Egypt

There is much policy work still to be done, but we
continue to regard Egypt as one of the most
compelling economic stories in the CEEMEA
region. In part this reflects the pace at which we
see the economy recovering from last year's
downturn, but it also marks our expectation that
better growth and cautious fiscal and monetary
policies will see imbalances continue to narrow.
The prospect for stability is further enhanced by
ready access to overseas funding and the
rebuilding of FX assets in the banking system as a
whole and at the central bank - reserves which
policymakers showed themselves ready and able
to use last year to guard against global market
volatility, just as they had in 2018. The strong
backing Egypt has received from bilateral and
multilateral sources and the speed with which
fresh support was agreed during the COVID-19
crisis add to our confidence that the economy is
well placed to weather fresh shocks it may face.
Still-high real and nominal yields offer a buffer
against more immediate global market strains.

This optimism is not new - we have been upbeat
on Egypt's prospects since policymakers showed
themselves to be committed to reform back in
2016. The scale of the portfolio inflows Egypt has
received also makes clear that this view is now
broadly shared. However, our positive stance
comes with caveats as we see significant risks
and challenges to overcome. Some of those are
short term, and we continue to have concerns
over Egypt's still-high budget deficit and debt
stock, and the vulnerability of its external account
position given the large trade deficit, our doubts
over remittance flows, and poor prospects for
tourism and FDI. These pressures add to our
latent misgivings over the value of the currency.
We also have fears that recovery could be
delayed by the withdrawal of cyclical policy
support, and the economy's orientation toward
Europe, the laggard in the global recovery mix.

In addition to these cyclical concerns, we see a
raft of structural obstacles to overcome if Egypt's
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longer-term potential is to be realised. These
impediments are diverse, but are rooted in low
levels of national savings, the dominance of the
state, and the weakness of capital formation.
Policymakers share these concerns, but despite a
raft of legislation introduced since late 2016,
investment levels remain among the lowest
anywhere in CEEMEA. Still-low global business
environment rankings underscore the challenges
facing productivity growth. High levels of poverty
and weak real wage gains add to the policy
challenges.
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