Bank of Alexandria Fixed Income Fund
Quarterly Report – Q4-2016
Fund’s Performance
The Fund achieved annualized returns of 4.17% net of fees and tax by the end of 4Q2016. In comparison, the one-year treasurybill yield reached an average of 14.34% and money market funds in the market achieved an average return of 11.19% over the
same period.

Economy & Market Outlook
Several events took place in the fixed income market during last quarter of the year 2016. At the beginning of the quarter, the
market had excessive liquidity as all investors were awaiting a significant hike in interest rates. In November 2016, all investors’
expectations materialized when the Central Bank of Egypt (CBE) decided to liberalize the EGP currency and increase the interest
rates by 3.0% causing a significant hike in yields in the market. However, after the hike, the treasury bonds issues by the Ministry
of Finance were in relatively small amounts compared to the excess liquidity in the market causing interest rates to gradually drop
again to their pre-hike levels or even lower. The 3 years, 5 years, 7 years and 10 years treasury bonds closed the quarter with an
average net of tax rate of 13.44%, 13.40%, 13.76% and 13.72%.
On the economic front, the Central Bank of Egypt (CBE) announced the liberalization of the exchange rate and stated that all
restrictions on FX deposits and withdrawals and all FX limits on non-essential goods importers will be removed. In addition,
National bank of Egypt and Banque Misr issued a 20% deposit certificate for 18 months to be paid quarterly and a 16% deposit
certificate for 3 years and paid monthly. The IMF also approved a USD 12.0 billion loan to be repaid over 10 years with annual
interest rate of 1.65% and paid the first installment of USD2.75 billion. On the same note, the World Bank and African
Development bank paid their first tranche and approved to pay the second tranche of the USD3.0 and USD1.5 billion loans which
amount to USD1.0 billion and USD0.5 billion respectively, to be directed to development projects. In addition, USD2.0 billion by the
International Finance Corporation (IFC) was pledged to support the private sector in Egypt over the coming three years. The
government also signed a three years currency swap agreement with China to reduce USD demand for trade and investment
transactions, the agreement worth CNY18.0 billion equivalent to USD2.6 billion. Furthermore, fuel prices increased by a range of
30-45%, which is EGP22.0 billion of subsidy savings. During the 4Q2016, Egypt’s Net international Reserves increased to reach
USD24.2 billion. Egypt’s inflation rate also increased to reach 23.3% as of December 2016; the highest in the past two decades,
following the EGP floatation decision and the increase in fuel prices.

Investment Strategy
In line with the portfolio manager’s expectations, the Central Bank of Egypt undertook two moves this quarter; allowing the EGP to
free float, and raising interest rates. The fund manager was long awaiting this move and was positioned well with low duration and
high liquidity positions to be able to take full advantage of the interest rate hike. The fund manager will start allocating a portion
short term investments mainly in treasury bills, since they currently offer a significant spread on average compared to treasury
bonds, while keeping an eye out for corporate bond issues that might close the spread gap. The fund manager will maintain his
interest in the long term investments as well but will adapt a more selective approach.
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For Further Information:
Please visit the nearest BOA branch, or call BOA 202-37623167/68/69/70

