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ith the new Suez Canal,
confidence seems to be
returning to Egypt, mar-
king the beginning of a
new era for the country.
In effect, Egypt’'s economy is trying to get
back on track following the effects of six
different governments since 2011. Autho-
rities recently announced that the real
growth rate stood at 4.1% in 2014/2015,
compared to 2.2 % in 2013/2014 (the fiscal
year running from July to June). Coface
estimates that growth will increase to
4.4% for 2015/2016. The government’s
commitment to structural reforms aims
to boost Egypt’s potential growth rate to
approach 6% in the upcoming period, wit-
hin a context of improved business confi-
dence, higher investments and greater
productivity. Improved economic perfor-
mance and political stability have renewed
Egypt’s attraction for investors. The go-
vernment secured investments totaling 36
billion USD and external financing worth
24 billion USD, during an economic deve-
lopment conference held in March 2015.

The first section of this panorama will
explore the nature of the macroecono-
mic improvements and what the country
can expect over the following years. The
recovery in the manufacturing sector,
relative political stability and the autho-
rities’ willingness to implement econo-
mic reforms are all driving the current
economic growth. Since President Abdel
Fattah al-Sisi took office last year, state
finances have strengthened on the back
of reforms, which have included cutting
energy subsidies (helped by the context
of lower oil prices) and the introduction
of new taxes. The government has forged
international alliances to obtain aid and
investments.

Nevertheless, the country still faces big
challenges as will be seen in the second
part of this panorama. Egypt’s current
account balance fell into deficit in 2015,
as official transfers dropped and imports
edged up. Financing needs therefore
remain significant in the medium term
and dependent on donations and FDI
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from Gulf countries. Fiscal reforms are
a key issue, as public deficit and public
debt remain high. The country’s lack of
competitiveness is another structural
weakness in the economy. Finally, regio-
nal security issues still represent a source
of risk for economic stability.

The final section focuses on Egypt’s
tourism and automotive sectors. Inter-
national tourists are returning to Egypt
as the political scene stabilizes. The
government’s efforts to attract more
tourists have started to bear fruit. Egypt
also possesses one of region’s few auto-
motive production bases, with some of
the major global players present. The
country’s strategic geographic location,
its growth potential, perspectives for new
infrastructure investments and higher
political stability are its main assets for
attracting investments.
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"Public and private consumption, positive external
support and higher political stability improve
business confidence. Yet the growth momentum
would remain subdued, given the high rate of
unemployment and subsidy reforms aimed at
reducing the budget deficit”

"EGYPT: A SLOW AND FRAGILE RECOVERY

After being severly hit during the period of social unrest and
violence linked to the revolution of 2011, Egypt’s economy is
getting back on track, thanks to improved political stability,
economic reforms and foreign investments.

Egypt’s economy back on track...

Political tensions have considerably eased since the revolu-
tion of 2011. As a result of the intense protests that began
on January 25, 2011 against poverty, corruption, and politi-
cal repression, former Egyptian President Hosni Mubarak,
one of the region’s longest serving leaders, was forced
from power in February 2011. Following three years of un-
rest, President Abdel Fattah al-Sisi was sworn in on 8 June
2014. His election was seen as an opportunity for Egypt
to redress its economy, which had long been impacted by
bureaucratic inertia, corruption and structural vulnerabilities.

Improved political stability and the authori-
ties’ commitment to structural reforms are
supporting economic performance

The Egyptian economy has shown positive developments
over the past year. The authorities recently announced
that the real growth rate stood at 4.1% in 2014/2015 (the
fiscal year running from July to June), compared to 2.2%
in 2013/2014, which in turn was slightly up from the aver-
age growth of 2% between 2011-2013. These latest results
were driven by growth in the manufacturing sector, higher
tourism revenues (after a decline following the unrests)
and a favorable base effect. On the demand side, the main
growth driver was private consumption. Sustained by wage
increases and subsidies, domestic consumption accounted
for 3.3 percentage points of the growth in 2013/2014. The
positive contribution from investment expenditure compen-
sated for the decline in net exports, while public consum-
ption increased by 5.8% yoy in 2013/2014. Overall, public
consumption and investments contributed, respectively, by
0.7 and 0.2 percentage points to growth, while net exports
dragged it down by 2.5 percentage points.

According to its medium term plan, the government is
aiming for a 6% growth rate by the end of the 2018/2019
fiscal year. Even if reforms are well underway, this target
remains ambitious. The authorities recently announced
that the real growth rate stood at 4.1% for the 2014/2015
fiscal year. Coface estimates that growth will accelerate to
4.4% for 2015/2016. Growth is expected to benefit mainly
from the acceleration in fixed investments, on the back of
improved political stability and the authorities’ commitment
to economic reforms. Although growth in public and private
consumption should continue, the pace of growth would
remain subdued, given the high rate of unemployment
and subsidy reforms aimed at reducing the budget deficit.

Chart 1: Egypt’s real growth rate (%)
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The government has taken a series of economic measures
to attract private investment to the country and to counter
the negative impacts of the political unrest (which included
fiscal imbalances, low growth rates, increasing unemploy-
ment and capital outflows). The country held an Economic
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Development Conference in March 2015, in Sharm el-Sheikh,
where it secured total investment deals worth 36 billion
USD and external financing of 24 billion USD, according
to the World Bank. In addition, the Gulf States announced
they would provide a combined 12.5 billion USD in aid to
stimulate the Egyptian economy. In March 2015, the go-
vernment finalized a deal worth 12 billion USD with oil com-
pany BP, in March 2015 to produce 3 billion barrels of oil.
This is an important agreement given the country’s rising
energy consumption and decreasing production which, in
recent years, transformed it from a net energy exporter to
a net importer. This situation caused persistent blackouts,
harming economic development. Beverage company Coca-
Cola has also revealed its commitment to invest 500 million
USD in Egypt within three years. Nevertheless, according to
the authorities*, the country needs to attract foreign direct
investments (FDI) of 60 billion USD in order to reach an
average growth rate of 7% over the next four years. Total
FDI flows, which fell as low as 0.9% of GDP in FY 2010/201,
rose to 1.4% for the 2013/2014 fiscal year.

This positive external support, coupled with economic re-
forms and a higher degree of political stability, are improving
business confidence and supporting sustainable growth.

In the future, growth should be driven by
more dynamic investment, helped by the re-
turn of foreign direct investment

Improved political stability and economic reforms are sup-
porting growth performance...

Since al-Sisi won the May 2014 presidential election, the
country seems to be following a more stable political path
compared to previous years, driving expectations that the
economic recovery will become more sustainable. As a final
step towards democratic rule, as described in the political
roadmap announced in 2013, Egypt held parliamentary
elections on October 18-19, 2015. These elections were
longawaited, as the country had been without a parliament
since June 2012. A second round of voting in the two phase
election will take place on November 22-23, 2015. A pos-
sible outcome could be a coalition that supports President
al-Sisi, as the political landscape is fractured.

The government is paying particular attention to economic
reforms, as the country needs foreign investment in order
to restore the fundamentals for economic development.
As part of its fiscal reforms, the government decided to
cut energy subsidies as a first move towards eliminating
them almost entirely in the medium term. This is in line
with the official target of reducing fiscal deficit to 8-9%
of GDP by the 2018/2019 fiscal year, down from close to
13% for the 2013/2014 fiscal year. The authorities are also
aiming to reduce government debt to the range of 80-85%
of GDP (from the current figure of close to 91%). As con-
cerns the revenue aspect of the budget for the 2014/2015
fiscal year, the government introduced amendments to
the tax code to widen the coverage of the tax system.
This also included a measure to unify the highest income
tax rate of 22.5%, which will now also apply to the special
economic zones that were previously subject to 10% tax
rate. Moreover, the government also plans to introduce a
value added tax regime, in order to boost revenues and
reduce the informal sector’s share of the economy. In ad-
dition, the electricity sector has been liberalized, the food
subsidy system has been improved and a number of laws
have been introduced to improve the domestic business
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environment. Furthermore, on March 4, Egypt’s cabinet
approved a long-awaited investment law draft to remove
obstacles to foreign investments. The new law guarantees
investors’ protection from nationalization and specifies a
unified mechanism for settling investment disputes. The
law also sets out new punitive frameworks concerning
companies and employees. In the past, senior managers in
large companies could be prosecuted for legal violations
committed by staff members.

Fiscal position beginning to strengthen...

The economic recovery and political stability are contribu-
ting to the redress of fiscal imbalances. The level of gross
external government debt to GDP ratio is already low (10.4%
as of June 2014). Coface expects Egypt’s budget deficit to
edge down to 1% in 2015, from 13.6% in 2014. Revenues are
set to increase, due to the tax reforms mentioned above.
Subsidy reforms and lower oil prices will continue to be
the main contributors to reducing fiscal deficit. Data from
Egypt’'s Central Bureau of Statistics shows that subsidy
payments have fallen from 671 billion EPG in the fourth
quarter of 2013, to 54.4 billion EPG in the last quarter of
2014. Nevertheless, the government’s efforts to moder-
nize the country’s infrastructure may slow the reduction in
expenditure, due to increased public investment spending.
The cost of the Suez Canal expansion project (which illu-
strates the government’s ambitions to build an international
logistic and industrial hub to attract foreign investments),
is estimated to reach 15 billion USD. The government has
raised nearly 8 billion USD of fcvunding for the project
from Egyptian citizens, by issuing five year investment
certificates. The government has also announced plans to
build a new administrative capital, east of Cairo, at a cost of
45 billion USD that will take up to seven years to complete.

Nevertheless, sustainable growth will depend on continued
progress on economic reforms and greater political stability.
Despite all the improvements cited above, structural weak-
nesses are still present in Egypt’s economy and continuing
to weigh on private sector growth.

Tough challenges remain - including vulnera-
ble external accounts, low competitiveness
and security risks...

Real challenges lie ahead

Economic recovery remains fragile, as some factors may
continue to weigh on private sector growth in the medium
term: Egypt is still suffering from a high budget deficit, wide
external gap, poor infrastructure, microeconomic distor-
tions and low competitiveness. Despite the strengthening
of Egypt’s fiscal situation, the budget deficit remains well
above 10% of GDP. As most of the deficit is domestically
financed, this is contributing to upward pressure on inflation
and a high level of government debt. Further reduction of
the fiscal deficit would require a continuation of energy
subsidies, which would in turn trigger inflation. Headline
inflation accelerated to 9% in September, up from 8% in
August. The continued upward pressures on inflation are
mainly due to the country’s growth recovery, the increase
in fuel prices following subsidy reforms and the weaker
Egyptian pound. The possibility that Egypt’s central bank
will allow the pound to depreciate over the coming period
would boost imported pressure on inflation.
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Egypt’s low competitiveness is one of the structural weak-
nesses in its economy. The country ranked 119% out of 144
countries in the Global Competitiveness Index of the World
Economic Forum - behind Ethiopia and Cameroon. Com-
petitors Chile, Turkey and Mexico were ranked, respectively,
at 33, 45™ and 615t position. Egypt’s lack of competitive-
ness is mainly due to its fragile security situation and risks
of political instability. The country also suffers from bloated
state bureaucracy, with over 6 million civil servants. The
process of setting up a company can take up to five years
for foreign investors, as they need to secure permits from
78 government agencies. This is the main reason why some
analysts have criticized the new investment law, commen-
ting that one law will not be sufficient to attract invest-
ments and boost growth, adding that the bigger obstacle
is institutional. The country’s dispute resolution process
is still slow and the legal articles concerning bankruptcy
need to be updated. The lack of competitiveness is also
related to the foreign exchange system. During the period
of intense unrests, foreign exchange inflows declined, in
line with tourism and foreign investments into the country.
This situation led to a foreign currency shortage, fueling
the rise of the black market economy. To discourage the
growth of the black market, the central bank widened the
price band in which banks can trade dollars, early in 2015,
after allowing the official pound exchange rate to steadily
weaken. In July 2015, the bank allowed the pound to de-
preciate further. Over the last twelve months, the Egyptian
pound has depreciated by 9.5% versus the US dollar, while
the currencies of Turkey and Morocco (which are among
the country’s closest competitors) have lost by around
35% and 12%, respectively. This makes their goods and
services cheaper compared to Egyptian ones. Allowing
the pound to depreciate will not be an easy task, as Egypt
has a very large import bill, mainly comprised of primary
goods that it needs to import in order to run its economy.
Moreover, a sharp depreciation of its currency could add
to inflationary pressures.

The persistent deficit in Egypt’s external balances repre-
sents another source of challenges. In the 2014,/2015 fiscal
year, the current account deficit jumped to 12.2 billion USD,
from 2.7 billion USD the year before. The country’s enlarged
trade deficit was the main contributor to the growth in
external deficit. Although Egypt’s external accounts are
expected to improve, its current account balance will remain
in deficit for the next few years. Data shows that FDI inflows
into Egypt last year rose from 4. billion USD to 6.4 billion
USD, with an increase of 69.1% in net greenfield inflows.
Nevertheless, if oil prices remain low, this may cause a fall
in FDI, grants and remittances from Gulf countries. This
would restrict the much needed investments to restore
the country’s infrastructures.

One of the highest risks that investors face in Egypt relates
to security issues. Regional and domestic security risks are
weighing on the business environment and the recovery
of tourism sector, which accounts for roughly 20% of the
country’s foreign exchange earnings. Security issues and
political uncertainties have caused a serious decline in capi-
tal inflows and tourism revenues. This pulled down foreign
reserves from 7.6 months of imports in 2010, to as low as
2.4 months in 2014. The country’s import costs amount
to between 700 million USD and 1 billion USD per month.
Without sufficient foreign capital inflows, the central bank’s
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reserves may decrease again. The biggest contributor to
growth performance is foreign investment. Implementation
of economic reforms could facilitate a loan from the IMF,
which would help to revive the economy. However, there
are concerns about the momentum of reforms. There is
a continued shortage of foreign exchange in the banking
system and bank deposits remain capped at 50,000 USD
per month, despite a recent improvement in the central
bank’s foreign reserve levels. This situation is negatively
affecting capacity utilization in the private sector, which
is hovering at between 20 to 40%, according to reports.
Although the central bank has succeeded in drying up the
foreign currency black market, it has limited the ability to
finance companies’ imports. The currency clampdown has
hit small and medium sized manufacturers especially hard,
as they do not have the dollars they need to import ma-
chinery and raw materials. This has led to a drop in output.

Chart 2: Egypt’s trade and current account balances
(% of GDP)
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GDP (%) 2.2% 41% 4.4%
Current acc. bal. (1) 0.8% -3.3% -4.2%
Budget balance (1) 13.6% 1% -9.9%
Government debt (1) 90.5% 91% 89%
CPI (end of period) 101% 1.2% 10.5%

(1) % of GDP, the current account balance excluding grants reached -5 % of GDP.

Sources: Official statistics, IMF, Coface
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ECAUTIOUS SECTORIAL RECOVERY

This section will focus on Egypt’s tourism and automotive
sectors. Travel and tourism’s total contribution to GDP
stood at around 13% in 2014, while tourism revenues ac-
count for nearly 20% of the country’s foreign exchange
earnings. This clearly illustrates how much this sector is
vital for Egypt, as it provides the much needed foreign
exchange to finance its economic recovery. Automotive
sector is also an important component of Egypt’s economy.
The country’s geographical location makes it an ideal hub
between Europe and the Middle East. Better economic
growth prospects in the country may bring new opportuni-
ties for the automotive sector. However, scarcity of dollars
and uncertainties on industrial strategies may negatively
impact the sector’s performance.

Coface assesses the risks related to sectors based on in-
dicators such as production, demand, corporate profits,
exports, growth potential and Coface entities’ payment
experiences. The sector risk assessment is divided into
four risk categories: moderate, medium, high and very high.

Chart 3: Coface Egypt sector risk assessment

Sectorial Risk Assessment
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Source: Coface

Tourism in Egypt: moderate growth,
high risks
Highlights

Tourism is a mainstay of Egypt’'s economic recovery. The
country has been a popular destination for international
travelers, as it is located at a geographical crossroads be-
tween Africa, Asia and Europe. Egypt offers a variety of
tourism activities, with its beaches, cultural and historical
attractions.

After suffering from the civil unrests and political uncer-
tainties linked to the 2011 revolution, the tourism sector has
made a slight recovery. The total contribution of travel and
tourism to GDP stood at 12.8% in 2014 and is expected to
remain stable in 2015, according to data from the World
Travel & Tourism Council (WTTC). The travel and tourism
sector directly generated 5.2% of total employment in 2014
(1.3 million jobs) and this figure is forecast to reach 5.4%

of total employment in 2015. As the sector represents an
important source of foreign exchange for Egypt, the go-
vernment is aiming to gain 20 billion USD from tourism by
2020, by attracting 20 million visitors.

Nevertheless, risks remain at high level for the tourism
sector. The advance of violence in the region is worrying
investors and visitors, and the continuing security problems
may deter the inflow of tourism. Egypt saw a rise in terrorist
attacks following the civil unrest of 2011. The situation has
become more stable since former army chief al-Sisi toppled
Islamist President Mohamed Mursi in 2013. Nevertheless,
roads remain unsafe in some regions and any attack target-
ing tourists could be devastating for the sector. A rise in
political uncertainty ahead of the parliamentary elections
(the second phase of the elections to be held on Nov. 22-
23) would also harm tourism. The economic slowdown
and political issues in Russia (the largest source of tourist
arrivals in Egypt), may impact the tourism sector during
the upcoming period.

Chart 4: Egypt’s international tourism receipts
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To restore confidence, Egypt will launch an international
tourism campaign in November, as the country has been
almost absent from the international tourism marketplace
over the last three years. The ministry of tourism has pre-
viously launched some campaigns, such as in April 2014,
when it targeted tourists from Saudi Arabia, the UAE and
Kuwait. The number of tourists from these countries con-
sequently jumped by 149.4% between July and December
2014, according to statements by the authorities in the
media.

The number of hotels and accommodation establishments
are expected to rise slightly above the 2012 level, to 1140 in
2015, according to BMI. This is in line with the recovery in
the number of visitors and restored business confidence.
5-star luxury hotel Ritz-Carlton (331 keys) and the St. Regis
Cairo (292 keys) are set to open in late 2015. The total hotel
room offer is expected to rise by 3.7% in 2015, according
to BMI, following falls during three years in a row. The ri-
sing demand for renewed establishments is in line with the
economic recovery and rising political stability. However
the occupancy rate is still low, hovering at around 47%.
This rate is below that of competitor destinations such as
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Istanbul (67%), Jeddah (75%), Riyadh (67%) and Dubai
(85%) as recorded for the second quarter 2015, according
to data from JLL. The low occupancy rate is due to the
subdued increase in tourist arrivals and the entry of new
establishments into the market.

The still-fragile economic recovery and persistent security
risks are factors that continue to make Egypt’s tourism
sector risky, compared to other more stable countries in
the region.

Demand

The number of tourist arrivals in Egypt has increased on the
back of improved political stability and the wide range of
attractions offered by its historical sites and beach resorts.
9.9 million tourists visited the country in 2014. This is far
below the figure of nearly 15 million visitors in 2010, just
before the uprising. In the first half of 2015, the number of
tourists visiting Egypt increased by 8.2% from a year earlier,
to reach 4.8 million. The government expects to attract 10
million tourists during the course in 2015, with total tourism
receipts of between 7.5 to 8 billion USD. The authorities
anticipate a double-digit rise in the number of tourists for
2016, with revenues of between 9 to 10 billion USD.

Russia is the principal source of visitors to Egypt, accoun-
ting for 70.4% of the total number of tourists from Eastern
Europe. The economic consequences of western sanctions,
the fall in oil prices and the depreciation of the ruble, are
important considerations for Russian tourists. These fac-
tors have made international trips less accessible but the
low cost of purchasing in Egypt makes the country more
affordable for Russian tourists. Visitors from Western Eu-
rope accounted for 31.6% of the total arrivals in Egypt, with
British tourists making up 29% of this figure. The recovery
of the European economy, although still fragile, should
contribute positively to the development of Egypt’s tou-
rism. Egypt succeeded in attracting more tourists from
the Gulf countries in 2014 compared to the previous year,
thanks to solid government support and campaigns that
targeted these countries. Saudi Arabian visitors accounted
for 26.1% - the largest share of the total tourists from the
Middle East.

The average length of stay for visitors is expected to in-
crease from 9.8 nights in 2014 to 10.8 nights in 2015, before
remaining flat during 2016, according to BMI.

Over the upcoming period, the likely depreciation of the
pound will be a positive factor in attracting more tourists, as
it will reduce the cost of travel and stays. The country’s well-
established hotel sector and strong transport infrastruc-
tures in touristic areas are also supporting more demand.
In addition, the country benefits from a large educated
workforce. Over 22,000 students with European language
skills graduate from the country’s universities each year.

Despite all of these improvements, the return of Egypt’s
tourism sector to its pre-turmoil levels will take time, as
there are still security issues. Incidents such as the tragic
shooting in September, when Egyptian troops mistakenly
killed 12 tourists and wounded 10, may deter international
arrivals to the country. Although Egypt’s economic reco-
very and improved political stability make it more attractive
compared with the previous period, any act of violence
would counter this sentiment. The reliance on European
tourists also makes the country vulnerable, as any economic
shocks in Europe will reduce the number of inbound tou-
rists. The parliamentary elections later in 2015 should bring
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the government a greater democratic mandate, which will
lead to greater political stability an important factor for
the tourism sector.

Highlights

The automotive sector is also benefiting from a recovery
since the Arab Spring period caused a drop in demand.
Egypt’s automotive industry dates back to the 1940’s, when
the Ford Motor Company started to manufacture carsin a
factory in Alexandria. Egypt’s large population, estimated
at nearly 85 million people in 2015, makes the country at-
tractive for car makers. Demand is expected to increase
in line with the economic recovery. As the sector is highly
dependent on imports, exchange rates have an impor-
tant impact. Manufacturers import most of the parts and
pieces necessary for production and around 52% of the
vehicles sold in Egypt are imported. The likely depreciation
of the Egypt pound may therefore impact car sales in the
upcoming period. There are around 335 companies (car
manufacturers, components and spare parts producers,
component traders, dealers, maintenance services etc.)
in the automotive sector. Most of these are SMEs, which
employ around 50,000 workers in total. The sector’s annual
turnover for 2014 is estimated at 530 million USD.

North Africa has the potential to become a production hub
for the automotive industry. The most important produ-
cers in the region are Morocco and Algeria. However Egypt
is emerging as an alternative manufacturing hub, despite
its smaller production capacity. The country has access
to key markets in Europe, Middle East and Africa through
trade agreements. This is an advantage for locally based
manufacturers, as they are able to supply these markets.
Moreover, Egypt benefits from a skilled and educated la-
bor force, enabling it to meet the automotive industry’s
requirements for qualified workers.

Egypt is working to create a new industrial strategy which
includes the automotive sector. In July 2015, car manufa-
cturers and the Chamber of Engineering Industries met to
agree on strategic goals for the automotive sector. The new
strategy focuses on maintaining competition, a reduction
of the custom tariff, adjustments to incentives and modi-
fication of the sales tax all with the aim of developing the
automotive sector by boosting employment, investments
and production capacity. The proposal also envisages pro-
viding incentives to consumers to replace their old cars, in
order to encourage more demand. Car ownership is low in
Egypt, compared to its peer countries. In 2014, the number
of passenger cars per 1,000 of population in Egypt stood
at 49.2 - compared to 84.9 in Algeria, 84.6 in Tunisia and
72.8 in Morocco. Egypt’s rising per capita income is ex-
pected to have a positive impact on car ownership in the
country. The strategic proposal was included in the draft
unified automotive industry document in September 2015.
If approved, it is expected to lead to increased investments
in the sector.

Despite its strengths, Egypt’s automotive sector faces
challenges. The biggest of these challenges is related to
the limited availability of dollars at banks. The decision of
the central bank to limit monthly deposits to 50,000 USD
poses problems to automotive producers, as it restrains
business development. The automotive sector has one of
the largest requirements for foreign currency, due to the
increased volume of imports. Banks are becoming unable
to meet their clients’ foreign currency needs - such as for
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opening new letters of credit for importing cars from pa-
rent companies. This situation is threatening automotive
production.

Supply

In 2014, Egypt’s total vehicle production stood at 27,020
units - nearly 31% down from a year ago. According to BMI
data, during the same period, Algeria and Morocco respe-
ctively produced 272,000 units and 231,986 units. Egypt still
has some way to go in order to rival its competitors - such
as Turkey, which produced 1170,445 vehicle units in 2014.
66% of the vehicles produced in Egypt are passenger cars.
The country also produces light commmercial vehicles, heavy
trucks and buses which represent, respectively, 17.3%, 10.1%
and 6.6% of total production. After plunging by 30.5% in
2014, passenger car production is expected to rise by 8%
in 2015 on the previous year.

Constraints are weighing on the sector. Some of the big
international producers, such as General Motors, Pirelli and
BMW, are present in Egypt’s automotive market. Never-
theless, some companies are being pushed to exit Egypt
due to dollar scarcity, the unclear industrial strategy and
the strengthening of the automotive sector in neighboring
countries such as Algeria and Morocco. Mercedes-Benz
has closed its car assembling activities in Egypt. This was
due to an expected decline in long term profitability after
the Egyptian customs authorities began to cut tariffs on
European luxury cars by 10% (in accordance with a partner-
ship agreement signed between the European Union and
Egypt which targets zero tariffs by 2020). As a result of this
agreement, it has become cheaper to import completely
assembled vehicles. This situation may threaten Egypt’s
local automobile assembly capacity, as most of the parts
and components are imported.

Nevertheless, automotive producers do not seem to have
completely lost interest in Egypt, as new projects have
been announced recently. Early in 2015, Egypt’s GB auto,
the country’s biggest listed vehicle assembler and distribu-
tor, announced that it will invest 1.5 billion USD in Egypt
to build two new factories. Italian tyre company Pirelli has
signed a Memorandum of Understanding for the possible
expansion of its factory in Alexandria. The Kuwait-based
Al-Khafi group said it has plans to set up an assembly plant
for Mitsubishi in Egypt. These projects suggest Egypt is
still attractive for car manufacturers. Car production is
therefore likely to recover in the upcoming period, in line
with improved political stability and the country’s economic
recovery.

Chart 5: Egypt vehicle production
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Demand

Passenger car sales jumped in 2014, increasing by
55.5% compared with 2013, and the sales are expected to
rise by 15% in 2015 on the back of economic recovery
and higher political stability. However cuts in fuel
subsidies and the likely depreciation of Egyptian pound
may restrain further increase in sales.

Automotive sales should continue to grow, in line with im-
proved political stability. Commercial and light commercial
vehicle sales jumped by 43.1% and 51.2% yoy in 2014, as
economic growth gained momentum. Sales in 2015 are
expected to continue rising, respectively by 9.5% and 10%
compared with 2014. Demand for buses was negatively im-
pacted during the period of social unrest, as tourist arrivals
in Egypt plunged. After falling by 10% yoy in 2013, bus and
coach sales accelerated by 15% yoy in 2014. Greater political
stability and a recovery of the tourism sector would help
to further increase bus sales. According to the Economist
Intelligence Unit (EIU) research of February 2015, Hyundai
had the largest share of passenger car sales (at 21.6%),
followed by Nissan (12.2%), Chevrolet (11.9%), Kia (7.9%),
Geely-Ghabbour (7.8%), Toyota (71%) and Renault (5.5%).

Financing can take different forms. Banks in Egypt provide
car loans to consumers, but the process can be compli-
cated as policies can vary from bank to bank - and even
between individual branches. Banks usually require a mini-
mum deposit in order to provide loans. However some car
companies have initiated their own financing programs.
Ghabbour Auto established its ‘GB Lease’ at the end of
2008. Although initially created to provide financing for
commercial vehicles and corporate fleets, the company
has now started to lease finance covering automobiles,
real estate and heavy equipment, among others etc. Al
Mansour Automotive, which distributes Chevrolet and Opel
vehicles, also has a financing program which it runs in co-
operation with banks.

CONCLUSION

Egypt’s economy is recovering from its severe hit caused by
political and social tensions. The recovery is being streng-
thened by foreign financial assistance, improved political
stability and the government’s willingness to implement
economic reforms. Nevertheless, the economic recovery
is still fragile as the country is suffering from twin deficits
and challenged by its complicated investment process.

Sectors are cautiously recovering on the back of Egypt’s
positive developments. International tourists have slowly
started to return, althoug h security issues remain
challenging.

The automotive sector is also gaining pace, thanks to higher
per capita income and solid demand from the country’s
large population. The sector does still, however, have some
way to go - in terms of financing, production volumes and
regulations - in order to become more competitive.



RESERVATION

This document is a summary reflecting the opinions and views of participants as interpreted and noted by Coface on the date it was written and based on available information. It may be modified
at any time. The information, analyses and opinions contained in the document have been compiled on the basis of our understanding and interpr etation of the discussions. However Coface does
not, under any circumstances, guarantee the accuracy, completeness or reality of the data contained in it. The information, analyses and opinions are provided for information purposes and are
only a supplement to information the reader may find elsewhere. Coface has no results-based obligation, but an obligation of means and assumes no responsibility for any losses incurred by the
reader arising from use of the information, analyses and opinions contained in the do cument. This document and the analyses and opinions expressed in it are the sole property of Coface. The
reader is permitted to view or reproduce them for internal use only, subject to clearly stating Coface’s name and not altering or modifying the data. Any use, extraction, reproduction for public
or commercial use is prohibited without Coface’s prior agreement.

Please refer to the legal notice on Coface’s site.

Coface S.A.

1, Place Costes et Bellonte
92270 Bois-Colombes
France

www.coface.com FOR SAFER TRADE





