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Egypt inflation; We are going higher
We now expect 125bp hike at the May meeting
 Significant upward surprise to inflation as April CPI jumped to 13.1%oya from 10.5% in March amid
a global surge in food prices, volatility from Ramadan and FX devaluation pass-through
 We now see headline inflation averaging 8.9% in FY22 (from 8.2% previously) and 13.9% in FY23
(from 11.5% previously), peaking at 17%oya in August 2022.
 Given the higher inflation profile, our Taylor rule estimates now suggest an additional 50-100bp in
hikes is required. However, we maintain 425bp through June 2023, as the CBE will likely employ other
monetary tightening measures.
 As such, we expect the CBE to hike by 125bp at the May meeting and a cumulative 225bp thereafter
into December 2022, taking the policy rate to 12.75%.
Volatile food explains most of the April spike in inflation… Food inflation jumped to 26.0%oya in April
from 19.7% in March, rising 7.6% m/m. There were broad base rises in key food categories, with fruit and
vegetables jumping by 27.6% m/m in April (48.8%oya from 24.2% in March). Although Ramadan usually adds
pressure on perishables, the monthly increase was the highest ever recorded (series started in 2005). Excluding
fruits and vegetables, the rest of the food basket saw inflation rising in April to 21.5%oya from 18.9% in March.
Thus, the volatile food prices are the main driver of food inflation and headline CPI.
… but global food shock and supply chain distortions imply continued upward pressure on food inflation.
As we showed here, global food prices have surged over the past two years (Figure 1) and opened up a large and
widening gap between FAO local currency prices and domestic food CPI. Egypt is not only a large importer of
cereals, particularly wheat and maize (for animal feeding) with imports covering 55% and 60% of domestic
consumption, respectively, but also heavily exposed to imports from Russia and Ukraine. While Russian wheat
exports might not suffer, Ukrainian exports are already impacted and this situation could persist in 2023.
Currently, Ukraine has large stocks of wheat but cannot export those due to the Russian blockade of the Black
Sea. Looking at the 2022/2023 season, the cereals harvest in Ukraine might decline sharply and therefore keep
the upward pressure on prices and also complicate the situation of some large wheat importers like Egypt – we
have partly incorporated this in our baseline scenario.
Figure 1: International food prices
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Figure 2: Egypt food and beverages imports*
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Figure 3: GASC average purchase price for wheat*
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We now see headline inflation averaging 8.9% in FY22 and 13.9% in FY23; MPC to hike 125bp in May.
Driven by FX and services, core CPI is also gaining momentum, surging by 11.9%oya in April from 10.1%
previously. There were broad based increases across most core segments as shown in Table 1 with significant
increases in ‘clothing and footwear’, ‘furnishing, household equipment’, and ‘hotels and restaurants’ categories.
It is likely that the pass-through from the FX devaluation is apparent in the economy and will likely continue to
provide upside risks to inflation in the coming months. Domestic demand conditions have been fairly robust and
the CBE already commenced the process of monetary tightening to tame inflationary and external pressures.
Although our Taylor rule estimates infer at least an additional 50-100bps following the upward surprise to
inflation, we maintain our current total of 425bp in hikes through June 2023 (Figure 4) as the CBE could employ
other tightening measures. For instance, following the 100bp hike to the policy rate in March, the two large state
banks issued high yielding certificate of deposits-(CDS) at 18% that mopped up about US$16bn of EGP
liquidity and further tightened monetary conditions.
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Table 1: Egypt CPI
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Figure 4: Egypt CPI headline and CBE O/N deposit rate
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BOP pressures have somewhat abated. The overall BOP outlook for Egypt has greatly improved since the
recent policy actions from the CBE. Although timing remains uncertain, GCC FDI pledges are a key
development that could help to narrow the financing gap and ease BOP pressures over the next fiscal year.
Qatar, Abu Dhabi, and Saudi Arabia have made combined FDI pledges totaling US$17bn in recent weeks, with
the latter also depositing US$5bn at the CBE which will provide an immediate buffer amid significant foreign
portfolio outflows in March. The ADQ (Abu Dhabi Sovereign Wealth Fund), in fact, already pulled the trigger
with a US$1.8bn investment in five Egyptian companies. We believe the strong commodity price backdrop
could spur more investment flows into Egypt from the GCC. These GCC commitments along with IMF/other
multilateral funding and the potential return of FPIs (post an IMF agreement) are likely to lead to a much
narrower external funding gap in FY23 despite rising current account pressures. Foreign portfolio outflows have
likely now halted and as such most of the pressures going forward are likely to emanate mostly from current
account drains. We see the current account deficit narrowing to 4.0% of GDP in FY22 (from 4.6% in 2021) as
pressures from rising wheat imports (and possible slowdown in tourism) should be partly mitigated by a positive
oil and gas trade balance and strong remittances. In any case, the CBE’s FX reserves buffer at c.US$37bn, the
current flexible FX regime and continued tightening of monetary conditions should prove adequate in mitigating
ensuing external pressures for now.
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