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FAB Insights 

Pre-CBE Thoughts - Walk like an Egyptian 
 
• Spiraling inflation and widening currency gap call for action 

• We would favour a consensus-busting 300bp rate increase 

• But the FX market calling for a bold move, may be disappointed 

• Runaway, record inflation also requires decisive policy action 

• And the country’s bigger reform strategy is dependent on it 

 

For the latter half of this week our focus and anticipation will be targeted toward Egypt and in particular the 

CBE monetary policy decision, due for release tomorrow (March 30). With inflation pressures running hot in 

Egypt (as well as more broadly around the globe), and after the bank left rates unchanged at the last meeting 

(Feb  2 2023), we now expect the Central Bank of Egypt to resume its walk through the tightening process this 

week with the delivery of a new rate hike. The question though is how big a rate increase it might deliver on 

this occasion. We believe a 300bp hike could be appropriate, and with more to come after that. 
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Given the magnitude of inflation – urban CPI accelerated to 31.9% last month from 25.8% in January – we 

believe that the balance of risk for the CBE this week lies to the more hawkish side. Indeed, there was clear 

evidence of persistent price pressures in the February CPI report, with both headline and core inflation rates 

recording significant acceleration, thereby indicating once again the broad-based nature of Egypt’s inflation 

problem. With the CPI core YoY rate coming in at a whopping all-time high of 40.26% in February, it is easy 

to argue the case that the CBE now needs to step up with decisive, timely and comprehensive rate tightening 

in order to stop inflation becoming entrenched. 

As is the case with other central banks around the globe, the major aim of the CBE is to wrestle control of 

inflation, but while price pressures may already be receding slightly in some geographies, they are not in Egypt. 

Rather, inflation seems likely to only rise further in Egypt in the coming months. And we know that the key 

driving force behind current inflation pressures in Egypt is imported food costs. Food prices are the largest 

single component in Egypt’s CPI basket, accounting for 33% of the index.  

As such, in our view, the CBE still has a lot of tightening work to be done, supporting the case for a larger-

than-consensus rate increase on Thursday. Bloomberg consensus suggests that rates should be increased 

by 200bps this week – taking the Deposit Rate to 18.25% - but we see the possibility of a larger (perhaps 

300bps) increase. Given its track record though, perhaps we should not be surprised if the CBE does not 

deliver in its entirety. For sure though the investor community would be left disappointed if the Bank only 

delivers a smaller incremental tightening – and even more so if it fails to deliver at all – and the market would 

react accordingly. 

We certainly believe that the FX (EGP) market will also be hoping for a bold rates move from the Central Bank. 

With accelerating inflation having sent real Egypt rates deep into negative territory, resuming and maintaining 

the tightening cycle could be meaningful in terms of supporting investor expectations, not only by improving 

the outlook for positive portfolio flow, but also the extent to which it could help to support the pound – or at 

least limit further depreciation.  

 

Indeed, after adopting a period of ‘pause’ last month, allowing the market to digest the 800bps of tightening 

delivered last year (in 2022), we would conjecture that the market will now be well positioned for a more 

significant rate move at this latest CBE meeting. But this is unlikely to be the end of the rate tightening story. 

As the government continues to try to entice hard currency capital inflows back into the country and underpin 

the currency (EGP) and as inflation remains elevated, we would suggests that further rate increases will be 

needed. The CBE terminal (deposit) rate will likely need to push above 20%, with 22.75% perhaps not an 

unreasonable target to hold for now.  
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A decisive rate hike this week would help to add some credibility to – and positive performance in – Egypt risk 

pricing, which has underperformed recently amid growing investor skepticism toward the macro outlook. With 

credit spreads having widened sharply in recent months and Egypt CDS currently in distressed territory (Egypt 

5y CDS indicated on Bloomberg around 1400) the CBE clearly needs to act firmly to address investors’ 

persistent concerns over financing needs as well as doubts around the government’s commitment (or 

otherwise) to adhere to the IMF reforms. 

In aggregate, we would suggest that a rate increase by the CBE this week will be an integral and necessary 

part of the economy’s bigger reform strategy. Alongside the intended government asset sales, it is hoped that 

a higher rate structure and more flexible currency regime should all help to encourage the return of foreign 

capital and help to reduce FX pressures as well as narrow the gap between the official EGP rate and the 

parallel market rate, the latter of which has been widening again in recent weeks as investor uncertainty drives 

a more defensive FX positioning. The EGP spot rate is currently seen in the context of 30.90, whereas the 12-

month NDF market currently shows the pound trading out to around the 40.00 level in a year’s time. 
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Important Notice: This communication has been prepared by individual personnel of First Abu Dhabi Bank PJSC or its 

affiliates (collectively, “FAB”) and, accordingly, it may not represent the views of FAB. FAB is licensed and regulated by 

the Central Bank of the United Arab Emirates and its registered office address is P.O. Box 6316, 1 – Al Qurm, Abu 

Dhabi, the United Arab Emirates. This communication is directed at persons (i) who have been or can be classified by 

FAB as eligible counterparties, professional clients or sophisticated investors, (ii) who have experience in matters relating 

to investments and (iii) other persons to whom it may otherwise lawfully be communicated. No other person should 

review the contents or access the products or transactions discussed in this communication.  All material contained 

herein, including any proposed terms and conditions, is indicative and for discussion purposes only, is subject to change 

without notice, is strictly confidential, may not be reproduced and is intended for your consideration only. It does not 

include a number of terms and conditions that will be included in any actual transaction and final terms and conditions 

are subject to further discussion and negotiation nor does it purport to identify all applicable risks. This communication is 

not a commitment to deal in any product, offer financing or enter into any transaction described herein. FAB is not acting 

as your agent, fiduciary or investment adviser and is not managing your account. The provision of information in this 

communication is not based on your individual circumstances and must not be relied upon as an assessment of 

suitability for you of a particular product or transaction. It does not constitute investment advice and FAB makes no 

recommendation as to the suitability of any of the products or transactions mentioned. Even if FAB possesses 

information as to your objectives in relation to any transaction, series of transactions or trading strategy, this is not 

sufficient for, and does not constitute, any assessment of suitability for you of any transaction, series of transactions or 

trading strategy. Save in those jurisdictions where it is not permissible to make such a statement, FAB hereby informs 

you that this communication should not be considered as a solicitation or offer to sell or purchase any securities, deal in 

any product or enter into any transaction. You should make any trading or investment decisions in reliance on your own 

analysis and judgment and/or that of your independent advisors and not in reliance on FAB and any decision whether or 

not to adopt any strategy or engage in any transaction will not be FAB’s responsibility. FAB does not provide investment, 

accounting, tax, financial, legal, regulatory or other advice; such matters as well as the suitability of a potential 

transaction or product or investment should be discussed with your independent advisors. Prior to dealing in any product 

or entering into any transaction, you and the senior management in your organization should determine, without reliance 

on FAB, (i) the economic risks or merits, as well as the investment, accounting, tax, financial, legal and regulatory 

characteristics and consequences of dealing with any product or entering into the transaction (ii) that you are able to 

assume these risks, (iii) that such product or transaction is appropriate for a person with your experience, investment 

goals, financial resources or any other relevant circumstance or consideration. Where you are acting as an adviser or 

agent, you should evaluate this communication in light of the circumstances applicable to your principal and the scope of 

your authority. Any prices used herein, unless otherwise specified, are indicative. Although all information has been 

obtained from, and is based upon sources believed to be reliable, it may be incomplete or condensed, it has not been 

verified by FAB and its accuracy cannot be guaranteed.  FAB makes no representation or warranty, expressed or 

implied, as to the accuracy of the information, the reasonableness of any assumptions used in calculating any illustrative 

performance information or the accuracy (mathematical or otherwise) or validity of such information. Any opinions 

attributed to FAB constitute FAB’s judgment as of the date of the relevant material and are subject to change without 

notice. Provision of information may cease at any time without reason or notice being given. Commissions and other 

costs relating to any dealing in any products or entering into any transactions referred to in this communication may not 

have been taken into consideration. Any scenario analysis or information generated from a model is for illustrative 

purposes only. Where the communication contains “forward-looking” information, such information may include, but is not 

limited to, projections, forecasts or estimates of cashflows, yields or return, scenario analyses and proposed or expected 

portfolio composition. Any forward-looking information is based upon certain assumptions about future events or 

conditions and is intended only to illustrate hypothetical results under those assumptions (not all of which are specified 

herein or can be ascertained at this time). It does not represent actual termination or unwind prices that may be available 

to you or the actual performance of any products and neither does it present all possible outcomes or describe all factors 

that may affect the value of any applicable investment or product. Actual events or conditions are unlikely to be 

consistent with, and may differ significantly from, those assumed.  FAB shall not be under an obligation to update any 

information contained in this communication. Illustrative performance results may be based on mathematical models that 

calculate those results by using inputs that are based on assumptions about a variety of future conditions and events and 

not all relevant events or conditions may have been considered in developing such assumptions. Accordingly, actual 

results may vary and the variations may be substantial. The products or transactions identified in any of the illustrative 

calculations presented herein may therefore not perform as described and actual performance may differ, and may differ 

substantially, from those illustrated in this communication. When evaluating any forward looking information you should 

understand the assumptions used and, together with your independent advisors, consider whether they are appropriate 

for your purposes. You should also note that the models used in any analysis may be proprietary, making the results 

difficult or impossible for any third party to reproduce. This communication is not intended to predict any future events. 

Past performance is not indicative of future performance. FAB accepts no responsibility and makes no representation to 

you or to any third parties for, and has not independently verified, the quality, accuracy, timeliness, continued availability 
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or completeness of any data or calculations contained and/or referred to in this communication and FAB shall not be 

liable for any special, direct, indirect, incidental or consequential loss or damage which may be sustained because of the 

use of the information contained and/or referred to in this communication or otherwise arising in connection with the 

information contained and/or referred to in this communication, provided that this exclusion of liability shall not exclude or 

limit any liability under any law or regulation applicable to FAB that may not be excluded or restricted. The transactions 

and any products described herein may be subject to fluctuations of their mark-to-market price or value and such 

fluctuations may, depending on the type of product or security and the financial environment, be substantial. Where a 

product or transaction provides for payments linked to or derived from prices or yields of, without limitation, one or more 

securities, other instruments, indices, rates, assets or foreign currencies, such provisions may result in negative 

fluctuations in the value of and amounts payable with respect to such product prior to or at redemption. You should 

consider the implications of such fluctuations with your independent advisers. The products or transactions referred to in 

this communication may be subject to the risk of loss of some or all of your investment, for instance (and the examples 

set out below are not exhaustive), as a result of fluctuations in price or value of the product or transaction or a lack of 

liquidity in the market or the risk that your counterparty or any guarantor fails to perform its obligations or, if this the 

product or transaction is linked to the credit of one or more entities, any change to the creditworthiness of the credit of 

any of those entities. FAB (whether through the individual sales and/trading personnel involved in the preparation or 

issuance of this communication or otherwise) may from time to time have long or short principal positions and/or actively 

trade, for its own account and those of its customers, by making markets to its clients, in products identical to or 

economically related to the products or transactions referred to in this communication. FAB may also undertake hedging 

transactions related to the initiation or termination of a product or transaction, that may adversely affect the market price, 

rate, index or other market factor(s) underlying the product or transaction and consequently its value. FAB may have an 

investment banking or other commercial relationship with and access to information from the issuer(s) of securities, 

products, or other interests underlying a product or transaction. FAB may also have potential conflicts of interest due to 

the present or future relationships between FAB and any asset underlying the product or transaction, any collateral 

manager, any reference obligations or any reference entity. Any decision to purchase any product or enter into any 

transaction referred to in this communication should be based upon the information contained in any associated offering 

document if one is available (including any risk factors or investment considerations mentioned therein) and/or the terms 

of any agreement. Any securities which are the subject of this communication have not been and will not be registered 

under the United States Securities Act of 1933 as amended (the Securities Act) or any United States securities law, and 

may not be offered or sold within the United States or to, or for the account or benefit of, any US person, except pursuant 

to an exemption from, or in a product or transaction, not subject to, the registration requirements of the Securities Act. 

This communication is not intended for distribution to, or to be used by, any person or entity in any jurisdiction or country 

which distribution or use would be contrary to law or regulation. FAB may process your personal data to provide you with 

information or promotional and advertising communications on products, services, other events and campaigns. 

If you wish not to receive email from the Market Insights team at FAB, please click here to send us your request 

to unsubscribe, and you shall no longer receive such information. You can also let us know by contacting your usual 

FAB representative should you wish to no longer receive any such further information. You may be entitled according to 

the applicable laws to exercise your rights to access, to rectification, to erasure and to portability of your personal data, to 

restrict the use of and to object to the processing of your personal data. You may exercise any such aforesaid rights by 

sending your request to FAB at the following address: privacy@bankfab.com. 

 

  

 

 

mailto:FABMarketInsights@bankfab.com?subject=Unsubscribe
mailto:privacy@bankfab.com

