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Further Improvement in 3Q 2017

The Pharos Exchange Market Pressure Index (EMPI) declined from 156.4 in 2Q
2017 to 133.5 in 3Q 2017. The EMPI continued to improve for the second
consecutive quarter reflecting:

• Net international reserve accumulation from USD28.5 billion by the end of 1Q
2017 to USD36.5 billion by the end of 3Q 2017. Meanwhile, the CBE’s
monetary tightening stance helped keep the money supply growth in check.

• The nominal interest rate gap, which we measure by the 6-month T-bill yield
differential between Egypt and the United States, continued to decline as the
inflation outlook in Egypt (the United States) drove yields lower (higher).

• The Egyptian Pound nominal exchange rate appreciated gradually from
EGP18.2 per USD by the end of 1Q 2017 to EGP17.7 per USD by the end of 3Q
2017.

Going forward, we believe that further Balance of Payments (BoP) fundamental
improvement would strengthen the sustainability of the EMPI downward sloping
trend. On the other hand, we highlight two key risks in 4Q 2017:

• A potential CBE policy rate cut / Fed policy rate hike: We believe that the
current yield levels already factor in the anticipated policy rate cut (hike) in
Egypt (the United States) in 4Q 2017. Therefore, we do not expect a significant
change in the nominal interest rate gap and, hence, expect limited impact on
the EMPI.

• The repayment of external debt obligations: This would suggest a significant
decline in the CBE’s net international reserves, which could raise the exchange
market pressure. However, the agreement to extend the maturity of the Saudi
and the Emirati deposits at the CBE, the renewal of the Chinese swap and the
repo deal, in addition to the disbursement of the IMF and ADB loan tranches
would minimize such a risk. Source: Central Bank of Egypt, Bloomberg, Pharos research

Ramy Oraby - Economist
ramy.oraby@pharosholding.com
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Exchange Market Pressure Index (EMPI) reflects foreign currency market pressure resulting from the economy’s fundamentals, in addition to speculative
attacks. EMPI is also a vital tool that helps capture the magnitude of the external sector imbalances even in the case of a fixed nominal exchange rate.

Our EMPI includes:

• The annual nominal exchange rate change (EGP per USD).

• The change of the Central Bank of Egypt (CBE)’s net international reserves (NIR) as a percentage of the monetary base (M0).

• The short-term nominal interest rate differential between Egypt and the United States, using the 6-month treasury yield.

Each of the three components was normalized by subtracting the mean and dividing by the standard deviation. The weight of each constituent was computed
based on both the variance and elasticity approaches. Since both techniques produced homogeneous outcomes, we picked the former approach for simplicity.
The EMPI increases when the nominal exchange rate depreciates, when NIR change (as % of M0) decreases, when the nominal interest rate differential
increases.

Methodology



Exchange Market Pressure Index 

3

Essam Abdel Hafiez
Managing Director
+202 27393687
essam.abdelhafiez@pharosholding.com

Ahmed Raafat
VP Local Institutional Sales
Local Institutional Sales
+202 27393627
ahmed.raafat@pharosholding.com

Seif Attia
Head of Local Sales
+202 27393682
seif.attia@pharosholding.com

Ahmed Abutaleb
Head of Foreign Sales
+202 27393632
ahmed.abutaleb@pharosholding.com

Sherif Shebl
AVP of Foreign Sales
+202 27393634
sherif.shebl@pharosholding.com

Omar Nafie
Associate of Foreign Sales
+202 27393635
foreignsales@pharosholding.com

Sally Refaat
Head Online Trading
+202 27393675
sally.refaat@pharosholding.co

Pharos Securities - Sales and Trading



Exchange Market Pressure Index 

4

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/ information 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 Securities 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 particular, 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 compensation 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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