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Important disclosures can be found in the Disclosures Appendix. 
Distributed outside MENA by The Royal Bank of Scotland N.V. and its affiliates under a strategic 
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Mena Strategy 
 

What next for the Egyptian pound 
 

We believe there has been an increase in the rate of decline in CBE reserves
during November, which would put further pressure on the Egyptian pound. But, 
Tuesday's US$1.53bn sale of US$-denominated bills gives some relief. IMF loans 
or other bilateral facilities would also help, but time is of the essence. 
 

Chart 1 : Net international reserves (US$m) 
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Source: Central Bank of Egypt 

 
  

Central Bank increases corridor rate 
In its meeting last week, the Monetary Policy Committee in Egypt raised the overnight 
deposit rate by 100bp to 9.25% and the overnight lending rate by 50bp to 10.25%, the first 
increase since 17 September 2009. These two rates, generally known as the corridor rate, 
serve as the main policy tools for controlling inflation. The Central Bank of Egypt (CBE) also 
raised its discount rate by 100bp to 9.5%. According to the CBE, this was because of 
possible upward pressure on inflation. 

Currency at risk 
However, we also see it as a move to defend the currency, which has been stable at about 
E£6/US$. CBE reserves are down US$14bn ytd (to end-October 2011) and we believe that 
November has seen further sharp decline in reserves, which could put pressure on the 
currency, fuelling inflation and capital flight. The 12-month forward E£/US$ rate suggests the 
currency will devalue to about E£7/US$ from the current level. The Egyptian finance minister 
has asked the IMF to reconsider its US$3.2bn lending facility, which would have a stabilising 
effect, but time pressure is an issue, given the rate of decline in reserves.  

What to buy in Egypt 
We continue to believe that Egypt is not going to be a quick-fix turnaround story and 
recognise that stock market volatility is likely to remain high until there is more clarity on the 
economic and political outlook. However, at least the start of the multi-stage elections has 
been peaceful. Having said that, we see a number of attractive investment opportunities, 
including: Orascom Construction Industries (OCI; Buy, TP E£284; and one of our top picks in 
the region) and National Société Générale Bank (NSGB; Buy; TP E£28.5) – see page 2.  
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Defending the currency 
Although the picture for international reserves and the E£ looks concerning, we see a possibility 
that, in addition to the IMF, the Gulf Cooperation Council (GCC) would be willing to backstop 
Egyptian reserves given geopolitical circumstances. However, this is likely to be dependent on 
political clarity. We saw some good news on Tuesday as Egypt raised US$1.53bn in a sale of 
one-year dollar-denominated bills, giving some relief. The average yield was 3.87%, well below 
the 15% yield on the country’s one-year Egyptian-pound-denominated notes. 

Still downside risk to the economy 
In line with our view, the CBE sees downside risks to domestic GDP, stemming from both the 
political transformation that may continue to have ramifications on both consumption and 
investment decisions, and from heightened concerns related to global recovery. In the quarter to 
June 2011, GDP growth was a mere 0.4%. This was better than the 4.3% contraction recorded in 
the previous quarter, but was a decline in economic activity larger than the CBE had anticipated. 
The IMF expects GDP growth of 1.8% for 2011/12. However, GDP growth of 1-2% is a major 
issue for a country that needs high-single-digit growth to keep unemployment at a steady level, in 
our view. 

Default risk still low, even in the event of devaluation 
Often one of the greatest costs of devaluation is that it can exacerbate the government’s financial 
problems by raising the cost of external borrowing, but reducing the tax base for paying for it. 
From this point of view, at least, Egypt is relatively secure, in our view. Nearly 50% of Egypt’s 
exports are energy commodities, while tourism receipts and Suez Canal revenues are essentially 
dollarised. The number of tourists has declined 36% from January-August, but could recover 
quickly and Suez Canal revenues have increased 10% from January-October compared with the 
same period last year. In addition, external borrowing, at just 15% of 2010/11 GDP, is low 
compared to global peers.  

Our top picks in Egypt 
OCI (Buy, TP E£284) is one of our top picks in the region. We see strong catalysts for the share, 
including: 1) the ramp up of new fertiliser capacities over the next 12 months; 2) continued high 
fertiliser prices; 3) a recovery in the construction backlog; and 4) the creation of a holding 
company, likely by 1Q12. In addition, the company will actually benefit from a devaluation in the 
E£, as it generates most of its revenues outside the country.  

NSGB (Buy, TP E£28.5). Modest rise in the corridor rate should have a positive impact on banks 
as it should positively affect net interest income while negatively affecting loan growth (particularly 
as it brings uncertainty) and provisioning. We believe the overall impact on banks will be neutral in 
E£ terms. NSGB is our top pick in the Egyptian banking sector, as we believe the market is 
already factoring concerns about devaluation of the E£ and other economic and political risks into 
valuations. Underlying profitability remains strong for private sector banks, and we see little sign of 
excessive provisioning. 
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Chart 2 : Egypt real GDP growth (% change)  Chart 3 : Consumer price inflation (% change) 
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Chart 4 : Egyptian pound/US$ exchange rate  Chart 5 : Foreign exchange reserves (US$m) 
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Source: Bloomberg  Source: Central Bank of Egypt 

Chart 6 : Tourist arrivals (‘000) down 36% ytd  Chart 7 : Suez Canal receipts (US$m) up 10% ytd 
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Recommendation structure 
Absolute performance, long term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price and only reflects capital
appreciation. A Buy/Sell implies upside/downside of 10% or more and a Hold less than 10%. 
Performance parameters and horizon: Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these performance parameters should be
interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months.     
Market or sector view: This view is the responsibility of the strategy team and a relative call on the performance of the market/sector relative to the region. Overweight/Underweight implies 
upside/downside of 10% or more and Neutral implies less than 10% upside/downside.     
Target price: The target price is the level the stock should currently trade at if the market were to accept the analyst's view of the stock and if the necessary catalysts were in place to effect 
this change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that the catalysts 
are not fully in place to effect a re-rating of the stock to its warranted value, the target price will differ from 'fair' value. 
 

 
Valuation and risks to target price 
 
For a discussion of the valuation methodologies used to derive our price targets and the risks that could impede their achievement, please refer to our latest published research on those
stocks at http://research.rbsm.com 

Disclaimer 
This report is prepared by Rasmala Investment Bank Limited ("RIB"). RIB is regulated by the Dubai Financial Services Authority ("DFSA"). RIB products or services are only made 
available to customers who RIB is satisfied meet the regulatory criteria to be a " Professional Client", as defined under the Rules and Regulations of the Dubai International Financial 
Centre ("DIFC"). 
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimates on a fundamental analysis of a company's future prospects, 
after having taken perceived risks into consideration. We have conducted reasonable research to arrive at our investment recommendations and fair value estimates for the company or 
companies mentioned in this report. Although the information in this report has been obtained from sources that RIB believes to be reliable, we have not independently verified such 
information thus it may not be accurate or complete. RIB does not represent or warrant, either expressly or impliedly, the accuracy or completeness of the information or opinions 
contained within this report and no liability whatsoever is accepted by RIB or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or 
opinions or otherwise arising in connection therewith. 
Readers should understand that financial projections, fair value estimates and statements regarding future prospects 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 notice. This research report is prepared for general circulation 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 securities referred to in the report. It is not tailored to the specific investment 
objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial guidance when determining whether an 
investment is appropriate to their needs. 
RIB is not registered with the U.S. Securities and Exchange Commission, or any U.S. state authority, as a broker-dealer or investment advisor. This report has not been approved, 
disapproved or recommended by the U.S. Securities and Exchange Commission, any state securities commission in the United States, the securities commission of any non-U.S. 
jurisdiction or any other U.S. or non-U.S. regulatory authority. None of these authorities has passed on or endorsed the merits or the accuracy or adequacy of this report. 
RIB and its group entities (together and separately, "Rasmala") does and may seek to do business with companies covered in its reports. As a result, users should be aware that the firm 
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. Rasmala and 
its respective employees, directors and officers shall not be responsible or liable for any liabilities, damages, losses, claims, causes of action, or proceedings (including without limitation 
indirect, consequential, special, incidental, or punitive damages) arising out of or in connection with the use of this report or any errors or omissions in its content. 
The research analyst or analysts responsible for the content of this research report certify that: (1) the views expressed and attributed to the research analyst or analysts in the research 
report accurately reflect their personal opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and, (2) no part of his or her compensation was, is or 
will be directly or indirectly related to the specific recommendations or views contained in this research report. On a general basis, the efficacy of recommendations is a factor in the 
performance appraisals of analysts. 
   


