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Egypt Macroeconomic Reform

Executive summary

« On November 3 the Central Bank of Egypt liberalized the Egyptian pound exchange rate. This marked the beginning of an
ambitious and a far reaching reform program underwritten by a USD12 billion Extended Fund Facility (EFF) by the
International Monetary Fund (IMF).

« The program aims at restoring macroeconomic balances in an economy devastated by five years of political instability and
mismanagement.

« The EFF program is centered around the reduction of the budget deficit, restoring sustainable financing of the balance of
payments, reducing inflation and restoring growth.

« These goals imply a number of budgetary measures of expenditure reduction and revenue increase. Concurrently
monetary conditions will remain significantly tight, intended to control inflation, the financing gap of the balance of
payments and the exchange rate depreciation.

« The Egyptian national budget suffers from a number of structural rigidities that limit the amount of expenditure reduction to
measures — such as the elimination of subsidies — requiring therefore a phased approach over time. Accordingly, we
expect a lengthy fiscal consolidation process.

* In the context of the tight monetary conditions interest rates on government paper and for the rest of the economy are also
likely to start loosening soon. Average EGP-denominated T-bills yields continued to fall since July 2017 and it fell to
18.64% in January 2018 for the 3-month T-bills and 18.63% for the 6-month T-bills.

« At present, the Egyptian pound is undervalued as a consequence of the flotation on 3/11/16. We do not expect this to
unwind in the short run.

« Simultaneously as the financing outlook of the balance of payments improves with easier international borrowing, the loans
from the IMF, the World Bank, the African Development Bank and the European Investment Bank; as well as a slow
recovery of FDI, the exchange rate in the free market should stabilize around the current level.
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Egypt Macroeconomic Reform

Macroeconomic Reform in Action

Bearing the brunt of high twin deficits,
the Egyptian authorities unleashed the
first phase of the long-awaited policy
reforms in 1HFY2016/17 as a part of a
wider programme to restore
macroeconomic balances

The government applied further reform
measures to help reduce the budget
deficit, as well as improving the ease of
doing business in Egypt

| Phase |

Value Added Tax

¢ Expand tax base

| Phase Il

New Investment and
Bankruptcy Law

¢ Increase domestic
investment

e Attract greater foreign
direct investment

e Control public sector
wage increase

e Raise the public
sector’s productivity

e Enhance the tax
payment systems and
the tax refund process
versus a tax rate rise
proposed by Parliament

e Electricity tariff hike
(August 2016/July
2017)

¢ Fuel price hike
(November 2016/
July 2017)

e Improve the Egyptian
stock market liquidity

e Attract foreign
portfolio investment

¢ Raise more revenue for
the government

Exchange Rate
Liberalization

¢ Unify exchange rates

¢ Improve FX liquidity
in the banking
system

Rationalizing the food
subsidies

¢ Updating the smart-
card database should
help decrease the
current expenditure
levels

* Boost the confidence
in the economy over
the horizon of the
programme and
beyond

¢ A major energy sector
makeover strategy is
underway, which
includes EGPC
restructuring and
further energy subsidy
reform
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Egypt Macroeconomic Reform

Growth and Inflation Dynamics| Private investments to drive real GDP growth to 5.7% as inflation rate decelerates to 12.9% in FY2018/19

Our assumption is based on three factors: | We estimate the economic growth rate to increase slightly to 4.7% in FY2017/18 and then to 5.7% and 6.1% in FY2018/19 and
- FY2019/20, respectively
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Egypt Macroeconomic Outlook

Current account deficit to narrow to 3.2% of GDP (USD®9 billion) in FY2018/19

In 4Q FY2016/17, the fundamental BoP
indicator continued to show strong inflows
following the economic reform measures
implementation, which implies an improved
foreign currency liquidity.

= A narrower non-oil trade deficit by 15.4%
YoY, mainly due to a 11.0% YoY decline
in the non-petroleum imports in 4Q
FY2016/17

= Tourism revenue rose significantly from
USDO0.5 billion in 4Q FY2015/16 to
USD1.5 billion in 4Q FY2016/17

= Travel payments continued to decline
from USD1.2 billion in 4Q FY2015/16 to
USDO.6 billion in 4Q FY2016/17

= Remittances of Egyptians working
abroad rose from USD4.4 billion in 4Q
FY2015/16 to USD4.8 billion in 4Q
FY2016/17, which implies that the funds
continued to fly back through the formal
channels.

= The cumulative net direct investments
went up 14.5% YoY from USD6.9 billion
FY2015/16 to USD7.9 |Dbillion in
FY2016/17.
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Egypt Macroeconomic Reform; Budget deficit

A lengthy fiscal consolidation is expected

0%

= Despite the significant effort by the
government, structural rigidities in the
national budget will make fiscal
consolidation a lengthy process

-2%

Sustainable budget deficit level = The Balance of Payments (BoP) gaps
e are likely to be resolved in the near
future from a more sustainable
resources, leading to a stable
exchange rate
-6%
= Meanwhile, fiscal pressures will
continue on the domestic credit

. = Tight monetary conditions with the
8% attendant high interest rate
environment will start loosen in 2018
once the inflation deceleration is
stabilized
-10%

-12%
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Source: Ministry of Finance
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Egypt Macroeconomic Reform; Policy rates trend

The CBE policy interest rates suggest loosening monetary conditions
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Egypt Macroeconomic Reform; Exchange rate

The significant adjustment in the real effective exchange rate (REER) sighals that the EGP exchange rate is
likely to remain undervalued over the next two years
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Egypt Macroeconomic Reform; Foreign Direct Investment
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Egypt Macroeconomic Reform; Demand for Egyptian T-Bills and T-Bonds

The demand on short term government financial paper rose after the CBE’s decision to liberalize the EGP
exchange rate
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Egypt Macroeconomic Reform; Foreign capital inflow into T-bills

The present reform measures helped restore the financial environment that managed to attract close to USD
20.2 billion in government financial papers by the end of January 2018.

== Foreign holdings of EGP denominated T-bills (USD billion)
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Egypt Macroeconomic Reform; Net International Reserves

| Net foreign reserves reached the highest level since 2005, recording USD38.21 billion
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Egypt Macroeconomic Reform

Key macroeconomic indicators 2013/14  2014/15  2015/16  2016/17 _ 2017/18f  2018/19f 2019/2020f
Nominal GDP (EGP billion) 2130.0 2443.9 2708.3 3475.9 4335.7 5144.8 6042.6
Nominal GDP (USD billion) 305.4 332.2 332.3 233.3 240.3 276.2 304.5
Real GDP, growth rate 2.9% 4.4% 4.3% 4.1% 4.7% 5.7% 6.1%
CPl inflation rate, average 10.1% 11.0% 10.2% 23.3% 22.4% 16.6% 13.3%
Tax revenues (as % of GDP) 12.2% 12.5% 13.0% 13.4% 13.9% 13.8% 13.9%
Total expenditure (as % of GDP) 32.9% 30.0% 30.2% 29.7% 29.1% 27.7% 27.2%
Primary fiscal balance (% of GDP) -3.9% -3.5% -3.5% -1.8% -1.0% 0.3% 0.9%
Overall fiscal balance (% of GDP) -12.0% -11.4% -12.5% -10.9% -10.1% -8.7% -8.1%
O/N deposit rate, (end of period) 8.30% 8.80% 11.80% 17.75% 17.25% 15.50% 13.50%
Broad money, growth rate 17.0% 16.4% 18.6% 39.4% 14.8% 22.3% 15.5%
Current account balance (% of GDP) -3.7% -5.6% -5.3% -6.6% -4.1% -3.9% -3.5%
Overall balance of payments (% of GDP) 0.5% 1.1% -0.8% 5.9% 2.6% -0.9% 0.5%
Net international reserves (USD billion) 16.7 20.1 17.5 31.3 37.5 35.1 36.7
USD/EGP, average rate 7.0 7.4 8.2 14.9 17.5 18.6 19.8

Source: Ministry of Finance, Central Bank of Egypt, Pharos Research
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Notice / Disclaimer

Disclaimer

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 Holding for
Financial Investments* and affiliated entities including Pharos Research, Pharos Asset Management and Pharos Gulf Limited** (‘Pharos’) make no representation or warranty, whether expressed or implied,
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 advice.
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.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial Industry Regulatory 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
expressed in this report. Please bear in mind that (1) 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 persons 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 regarding, 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 Holding or an authorized affiliate of Pharos Holding 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 coplied or made available to any person other than the recipient. It is distributed by Pharos Holding or an authorized
affiliate of Pharos Holding. This document does not constitute an offer of, or an invitation by or on behalf of Pharos Holding or an authorized affiliate of Pharos Holding 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 Holding or an authorized affiliate of Pharos Holding or its
Affiliates consider to be reliable. None of Pharos Holding or an authorized affiliate of Pharos Holding 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 established 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.
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