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Despite Unsupportive Inflation Numbers, Rate Cut Still Possible  

Inflation Spikes on Volatile Items
Inflation for February 2019 hits 13.9% YoY for total Egypt (urban and rural), against our expectations of 12.2%, which represents a 1.8%
growth MoM, above our expectation of 0.4%. The increase reflects price hikes of 8.0% MoM for vegetables, 9.8% MoM for poultry and 1%
MoM for dairy products.  The highest by far contributing category to inflation this month is Food and Beverages. Within this category, the
change is mainly driven by the Vegetables sub-category, reflecting hikes in the prices of tomatoes, cucumbers, potatoes and zucchini.
 The food and beverages category is also on top of the contribution to YoY inflation with 8.41 points against less than 2 points for the rest
of the categories.

Chart 1: Contribution to Monthly Inflation
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Chart 2: Contribution to Annual Inflation
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Inflation to Stabilize Going Forward
Going forward, we see annual inflation rates at 13-14% YoY over March - September 2019. Despite the spike in inflation over
June-August 2019 as a result of the subsidy cuts, the base effect will contribute to stability in annual inflation figures.



 Another 1% Rate Cut Still Possible
Despite the spike in inflation, we still see another 1% cut in rates on March 28. Several reasons support the rate cut, including:

1.       If a rate cut was not made this meeting, there will be no window for rate cuts except six months down the line, on September 26. The
new debt control strategy, which incorporates reducing the debt service as a percentage of total fiscal budget expenses, does need a rate
cut and the six months window is long enough to create some savings for the budget.

2.       With the high demand from foreign investors for EGP treasury instruments, and the consequent influx of USD into the Egyptian
banking system, along with the resulting strength of the EGP (+2.6% YTD) tell us that foreigners like the Egypt story and will continue to
inject portfolio investments in Egypt even after another 1% cut, since the strength in the currency (+2.6%) would have compensated them
for the drop in rates (possibly 2% in 1Q19), which makes the overall carry trade still very attractive from their point of view. It is notable
though that if the cut in rates results in some pressure on the EGP, any potential pressure on the currency will not push the
exchange rate higher than the EGP18.00 mark, and consequently will not impact inflation.

 

In conclusion, despite the spike in inflation rate, due to highly volatile items, the debt reduction strategy and
foreign interest in Egyptian treasury instruments support rate cut on March 28th.
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Disclaimer
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engage in securities activities according to its domestic legislation.  This research is not a product of Exotix USA, Inc, a U.S. registered
broker-dealer.  Pharos Holding has sole control over the contents of this research report. Exotix USA, Inc does not exercise any control
over the contents of, or the views expressed in, research reports prepared by Pharos Holding.

Pharos Holding is not registered as a broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the
preparation of research reports and the independence of research analysts.  This research report is provided for distribution to “major
U.S. institutional investors” and other “U.S. institutional investors” in reliance on the exemption from registration provided by Rule
15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments
based on the information provided in this research report should do so only through Exotix USA, Inc, located at Floor 36, 444 Madison
Avenue, Floor 36, New York, NY 10022. A representative of Exotix USA, Inc. is contactable on +1 (212) 551 3480. Under no
circumstances should any U.S. recipient of this research report effect any transaction to buy or sell securities or related financial
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mechanical, including recording or the use of any information storage and retrieval system, without written permission from.

Pharos Holding is the employer of the research analyst(s) responsible for the content of this report and research analysts preparing this
report are resident outside the U.S. and are not associated persons of any U.S. regulated broker-dealer.  The analyst whose name appears
in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA”)
and may not be an associated person of Exotix USA, Inc and, therefore, may not be subject to applicable restrictions under FINRA
Rules on communications with a subject company, public appearances and trading securities held by a research analyst account.

Exotix USA, Inc. 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, and does not
expect to receive or intend to seek compensation for investment banking services from the subject company in the next three months.
Exotix USA, Inc. has never owned any class of equity securities of the subject company. There are no other actual, or potential, material
conflicts of interest of Exotix USA, Inc. at the time of the publication of this report. As of the publication of this report, Exotix USA,
Inc. does not make a market in the subject securities.

About Exotix Capital

Exotix Capital is a registered trade mark of Exotix Partners LLP. Exotix Partners LLP and its subsidiaries ("Exotix Capital") provide
specialist investment banking services to trading professionals in the wholesale markets. Exotix Capital draws together liquidity and
matches buyers and sellers so that deals can be executed by its customers. Exotix Capital may at any time, hold a trading position in the
securities and financial instruments discussed in this report. Exotix Capital has procedures in place to identify and manage any potential
conflicts of interests that arise in connection with its research. A copy of Exotix Capital’s conflict of interest policy is available at
www.exotix.com/regulatory-information.
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any purpose without the written permission of Exotix Capital. Exotix Capital shall accept no liability whatsoever for the actions of third
parties in this respect.  This report is for distribution only under such circumstances as may be permitted by applicable law.

This report may not be used to create any financial instruments or products or any indices. Neither Exotix Capital, nor its members,
directors, representatives, or employees accept any liability for any direct or consequential loss or damage arising out of the use of all or
any part of the information herein.

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or Professional Clients (as defined in the FCA
Handbook). The information herein does not apply to, and should not be relied upon by, Retail Clients (as defined in the FCA
Handbook); neither the FCA’s protection rules nor compensation scheme may be applied.

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP (Dubai) which is regulated by the Dubai Financial
Services Authority (“DFSA”). Material is intended only for persons who meet the criteria for Professional Clients under the Rules of
the DFSA and no other person should act upon it.

Other distribution: The distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this
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Disclaimers

Exotix Capital and/or its members, directors or employees may have interests, or long or short positions, and may at any time make
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Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this report may present certain risks.
The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange
Commission. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be
subject to audit and reporting standards and regulatory requirements comparable to those in effect within the United States.  The value



of any investment or income from any securities or related financial instruments discussed in this report denominated in a currency
other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from
such securities or related financial instruments.
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