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IN BRIEF

® The draft FY24 budget documents presented in the House of Representatives showed a much lower
fiscal deficit target of 7.0% (revised FY23: 7.4%) and on course to meet the FY27 target of 5.6%.

°® The higher inflationary environment, although boosting the nominal GDP has resulted in a downward
revision of FY23 real GOP growth estimate by 130bps to 4.2%. For FY24, the authorities have penciled in
areal GDP growth rate of 4.1%.

The primary surplus target of 2.5% of GDP in FY24 is impressive, compared to the average 1.4% of GDP
achieved in FY20 - FY22, and 70bps higher than the authorities’ projections at the start of the current
IMF programme. We see some downside risks on this ambitious target if FY23 in-year revision from 1.6%
to 0.5% is anything to go by.

Arevised lower tax revenue-to-GDP base (from 12.1% to 11.9%) has resulted in the metric growing by 1.0pp

o in FY24 t012.9%, and higher than the target 0.5% annual growth rate as per the Medium-Term Revenue
Strategy. The authorities have employed both tax administrative measures and newer tax proposals to
prop up tax revenue.

° The budgetary allocation to subsidies, grants and social benefits has been enhanced to EGP 529.7bn
(24.3% y/y). Although food subsidy has been maintained at EGP 127.7bn, the authorities have hinted
widening the target households which suggests reduced rations to the beneficiary card holders.

The draft budget assumed an average price of brent crude at USD 80.0 per barrel (-14.9% y/y) in FY24.
Nevertheless, the authorities have enhanced the fuel subsidy with a more than doubling in budgetary
allocation to EGP 119.4bn, which is to cushion the most vulnerable as the government implements the
retail fuel price indexation mechanism that has an upside bias.
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Fiscal consolidation on track; inflation
cutting both ways

The draft FY24 budget documents presented in the House of
Representatives by Finance Minister, Dr Mohamed Maait, on 9
May 2023 showed a much lower fiscal deficit target of 7.0%
(revised FY23: 7.4%) and on course to meet the FY27 target of
5.6%. In-year budget adjustments lowered revenue estimates
and increased spending lifted FY23 fiscal deficit target by 90bps
from the initial 6.5%. The authorities are bullish about a much-
improved primary surplus target (2.5% of GDP) in FY24, albeit
driven by a sharp increase in interest payment costs.

The higher inflationary environment, although boosting the
nominal GDP has seen a downward revision of FY23 real GDP
growth estimate by 130bps to 4.2%. For FY24, the authorities have
penciled in a growth rate of 41%. In absolute numbers, the
authorities expect a revised nominal GDP of EGP 9.8tn in FY23
(from an initial EGP 9.1tn) and EGP 11.8tn in FY24, narrowing the
fiscal deficit-to-GDP. Tax revenue-to-GDP has increased by 1.0pp
to 12.9% with the projected FY24 tax revenue rising by EGP
361.2bn (30.9% y/y). Specifically, taxes subjected to sales of
goods and services are expected to rise 22.9% y/y to EGP
664.7bn, with VAT on services within the hospital sector jumping
66.4%y/y, although from a low base.

Amidst the runaway inflationary environment, the FY24 budget
has enhanced its social assistance, although some of the target
proposals have been in effect from April 2023. A monthly
increase of 15.0% and 25.0% has been implemented on payouts
of pension and “Takaful and Karama” cash transfer programmes,
respectively. The minimum monthly wage of public sector
workers was increased to EGP 3,500, that partly explains the
14.6% jump in the wage bill to EGP 470bn. Additionally, the income
tax threshold on annual income was raised from EGP 24,000 to
EGP 30,000.

FISCAL DEFICIT-TO-GDP
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An improved primary surplus

The primary surplus target of 2.5% of GDP in FY24 is impressive,
compared to the average 14% of GDP achieved in FY20 - FY22,
and 70bps higher than the authorities’ projections at the start of
the current IMF programme. We see some downside risks on this
ambitious target if FY23 in-year revision from 16% to 0.5% is
anything to go by. Although the first IMF review has been delayed,
the authorities have surpassed the IMF programme’s indicative
target of the primary surplus with the December 2022 outturn at
EGP 25.5bn against a target of EGP 0.0bn.

That said, the sharp rise in interest payments has partly improved
the primary surplus outlook. Interest payments in FY24 are
projected to increase by 44.5% y/y to EGP 11tn, cementing it as
the single largest budgetary item. The impact of the cumulative
1,000bps rate hikes by the central bank to address inflation has
increased interest rates on local currency bonds with the
authorities baking in an average of 18.5% interest rate on T-Bills
and T-Bonds. Furthermore, the devaluation of the Egyptian
Pound, EGP, in FY23 has also increased the servicing of external
debt in local currency terms. Currency weakness exacerbated
debt unsustainability with the debt-to-GDP ratio widening to
94.4% in FY23 from 85.3% in FY22. With expectations of further
EGP weakness in FY24, this may compound the authorities target
of 79.4%in FY27.

From our assessment of the draft FY24 budget documents,
proceeds from privatization have been partly penciled in.
Previously, the authorities had signaled privatization proceeds of
USD 9.7bn and USD 12.0bn in FY23 and FY24, respectively, with
70:30 split between PO exits and FDI. We believe the IMF would
want to see some progress around privatization as a precursor to
its first review of its programme’s implementation. Amidst a
constrained global financing environment, Egypt may face
difficulties with the commercial component of the upcoming USD
7.2bn debt amortizations in FY24. Nevertheless, the authorities
are bullish about raising USD B.8bn in the next fiscal year, mainly
from concessional sources.

Widening the tax bracket

A revised lower tax revenue-to-GDP base from 12.1% to 11.8% has
resulted in the metric growing by 1.0pp in FY24 to 12.9%, and
higher than the target 0.5% annual growth rate as per the
Medium-Term Revenue Strategy. The authorities have employed
both tax administrative measures and newer tax proposals to
prop up tax revenue. Continued registration of free professions
and forays into the digital economy are expected to widen the tax
bracket. The authorities are also implementing reforms to
automate tax administration to improve efficiency. The 15.0%
hike in toll fee, effected on 1 January 2023, for transit across the
Suez Canal is expected to improve its revenue, generating a
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projected 1.6x increase in corporate tax payments to EGP 103.7bn
in FY24.

The FY24 budget has a rather bullish economic outlook, penciling
in a 38.6% increase in taxes on income, profits, and capital gains.
Taxes on employment income are expected to jump by 21.7% y/y
as the authorities intend to introduce a new upper personal
income tax of 27.5% on income above EGP 800k per year. Amidst
a higher interest rate environment, the withholding tax on T-Bills
and T-bonds are expected to be higher by 64.4% to EGP 153.5bn.
The authorities have singled out restructuring economic bodies
and SOEs to increase their surpluses that accrue to the public
treasury.

BUDGET, EGP BN's

hinted widening the target households which suggests reduced
rations to the beneficiary card holders. The draft budget has
assumed average price of wheat and brent crude at USD 340.0 (-
19.8% y/y) and USD 80.0 (-14.9% y/y) in FY24. Nevertheless, the
authorities have enhanced the fuel subsidy with a more than
doubling in budgetary allocation to EGP 118.4bn which is to
cushion the most vulnerable as the government implements the
retail fuel price indexation mechanism that has an upside bias.
Social housing subsidy, whether cash or utility, has also more than
doubled to EGP 10.2bn.

To improve liquidity, the government has enhanced a subsidy
program for exporters from EGP 6.0bn to EGP 28.5bn. Since
October 2019, the government settled arrears to exporters in five

instances, and the pivot towards support for export development
is in line with the overarching aim of achieving annual export of

Revised FY23 budget  Draft FY24 budget

Revenue [A] 1517.9 21421 USD 108bn by 2030. The government intends to ramp up
Taxes 11688 1530.0 investments by 55.9% to EGP 586.7bn, to boost the construction
Grants 09 19 sector. Going forward, the budget sector will bear the burden of
Other revenues 3481 610.2 subsidizing lending to the “industrial, agricultural and
construction” sectors following the commitment by the central
Expenses [B] 22359 29909 bank to halt this programme to enhance monetary policy
Wages 40,0 4700 transmission under the IMF programme. The budgetary
Purchase of goods and allocation in FY24 is EGP 12.0bn for provision of subsidized
services 1256 1394 interest rate of 11.0% (825bps lower than the benchmark lending
Interest payments 7751 112011 rate).
Subsidies, grants, and
social benefits 426.0 5297
Other expenses 1227 1451 PUBLIC DEBT-TO-GDP
Purchase of non-financial 944%
assets (Investments) 3764 586.7
898%
Cash Deficit [C] = [A] - [B] (718.0) (848.8) 87.2%
Net possession of financial 8459, 85.3%
assets [D] (5.1 244 —
Total Deficit [E] = [C] + [D] (723.2) (824.4) 813% 0
Net Borrowing 7232 8244
Net Proceeds of . I
rivatization - - o © & N ™ < re) © ~
Erimary Surplus 52.0 2956 T g = g g g % g g
NOMINAL GDP 9,092.1 11,8411 SOURCE: MINISTRY OF FINANCE
Revenue-to-GDP 16.7% 18.1%
Tax-to-GDP 129% 129%
Total Deficit-to-GDP -8.0% -7.0%
Primary Surplus -to-GDP 0.6% 2.5%

SOURCE: MINISTRY OF FINANCE

Continued targeted support to select
sectors
The budgetary allocation to subsidies, grants and social benefits

has been enhanced to EGP 529.7bn (24.3% y/y). Although food
subsidy has been maintained at EGP 127.7bn, the authorities have




For more information contact your IC representative

Business development & client relations

Derrick Mensah Dora Youri Kelvin Quartey
Head, Business Development Head, Wealth Management Analyst, Business Development
+233 24 415 5765 +233 23 355 5366 +233 57 604 2802
derrickmensah@icafrica dorayouri@icafrica kelvin.quartey@ic.africa
Corporate Access Insights
Joanita Hotor Courage Kingsley Martey Churchill Ogutu
Corporate access Head, Insights Economist
+233 50137 6100 +233 240 970 832 +254 711796 739
Joanitahotor@ic.africa courage.martey@ic.africa churchill.ogutu@ic.africa
Lydia Adzobu
Senior Analyst, Financial sector
+233 24 656 8669
Lydia.adzobu@ic.africa
Investing
Isaac Adomako Boamah Obed Odenteh Timothy Schandorf
Chief Investment Officer Portfolio Manager, Fixed Income Portfolio Manager, Risk Assets
030 225 2623 +233 54707 3464 +233 24 292 2154
isaacboamah@ic.africa obed.odenteh@ic.africa Timothy.schandorfaic.africa
Herbert Dankyi Clevert Boateng
Analyst, Rates Analyst. Consumer, Technology.
+233 55 710 6971 Media & Telecommunication
herbert.dankyi@ic.africa +233 24 789 0452
clevertboateng@ic.africa
Operations
Nana Amoa Ofori Emmanuel Amoah Kelly Addai
Chief Operating Officer Fund Administrator Fund Accountant
+233 24 220 6265 +233 20 847 2245 +233 20 812 0994

nanaamoa.ofori@ic.africa

Trading

emmanuel.amoah@ic.africa

kelly.addai@ic.africa

L]

Randy Ackah-Mensah
Head, Global Markets
+233 24 332 6661
randy.amensah@ic.africa

Terms of use - disclaimer - disclosure

Allen Anang
Equities.Trader
+233 54 084 8441

allen.anang@ic.africa

Isaac Avedzidah
Trader, Fixed Income
+233 24 507 7382

isaac.avedzidah@ic.africa

This communication is from the Insights desk of IC Asset Mangers (Ghana) LTD, a member of IC Group (IC). The message is for information purposes only and it is subject to change as it is only
indicative and not binding. It is not a recornmendation, advice, offer or solicitation to buy or sell a product or service nor an official confirmation of any transaction. It is directed at both professionals
and retail clients. This message is subject to the terms and conditions of IC Group. IC is not responsible for the use made of this communication other than the purpose for which it is intended, except
to the extent this would be prohibited by law or regulation. All opinions and estimates are given as of the date hereof and are subject to change. IC is not obliged to inform investors of any change
to such opinions or estimates. The views are not a personal recommendation and do not consider whether any product or transaction is suitable for any particular type of investor.




