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Egypt: Macro momentum
continues to improve

While Egypt continues to face significant challenges, we remain optimistic on the outlook for fiscal consolida-
tion and see scope for the economic recovery to steadily accelerate.

We keep our positive view on fixed income unchanged, primarily the shorter-dated t-bills market; we remain
neutral on equities as the risk of a near-term consolidation has risen; and we see scope for further steady
EGP appreciation on improved macro fundamentals.
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Economic environment gathering momentum
Economic indicators point toward steady and continued im-
provement in Egypt. The end of fiscal year 2016/17 in June
saw GDP growth of 4.1%, down only modestly from 4.3% the
previous year. Higher frequency PMI data paints a relatively
more positive picture with July recording one of the sharpest
MoM increases on record. At 48.7, the headline figure is still
in contractionary territory, but it is the highest level seen in 12
months (see Fig. 1). Moreover, the new orders reading broke
above the 50 level for the first time since September 2015,
which suggests further gains over coming months.

We see several drivers for continued economic improve-
ment over the medium term. Exports and foreign direct invest-
ment (FDI) have enjoyed a slow but steady recovery over the
past two years; while both are still at an early stage of the cy-
cle, the significantly reduced uncertainty over the EGP’s path
should drive an acceleration in this trend. Tourism has histori-
cally been a key driver of the economy (employing as much as
12% of the economy at its peak) but it is at an even earlier
stage of recovery. While there has been a material pick-up in
visitor arrivals over the past year, they are still only half of the

pre-Arab Spring peak. However, the significantly cheaper EGP
should help promote stronger growth over the coming season-
al peak in Q4.

Fig. 1: PMI recovering toward growth levels
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Finally, the commencement of production at the Zohr gas field
(the largest gas field discovery in the Mediterranean this
decade) should drive a sizeable increase in domestic invest-
ment and improve Egypt’s energy imbalances.
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The fiscal deficit for FY 2016/17 came in at 10.9%, a ma-
terial improvement from the previous year’s 12.5%. Although
IMF forecasts expect the deficit to reach a still elevated 7.5%
by 2018/19, the primary balance is forecast to hit a surplus as
early as next year. Foreign exchange reserves reached a
record USD 36 bn, with July alone recording a remarkable
USD 4.7 bn MoM increase (see Fig. 2). Reserves have more
than doubled since the currency peg was dropped in Novem-
ber 2016.

Fig. 2: Reserves have reached record high levels
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Inflation remains a significant drag with CPI hitting a record
high of 33.0% in July (see Fig. 3) as recent subsidy cuts to
electricity and fuel prices took effect. However, we expect infla-
tion to peak in Q4 as the base effect from the currency de-
pegging and subsidy withdrawals in November 2016 eases.
Given that much of the increase in inflation has been driven by
the effects of the FX pass-through and subsidy reform, infla-
tion should see a significant reduction over the subsequent 12
months. The fact that the Central Bank of Egypt (CBE) has
raised interest rates by 700 bp since November 2016 is also
supportive of this.

Fig. 3: Inflation is likely peaking on one-off effects
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The challenges facing Egypt remain significant and our recom-
mendations therefore carry materially higher risk compared to
our other Middle East recommendations. The government has
considerable further fiscal consolidation to undertake and politi-
cal instability in the face of this is a concern. However, we
would argue that after two changes to the ruling government,

which brought successively greater economic turmoil to the
country, the public is much less likely to pursue further social
unrest as a strategy. This factor, coupled with the govern-
ment’s clear commitment to the IMF program, suggests to us
that the current administration is best positioned to drive the
necessary change through.

EGP: Outlook improving, scope for further strength
On the back of improving macro data, and more importantly
the sharp improvement in reserves, we have seen the EGP
strengthen steadily over the past few months (see Fig. 4). As
we highlighted earlier, the key sources of foreign exchange –
namely tourism, exports, and FDI – are all seeing a broad-
based recovery which should be supportive for the EGP over
the medium term.

Fig. 4: EGP strengthening likely to continue
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We had highlighted previously that we expected USD/EGP to
stabilize around 17, but with the macro improvements seen
thus far, we see scope for the currency to overshoot this level
and potentially strengthen to 16. Our more optimistic view is al-
so supported by the real effective exchange rate which has be-
come markedly cheaper in 2017 (see Fig. 5), suggesting that
EGP remains undervalued.

Fig. 5: REER is at post financial crisis low
Source: Institute for International Finance
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While the improvement in Egypt’s reserve position has been
central to EGP strength, thus far, the central bank’s repatria-
tion mechanism has prevented flows from entering the broader
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economy – especially the interbank market. With the reserve
positioning having strengthened, it is possible that the central
bank eases or removes this restriction, which would be positive
for the EGP.

Equities: Risk of near-term consolidation has risen
At a 12-month forward P/E of 10.6, we find Egyptian valua-
tions relatively attractive. The market trades at a modest dis-
count to its emerging and Middle East peers (both at 12.5).
Valuations have been supported by a 7.8% increase in 12-
month forward forecasts since March, which also underscores
rising confidence in the macro outlook.

We had downgraded our equity view to neutral in March
due to near-term consolidation risks. Equities remained sup-
ported for longer than we anticipated but in the past week we
have seen a clear breach of the technical uptrend (see Fig. 6).
The significantly higher returns on offer in t-bills (see the next
section) also raises the risk of rotation out of equities into
bonds, amplifying any profit-taking activities. We remain neu-
tral and wait to see whether support levels at 12,600/12,500
hold before looking for entry opportunities.

Fig. 6: EGX30 index uptrend
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Fixed income: Carry trade still has further to go
Since our publication in March, t-bill yields had initially moved
against our expectations, with a move higher toward 23%.
Over the past month however, yields have contracted sharply,
driven by a further strengthening in foreign investor inflows
(see Fig. 7 and 8). The scale of move in yields in such a short
time frame, not to mention the sharp increase in foreign in-
flows, raises the prospect of a pullback in yields. However, we
would expect such a move to be temporary only, with the over-
all downward trend in yields to remain intact.

Despite this sharp move, the level of yield pick-up remains
huge. The prevailing 19.5% for the front end of the curve and
17.25% for 4–10-year maturities offers a significant pick-up
over the EMBI Global Credit B Blended index (duration of 7
years), which has a yield-to-maturity of 6.45%.

While the significant macro improvement has been reflect-
ed well in CDS spreads, the same cannot be said for Egypt’s
credit ratings (see Fig. 9), which have been largely unchanged
since early 2014. Over the next 1–2 years, we see scope for

credit rating upgrades as the macro environment improves,
though it requires the government to keep making positive
progress on the elevated fiscal deficit. In our view, this will sup-
port further yield contraction also.

Fig. 7: T-bill yields contracted sharply last month
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Fig. 8: Foreign holdings of t-bills
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Fig. 9: CDS spreads vs. sovereign credit ratings
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ty, market conditions and volatility, and the credit quality of any issuer or reference is-
suer. Any investor interested in purchasing a structured product should conduct their
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sell or realize those investments, similarly it may prove difficult for you to obtain reli-
able information about the value, or risks, to which such an investment is exposed.
Please contact your Relationship Manager if you have any questions.

Past performance is not an indicator of future performance. Perfor-
mance can be affected by commissions, fees or other charges as well as ex-
change rate fluctuations.
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Hedge funds are not subject to the numerous investor protection regulations that ap-
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the event of default by the Issuer and/or Guarantor of the bond, the bond or any in-
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Research coverage has been concluded.TERMINATED
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With respect to the analysis in this report based on the Credit Suisse HOLT methodol-
ogy, Credit Suisse certifies that (1) the views expressed in this report accurately re-
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tion was, is, or will be directly related to the specific views disclosed in this report.
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The default scenario that is produced by the Credit Suisse HOLT valuation mod-
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tution in the Grand Duchy of Luxembourg with address 5, rue Jean Monnet, L-2180
Luxemburg. It is further subject to the prudential supervision of the Luxembourg su-
pervisory authority, the Commission de Surveillance du Secteur Financier (CSSF),
110, route d'Arlon, L-2991 Luxembourg, Grand Duchy of Luxembourg as well as
the Austrian supervisory authority, the Financial Market Authority (FMA), Otto-Wagn-
er Platz 5, A-1090 Vienna. Bahrain: This report is distributed by Credit Suisse AG,
Bahrain Branch, authorized and regulated by the Central Bank of Bahrain (CBB) as
an Investment Firm Category 2. Credit Suisse AG, Bahrain Branch is located at Level
22, East Tower, Bahrain World Trade Centre, Manama, Kingdom of Bahrain. Dubai:
This information is distributed by Credit Suisse AG, Dubai Branch, duly licensed and
regulated by the Dubai Financial Services Authority (DFSA). Related financial prod-
ucts or services are only available to customers who qualify as either a Professional
Client or a Market Counterparty under the DFSA rules and who have sufficient finan-
cial experience and understanding to participate in financial markets and satisfy the
regulatory criteria to be a client. This information is being distributed by Credit Suisse
AG (DIFC Branch), duly licensed and regulated by the Dubai Financial Services Au-
thority (“DFSA”). Related financial services or products are only made available to Pro-
fessional Clients or Market Counterparties, as defined by the DFSA, and are not in-
tended for any other persons. Credit Suisse AG (DIFC Branch) is located on Level 9
East, The Gate Building, DIFC, Dubai, United Arab Emirates. France: This report is
distributed by Credit Suisse (Luxembourg) S.A., Succursale en France, authorized by
the Autorité de Contrôle Prudentiel et de Résolution (ACPR) as an investment service
provider. Credit Suisse (Luxembourg) S.A., Succursale en Franceis supervised and
regulated by the Autorité de Contrôle Prudentiel et de Résolution and the Autorité
des Marchés Financiers. Germany: This report is distributed by Credit Suisse
(Deutschland) AG which is authorized and regulated by the Bundesanstalt für Finanz-
dienstleistungsaufsicht (BaFin). Guernsey: This report is distributed by Credit Suisse
(Channel Islands) Limited, an independent legal entity registered in Guernsey under
15197, with its registered address at Helvetia Court, Les Echelons, South Es-
planade, St Peter Port, Guernsey. Credit Suisse (Channel Islands) Limited is wholly
owned by Credit Suisse AG and is regulated by the Guernsey Financial Services Com-
mission. Copies of the latest audited accounts are available on request. Hong Kong:
This report is issued in Hong Kong by Credit Suisse AG Hong Kong Branch, an Au-
thorized Institution regulated by the Hong Kong Monetary Authority and a Registered
Institution regulated by the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong). India: This report is distributed by Credit Suisse Securities (In-
dia) Private Limited (CIN no. U67120MH1996PTC104392) regulated by the Securi-
ties and Exchange Board of India as Research Analyst (registration no. INH
000001030), as Portfolio Manager (registration no. INP000002478) and as Stock
Broker (registration no. INB230970637; INF230970637; INB010970631;
INF010970631), having registered address at 9th Floor, Ceejay House, Dr.A.B.
Road, Worli, Mumbai - 18, India, T- +91-22 6777 3777. Italy: This report is dis-
tributed in Italy by Credit Suisse (Italy) S.p.A., a bank incorporated and registered un-
der Italian law subject to the supervision and control of Banca d’Italia and CONSOB,
and also distributed by Credit Suisse AG, a Swiss bank authorized to provide banking
and financial services in Italy. Japan: This report is solely distributed in Japan by Cred-
it Suisse Securities (Japan) Limited, Financial Instruments Dealer, Director-General
of Kanto Local Finance Bureau (Kinsho) No. 66, a member of the Japan Securities
Dealers Association, Financial Futures Association of Japan, Japan Investment Advis-
ers Association, and Type II Financial Instruments Firms Association. Credit Suisse
Securities (Japan) Limited will not distribute or forward this report outside Japan. Jer-
sey: This report is distributed by Credit Suisse (Channel Islands) Limited, Jersey
Branch, which is regulated by the Jersey Financial Services Commission for the con-
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duct of investment business. The address of Credit Suisse (Channel Islands) Limited,
Jersey Branch, in Jersey is: TradeWind House, 22 Esplanade, St Helier, Jersey JE4
5WU. Lebanon: This report is distributed by Credit Suisse (Lebanon) Finance SAL
(“CSLF”), a financial institution incorporated in Lebanon and regulated by the Central
Bank of Lebanon (“CBL”) with a financial institution license number 42. Credit Suisse
(Lebanon) Finance SAL is subject to the CBL’s laws and regulations as well as the
laws and decisions of the Capital Markets Authority of Lebanon (“CMA”). CSLF is a
subsidiary of Credit Suisse AG and part of the Credit Suisse Group (CS). The CMA
does not accept any responsibility for the content of the information included in this
report, including the accuracy or completeness of such information. The liability for
the content of this report lies with the issuer, its directors and other persons, such as
experts, whose opinions are included in the report with their consent. The CMA has
also not assessed the suitability of the investment for any particular investor or type
of investor. Investments in financial markets may involve a high degree of complexity
and risk and may not be suitable to all investors. The suitability assessment per-
formed by CSLF with respect to this investment will be undertaken based on informa-
tion that the investor would have provided to CSLF and in accordance with Credit Su-
isse internal policies and processes. It is understood that the English language will be
used in all communication and documentation provided by CS and/or CSLF. By ac-
cepting to invest in the product, the investor confirms that he has no objection to the
use of the English language. Luxembourg: This report is distributed by Credit Su-
isse (Luxembourg) S.A., a Luxembourg bank, authorized and regulated by the Com-
mission de Surveillance du Secteur Financier (CSSF). . Qatar: This information has
been distributed by Credit Suisse (Qatar) L.L.C, which has been authorized and is
regulated by the Qatar Financial Centre Regulatory Authority (QFCRA) under QFC
No. 00005. All related financial products or services will only be available to Business
Customers or Market Counterparties (as defined by the Qatar Financial Centre Regu-
latory Authority (QFCRA) rules and regulations), including individuals, who have opted
to be classified as a Business Customer, with liquid assets in excess of USD 1 mil-
lion, and who have sufficient financial knowledge, experience and understanding to
participate in such products and/or services.Saudi Arabia: This document may not
be distributed in the Kingdom except to such persons as are permitted under the In-
vestment Funds Regulations. Credit Suisse Saudi Arabia accepts full responsibility for
the accuracy of the information contained in this document and confirms, having
made all reasonable enquiries that to the best of its knowledge and belief, there are
no other facts the omission of which would make any statement herein misleading.
The Capital Market Authority does not take any responsibility for the contents of this
document, does not make any representation as to its accuracy or completeness,
and expressly disclaims any liability whatsoever for any loss arising from, or incurred
in reliance upon, any part of this document. Singapore: This report has been pre-
pared and issued for distribution in Singapore to institutional investors, accredited in-
vestors and expert investors (each as defined under the Financial Advisers Regula-
tions) only, and is also distributed by Credit Suisse AG, Singapore Branch to over-
seas investors (as defined under the Financial Advisers Regulations. Credit Suisse
AG, Singapore Branch may distribute reports produced by its foreign entities or affili-
ates pursuant to an arrangement under Regulation 32C of the Financial Advisers Reg-
ulations. Singapore recipients should contact Credit Suisse AG, Singapore Branch at
+65-6212-2000 for matters arising from, or in connection with, this report. By virtue
of your status as an institutional investor, accredited investor, expert investor or over-
seas investor, Credit Suisse AG, Singapore Branch is exempted from complying with
certain compliance requirements under the Financial Advisers Act, Chapter 110 of
Singapore (the “FAA”), the Financial Advisers Regulations and the relevant Notices

and Guidelines issued thereunder, in respect of any financial advisory service which
Credit Suisse AG, Singapore branch may provide to you. Spain: This report is dis-
tributed in Spain by Credit Suisse AG, Sucursal en España, authorized under number
1460 in the Register by the Banco de España. Turkey: The investment information,
comments and recommendations contained herein are not within the scope of invest-
ment advisory activity. The investment advisory services are provided by the autho-
rized institutions to the persons in a customized manner taking into account the risk
and return preferences of the persons. Whereas, the comments and advices included
herein are of general nature. Therefore recommendations may not be suitable for
your financial status or risk and yield preferences. For this reason, making an invest-
ment decision only by relying on the information given herein may not give rise to re-
sults that fit your expectations. This report is distributed by Credit Suisse Istanbul
Menkul Degerler Anonim Sirketi, regulated by the Capital Markets Board of Turkey,
with its registered address at Yildirim Oguz Goker Caddesi, Maya Plaza 10th Floor
Akatlar, Besiktas/Istanbul-Turkey. UAE: This document, and the information con-
tained herein, does not constitute, and is not intended to constitute, a public offer of
securities in the United Arab Emirates and accordingly should not be construed as
such. The services are only being offered to a limited number of sophisticated in-
vestors in the UAE who (a) are willing and able to conduct an independent investiga-
tion of the risks involved in an investment in such services , and (b) upon their specif-
ic request. The services have not been approved by or licensed or registered with
the UAE Central Bank, the Securities and Commodities Authority or any other rele-
vant licensing authorities or governmental agencies in the UAE. The document is for
the use of the named addressee only and should not be given or shown to any other
person (other than employees, agents or consultants in connection with the ad-
dressee's consideration thereof). No transaction will be concluded in the UAE.Unit-
ed Kingdom: This material is issued by Credit Suisse (UK). Credit Suisse (UK) Limit-
ed, is authorized by the Prudential Regulation Authority and regulated by the Finan-
cial Conduct Authority and the Prudential Regulation Authority. The protections made
available by the Financial Conduct Authority and/or the Prudential Regulation Authori-
ty for retail clients do not apply to investments or services provided by a person out-
side the UK, nor will the Financial Services Compensation Scheme be available if the
issuer of the investment fails to meet its obligations. To the extent communicated in
the United Kingdom (“UK”) or capable of having an effect in the UK, this document
constitutes a financial promotion which has been approved by Credit Suisse (UK) Lim-
ited which is authorized by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority for the conduct
of investment business in the UK. The registered address of Credit Suisse (UK) Lim-
ited is Five Cabot Square, London, E14 4QR. Please note that the rules under the
UK’s Financial Services and Markets Act 2000 relating to the protection of retail
clients will not be applicable to you and that any potential compensation made avail-
able to “eligible claimants” under the UK’s Financial Services Compensation Scheme
will also not be available to you. Tax treatment depends on the individual circum-
stances of each client and may be subject to changes in future.

UNITED STATES: NEITHER THIS REPORT NOR ANY COPY THEREOF
MAY BE SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR TO
ANY US PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE US
SECURITIES ACT OF 1933, AS AMENDED).
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