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Expect MPC to Hold Rates Unchanged

The inflation rate accelerated; financial conditions remain tightened

The monthly headline inflation pace accelerated to 3.2% MoM, leading the annual inflation rate to a record high
level of 33.0% YoY in July. This was no surprise following earlier energy products price hike, in addition to the
VAT rate increase to 14%. We expect the monthly pace to decelerate going forward as the impact of the inflationary
shock gradually fades away. Moreover, our preliminary Financial Conditions Index (FCI) reading for August
suggests continued monetary tightening despite the recent decline in the government treasures’ yield.

Moved ahead of the curve, now the MPC shifts to Wait-and-See mode

In tandem with the second round of the energy subsidy cut, the Central Bank of Egypt (CBE) raised nominal interest
rate by 400 basis points. A Monetary policy ‘rule of thumb’ states that the central bank should raise the nominal
interest rate by more than the increase in the inflation rate. Hence, we see no need for a further interest rate hike
given July’s inflation figures. On the other hand, we reiterate that the first round inflationary reaction to the
recently applied fiscal measures is inevitable and transitory. The monetary policy preemptive move, in this case, is
meant to contain the second round effects (the demand-side reaction) of the inflationary shock. Accordingly, in
line with the transmission lags of the monetary policy, we deem it too early to start monetary easing in
August.

Mixed signals from the fixed income market; A demand surge reflects confidence and
suggests a rate cut; The MoF selling more treasuries suggests holding interest rates
unchanged

The yields on the EGP-denominated treasuries dropped by an average of 2.0% as of August 10. This coincides
with a surge in foreign investors’ demand, who felt more confidence seeing the CBE’s foreign reserves reverting
back to the pre-2011 levels. While this may reflect an interest rate cut expectation on Thursday’s MPC meeting,
the fact that the Ministry of Finance accepted higher-than-initially-planned amounts would suggest the opposite
prediction.

We expect the MPC to hold the interest rate unchanged in August
Given the aforementioned developments, we believe that the current interest rate level is appropriate for the CBE

to achieve its inflation rate target range of 13% (x 3%) by 4Q2018. We reiterate that the inflation outlook, versus
the CBE’s target, remains the key factor to consider in order to anticipate the MPC’s policy interest rate decision.
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