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Egypt: Economy much weaker than
we are being led to believe

Country Economic Forecast

EI 27 May 2022 B by Callee Davis

B A cabinet statement made by Minister of Planning Hala Al-5aid suggests that the
economy may be much weaker than we are being led to believe. According to Al-5aid,
real GDP growth came in just above 5.0% y-o-y in Q1 2022, while the economy is
expected to expand by around 6.2% y-o-y in the 2021/22 fiscal year (FY, ending in June).
While these figures look impressive in annual terms, a closer look at the available data
suggests that the economy is in recessionary territory. Given the strong economic growth
recorded in Q3 2021 (+9.8% y-o-y) and Q4 2021 (+8.2% yoy), real GDP growth would
have to contract by around 0.9% g-o-q in Q1 2022 and a further 1.8% q-o-q in Q2 2022
to reach the annual GDP figures quoted by Al-Said. We have therefore cut our real GDP
growth forecast by 3.3 ppts to 1.3% this year, from 4.6% in the April forecast round.

B The economic slump is being driven by softening consumer demand as the period of
exceptionally strong household consumption seen since the start of the Covid-19
pandemic comes to an end. While we had always expected consumer demand to soften
over the next two years, this has been hastened by war-induced inflation. In April,
headline inflation rose to 13% yo-y. from 10.5% y-o-y in March, and we do not expect
price pressures to ease anytime soon. In fact, we see inflation peaking at around 18.5% y-
o-y in August. Soaring inflation has prompted stronger-than-expected tightening by the
Central Bank of Egypt (CBE) which will increase the cost of borrowing and further
squeeze real incomes going forward.
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The big concern about inflation is no
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prolonged period of high inflation are
wpect food and

ergy prices to remain high...
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Country Economic Forecast

EI 27 May 2022 B by Callee Davis

B A cabinet statement made by Minister of Planning Hala Al-Said suggests that the
economy may be much weaker than we are being led to believe. According to Al-5aid,
real GDP growth came in just above 5.0% y-o-y in Q1 2022, while the economy is
expected to expand by around 6.2% y-o-y in the 2021/22 fiscal year (FY, ending in June).
While these figures look impressive in annual terms, a closer look at the available data
suggests that the economy is in recessionary territory. Given the strong economic growth
recorded in (3 2021 (+9.8% y-o-y) and 04 2021 (+8.2% yoy), real GDP growth would
hawve to contract by around 0.9% g-o-q in Q1 2022 and a further 1.8% q-o-q in Q2 2022
to reach the annual GDP figures quoted by Al-Said. We have therefore cut our real GDP
growth forecast by 3.3 ppts to 1.3% this year, from 4.6% in the April forecast round.

B The economic slump is being driven by softening consumer demand as the period of
exceptionally strong household consumption seen since the start of the Covid-19
pandemic comes to an end. While we had always expected consumer demand to soften
over the next two years, this has been hastened by war-induced inflation. In April,
headline inflation rose to 13% yo-y, from 10.5% y-o-y in March, and we do not expect
price pressures to ease anytime soon. In fact, we see inflation peaking at around 18.5% y-
o-y in August. Soaring inflation has prompted stronger-than-expected tightening by the
Central Bank of Egypt (CBE) which will increase the cost of borrowing and further
squeeze real incomes going forward.
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ﬁ Israel: Our GDP growth forecasts remain at 5.2% this year and 4.2% in 2022 despite the recent rise
in Covid cases (26 Aug 2021)

Despite better-than-expected annualized growth of 15.4% in Q2, we have kept
our 2021 GDP growth forecast at 5.2% due to the recent rapid spread of the
Delta variant and rising number of infections amid mounting evidence of lower
efficacy of vaccines over the long term. New daily infections rose to over 7,000
in late-August. On 1 August, lsrag! becama the first country in the world to
begin offering third vaccine doses to people over 60, and by mid-August to
those over 40. On the political front, the three-month old Naftall Bennett
coalition government had an early win as the cabinet unanimously approved a
state budget for 2021-22 in August, over three years since the governmant last
passed a budget. But passage through the very divided parliament may still
prove challenging.

E Egypt: Econony much weaker than we are being led to believe (27 May 2022)

B A cabinet statement made by Minister of Planning Hala Al-5aid suggests that the
economy may be much weaker than we are being led to believe. According to Al-5aid,
real GDP growth came in just above 5.0% y-o-y in Q1 2022, while the economy is
expected to expand by around 6.2% y-o-y in the 2021/22 fiscal year (FY, ending in June).
While these figures look impressive in annual terms, a closer look at the available data
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The lack of materials has also been constraining US firms. According to the US Census Bureau Quarterly
Survey of Plant Capacity Utilization, one-third of manufacturing firms reported that “insufficient supply of

Contact Account Manager materials” was the reason for reduced production in Q2 2021. In recent interviews with executives at
consumer technology companies, senior managers report shortages not only of semiconductors, but of

@ Fabian Krug basic components like transistors and glue. The sectors grappling with the leanest inventories are leather,

A o» Associate Director machinery, computers and electronics, electrical equipment, and textile manufacturing. Input limitations . .
are not only driven by physical constraints but also by surging prices. Since the onset of the pandemic, US ACC@S S I n te ra Ct |Ve

steel prices, for instance, have nearly doubled, with a reversal expected to start only from Q1 2022 (Chart 5
5 data when included

Chart 4: Rise in input prices has exacerbated physical goods o] E a S pa rt Of C h a rt
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US: Supply chain stress is poised to intensify

US supply chain stress tracker brought bad news in February. Inflation taok up the baton from
. transportation and now represents the most stressed aspect of supply chains as input costs rose and
s firms exercised pricing power. Good news from the transportation front, however, was diminished by -
greater activity and labor pressures, while inventory tensions subsided slightly. Imported @ Salesforce
te
Global: A darker economic scenario from Russia’s war
We have modelled a plausible downside scenario in ich the f g in Ukraine lasts well into
2023, the west imposes further sanctions, and Russia retaliates by restricting gas supplies. - - . -
- p v 9 gas supp Site Guide My Profile
1L US: Supply chain stress is poised to intensify
ctate US supply chain stress tracker brought bad news in February. Inflation took up the baton from
N transportation and now represents the most stressed aspect of supply chains as input costs rose and
firms exercised pricing power. Good news from the transportation front, however, was diminished by
ruction greater activity and labor pressures, while inventary tensions subsided slightly.
In Deta UK: Rising uncertainty set to limit scale of rate hikes 1 Profile ‘ Saved Search r Notification Preferences
The week's data showed further evidence of a decent bounce back in activity after the initial
1anks emergence of Omicron, and that inflationary pressures are still building. This is likely to reinforce the
MPC’s fears about a wage-price spiral developing and another 25bp rate hike at March's meeting
. |ooks almost certain
ilting
South Africa Monthly Political Overview: The temptation of moral compromise
ntations
In February, politics will always be dominated by the State of the Nation Address (Sona) and Budget
speech which give government an opportunity to pi best foot forward. President Cyril
istom Reports Ramaphosa and Finance Minister Enoch Godongwana both acquitted themselves well, but it will all

count for nought without implementation.
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Global: Supply chain pain
persists but businesses are
adapting

= While demand tends to outpace supply in the
early stages of an economic upcycle, the pace of
the post-pandemic industrial expansion has
been unprecedented, The burden placed on
production has been further amplified by supply
side bottlenecks.

= Although the worst may be behind us, we do
not see a full easing in disruptions before H2
2022. Key constraints include the time required
to expand manufacturing capacity and the need
to increase the fleet of container ships.

» Manufacturers have responded to surging
goods demand by raising operating rates, which
are now close to their pre-pandemic ceilings.
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