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Inflation jumps in Sep, on food price seasonality

Macro Strategy Report

Headline inflation close to two-year high in Sep, on seasonality

Egypt’s headline urban consumer price inflation jumped to 6.6% in Sep, from 5.7% in Aug, hitting close to a two-year high and coming in
above our expected 5.6%. The elevated reading was driven primarily by a sharp jump in the more volatile items in food prices, reflecting
seasonal price swings. Food inflation accelerated to 10.6% in Sep, from 6.6% in Aug, while non-food inflation decelerated to 4.9%, from
5.3% in Aug. On a monthly basis, food prices jumped 3.5% M-0-M in Sep — the highest in more than a year — as vegetable prices jumped
21.2% M-o-M; excluding fruit and vegetables, food prices were up only 0.9% M-o-M. We note that such price jumps are typical at this
time of the year, due to weather conditions around the harvest; while the market was spared such moves in the past couple of years,
monthly food inflation has averaged 2.5% in Sep between 2014-18 (see fig. 7). Meanwhile, non-food inflation was nearly flat in Sep, up
only 0.1% M-0-M, with the absence of any major price rises in non-food items of the consumer basket.

Underlying inflationary pressures remain muted

The Sep inflation reading still points to the absence of any signs of rising underlying inflationary pressures. Food prices have been, indeed,
on the rise in the past few months, but this was largely reflecting the lower base from last year and a very gradual pass-through of rising
global commodity prices. This month’s jump in vegetable prices — almost entirely domestically produced — is not a sign of rising underlying
inflation, nor is it indicative of infiltration of global food prices. We adjust our forecasts to include Sep’s elevated reading, as well as the
recent decision to hike fuel prices for the third time this year; we note that higher fuel prices will not have a large impact on headline
inflation, given a 2.4% average increase in prices and a continued stabilisation of diesel prices. We forecast inflation to end the year at
5.2% (from an earlier 4.3%) before rising to a range of 6-7% in 2022.

CBE likely to stay on course of stable policy rates

We expect the Central Bank of Egypt (CBE) to continue keeping policy rates on hold at its next meeting to be held later this month and until
year-end. Sep’s rise in inflation does not warrant any reaction from the CBE, in our view, given that it was driven by seasonal factors.
Inflation remains well within the CBE’s target of 7% +/-2%. Moreover, underlying inflation remains subdued, by virtue of the low non-food
inflation and core inflation numbers. We do not expect any immediate reaction from the CBE to the prospective tightening by the US
Federal Reserve, considering the sizable cushion on real rates. Our expectation of relatively subdued inflation at least in 1TH21 - as
consumption recovers gradually — leads us to expect policy rates to remain on hold at least until mid-2022. Key risks to this outlook include
a continued rise in global commodity prices and/or a more-aggressive-than-anticipated tightening in global monetary conditions.
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Supporting charts

Figure 1: Annual headline inflation accelerated...

Figure 2: ...driven by food prices as non-food inflation slowed
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Figure 3: Inflation was up 1.1% M-o-M... Figure 4: ...as food prices spiked, while non-food was nearly flat
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Figure 5: Seasonal rise in vegetable prices drove the spike in food
prices...

In M-0-M % change

Figure 6: ...with tomatoes leading the price rise, jumping 89% in
Sep, on a monthly basis
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Figure 7: Vegetable prices rising in Sep is typical at this time of the
year; food prices average 2.5% M-0-M in Sep 2014-18
In M-0-M % change

Figure 8: Real policy rates still enjoy a decent cushion of +2%, albeit
having recently diminished as inflation normalises
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Egypt Macroeconomic Indicators (Year-end Jun)

Real Sector

Nominal GDP (USDbn)
Real GDP growth
Population (mn)

Per capita GDP (USD)
CPlinflation (%, Avg.)

External Sector
Trade balance (USDbn)

Services balance (USDbn)

Tourism (USDbn)

Suez canal (USDbn)

Private transfers (net) (USDbn)
Current account balance (USDbn)
Current account balance (% of GDP)
FDI (USDbn)

Fiscal Sector
Tax revenues (USDbn)
Subsidies (USDbn)

Primary balance (% of GDP)
Fiscal balance (USDbn)
Fiscal balance (% of GDP)

Monetary Sector
NFAs in the banking system (USDbn)
Foreign reserves (USDbn)

Exchange rate versus USD (Avg.)

Broad money growth
Private sector credit growth (%, eop)

2019a 2020a 2021e 2022e 2023e

302.4 361.9 398.5 446.7 481.3

5.6% 3.6% 2.8% 5.4% 5.2%

98.9 100.9 102.9 105.0 107.1

3,057 3,587 3,872 4,256 4,496

13.9% 5.7% 4.5% 6.0% 6.0%

(38.0) (36.5) (39.5) (41.5) (45.1)

13.0 9.0 4.8 11.0 13.8

12.6 9.9 4.5 9.3 12.1

5.7 5.8 5.9 6.2 6.4

24.8 27.5 29.0 30.2 31.1

(10.9) (11.2) (17.7) (12.0) (12.0)

-3.6% -3.1% -4.4% -2.7% -2.5%

7.9 7.1 6.1 7.3 8.3

41.8 46.0 51.1 59.1 63.7

11.6 8.2 7.9 8.3 8.8

1.9% 1.8% 1.2% 1.8% 1.8%

(24.4) (28.8) (30.7) (31.0) (32.2)

-8.1% -7.9% -7.7% -6.9% -6.7%

Net domestic budget sector debt (% of GDP) 59.1% 62.1% 64.6% 60.8% 58.2%
Gross external government debt (% of GDP) 18.9% 19.2% 20.6% 22.6% 23.5%
18.4 7.6 16.0 17.0 17.5

44 .4 38.2 40.6 421 433

17.60 16.08 15.74 15.70 16.25

Benchmark lending interest rate (end of period) 16.8% 10.3% 9.3% 9.3% 10.3%
11.8% 17.5% 18.1% 10.7% 11.0%

12.4% 19.5% 21.2% 16.6% 16.6%

22.9% 25.0% 28.1% 29.3% 30.6%

Private sector credit (% of GDP)

Source: Central Bank of Egypt, Ministry of Finance, CAPMAS and EFG Hermes estimates
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Analyst compensation: The research analyst(s) primarily responsible for the preparation of the content of the research report attests that no part of the analyst's(s’) compensation
was, s or will be, directly or indirectly, related to the specific recommendations expressed by the research analyst's(s’) in the research report. The research analyst's(s’)
compensation is, however, determined by the overall economic performance of EFG Hermes.

Registration of non-US analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of EFG Hermes, which is a non-US affiliate and parent
company of EFG Hermes USA, a SEC registered and FINRA member broker-dealer. Research analysts employed by EFG Hermes are not registerea/qualified as research analysts
under FINRA/NYSE rules, may not be associated persons of EFG Hermes USA, Inc. (“EFG Hermes USA"), and may not be subject to FINRA Rule 2241 restrictions on
communications with covered companies, public appearances, and trading securities held by a research analyst account.

Important Disclosures

EFG Hermes Holding, or any of its subsidiaries or officers (other than the authors of this report) may have a financial interest in one or any of the securities that are the subject of
this report. Funds managed by EFG Hermes Holding SAE and its subsidiaries (together and separately, “EFG Hermes ") for third parties may own the securities that are the subject
of this report. EFG Hermes may own shares in one or more of the aforementioned funds, or in funds managed by third parties. The author(s) of this report may own shares in
funds open to the public that invest in the securities mentioned in this report as part of a diversified portfolio, over which the author(s) has/have no discretion. The Investment
Banking division of EFG Hermes may be in the process of soliciting or executing fee-earning mandates for companies (or affiliates of companies) that are either the subject of this
report or are mentioned in this report. Research reports issued by EFG Hermes are prepared and issued in accordance with the requirements of the local exchange conduct of
business rules, where the stock is primarily listed.

Investment Disclaimers

This research report is prepared for general circulation and has been sent to you as a client of one of the entities in the EFG Hermes Group, and is intended for general information
purposes only. It is not intended as an offer or solicitation or advice with respect to the purchase or sale of any security.

It is not tailored to the specific investment objectives, financial situation or needs of any specific person that may receive this report. This research report must not be considered as
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may not be realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without prior notice. The target prices
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Investment in equities or other securities are subject to various risks, including, among others, market risk, currency risk, default risk and liquidity risk. Income from such securities,
and their value or price may, therefore, fluctuate. Basis and levels of taxation may change, which would affect the expected return from such securities. Foreign currency rates of
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Guide to Analysis

EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional economic
environment.

In special situations, EFG Hermes may assign a rating for a stock that is different from the one indicated by the 12-month expected return relative to the corresponding target price.
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Rating Potential Upside (Downside) %
Buy Above 15%

Neutral (10%) and 15%

Sell Below (10%)
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outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move outside of the longer-term
rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock immediately. However, if a stock has been
outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to review the rating.
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