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MONTHLY ECONOMIC REVIEW
The Monthly Economic Review is produced by MAP Unit. It highlights the most
critical economic updates. It aims at tracking the main developments in the real,
fiscal, monetary and external sectors. In addition, the Monthly Economic Review
helps to monitor the economic response and recovery in light of COVID-19 crisis,
considering different challenges and future prospects.

NOVEMBER'S HIGHLIGHT
GDP growth is restoring back historical levels resiliently.
Hotels and restaurants sector came in the front seats of growth. Tourism sector is
starting to recover as tourists return to Egypt's resorts after months of restrictions.
Inflation started to uptick during the last couple of months attributed to external
factors.
Regarding the consumption and savings pattern in Egypt, an empirical exercise has
revealed that Egyptian consumers are forward-looking.
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SUMMARY
REAL SECTOR
GDP GROWTH RATE (AT FACTOR COST)
Real GDP growth rate (at factor cost) surged to 9.3%
during Q1 of FY 2021/22 compared to negative 1.3%
during the same period of the FY 2020/21.

TOTAL PRODUCTION
INDEX
Total
production
index
improved in June 2021
fueled by the increasing
tourism index that revealed
positive
performance
during the same period.

9.3%
GDP growth
rate (at
factor cost)

TOURISM SECTOR
Hotels and restaurants sector
has achieved a growth rate of
182% during Q1 FY 2021/22,
compared to negative 66.5% a
year earlier.

182%
Tourism
Growth Rate

MONETARY SECTOR

17%

DOMESTIC LIQUIDITY
Domestic liquidity (M2) stabilized at 17%
during September 2021, slightly down from
18% in June 2021.

M2

INFLATION

6.6%

Annual headline urban inflation (Y-o-Y)
slightly increased to record 6.6% in
September 2021, from 5.7% a month
earlier.
Monthly core inflation inched-up in
September 2021 to record 4.8% (Y-o-Y)
compared to 4.5% in August 2021.

Headline
Inflation

4.8%
Core
Inflation

EXTERNAL SECTOR
EXCHANGE RATE
Exchange rate is witnessing a relative
stability over the last year period.
Moreover, EGP witnessed an accumulated
nominal appreciation of 1.9% over JulySeptember 2021, however, it started to
slightly depreciate during September by
0.21% to reach 15.75.

1 USD=
15.75
EGP
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BALANCE OF PAYMENTS
Egypt's Balance of Payments registered an
overall surplus of USD 1.9 bn during the
fiscal year 2020/21 compared to an overall
deficit of about USD 8.6 bn a year earlier.

Surplus
$ 1.9
bn
2020/2021

Deficit
$ 8.6
bn
2019/2020
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REAL SECTOR:
GROSS DOMESTIC PRODUCT
(GDP)
Real GDP at factor cost surged to 9.3% during Q1 of FY
2021/22 compared to negative 1.3% during the same
period of the FY 2020/21. This growth emerged from the
uptick in the hotels and restaurants sector by 182% during
Q1 FY 2021/22, compared to negative 66.5% a year
earlier. In addition, Suez canal, manufacturing industries,
construction, communications, and extractions sectors
showed a resilient performance during the period under
analysis.

Source: Ministry of Planning and Economic Development.
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REAL SECTOR:
TOTAL PRODUCTION INDEX
On another note, total production index improved in June
2021 fueled by the increasing tourism index that revealed
positive performance during the same period. Moreover, it
can be noticed that tourism index is on the upward
trajectory since the beginning of the FY 2020/21. It is
worth to note that the correlation coefficient between the
total production index and the tourism index is estimated
at 0.79, implying strong positive association between the
two indices. In other words, a 1% improvement witnessed
in the tourism sector is reflected on the overall production
index by 0.79%.

Source: Ministry of Planning and Economic Development.
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REAL SECTOR:
SAVING & CONSUMPTION
It can be observed that the savings dynamics reflect the
pattern of the life cycle and permanent income hypotheses
in which Egyptian people lowered their savings during the
period 2012-2016 as this period was characterized by an
economic uncertainty. People decided not to save as the
current level of incomes were not exceeding the
anticipated level of incomes at that time. Afterwards,
when the economic landscape has been favorable and the
positive spillovers of the economic reform program have
materialized, people started to anticipate stability in their
earnings, thus savings started to get back to their original
levels, this happened before it retreated back due to the
repercussions of the Global Pandemic.

Source: MAP’s Estimates, Savings were calculated as the difference between the permanent income (GDP)
and the household consumption. Then savings were seasonally adjusted using X12 technique.
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MONETARY SECTOR:
DOMESTIC LIQUIDITY M2

1. Positive and strong position of the real interest rate
Growth in domestic liquidity M2 stabilized at 17% during
September 2021, slightly down from 18% in June 2021. The
current level is below the long-term trend, implying that no
inflationary pressures are expected to materialize from the money
growth in the short-term.

Source: Central Bank of Egypt.

INFLATION
Urban headline inflation (Y-o-Y) accelerated to register 6.6% in
September 2021, compared to 5.7% a month earlier. The increase
is due to the monthly acceleration of 1.1% compared to negative
0.3% during the same month of the previous year. Meanwhile,
core inflation inched up in September 2021 to record 4.8% (Y-oY) compared to 4.5% in August 2021.
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MONETARY SECTOR:
FOOD PRICES
The Global Pandemic has its repercussions on the global economy
through disrupted supply chains, congested ports, and higher
transportation costs. These developments are reflected on the
domestic economy through the pass-through effect. This will
affect mainly the products imported from abroad, as estimated in
the below table. The importation bill is expected to enlarge
during the upcoming year, considering a spectrum of impact from
a 30% transmission of higher prices to full transmission of prices
i.e., 100%, under the assumption that the imported quantities are
kept the same.

Source: MAP’s Estimates, MPED and CBE.
* Assuming a 30% transmission of the international food prices with fixed quantities.
** Assuming a 100% transmission of the international food prices with fixed quantities.
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MONETARY SECTOR:
FOOD PRICES
As shown, the domestic food prices were affected by the high
international prices during the last five months, this is due to:
High share of food prices in the CPI basket constituting
about 35.9%,
Most of the strategic goods are imported from abroad,
which make the domestic price more vulnerable to the
international volatility in prices, and
Nonetheless, relative stability in the FOREX market has
mitigated the pass-through effect to a great extent.

EXTERNAL SECTOR:
EXCHANGE RATE
The exchange rate is still witnessing a relative stability over the
last year. Moreover, the EGP witnessed an accumulated nominal
appreciation of 1.9% over July-September 2021, however, it
started to slightly depreciate during September by 0.21%. This
might put some, but limited, inflationary pressures, in which the
pass-through effect would be unfavorable on inflation during the
upcoming couple of months, conditional on the direction of
exchange rate movements (up or down).

Source: Ministry of Planning and Economic Development.
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EXTERNAL SECTOR:
BALANCE OF PAYMENTS
Egypt's Balance of Payments registered an overall surplus of
USD 1.9 bn during the fiscal year 2020/21 compared to an overall
deficit of about USD 8.6 bn a year earlier. This was driven by the
improvement in the financial and capital account by about 335%
between the 2 periods, this came despite the enlargement in the
current account deficit by 65%. The current account deficit
widened to stand at USD 18.4 bn during FY 2020/21 compared to
a deficit of USD 11.1 bn during FY 2019/20.
The sources of recent development emerged primarily from the
capital and financial account which witnessed significant
improvement compared to the previous fiscal year to register
USD 23.4 billion, compared to USD 5.4 bn during FY2019/20. On
the contrary, current account deficit has widened slightly during
the period under investigation, this was attributed to:
The deterioration of the trade balance deficit to USD 42.0
bn, compared to USD 36.5 bn during the corresponding
period.
Retreated services account registering USD 5.1 bn,
compared to USD 9.0 bn a year ago. This is due to the
deteriorated receipts from the tourism.
This has been partially offset by the improvements witnessed in:
Net investment income balance which recorded a surplus
of USD 12. 4 bn, compared to a deficit of USD 11.4 bn
during FY 2019/2020.
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EXTERNAL SECTOR:
BALANCE OF PAYMENTS
Moreover, capital and financial account has improved
significantly from the previous year. There was significant net
capital inflows in the portfolio investment accounted for USD
18.7 bn in FY2020/21 compared to an outflow of USD 7.3 bn
during FY 2019/20. This was fueled by the carry-trade
transactions, in the sense that foreign investors favor the
Egyptian economy given the fact that it has the highest real
interest rate in the region. In the meantime, this was partially
offset by the slightly retreated direct investment balance to
register USD 5.2 bn during FY 2020/21, down from USD 7.5 bn
during FY2019/20. This decline is a part of the global pandemic
repercussions.
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SUMMARY AND FUTURE
PROSPECTS
In the near term, fiscal and monetary policies will continue to
support the economic recovery while preserving macroeconomic
stability. Deepening and broadening structural reforms is critical to
solidify the recovery, address post-COVID-19 challenges, strengthen
buffers, and ensure higher and more inclusive growth.
GDP growth is restoring back historical levels resiliently, GDP at
factor cost registered 9.3% during Q1 of FY 2021/22 compared to a
negative growth of 1.3% a year earlier. The growth is
multidisciplinary across majority of sectors, hotels and restaurants
sector came in the front seats of growth. Tourism sector is starting
to recover as tourists return to Egypt's resorts after months of
restrictions.
On the monetary front, inflation started to uptick during the last
couple of months attributed to external factors not due to
fundamental reasons. Disrupted supply chains in the global economy
coupled with surging oil prices has its repercussions on the domestic
level. Nonetheless, relative stability in the FOREX market has
mitigated much of the impact due to muted pass-through effect.
Marginal Propensity to Consume (MPC): Short-run marginal
propensity to consume out of current income is about 0.96 suggesting
that a 1 Pound increase in the current or observed real income (as
measured by real GDP) would increase mean consumption by about
0.96 Pound. However, suppose there is a sustained rise in income,
then eventually MPC out of permanent income will be about 1.04
Pounds.
Moreover, it has been concluded from the estimation that consumers
are resistant to changes in inflation and real interest rates. In other
words, consumption is independent from inflation dynamics due to
the fact that Egyptians are spending on necessities with inelastic
prices.

Looking ahead, the Egyptian economy remains competitive and supported by
well-sequenced and coordinated structural reforms despite the remaining
risks of global COVID-19 uncertainty. Fiscal and monetary policies will
continue to support the recovery while preserving macroeconomic stability.
Structural reforms will
address post-pandemic challenges, strengthen
buffers, meet the financing needs and boost the real sector, creating more
resilient and diversified economy.
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