FINANCIAL STRUCTURE OF EGYPT

Kevser Hepgiiler Yncelé?

This article attempts to analyse the financial structfréegypt in the light of the economic reform and
structural adjustment program (ERSAP) initiated in 199@erAihtroducing ERSAP, it discusses the general
economic outlook and basic characteristics of the Egypitiamcial system in a comparative perspective. It
also considers Egypt’s financial institutions, its money ntaake its capital market.

1. INTRODUCTION

The economic difficulties of Egypt, which becamereserious in the late 1980s, are many. They
include severe indebtedness, fiscal deficit, badant payments deficit, inflation, economic
recession and related problems. Economic growtiveslodown in the second half of the 1980s
when oil prices and export earnings fell. Howewbe economy did not adjust to the external
shocks and the decline in resources. Continuaklgayernment expenditures and energy subsidies
as well as support of public enterprises helpedegna significant government budget deficits
which reached almost 20 per cent of GDP for thasyyd885-1991. Since the budget deficit was
financed by expansionary monetary policy, this dsb to high rates of inflation. The economy,
thus, entered into a period of "stagflation”.

In response to the deterioration in the Egyptiaonemy, the government initiated the economic
reform and structural adjustment program (ERSAPYarch 1990. The first stage of the ERSAP
aimed at realising a market-based outward-orieatahomy, and decentralising the economy by
stimulating private investment and making it theimmangine of economic growth. The measures
implemented during the first stage of ERSAP inctide reduction in the current account and
government budget deficit; the liberalisation ofcps, foreign exchange and interest rates; the
privatisation and restructuring of public enterpsistrade liberalisation; and the establishmera of
social fund to decrease the effects of market me$avn poor population.

After the government had implemented the first stafjthe ERSAP, it began implementing the
second stage of the program in July 1993. The sketege of the ERSAP focused on macro-
economic stability and real and financial sectdomas. Its main aim was to evaluate the gains
made during the first stage and deepen the stalctaforms to provide a sustainable economic
growth mainly with the participation of the privagector.

The ERSAP is being implemented with the supporthef international community. The IMF is
supporting the macroeconomic stabilisation compbrdérthe program which aims at balancing
current account deficits in the short run. The Wdhnk is supporting the structural adjustment of
the economy to improve its efficiency as the courdhifts towards an export-oriented growth
strategy.

The aim of this study is to analyse the financtalidure of Egypt in detail in the light of the
financial reform program which was an integral pzfrthe ERSAP. The second section presents a
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general overview of recent economic developmértte. economic results of the first stage of the
reform program will also be discussed.

The third section summarises the basic charadterief the Egyptian financial system before and
after the implementation of ERSAP. In this sectithe development of the financial sector, where
the banking sector takes a very important placd, bei analysed from an historical perspective.
Furthermore, a comparison between public sectorpaivaite sector banks will be undertaken on
the basis of their financial position.

The fourth section concentrates on the financititutions. The Central Bank of Egypt (CBE) will
be examined in terms of its functions, tools ofnetary policy and credits. This section will also
consider the depository institutions, namely, comuiaé banks, business and investment banks and
specialised banks, through banking laws and tlimdémtial positions. The final part of this section
will deal with other financial institutions, includy insurance companies, investment and mutual
funds and foreign exchange dealer companies. I& plairt, the activities of these financial
institutions will be examined.

The fifth section considers financial markets aagital movements. The money market and capital
market--basically the stock exchange--will be désmd. In this section, the volume of inter-bank
money market will be assessed. Then the emergemdedavelopment of the Egyptian Stock
Exchange will be examined along with related lawd data. Also, the operating system of the
stock exchange will be illustrated. As a conclusitime financial structure of Egypt will be
summarised in the light of the economic reform gieB towards liberalisation and privatisation
applied since the 1990s.

2. GENERAL ECONOMIC OUTLOOK AND RECENT DEVELOPMENTS

By the second half of the 1980s, Egypt had a lodlificulties in debt repayments while capital
inflows declined and foreign debt began to accuteutantinuously. By 1990, Egypt’s total foreign
debt had reached $51 billion, equal to 144% of GID& repayment obligations equal to one half of
its export earnings (FAO, 1993, No. 26). While asrgrowth was significant at about 8.5 per cent
during most of the 1970s and the first half of #980s, it decreased to about 2.5 per cent at tthe en
of the 1980s. Inflation accelerated to almost 20gamt between the second half of the 1980s and
1991.

Since the early 1990s, the Egyptian economy hasreqred important structural changes,
basically in market forces, both in the financiet®r and in the real sectds regards GDP, since
the late 1980s, a dramatic slowdown in growth ha® continued for years. The decreasing trend in
growth rates was a predicted consequence of thieingmtation of the first stage of the ERSAP
since one of the main targets of the program wasednice the fiscal deficit by restraining the
aggregate demand. The agricultural sector expegteaaeduction in its contribution to GDP, while
the share of the industrial sector remained neanghanged (CBE, 1993/1994). Public sector
investment over the first stage of the programaattid a decrease from 12% to 7% of GDP,
concentrating mainly on infrastructure, social ggs and productive services sectors, leaving
other areas to the private sectdhé Middle East, January 1995). During the first stage of the
economic reform program, government efforts focusedadjustment of the financial structures
mainly of the public sector companies, either lansferring the ownership of those companies to
the private sector or by restructuring them to mieen more efficient. However, the performance
of the main commodity sectors was generally wedks Bituation led to an unbalanced economic
growth in the real sectors, while the services@scgrew at relatively high rates. This caused the
continuation of the recession in the Egyptian econo



As regards the external sector, the position obtilance of payments and the current account were
positively affected by the results of the firstggaof ERSAP. The current account position switched
from a deficit into a surplus starting from 199hi§ is because of the rise in the unrequited
transfers and revenues from tourism. Although tiveent account was improving, the trade balance
continued to show a deficit of $5 billion in 199Baple 1). The main reasons for this are the weak
performance of commodity exports due to the losexgort markets in the centrally planned
economies and the high competition in the extematkets. Moreover, total foreign reserves
(excluding gold) have indicated a significant imgEment increasing from $792m in 1985 and
$1,378m in 1987 to a level of $12,904m in 1993 (&4d).

Table 1
Basic Economic Indicators

1985 1987 1990 1991 1992 1993
Population growth rate (%) 2.9 3.3 2.8 2.3 2.2 2.0
Unemployment rate (%) 6.9 8.4 9.2 10.1 9.8
GDP (m $) 46451 73571 48050 33393 41768 54100
Real GDP growth rate % 6.6 2.5 2.5 2.3 0.3 D.5
Inflation rate % 12.0 19.7 16.5 19.7 13.6 121
Egyptian pound per US $ 0.70 0.70 2.00 3.33 3.33 373.
Exports (fob) (m $) 3714 4168 3477 3533 3054 3105
Imports (CIF) (m $) 9962 15585 12411 7572 8305 8175
Trade balance (m $) -6248  -11417 -8934 -4039 -5251-:5070
Current account (m $) -2166 -246 184 1903 2812 2900
Gold (m $) 792 1378 2684 5325 10810 129p4
Gross investment (m $) 20143 13250 8363 8618 3991
Budget deficitt GDP % -21.6 -17.8 -17.2 -20.0 -5.0 -7.5

Source: SESRTCIC Database, Economic Bulletin, No.1, 198domal Bank of Egypt.

As regards trade, a move towards a gradual lilsstadin of foreign trade started and also various
measures have been taken. Egypt has removed athasn-tariff barriers and it intends to cut the

maximum tariff rate to 50 % by the end of 1995. ifferon nearly all capital goods have been

reduced by 5-10 per cent to encourage investment.

Fiscal adjustment was one of the major aims offifls¢ stage of ERSAP. The fiscal deficit was
reduced significantly as a result of increasingerexes and rationalising expenditures. Before the
application of the first stage of the reform prograhe budget of the government was suffering
from a large deficit reaching 17.8% of the GDP @87. The largest part of the deficit was financed
through the banking sector and borrowing from atbrddnereafter the deficit reached a level of 5%
in 1992 and 7.5% in 1993 (Table 1). This developmeas due to a more efficient management of
direct taxes, the introduction of new indirect tsseich as the general sales tax which was applied
gradually since early 1991. Furthermore, defigitficing became largely dependent upon domestic
finance, mainly treasury bills, which started to ibsued in January 1991, when the role of the
Central Bank as a source of financing the budgititbad been abolished.

Price stability is one of the major objectives be teconomic reform in Egypt. It provides an
appropriate environment for investment with a higtlegree of certainty. The price reform for
many commodities and services, and also the adwliif subsidies led to a slight increase in the
level of general prices at the beginning of thstfatage of the ERSAP. The major capital inflows as
a result of the liberalisation process and higtanfidence in both the banking system and the
Egyptian economy caused a significant rise in doimdiguidity. In spite of these negative effects
on prices, inflation rates have been under cordiote the beginning of 1992 through the credit
policy which provides low cost financing to the mess sector and the considerable decline in the



government budget deficit. The rate of inflatioroglped continuously from the level of nearly
20.0% to 12.1% in 1993 and 8.1% in 1994.

An important element of these reform policies hasrbthe liberalisation of interest rates since
January 1991, and the unification of the excharge system in which the value of the Egyptian

pound started to be determined by market foraesedNovember 1991. This initially resulted in a

66 per cent devaluation of the Egyptian pound agjatihe dollar. However, the exchange rate
quickly stabilised at about 3.3 (Table 1). Since Beginning of 1994, IMF officials have stressed

that a further 20-30% devaluation would improveeexal competitiveness and so promote exports.
However, in December 1994, the Egyptian authorgiggied that the export problem of Egypt was
not only prices, but also the ability to find fayei markets and to have high quality surplus
production. Also they insisted that the governmeatild never intervene to reduce the value of the
pound, but would leave any fluctuation to marketés.

Although the positive achievements reached so farcansidered as a momentum for the second
stage of the ERSAP, considerable problems stiitdwr the future. Unemployment is an important
problem that can accumulate with the privatisatbthe public sector companies. The problem can
be solved only by attaining a higher and sustama&sbnomic growth to create jobs. Furthermore,
capital inflows cause problems for domestic monaypsy growth creating surplus in the money
market and exchange rate stability, if the meanslmforbing capital are not available. Egypt
intervened through the sale of treasury bills drabuld cover all imports and meet its foreign debt
obligations. Because the government has to saltmy bills in open market operations to eliminate
the excess of money supply caused by capital irsfjdkae budgetary costs of absorbing capital have
also increased. Direct annual interest paymengsrasult of these operations are estimated at about
one per cent of GDP in 1992. In addition, it isiraated that the net effect of increase in real
interest rates is to reduce investments by 51aniligyptian pounds for every one per cent increase
in the real interest rate (African Development Rep[094).

3. OVERVIEW OF THE FINANCIAL SYSTEM

Egypt had the earliest modern banks in the MiddistEalthough they were foreign banks rather
than locally owned ones. By 1963, the number okban Egypt was limited to five public sector
banks in addition to the specialised banks. Thepkgy banking system has expanded considerably
since 1975. With the trend of the open-door potiog the promulgation of Investment Law No. 43
for 1974 and Law No. 230 for 1989, the banking ehts shown a rapid expansion since the mid-
seventies. The Investment Law allowed the investroéirab and foreign capital in commercial
and business and investment banks. Also, the newNa@ 37 for 1992, amending some provisions
of Banks and Credit Law and the CBE Law, provideBECwith more powers in addition to
permitting foreign banks and branches to deal énEpyptian pound beside foreign currencies.

Public sector banks comprised four commercial bamkbsall of the specialised banks, and together
they accounted for 63.8% of the total financialipos of the banking system as of June 1992. On
the other hand, private sector banks consisted qgfriate and joint commercial banks, 11 private
and joint business and investment banks (merchamkd) and 22 foreign branches. All of these
private and joint venture banks constituted 36.2%he total financial position of the banking
system as of the same date (National Bank of E¢\83, No.4). However, 15 development banks,
included in commercial banks, in the governoratad heen merged into the parent National Bank
in Cairo. Similarly, the Bank of Credit and Comne(d/isr) had been merged into Banque Misr in
the second half of 1993. This caused a decreagheimumber of private and joint venture
commercial banks to 24. By the end of 1993, bankinigs in Egypt, excluding the CBE, reached
84 units. They are composed of 81 units that atediwith the CBE and 3 unregistered units which
were established under private laws (Table 2). @hemsnking units can be divided into three



categories including 28 commercial banks, 32 bssirend investment banks and 21 specialised
banks. The unregistered banks are the Arab InierredtBank, Nasser Social Bank and Chemical
Bank.

The Egyptian banking system is dominated by thelipwgector banks. The public commercial

banks are the largest banks which account for seimé&% of the commercial banks' aggregate
balance sheet that totalled £E139.3 billion represg 79.6% of the total banking system in June
1992 (National Bank of Egypt, 1993, No.4). Neveldhs, private sector banks are growing
continuously reaching more than one third of theafficial position of the system. As a whole,

commercial banks had total assets of approxim#&i€ly66,274m, while the total assets of the other
banks except the CBE amounted to only £E 39,676aimeagnd of 1993 (Annex Table 3).

Before liberalisation, the banks operated in amegof interest rates controls. Although nominal
interest rates were controlled by the governmentaud991, real interest rates were generally
positive, because prices were also controlled. Dla@king sector could show significant

developments with the positive real interest ratbde there was little financial development in the
other financial institutions.

Table 2
Banks Operating in Egypt as at 31/12/1993
Central Bank Of Egypt 1
Commercial Banks 28
Public Sector Banks 4
Branches 836
Private & Joint Venture Banks 24
Branches 252
Business and Investment Banks 32
Private and Joint Venture Banks 11
Branches 78
Off-Shore Banks 21
Branches 38
Specialized Banks 21
Industrial Development Banks 1
Branches 8
Real Estate Banks P
Branches 18
Principal Bank for Development &
Agricultural Credit 1
Development Agricultural Banks 1y
Branches 152
Village Banks 787

Source: Economic Review, No.2, 1993/94, Central Bank of Egypt.

Before this date and as was mentioned earlier,fittencial sector was largely government-
controlled. There were interest rate and crediings. In spite of these various forms of financial
controls, Egypt was successful in resource molhitinaand financial deepening since it is one of
the major financial centres of the Arab world withatively developed equity market and banking
structure, and also getting a high flow of workeeshittances from abroad.



As regards financial deepening, figure Ill-1 indesasome related variables. Financial deepening is
shown as the ratio of broad money (M2= money + iquasiey) to gross domestic product (GDP).
By the second half of the 1980s, Egypt experiereeliccessful process of financial deepening,

Figure IlI-1. Financial Deepening Process of Egypt
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then she had a decreasing ratio until 1993 whicbrded 0.7. The other ratio, quasi money over
M2 indicates the development of financial instibas. Figure IlI-1 also presents the ratio of
currency held by public to broad money. In theye&#@80s this ratio was relatively high; however,
by the end of the period, currency had becomeitapsrtant and bank deposits had become much
more important in Egypt.

Egypt's financial liberalisation program was intumeéd in January 1991. The financial
liberalisation measures included interest raterdiligation; the reform of banking and stock market
legislation; strengthening control of the CentranR of Egypt (CBE); the organisation of a market
for treasury bills; the adoption of a unified amelef foreign exchange rate.

Currently, the banking system is considered as anthe main items of the economic reform.
Regulations that are against private banks or arsie companies are being removed, bank fees and
charges liberalised. To improve the efficiency ahking, the government has recapitalised the four
public sector banks, increased minimum capital irequents in light of risk-weighted assets along
the lines of the Basle guidelines (Trends in Depielg Economies, 1994). Government has also
initiated privatisation of banks and insurance cames. All joint venture banks and insurance
companies are targeted to be privatised througtsaihe of public shares. Besides, Egypt’s social
security and private pension systems are being decktto ensure their proper funding.

All of the interest rate controls were removed. ldwer, the interest rate decontrol was also
accompanied by the imposition of bank specific itredilings. At the same time, the government
initiated a banking reform program mostly becau$sehe under-capitalisation of many banks
relative to Bank for International Settlements (Bi&ios; the collapse of BCCI Misr, the Egyptian
subsidiary of BCCI, and the collapse of Islamicestment companieSliie Middle East, January
1995). The program’s main aim was not only to iaseethe efficiency of the banking system, but
also to make it more competitive.

The financial liberalisation measures led, howet@g dramatic reduction in the domestic currency
demand deposits and a shift into foreign currereaypahd deposits due to a large devaluation of the
exchange rate. When the exchange rate stabilisedestic currency demand deposits recovered.
According to a report issued by the Central Bankgypt, domestic currency deposits increased



12.6% to £E 99.2 billion while foreign currency dejis showed a slight decrease of 3% to £E40
billion in June 1994, mostly because of competiinterest rates on the pound.

On the other hand, the remarkable increase inaaipiiow and the consequent accumulation of
foreign exchange reserves is one of the most pesiiutcomes of the financial liberalisation
measures. The increase in capital inflow mighttbated to the liberalisation of interest ratesia
also to a reduction in the country’s risk premiusnaaresult of macroeconomic and exchange rate
stability. The risk ranking of Egypt was reducednfr 86 in September 1992 to 73 in 1993, and
continued to decrease at the beginning of 1994 th&urned to the same level of 73 in March
1995.

As regards the stock exchange market, its flounghvas one of the most positive developments of
1994. A similar development is expected in 1998nase and more stocks come into the market as
a result of privatisation. A new Securities Marketw was promulgated to provide the basis for

more transparent and efficient functioning of tteck exchanges.

In general, Egypt’s financial liberalisation progrdad positive impacts on the overall Egyptian
financial sector. Following the financial measuregypt’s banking system expanded considerably.
Private sector banks grew also rapidly represemirggthird of the financial position of the banking

system. With the increasing confidence in the haglsystem and a stabilised foreign exchange
rate, domestic currency deposits increased sigmifig. Furthermore, the stock exchange market
was positively affected by the liberalisation amiatisation policies.

4. FINANCIAL INSTITUTIONS
A. THE CENTRAL BANK
1. The Institution and its Functions

The Central Bank of Egypt (CBE) was establishedanuary 1961. Its principal functions were to
regulate and supervise the monetary, credit andifgmpolicy while retaining the stability of the
Egyptian currency and fostering the national econohme CBE has performed its functions as an
issuer of banknotes; banker to the government ¢ésulta the banking sector. The CBE has also
controlled bank credit and money supply. Furtheendrhas managed the State’s gold and foreign
exchange reserves and participated in the preparatd implementation of the State’s foreign
exchange budget. Prior to the financial reform prog the CBE used to fix the deposit and lending
interest rates for banking operations together whth discount rate. Thereafter, all of the interest
rate controls were eliminated except the discoat®. r

However, the CBE’s controlling powers and the atith®f its Board of Directors to effect banks’
mergers increased. The banks were required todavi@imum authorised capital of EE100m and
paid up capital of £E 50m. On the other hand, tiekb were also allowed to keep the secrets of
their customers’ accounts unless otherwise reqdéxste court decision.

As of the early 1990s, the law governing the CBlisctions and authorities was amended to make
the CBE more efficient. With Law No. 37 of 1992¢tCentral Bank’s supervisory and control

powers were strengthened as a surveillance authdtite financing of the budget deficit by the

CBE was abolished and indirect ways to finance lihdget deficit such as Treasury bills were

introduced.

2. Tools of Monetary Policy



The aim of monetary policy is to improve the allbea of resources and to achieve financial and
structural balances together with sustainable drooft GDP. Before the ERSAP, the CBE's
monetary policy was mainly applied through threemiastruments, namely, fixing credit ceilings
for individual banks; maintaining the reserve regmient ratio; and managing the interest rate
structure.

Since 1990, the economic transformation has beesctdd towards liberalisation and market

orientation where prices are determined by demamdsapply forces. Consequently, since it was
thought that mobilisation and allocation of res@srevould be more effective in attaining internal

and external equilibrium, this transformation net@sed the introduction of new tools and the

development of the already existing ones. Theseetaoy policy tools are basically the reserve

requirement ratio, the liquidity ratio, open markeerations, credit ceilings, managing the changes
in the interest rate structure and the discouset rat

Currently, monetary policy works to achieve itsetarkey objectives, namely, the control of
monetary expansion; the stability of the Egyptiaund exchange rate against the US dollar; and
the gradual decline of the interest rate on thepEgy pound to encourage investments and promote
economic growth. However, the decrease in the Egygtound interest rate did not have a negative
effect on savings in the local currency, since e is still higher than that of other currencies
especially the US dollar, and the Egyptian pouncharge rate is stable. In what follows a brief
outline of these monetary policy tools will be give

a. Reserve Ratio

The Central Bank is empowered to fix and altertiieimum reserve requirement ratios that the
banking institutions must maintain against theipaigt liabilities. The CBE adopted, on 13
December 1990, a resolution modifying the reseraBorand the basis of its calculation.
Accordingly, each commercial, business and investmbank (except the Housing and
Development Bank) were to maintain a cash resg@nterest-free) with the CBE of not less than
15% of its total Egyptian pound deposits, instebdhe 25% rate which was applied before this
decision. Furthermore, the Industrial Developmeanl® the Housing and Development Bank, and
Real Estate banks must also maintain with the CRIash reserve (interest-free) representing no
less than 15% of the excess of the average ddiénba of the total local currency deposits during
the working days of the week, over its total paeapital and registered reserves.

This resolution has become effective as of 30 Déeem 990. It is further stipulated that banks
should continue to hold with the CBE 15% of theirat foreign deposits at the LIBOR rate. This
ratio was decreased from 15% to 10% in late Decerh®83 to increase competitiveness among
banks.

b. Liquidity Ratio

The Central Bank of Egypt modified the liquiditytimand the scope of its application on 20
December 1990. Accordingly, commercial, business iamestment banks including foreign bank
branches (except the Housing and Development Bsimiild maintain two liquidity ratios with a
minimum of 20% for the local currency and 25% forefign currencies as of 1st January 1991.
Prior to this amendment, the liquidity ratio, whiapplied only to the local currency, was 30 per
cent. The aim of applying two separate ratios iprtwvide banks with adequate liquidity to satisfy
local or foreign currency requirements.

c. Open Market Operations



The CBE has already been authorised to buy orisehe open market securities representing
government obligations and other securities fulllamgnteed by the government. However, open-
market operations had not been regarded as an tampguolicy instrument until the beginning of
1991.

With interest rate liberalisation, the governmeggarted to the market to finance the budget deficit
Therefore, short-term Treasury bills were issusdhyfalanuary 1991, with competitive interest rates
in weekly auctions. Subscriptions are opened farkbaauthorities, companies and individuals.
Moreover, through using real savings, this newrument has helped to diminish monetary
expansion while giving the Central Bank some leeteagxercise open-market operations. Since
the beginning of 1993, the government reduced Trgdsill issues gradually so that they would be
adequate to finance the budgetary deficit and aoreble amount of liquidity in the domestic

economy could be achieved.

d. Credit Ceilings

Before financial liberalisation, credit control dse® be an important instrument to check excessive
monetary expansion. The maximum growth rate ofittedthe private and house-hold sector was
determined as 12% for the 1980s. On 9th May 198&, GBE Board of Directors adopted a
resolution related to credit ceilings. Accordingthés resolution, credit ceilings were to replake t
previously applied credit controls by limiting laano 60% of deposits along with a maximum
growth rate of 10% per year on loans to the pribatginess and household sectors. It was necessary
to control the demand side to avoid a further iaseein inflationary pressures, at least during the
early application of interest and exchange ratasréilisation. For this reason, credit ceilings have
been imposed to regulate the expansion of banktdoeboth public and private sectors.

Nevertheless, it was decided to eliminate crediings for the private sector as of 1st October
1992, then for the public sector as of 1st July3l9hereafter, bank credits increased, especially
for the private sector.

e. Interest Rate Liberalisation

Prior to the financial liberalisation program, timerest rate applied by banks was fixed by the
CBE. On 20th December 1990, a resolution for irsterate liberalisation as of 3rd January 1991
was adopted by CBE Board of Directors. Accordindignks were free to determine their own
interest rates on loans, advances, and depositgdptbthat the minimum interest rate for three-
months deposits would be no less than 12% per annum

As a complementary step towards interest rate ditsation, it was decided to eliminate the
minimum requirement (12%) of interest rate on Egyppound deposits for three months as of July
1993. In this context, banks were allowed to sétragst rates on current accounts and demand
deposits just as was the case in foreign curreocyumts.

As was expected, the liberalisation of interestgatsulted in positive rates on the Egyptian pound
and improved the competitiveness of savings inllogerency against foreign currency savings.

f. Discount Rate

The CBE can raise or lower interest rates on #sscand so control bank credit operations. During
1980-1989, the discount rate was between 10 anget4cent. Subsequent to the financial

liberalisation, the CBE’s lending and discount nates determined by adding 2% to the average rate
of Treasury bills of 91-day maturity. It was thieme 20% in December 1991, 18.5% in December



1992, and 16.7% in December 1993. Afterwards(BE& dropped the annual lending and discount
rate to 15.25% at the end of June 1994 (Annex ThHple

g. Others

3.

On 21st March 1991, the CBE Board of Directors &eldm resolution to secure a balance
between assets and liabilities in local currenay #ose in foreign currencies, each separately.
Henceforth, each bank (except foreign bank branches to maintain a maximum ratio of
105% between foreign currency assets and foreigmeiecy liabilities; the balance of the foreign
currency position was not to exceed 15% of the sacépital. Then, the decision was amended,
to the effect that banks’ net position in foreignrencies should not exceed 20% of equity rights
for all the currencies combined and 10% for eachetiey.

As regards capital adequacy, the relation betwegpital and assets is measured by their relative
risk in conformity with the Basle Committee guicheds. A decision was taken on 17th January
1991 requiring that banks registered with the Gedridank (excluding foreign bank branches)
should hold their core capital (paid-up capitalserwe and carried over profits) and
supplementary capital (risk provisions for creditifities and subordinated loans with maturities
of more than five years) at a minimum of 8% of rédsets. Banks were given time to adapt to
these provisions.

To avoid the concentration in credit and the cotregion of investments abroad, a number of
measures were taken. In this respect, the CBEdsawkecision on 18th March, 1993 extending
the criteria of credit concentration by not allogiimvestments by the banks to exceed 30% of
their paid up capital and reserves to a singlentliwhether these investments are in the form of
subscription in equity capital or credit facilitieurthermore, it was also decided that
investments by banks with any correspondent abveaad not exceed 40% of equity rights
according to the capital efficiency criterion or%0of the bank’s total investments with
corresponding banks abroad, whichever is less.

Law No. 205 of 1990 concerning the confidentialdy bank accounts was promulgated.
According to this law, banks are allowed to keep tbnfidentiality of their clients’ accounts,
except in the case of a court decision for disalesu

The Central Bank’s Board of Directors decided ttaklssh an insurance system for deposits
under the control and administration of an indegemduthority under the supervision of the
Central Bank. The aim of the system is to ensueestifety of small savings in both local and
foreign currencies.

Credits of the Central Bank

Although the greatest part of the CBE credit waanggd to the government to finance the budget
deficit before the financial reform program, thigagtice was thereafter abolished. Currently,
credits of the CBE are directed to all kinds of ksaim the sector, namely, business and investment
banks, specialised banks, commercial banks anNakienal Investment Bank.

Table 3
Loans And Credit Facilities Granted By CBE (EE M)
End of June 1986 | 1987 [ 1988 [ 1989 [ 1990 | 1991 [ 1992 [ 1993 [ 1993*
Total 3633 | 4408 | 5010 | 5733| 1086P 26723 28976 29805 27643

-Loans to the banking system
Commercial banks 147 -

Business and investment banks744 1085 1338 2005 2426 3019 3318 3168 3291

30 194 266 1102 | 1127




Specialised banks 1033 1199 1297 1449 1551 1816 1921 2048 2069
-Loans to the National
Investment Bank 1441 | 1629 1588 1459 1303 | 1145 1088 | 1026 | 327
-Currency swaps - - 309 335 334 402 414 417 -
-Ministry of Finance’s Account

Seasonal financing of the

government’s accounts - - - 2767* | 2288* - - - -

Revaluation differences of

foreign banks balances - - - 4447* | 4493 18637 | 19276 | 18022 | 16637
-Other accounts 268 495 478 485 732 1510 2699 398p 4192

Source: Central Bank of Egypt.
* End of December. (The total loans and crediiliites granted by the CBE is £E 13220 m at thd ehDecember
1989).

During 1986-1989, the total loans and credit ftiedi granted by the CBE increased slightly with

the annual average growth rate of 16.4% as compartte period of 1990-1993 which realised an

average growth rate of 40 per cent. Loans to thikihg system had an average share of 54.4%
during 1986-1989. Until the end of June 1988, thara of loans to the National Investment Bank
was very important with more than 30% in total lpaAt the end of June 1989, loans to the

business and investment banks recorded a signifitsan reaching £E 2005 m representing 35%
(Table 3).

However, in the second half of 1989, the rise Bmand credit facilities that reached £E 13220 m
was mainly due to an increase in the Ministry afdfice's account. The account increased by £E
4447 m as a result of a revaluation adjustmenhef@BE's foreign currency assets and liabilities,
and by £E 2767 m as a result of government budganéing. The total loans to the Ministry of
Finance amounted to £E 7214 m, representing 54r686tal loans. The same situation continued
until the end of 1990. The share of loans for foiag the government budget became 31.5% in
total loans excluding the revaluation adjustmeatising inflationary pressures to push the inflation
rate up to 21.3% at the same date.

Afterwards, the financing of the government buddgficit by CBE credits was abolished. In spite
of this, total loans and credit facilities realisedignificant increase by 145.9% reaching £E 26723
m at the end of June 1991. This was mainly due tseof £E 14.1 billion in the Ministry of
Finance's account as a result of debiting it withevaluation adjustment (Table 3). This enormous
rise in the item of revaluation differences was tlua considerable devaluation which was applied
in 1990-1991. During 1991-1993, the loans extentethe banking system indicated an average
share of 19.7% in total loans, while the sharehef'National Investment Bank", the "revaluation
adjustment" granted to the Ministry of Finance, aother accounts" which included currency
swaps represented 3.8%, 65.6% and 10.9%, respgctivethe average (Table 3).

The treasury-bills interest rates as well as thetaeBank rate on loans and discount were reduced
gradually by the CBE since 1992 in line with the matary policy which aims to stimulate
investments and promote economic growth (Annex &ahl Hence, loans to the banking system
excluding the National Investment Bank rose by &l 9etween 1990 and 1993. This trend was
accompanied by a decrease in banks interest ratiEsns and deposits. This was also in line with
the decreasing trend in the inflation rate sineeehd of 1991. Furthermore, gross investment in the
Egyptian economy went up to $9139m in 1993 fromaBd3 in 1991 (Table 3).

B. DEPOSITORY INSTITUTIONS

1. Commercial Banks



Commercial banks are defined as banks that usaattgpt deposits payable on demand or within
fixed periods by the CBE and the Banking System.Law

They constitute the largest part of the depositosfitutions. By the end of December 1993, the
number of commercial banks became 28 including Hlipsector banks and 24 private and joint
venture banks with total branches of 1088. Thegregate balance sheet amounted to £E166.3
billion in December 1993 (Annex Table 5), represent80.7% of the total banking system
(excluding the CBE and the three unlisted banksingx Table 3). The share of commercial banks
in total deposits reached 90.4% (Annex Table 8], iartotal loans and advances became 74.8% at
the same date (Annex Table 9).

On the other hand, in June 1992, the four publatssecommercial banks continued to play a very
significant role in the banking sector having 71.6%the commercial banks’ aggregate balance
sheet. Furthermore, according to the volume oftasthe average volume of a banking unit
amounted to £E24.9 billion for public sector bamkal £E1 billion for private and joint venture
commercial banks (National Bank of Egypt, 1993,Mo.

2. Business and Investment Banks (Merchant Banks)

The CBE and the Banking System Law define BusiaeskInvestment Banks as banks that carry
out operations related to promotion of savings iforestment compatible with the economic
development plans. In this context, such banks heghds to establish investment companies or
other companies dealing with various types of entin@ctivity. They may also share in financing
Egypt’s foreign trade operations.

The number of business and investment banks amtwB® including 11 private and joint venture

banks and 21 off-shore banks with total branche$l@f at the end of December 1993 (Table 2).
Their aggregate balance sheet amounts to £E 2lliédnbas of December 1993 (Annex Table 6)

representing 13.4% of the total banking systeml(ehcg CBE).

The financial position of foreign branches was rded as £E 8 b indicating 5% of the total

banking system in June 1992. Average volume of ingninit according to the volume of assets

amounted to £E722m for all merchant banks in theesdate and some £E 860 m in December
1993. However, it amounted to £E685m for merchamikb excluding foreign branches and some
£E364m for foreign branches alone in June 1992i¢Nak Bank of Egypt, 1993, No.4).

3. Specialised Banks

These banks carry out banking operations relatedotb conventional banking operations and
serving a specific type of economic activity indiwith their constituting decrees.

One important feature of specialised banks istthey depend largely on borrowing funds from the
CBE and commercial banks. They are state-ownedirasidde the Industrial Development Bank,
two real estate banks, the Principal Bank for Dewedent and Agricultural Credit and its 17
affiliates in the governorates, totalling 21 bamkth a total of 965 branches (Table 2). In December
1993, the financial position of the specialisedksaamounted to £E12.1 billion (Annex Table 7)
representing 5.9% in the total banking system (Anhable 3). The average volume of a banking
unit by assets indicated a slight increase to aB&%78m in 1993 compared to £E571m in June
1992.

C. OTHER FINANCIAL INSTITUTIONS



1. Insurance Companies

The present insurance sector in Egypt is compodettheo Supreme Council for Insurance, the

Egyptian Authority for Insurance Control, which wastablished by Law No. 10 of 1981 to

supervise the insurance market and institutiond,tha establishments dealing with insurance and
reinsurance.

Insurance and reinsurance institutions include faunlic sector companies, three private sector and
two free zone companies. These insurance compamnesieaded by the Supreme Council for

Insurance and the Egyptian Authority for InsuraGomtrol.

Table 4
Investments of the Insurance Companies & Funds
End of June 1991 1992 1993 1994
Grand Total (EE b) 5.2 6.5 7.7 9.1
(%) Share of : 100.0  100.0 100.0 100.0
Loans 3.5 2.6 2.6 2.2
Securities 46.2 43.7 53.2 53.8
Deposits at banks 37(8 50.3 40.3 40.7
Land and real estatep 12.6 3.3 3.9 3.3

Source: Annual Report, 1991/92, 1992/93 and 1993/94, Centrald&dypt.

Investments of the insurance companies and fundsde credits extended by these companies,
investments in securities representing the larghate in 1993 and 1994, deposits at banks and
investments in land and real estates (Table 4).

2. Investment and Mutual Funds

If the market is to expand, there will have to bdrecrease in the range of financial institutionsl a
the products they offer. The new legislation aldoves banks to participate in the stock market by
establishing investment and mutual funds. Thesddurave a legal identity and invest in financial
securities and try to get increased returns foséhbanks that establish them as well as collect
savings for non-bank investments.

Until the end of 1994, three funds have been eistadd and their invested capital was limited to 20
times the amount of liquid capital. In other wortfse investment and mutual funds have to keep
5% of their invested capital as cash. The Natig@dili) Bank Investment Fund is run by a
management company and started activities in migu&t 1994. It has a capital of £E5m and
investments amounting to £E100m. Investment cedtiis have a face value of 500 Egyptian
pounds, distributing investment risk. The Bank Misvestment Fund has a capital of £EE25m and
investments totalling £E500m. It has appointed $tete Street Boston Corporation and Concord
International Partners to provide technical asst#aThe Egyptian American Bank Fund is the first
fund established by a joint venture bank. It hasapital of £E20m and investments totalling
£E200m, managed by the Egyptian Fund ManagemenipGtogether with the British Framlington
Group. The Egyptian American Bank Fund startedvaigs in mid-September 1994. The fourth
investment fund was launched by Bank of Alexandtidhe beginning of 1995. More investment
funds are also awaiting approval.

3. Foreign Exchange Dealer Companies
In November 1991, after using the multiple excharge system for decades, Egypt unified its

exchange markets. The reform of the exchange syatesipart of a comprehensive economic and
financial program. Liberalisation and unificatiohtbe exchange rate system helped the expansion



of the foreign exchange market through confidenoel allowing foreign exchange dealer

companies to deal in foreign exchange whethererfdhm of banknotes and/or travellers’ cheques.
The foreign exchange dealer companies were alldwexgberate 24 hours daily to provide foreign

exchange services throughout the day.

These companies take the form of an Egyptian jsiotk company with Egyptians’ shares. The
CBE'’s related directives give these companiesitfte to open up to four branches per one million
of capital. Furthermore, the minimum paid up cdpfathese companies should be £E1m. By the
end of June 1994, the number of non-banking forexghange dealer companies had increased to
79 with 84 branches. Their paid up capital tothi&150.6m. These companies achieved a surplus
of foreign exchange amounting to US$10m with thegources reaching US$4248m. The share of
these companies’ resources in foreign currencies 2826 % of total market resources. Their uses
increased by US$645m reaching US$4238m and repegefil.6% of total market uses at the
same date (CBE, 1993/94).

5. FINANCIAL MARKETS AND CAPITAL MOVEMENTS

A. MONEY MARKET

Inter-bank and Treasury bills are the instrumefithe money market. The inter-bank market is an
important source of short-term funds for the baglsgystem.

In the Egyptian system, it is significant that tteenparison of the structure of banks’ deposits with
that of their liabilities shows that commercial karare the main source for other banks’ funds. On
the other hand, business and investment bankspecialised banks show a similarity in their

liabilities and deposits structure. They use nweglits from inter-bank than they grant. Alsdsit

to be noted that inter-bank money market transastése mostly in domestic currency.

Table 5
Inter-bank Transactions
(Millions of Egyptian Pounds)

Deposits Liabilities
June 91 June 92 Dec. 93 June June 92 Dec. 93
91

Total 12944 11304 9554 | 12444 10771 9407
Inlocal currency 6971 6173 6367 6831 6089 6295
Commercial banks 6182 5899 5793 3155 2946 2854
Business and investment 626 265 553 1416 970 2030
banks
Specialised banks 163 9 21 2260 2173 1411
In foreign currency 5973 5131 3187 5613 4682 3112
Commercial banks 4610 3973 2304 3914 3450 1741
Business and investment 1298 1089 826 1699 1232 1371
banks
Specialised banks 65 69 57 - - -

Source: Annual Report 1991/92, Central Bank of Egypt, EconomideR, Vol. XXXIV No. 2, 1993/94,
Central Bank of Egypt.



Interbank activity has declined continuously sid®91 as the volume of transactions reached £E
9.6 billion as measured by deposits at the end e@feihber 1993 (Table 5). This was mostly
because of banks’ preference for investment inll§-bince they provided risk-free high returns.

B. STOCK EXCHANGE

The first Egyptian stock exchange, which was eithet in Alexandria in 1883, is considered to be
one of the oldest financial markets in the worldeTsecond stock exchange, Cairo Stock Exchange,
established in 1890, was one of the world's busi€ee market was relatively active until the
1960s. However, after the nationalisation policytlé 1960s, the stock market went through a
period of stagnation and recession. Consequemttyfrading volume collapsed and only about 30
companies remained listed as compared to 925 itatee 950s.

The necessary regulations relating to registragioo the organisation of dealing in shares were not
available in the market. Law No. 161/1957 was prgaied to regulate operations in the stock
exchange and continued to be valid until the iggwhthe Capital Market Law in 1992. With the
open door policy of the mid-1970s, Presidential i®@edNo. 520/1979 was promulgated to establish
the General Authority for Capital Market with tharpose of regulating and organising the capital
market.

In the context of Egypt's ERSAP, greater attenti@s been devoted to the potential role of the
equity market, since it is considered an importastrument for mobilising domestic and external

resources. In line with the financial reform pragraLaw No. 95/1992 was promulgated to

reorganise the primary and secondary capital marketencourage the investment of private
savings. The Law included the following measuresx €xemptions on securities; liberalisation of
interest rates on bonds; establishment of mutuadguo attract small investors; and regulating the
companies dealings in securities together with &rage operations.

Under the new legislation, a number of brokerages (with one quarter of their capital value as

paid capital) have been set up to provide anabsispricing expertise, and to deal in new shares.
They can trade unlimited stocks and bonds. Nowetlaee 40 stockbrokers operating in Cairo, up
from 12 before the law came into effect. The Egyptstock market included 674 registered

companies with 424 million registered stocks at émel of July 1994. Paid up capital totalled

£E4139m and US$1417.1m and £E3 m in the same period

Dealings in the stock exchange, which take plac¢herirading floor during fixed times, are only
limited to securities that can be acceptable inpttiees schedule. It is forbidden to deal in sdimsgi
declared invalid by the Stock Exchange Committee.

There are three kinds of methods to determine gricethe stock exchange. One of them is the
fixed price method in which the client fixes thenmium price in the case of selling and the
maximum in the case of purchasing. The broker rfolstw the said prices by clients, otherwise he
would be considered responsible for the decreagwides. The other method is the better price
method in which the broker should make all posséfferts to sell at the highest price or purchase
at the lowest. The third one is the opening orintpgrice method. The client can also order the
broker to conclude the transaction with the opepirige or closing price.

In the Egyptian stock exchange, there are threeeshdexes. One of them is the Capital Market
Authority (CMA) index that covers all listed compes, now totalling 674. The companies are
divided into two classes. The A list companies pev30 per cent of their capital through public
subscription and are owned by a minimum of 150 edi@lders. The B list has the majority of
companies whose shares are infrequently tradedoffte one is index of Hermes Financial (local
brokerage firm) which is based on just 24 companieghis index, the stocks with the highest



liquidity are chosen from each sector. The third athe Egyptian Financial Group’s (EFG) index
which covers 34 quoted companies that are tradedd (&ED, 28 October 1994).

Table 6
Egyptian Stock Market Profile
1985 | 1990 | 1991 | 1992 | 1993 | 1994

Market capitalisation

(Millions of US $) 1382| 1835| 2527 3259| 3814| 4263
Market capitalisation
(Per cent of GDP) 3.0 3.8 7.6 7.8 7.0

No. of listed companie$ 317 573| 627 656 674 700
Trading value
(Millions of US $) 97 126 139 308| 169* 358
Source: Emerging Stock Markets Factbook 1994, InternationahEe Corporation.

* Starting from August 1993 a shift was made from doublesihgle entry system, as
stipulated by Capital Market Authority.

In the Egyptian stock exchange, the number ofdistempanies increased from 317 in 1985 to 674
in 1993 and 700 in 1994 (Table 6). Market capitdian, which shows the nominal value of all
listed shares, has improved significantly sinceQl¥gypt made a significant performance in 1994
by occupying the 3rd position in 68 countries (with7.2% change in the price index) in terms of
stock market performance, which is calculated anlibsis of the percentage change in the price
index, as compared to her rank of 44 in 1993 instimae group (IFC, 1994 and 1995).

6. CONCLUSION

Egypt has had a relatively well-developed finansiattor since the first half of the 20th century.

Following the nationalisation era of the 1960s, ltheking system had again expanded significantly
with the open-door policy followed since the midiaeties. The liberalisation policy, which began

in the 1980s, has had very important effects orfittencial system, especially after the financial

reform program of ERSAP.

The overall economic growth declined significantdyer the first stage of the ERSAP. This

slowdown in the Egyptian economy was a predictedsequence of the implementation of the

program which aimed to reduce the budget deficdaugh decreasing the government expenditures.
However, the population growth rate was much mbentthe GDP growth rate, so the real per
capita GDP decreased continuously during 1990-19Bi3¢ unemployment rate increased

significantly reaching nearly 10 per cent over tipisriod compared to the rates before the
implementation of ERSAP (Table 1). Furthermore,gbeial fund which was established to protect
poor people from the negative effects of libeedlEn and privatisation did not work well due to

subsidies insufficient to keep people above theepggvine and the failure to provide jobs.

As regards the government budget deficit, tightdisand monetary policies led to a decline in the
budget deficit which was targeted to settle at 1.i5%he 1994-95 fiscal year. It was reduced
considerably by increasing revenues and decreaskpgenditures. The development in the
government revenues was due to a more efficiengement of direct taxes and the introduction
of new indirect taxes. Moreover, the budget defi@s financed mainly through treasury bills since
the beginning of 1991, when the role of CBE as ar@® of financing the budget deficit was

abolished.



As regards inflation, the rates of inflation wenadar control since the beginning of 1992 mostly

through a credit policy which provided low financ@ost, caused a considerable decline in the
government budget deficit through restraining tleendnd side, and stabilised the exchange rate.
The rate of inflation has dropped continuously dberperiod and also in 1994.

The position of the current account and that oftthial foreign reserves were positively affected by

the result of the first stage of ERSAP. This was thuthe unrequited transfers and revenues from
tourism. In spite of the improvement in the curraatount, the Egyptian economy suffered from a
deficit in its trade balance over the period. Witle capital inflow and surplus in the balance of

payments, foreign reserves (excluding gold) hadéated a significant development.

By the beginning of 1993, open market operationseevsed widely to limit monetary expansion.
The growth rate of domestic liquidity (M2) incredsggnificantly since the beginning of 1990, then
it could be limited in 1992 by issuing T-bills. Hewer, the government decided to reduce T-bill
issues in 1993 so that they would be adequatenandie the budgetary deficit and a reasonable
amount of liquidity could be achieved. Therefore growth rate of liquidity rose a little more
reaching 16.4% in 1993 against 14.3% a year earlier

Prior to the financial liberalisation, the intergstes applied by banks were fixed by the CBE.
Thereafter, the liberalisation of interest ratesloans and deposits of banks was achieved in
January 1991. This resulted in a significant nisdeposits in local currency as compared to foreign
currency. This was also accompanied by an incrgasinfidence in the stabilised Egyptian pound.
However, the liberalisation of interest rates ledat remarkable decline in gross investments in
1991.

At the end of 1992, the main aims of the monetajcp were determined as being the control of
monetary expansion, the stability of the exchamge of the Egyptian pound against the US dollar,
the gradual decline of interest rates on the Egyptiound to encourage investments and promote
economic growth. The decline in the interest raterit affect the preference for savings in the
Egyptian pound, since it was still relatively highthan the US dollar interest rate. Also, the
complete elimination of credit ceilings and the@ase in the discount rates of the CBE caused an
increase in credits especially those granted t@thate sector. Hence, gross investments recorded
a gradual increase beginning from 1992. In spitthefremarkable increase of credit granted to the
business sector during 1993-1994, growth in domdigtilidity reached only 12.4% in 1994.

Most of the government controls in the financiakteyn, mentioned above, were removed by
reforms. In spite of the liberalisation and prigation policies applied since 1990 by the ERSAP,
the Egyptian banking system is dominated by thelipugector banks with 63.8 % of the total
financial position of the banking system in Jun®@Z29%ence, the allocation of financial resources
is under the influence of the government, deterthitieough the government-owned commercial
and/or specialised banks.

According to their financial position, commerciarks make up the largest part of the depository
institutions; followed by business and investmeahlis, and specialised banks, with shares of
80.7%, 13.4%, and 5.9%, respectively, in the bankiystem.

The new legislation related to the stock exchangk some new institutions such as investment
funds helped develop the non-bank financial ingths. By July 1994, the Egyptian stock market
included 674 registered companies with 424 milliegistered stocks. Also, a similar development
is expected in 1995 as more stocks come into thikehas a result of privatisation.

As a result of macroeconomic and exchange ratelitalEgypt's risk premium decreased in the
international financial market. The remarkable @ase in capital inflow and consequent



accumulation of foreign exchange reserves is ont@®fmost positive outcomes of the financial
liberalisation measures. On the other hand, sifitet® to control population growth, achieve a
reasonable growth in GDP, and curtail unemploynaeatnot adequate, the average real per capita
income, and consequently the standard of livingehdecreased during the first stage of ERSAP.
Regarding the second stage of ERSAP, which begdunlyn1993, it is too early to say what effects
these reforms will have.

ERSAP, which was initiated in response to the dartation in the Egyptian economy had so many
positive impacts on the overall performance of ¢éltenomy. The measures taken to achieve the
aims of the first stage of ERSAP have generallynbeeplemented successfully. The current
account and budget deficit decreased; the libat#dis in prices, trade, foreign exchange and
interest rates was mostly achieved. On the othed,hagypt still needs time for privatisation. Also,
real GDP growth and consequently per capita GDRwvtrodeclined significantly, while the

unemployment rate increased. Concerning the fiduseictor, it was, no doubt, positively affected
by the financial liberalisation program of ERSAP.
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ANNEX

Table 1. Treasury-Bills Interest Rates and CBE's Bicount Rate

Average Rate % %
At the end of 91 Days (1182 Days (2)364 Days (3) Discount Rate

1991 March 18.0 20.1
June 19.3 215
Sept. 19.4 20.0 21.3

Dec. 18.1 18.3 20.0
1992March 17.9 18.5 19.1 20.0
June 17.6 18.0 195 19.6
Sept. 171 17.5 18.0 19.1
Dec. 16.5 16.7 175 18.5
1993March 15.9 16.4 17.0 17.9
June 14.9 151 16.9
Sept. 15.0 15.3 15.6 17.0
Dec. 14.7 14.9 15.0 16.7

(1) First issue on 13/1/1991.
(2) First issue on 10/9/1991.
(3) First issue on 30/3/1992.

Source: Economic Bulletin, National Bank of Egypl. XXXXVI No.1, 1994.



Table 2. Interest Rates on £.E. Deposits, Loans addlvances (*)

National Bank of Egypt

Average the Banking System

Period 1991 1992 1993 1991 1992 1993
June | Dec.| Jun®ec.|June Dec.|Jun Dec. |June Dec.| June Dec.
e
1.Deposits
For a month and less than
3 months 10.7514.5| 13.412.0{11.5| 9.5(11.7 13.03| 13.4| 12.4| 11.6 5.6
For 3 month and less than
6 months 145 17.0 16{a4.5[13.5{11.5(14.217.15| 17.6| 15.9913.95(12.5
For 6 month and less thanayear 14.5 17.0 [161(5|13.5/11.5(14.817.45| 17.6| 15.9813.75|12.25
For a year and less than 2 yeard 15.26.0 | 15.0 13.0/12.0{11.0({15.417.3 | 17.0§15.71| 13.05|11.70
For 2 years and less than 3years 1.5 16.0 (18.0/11.5{10.0|15. 16.6 | 16.3 | 13.3| 12.1] 9.3
For 3 years and less than 5years 16.0 17.0 [18.0/11.5/10.0|15.9 16.7 | 16.1| 13.9%512.11| 9.3
For 5 years and less than 7 years  16.25.0 | 16. 13.0/11.5{10.0|16.2 16.8 | 15.7 | 13.7| 12.00 7.8
Savings 15.0 15/@3.0{12.5{11.5| --- |15.1 | 15.1| 14.0812.9 | 12.25
2. Loans and Advances 206 212 1498.7/16.5/17.0 ---|20.6 | 20.3| 19.1| 22.0 19.%
3. Investment Certificates February 1981 July 1982 July 1989 August 1989 Magil Nov.1993
12.0 13.25 16.25 17.5 A (B) N (B)
145 1565 130 140

(*) L.E. interest rates were liberalised as frorh.B991 and Egyptian banks were authorised to i thwn interest rates on deposits and loans.

Source: Economic Bulletin, National Bank of Egyyl. XXXXVI No.1, 1994.



Table 3. Egypt Banking Sector by Total AssetéEEm)

1990 DECEMBER 1991 DECEMBER 1992 DECEMBER 1993 DECHEBER 1994 JUNE

AMOUNT % AMOUNT % AMOUNT % AMOUNT % | AMOUNT %

BANKING INSTITUTIONS

CENTRAL BANK 55,248 29.3 78,272 32.2) 98,841 344 104924 | 338 | 124114 | 37.0

COMMERCIAL BANKS 101,532 53.9 130,944 53.4 15300 | 53.2 166,274 | 53.5 | 170,965 | 51.0

BUSINESS AND INVESTMENT BANKS| 21,905 11.6 22,983 9.4 24,905 8.7 27533 8.9 27,827 8.3

SPECIALISED BANKS 9,616 5.1 11,134 4.6 10,901 3.8 12,143 3.9 12,370 3.7

TOTAL 188,301 100 243,333 100 287,647 100 310,874 100 335,276 | 100

Source: Economic Review, Central Bank of Egypt, X¥XIV No.2, 1993/94.




Table 4. Financial Position of Central Bank of Egyp (EEm)

End of December 1990 1991 1992 1993

First: Notes Issued and Cover 13,456 14,731 16,751 19,085
Gold 1,281 2,179 2,046 2,198
Government Securities 12,174 12,552 14,705 16,887
Second :Banking Operations
A- Assets
Gold and SDRs 3 9 196 241
Balances with banks and correspondents abrqad 49,31 21,212 38,698 51,494
Earmarked balances 264 756 735 810
Foreign securities 424 2,513 6,33D 6,436
Payment agreements 1,078 1,287 1,280 1,214
Cash in vaults and banks 221 419 336 338
Government securities of which : 18,08b 20,105 944, 14,243

Treasury bills 6

Loans and other debit balances 24,652 28,157 ,2690 27,643

Debit balances and fixed assets 1,205 3,214 573,0 2,445
Assets = Liabilities 55,248 78,272 98,841 104,924
B- Liabilities
Deposits and other accounts 48,095 63,968 82,771 6,488
Payment agreements 53 36 48 4]
Capital 100 100 100 100
Reserves 1,035 1,588 2,017 2,169
Provisions 117 118 204 245
Other Balances 5,848 12,472 13,701 15,88p

Source: Economic Review, Central Bank of Egypt,. O{XIV No.2 1993/94.
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Table 5. Commercial Banks: Aggregate Balance She@iEm)

1990 1991 1992 1993 1994
End of Dec. Dec. Dec. Dec. June
Assets
Cash 1,018 1,162 1,416 1,775 2,285
Securities & investments of which: 8,267 19,571 ,643 41,991 45,969
Treasury bills 6,229 19,102 22,101 26,085
Government securities excluding bills 6,190 0T3, 19,482 16,005 15,752
Balances with banks in Egypt 20,106 23,837 23,076 28,579 27,942
Balances with banks abroad 19,832 30,988 25,966 ,4134 26,191
Loans & discount balances 39,461 45,133 46,031 535, 59,674
Other assets 12,848 10,256 14,899 13,983 8,904
Assets = Liabilities 101,532 130,944 153,000 16812 170,965
Liabilities
Capital 1,108 4,174 4,207 4,600 5,05[7
Reserves 1,336 1,475 1,744 2,044 2,220
Provisions 4,587 6,064 8,544 9,866 10,148
Bonds & long term loans 184 290 292 302 484
Obligations to banks in Egypt 5,893 7,238 6,59 ,106 12,004
Obligations to banks abroad 6,439 7,659 3,35 11,97 1,701
Total deposits 70,483 89,559 110,99 120,41 525, 6
Other liabilities 11,502 14,485 17,261 16,974 08,7

Source: Economic Review, Central Bank of Egypt,. V{XIV No.2 1993/94.
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Table 6. Business and Investment Banks : AggregaBalance Shee{£Em)

1990 1991 1992 1993 1994
End of Dec. Dec. Dec. Dec. June
Assets
Cash 111 131 131 147 18(
Securities & investments of which: 670 953 2,613 ,698 3,557
Treasury bills 184 1,797 2,993 2,787
Government securities excluding bill$ 79 97 115 14 14
Balances with banks in Egypt 3,380 3,534 2,601 72,7 2,609
Balances with banks abroad 6,962 6,806 7,294 8,59 7,403
Loans & discount balances 9,269 9,801 10,480 00,49 11,390
Other assets 1,513 1,758 1,786 1,84) 2,688
Assets = Liabilities 21,905 22,983 24,905 27,533 7,827
Liabilities
Capital 880 975 1,110 1,504 1,66p
Reserves 326 351 366 372 389
Provisions 1,406 1,922 1,905 2,045 2,084
Borrowings from international institutiopns 38 64 83 74 101
Obligations to banks in Egypt 7,196 7,012 8,321 979, 9,287
Obligations to banks abroad 1,659 1,278 1,418 31,38 1,387
Total deposits 8,164 8,840 9,156 9,776 10,100
Other liabilities 2,236 2,541 25,551 2,408 2,864

Source: Economic Review, Central Bank of Egypt,. V{XIV No.2 1993/94.
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Table 7. Specialised Banks: Aggregate Balance Sh¢BEm)

1990 1991 1992 1993 1994
End of Dec. Dec. Dec. Dec. June
Assets
Cash 29 66 39 35 142
Securities & investments of which: 137 123 131 179 157
Treasury bills 10 25
Government securities excluding bills 11 33 37 39 39
Balances with banks in Egypt 65 117 95 149 159
Balances with banks abroad 69 112 143 173 139
Loans & discount balances 6,528 7,176 7,308 8,268 8,770
Other assets 2,788 3,540 3,185 3,339 3,103
Assets = Liabilities 9,616 11,134 10,901 12,143 370
Liabilities
Capital 242 369 369 369 374
Reserves 192 268 271 294 294
Provisions 601 730 830 930 915
Bonds & borrowings 1,061 1,411 1,458 1,642 1,584
Obligations to banks in Egypt 3,517 3,775 3,244 478, 3,477
Obligations to banks abroad
Total deposits 1,946 1,963 2,351 3,051 53,4
Other liabilities 2,057 2,618 2,378 2,379 2,276

Source: Economic Review, Central Bank of Egypt,. V{XIV No.2 1993/94.
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Table 8. Deposits By Maturity (EEm)

Commercial Business & Investment Specialised All Banks
Banks Banks Banks
AT The End of Dec.1993 Dec-93 Jun-94
Total Deposits 120,411 97,776 3,051 133,238 139,20
In Local Currency 86,870 3,755 3,036 93,661 99,172
Demand deposits 8,752 585 1,201 10,538 12,307
Time & saving deposits 73,616 2,878 1,815 78,309 81,682
Blocked or retained 4,502 292 20 4,814 5,183
In Foreign Currency 33,541 6,021 15 39,577 40,033
Demand deposits 6,344 704 1 7,049 6,466
Time & saving deposits 24,113 4,590 2 28,705 29,941
Blocked or retained 3,084 727 12 3,823 3,626

Annual Report, 1993/94, Central Bank of Egypt.

26

Source: Economic Review, Central Bank of Egypt,. XXIXIV No.2, 1993/94.



Table 9. Loans and Advances Provided by Banking 8tor

(By Maturity) (EEm)
At the end of Dec.1993
SOURCE AND MATURITY AMOUNT %
Commercial Banks 55,415 74.8
One year and less 48,676 82.8
More than one year 6,759 44.0
Business & Investment Banks| 10,435 14.1
One year and less 6,704 11.4
More than one year 3,731 24.3
Specialised Banks 8,268 11.2
One year and less 3,407 5.8
More than one year 4,861 31.7
All Banks 74,118 100
One year and less 58,787 100
More than one year 15,331 100

Source: Economic Review, Central Bank of Egypt, MEXIV

No.2, 1993/94.
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Table 10. Loans and Discounts Granted By Bankinge®tor (By Sector) (EEm)

Commercial Business & InvestmentSpecialised All Banks
Banks Banks Banks
At the end of Dec. 1993 Dec. 93 June 94
Total Deposits 55,531 10,490 8,269 74,289 79,834
In Local Currency 42,077 5,432 7,611 55,120 57,93
Government sector 3,376 2,135 1,989 7,500 5,715
Public sector companies 20,581 35 T 20,623 20,929
Private business sector 15,029 2,738 1,534 19,30122,138
Household sector 2,283 524 4,081 6,88B 8,3|L7
Foreign sector 88| 0 | 808 831
In Foreign Currency 13,454 5,058 658 19,169 21,898
Government sector 769 71 3 843 o2n
Public sector companies 2,399 46 1 2,446 3,1p7
Private business sector 8,831 4,138 6593 13,622 8015,
Household sector 686 367 | 0 - 1,053 1,095
Foreign sector 769 436 | 0 - 1,205 o92n

Source: Economic Review, Central Bank of Egypt, ¥¥IXIV No.2, 1993/94.
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