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SUMMARY

The latest plane disaster has raised economic and security fears as speculation rises as the economy
copes with rising interest rates.
• Political risk (HIGH): Low turnout in the latest elections points to political apathy. Fresh attacks by
Islamic State have created fears of a prolonged campaign.
• Economic risk (MEDIUM): Growth is slowing sharply in the wake of the two plane crashes while inflation and interest rates are rising.
• Financial risk (MEDIUM): The banking system has proved robust during the turmoil of the last few
years and received an upbeat rating from Moody’s. Egypt aims to raise $3bn in the autumn.
• Commercial risk (MEDIUM): The ease of doing business has improved thanks to reforms to property
registration. Cairo was named a top-10 world city for young entrepreneurs.

Vital statistics
GDP (2014)					
US$286.5bn				
GDP growth (year, 2014)

2.2%

Current account balance (% GDP, 2013)

-2.0%

Population (2014)			

89.58m		

Poverty rate (2011)			

25.2%		

Income level

Lower middle income

GNI per capita (2014)			

US$3,050		
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Economic risk

In the short term, the risks to economic growth are on the downside. After peaking in the middle of
2015 growth looks to have slowed markedly towards the end of the year and into 2016. The country
is suffering from general structural weaknesses of its economy as well a series of one-off shocks. The
crash of the EgyptAir flight from Paris to Cairo will certainly raise the risks of further declines in tourism.
The sector was still coping of the impact from the 2015 Sharm El Sheikh terrorist outrage. The blow
to the tourist industry, which makes up 6% of GDP and supports around 1.3 million jobs, could be felt
for months to come if bookings to key resorts remain low. Estimates point to a fall of $5bn in tourism
receipts, which will hurt the current account as well as economic growth. A slowdown in wider business activity, evidenced by the eighth successive monthly contraction in output in May 2016, points to
a downturn that may become entrenched at least in the short term. The factors explaining the slowdown in manufacturing output are likely to continue a downward trend in 2016.
However the outlook for medium term growth remains positive. The 14% devaluation of the pound’s
exchange rate against the US dollar should stimulate growth and attract foreign investment. It should
help partially offset the external competitiveness lost to a policy of maintaining stability against a
strengthening dollar. However it has already come at the cost of higher inflation despite the central
bank has acted pre-emptively with two rate hikes of a total of 250 basis points. The risk is that the depreciation of the pound on the black market will force the CBoE to raise rates for a third time, which will
add to the downward pressure on business activity and household spending, or devalue the official
rate that would risk even higher inflation. The loss of tourism revenue will exert pressure for further
currency devaluation. The introduction of a VAT in the 2016/17 draft budget as well as likelihood of
further energy subsidy rationalisation could fuel domestic inflation — particularly if oil prices start to
rise in the first half of 2017.
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However the devaluation will be welcomed as a positive incentive for both exporters and for foreign
investors. It will reduce the risk of an external financing crisis, help end the vulnerable balance of payments situation, and deliver a medium boost to growth and inward investment. As a result of the rising
deficit and of capital outflows, Egypt has used half its reserves since 2011. Foreign exchange reserves
of just $17.5bn in May are enough only to cover three months of imports and private capital inflow is
subdued. The loss of foreign currency revenues following the likely fall in tourism receipts has added to
the pressure.
Natural gas output is growing as the gas field in the Nile Delta has started production, while the government is looking to rent a third floating storage and regasification unit to stem acute energy shortages.
Together with the output from the giant Zohr gas field expected to come on stream in 2017, this should
alleviate persistent power outages, which have been a drag on growth. The outlook is for an acceleration in economic growth and a decline in inflation over the coming four years although inflation is
forecast to remain high (chart 1). The economy is also expected to benefit from the measures taken
by the government focused on structural reform and attracting foreign investment. The Egypt Energy
Investment Summit in February 2016 attracted investors and energy companies who are likely to fund
and build 30GW of electricity generation, transmission and distribution projects that went out to tender
in March 2016. Suez Canal revenues fell 7% in US dollar terms in the six months to December 2015. This
probably reflects weak trade activity in a stagnating global economy, and revenues are likely to remain
sluggish for the remainder of the fiscal year.
Egypt will also be affected by the slowdown in growth and rise in financial volatility that is likely in the
wake of the UK’s vote to leave the European Union. Further global financial market volatility could have
a large impact on external inflows, including official support, FDI, and tourism, particularly from Russia,
which is already sharply down following the plane disaster.

Political risk
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Looking at the internal dynamic, there are still high levels of political risk five years after the 2011 Arab
Spring. The government’s continued crackdown on the Muslim Brotherhood, which it has branded a
terrorist organisation, raises the risk of a violent response by its members. In December 2015 a court
jailed 275 people for alleged violence following the violent dispersal of two protest camps in support of
ousted President Mohamed Morsi in 2013. The international fury over the apparent abduction and killing of Giulio Regeni, an Italian graduate student in Egypt studying trade unions, has highlighted claims
of human rights abuses under el-Sisi. Italy recalled its ambassador to Egypt in April 2016 in protest. The
authorities may also need to take measures to protect the poorest households who would be hurt by
the wave of inflation that could follow the pound’s devaluation. On the positive side the reopening of
parliament for the first time in three years after the successful completion of the legislative elections in
October and December 2015 points to a return to normality. However the positive impetus for political
stability will be offset by the fact that the poll did not produce a majority bloc or a single opposition.
It also increases the risk that the parliament will become a rubber stamp for President Abdel Fattah
el-Sisi’s decisions. Turnout was very low at just one in four, highlighting a risk of disenchantment among
voters for the political process. Meanwhile an Egyptian court in June annulled a maritime border accord
with Saudi Arabia that would have seen Egypt lose control of two Red Sea islands, in a setback for President Abdel Fattah al-Sisi but a decision that will lower public anger levels.
www.noozz.com e-mail:editorial@noozz.com
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Risks related to external terrorism have been ratcheted up significantly in the wake of the downing of
the Russian airliner over the Sinai Peninsula. This will be exacerbated if the EgyptAir crash in May 2016 is
ascribed to terrorism. The claim that an affiliate of Islamic State was able to penetrate security at Sharm
el-Sheikh airport had already raised fears over the potential for further attacks. The claim of responsibility by IS for the killing of 13 police officers in the city of Al-Arish in March 2016 has raised fears that
the terrorists may carry out a sustained campaign of violence. IS has been growing its presence on the
Libyan border where terrorists’ movements have gathered strength as a result of the political vacuum
in Libya. IS has issued a series of videos in which it has indicated plans to takje control of the Sinai peninsula. It has pledged to end the state of Israel and threatened to behead Egyptian soldiers who stand
in their way. The Egyptian government is already engaged in military operations within its own border.
The assassination in late June 2015 of Hisham Barakat, Egypt’s state prosecutor in a car bomb in Cairo
highlighted the anger over the current crackdown on Islamists. Barakat had sent thousands of Islamists
for trial since the overthrow of elected president Mohammed Morsi in 2013.

Financial system risk
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The banking system has remained resilient in the face of the political and economic turmoil of recent
years. In June 2016 Moody’s, the ratings agency, maintaining its stable outlook on the basis of their
strong funding and profitability. Non-performing loans are low as a share of total loans and are expected to decline to 6% by December 2016, and there is ample domestic liquidity. However Fitch Ratings
has warned that regulations to boost SME lending, issued by the Central Bank of Egypt in January 2016,
could weaken the quality of loans extended by Egyptian banks in the medium term. The aim to increase
lending to the SME sector by EGP200bn ($25bn) by 2020 could force banks to lend to weaker borrowers
to fulfil the quotas. The Central Bank of Egypt is on track to implement the Basel III regulatory code after
completing Pillar 2 of Basel II to harmonise the supervisory process for dealing with systemic risk.
The elevated level of Egypt’s government debt at 90% of GDP in the 2015/16 fiscal year creates an
external financing risk. Standard Chartered bank sees gross external financing requirements reaching
$20.1bn for the 2017 fiscal year. Forecast annual deficits of 11%-11.5% of GDP in 2016/17 will add to the
debt stock. Half way through the financial year, Egypt has collected less than a third of the EGP422bn
forecast in the budget, while revenue have been 30% of the EGP622bn the budget predicted. On the
expenditure side, the government has spent more than 40% of its allocated budget of EGP864.6bn,
and nearly half of the funds allocated for the wage bill. The government appears determined to push
through reforms and attract outside funding for investing projects that will bring down the debt over
time. If successful this should put it on track to reduce the budget deficit to 7%–9% of GDP and the public sector debt to 80%–85% within four years. Its gross international reserves fell in the wake of the Arab
Spring and dipped below external debt levels in 2012/13 but are forecast to build up (Chart 2). Foreign
currency shortages in the wake of the fall in tourism and the drop in foreign investment have reduced
funding for private business owners. The risk is that various sources of external finance may not be sufficient. The decision to include VAT in the draft 2016/17 budget — a key demand of both the World Bank
and the IMF — should open the pay to disbursement of the Bank’s £3bn loan and new lending by the
Fund. Analysts believe IMF support is likely to be necessary. Finance Minister Amr el-Garhy said in June
that the country would look to issue a $3bn Eurobond in September or October 2016. It had delayed its
return to the international bond market after selling its first Eurobond in five years in June 2015.
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The central bank has said in June that it could secure $10bn from the IMF by agreeing a structural reform programme but has yet to make any formal request.
Devaluation of the currency and/or more flexible exchange mechanism should go some way towards
attracting much-needed foreign capital. The IMF estimates a 30% depreciation will lead to a 10-percentage point increase in the ratio of external debt to GDP. While devaluation is seen as a welcome and
necessary first step, it will not be enough to relieve the foreign exchange shortages that have plagued
the economy for some time. Monetary policy is likely to remain tight to anchor inflation expectations
and attract FX inflows. A shock to the current account would also lead to a considerable increase in the
external debt-to-GDP ratio, which would rise by five percentage points. However the Economist Intelligence forecasts for Noozz.com incorporate a depreciation of 43% over the five years to 2021.
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Commercial risk
There are still obstacles to doing business in Egypt. The country is in the bottom half of the ranking of
189 countries in the World Bank’s 2016 Doing Business report. It ranks 131 out of 189 which is a fall from
the previous year’s 126. The series of airplane incidents will raise security concerns.
Its worsened ranking was a result of falls in the indices for the ease of obtaining credit, the ability to pay
taxes smoothly, and the process of setting up a business. However this was offset by the decision to
strengthen minority investor protections by barring subsidiaries from acquiring shares issued by their
parent company (chart 3)

www.noozz.com e-mail:editorial@noozz.com

6

J U LY

2016

COUNTRY RISK REPORT

EGYPT

There are still delays for entrepreneurs wishing to obtain official approvals (with ranking of the best-performing nation, Singapore, in brackets)
• Start a business: 8 days (2.5)
• Obtain construction permits: 179 days (26)
• Gain electricity supply: 64 days (31)
On the positive side the American business magazine Forbes in December 2015 named Cairo one of the
top 10 cities across the globe to launch a startup. In the same month Egypt hosted Seedstars World, an
international entrepreneurial competition, aimed at widening the network for entrepreneurs around
the world, and helping them reach potential investors.
Egypt ranked 88 out of 175 countries in Transparency International’s 2015 Corruption Perceptions Index, a marked improvement from its 94 ranking in 2014 and 114 ranking in 2013.
Egypt’s image may be damaged by its decision to put through amendments to the law on unlawful
gains that will mean officials and business people accused of corruption will be able to avoid a jail term
if they repay what they obtained illegally. The change will benefit anyone agreeing to return assets
while under investigation although if they decide to settle during or after a trial.
Starting a Business (141)
Resolving Insolvency (97)

Enforcing Contracts (120)

Dealing with Construction Permits (127)
Getting Electricity (147)

Trading Across Borders (131)

Registering Property (157)

Paying Taxes (176)

Getting Credit (171)

Protecting Minority Investors (132)
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Source: World Bank, Doing Business Report, 2015
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