of 7,900-8,500 with high susceptibility to news flow, whether 
above or below expectations. If the market is to break above 8,500; it should be testing a ‘marginal higher 
highs,’ where it shows an unsustainable rise that would lose momentum quickly to go back to 8,500. Another 
spike above the high end of that range would require a post-reform settlement of the exchange rate, absence of 
capital controls and stability of consumer demand post-austerity measures. 

Focus on financial institutions and real estate plays along with infrastructure and devaluation 
beneficiaries
HRHO, EKHO, CIEB, HDBK, ORAS, SWDY, TMGH, PHDC, OCDI, MNHD, ORWE, SKPC and AMOC
*Banks’ margins will continue to benefit from the hike in rates, given the high allocation to treasury investments. If FX 
shortage is resolved, balance sheet growth will revive. We like CIEB and HDBK. 
*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). 
*High infrastructure spending beneficiaries including Orascom Construction and El Sewedy Electric are amongst our picks.  
*ORWE is another industrial player, shielded from FX shortage and a direct beneficiary of export incentivizing programs. 
*SKPC and AMOC revenues are USD-based and driven by tight PE and refining markets, respectively, which creates a 
decent upside, in addition to potential attractive dividend yield. 
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