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Foreword

e

Ahmed Aboul Gheit

Secretary General of the
League of Arab States

Since the beginning of 2020, the world has
experienced a health crisis, like no other,
revealing several defects in the economic,
political and social sectors governing our world
roads. This crisis also unfolded what awaits

us if we continue to waste resources without
considering its impact on the environment and
future generations. Consequently, and due to
the pandemic and its unforeseen outcomes, our
level of awareness about environmental issues
has increased putting sustainable development
plans as apriority.

The acceleration of implementing post-
pandemic development plans has brought

the issue of financing back to the forefront as
the emerging pandemic posed an additional
challenge; directing the vastness of national and
international financial resources to address the
effects of this crisis.

Committed to promoting joint Arab efforts in the
field of sustainable finance, the League of Arab
States has sought to adopt a regional mechanism
that entails clear operational steps; the mechanism

begins with preparing a report that monitors the
Arab situation, identifying the obstacles facing
sustainable finance, as well as proposing realistic
solutions to overcome them.The League of Arab
States is supporting its member states to prepare
their national reports, that should be compiled
and issued as a unified Arab report as part of

its efforts to strengthen cooperation among

its member states. The consolidated report
collects the outputs of these national reports and
constitutes a guide for joint Arab action towards
financing sustainable development.

The League of Arab States, in its efforts to
implement this Arab vision, has adopted an
approach based on building partnerships and
unifying efforts to achieve the region’s goals. Last
January, in cooperation with the United Nations
Environment Program (Finance Initiative) and the
United Nations Development Program, The Arab
League has launched a joint report highlighting
sustainable finance in the Arab region along with
policy recommendations.

| am delighted that we took a step forward in
adopting the Arab mechanism for sustainable
financing with the launch of the “Financing
Sustainable Development in Egypt Report” in
cooperation with the Arab Republic of Egypt. This
national report is the first of its kind, with Egypt
being the pilot country.

This report was prepared with a participatory
approach that brought together local and
international entities to assess Egypt’s current
situation and propose solutions that support the
development policies in line with Egypt Vision
2030. | look forward to seeing the benefits of this
report unfold in the rest of the Arab region, so
that countries can build on it and add to it, when
preparing their national reports.

| take this opportunity to commend the efforts
of Dr. Mahmoud Mohieldin, The United Nations
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Secretary General Special Envoy on Financing
the 2030 Agenda and Executive Director,
International Monetary Fund, as he efficiently
and competently led a group of experts from
Egypt to accomplish this report. | also commend
the fruitful cooperation with Her Excellency

Dr. Hala H. Elsaid, Minister of Planning and
Economic Development of Egypt, who was

keen to facilitate this effort, and harnessed all

possibilities to make it a success. | look forward
to continuing to work with everyone to serve
our common goals.

| also extend my thanks to all the international
partners, especially the Ford Foundation for
providing the necessary funding and generous
support, and to commend its distinguished
partnership with the Arab League.
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Hala El-Said

Minister of Planning and Economic Development
Egypt

It is a great honor to present Egypt’s first Finance
for Development (FfD) report: “Financing
Sustainable Development in Egypt” This report
is not only the first in Egypt but also the first
national FfD report in the world, as prior reports
were mainly designed to capture regional or
global financing stance. Egypt’s first national FfD
report, prepared under the umbrella of the League
of Arab States (LAS), attests the long-lasting
fruitful cooperation between the Arab Republic
of Egypt and LAS.The selection of Egypt as the
first country to carry out this project reflects its
bold regional leadership as well as its pivotal
role in the Arab region. Ideally, the project will be
extended to a number of Arab countries, giving
way to the preparation of a series of reports on
financing for development in the Arab region.

Egypt's FfD report comes during unprecedented
circumstances that have swept the whole world
due to the spread of the Covid-19 pandemic

and its mutated strains. This outbreak, inducing
considerable health, economic, and social
repercussions, impeded the world’s march
towards achieving the sustainable development
goals (SDGs) and has magnified the financing gap
in both developing and developed countries. The
problem of finance for development is no longer
entirely linked to the inefficient distribution of
available resources to projects that accelerate the

implementation of the 2030 Agenda, but rather
to a shortfall in the amount of funding available
worldwide.

Egypt has made significant developmental strides
over the past few years, among which stands

out the successful implementation of the first
phase of the National Program for Economic and
Social Reform in 2016, as well as the initialization
of the National Structural Reform Program in
2021. Despite this notable progress, like most
countries, mobilizing adequate financing for
sustainable development remains a persisting and
main challenge facing Egypt especially after the
onset of Covid-19 pandemic.This challenge was
reflected in Egypt’s second and third voluntary
national reviews (2018, 2021) and was sought

to be surmounted by diversifying the sources

of financing and prioritizing sustainable and
innovative financing mechanisms.

The "Financing Sustainable Development

in Egypt” report is an independent, non-
governmental report prepared through a
participatory approach that encompasses all
development partners from the private sector,
civil society and specialized experts, alongside
the government. In this vein, | would like to
acknowledge the substantial role played by Prof.
Dr. Mahmoud Mohieldin, The United Nations
Secretary General Special Envoy on Financing
the 2030 Development Agenda and Executive
Director, International Monetary Fund, who
volunteered to supervise the preparation of the
report. | would like to thank him for his diligent
efforts to ensure that the final product abides by
the highest standards, reflecting and capturing in
an objective manner the implications of the bold
economic and social reforms implemented, and
the tangible developmental progress achieved
on ground. | also extend my gratitude to each
and every one who participated in drafting the
FfD report from the distinguished experts and
researchers in the fields of economics, finance,
and development.

The Ministry of Planning and Economic
Development is proud of its coordinating role in
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this fruitful partnership, in which it provided the
required national data and statistics for authors and
coordinated with the concerned national entities

to provide their insights on the contents of the
report. In addition, The Ministry has assisted in
conducting a number of thematic workshops with a
multitude of regional and international institutions
to benefit from their comments and observations to
further enrich the report. This affirms the significant
value attributed by the Egyptian government to
this publication, given the unparalleled insight it
provides on FfD in Egypt in addition to the potential
policy solutions it advances to fundamentally deal
with this complex challenge.

This report presents an objective, in-depth
analysis of the various dimensions of FfD,

which substantially affect the achievement of
the SDGs. It incorporates an analytical review
for the various development and economic
sectors, and how they affect the developmental
state in the country. Additionally, the report
sheds light on the recent government’s efforts to
mobilize diversified financial resources to finance
sustainable development projects in Egypt, such
as the establishment of the Egypt Sovereign
Fund to facilitate public-private partnerships
and the issuance of sovereign green bonds.

The report is not only restricted to the current
initiatives implemented by the Egyptian authority
but also delves into alternative innovative and
promising financing mechanisms to promote
impact investment, such as sustainable
development bonds, blended financing,

and climate financing. The report ultimately
provides a set of specific recommendations

for decision makers to reflect on and take into
consideration, in order to improve the current
status and galvanize the country’s efforts towards
sustainable development.

Finally, | would like to reiterate my sincere
appreciation to everyone who contributed to
bringing this unique national report to light. |
specially thank the League of Arab States for
adopting this vital project from the beginning
and for its continuous support. | hope that this
project marks a new chapter in the cooperation
between LAS and Egypt where Egypt can transfer
its experience in mobilizing adequate finance

for development to the Arab region, under the
umbrella of LAS. | am certain that all executive
bodies would benefit from this valuable report to
develop a national roadmap aiming at enhancing
FfD to accelerate the achievement of the 2030
Agenda and Egypt’s Vision 2030.
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The United Nations Secretary General Special Envoy on
Financing the 2030 Agenda

and

Executive Director,
International Monetary Fund

Adopted by all United Nations Member States
in 2015, the 2030 Agenda for Sustainable
Development provides a blueprint for achieving
peace and prosperity for both people and

the planet. At the heart of the 2030 Agenda,
the 17 Sustainable Development Goals

(SDGs) reflect a recognition of the need to
integrate and balance economic, social, and
environmental dimensions of sustainability
with an emphasis on the universal goal of
“Leaving No One Behind” Since its adoption,
the 2030 Agenda has been incorporated in the
national priorities of many countries, including
Egypt. In 2016, Egypt asserted is commitment
to sustainable development with the launch

of its first Sustainable Development Strategy
(SDS): Egypt Vision 2030.The SDS is aligned
with the priorities specified in the SDGs as
well as the 2063 African Agenda. Moreover, the
principles and objectives of the SDGs guide

a number of mega-projects and initiatives in
Egypt, including one of the most ambitious
projects on the localization of the SDGs (Haya
Karima?). These endeavours are also in line with
the calls of the Decade of Action to enhance
national implementation, mobilize financing, and
strengthen institutions to accelerate the progress
towards achieving the 2030 Agenda.

Against this background, the idea of compiling a
report on “Financing Sustainable Development
in Egypt” was developed in coordination with the
League of the Arab States.The preparation of the
report began in June 2020, with 19 experts and 5
researchers in the fields of economics, finance,
development, and sustainability came together
to work on the different themes identified for

the report. Building on the spirit of partnerships
emphasized in the SDGs, putting the report together
provided a platform for knowledge sharing.

Through excellent coordination efforts from

the Ministry of Planning and Economic
Development of Egypt, the report was developed
in close cooperation with various Government
stakeholders and the Central Bank of Egypt
(CBE).The authors received updated data and
very helpful comments from the Ministry of
International Cooperation, the Ministry of Finance,
the Ministry of Communication and Information
Technology, the Ministry of Social Solidarity, the
Ministry of Trade and Industry, and the General
Authority for Investment and Free Zones.The
authors also received valuable comments

from the Central Bank of Egypt. In addition to
the engagement with the domestic competent
institutions, the authors benefitted from extensive
outreach by the Organization for Economic Co-
operation and Development (OECD), and the
United Nations System.® Further discussions and
reflections took place with experts in relevant
topics through a number of virtual roundtables.
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Given the exceptional effort exerted by the
authors in drafting the chapters and reflecting the
comments received over several drafts, | opted for
having each chapter presented with its authorship
clearly acknowledged.

The report traces Egypt’s aspirations and
endeavours towards achieving the SDGs.
Chapter 1, written by Racha Ramadan,
demonstrates the significant progress made by
Egypt on a number of SDGs, but also highlights
that the country still faces some major
challenges before being on track to achieving
the other goals.*The chapter also stresses

that accelerating progress towards achieving
the SDGs depends on three critical factors:
dependable data, effective implementation

of development policies and programs, and
adequate finance.®

In chapter 2, Mazen Hassan and Engi Amin,
highlight that designing effective and coordinated
policy actions, monitoring their progress, and
preventing and managing crises require the
availability of timely, disaggregated, and good
quality data to enhance evidence-based policy
making. This, as the chapter points out, calls

for investing in data and strengthening data
systems.® Effective implementation of policies and
delivering results at the last mile require work at
the grassroot level to close all development gaps
that may persist at the subnational level. Suzanna
Elmassah in Chapter 11 stresses the importance
of custom-made plans to bridge such gaps and
emphasizes the localization of the SDGs and
pursing inclusive growth.’

Achieving the SDGs and the national development
ambitions requires the availability of adequate
financing and the alignment of both public and
private financial resources with sustainable
development. By all measures, the level of
financing needs to achieve the ambitious 2030
Agenda was already high even before the
COVID-19 pandemic, which only added to these
needs. Developing economies faced an SDG
financing gap of USD 2.5 trillion per annum.This

gap widened after the pandemic to spike to USD
4.2 trillion.® A pre-requisite for dealing with the
finance challenge facing the SDGs is to have solid
estimates of the cost of achieving them and an
accurate mapping of how the different financial
flows are utilized.

According to the global study by Gasper

and others, prior to COVID-19, low-income
developing countries faced an average
additional spending of 15 percentage points

of their GDP in 2030 to make substantial
progress toward the SDGs in the areas of
education, health, roads, electricity, water

and sanitation. For emerging economies, the
average additional total spending required
represented 4.2 percentage points of their 2030
GDP?® Focusing on the sectors of electricity,
transport, water and sanitation, flood protection,
and irrigation, Rozenberg and Fay estimate

that annual investments of 4.5 per cent of

GDP from 2015 to 2030 would allow low-and
middle-income countries (LMICS) to reach
infrastructure-related SDGs and stay on track
to limit climate change to 2 degrees Celsius.
LMICS would also need to spend around 2.7
per cent of their GDP annually in maintenance
costs for their existing and new infrastructure,
increasing the overall investments to be around
7.2 per cent of GDP"®When being planned and
implemented, investments and national projects
need strong monitoring and evaluation systems
in place to guarantee better public investment
management and infrastructure governance.
This is crucial considering the global estimates
that show that an average low-income
developing country loses around 53 per cent of
the return on its investment to inefficient public
investment management, in contrast to an
efficiency losses of 34 per cent and 15 per cent
in emerging market economies and advanced
economies, respectively.™

These global SDG cost estimates need to be
complemented by granular examinations at the
national levels as global and regional aggregations
tend to mask asymmetric access to finance and



to downplay the role of policy and institutions in
implementing national goals. Moreover, costing
national development priorities allows countries
to assess their future expenditure requirements, to
plan their budgets and to pin down the additional
resources that need to be mobilized. Such careful
identification of the cost and of available financial
flows is crucial in the Egyptian case as the country
is embarking on ambitious initiatives and mega-
projects that could benefit from the multiplier
effects and positive externalities inherent in the
SDGs, as shown by Dahlia El-Hawary and Miral
Shehata in Chapter 13.2

Investments in the SDGs that maximize
synergies, minimize trade-offs, and address the
priorities of the local communities involved can
lead to a reduction of the required expenditures
of achieving the SDGs in Egypt by 22 per

cent, compared to the initial allocation that is
calculated based on the sum of individual SDGs
costs.”*The Haya Karima project, which covers
approximately 60 per cent of total population
and focuses on rural Egypt, is estimated

to cost USD 45 billion during its three year
implementation period. This is roughly 4.2 per
cent of Egypt’s GDP. Comparing that figure to
the 4.2 per cent of emerging economies average
as proposed by Gasper and others, this shows
that the estimate is a conservative one.

Several national costing exercises are being
undertaken in Egypt. One noteworthy exercise is the
SDG Costing Framework designed by the United
Nations Economic and Social Commission for
Western Asia (ESCWA). The framework is based on
a costing sequence that considers methodologies
adopted by national authorities as well as the
estimates rendered by the United Nations specialized
agencies and institutional stakeholders.This
framework comes in line with advancing pilots of
Integrated National Financing Frameworks (INFFs).

A country’s INFF establishes a framework for
financing national sustainable development
priorities as it spells out how the country’s
national strategy will be financed and

implemented. As discussed by Diaa Noureldin
and Reham Morsy in Chapter 3, INFFs consider
finance in a wider scope as they study the role of
government policies and institutional designs to
address funding challenges.™ It is noteworthy that
Egypt is taking solid steps towards developing its
INFF through its joint program with the Joint SDG
Fund.”® This step comes in line with an increasing
global interest, particularly from the OECD and
the European Union, in INFF and cultivating
partnerships to support progress in countries
towards achieving their national sustainable
development priorities.'®

Based on the INFF, and in line with the global
Financing for Development (FFD) framework, the
report goes on to analyse the different financial
flows in the Egyptian financing landscape. The
first and the increasingly important source of
finance is domestic public finance as analysed
by Khaled Zakaria Amin and Israa A. El Husseiny
in Chapter 4." Fiscal policies should work to
ensure that no one is left behind during the
transitional phase of reforms. WalaaTalaat in
Chapter 5 shows that this can happen through
supporting the development of properly planned
and fiscally sustainable social protection systems
that improve access to essential services and
contribute to breaking the cycle of poverty.™
These national channels usually need to

be complemented with international public
finance, through both concessional and non-
concessional financing resources. Rawda Ali
explains in Chapter 12 the role of international
development cooperation and its different tools
in financing and contributing to SDGs in the
Egyptian context.” In most cases, financing the
country’s development agenda requires resorting
to further borrowing that needs to be based on

a prudent debt management strategy to ensure
debt sustainability as demonstrated by Sarah El
Khishin in Chapter 8.2

Consistent with public finance policies and
resources, Chapter 6 by MoatazYeken shows how
the private sector is a key partner owing to its
capacity to compete and innovate as well as its
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role as an instrumental contributor to closing the
SDG investment gap.2' Well-functioning businesses
should be backed by a supportive financial sector
that can efficiently channel the necessary funds
towards the implementation of SDGs. In Chapter
7, Noha Emara analyzes the performance of
Egypt's banking and non-banking financial sectors
and presents an assessment of the challenges

and new opportunities for financing sustainable
development in Egypt.? In addition to finance as a
critical enabler for achieving the SDGs, Chahir Zaki
shows in Chapter 9 how trade can be a possible
engine for inclusive economic growth and poverty
reduction.? Science, Technology, Innovation, and
Digitalization (STI+D) grouped together can be
considered as the third enabler. Maged Ghoneima
and Khaled EI Sayed analyse the STI+D landscape
in Egypt in Chapter 10.2*

Throughout the chapters of the “Financing
Sustainable Development in Egypt” report, the
key message that is clearly emphasized is that
finance goes beyond mere funding. Finance for
Sustainable Development is a critical measure

as it provides a comprehensive framework to
enhance the efficiency of funding and directing
the flows of funds. It helps maximize coordination
and complementarity among the different
sources of funding, and incentivizes warranted
changes in investment, production, saving,

and consumption. For finance to contribute to
sustainable development, it needs to be evidence-
based, supported by effective institutions and
well-coordinated public policies with frequent
monitoring and evaluation so as to achieve the
common good aspired to in the SDGs.
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Key policy recommendations

No poverty,

@M‘ reduced inequalities

and social protection

Goal 1: No poverty
Goal 10: Reduced inequality

Ensure equal access to health, quality
education, technology and economic
opportunities for all.

Address gender inequality by
ensuring women’s equal access
to economic opportunities and
sustainable sources of income,
especially in rural areas.

Reduce spatial inequality by ensuring
adequate investment  in social

and physical infrastructure of

rural and urban areas in all
governorates.

Social Protection System

Expand Social Safety Net
programs horizontally by adding
new beneficiaries and vertically by
increasing the benefit size (inflation
indexing), while also revising the
targeting methods.

Improve reach out and targeting
through building a comprehensive
database using the Unified National
Registry and connecting it to the civil
registry.

Bs

Integrated National
Financing Framework (INFF)
and public financial flows

Integrated National Financing Framewaork

Maintain current efforts on the first
and second building blocks of the
INFF: assessment and diagnostics
and the financing strategy while
closing the cycle by activating its
third and fourth blocks: monitoring
and review as well as governance
and coordination.

Continue the recent path of fiscal
consolidation and reduce reliance
on foreign borrowing and volatile
external inflows to address the
twin deficit dynamic of government
budget and the current account.

Fiscal policies and public domestic
resources

Reform the public financial
management system. On the
expenditure side, strengthen
program and performance-based
budgeting and introduce a medium-
term expenditure framework.

Strategically identify the optimal tax
mix and invest in tax administration
system in terms of:

e transparency

compliance
enforcement

e efficiency °
e collection effort e

External public flows

Consolidate efforts through the
adoption of a national development
cooperation policy framework

that covers a broader scope of
external finance resources: official
development assistance (ODA)

and beyond, to better support

the INFE increase the coherence
and effectiveness of development
cooperation, and identify clear roles
and responsibilities for all relevant
stakeholders.

Optimize the use of ODA flows for
catalytic purposes to leverage private
investments and maximize finance
for development.

Create a roadmap for blended
finance highlighting national
priority development sectors and
projects that can benefit from this
financing modality.

Form a dedicated mechanism to
support tackling illicit financial flows
to effectively coordinate between
all entities involved in curbing such
flows.

Enhance technical assistance,
capacity development and
knowledge transfer associated with
development cooperation.

Strengthen the development
cooperation coordination and
information management through
using advanced information
technology and data systems for
managing ODA and alike-flows.

Public debt management

As a rule of thumb for development
finance, maintain a priority for
investment over borrowing.

Ensure a declining trajectory for
public debt, both domestic and

foreign, as a ratio of GDP as well as
for debt service as a ratio of exports
of goods and services.

Within prudent limits, prioritize
domestic currency borrowing for
lines of finance that do not have
foreign returns.

Increase the tradability and liquidity
of the debt instruments and
strengthen Egypt’s financial
markets to fund SDGs spending
gaps.

Develop prudent measures

and strengthen the institutional
framework to govern the new types
of innovative financing instruments;
such as sovereign green bonds,
Islamic sukuk and climate-SDGs debt
swaps.

Strengthen fiscal risk management
and enhance fiscal and debt rules
to promote debt transparency,
accountability and reporting.

Business and

ﬂ. financial sectors

Business sector

e Translate the national planning

framework into quantifiable targets
to identify gaps and required
investments, highlighting the
potential for private investment
through information sharing.

Improve the dialogue with the
business sector, domestic and
foreign, and emphasize knowledge
sharing in a dynamic way while
focusing on sectoral and geographic
potentials.

Realize the potential of public-
private partnership through a new
approach based on international best
practices and enhance institutional
responsibilities, governance

and coordination among the

public entities and emphasize the
investment promotion approach

of the public-private partnership
framework

Adopt a clear business engagement
model with the private sector based on
well-defined "traffic light” signal- system:
e Areas for full private sector
engagement under effective
regulations (green).



e Areas for possible partnerships
with the State (orange).

e Clearly restricted areas for
operations (red).

e Align the mandate of existing zones:
economic, investment, free and
industrial with development goals,
at the national, governorate and
sectoral levels, while reinforcing
export promotion, private sector
engagement, foreign direct
investment, and integration into
global value chains.

e Ensure that investment and
production are green and smart,
supported by digitalization,
innovation, and effective logistics.

e Enhance the integration of
environmental, social and
governance considerations into the
business sector’s core strategies and
operations and showcase some of the
good examples of firms’ compliance
in the context of the preparation for
COP27.

Financial sector

e With an average share of private
Sector credit to total credit hovering
around 22%, and an average market
capitalization ratio to GDP reaching
14%, over the past three years, this
demonstrates a critical need for
improving private sector’s access to
finance.

e Improve other areas of financial services
such as insurance and leasing based on
international standards.

e Develop a comprehensive policy for
financial development to support
funding Vision 2030 ambitions and
the required growth strategy. This is
critical to complete the requirement
for development finance which
is normally based on effective
regulations, competitive market and
adequate policy framework.

* Promote the role of the financial
sector in funding socially
responsible and environment
friendly investment by:

e Providing incentives for
incorporating environmental,
social and governance
considerations into their activities.

e Ensuring financial sector’s
compliance with new rules related
to sustainability, as informed by
the Task Force on Climate-related
Financial Disclosures.

e Provide adequate investment in
digital infrastructure and new
modalities for providing financial
services through digital platforms and
enhancing relevant financial literacy
to maximize the benefits of the digital
dividends and minimize the challenge
of digital divide.

f g Trade

e Develop and implement an export
strategy with concrete measures
to achieve the $100 billion target of
exports of goods, while capitalizing
on competitive advantage and
geographic proximity.

e Diversify exports and raise their
complexity and GDP contribution
by enhancing policies related to
education, labor, governance,
institutions, infrastructure,technological
readiness and open trade.

e Promote trade with regional partners,
including Arab, African and European
countries.

e Tap on new markets by promoting
connectivity through better
transportation systems, effective
logistics, easing trade barriers,
fostering the adoption of technology
and investing in information
communication technology to support
digitalization.

e Provide institutional support for
export finance, advancing credit and
improving guarantees, to support
export promotion.

e Provide special incentives to foreign
direct investment which fosters
innovation, R&D, technology transfer
and higher value addition to reinforce
export orientation.

e Increase domestic and foreign
investment in the manufacturing and
priority sectors, to better integrate
into global value chains.

@ Science, technology,
innovation and digitalization
(STI+D)

e Adopt an overarching national
innovation strategy that ensures
sustainable operationalization by
setting measurable targets and
enforcement mechanismes.

e Increase investment in digital
infrastructure, data systems and
platforms in cooperation with the
private sector.

e Enhance the primary and preparatory
education curricula through
introducing science, technology and
innovation-enabling subjects, such as,
scientific thinking, research methods,
artificial intelligence and information
technology skills.

e Continue the current path of digital
transformation of government
services while improving the quality,
accessibility, and inclusiveness of the
digital ecosystem.

e Strengthen the regulatory framework
to address emerging risks associated
with digitalization, such as cyber
security.

i@k Data and data systems

e Develop capacities in managing
data collection and data streaming
processes.

e Create binding benchmarks for SDG
data updating frequency and level of
disaggregation, including data at the
governorate level.

e Develop initiatives to use big data to
monitor and evaluate the impact of
development projects.

e Adopt legislative reforms that contribute
to strengthened governance, particularly
laws on freedom of information and
data security.

Q Localization

e (Capitalize on the investments of Haya
Karima by enhancing productivity
and competitiveness to guarantee
that the newly developed rural
Egypt becomes a major contributor
to production, job creation, and the
export orientation of the economy.

® Adopt a financial ecosystem for
localizing the SDGs by ensuring
adequate budgetary allocations and
strengthening the local revenue
mobilization capacity.

e Ensure multi-stakeholder engagement
for the ownership of development
goals and targets, following the
participatory approach adopted by
Haya Karima.
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Acronyms

ATM
CAPMAS

CBE

CD
COVID-19
DESA

DFA
ECE
ERF
ESCWA

FDI
FFD
G20
GDP
Gl
GNI
GNP
ICT

IFPRI

ILO
IMF
INFF

ITC
ITU

LA21
MDGs
MENA

automated teller machine

Central Agency for Public Mobilization
and Statistics

Central Bank of Egypt
compact disk
coronavirus disease

United Nations Department of
Economic and Social Affairs

development finance assessment
Economic Commission for Europe
Economic Research Forum

United Nations Economic and Social
Commission for Western Asia

foreign direct investment
financing for development
Group of 20

gross domestic product
Global Innovation Index
gross national income
gross national product

information and communications
technology

International Food Policy Research
Institute

International Labour Organization
International Monetary Fund

integrated national financing
framework

International Trade Centre

International Telecommunication
Union

Local Agenda 21
Millennium Development Goals

Middle East and North Africa

MSMEs

NGO
ODA
OECD

PDF
SDGs
SMEs
SOE
STI
STI+D

UNCTAD

UNDP

UNESCO

UNICEF
UNIDO

UNODC

UNRCO

UNSD

UN-Women

VAT
VNR
WHO
WIPO

WTO

micro-, small and medium-sized
enterprises

non-governmental organization
official development assistance

Organization for Economic
Cooperation and Development

Portable Document Format
Sustainable Development Goals
small and medium-sized enterprises
State-owned enterprise

science, technology and innovation
science, technology, innovation and
digitization

United Nations Conference onTrade
and Development

United Nations Development
Programme

United Nations Educational, Scientific
and Cultural Organization

United Nations Children’s Fund

United Nations Industrial
Development Organization

United Nations Office on Drugs and
Crime

United Nations Resident Coordinator
Office

United Nations Statistics Division

United Nations Entity for Gender
Equality and the Empowerment of
Women

value added tax
voluntary national review
World Health Organization

World Intellectual Property
Organization

World Trade Organization
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The outbreak of COVID-19
and the economic gy
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erode progress made In

th e d eve | 0 p me nt a g en d a. Egypt is committed to achieving the
Sustainable Development Goals (SDGs) by

2030, and progress had been made under
many indicators since 2015. According to the
Sustainable Development Report 2021, the
country has received an SDG Index Score of
68.6 per cent and is ranked eighty-second
among 165 countries.’

ckground

Nevertheless, significant challenges remain,
especially in the context of the coronavirus
pandemic (COVID-19). The economic growth
that Egypt had achieved did not create
enough decent jobs for participants in the
labour market and adversely impacted
Egyptian households. Individuals working

in the informal sector and in poor working
conditions were more vulnerable to the
economic impacts of the pandemic. Although
the percentage of individuals living in extreme
poverty decreased to 4.6 per cent, the national
poverty headcount ratio was 29.7 per cent in
2019/20. Furthermore, the country’s moderate
Gini coefficient conceals spatial and gender
inequality in several areas, such as education
and economic opportunities.?



The outbreak of COVID-19 and the economic
slowdown may increase poverty and inequality
and erode progress made in the development
agenda; however, the economic reforms
implemented in 2018 to achieve higher economic
growth, macroeconomic stability and sustainable
public finance have increased the Egyptian
economy’s resilience to the pandemic.®

National development priorities should guide
the achievement of the SDGs since solutions
will differ based on the constraints and initial
conditions of the indicators. Eradicating poverty
(Goal 1) and reducing inequalities (Goal 10) are
prioritized in the national development agenda,
as these issues continue to face significant
challenges.*They are connected to a number of
other SDGs, such as quality education (Goal 4),
gender equality (Goal 5) and decent work and

economic growth (Goal 8).The Sustainable
Development Strategy: Egypt Vision 2030 reflects
the national development goals, which consider
the national context and development priorities
and are interlinked with the SDGs.® The objective
of the Strategy is to address the constraints
hindering development and increase the
economy’s resilience to any shocks. The Egyptian
Government works to build and strengthen
capacity and awareness for achieving the SDGs by
promoting analytical tools to measure progress
and encouraging multi-stakeholder partnerships
through the Strategy.

This chapter provides an overview of the
status of the SDGs in Egypt and the policies
that have been implemented to achieve

them. It focuses on eradicating poverty and
reducing inequalities, given the impact of
these issues on the development process

in Egypt. Section A tracks the changes in
several SDG indicators since 2015 using the
most recent available data. The indicators
were selected based on their potential
interlinkages with poverty and inequality,

as well as data availability. Section B
addresses poverty in Egypt, both money-
metric and multidimensional poverty, as well
as the characteristics of the poor. Section C
discusses the different types and dimensions
of inequality: income inequality, inequality

of outcomes and inequality of opportunities.
Section D provides an overview of the different
programmes and policies implemented by the
Egyptian Government to eradicate poverty and
reduce inequality, and section E concludes with
policy recommendations.

A.The Sustainable Development Goals in Egypt

The progress Egypt has made towards achieving
the SDGs is not uniform across all Goals. While
progress has been achieved in many indicators,
major challenges remain in various development

targets, and the country is underperforming in
achieving some Goals.® Major challenges persist
in 7 of the 17 SDGs, including zero hunger (Goal
2); good health and well-being (Goal 3); gender
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equality (Goal 5); decent work and economic
growth (Goal 8); life below water (Goal 14); life

on land (Goal 15); and peace, justice and strong
institutions (Goal 16). Goals 2, 3, 8 and 16 have
seen moderate improvement over the years,

while Goals 5, 14 and 15 have stagnated. Several
indicators are on track, such as the proportion of
urban population living in slums, the maternal
mortality ratio, the need for family planning
satisfied with modern methods, and the proportion
of the population covered by at least a 4G mobile
network. Stagnant indicators include the number of
researchers per million inhabitants, the proportion
of seats held by women in Parliament, the
proportion of the population using basic sanitation
services and carbon dioxide emissions from fuel
combustion and cement production.”

Moreover, significant challenges remain
concerning Goals 1 and 10,2 which are prioritized
in the national development agenda. As the SDGs
are not isolated objectives, progress in some SDGs
may reveal synergies with others. For instance,
eradicating poverty would ensure zero hunger and
good health and well-being. Reducing inequalities
would provide equal access to education, services
and economic opportunities, and it would benefit
the entire economy. Ensuring gender equality
would yield lower levels of poverty, higher
economic growth and increased investments in
health and education. Additionally, promoting
economic growth and providing decent jobs is
essential to reducing poverty and inequalities.®

This section explores the progress achieved in
some of the SDGs, chosen for their potential
interlinkages with poverty and inequality.

The indicators used to track these Goals were
primarily chosen based on data availability.

1. Goal 2: zero hunger

Egypt has achieved progress in many of

the indicators under Goal 2, but some
challenges remain. Since 2015, the prevalence
of undernourishment (Indicator 2.1.1) has

remained stagnant at approximately 4 per

cent of the total population, even during the
pandemic.” The prevalence of severe food
insecurity in the adult population decreased
from 8.4 per cent during the period 2014-2016 to
7.8 per cent during the period 2017-2019."

But some challenges remain. Egypt suffers
from the triple burden of malnutrition (Indicator
2.2.2): obesity, stunting and micronutrient
deficiencies (anemia). Stunting is the primary
challenge. In 2015, 16.6 per cent of children
under 5 years of age suffered from stunting in
male-headed households, with 15.8 per cent in
female-headed households. The prevalence of
underweight and wasting among children under
5 years of age was less than 10 per cent in 2015,
with a higher prevalence among male-headed
households (figure 1).

In children under 5 years of age, the prevalence
of stunting decreased from 22.7 per cent in
2014/15 to 17.5 per cent in 2017/18. Similarly,
the prevalence of wasting decreased from

8 per cent to 3 per cent over the same period,
and the prevalence of anemia decreased from
27 per cent to 22.3 per cent."?The prevalence of
anemia among women aged 15 to 49 years, both
pregnant and non-pregnant, (Indicator 2.2.3)
decreased between 2015 and 2019 but remained
above 25 per cent (figure 3).

The prevalence of
severe food insecurity
in the adult population

3.4% &
2014-2016
2017-2019 U

1.8%




Figure 1. Prevalence of malnutrition among children under 5 years of age, by gender of the head of household as determined
using the 2015 Household Income, Expenditure and Consumption Survey

16.6

15.8

Overweight Stunting Underweight Wasting

B Male-headed household B Female-headed household

Source: Central Agency for Public Mobilization and Statistics, Egypt, 2019. National Statistical Report for Monitoring the SDGs.

Figure 2. Prevalence of stunting, wasting and anemia for children under 5 years of age

Stunting Wasting Anaemia

M 201472015 W 2017/2018

Source: Ministry of Planning and Economic Development, 2021.

Figure 3. Prevalence of anemia among women (pregnant and non-pregnant)

Proportion of
women aged
15-49 years with
anaemia,
pregnant (%)

Proportion of
women aged
15-49 years with
anaemia (%)

O

29.7
27.1

B 2015 W 2019

Source: United Nations Statistics Division, 2021. Global SDG Indicators Database. Available at https://unstats.un.org/sdgs/indicators/database/
(accessed on April 2021).
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2. Goal 3: good health and
well being

Egypt succeeded in reducing the maternal
mortality ratio (Indicator 3.1.1) between 2015 and
2019.The neonatal mortality rate (Indicator 3.2.2)
per 1,000 live births increased from 6.8 in 2015
to 75 in 2019, and the mortality rate for children
under 5 years of age (Indicator 3.2.1) remained
almost constant (figure 4).™

Over the same period, there was a decrease in
indicators concerning tuberculosis incidence;
the adolescent birth rate; and the mortality rate
attributed to cardiovascular disease, cancer,
diabetes or chronic respiratory disease.The

health crises. It is worth noting that the universal
health coverage (UHC) service coverage index for
Egypt increased between 2015 and 2017 (table 1).

Figure 4. Trends in selected indicators under targets 3.1 and 3.2

49

Maternal mortality rate
(per 100,000 live births)
42.8

6.8
Neonatal mortality rate
(per 1,000 live births)

7.5

number of deaths attributed to non-communicable
diseases increased by approximately 1 per cent
between 2015 and 2019 (table 1).

20.3
Mortality rate, under 5

The COVID-19 pandemic sheds the light on the [N E

importance of the health sector. A substantial
increase in health financing and the development
of the health workforce (Target 3.c) is critical to
ensuring the resilience of the health sector and its
ability to face the current pandemic and any future

20.4
M 2015 W 2019

Source: Central Agency for Public Mobilization and Statistics, Egypt,
2019. National Statistical Report for Monitoring the SDGs.

Table 1. Selected indicators for Goal 3

Latest Year of

Target Indicator value latest value

Description 2015

Number of new HIV infections per 1,000 uninfected

3.3 331 population, by sex and age (per 1,000 uninfected population) 0.03 0.05 2019

3.3 3.3.2 Tuberculosis incidence (per 100,000 population) 15 12 2019

33 335 Numper of people requiring interventions against neglected 1640557 6.894.411 o019
tropical diseases (number)

3.4 3.41 Mortallty rate attr'lbuted' to cardlpvascular dlseall'al“e, cancer, 08.2 977 2016
diabetes or chronic respiratory disease (probability)

3.4 3.41 Number of dpaths attributed to non-communicable diseases, 383,328 386184 o019
by type of disease and sex (number)

3.7 3.7.2 Adolescent hirth rate (per 1,000 women aged 19-15 years) 59.0 51.8 2018

3.8 3.81 Universal health coverage (UHC) service coverage index 65 68 2017

Source: United Nations Statistics Division, 2021. Global SDG Indicators Database. Available at https://unstats.un.org/sdgs/indicators/database/
(accessed on April 2021).



3. Goal 4: quality education

Ensuring quality education is a key determinant
and one of the strongest and most stable
mechanisms for sustainable development. Better
education leads to reducing poverty, empowering
women and achieving food security and healthy
lifestyles. Gross enrolment in primary and
secondary education has increased in Egypt since
2015, reaching over 100 per cent and 85 per cent,

Figure 5. Percentage of gross school enrolment

respectively (figure 5). With regard to tertiary
education, the gross school enrolment rate was
35.78 per cent and 34.58 per cent for women and
men, respectively.

The gender gap in education has decreased over
the years, with females performing better than
males at all levels. The female to male ratio of
school enrolment at pre-primary, primary and
secondary levels is over 95 per cent (figure 6).
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Figure 6. Female-to-male ratio of school enrolment at pre-primary, primary and secondary levels
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4. Goal 5: gender equality

Egypt faces significant challenges in achieving
Goal 5 and has not seen improvement in a
number of indicators. Gender equality is not only
a basic right but also a necessary condition for
development, peace and prosperity. In order to
empower women, all forms of violence against
them must be eliminated in public and private
spaces. Approximately 18 per cent of Egyptian
women between the ages of 18 and 64 years have
been the victim of domestic violence, resulting in
a total cost of LE 2.17 billion (Egyptian pounds)
borne by the women and their families.™

Target 5.3 is to eliminate all harmful practices,
such as child, early and forced marriage and
female genital mutilation. According to the
latest available data, 20.6 per cent of women
aged 20 to 24 years were married before the
age of 18 years, and 89.5 per cent of girls and
women aged 15 to 49 years have undergone
female genital mutilation.™

At the economic level, female labour force
participation in Egypt is among the lowest in the
world, at only 18.46 per cent in 2019.' Egyptian
women are prevented from having equal access
to economic opportunities, owing to society’s
gender roles and the fact that they are often the
main caregiver in the household. Women spend
more time in unpaid care work, regardless of their
employment or marital status. Employed married
women spend approximately 28 hours per week
in care work, compared to only 4 hours spent by

Egyptian women
victim of domestic

violence ‘

0%

men."”” The responsibility to provide care work

is expected to increase with the pandemic and
lockdown measures, particularly in the context of
e-learning and remote work.

Limited access to economic opportunities may
also be explained by limited access to assets
such as agricultural land and digital assets.
According to the Central Agency for Public
Mobilization and Statistics,' 99 per cent of

the male population had agricultural holdings,
compared to 1 per cent of women, in 2009/10. In
2017, only 25 per cent of the female population
aged 15 years or older had access to the Internet,
compared to 44 per cent of men in same age
group.”®The COVID-19 pandemic has enhanced
the use of enabling technology through
e-learning and remote work. As a result, ensuring
equal access to technology and digital assets is a
key factor in promoting women’s empowerment.
Lastly, Egyptian women also face challenges

in the political sphere; only 15.1 per cent of the
seats in the Egyptian Parliament were held by
women in 2020.%°

b. Goal 8: decent work and
economic growth

The promotion of sustained, inclusive and
sustainable economic growth; full and
productive employment; and decent work for

all is a critical condition to inclusive growth

and poverty reduction. Nevertheless, the
economic growth achieved in Egypt did not
produce enough decent jobs for new entrants

to the labour market, resulting in an increase in
informal employment. Informal workers, defined
as those employed without social insurance,
accounted for 55.3 per cent of total employment
in 2020, with 28.4 per cent of women and 59.8
per cent of men working in the informal sector.
Unemployment decreased to 7.2 per cent in the
fourth quarter of 2020, compared to 11.3 per cent
in the same quarter of 2017.2' These informal
workers, who work in poor conditions with no
social protections, were most affected by the



pandemic and are more likely to fall into poverty
as a result of job loss and income reduction.

Women are another vulnerable group. Although
the gender gap in education has nearly closed, it
has not translated into better access to economic
opportunities for Egyptian women. Female

labour force participation in Egypt is the lowest
in the world, with only 18.46 per cent of women,
compared to 71.17 per cent of men, participating
in the labour force (figure 7). Women who are

in the labour force are primarily unemployed,
with a 21.33 per cent unemployment rate in 2019,
compared to only 6.73 per cent for men (figure 8).
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Figure 7. Female and male labour force participation rates (modelled ILO estimate) /I‘U]\
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Egypt achieved progress in the two indicators
underTarget 8.10: strengthen the capacity of
domestic financial institutions to encourage

and expand access to banking, insurance and
financial services for all. Since 2015, the number
of commercial bank branches and automated

Figure 9. Commercial bank branches and automated teller machines per 100,000 adults

teller machines (ATMs) per 100,000 adults

has increased to 6.64 and 20.07, respectively
(figure 9). Additionally, the proportion of adults
with an account at a financial institution or with
a mobile-money-service provider increased from
14.13 per cent in 2014 to 32.78 per cent in 2017.22
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B.Goal 1: end poverty in all its forms everywhere

For money-metric poverty, Egypt succeeded in
reducing the proportion of the population living in
extreme poverty (on less than $1.90 per day) from
6.2 per cent in 2017/18 to 4.6 per cent in 2019/20.
Similarly, the poverty headcount ratio at $3.20 per
day decreased from 16.94 per cent in 2015 to 9.5
per cent in 2019. In addition, 2.2 per cent of the
employed population lives below the international
poverty line. While the poverty headcount ratio at
the national poverty line increased from 27.8 per
cent in 2015 to 32.5 per cent in 2017/18, it then
decreased for the first time in 20 years to reach
29.7 per cent in 2019/20.%

According to Sen’s capability approach, poverty
is a multidimensional phenomenon, and money-
metric poverty is not sufficient to understand the

poverty situation. The Multidimensional Poverty
Index captures multiple deprivations and the
ways in which they overlap in terms of basic
services and capabilities, such as education,
health and standard of living. The indicators used
in the calculations are interlinked with the SDGs.
The Index is relevant to policy implementation, as
it helps understand the characteristics of the poor
and the contribution of each socioeconomic factor
(or indicator) to total poverty.

According to the latest Egyptian Demographic
and Health Survey, conducted in 2014, 5.2 per
cent of the Egyptian population is considered
multidimensionally poor, 6.1 per cent are
vulnerable to multidimensional poverty and
0.6 per cent live in severe multidimensional



unequal geographical distribution of income and
services is reflected in the concentration of the poor
in Upper Egypt governorates; poverty prevalence

is higher than 40 per cent in Minya, Assiut, Sohag,
Qena, Aswan and Luxor (figure 12). Education is
essential to reducing poverty, as 39.48 per cent of
the illiterate are poor, compared to only 11.50 per
cent of those with a higher university degree.

poverty. Insufficient education is a key factor in
multidimensional poverty and contributes to 53.2
per cent of overall multidimensional poverty,
followed by poor health (39.8 per cent) and a low
standard of living (7 per cent).?*

Figure 10. Multidimensional Poverty in Egypt, 2014
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Government must identify vulnerable groups and
understand their main characteristics. According
to the 2017 Household Income, Expenditure and
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Consumption Survey,? approximately 48 per cent of
the poor are female. Poverty is concentrated in rural
areas, with 67 per cent of the poor population.The

Source: Author, based on the 2017 Household Income, Expenditure
and Consumption Survey, conducted by the Central Agency for Public
Mobilization and Statistics, Egypt.
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Poor individuals are primarily employed in

the informal sector. According to the Survey,
approximately 74 per cent of the poor are
employed with no contract (figure 13). They
work primarily in construction (27.62 per cent),
manufacturing (21.28 per cent), accommodation
and food services (9.36 per cent) and agriculture
(6 per cent) (figure 14).

Figure 13. Distribution of the poor by contract type
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Source: Author, based on the 2017 Household Income, Expenditure
and Consumption Survey, conducted by the Central Agency for Public
Mobilization and Statistics, Egypt.

Figure 14. Distribution of the poor by economic sector
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In the current context of the COVID-19 pandemic,
both money-metric and multidimensional poverty
are expected to increase; 73.5 per cent of households
declared a decrease in their income, primarily as a
result of the preventive measures, unemployment
or a reduction in wages. The negative impact of

the pandemic is higher in rural areas. Estimates of
extreme poverty rates were revised in 2020, with an
expected decrease to 4.4 per cent rather than 4.1 per
cent, compared to 4.6 per cent in 2019.%6

C. Goal 10: reduce all types of inequalities

Income inequality in Egypt is perceived as relatively
low and has been decreasing over the years.

The country had a Gini coefficient of 29 in 2019,
compared to 33.7 in 2017?” Nevertheless, the
income gap between the lowest 10 per cent and

the highest 10 per cent has been consistently large;
the income share held by the highest 10 per cent

is over five times the income share held by the
lowest 10 per cent (figure 15). In 2017, the annualized
average growth rate in per capita real survey mean



consumption (or income) of the bottom 40 per cent

of the population (Indicator 10.1.1) was -2.5 per cent,
compared to -1.14 per cent for the total population.?®
In addition, 5 per cent of individuals live on less than
50 per cent of the median income (Indicator 10.2.1).%

Figure 15. Income share held by the highest 10 per cent and
the lowest 10 per cent
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Source: World Bank, 2021. World Development Indicators database.
Available at https://databank.worldbank.org/source/world-
development-indicators (accessed on October 2021).

Sociodemographic characteristics such as
gender, geographical location, education level
and employment status are key factors in
explaining inequalities in Egypt. In 2019/20,
the growth rates of household income and
expenditures in urban areas were 16.3 per cent
and 19 per cent, respectively, and 13.2 per cent
and 12 per cent in rural areas.*°

Similarly, non-economic inequality based on
gender and geographical location is persistent.
Regarding geographical location, the prevalence
of caloric deficiency in rural areas is twice

that of urban areas (figure 16); however,
malnutrition among children under 5 years of
age is higher in urban areas, particularly the
prevalence of overweight, stunting and wasting.
This geographical gap may be explained by a
difference in dietary habits and access to services
such as clean water and sanitation in the two
geographical areas (figure 17).
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Sociodemographic
characteristics such as
gender, geographical
location, education level
and employment status are
key factors in explaining
iInequalities in Egypt.

Regarding the gender gap, the underfive
mortality rate has decreased since 2015 for both
males and females but is higher among males
(figure 18).The prevalence of caloric deficiency

is lower among female-headed households,
compared to male-headed households (figure 19).
This confirms that a mother who has access to
sources of income and has the power to make
decisions might invest more in food security and
human capital for her household.

Figure 16. Prevalence of caloric deficiency by region, 2015
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Source: Central Agency for Public Mobilization and Statistics, Egypt,
2019. National Statistical Report for Monitoring SDG Indicators in Egypt.
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Figure 17: Malnutrition among children under five years of
age by geographical location, as a percentage, 2019

Figure 19. Prevalence of caloric deficiency by gender of the
head of household, 2015
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2019. National Statistical Report for Monitoring SDG Indicators in Egypt.

Lastly, there is growing census that promoting
equality of opportunities is a key factor for social
and economic justice. Inequality of opportunities
arises from circumstances beyond the control of
individuals, such as their gender, place of birth,
wealth and the level of education of their head of
household. It correlates to inequality of outcomes
because the standard of living where individuals
are born may affect their future outcomes.

Figure 18. Under-five mortality rate per 1,000 individuals, by gender
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Source: Central Agency for Public Mobilization and Statistics, Egypt, 2019. National Statistical Report for Monitoring SDG Indicators in Egypt.



Inequality of opportunities and inequality of
outcomes are not moving in tandem. For example,
inequality of opportunities increased with respect
to higher educational attainment.® The two main
contributors to inequality of opportunity in terms

of health and education are wealth and the level
of education of the head of household. When
examining the gender of the head of household,
educated mothers play a strong, positive role in
the health and education of their children.

D.Government programmes and policies to eradicate
poverty and reduce inequality

Recent economic reforms implemented by the
Egyptian Government resulted in economic
growth of 5.6 per cent in the fiscal year 2018/19,
compared to nearly 2.92 per cent in 2014. As a
result, the Egyptian economy is more resilient to
the current health and economic crisis. Economic
growth was 3.57 per cent in 2019/20 and is
expected to be nearly 2.8 per cent in 2020/21.
Egypt is considered the best performer in the
Middle East and North Africa (MENA) Region and
among emerging economies.3?

The reforms aim to achieve macroeconomic
stability and sustainable public finance.The main
components of these reforms include exchange
rate liberalization, fiscal consolidation and subsidies
reforms. Various megaprojects and several
programmes were implemented in the energy
sector, such as increasing electricity production
using efficient technology and reforming the
regulatory framework of the electricity sector. In
the housing sector, they include housing projects
targeting various income groups and cities. In the
water sector, projects seek to promote efficient use
and expand the availability of clean water.

The policies implemented by the Government

of Egypt take into consideration national
development priorities. The national Sustainable
Development Strategy is the governing framework
for all the development projects and programmes
implemented to eradicate poverty; promote
equality; ensure social justice; empower women,
youth and persons with disabilities; and achieve

balanced regional development.**The eight goals
of the Strategy are aligned with the SDGs and

the Agenda 2063 of the African Union.The first
goal of the Strategy aims to raise the standard of
living and ensure a decent life for all Egyptians.

It consists of eradicating poverty, providing a
social safety net, controlling population growth
and ensuring equal access to education and other
services, such as clean water and sanitation.®*

Social protection programmes® in Egypt play a
key role in reducing poverty and ensuring food
security, especially during periods of crisis. Food
subsidies reduced the poverty rate by three
percentage points in 2019.%3 Implemented in 2015,
the conditional cash transfer “Takaful” ensures
investments in the human capital of future
generations and empowers women. According
to an impact evaluation study conducted by

the International Food Policy Research Institute
(IFPRI), Takaful beneficiaries increase their food
consumption and improve the quality of their
diets, compared to those who do not receive the

Economic
growth of
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cash transfers. Additionally, beneficiaries spend
more on school supplies and transport to school.*”

Beneficiaries of Takaful may benefit from other
social protection programmes, such as food
ration cards and the programme “No illiteracy
with Takaful” Other programmes include “Two

is enough? to control population growth, and
“Sakan Kareem’] to improve infrastructure and
access to basic housing needs such as sanitation
and clean water.*®The latter targets 67,000
households in poor rural areas in Minya, Assiut,
Sohag, Qena and Luxor.*®

Pro-poor growth that creates decent jobs

and provides poor individuals with income-
generating activities is necessary to ensure that
poor individuals graduate from social protection
programmes. The programme “Forsa’; implemented
by the Ministry of Social Solidarity, is intended to
help be the Takaful graduation tool. It links Takaful
beneficiaries to employment services, employability
trainings and asset transfers. Forsa offers

various activities to improve access to economic
opportunities and promise financial inclusion.*

Financial inclusion is another key factor in reducing
poverty and fostering economic growth. In that
connection, the Central Bank of Egypt (CBE) has
introduced several regulatory reforms, which
include launching a microfinance initiative that
serves the unbanked and underbanked; mapping
demand-side and supply-side data that cover
households as well as micro-, small and medium-
sized enterprises (MSMEs); and launching a
mortgage finance initiative targeting low- and
middle-income beneficiaries. Furthermore, some
reforms and initiatives have been implemented
to ensure women'’s financial inclusion. These
include the promotion of village savings and
loan associations and the creation of mobile
money products specifically tailored for divorced
women to receive electronic alimony payments
in cooperation with Nasser Social Bank.*' CBE
issued guidelines to banks for collecting and
reporting gender-disaggregated data in order to
track progress in women'’s financial inclusion.

Other reforms include harmonizing the definition
of women-owned businesses and issuing

new mobile banking regulations.**To include
underserved segments in financial services, CBE
succeeded in empowering marginalized groups
by collaborating with banks and service providers
to propose more advanced products and projects
tailored to persons with disabilities, in addition to
smart cards for Egyptian farmers.*®

Another initiative aiming to eradicate poverty
and eliminate spatial inequality is “Haya Karima®,
which means “decent life” It was implemented

in 2019 with the goals of providing a decent

life in rural villages with a high poverty rate by
offering support for health, education, housing
and infrastructure, in addition to promoting
microenterprises and economic empowerment.
The initiative has reached 186,000 beneficiaries.*

With the outbreak of COVID-19, the Government
of Egypt reacted quickly to protect the population
from the painful health and economic impacts of
the pandemic. It expanded the coverage of the
programmes “Takaful” and “Karama” to mitigate
the impact on vulnerable households, extending
benefits to an additional 411,000 families.*
Furthermore, the Government provided monthly
cash transfers of LE 500 for three months to
irregular workers in the most hard-hit sectors,
reaching approximately 1.6 million beneficiaries.*

Additionally, the Government announced a
stimulus package of LE 100 billion ($6.13 billion)
to boost the economy. Other measures include
postponing loan repayment, rescheduling taxes
and reducing the price of utilities.* To support
hard-hit sectors, CBE reduced the preferential
interest rate from 10 per cent to 8 per cent on
loans in the tourism, industrial, agriculture and
construction sectors, as well as for housing

that targets low- and middle-income families.*
CBE deferred all customer payments for
corporations, individuals and small and medium-
sized enterprises (SMEs), and facilitated the use
of electronic payment methods to encourage
cashless transactions.*



E. Concluding remarks and policy recommendations

Egypt is expected to achieve several
development goals by 2030; however,
challenges remain in terms of eradicating
poverty, reducing inequality, empowering
women and creating decent jobs. These
challenges increased with the outbreak of
COVID-19, given the related health cost and
economic slowdown.

This chapter provides an overview of the current
status and trends of selected SDG indicators
since 2015, which represent development
priorities and constraints in Egypt. It focuses
primarily on Goal 1 on eradicating poverty and
Goal 10 on reducing inequalities.

Egypt achieved progress in reducing the
number of individuals living in extreme

poverty. According to the latest available data,
the proportion of individuals living below the
national poverty line decreased for the first

time in 20 years, to 29.7 per cent in 2019/20.
Poor individuals are mainly concentrated in

rural Upper Egypt. They are illiterate, informally
employed and work primarily in the construction

The proportion of individuals
living below the national
poverty line decreased to

29.77%

in 2019/20
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The Government implemented
several economic reforms and
expanded its social protection
programmes to protect
vulnerable households against
the health and economic
iImpacts of the pandemic and
to ensure that the Egyptian
economy is resilient to any
future shocks.

sector. Income inequality as measured by the
Gini coefficient is considered moderate and has
been decreasing over the years. Nevertheless,
the income gap between the highest 10 per

cent and the lowest 10 per cent is consistently
high. Similarly, the gender gap in economic
opportunities and the geographical gap in access
to services are persistent. Moreover, inequality of
opportunities has increased; wealth and the level
of education of the head of household are the
two main contributors.

The outbreak of COVID-19 and the economic
slowdown may increase poverty and inequality
and erode any progress made in the development
agenda. In this context, the Government
implemented several economic reforms and
expanded its social protection programmes to
protect vulnerable households against the health
and economic impacts of the pandemic and to
ensure that the Egyptian economy is resilient to
any future shocks.
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The Government'’s policies will determine the
path for achieving the SDGs. An integrated,
long-term approach should be implemented
to address the main development constraints
and target various Goals simultaneously,
taking into consideration the interlinkages
and trade-offs among the Goals. The following
recommendations may be considered to
eradicate poverty, reduce inequalities and
achieve other SDGs:

Ensure equal access to education, which
is the main contributor to poverty.

With the increase in remote work and
e-learning as a result of the COVID-19
pandemic, unequal access to digital
devices may increase inequality in terms
of access to education and income.
Government policies must ensure equal
access to education, technology and
economic opportunities for all individuals,
regardless of their income group, gender
or geographical location.

Tackle gender inequality by ensuring that
women have equal access to economic
opportunities and sustainable sources

of income. This would close the gender
economic gap and increase investment
in the education and health of future
generations.

Reduce spatial inequality by ensuring
equal investment in the social and
physical infrastructure of rural and urban
areas in all governorates.

Increase investment in the manufacturing,
infrastructure and agribusiness sectors

to ensure economic diversification and
resilience and to generate additional
decent jobs.

Reform and expand social protection
programmes and ensure their
effectiveness using evidence-based
research to analyse the distributive and
fiscal impacts of the various programmes.
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Accessibility and
disaggregation could
also be improved while
maintaining confidentiality.
A.The role of data
availability in policy
selection

Data are produced at an unprecedented scale.
According to Oracle, a computer technology
corporation, approximately 90 per cent of

the world’s data were created in the last

two years. Every two years, the volume of
data across the world doubles in size. Data
have become an essential part of running

operations and making decisions in both
the public and private spheres. This chapter
focuses on the connection between data
and sustainable development in Egypt by
investigating three questions:

O 90,

of the world’s data
were created in the
last two years.
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To what extent are data on the SDGs
available, accessible and usable in
Egypt, and how could they help the
Government to identify possible gaps
and courses of action?

What possible bottlenecks need to be
addressed to improve the speed and
efficiency of the Government’s data
generating process?

Even if not fully updated or complete,
could available data inform the
Government on where best to
mobilize resources in order to achieve
the maximum possible impact for
development?

66

Data collected by various
government institutions are
scattered across different
platforms, published in
different formats and are
not integrated in a central
database.

N

The objective of this chapter is to encourage
investing in efficient data systems to further
support data-driven decisions related to
development. Section B demonstrates the
significance of generating reliable data for the
current situation in Egypt. Section C assesses
official public data, particularly on the SDGs,
using various data quality parameters (primarily
availability and timeliness). Section D presents
a qualitative analysis of data generation
bottlenecks that, if addressed, could make

the process much smoother. Section E shows
the result of a brief exercise demonstrating
how data could drive development policy
trade-offs. Section F concludes with policy
recommendations.

B.The need for data-driven decisions

Given the country’s ongoing and unprecedented
level of public spending and reforms, the need
for data-driven decisions has never been greater.
Before exploring the three questions mentioned
in the previous section, it is worth exploring the

arguments in favour of investing in and making
use of credible data systems.

The Egyptian Government is embarking on a
significant public investment programme, likely
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to be of unprecedented scale. Deciding on a
course of action has therefore never been more
consequential. The Government has spent over
LE 4 trillion on public investments in the past
six years, a figure that is unmatched by any
comparable period in recent history. As a result,
spending decisions have become extremely
consequential. Given that spending levels might
not continue to rise for long, the Government
should make the most of current opportunities. It
is therefore clear that public spending decisions
must be data-driven. There are countless
examples, including determining whether to
continue subsidizing school meals, prioritize
additional metro lines or increased capacity

for ports, and prioritize schools over hospitals
and vice versa.The price tag for each of these
decisions has never been higher, given the large
and justified appetite for public investments. The
data guiding these decisions must therefore be
reliable and complete.

In addition, Egypt is undergoing a
transformational institutional reform. Parliament
is establishing laws at an almost incomparable
rate; nearly 900 laws were passed in the most
recent legislative term.The Government is also
expanding institutionally. New organizations are

being created, new cities are being constructed
and a new administrative capital is being erected.
In this context, data are particularly relevant

to continuously monitor performance and to
ensure that expanding State institutions are fit
for purpose. More importantly, data are needed
to pre-emptively avert potentially harmful civil
service practices, which far too often accompany
government expansion in emerging economies.

Lastly, governments in general, and the Egyptian
Government in particular, have perhaps never
been in greater need of objective, neutral and
impression-free foundations for decision-

making. They are under rising pressure to

justify decisions, a task that could be better
accomplished with greater access to data-driven
arguments. In Egypt, where a majority of young
people aged 18 to 35 years are informed via
social media, the public debate over government
decisions must be continuously enriched with
sound, data-informed arguments. The more data
are made available, and the more credible and up
to date they are, the more informed the public will
be.There would also be less room for baseless or
politicized views. Furthermore, decision-making
processes inside the Government itself would
benefit from impartial data to make better choices.

C. Assessment of multiple data

This section presents the results of an evaluation of
the availability, accessibility and completeness of
official data on development indicators produced
by the main statistical institutions in Egypt."

1. The Central Agency for Public
Mobilization and Statistics

The Central Agency for Public Mobilization and
Statistics (CAPMAS) is the official statistical
agency of Egypt responsible for collecting,
storing, processing and publishing data in all

quality parameters

major national and State fields at the national,
governorate and subgovernorate levels.2 CAPMAS
is also the only official agency charged with
conducting the national population and housing
census and has recently begun conducting an
economic census as well.

This section assesses the quality of data publicly
available on the CAPMAS website and published
in its reports and bulletins. To this end, the seven
data quality dimensions adopted by OECD

will be examined (i.e. accessibility, coherence,
credibility, accuracy, interpretability, timeliness



and relevance).® Additionally, three other data
dimensions that are particularly relevant to this
exercise will be assessed: data completeness,
and the frequency and level of data collection.*

Accessibility refers to the extent to which data are
available and whether they can be retrieved quickly
and easily. In general, primary data produced by
CAPMAS are not publicly available.® The website
does offer public access to select reports, such

as the economic census and an annual statistical
yearbook that includes descriptive tables and
charts for demographic, social and economic

data collected throughout the year. These data,
however, are only available in Portable Document
Format (PDF), which makes processing them for
further analysis very time-consuming. Registered
users can download additional publications,

such as monthly, quarterly, biannual and annual
statistical bulletins that contain data tables for
several indicators (also available in PDF rather
than spreadsheets). There are macro time-series
data for a few indicators that can be downloaded
as a spreadsheet but only with a maximum of two
columns (year and value). This format makes it
difficult to build data files with multiple variables,
which are necessary to perform in-depth statistical
analyses.The CAPMAS website does incorporate
an interactive tool that contains data from the
1996 and 2006 censuses. It allows users to create
queries and generate tables, charts and maps.
Unfortunately, data from the 2017 census are not
available. In conclusion, although some valuable
data sets appear to be available, accessibility
requires further improvement.

Completeness refers to the number of missing
entries in the data. CAPMAS collects data at

the micro and macro levels.® At the micro or
individual level, data are collected primarily
through surveys. Since primary data are not
publicly available, the only way to assess the
completeness of individual-level data is through
the response rates and sampling procedures
provided in the appendices or metadata sections
of published reports. Based on these criteria,
CAPMAS enjoys a respectable reputation

for following sound sampling and statistical
procedures when conducting surveys. At the
macro level, the indicators, particularly economic
indicators, are mostly complete as a result of

the automated nature of data collection (e.g.
exchange rates, stock market performance,
financial accounts, etc.). Other national
institutions are also responsible for monitoring
national economic performance indicators,
namely CBE, the Ministry of Finance, and the
Ministry of Planning and Economic Development,
in collaboration with CAPMAS under the Special
Data Dissemination Standard framework.

Coherence refers to the extent to which data are
presented in the same format for comparability
across different time points and data sets.
CAPMAS closely follows international statistical
standards in the collection and reporting of
internationally defined indicators. There is
coherence in terms of the units of measurement
as well as consistent representation of data by
CAPMAS, thus ensuring comparability across
time and for country comparisons.

Credibility refers to the reputation of the data
producer and user confidence. Accuracy refers
to the degree to which data are correctly
estimated and described. CAPMAS does
enjoy an established track record as the main
statistical body in Egypt, and the Agency follows
international protocols for reporting statistics.
Every report published by CAPMAS includes

a methodology and/or a metadata section that
documents all sampling, collection, statistical
procedures and calculations to ensure both
credibility and accuracy.

Interpretability refers to the ease with which users
can understand the data produced and the extent
to which data are reported in appropriate units,
language, definition, etc. As mentioned, any data
or statistics reported by CAPMAS are accompanied
by full documentation on the way in which they
were collected, produced and measured. All
available figures and graphs contain defining
information and variable description.
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With regard to the frequency of data collection,
this section focuses on data that must be
collected from the field and are not generated
automatically, particularly nationwide surveys
tracing longitudinal, SDG-related data on the
individual.” In Egypt, such surveys include the
Household Income, Expenditure and Consumption
Survey, the Demographic and Health Survey,

and the Labour Force Survey. Since 2008/09, the
Household Income, Expenditure and Consumption
Survey has been conducted every two years
instead of every five; however, the last available
survey dates to 2017/18. As for the Demographic
and Health Survey, its standard version is carried
out by the Ministry of Health and Population rather
than CAPMAS, and it is typically fielded every five
years to form a database with longitudinal data.
There are also interim surveys, fielded between
the standard surveys, to provide updated data on
key performance monitoring indicators. The latest
standard survey, however, was conducted in 2014,
and no interim surveys have been conducted

to date, to the authors’ best knowledge. Lastly,
CAPMAS conducts a quarterly Labour Force Survey
that includes longitudinal data on the size of the
labour force, its characteristics and geographical
distribution. This Survey also experiences

some delays in the publication of its data, as

will be discussed in the following paragraph.

In conclusion, delays exist in fielding many of
these longitudinal surveys, some of which were
due in 2019 and 2020 but were not fielded until
the first quarter of 2021.The COVID-19 pandemic
was partially to blame and also exacerbated such
delays.To address this problem, examples from
developed countries provide innovative solutions
to fielding censuses during the pandemic.®
Although phone surveys present a number of
constraints, such options could be explored in
order to collect data on crucial SDG indicators
quickly and to avoid any further delays. In fact, the
urgency of the COVID-19 pandemic drove several
United Nations bodies to conduct a number of
phone surveys in collaboration with CAPMAS and
relevant line ministries, with a view to assessing
the pandemic’s impact on vulnerable groups such
as women and MSMEs in 2020.These rapid data

collection efforts prove that data could be collected
more quickly. The results of such crisis-driven
surveys could also be linked to the SDG framework
and indicators for monitoring purposes.

Timeliness refers to the extent to which data

are up to date and whether lags exist between
the observation date and the publication date.
CAPMAS reports are published based on the
frequency of data collection and measurement:
monthly, quarterly, biannual, annual and special
reports. Since data can only be accessed through
reports and bulletins, time lags exist between
the date on which data are measured and their
publication on the website. For example, monthly
bulletins provide information on indicators

that are primarily economic, such as average
consumer prices for most food commodities,
consumer and producer price indices and foreign
trade. Although a separate report is published for
each of these indices every month, there is usually
a lag of two to three months, sometimes more,
before the bulletin is published. Figure 20 shows
some statistics from the Informatics Monthly
Statistical Bulletin for November 2020, published
by CAPMAS, which was made available on the
website at the beginning of December 2020.
Most of the statistics are from August 2020 or
earlier; very few indicators are actually from
November 2020. Although improvements have
been made regarding data timeliness compared
to previous years, it could be improved even
further. Quarterly bulletins, such as the Labour
Force Survey, are also published at the end of
the following quarter. An examination of these
reports also reveals several lags in the reported
data for biannual and annual bulletins. Most

of the indicators reported (e.g. those related to
information and communications technology
(ICT), utilities and services, health care, security
and safety) have a lag of one year. As such, the
yearly bulletins published at the end of 2020
contain figures from 2019.° Timeliness therefore
is indeed a significant drawback to the data
made available through the CAPMAS website.
Significant improvements could be made if data
are collected and made available more quickly.



Figure 20. Excerpt from the CAPMAS informatics monthly statistical bulletin of November 2020
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The level of data, or disaggregation, reflects

the level at which indicators are broken down

by subcategories such as gender, income, age,
employment sectors, geographic location and
others. Disaggregated data are a core requirement
for measuring and keeping track of sustainable
development indicators. They reveal inequalities
between different sub-categories that are essential
for policymaking. Demographic indicators reported
in CAPMAS' bulletins and reports are usually sub-
grouped by gender, age groups, urban/rural areas,
and sometimes governorates. However, there is
more room for reporting statistics using further
disaggregation, especially on a geographic and
administrative level. Egypt is divided into three
levels of administrative hierarchies (governorates;
cities/districts (marakez) and neighbourhoods/
villages). Each level at the same hierarchy is
heterogeneous, making the task of measuring
development indicators indispensable.

Relevance assesses the extent to which data
produced are relevant to the intended task. Based on
the analysis conducted, data produced on a majority
of the SDGs and their respective indicators speak to
the designated indicator. Although published data
might be outdated or incomplete, they correctly track
relevant phenomena or conditions.

In conclusion, at least three dimensions could
be improved to realize greater potential from
CAPMAS data in monitoring performance on
the SDGs and in guiding policies. First, data
must be made available more quickly to avoid
diminishing their value. Second, accessibility
and disaggregation could also be improved
while maintaining confidentiality. Interactive
platforms could be integrated to offer instant
graphs, multiple selections, trend analysis,
breakdowns by quantile and other features.™
Disaggregation requires gathering more data

at subnational levels, which might mean higher
costs. Nevertheless, given the high scores on
data reliability and consistency at CAPMAS, it is
unfortunate that the full potential of data cannot
be realized because of delays in publication or the
use of formats that complicate data processing.

Lastly, even though CAPMAS is the country’s
official data hub, it serves as the primary

source of data for fewer than half of the SDG
indicators, covering only 8 of the 17 Goals in

the 2021 voluntary national review (VNR). For

the remaining Goals, various ministries are
responsible for compiling data. These include the
Ministries of Education and Technical Education,
Health and Population, Water Resources and
Irrigation, Electricity and Renewable Energy, and
Environment. Since their primary function is to
provide public services, compiling SDG data

and making them available to the public or to
CAPMAS is not a priority. It is therefore essential
to improve the ability of these ministries to collect
relevant data and share them more efficiently with
CAPMAS or a wider audience.

It should be noted that the National Strategy for

the Development of Statistics was launched by
CAPMAS in 2019/20. It aims to achieve better
coordination between data producers and data
users and make available the data required for
development decisions.” Such a strategy is an
essential first step. As it is still in the early stages, its
progress and funding requirements must be closely
monitored in order to achieve these objectives and
carry out the suggested improvements.

2. Other public institutions
providing data related to the
Sustainable Development Goals

Other national institutions collaborate with
CAPMAS to produce and disseminate economic
and financial statistics and data.” This section
focuses on four of these institutions: CBE, which
provides data for the financial, banking and
external sectors; the Ministry of Finance, which
provides public finance statistics; the Ministry

of Planning and Economic Development, which
provides national accounts and production index
statistics based on data from other ministries as
well; and the Egyptian Cabinet’s Information and
Decision Support Center.



The CBE website has an online portal that
publishes data on a monthly basis for economic
indicators regarding the performance of the
financial and banking sectors in Egypt. Statistics
on inflation rates, exchange rates, liquidity,
interbank rates and volumes, economic indices
and stocks are all publicly available and
downloadable in the form of spreadsheets. The
statistics are complete, consistent and provided
in a timely manner every month. Given the macro
nature of economic and monetary data and
statistics, they are expected to be of higher quality
than demographic and social microdata. It is also
important to mention that the design and user
engagement of the CBE website is much better
than that of CAPMAS.

The Ministry of Finance has recently updated

its website and data portal to include a monthly
financial bulletin that reports statistics on

general economic and financial outlooks, sector
indicators, domestic prices, government debt
and fiscal and monetary sectors. The bulletin

also has a comparative analysis section that
compares the performance of Egypt with other
comparable countries in key economic indicators.
Statistics on fiscal indicators (i.e. tax/non-tax
revenues and expenditures breakdown) can be
downloaded in a spreadsheet format. The website
has undergone significant improvements to
incorporate interactive components, adopted a
user-friendly interface, and made important fiscal
data and performance indicators available online.
Nevertheless, a timeliness issue remains. There

is a lag of approximately two to three months for
the monthly financial bulletin.’”®* Moreover, some
indicators and data included in these bulletins
have a lag of one to two months (table 2). It
should be noted that these data lags are much
shorter than those found on other governmental
websites, hence data are more up to date.

O
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Table 2. Credit provided by Banks

Jun-16 Jun-17 Jun-18 Jun-19 Jun-20 Dec-20 Jan-21 Feb-21 Mar - 21

Total lending 717999 925,660 1,426,457 1,629,664 1,854,326 | 2,493,370 2,532,469 2,573,022 2,648,549

(221)  (30.4) (51.3) (14.2) (13.8] (30.5) (24.0) (22.9] (22.9)

To

Government? 66,421 172,047 354,723 452,917 542,446 | 853,888 861,833 881,110 932.049

(62.8)  (1731) (104.2) (27.7) (19.8) (60.2) (47.6) (37.7) (41.4)
Inlocalcurrency 10,8556 100,473 142,710 216,549 235,838 | 560,590 587139 607138 658,937

':Ufr?re‘;'gc 55566 71574 212013 236,368 306,608 | 275298 274,694 273972 273112
The non-

651,578 753,613 1071734 1176747 1,311,880 | 1,657,481 1670,636 1,691,912 1,716,500
government

(191 (16.5) (39.4) (9.8 (11.5) (19.4) (14.6) (16.3) (14.8)

Inlocal currency 468,502 556,967 724,503 849,775 1,038,221 | 1,406,849 1,420,939 1441445 1,469,754

In foreign

currency 183,076 196,646 347231 326972 273658 | 250,633 249,697 250,467 246,746

Memorandum items (per cent)

Credit to private
sector® / Total 82.0 72.0 64.7 62.4 62.0 60.1 59.8 60.2 59.4
credit

Non government

loans,/Deposits 43.8 43.6 42.6 38.8 38.6 38.3 38.3 38.2 37.8

Government

: 26.3 490 67.6 84.9 88.8 96.2 93.6 93.2 95.0
loans/Deposits

Foreign currency
denominated
credit to total

credit

33.2 29.0 39.2 34.6 31.3 211 20.7 204 19.6

Government
foreign currency
denominated
credit to total
government
credit

83.7 416 59.8 52.2 56.5 32.9 319 311 29.3

Denominated
credit to total
non-government
credit

281 261 324 27.8 20.9 151 14.9 14.8 14.4

Source: Ministry of Finance, Egypt, 2021. The Financial Monthly, vol. 16, No. 7 (May), p. 50.



The Ministry of Planning and Economic
Development is responsible for establishing
sustainable development plans and implementing
the country’s strategic vision in coordination with
other ministries, stakeholders and development
partners. It is the national institution in charge

of developing the statistical capabilities to
measure the impact, performance and project
completion rates to achieve the SDGs and the
Egypt Vision 2030. The Ministry’s website has a
National Accounts interactive data portal that
contains statistics on the gross domestic product
(GDP) and public investments calculated at
current and fixed prices. It can be queried for
various economic activities, time frequencies
and governorates. The Ministry collaborates with
CAPMAS, CBE, and the Ministry of Finance to
produce and publish these statistics. According
to the website of the Ministry of Planning

and Economic Development, Egypt meets the
requirements of the IMF Special Standard for Data
Dissemination in the dissemination of economic
and financial data to the public with regard to
the timing of publication and the availability of
economic and financial data (i.e. on a quarterly
basis with a maximum lag of three months).

The Information and Decision Support Center,
founded in 1985, is considered the think tank of
the Egyptian Cabinet and provides information
and expertise to support policy and decision-
making. One of the Center’s recent strategic goals
is to provide information and knowledge not only
to support policymaking but also to support the
transformation to an information-based society.
The Center conducts public opinion polls and
publishes the results in periodic reports. In 2021, it
created a dedicated portal and mobile application
that provide a number of national, African and
global data points, performance indicators and
statistics. In addition to providing data in the form
of downloadable reports and Excel tables, there
are also interactive dashboards and maps.The
mobile application increases accessibility for a
larger sector of the public, given that the number
of mobile users in Egypt has grown exponentially
in the past few years.These data are not generated

by the Center itself but are predominantly collected
and provided by other sources.

Other ministries that provide SDG-related data
include the Ministry of Communications and
Information Technology, which publishes a
monthly report on ICT indicators. In 2020, the
Ministry of International Cooperation established
a mechanism to analyse the contribution of
development cooperation to the SDGs by
mapping all ongoing projects in its portfolio to
align them with the relevant SDGs. Within this
mapping exercise, two distinct approaches were
used: (a) single SDG mapping, which identified
the primary SDG towards which each project
contributed; (b) multiple SDG mapping, which
considered the multidimensional linkages that
projects might have to different SDGs.™

Until 2017, the Ministry of Environment published
a yearly State of the Environment Report,
comprising data related to environmental and
climate change indicators. The Ministry of Trade
and Industry also has an interactive dashboard
(in Arabic) with indicators related to economic
development. The Ministry of Electricity and
Renewable Energy publishes yearly reports on
indicators related to energy, the most recent of

The number of mobile users in
Egypt has grown exponentially
in the past few years.
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which was for 2018/19. Although the Ministry of

Health and Population is primarily responsible for

the Demographic and Health Survey and other
surveys from which all data related to health
indicators are derived, it does not have a data
portal. Instead, health data are made available
through international institutions such as the
Demographic and Health Surveys Program or
UNDRP It is therefore clear that data collected by
various government institutions are scattered
across different platforms, published in different
formats and are not integrated in a central
database (such as CAPMAS). While initiatives
by ministries or CBE to disclose information
and publish data are to be commended, the
data collection process would be accelerated by
assigning the responsibility of SDG indicators
to one entity and ensuring coordination among
government bodies.

3. The need to complete and
update data on Sustainable
Development Goals

The United Nations classifies SDG indicators
into three tiers based on the following criteria:
whether the indicator is conceptually clear,
whether it has an internationally established
methodology and whether data are regularly

produced by a majority of countries.”™ An indicator

that meets the three criteria is placed inTier 1.
An indicator with a clear concept and established
methodology that lacks regular data belongs to
Tier 2. An indicator that does not meet the three
criteria is placed inTier 3. At the time of writing
this chapter, three major national sources had
reported on the availability of SDG data and
statistics in Egypt.

The VNR was published by the Ministry of Planning
and Economic Development with the support of
UNDP in 2018 and 2021."® Only 35.7 per cent of
indicators in the 2018 report are classified asTier 1.

Some of these indicators were further refined by the

United Nations Statistics Division (UNSD) in 2020

in order to measure goals with higher specificity,"”
which further reduced the percentage of Tier 1
indicators. Irrespective of the tier classification,
the 2018 report states that data exist on 106 of

the 244 indicators, or 43.5 per cent. That number
increased to 47,5 per cent in the 2021 VNR."®

According to the National Statistical Report for
Monitoring SDGs in Egypt, published by CAPMAS
in 2019, data are available for 116 indicators

(475 per cent).

The website of the Egypt SDG Observatory,
operated by CAPMAS, is an official national digital
platform for SDG indicators and data. As at 14
October 2021, data on the website were mostly
outdated, not sufficiently disaggregated and
missing many key indicators that were present in
both the 2018 VNR and the 2019 CAPMAS National
Statistical Report. Only 53 of the 247 indicators

are available (or 21.5 per cent). Table 3 displays the
extent to which data on the SDGs (as defined by the
2020 global indicator framework) are available for
Egypt through the official SDG Observatory website.

It is worth mentioning that an independent
Egyptian Women's Observatory provides data

on indicators related to women’s empowerment
and gender equality (Goal 5), as well as some
updated statistics related to other indicators. It is
published by the National Council for Women in
cooperation with Baseera, the Egyptian Center
for Public Opinion Research, an independent and
non-partisan organization established in 2012.

Data are available
for 116 indicators
of 224

4].5,

in 2021 VNR




Table 3. Tallying available Sustainable Development Goal indicators on the SDG Observatory

SDG

Number of Total number

Available

Missing

Date of most

Indicators with at
least one level of

targets of indicators recent indicator . .
disaggregation
1. No poverty 7 13 4(30.8%) 9(69.2%) 2016 2
2. Zero hunger 8 14 5(35.7%) 9 (64.3%) 2016 2
3. Good health and well-being 13 28 9(32.1%) 19 (67.9%) 2016 5
4. Quality education 10 12 4(33.3%) 8(66.7%) 2017 3
5. Gender equality 9 14 7 (50%) 7 (50%) 2017 5
6. Clean water and sanitation 8 1 1(91%) 10 (90.9%) 2015 0
7. Affordable and clean energy 5 6 1(16.7%) 5(83.3%) 2016 0
8. Decent work and economic 1 16 6 (37.5%) 10 (62.5%) 0016 4
growth
9. Industry, innovation and 8 1 4(333%)  8(66.7%) 2016 0
infrastructure
10.Reduced inequalities 10 14 1(71%) 13 (92.9%) - 0
1. Sustamallolle cities and 10 1 1071%) 13(92.9%) 2015 1
communities
12. Responsmlelconsumptlon 11 3 107.7%) 12 (92.3%) ) 0
and production
13.Climate action 5 8 0 (0%) 8 (100%) 0
14.Life below water 10 10 2 (20%) 8 (80%) 2015 0
15.Life on land 12 14 1(71%) 13 (92.9%) 2015 0
16.Peace, justice and strong 1 24 2(83%)  22(917%) 2015 1
institutions
17. Partnerships for the Goals 19 24 4(16.7%)  20(83.3%) 2017 1
Total 169 247 53(21.5%) 194 (78.5%) 24

Source: Author, with information from the Egypt SDG Observatory dashboard.
Note: Produced in October 2020 and updated in October 2021.

The discrepancy in the percentages on data

availability reported in the three national resources

highlights a problem with data integration. SDG
data are scattered across various repositories,
making it more difficult to assess data availability
and quality. A mechanism for integrating existing
and new sources of data is therefore essential in
order to build an inclusive national database that
can guide policies more effectively.

mainly related to the environment). Goal 11 on
sustainable cities and communities, for example,
has only three data points in the CAPMAS

report and one data point in the Observatory
(out of 14). Goal 12 on responsible consumption
and production has only one data point in the
CAPMAS report and one in the Observatory (out
of 13). Goal 13 on climate action has three data
points in the CAPMAS report and none in the

Additionally, delving deeper into data gaps per

indicator in these reports™ shows that some SDGs
have a particularly small number of indicators for
which data are available (Goals 11 to 15, which are

Observatory (out of 8). Goal 14 on life below water
has three data points in the CAPMAS report and
two in the Observatory (out of 10). Goal 15 on life
on land has five data points in the CAPMAS report
and one in the Observatory (out of 14).
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D. Effectiveness of data collection mechanisms

This section shares some of the insights gained
from attempts to obtain development data on
Egypt. The authors also conducted interviews? to
pinpoint whether there were structural problems or
bottlenecks in generating official development data
that impacted their potential to guide decision-
making. Two groups of obstacles were identified.

1. Problems at the source

There seems to be a lack of what could be called
“trained data officers” in various ministries

and government departments, particularly at

the local level where disaggregated data are
supposed to be collected. While the Government
has recently embarked on an ambitious project
to create digital transformation units in all
government offices, it is still unclear how much
training or authority the responsible officers will
have. Although CAPMAS and the Ministry of
Planning and Economic Development organized
workshops in 2019 to train data officers in
collecting and sending SDG data, the high
turnover rate in these positions sometimes
hampers the execution of this process. For
example, in some cases, CAPMAS had to resend
the methodologies agreed upon to the individual
ministries because the officers who had been
trained had moved to other departments.
Consequently, there is a need for continuous
rather than one-time capacity-building training
for these officers,* as well as measures to
decrease turnover. For example, officers who
receive training could be required to remain in
their positions for one or two years. The National
Strategy for the Development of Statistics,
supported by the World Bank, does include a
component on capacity-building, and its effective
implementation is crucial.

The digital transformation initiative began in
2019, so it might still be too early to evaluate
its progress. Nevertheless, based on interviews

conducted by the authors, some institutions
are still applying a slow, low-tech process

for gathering and sharing data. One such
example is sending a PDF, which either has to
be retyped as a Microsoft Word document or
filled out manually, both of which cripple data
collection and the application of relatability
checks. Another example involves saving the
forms on compact disks (CDs), which must be
sent back and forth by courier, and many new
computers no longer have CD drives. Although
this observation certainly does not apply to

all government departments (CAPMAS, for
example, conducted the latest census using
electronic rather than paper forms), such
institutional variation slows down the overall
process. Lastly, some ministries also tend to
wait to collect as much data as possible before
sending their SDG data reports to CAPMAS,
which means that data collected earlier become
outdated while other data are being completed.
Real-time sharing of data therefore is an option
that could be utilized more often.

Stronger networking among CAPMAS, the
Ministry of Planning and Economic Development
and other ministries could also speed up the data
collection process and help to identify bottlenecks
more quickly. In many cases, CAPMAS cannot
directly contact data collection officers in the
ministries because requests must be sent to the
minister’s office. Again, such bureaucratic hurdles
slow down the process.

2. The lack of a legal framework
for data availability

Egypt has made various attempts to produce
its own Freedom of Information Act. According
to interviews with individuals who have been
involved in such attempts over the years, there
have been at least five draft laws. Some were



drawn up exclusively by the Government and
some exclusively by civil society institutions,
which sometimes included the private sector.
There was also one joint draft put forward by the
Government and civil society. Although attempts
began as early as 2008, no such law has been
passed and no bill appears to be in the pipeline.
Based on interview data, the authors posit that
the two main obstacles are a lack of ownership
and concerns about the misuse of data. Both
must be addressed to allow Egypt to begin
producing better data at a faster pace in order to
guide development decisions.

With regard to the lack of ownership, previous
drafts of the bill have been introduced

by different ministries. For example, the
Ministry of Justice introduced the bill to
address legal procedures, and the Ministry of
Communications and Information Technology
introduced it to address technical issues
surrounding the publication of data. Other
ministries have been on board at different
times as well. While their participation is
essential, given the bill's complexity, no single
ministry has taken ownership of the process
in order to push it forward. Admittedly, this is
a common problem when regulating new and
multifaceted areas. Nevertheless, the issue

must be solved for the bill to be taken up again.

Assigning responsibility to one institution
would be a first good step.

Members of Parliament have repeatedly
expressed concerns about the misuse of data to
fuel the production of “fake news’, which also
explains the lack of legislative enthusiasm for the
bill. While this is a reasonable concern, it must be
emphasized that a lack of data would not solve the
problem of misuse of information. Misinformation
and disinformation have become a fact of life in a
world where billions of inhabitants are connected
to social media every day.

N

Two further dimensions stress the need to
produce such a law. First, it remains an unfulfilled
constitutional requirement. According to article 68
of the Constitution, on access to information and
official documents: “Information, data, statistics
and official documents are owned by the people.
Disclosure thereof from various sources is a

right guaranteed by the State to all citizens. The
State shall provide and make them available to
citizens with transparency. The law shall organize
rules for obtaining such, rules of availability and
confidentiality, rules for depositing and preserving
such, and lodging complaints against refusals to
grant access thereto”?? Although the Constitution
does not set a time frame for such a law to

be promulgated, its value to development in
Egypt underlines its urgency. Second, Egypt has
achieved several successes in fighting corruption,
and each periodic anti-corruption government
strategy underscores the need for information to
be free and publicly available.

E. How data could guide development decisions

This section explores the potential for data to
guide development decisions with an exercise
that demonstrates that even incomplete data
could inform decisions concerning where to
direct resources to achieve maximum impact.
It uses principal component analysis for each
Goal to determine the relative weight of its
individual indicators? in driving change. This
can be used as a first step to guide policy

decisions when choosing among several
courses of action.

The exercise began by examining SDG data for
Egypt from 2000 to 2018.2* Data from the UNSD
Global SDG Indicators Database were used, as
there are insufficient historical data points in official
national sources.? Indicators missing over 60 per
cent of the data points were excluded. Missing
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values for indicators with less than 40 per cent of
the data points missing were imputed.?® Redundant
indicators were dropped (Spearman'’s rank-order
correlation > 0.9), and then the principal component
analysis with rescaling was conducted.?” Results
are shown in table 4. Detailed information on the
indicators used, the principal components and the
eigenvalues (i.e. loadings) are presented in annex 3
and are available upon request.

With respect to Goal 1 (no poverty), policies lifting
people from below the poverty line appear to be
the most important, particularly with a focus on
access to basic services among the poor (e.g.
education, health care, water and sanitation, etc.).
The Egyptian Government recently announced a

large-scale programme to spend approximately
$32 billion on the poorest Egyptian villages. Given
the results of this exercise, the data appear to
justify this programme.

With regard to Goals 2 and 3 (zero hunger and
good health and well-being), a particular focus on
children, in terms of nutrition and mortality rates,
is most capable of making progress. As for Goal
8 (decent work and economic growth), providing
aid for exports and reducing unemployment
should receive particular attention. The Egyptian
Government has announced an ambitious goal
to increase exports from $26.1 billion to $100
billion. Concrete policies in this regard are likely
to provide a significant boost to growth.

Table 4. Most influential indicators per Sustainable Development Goal

. L L. . Number of
SDG The two most influential indicators in improving the relevant Goal indicators included

Goal 1: No poverty - Proportion of population living below the national poverty line (percentage) 6

- Proportion of population with access to basic drinking water services (percentage)
Goal 2: Zero hunger - Prevalence of malnutrition among children (wasting and overweight) 7

- Agriculture orientation index for government expenditures
Goal 3: Good healthand - Infant mortality rate 10
well-being - Neonatal mortality rate
Goal 4: Quality education - Gender parity index for participation rate in organized learning 4

- Total official flows for scholarships
Goal b: Gender equality ~ N/A? 2
Goal 8: Decent work and - Total official flows (disbursement) for Aid for Trade 7

economic growth - Unemployment rate

- Number of commercial bank branches per 100,000 adults

Source: Authors’ calculations.
2 Not enough data to perform analysis.

F. Conclusion and policy recommendations

This chapter set out to examine the extent to
which national data on SDGs are available,
accessible and usable in Egypt. The analysis
points to a need for SDG data to be produced
more quickly and with more detailed
disaggregation in order to better identify both
geographical and social gaps in development.
A mechanism for integrating existing and new

sources of SDG data, which are currently scattered
across different repositories, is essential to
building an inclusive national database. Moreover,
some data bottlenecks could be addressed to
improve the efficiency of the Government'’s data
generating process. These mainly pertain to
training data officers and improving networking
among the various data gathering institutions.



There are two additional arguments in favour of data-
informed development decisions. First, the coming
years will almost certainly be even more data-driven,
as both individuals and Governments are doing more
online than ever before.The COVID-19 pandemic

has only accelerated this trend, which provides an
opportunity for the Egyptian Government to collect
more data in real time.This trend also creates the
potential for big data analysis, particularly as the
Egyptian Government is launching a number of
e-portals to provide specific services. While some
government projects already use big data, mainly to
detect fraud and suspected corruption, there do not
appear to be any initiatives to monitor development,
assess the impact of development projects or
compensate for the lack of data on many SDG
indicators. The use of big data would first require
investing in data specialists, which would be a good
starting point to unlock this potential.

Second, in the age of misinformation, continuous
publication of data is the best way to counter
“fake data” In today’s world, individuals are and
will continue to be hungry for data every day, if
not every hour. Whether governments approve
or not, data about government performance

and indicators will continue to pour from
unauthorized sources. Sustainable development
indicators are prime candidates for potential

fake data. Indicators on poverty, the spread of
diseases, pollution and social spending are but

a few examples. Consequently, disclosing data
about such indicators in a timely, transparent
and accessible manner is becoming essential for
a country in which a majority of the population
obtains information from social media outlets. By
investing in a culture of trust in government data,
whether they are positive or negative, the space
for fake data shrinks. If accurate official data are
easily accessible to all (the public, researchers,
decision makers, media and intelligentsia), users

would develop a collective resistance to fake data.

In light of the analysis presented in the

chapter, the authors would like to propose the
following policy recommendations in the area of
strengthening data and data systems:

66

Stronger networking among
CAPMAS, the Ministry of
Planning and Economic
Development and other ministries
could also speed up the data
collection process and help to
identify bottlenecks more quickly.

Training — and decreasing the turnover
of — data officers at the different line
ministries while achieving greater
networking between them and CAPMAS.
The purpose of that training would be to
increase human capacities in managing
the data collection and data streaming
processes. Such training could be
supported by several UN bodies.

Ensuring greater integration of SDGs
indicators into the periodic surveys
published by CAPMAS. These surveys
have the advantage of being tailored for

2 disaggregated data and are conducted
frequently. Linking them to the SGD
framework would ensure that more
SDG-related data are generated regularly.
(short term)

Creating some binding benchmarks
regarding the updating frequency and
level of disaggregation of SDG data.

3 These benchmarks should then be met by
government agencies. Obviously, before the
issuing of such benchmarks, the relevant
resources (human and technological) have
to be made available to enable meeting the
benchmarks. (medium term)
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Unifying data the depository for SDG data
(possibly at CAPMAS), to make sure SDG
data are integrated in one national and
all-inclusive source that can be used more
effectively to guide policies. (medium term)

Develop initiatives to use Big Data to
monitor development, assess the impact
of developmental projects or compensate
for the unavailability of data on many

SDG indicators. Certainly, Big Data is an
area that first requires investing in data
specialists. This would be a good starting
point to unlock such potential. (short term)

Disclose data about SDG indicators, in

a timely, transparent, and accessible
manner and invest in a culture that
supports trust in government data -
whether positive or negative — the space
for ‘fake data’ shrinks. This should be
associated with adopting legislative
reforms that contribute to strengthened
governance, particularly laws on freedom
of information. (short term)

The Egyptian Government announced a
large-scale programme
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Additional data on SDG indicators for Egypt are available on international data portals managed by the United Nations and its specialized agencies
(e.g. ILO, UNCTAD, FAQ, etc.). However, this data assessment section is only concerned with national Egyptian sources that are used to provide national
policy recommendations.

These include public finance and national accounts, macroeconomic indicators, domestic and foreign investments, domestic and foreign trade, income
and standards of living, poverty, subsidies, manufacturing, markets and prices, the labour force, transport, mining, information and communications
technology, utilities and services, health care, security and safety, education and research, entrepreneurship, agriculture, water resources and irriga-
tion, food security, demographics, youth, women, childhood and maternity, sports, social insurance, the environment, and press and media.

OECD, 2017.

Pipino and others, 2002.

For example, researchers or academics who wish to acquire raw data must submit a formal request for approval and pay a fee corresponding to the
amount of data requested.

On the individual or micro level, CAPMAS conducts national surveys to collect data on population demographics, health care, education and access

to services and technology, among others. On the macro level, CAPMAS collaborates with other public institutions such as the CBE, the Ministry of
Finance and the Ministry of Planning and Economic Development to produce macroeconomic data (i.e. data on public finance, national accounts, trade,
and domestic and foreign investments).

The authors differentiate between longitudinal and panel data in that longitudinal data arise from collecting observations from different units (i.e. indi-
viduals) over time (i.e. equivalent to time series), while panel data arise from repeated observations of the same unit (i.e. individuals) over time.

The Economist, 2021.

While the most recent biannual bulletin available on the CAPMAS website (accessed in December 2020) was dated December 2020, the second most
recent issue dated back to 2017, leaving a significant time lag. Moreover, the latest annual bulletin available on the CAPMAS website was published in
October 2020 but contained statistics on marriage and divorce from 2019.

While writing this chapter, the authors were informed that there were plans to upgrade the CAPMAS website substantially. This would certainly be a
step in the right direction.

For more details, see the 2020 CAPMAS Quality Assurance Framework for Statistical Data.

Attempts were made to preserve the distinction between data (raw numbers and/or information) and statistics (data compiled and treated for later use)
wherever possible when describing the information provided by each institution. Nevertheless, it should be noted that sometimes the lines of demarca-
tion are not very straightforward.

For example, when accessed on 21 August 2021, the latest financial report available on the website was for May 2021.

More information on the mapping methodology can be found on the Ministry’s website: https://www.moic.gov.eg/en-US/Sectors/Index?na=110.

UNSD, 2020.

Egypt published its third VNR in July 2021, highlighting challenges caused by the COVID-19 pandemic. Annex 2 has been updated to include the indica-
tors available in that report.

Annual refinements of indicators are included in the global indicator framework as they occur.

For a list of available indicators and their sources, see annexes 1 and 2 in the VNRs.

Annex 2 includes details on the available indicators for the three national sources. For indicators with available data, the annex provides the year of
the latest figure available and the levels of disaggregation (if they exist). Note that annex 1 of the 2018 VNR of Egypt provides the aggregate availability
of data according to CAPMAS in 2018, while annex 2 reports the actual data points for some of the indicators, which are fewer than those reported in
annex 1. The authors included indicators available for the 2021 VNR as well.

The authors conducted interviews with a senior official at CAPMAS responsible for managing SDG-related data that flow in from various government
ministries. An interview was also conducted with a former advisor at the Ministry of Planning and Economic Development.

For example, Egypt may benefit from support from UNCTAD to improve the generation of statistics on trade in services. For more information, see the
project “Strengthening statistics on internationally trade-in-services” for countries of the West African Economic and Monetary Union, as well as the
project “Train for trade”.

Constitute, 2021, p. 24.

Lafortune and others, 2018. Principal component analysis is a technique for dimensionality reduction and feature selection. The analysis is conducted
using SDG data to elicit the most important indicators (i.e. assign them weights) to determine which are the main drivers of performance. Given that
there are 17 Goals comprising 247 indicators, it is reasonable to assume that not all indicators have the same importance or significance in driving
progress. Principal component analysis can help decision makers to set priorities in targeting demanding issues that hinder progress.

The authors acknowledge that indicators have changed during this period and include only consistent indicators and proxies.

Data downloaded from the Global SDG Indicators Database on 13 January 2021.

Imputation was done using the regularized iterative principal component analysis algorithm.

Eigenvectors (i.e. the main components that carry change and in which the most variance or information lies) are calculated and sorted to determine
the principal components. The first principal component holds the most variance, then the second, then the third, etc. After determining the eigenvec-
tors, eigenvalues (i.e. loadings) attached to each eigenvector are listed to give the amount of variance carried in each principal component. These
loadings determine the weight or importance of each indicator in the principal component. In order to determine the most influential indicators that gov-
ern change for each Goal, loadings of the first principal component are investigated. Indicators with the highest loadings (i.e. eigenvalues) in the first
component are therefore the most influential in determining the change in performance for the respective Goal. Knowing the most influential indicators
can help decision makers to pinpoint the main indicators that drive change in SDG performance and act accordingly.
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The INFF is an integral
component of a holistic, = =
results-driven framework s " : "“
to measure progress 7
towards the SDGs.

Background

Achieving the SDGs at the country level
depends largely on the ability to harness
different sources of financing, whether
private or public, through domestic or
external flows. Countries with significant
gaps in terms of achieving the SDGs are
expected to simultaneously increase

the volume of financial flows and
enhance their diversity. Fortunately,
countries are now facing a financing for
development (FFD) landscape that is more
diversified and therefore offers various
financing opportunities. Nevertheless,

it is also becoming clear that the global
financing agenda for the SDGs wiill

not be sufficient to meet the growing
challenges. This is particularly true given
the significant economic scarring from
the COVID-19 pandemic and its medium-
to long-term impact on indebtedness.
As a result, countries must inevitably
rely on home-grown solutions as 2030
approaches.



The objective of this chapter is to contribute
to the development of an integrated national
financing framework (INFF) for Egypt. The
framework is useful in assessing the financing
challenges and opportunities regarding the
achievement of the SDGs, and it is being
increasingly adopted by developing and
emerging economies. It is fundamentally a
tool to gauge the adequacy of the scale and
mix of current FFD flow in terms of achieving
the SDGs. The framework is composed of

four building blocks: assessment, financing
strategy, monitoring and governance. It also
studies the role of government policies and
institutional design in addressing financing
challenges, which allows for the identification
of gaps and missed opportunities. This
information can be utilized to leverage new
flows, scale up existing ones and change the
mix of flows to deliver better outcomes. It is an
integral component of a holistic, results-driven
framework to measure progress towards

the SDGs.

At the core of the INFF is the development
finance assessment (DFA), which is considered
the first building block. It provides a
quantitative and qualitative assessment

of the current flows and the ability of the

Government's financing strategy to identify
potential risks and highlight sustainability
concerns. In other words, the DFA is the
diagnostic component of the INFF. Based on
the DFA, a more policy- and action-oriented
assessment is undertaken to identify priority
flows and discuss the options by which policy
and institutional reforms can strengthen the
existing financing framework. The DFA and
subsequent policy assessment are undertaken
in sections B and C, respectively, of this
chapter. Section A provides a brief overview
of the recent progress made by Egypt on
various socioeconomic indicators with direct
links to the SDGs and discusses the pillars of
the country’s long-term development strategy.
Subsequent chapters in the report delve
deeper into the assessment and diagnostics of
each financial flow, with more specific policy
assessments and recommendations.

While this chapter focuses on assessing the
financing landscape in Egypt and provides
potential policy solutions, it is worth
emphasizing that a comprehensive INFF

goes beyond the analytical framework. It
requires government-led policymaking that
articulates a clear financing strategy to match
national developmental objectives, as well

as institutionalization efforts that establish
relevant mechanisms for coordination,
monitoring and governance. In fact, in

March 2021, the Government of Egypt,
represented by the Ministry of Planning and
Economic Development, signed a cooperation
protocol with the Joint Sustainable
Development Goals Fund to assess the
financing needed to meet its developmental
objectives.? In that respect, this chapter acts
as a supportive analytical guide and will serve
as a solid foundational base in establishing a
comprehensive INFF for Egypt, together with
the results of the United Nations Joint Fund
Support Project for Integrated Financing for
Sustainable Development Goals in Egypt and
the Guiding Principles for Sustainable Finance,?
recently published by CBE.

(L
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A.The integrated national financing framework in the
context of national development objectives

1. The socioeconomic-
environmental context

The Egyptian economy enjoys a number of
strengths that position it to make substantial
progress towards the SDGs. The country has
significant growth potential, given its diversified
economy and industrial base, abundant labour and
decent reservoir of natural resources, coupled with
its enhanced infrastructure and strategic location.
Furthermore, the Government has secured

many bilateral and multilateral agreements on
investment and trade, and recent policy reforms
have attracted the attention of investors.

The economy enjoyed high growth rates from
2006 to 2020, with an average growth rate of

2.4 per cent in GDP per capita.*The period 2011-
2016 witnessed a slowdown in growth; however,
an expansionary fiscal policy stance helped

to revive growth and generate employment

for entrants to the labour force, an average of
approximately 470,000 per year, according to the
CAPMAS Labour Force Survey. Between 2005
and 2019, the economy witnessed increased
diversification in its production base and an
enhanced use of factors of production. In the
previous five years, the economy also saw a
significant upgrade in infrastructure, particularly
in the energy sector, which currently enjoys
excess capacity and an improved energy mix.
The share of renewable energy production
reached 8.8 per cent in 2018/19, up from 5 per
cent in 2015. It is targeted to reach 20 per cent
by 2022, as several large solar and wind energy
projects go fully online.’The unemployment

rate has fluctuated with the business cycle but
has generally been on the decline since 2013. It
remained in single digits during the pandemic,
reaching 7.2 per cent in the fourth quarter of 2020.

Overall, growth was not inclusive, as evidenced
by the increase in inequality and the persistent
urban-rural development divide (Goal 10). With
regard to the labour market, the female labour
force participation rate remains extremely

low, female youth unemployment (20-29 age
group) remains exceptionally high and general
policy frameworks are not gender sensitive
(Goal 5). The economy’s limited dynamism did
not enable the creation of sustainable decent
jobs in high productivity sectors, and informal
employment has increased as a share of total
employment over the past few years (Goal 8).

In addition, decades of cheap non-renewable
energy prices (Goal 7) have helped to create and
sustain energy-intensive industries (e.g. steel,
cement and fertilizers), in which Egypt does not
necessarily have a competitive advantage. These
industries also did not help to create decent jobs
(Goal 8) at a rate that kept pace with growth in
the population and the labour force (Goals 1 and
2). Furthermore, they did not contribute
positively to the country’s environmental
progress (Goals 12 and 13).

The economy enjoyed high
growth rates from 2006 to 2020

Ao,

average GDP per
capita



In some measure, underlying structural
challenges can account for the fact that some
socioeconomic-environmental outcomes with
direct relevance to the SDGs did not fare better
with economic growth. First, the pace and
direction of the structural transformation were not
conducive to inclusive growth, as it was largely
driven by an expansion in factors of production
(labour and capital) rather than increases in
productivity. Furthermore, the contribution of
labour reallocation across sectors to overall
productivity growth was negative over the period
2000-2010, indicating that more labour moved
into low productivity sectors.® Currently, three
sectors (agriculture, construction and public
services) in which productivity is significantly
below average employ approximately two thirds
of the labour force.”

Second, there is a low rate of manufacturing
value added per capita and little technological
upgrading in industrial output (Goal 9).
Manufacturing value added per capita currently
stands at $480, compared to an average of
$807.50 in lower-middle-income economies.®
Non-oil manufacturing value added as a per
cent of GDP dropped to 11.7 per cent in 2019/20
after witnessing marginal progress; it had
increased from 12 per cent in 2015/16 to 12.7 per
cent in 2017/18.° While it could be argued

that Egypt shows symptoms of premature
deindustrialization, the country’s labour and
natural resource endowments still offer strategic
advantages that can be utilized with supporting
policies. Limited efforts in technological
upgrading are reflected in the meagre share
that medium- and high-tech exports hold of the
country’s total exports.

Third, the Egyptian economy lags behind in

trade openness, which stands at 43.3 per cent of
GDP, compared to an average of 54.5 per cent in
lower-middle-income economies.®There is broad
consensus that trade openness offers a window
of opportunity for making significant progress

on many of the SDGs." The low degree of
economic openness in Egypt reflects protectionist

tendencies that still persist in some sectors.
Chapter 9 assesses the country’s trade portfolio
and policies in detail and discusses trade as a
potential engine for growth.

The aforementioned structural impediments

are not all a product of circumstance. Policy
decisions over the previous decades have been

a contributing factor. These structural challenges
deepened over time as a result of rigidity and
informality in labour markets, occasionally
inconsistent macroeconomic policies,
administrative pricing, lax competition policy
frameworks, overly protective trade policies and
a lack of sufficient financing for the private sector.
In addition, Egypt could not adequately capitalize
on opportunities offered by the ICT revolution and
the growing importance of global value chains.
Both were drivers of growth and development in
other developing countries in the last 30 years."

With enhanced policy frameworks, some of
these structural impediments are currently
being addressed. The first phase of the National
Program for Economic and Social Reform
(2016-2019) is credited with increasing growth
and employment, containing inflation after

the flotation of the exchange rate and making
progress in fiscal consolidation. The upcoming
second phase of the programme, announced

by the Ministry of Planning and Economic
Development in 2021, focuses on structural
reforms to improve the business environment
and boost competitiveness. It also focuses on
manufacturing, ICT and agriculture, given their
high potential for growth and added value, their
relative weight in the GDP and their forward and
backward linkages. These new policy frameworks
are coupled with reforms in the tax collection
system, with a view to broadening the tax base
without increasing the tax burden by promoting
digitization, removing inefficiencies and
formalizing the informal economy.

Notwithstanding this ambitious policy
agenda, further work is needed to unleash
the necessary dynamism for inclusive and
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sustainable growth and to ensure the optimal
use of available resources. Higher productivity
gains are necessary for the Egyptian economy
to achieve the higher growth rates needed to
meet socioeconomic challenges. Technological
upgrading and an effective national innovation
system are central to realizing these
productivity gains.

2. Pillars of the long-term
development strategy in Egypt

Egypt Vision 2030 is the national document
outlining the sustainable development strategy
along economic, social and environmental
dimensions.The plan provides policies

and programmes, along with indicators for
monitoring, which align with achieving the SDGs.

Taking into account existing challenges and
potential opportunities, the development strategy
is centred on creating a path for inclusive growth
to meet the needs of a growing population with a
youth bulge, as Egypt completes its demographic
transition. This requires addressing existing
challenges such as upgrading the infrastructure,

investing in affordable housing and mitigating
the impact of water scarcity. In addition, to
capitalize on the potential provided by a growing
population, a national plan for overhauling the
education system has been enacted.

Inclusive growth requires a stronger focus on
the quality of growth to ensure that it is driven
by productivity enhancements and positive
structural transformation. As a result, education
reform and targeted programmes for retraining
and reskilling the labour force are a fundamental
pillar in the country’s long-term success in
meeting the SDGs. Fostering innovation and
technological upgrading both in production

and exports is essential for making gains and
achieving deeper global integration.

Also central to the achievement of this
ambitious vision is collaboration among

the Government, the private sector and civil
society. Stakeholder engagement is crucial

to the success of the development strategy.
Accordingly, section C explores the integration
of different types of financial flows from the
Government, the private sector and civil society,
in addition to donor support.

B.Development finance assessment

The DFA is an analytical mapping tool for studying
financial flows in the economy with the intention of
capturing trends, identifying gaps and highlighting
sustainability concerns. It also identifies missed
opportunities to leverage particular FFD flows

and, therefore, forms an integral component of

the INFE The methodology is outlined in the UNDP
Development Finance Assessment Guidebook.™

The DFA distinguishes financial flows along two
dimensions: private versus public flows and
domestic versus external flows, with public-
private finance as a cross-cutting flow (table

5). Private flows comprise various forms of

domestic and foreign private investment, as well
as non-commercial private flows through non-
governmental organizations (NGOs), philanthropy
and remittances. On the other hand, public flows
pertain to the Government’s capacity to raise
funds domestically through tax revenues and
borrowing, in addition to external support provided
through official development assistance (ODA),
South-South cooperation and climate financing.

It is worth noting that some of the categories of
funding straddle the classification boundaries

of table 5. For instance, NGO flows can be both
domestic and external, and public borrowing can
be from either domestic or foreign institutions.



Table 5. Types of financing for development flows

Private

Public

- Commercial: private investment, corporate

- Government revenue (tax/non-tax)

bonds, credit to private sector.

Domestic , .
+ Non-commercial: foundations and non-
governmental organizations.
- Commercial: foreign direct investment (FDI),
External portfolio investments.

(L

Public-private - Public entities’ revenues
flows such as
public-private
partnerships

- Public borrowing

and blended - Official development assistance
finance (grants and loans)
structures

- South-South cooperation

- Non-commercial: remittances.

- Climate finance

Source: Authors.

The focus of the DFA is to undertake a mapping of
these flows to identify persistent gaps and missed
opportunities. Figure 21 shows an initial mapping
of some of these flows along three dimensions:

(i) relative weight with respect to total FFD flows
(bubble size in the chart), (ii) the Government's
ability to control or influence these flows, and (iii)
the ease with which these flows can be aligned to
the country’s development priorities.™

Figure 21 shows that government revenue and
public borrowing are both under the control
of government policy and can be deployed to
spending programmes that are easily aligned

with development objectives. This is in contrast
to domestic private investment, remittance and
FDI. During the periods 2005-2014 and 2015-
2019, government revenue represented the
main source of financing, although there was a
significant drop during the latter period. While
domestic private investment was the second
largest source of financing during the period
2005-2014, it retreated to the fourth place

in recent years, during which government
borrowing and remittances increased in
relative importance. Both FDI and ODA saw

a decline from 2015 to 2019, compared to the
earlier period.

Figure 21. Financing for development flows — mapping for Egypt
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Egypt financial flows (average percentage of GDP, 2015-2019)
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Source: Authors, using data from the Ministry of Finance of Egypt, the CBE and the World Bank World Development Indicators Database.

These flows are intricately linked to other
economic developments, particularly in relation
to the fiscal stance and the financing of trade
and current account deficits. They also relate

to the private sector’s willingness and ability

to channel investment flows into the economy,
which partially depends on the existence

and outlook of any internal and external
macroeconomic imbalances, as well as the
overall regulatory environment and institutional
framework governing business investment. These
interlinkages are further discussed in section D.

1. Mapping of financial flows for
development

The development of domestic public flows related
primarily to government tax and non-tax revenues
is examined in relation to the overall fiscal policy
stance in order to gauge the extent of reliance on
public borrowing as a complementary resource

to government revenues. Figure 22 shows that
government revenues have stagnated in the

range of 18 to 19 per cent of GDP since 2011,

with tax revenue comprising over two thirds of

total revenue. This range is distinctly lower than
the average revenue over the period 2007-2010,
which was 24 per cent of GDP. On the expenditure
side, government spending witnessed an increase
from 2012 to 2014 as a countercyclical measure to
revive growth rates, which had plummeted since
2011. As a result, the government budget deficit
increased to reach a high of 12.8 per cent in 2013.
The fiscal stimulus helped to revive the economy
but required an increase in public borrowing. As

a result, domestic debt increased significantly,
from 73.9 per cent in 2012 to 96.7 per cent in 2016,
before retreating. Nevertheless, total debt was
well on the rise due to an increased reliance on
external borrowing since 2017

Domestic debt increase

o

2016
2012



Figure 22. Domestic public flows and the fiscal policy stance
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Government budget balance Total debt®
2007 -5.6 2005 323
0.8 93.7
2008 -6.8 2006 27.5
12 95.1
2007 229
2009 -6.6 84.7
-1.6
2008 20.8
2010 -8.1 73.5
-2.1 2010 16.7
72.5
2011 -10.0
-3.8 2009 15.4
73.7
2012 -10.0 2011 14.18
-3.8 76.2
2013 -12.8 2012 12.3
-4.9 73.9
2013 15.0
2014 -11.
113 34 82.1
2014 15.1
2015 -12.0 853
-3.1
2015 14.4
2016 -12.0 86.6
-3.1 2016 16.7
96.7
2017 -10.7
16 2017 33.6
91.1
2018 -9.5
2018 36.9
0.3
2019 -8.0 2019 359
2.0
-14  -12 -10 -8 -6 -4 =2 0o 2 4 0 20 40 60 80 100 120
[ Overall balance (% of GDP) [ Total external debt (% of GDP)
[l Primary balance (% of GDP) B Gross domestic debt (% of GDP)

Source: Authors, using data from the Ministry of Finance of Egypt, the CBE and the World Bank World Development Indicators Database, accessed
October 2020.

a Data for gross domestic debt was unavailable for 2018 and 2019.



In 2016, amid significant pressure on the

exchange rate, the Government signed an 66

Extended Fund Facility with the IMFE It included

an ambitious programme of economic reforms FI’O m 201 4, d ome Stl C p rivate

centred on two main pillars for macroeconomic

policy: the flotation of the exchange rate and fiscal inve Stm e ntS h ave rema | ne d
consolidation to achieve a primary surplus in the IOW OWi n g tO a num b er Of

government budget. This resulted in a gradual

decline in the overall deficit. inte rC 0 n n e Cted fa Cto rS.

Concomitantly with the increase in the
government budget deficit, domestic private

flows in the form of private investments remained low, owing to a number of

witnessed a notable retraction. As seen in interconnected factors. It began with

figure 23, the decrease in private investment deteriorating domestic business activity due to
began in 2008 in the aftermath of the global a shortage of foreign exchange, coupled with
financial crisis, followed by a partial rebound in increased uncertainty about the future of the
2009 and 2010. From 2011 to 2013, the decline in exchange rate parity. After the flotation, and in
private investments accelerated, largely owing response to a strong surge in inflation, CBE hiked
to the political turmoil in Egypt and the region. interest rates by 7 per cent, which increased
From 2014, domestic private investments have borrowing costs for businesses.

Figure 23. Private sector flows

Gross fixed capital formation, private sector (percentage of GDP) Foreign dierct investment, net inflows (percentage of GDP)
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Personal remittances, received (percentage of GDP)
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Source: Authors, using data from the CBE and the World Bank World Development Indicators Database, accessed October 2020.

External private flows in the form of FDI also
declined sharply in 2011 and then began to
recover gradually; however, FDI levels currently
stand at approximately 3 per cent of GDP.This
remains below the impressive levels achieved
before the 2008 financial crisis, when it reached a
record high of 9.3 per cent in 2006. Over the same
period, particularly since 2017, remittances have
come to play an increasingly important role as a
flow of private funds.They made up an average of
9.8 per cent of GDP from 2017 to 2019.

It is instructive to study the mapping of

financial flows with regard to the following key
macroeconomic identity: S — 1 = CAB, where S
and | denote domestic savings and investment,
respectively, and CAB denotes the current account
balance. This identity highlights the dynamics of
investment flows in relation to domestic savings
and their impact on national external accounts,
which facilitates an assessment of external
sustainability. To incorporate the fiscal stance into
the analysis, the savings-investment (Sl) balance
can be further broken down as follows:

(Sp -1Ip) + (Sg - Ig) = CAB
where (Sp - Ip) and (Sg - Ig) denote private and

government Sl balances, respectively.

As shown in figure 24, the government Sl balance
was consistently negative, increasing in line with
the budget deficit from 2011. This development

weighed heavily on the overall Sl balance and the
current account deficit. This was particularly the
case during 2014/15 and 2015/16, which also saw
a smaller surplus in the private Sl balance. Egypt
has been in this “twin deficits” predicament since
2007/08, with both the government budget and
the current account recording large deficits. The
current account deficit may also be reflective of
other factors, such as demographic changes and
trade developments.®

FDI levels currently stand at
approximately

3% @c\ﬂg

of GDP

This remains below the
impressive levels achieved
before the 2008 financial crisis,
when it reached a record high of
9.3% in 2006.”



Figure 24. Emerging twin deficit dynamics Figure 25. Net international reserves and net foreign assets
of commercial banks
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Source: Authors, based on the Central Bank of Egypt reports on the
Source: Authors, based on IMF country reports for Egypt. external position of the Egyptian economy (2005/06 to 2019/20).

The emergence of a persistent current account the latter remain at low levels, CBE managed
deficit since 2007/08 requires financing on to shore up international reserves despite the
the capital and financial account side of the persistent current account deficit by resorting to
balance of payments. During the period 2008- alternative means of financing, with increased
2010, the economy relied on FDI to close reliance on portfolio inflows and external

the bulk of the funding gap (figure 23).The borrowing in recent years. The moderate
remainder was financed by drawing down increase in FDI since 2017 was not sufficient to
international reserves and the net foreign finance the current account deficit induced by a

assets of the banking sector (figure 25). While large government Sl gap.
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It is worth noting that while the

COVID-19 pandemic caused considerable
disruptions to the external environment, the
pandemic itself did not create a new situation
for Egypt but rather served to aggravate the
macrofiscal challenges that the country was
already attempting to overcome. Projections in
section 4 elaborate on this point.

2. ldentified shortfalls

To better understand the mapping of FFD flows,

it is also instructive to understand national
private and public flows in a comparative context,
measuring them against peer economies that
share similarities. The comparator group includes
Bangladesh, Colombia, Indonesia, Morocco,
South Africa, Turkey and Viet Nam.®

Figure 26 shows the comparative position of
Egypt on economic indicators that have direct

and indirect effects on FFD flows. The national
gross domestic savings rate, at 4.8 per cent of
GDP during the period 2015-2019, is quite low in
comparison. It also witnessed a marked decline
compared to the period 2005-2014.This largely
reflects the increase in the fiscal deficit over the
more recent period. Despite impressive fiscal
consolidation efforts in recent years, Egypt still
runs an excessive fiscal deficit, which averaged
10.1 per cent of GDP during the period 2015-2019.
The deficit level is more than double that in
comparators. With more historical perspective,
the country’s fiscal deficit was quite high during
the period 2005-2014 as well. Even with zero fiscal
deficit during these two periods, which would
boost gross domestic savings by the magnitude
of fiscal savings, the savings rate for Egypt would
still appear modest in comparison, especially
during the latter period. Helmy shows that
household saving behaviour in Egypt depends on
income distribution and the degree of access to
financial services."

Figure 26. Country comparison: savings, fiscal deficit, private sector credit and inflation
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(c) Domestic credit to private sector (percentage of GDP)
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Source: Authors, based on the World Bank World Development Indicators Database, accessed October 2020.

There was also a heavy reliance on the domestic
banking sector to finance the deficit, which

naturally decreased the pool of credit available to
the private sector. While Egypt fared better on this

indicator during 2005-2014, as is shown in figure
26 (c), access to credit deteriorated during the
period 2015-2019, in line with the increase in the
fiscal deficit. To a large extent, this underlies the
decline in private sector investments (figure 23).
High inflation has a detrimental effect on the

investment rate and on growth in general.®
Egypt witnessed elevated levels of inflation
relative to its peers and a notable increase in
inflation volatility for the period 2015-2019,
primarily owing to a surge in inflation after
the flotation of the exchange rate in late 2016.

@ |nflation volatility (12-month SD MA)

Periods of high inflation in Egypt were associated

with increases in relative price variability and

inflation uncertainty, both of which hurt long-term
growth.The most recent data show that CBE was
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successful in curbing inflation, with headline rates
holding steady at an average of only 5 per cent
throughout 2020 and in the first nine months of
2021, which is particularly commendable given
the pandemic challenges.

Figure 27 plots the comparative levels of

the most significant FFD flows. Government
revenue compares favourably to Bangladesh
and Indonesia and is slightly higher than that

of Viet Nam; however, it is lower than the other
comparators by some margin. At the same time,
the intensity of government spending exceeds

Figure 27. Country comparison: financial flows for development

that of comparators, resulting in higher fiscal
deficits and elevated levels of public borrowing.
As indicated earlier, private investments in
Egypt are significantly lower than in comparator
countries, partially as a result of the business
environment, as discussed in section C.1. On the
other hand, Egypt fares well in attracting FDI
when compared to most comparators, except
for Colombia and Viet Nam. Nevertheless, FDI
inflows tend to be concentrated in the mining
and real estate sectors, including oil and gas,
which limits the potential for creating decent
high productivity jobs.
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Remittances have historically played an
important role as a private external flow in Egypt
and constitute a significant source of foreign
exchange receipts in the current account. In this
respect, Egypt resembles Bangladesh, Morocco
and Viet Nam.The importance of remittances
increased during the period 2015-2019. It is
conjectured that this increase was largely driven
by the significant inflationary wave in 2017

(after the flotation of the exchange rate), which
prompted Egyptian workers abroad to provide
increased support to families and dependents

as a cushion against inflation. ODA represented
0.6 per cent of GDP on average during the period
2015-2019, slightly lower than the 0.9 per cent
recorded during the period 2005-2014.This places
Egypt behind Bangladesh, Morocco and Viet Nam,
but not significantly.

(a) The impact of identified gaps on the
Sustainable Development Goals

Considering both the historical developments
and the position of Egypt relative to its peers,

a number of shortfalls can be identified. First,

the twin deficit dynamic in recent years has
increased reliance on foreign borrowing, since
FDI and portfolio inflows were insufficient to
finance the current account deficit. In particular,
dependence on portfolio inflows as a source

of foreign financing is problematic, given the
tendency for sudden stops and reversals due to
uncontrollable global factors. Not only does this
create an external vulnerability, it also constitutes
a weakness in the county’s current FFD framework
that needs to be addressed.

Second, on the fiscal side, government borrowing
has increased as a result of low levels of
government revenues. In addition, the current
composition of government spending shows the
majority of expenditures going to debt service (i.e.
interest expense and repayment of principal). This
leaves little room for spending on programmes
with a direct impact on the SDGs, such as
education, health, climate action and scientific

research. The current achievement of a primary
surplus in the fiscal accounts is praiseworthy, but
it is not enough. Improvements on the revenue
side are needed over the medium and long term.
Chapter 4 discusses the country’s government
budget design and priorities at length.

Third, insufficient private investment by domestic
and foreign investors stalls positive structural
transformation in the economy and negatively
affects the diffusion of modern technologies and
the ability to integrate into global value chains.

It also impacts the economy’s dynamism and
capacity to create decent high productivity jobs.

Fourth, the economy’s increased reliance on
remittances in recent years must also be revisited.
While many developing countries rely on remittances
as an important source of foreign financing, Egypt
seems to have developed an excessive reliance
during the period 2015-2019. It is also important to
study the determinants of workers’ remittance flows
to Egypt and their sensitivity to factors beyond the
country’s control. For instance, it is important to
project how remittance flows will be impacted by
the secular decline in oil prices or recent changes in
tax policy in some of the Gulf economies.The same
applies to the potential impact of the COVID-19 shock
on future remittances.

Remittances remained
comparatively robust

8.1 |

of GDP from
2015 to 2019

A%

of GDP from
2005 to 2014



Fifth, while there are no data on other sources of
funding such as climate financing, philanthropy
and South-South cooperation, their level is

likely low in comparison to other FFD flows.
Moving forward, it is important to leverage these
sources to address some of the country’s present
challenges, such as water scarcity and the impact
of climate change, and to enable the economy to
bridge the gap in the respective SDGs.

3. Priority flows

In light of the previous discussion, the fiscal

side is a good starting point for streamlining the
composition of FFD flows and harnessing their
potential to improve SDG outcomes. Enhancing
the Government'’s capacity to raise tax revenue is
key in this respect. This should be implemented
with a view to enhancing revenue collection
without increasing the tax burden, as well as
possibly redistributing the tax burden across
income strata by introducing more progressivity
in the tax structure. Positive steps have already
been taken in this direction with a new income tax
law in 2020, which increases the tax exemption
limit, reduces the tax burden for the majority of
lower-income brackets and increases the tax rate
on the highest bracket. In light of ongoing efforts
to formalize the informal sector, this policy must
balance advantages and disadvantages in order
to incentivize informal establishments to join
the formal sector. Another important element is
to balance tax and non-tax sources of revenue
and assess policy measures that help to increase
private savings in the long term.

On the expenditure side, a two-pronged approach
is needed. On the one hand, there is a need to
rationalize some forms of spending. By increasing
revenues and reducing expenditures, fiscal
consolidation will reduce the budget deficit,
which increases the overall level of national
savings and avoids the current crowding out of
the private sector. On the other hand, reduced
government expenditures call for a reprioritization
of spending, with the aim of expanding and

strengthening social safety nets and enhancing
the potential for future growth.The latter requires
targeted spending programmes in health,
education, infrastructure and innovation.

Increased fiscal consolidation provides the
Government with sufficient fiscal space to address
potential crisis situations that may have an abrupt
negative impact on the SDGs.The COVID-19

crisis is one such example. The expected costs of
climate change for Egypt are another important
consideration. Furthermore, enhanced fiscal space
reduces the cost of government borrowing (via a
premium effect) by improving the path to public
debt sustainability. Chapter 8 focuses on the
country’s debt sustainability and develops SDG-
focused, scenario-based projections.

Another priority flow is that of private investment
from both the domestic private sector and FDI.
Increased fiscal consolidation creates more
room for private sector growth. Reprioritized
spending may also crowd in the private sector

if a comprehensive public-private partnership
approach is adopted. This provides more space
for the private sector to participate and increases
the availability of funds, since the lower budget
deficit reduces the need for borrowing. In
parallel, immediate and significant reforms in
the business environment are needed to ensure
that the private sector adequately participates in
economic activity. A discussion of these reforms
is presented in section 4.

One FFD flow holds particular promise in the case
of Egypt: public-private partnerships in areas such
as education, health and infrastructure. While
there are currently no comprehensive data on
existing partnership arrangements or projects in
the pipeline, it remains relatively scant.

Lastly, climate finance is another nascent flow that
Egypt can capitalize on to achieve the respective
SDGs. It is expected to become a sizable flow
internationally, with a number of donors and
international financial institutions targeting green
financing. At the same time, there is a strong
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corporate drive towards environmental, social

and governance investing, by which investment
funds are allocated to companies and projects

that are environmentally friendly and sustainable
and promote good governance. Initial steps have
already been taken.The Government of Egypt
issued its first sovereign green bonds in September
2020, which will partly finance green projects on
renewable energy and clean transport.?°

4. Projections for priority flows
under a no-change scenario

It is also important to consider the nearterm
outlook for Egypt with respect to some of the
main FFD flows and the key macroeconomic
variables influencing them. These include the
current account balance, gross national savings,
total investment and the evolution of debt. The
assessment is conducted using the available IMF
five-year projections from October 2021 for Egypt
and its comparators. It is worth noting that these
projections are drafted based on the plausible
assumption that there are no fundamental policy
changes or structural shifts in the economy under
consideration. As shown in figure 28, the four
tracked indicators display a favourable trend

over the projection period. Given the growth
projections for Egypt and the current stance

Figure 28. Country comparison — projections

66

The Government of Egypt
Issued its first sovereign
green bonds in September
2020, which will partly finance
green projects on renewable
energy and clean transport.

of fiscal consolidation, gross national savings
are projected to rise slightly to reach 14.7 per
cent of GDP in 2025. Nevertheless, it is worth
noting that this is a downward revision from
the IMF projections of October 2020, which had
projected a savings rate of 19.1 per cent in 2025.
Table 6 shows the revision of the projections

for Egypt as the economic repercussions of the
pandemic became clearer. Total investments are
also projected to increase at a comparable pace,
which stabilizes the current account deficit at
2.5 per cent of GDP by 2023 and beyond. Debt
levels as a percentage of GDP are also expected
to decline as a result of the primary surplus and
favourable projections for the real interest rate in
relation to GDP growth.
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Gross national savings (percentage of GDP)
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On the whole, the outlook points to
improvement over the medium term; however,
there are groundbreaking changes in the trends
and overall compositions of FFD flows. As

can also be seen in figure 28, the comparative
position of Egypt improves only marginally.
The country continues to lag behind in terms
of both savings and investments, and its
current account deficit and debt levels remain
high in comparison to its peers. As a result,
the no-policy-change scenario is likely to be
unfavourable with respect to SDG outcomes.

Table 6. Egypt's revised projections

Percentage of GDP 00:2?;32220 cht:rbzegggﬂ
Total investments 21.780 17.28
Gross national savings 19128 14.70
Current account deficit 2.651 2.58
Seneral government 70%8 7820

Source: IMF, 2021. World Economic Outlook: Recovery During a Pandemic
—Health Concerns, Supply Disruptions, and Price Pressures, October. IMF,
2020. World Economic Outlook: A Long and Difficult Ascent, October.

C. Gap analysis and options for policy and institutional reforms

1. Gap analysis based on policy
benchmark indicators

Significant FFD flows such as private domestic

and foreign investment are sensitive to the policy
environment and the institutional set-up in the host
economy. The indicators in figure 29 show that
Egypt has made considerable progress to close

the gap with its peer group, although some areas

still lag behind. With regard to the Ease of Doing
Business scores in panel (a), there is room for
improvement in three areas: enforcing contracts,
trading across borders and paying taxes.?' In terms
of governance, as per the Worldwide Governance
Indicators shown in panel (b), Egypt would benefit
from further improvement in regulatory quality
and voice and accountability. It is worth noting
that Egypt and its peers have significant room for
improvement relative to the frontier.




Figure 29. Gap analysis
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With regard to competitiveness indicators, such
as the World Economic Forum Competitiveness
Index in panel (c), Egypt made significant
strides to close the gap with peer economies

in areas such as infrastructure, institutions,
financial market development and goods market
efficiency. It still lags behind in higher education

and training, labour market efficiency and

technological readiness. One area deserving

further attention is the macroeconomic

environment. Nevertheless, it should be noted
that the data in the chart are rather dated and

there has been evidence of improvement on that

front in subsequent years.
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Chapter 6 elaborates further on the role of the
business sector in FFD and the various challenges
faced by businesses in Egypt, but the productive
capacities indicators highlight the structural issues
mentioned earlier in section B.2.The UNCTAD
Productive Capacities Index, shown in panel (d),
demonstrates that Egypt is comparatively close to
its peer group averages but continues to lag behind
the frontier considerably in a number of areas,
including the accessibility and integration of ICTs,
institutional and regulatory quality, and structural
change (which refers to the movement of productive
resources such as labour from low productivity to
high productivity economic activities). Although
Egypt also lags behind in transport, there will likely
be some improvement moving forward; other
transport infrastructure-related indicators have
shown notable improvement since 2018, especially
on road quality and connectivity.?

2. Gap analysis vis-a-vis national
development objectives and
spending priorities

In April 2018, the Government of Egypt asked the
Parliament to ratify the official year-one plan of the
fouryear Medium-Term Sustainable Development
Plan (2018/19 to 2021/22). Since then, the annual
plans outline spending priorities for each fiscal
year, broken down by sector and location, to meet
the Government’s medium-term development
objectives.They include a brief on the expected
macrofiscal balance for each year.The larger four-
year plan included the broader development and
financial targets for the year 2021/22. In inspecting
both the four-year plan and the detailed annual
plans, two key gap areas are continually problematic.

First, the four-year plan establishes ambitious
fiscal and financial targets, even after considering
setbacks as a result of the COVID-19 pandemic.
These include a gross domestic savings rate

of 22 per cent of GDP (the estimate for 2019/20

is 6.7 per cent), a domestic investment rate of
almost 25 per cent (the estimate for 2019/20 is
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Reprioritized spending may
crowd in the private sector

If a comprehensive public-
private partnership approach
Is adopted

14.1 per cent), a net FDI inflow of $14 billion (the

actual amount for 2018/19 was $9 billion) and an

overall budget deficit of less than 5 per cent. The

plan does not explain the process by which these
targets will be achieved.®

Conversely, the plan sets a meagre target for the
private sector’s contribution to total investment
spending,? reaching 57.3 per cent by the last year
of the four-year period. This contribution appears
to decrease yearly. The target for private sector
investment spending was set at 56 per cent and
54.6 per cent in 2018/19 and 2019/20, respectively,
and reached a low of 19.5 per cent in 2020/21.%
Figure 30 (a) shows the disproportionately

high reliance on public investments, which is
understandable to some extent, given the unusual
burden that COVID-19 exerted on the private
sector for the fiscal year 2020/21. Nevertheless, the
relatively low contribution of the private sector
seems to place a large burden on public flows,
especially when considering that total revenues,
which are the biggest source of public flows,

have witnessed a decline over the past five years.
Furthermore, priority spending sectors can easily
allow for private sector contributions. For example,
figure 30 (b) shows that after education, health
care and personal services, priority spending

for 2020/21 is in the transport and storage
infrastructure sector. Even after factoring out the
Suez Canal and other primarily public investments,
private investments can still contribute more than
the allocated 7.8 per cent,?® whether in the form of
public-private partnerships or other contracts.



Figure 30. Public spending and investment plan, 2020/21

(a) Distribution of total investments by source for 2020/2021
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2018/19-2021/22.

Nevertheless, the plans could be transformed
into comprehensive medium-term expenditure
frameworks that utilize forecasting models to
assess the availability of total resources and

financial flows. The findings could then be
translated into allocations for spending, allowing for
improved linkages between national development
commitments and funding and spending priorities.

D.Conclusion and policy recommendations

According to the UNDP Development Finance
Assessment Guidebook 3.0, the process

of operationalizing an INFF comprises

three phases: inception, development and
ongoing operations. With the DFA as the

prime diagnostic tool, this chapter analyses
various financial flows and presents broad
recommendations based on identified gaps,
with a view to supporting Egypt in the INFF
inception phase. To that end, this chapter should
not be read in isolation, as subsequent chapters
in the report provide more detailed diagnostics
on the key financial flows mentioned in table 5,
focusing on their sustainability and connection
to the SDGs. Government revenues are
addressed in chapter 4, domestic and foreign
commercial private investments in chapters 6
and 7, public borrowing in chapter 8 and
external public flows in chapter 12.

Consequently, a road map for a comprehensive
INFF for Egypt (i.e. the development phase) should
be laid out utilizing the report in its entirety, along
with further diagnostics as required. Creating this
road map is first and foremost a government-led
task that entails a dialogue with financing and
governance partners and stakeholders. It also
entails instituting monitoring and evaluation
mechanisms that feed back into revisions of the
road map to facilitate its operationalization.

Although challenging, it could be exceptionally
useful to repeat the diagnostic exercise in this
chapter on a governorate level. The trend to localize
development is on the rise internationally. Several
countries, including India, Thailand and the United
Republic of Tanzania, have conducted the DFA on a
subnational level. This practice is also on the rise in
Egypt; recent published reports assess the state of
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The road map for the INFF
s first and foremost a
government-led task that
entails a dialogue with
financing and governance
partners and stakeholders.”

the SDGs in each governorate in an attempt to map
localized development needs. An in-depth analysis
can be found in chapter 11.This will then result in a
stronger tool during the ongoing implementation
of the INFF, which, alongside the monitoring and
evaluation mechanisms, could help to ensure

the efficacy of the INFF and a more equitable
distribution of development.

Given the discussion presented in this chapter, the
following policy recommendations can be proposed:

Reprioritize spending to adopt a
comprehensive public-private partnership
approach, especially in development
priorities, such as education, health care
and infrastructure, which could contribute
to crowding in the private sector, provide
more space for participation and increase
the availability of funds.

Reduce the reliance on foreign borrowing
and volatile external inflows such as
2 portfolio investments to address the twin
deficit dynamic. They constitute an external
vulnerability and are subject to shocks, as
observed globally during the pandemic.

Complete the INFF by activating its third
and fourth building blocks (monitoring
and review, and governance and
coordination, respectively). They should
be geared towards (i) reassessing national
developmental objectives, (ii) increasing
coherence across public and private
financing policies, and (iii) improving
collaboration among actors in each area
of financing.

Continue the recent path of fiscal
consolidation by (i) enhancing the
capacity to raise tax revenue without
increasing the tax burden, (ii) redirecting
public spending to match developmental
objectives without crowding out the
private sector, and (iii) assessing policy
measures that help increase private
savings in the long run.

Leverage and provide data on other
sources of funding, including climate
financing, South-South cooperation and
philanthropy, to assist in bridging the
financing gap for specific SDG-related
challenges such as the impact of climate
change and water scarcity. A noteworthy
first step in this direction for Egypt was
the first issuance of sovereign green
bonds in September 2020.
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In this context, this chapter investigates the
extent to which the current structure of the
national budget of Egypt and the existing
budgeting process support the achievement

of the SDGs. To that end, this chapter analyses
the national budget’s structure in terms of

both expenditure and revenue according to

the economic, functional and administrative
classification systems during the period between
fiscal years 2014/15 and 2020/21. In addition, it
examines various issues related to public financial
management in Egypt and investigates the way
in which the existing budget process could be
strengthened to improve targeted spending.

A.The role of public finance in achieving the Sustainable

Development Goals

Fiscal policy plays a significant role in supporting
the achievement of various SDGs and their
targets, particularly in terms of domestic
resource mobilization; distribution policy, income
redistribution and poverty alleviation; and
environmental protection. Fiscal interventions in
these areas directly impact economic, social and
environmental SDGs.

As depicted in figure 31, the mobilization of
domestic public resources by efficiently raising
taxes and other non-tax revenue is necessary to
secure the funds needed to finance public goods
and achieve the various SDGs. Furthermore, fiscal
policy plays a key role in stimulating economic
growth and productive employment, as well as
supporting macroeconomic stabilization (Goal 8).
It also plays a redistributive role through taxation
and social spending, with a view to reducing
inequalities in income (Goal 10) and gender (Goal 5).
Incentives established by fiscal policy can be used
to effectively target progress on climate action
(Goal 13) as well. Environmental taxation and

reforms to the energy sector and other distortive
subsidies are among the primary fiscal measures
that can help to promote environmental protection
and the sustainable use of natural resources, which
are cornerstones of sustainable development.

Undoubtedly, sound governance systems and
quality budgetary institutions are necessary

for fiscal policy to be effective in achieving

the SDGs. They enhance accountability and
transparency, control corruption, uphold the rule

of law and improve government effectiveness.

Poor governance, which manifests in the form of
weak institutions and a lack of fiscal rules, has an
adverse impact on the equity and efficiency of
allocating government expenditures and mobilizing
government revenues. For instance, Schwartz and
others show that losses from poor infrastructure
governance (measured as a percentage deviation
from full efficiency) reach approximately 53 per cent
in low-income developing countries and 34 per cent
in emerging market economies, compared to 15 per
cent in advanced economies.

)
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Figure 31. A conceptual framework of the role of fiscal policy in achieving the Sustainable Development Goals
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1. Public domestic resource
mobilization

Financing is essential to implementing the 2030
Agenda for Sustainable Development, with its

17 Goals and 169 targets. Among the various
development finance options available to
Governments (i.e. domestic, external, public and
private), domestic resource mobilization is of
particular importance, especially for developing
countries. Indeed, it is widely perceived as a way
to fill the gap between available development
financing and the ambitious goals and needs of
national development plans. Furthermore, the
link between revenue collection and effective
expenditures on public goods and services forms
the basis of the social contract between citizens
and the State and gives rise to the prominent
role of domestic public resources in financing for
development (FFD).

Accordingly, target 17.1 on partnerships for the
Goals stresses the importance of strengthening
domestic resource mobilization in developing
countries to improve domestic capacities for
collecting taxes and other revenue. In addition,
the mobilization of domestic public resources by
enhancing revenue administration, improving the
efficiency and effectiveness of tax systems and
reducing tax avoidance topped the list of action
areas that emerged from the Third International
Conference on Financing for Development, held in
Addis Ababa in July 2015."

Nevertheless, mobilizing domestic public resources
by raising tax and non-tax revenues should be
carried out as efficiently as possible, with the
fewest distortions to incentives for economic
agents regarding saving, consumption, investment
and labour.2This would help to reduce the adverse
impact of taxes on employment and productivity,
private investment and economic growth (Goal 8).
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Public domestic resources
from tax and non-tax
revenues represent one
of the major sources of
financing for the SDGs.

In addition, productive employment (Goal 8)
can create a cycle in which more and better
jobs expand the primary source of finance for
households: their labour income. This in turn
expands the tax base and leads to an expansion
in the primary source of finance for companies:
their sales revenue. This eventually stimulates
investment and raises productivity, which in
turn feeds back into the creation of additional
productive employment opportunities.

2. Distribution, redistribution and
poverty alleviation policies

These policies are among the key areas in which
fiscal policy can play a powerful role, relying on
fiscal measures that include taxes, social transfers
and subsidies, as well as public spending on pro-
poor social services.

Three of the 17 SDGs are directly linked to the
distribution function of fiscal policy: Goal 1

on poverty, Goal 2 on hunger and Goal 10 on
inequality. Indeed, Goal 10 aims to increase the
income of poor and low-income groups; promote
the social, economic and political inclusion of

all; and adopt proper fiscal, wage and social

protection policies that achieve greater equality. In

addition, fiscal policy has the potential to narrow
gender gaps and achieve gender equality (Goal 5),
primarily by financing distribution policies (i.e.
education and health) and schemes targeting

gender bias. For example, gender-responsive
budgeting enables Governments to plan and
budget for efforts that support gender equality
objectives and to effectively track financial
commitments and actual expenditures concerning
these objectives. Furthermore, fiscal policy can
target employment objectives (Goal 8) through
employment-responsive budgeting, which
considers budgetary implications for employment
in the budget process.

)

It is worth mentioning that using fiscal policy to
achieve other economic and environmental goals
under the 2030 Agenda will positively impact

the well-being of the poor and most vulnerable
segments of the population. For instance, the role
of fiscal policy in mobilizing domestic resources;
promoting economic growth, job creation and
employment; and enhancing macroeconomic
stability should contribute to better social
outcomes for prosperity and well-being.

3. Environmental protection and
the sustainable use of natural
resources

In addition to its role in achieving the economic
and social SDGs, fiscal policy plays a significant
role in the environmental dimension of
sustainable development.This is primarily
through corrective fiscal measures (i.e. corrective
taxes and subsidies) that aim to internalize the
externalities associated with various production
and consumption activities in a way that

The 2030 Agenda
for Sustainable
Development

AL\

17 Goals 169 Targets
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promotes the sustainable use of natural resources
and environmental protection.

Governments can impose corrective taxes on
harmful and polluting activities and the irrational
use of natural resources. Such taxes include a
carbon tax and pollution or waste charges, as

well as taxes on plastic bags, fossil fuels and
petroleum products, among others. They can also
provide corrective subsidies, tax benefits and
incentives to promote environmentally friendly
patterns of production and consumption, such as
subsidizing firms that use or produce renewable
and sustainable energy.

B.Budget planning and prioritization

Since the relative share of grants in total
government revenues for Egypt did not exceed
1 per cent over the previous six years, tax

and non-tax resources are crucial to financing
development. This situation requires proper
budget planning and prioritization. The
Government should target development goals
when preparing the State budget. Measures
should also be in place to ensure that government
spending is effective and efficient. This section
reviews government practices regarding budget
planning and prioritization, as well as efficient
budget implementation.

1. Macrofiscal analysis and
budget prioritization based on the
Sustainable Development Goals

Robust macrofiscal analysis and forecasts are
essential elements of strategic planning.They
allow the Government to develop alternative fiscal
scenarios based on plausible unexpected changes
in macroeconomic conditions or other external
risk factors affecting revenue, expenditure and
debt. The Ministry of Finance has a macrofiscal
unit that is responsible for generating these
scenarios; however, this unit focuses more on
fiscal risk analysis and deficit management

than on the targeting of development goals.
Budget prioritization is left to the Cabinet and the
budgeting process, which is led by the Ministries of
Finance and Planning and Economic Development.

In this context, it is worth highlighting that the
Ministry of Finance presents annually to the
Cabinet the main objectives of the budget proposal
and their links to the Egypt Vision 2030. In addition,
the Ministry announces these objectives annually
through budget documents, including the budget
circular and the financial statement.

Prioritizing the budget according to development
goals does not receive considerable attention
from the Parliament during the budget approval
process. The focus of the discussion is primarily
on the budget allocations assigned to budgetary
authorities; the share of expenditures for each
functional sector; and the extent to which

the Government respects the constitutional
mandates governing allocations for pre-university
education, higher education, scientific research
and health. Legislators also pay particular
attention to the allocations assigned to the
governorates they represent, particularly given
the lack of local councils, which were dissolved
following the revolution in 2011.

66

The relative share of grants
In total government revenues
did not exceed 1% over the
previous 6 years.



2. Budget consolidation and
efficiency

Budget consolidation is a crucial element of
rational budgeting processes. It allows the
Government to allocate resources to support
established priorities. The public finance
structure in Egypt consists of 654 budgetary
authorities: 161 units at the central level, 349 at
the local level and 144 public service authorities.
Each budgetary authority prepares its budget

in accordance with annual budget circulars and
negotiates them with the Ministry of Finance,
for recurrent expenditures, and with the Ministry
of Planning and Economic Development,

for investment expenditures. The number of
budgetary authorities is excessive according

to international standards and contributes to
budget fragmentation. It also does not allow

for development-based policy change or cross-
agency interventions. There are many options to
reduce the number of budgetary authorities, as
they are established by laws and regulations. For
example, these authorities could be reclassified
into primary authorities, which have the right

to negotiate their budgets with the Ministry of
Finance, and secondary authorities, which have
the right to negotiate their budgets with the
primary authorities.

Many autonomous and economic units have

the authority to intervene in the mandates of
various sectors through recurrent and investment
expenditures, with little interministerial coordination.
This practice is particularly acute at the local level,
where the capacity to manage the complexities of a
fragmented system is greatly diminished.

The fragmented budget structure in Egypt limits
allocative efficiency. This, in turn, limits effective
prioritization, as resources cannot be easily
allocated to the areas of greatest need. It is also
extremely time-consuming. The budget process
must be consolidated to ensure that budgets are
efficient and consistent with core macroeconomic
and development objectives.

3. Programme-based budgeting
and budget comprehensiveness

Over the previous three years, the Ministry of
Finance introduced programme-based budgeting 4
at the ministerial level. It provided significant
technical assistance to budgetary units nationwide
in order to implement the new budgeting system.
Nevertheless, it is extremely important to ensure
that the outputs of the programme-based budgeting
exercise are reflected in the annual line item

budget. Budget comprehensiveness is weakened

by extrabudgetary funds, which have their own
financial resources and specific expenditures. This
undermines budget effectiveness in allocating
resources to high priority areas. Moreover, data on
such funds are not publicly available and, therefore,
cannot be considered during the budgeting process.
In response to a request from the Parliament, the
Ministry introduced a number of reforms governing
extrabudgetary funds, which included dissolving
some of them, reviewing their fiscal rules and
ensuring that their current expenditures and
revenues are included in the budget.

4. Multi-year budgeting

In general, the budget in Egypt is prepared on

an annual basis, even though the chapter on
investments is prepared on a medium-term plan (a
three-year national plan). Recurrent expenditures
are estimated on an annual basis, and government
institutions cannot carry over their budget
allocations, owing to the adoption of cash-based
budgeting system. Budgetary authorities, however,
can transfer allocations among budget chapters
within the fiscal year. Strategic budgeting requires
a planning process that can extend beyond a single
year. Annual budgets address only short-term
government spending needs, while medium-term
budgets accommodate multi-year programmes,
projects and policies. Strategic budgeting should
be based on three pillars: medium-term fiscal,
budgetary and expenditure frameworks. The fiscal
framework is the first necessary step in developing
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an expenditure framework. It should contain a
statement of fiscal policy objectives and a set of
integrated medium-term macroeconomic and
fiscal targets and projections. While the Ministry
of Finance does develop a medium-term fiscal

framework that is reflected in its annual financial
statement, this important step must be expanded
through the development of an expenditure
framework, at the very least for certain sectors that
serve development goals.

C. Government expenditure from the perspective of the
Sustainable Development Goals

The functional classification of the State budget
in Egypt reflects the Government’s decision to
allocate overall spending among social services
such as health, education and youth; infrastructure,
public utilities and economic affairs, including
transport, water and sanitation, housing, energy,
industry and agriculture; purely public goods

and services, such as justice, police and national
defence; and social protection. Indeed, some of
the SDGs are directly linked to specific sectors
and activities, such as health (Goal 3), education
(Goal 4), agriculture (Goal 2), water and sanitation
(Goal 6), energy (Goal 7) and infrastructure and
industrialization (Goals 9 and 11).

The Government’s decisions in terms of allocating
expenditures among recurrent items (i.e. wages
and salaries, goods and services, interests

and transfer payments) and capital items (i.e.
investments) has its own synergies with the
SDGs. For example, some of the SDGs, such as
those related to agriculture, water and sanitation,
energy and infrastructure, involve more capital-
intensive activities. Others may require relatively
higher recurrent spending, such as those related
to reduced poverty and inequalities, education
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and health. As a result, the extent to which the
Government'’s budget structure is biased towards
recurrent versus capital expenditure would reflect
in the progress made under various SDGs.

Furthermore, the Government'’s decisions in terms of
allocating budgetary funds among its administrative
levels (local vs. central) has its own implications for
the efficiency and effectiveness of public service
delivery.This, in turn, would have an impact on the
pace at which the country can achieve the SDGs.

Total government expenditure in Egypt is
estimated at approximately LE 1.7 trillion,
according to the modified State budget of 2020/21.
The ratio of government expenditure to GDP has
gradually decreased from 30.2 per cent in 2014/15
to 25 per cent in 2020/21. Several fiscal reform
measures implemented by the Government since
2016, which include phasing out energy subsidies
and reforming the civil servant system, have
contributed to this decreasing trend. In particular,
government expenditure as a percentage of

GDP in the chapters on “Subsidies, grants and
social benefits” and “Wages and salaries” has
decreased from 8.2 per cent to 4.9 per cent and
from 8.2 per cent to 4.8 per cent, respectively,
between 2014/15 and 2020/21.

The following subsections introduce further
analysis on the expenditure side of the State
budget according to the functional, economic and
administrative classifications and their potential
links to the SDGs.



1. Functional classification of
government expenditure and the
Sustainable Development Goals

According to the functional classification system
of the State budget, total government expenditure
is divided into 10 functional sectors. As depicted
in figure 32, general and public services and
social protection receive the greatest shares of
total expenditure, at an average of 40.3 per cent
and 21.2 per cent, respectively, during the period
2014/15 to 2020/21. Education is next, with an
average share of 10.2 per cent. Figure 33 displays
the relative shares of functional sectors measured
as a percentage of GDP.

The relative share of public and general
services increased sharply, by approximately
13 percentage points. This sector comprises

FEry
' rs

several legislative and executive entities.® It
also includes budget allocations for public debt
transactions, which increased significantly from
25.1 per cent to 33 per cent.

Furthermore, social protection and education
topped the functional sectors expenditure list, as a
percentage of both total government expenditure
and GDP, although they showed a decreasing trend
during the analysis time frame. Between the fiscal
years 2014/15 and 2020/21, the relative share of
social protection in total government expenditure
decreased from 25.6 per cent to 16.7 per cent, while
that of education decreased from 12.6 per cent

to 9.2 per cent. In contrast, the relative share of
housing and public utilities increased slightly, from
2.8 per cent to 4.6 per cent, reflecting the expansion
in the Government’s megaprojects and investments
in the social housing programme and relevant
public utilities, including water and sanitation.
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Figure 32. Structure of government expenditure by Figure 33. Structure of government expenditure by
functional classification, as a percentage of total functional classification, as a percentage of gross domestic
government expenditure (2014/15 to 2020/21) product (2014/15 to 2020/21)
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figures from 2020/21, prepared by the Ministry of Finance.
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Source: Authors, based on the final accounts of the Egyptian State budget
for the fiscal years 2014/15 to 2019/20 and the modified budget figures from
2020/21, prepared by the Ministry of Finance. Data on GDP for the respective
years are extracted from the financial and analytical statements of the
Egyptian State budget as published by the Ministry of Finance.

The fact that the majority of government
expenditure is dominated by public debt
transactions under the public and general services
sector has unfavourable implications for the
SDGs. Large, increasing interest payments on
public debt are expected to crowd out public
investment, assuming that the Government does
not utilize off-budget resources to finance its
investments. Private investment will be crowded
out as well, owing to the Government’s increased
pressure on loanable funds. Consequently, this
would have an adverse impact on productive
employment and economic growth (Goal 8).
Furthermore, interest payments are made with
budgetary funds that could otherwise be allocated
to health and education, which could constrain
the full achievement of Goals 3 and 4.




It is worth mentioning that the increase in
government expenditure on interest payments
during the period of analysis was the result
of increased public borrowing to finance
national megaprojects that aim to improve the
infrastructure and public services provided

to citizens. Nevertheless, the Ministry of
Finance has recently made significant efforts
to decrease public debt and improve fiscal
discipline by achieving primary budget
surpluses, increasing the tax-to-GDP ratio

and rationalizing government expenditure

by shifting from in-kind to cash subsidies

and focusing on human development-related
programmes and activities. As a result, debt
service payments (i.e. interests) have declined
to 8.3 per cent of GDP and 33 per cent of the
total government expenditure in the modified
budget for 2020/21, compared to 10.2 per

cent and 39 per cent, respectively, in the final
accounts of fiscal year 2018/19.4

While government spending on health is
comparable to the average of lower-middle-
income countries (1.4 per cent of GDP in 2018),
spending on education is lagging behind
(approximately 4 per cent of GDP in 2018).
Furthermore, government expenditure on
education and health is relatively low in Egypt
compared to some of its middle-income peer
countries, such as Jordan, Lebanon, Malaysia,
Morocco, South Africa, Tunisia and Viet Nam.®
Indeed, government spending on the education
and health functional sectors in Egypt falls below
the stated constitutional entitlements of 6 per
cent and 3 per cent of gross national product
(GNP), respectively. On the other hand, these
constitutional entitlements would indeed be met
when applying a broader concept of general
government, in which the relevant expenditure by
public business sector and economic authorities
is considered along with the functional sectors’
share in total interest payments.

In addition, the current structure of the
State budget, as reflected in figures 32 and
33, indicates that environmental protection

receives the fewest resources, constituting an
average of 0.3 per cent of the total government
expenditure and 0.1 per cent of GDP. This is
expected to limit the Government'’s ability to
achieve SDGs related to the environment, such
as Goal 6 on clean water and sanitation, Goal 7
on affordable and clean energy and Goal 13 on
climate action.

On a positive note, the significant decline

in the relative share of social protection

for both total government expenditure and
GDP is expected to reflect positively on the
environmental and social dimensions of
sustainable development. In terms of the
environment, the decrease in the relative share
of the social protection sector came as a result
of reforming subsidies, primarily by phasing out
distortive petroleum subsidies. From a social
perspective, the decrease in the relative share
of social protection has been accompanied

by a reallocation of budgetary funds from
subsidies to social benefits. This reprioritization
is expected to benefit SDGs linked to reducing
poverty (Goal 1) and inequality (Goal 10).
Nevertheless, synergies between various targets
of a particular SDG should also be considered
to determine the net impact of a policy change
on the SDGs. For instance, target 1.3 on
implementing nationally appropriate social
protection systems and measures for all could
be harmed by the decline in total government
expenditure on social protection.
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There is still considerable
room to improve the
efficiency of the VAT system

in Egypt.
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2. Economic classification of
government expenditure and the
Sustainable Development Goals

The structure of government expenditure by
economic classification, over the time frame
between the fiscal years 2014/15 and 2020/21,

is presented in figure 34. Of the six expenditure
chapters in the State budget, interest payments;
subsidies, grants and social benefits; and wages

and salaries constitute an average of 78.3 per cent
of total government expenditure. While the relative
share of interest payments has been increasing
over the analysis time frame, the spending on the
other two chapters has been declining.

As mentioned, a budget structure in which
interest payments acquire the largest share
adversely impacts the Government’s potential to
achieve the SDGs.

Figure 34. Structure of government expenditure by economic classification
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Source: Authors, based on the final accounts of the Egyptian State budget for the fiscal years 2014/15 to 2019/20 and the modified budget figures from

2020/21, prepared by the Ministry of Finance.

Figure 35 provides a closer look at the structure of the
fourth expenditure chapter entitled “Subsidies, grants
and social benefits” during the time frame 2014/15

to 2020/21. Budget resources have been reallocated
from subsidies to social benefits, owing to significant
reform measures launched by the Government

of Egypt in 2016 with the aim of improving both
efficiency and targeted spending on social protection.
The reforms centred around the adoption of a new
approach to social protection spending under which
financial resources have been shifted from direct
price subsidies (i.e. energy subsidies) to direct cash
transfer programmes (i.e. Takaful and Karama),®
which better target eligible citizens. This approach

also seeks to reform the existing food subsidy system
and increase social security pensions.’
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A budget structure in which
Interest payments acquire

the largest share adversely
impacts the Government'’s
potential to achieve the SDGs.



Furthermore, these reform measures have
decreased the relative share of expenditures
on energy subsidies (for both petroleum
and electricity) in favour of food subsidies,
as depicted by figure 36. In the approved
budget for the fiscal year 2020/21, energy
subsidies have been allocated 1.7 per cent

of total government expenditure, compared
to 9.2 per cent for education, 5.5 per cent for
health and 4.9 per cent for food subsidies.
This shift in the budget structure is expected
to aid Government efforts to eradicate poverty
and mitigate social inequalities, with positive
results for Goals 1 and 10.

Figure 35. Structure of the fourth expenditure chapter entitled “Subsidies, grants and social benefits”
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Figure 36. Relative share of main subsidy items as a percentage of total spending on subsidies
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It is noteworthy that the Treasury of Egypt provides
financial support to economic authorities and
State-owned enterprises (SOEs) that encounter
financial difficulties or experience financial losses.
This support has been estimated at an average

of approximately LE 6.7 billion during the fiscal
years under analysis, representing almost 9 per
cent of the expenditure on the fifth chapter entitled
“Other expenditures” and 0.5 per cent of the total
government expenditure. Ideally, these entities
should have the potential to generate large,
sustainable profits on which the Government could
rely to achieve the SDGs.

3. Administrative classification of
government expenditure and the
Sustainable Development Goals

The administrative classification of government
expenditure, as presented in figure 37, indicates
a high degree of fiscal centralization. During

the time frame 2014/15 to 2020/21, central
administration has been allocated an average of
77.4 per cent of total government expenditure,
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During the time frame
2014/15 to 2020/21, central
administration has been
allocated an average

of 77.4 per cent of total
government expenditure,
compared to approximately
10 per cent for local
administration.

compared to approximately 10 per cent for local
administration. Furthermore, the relative share
of central administration in total expenditure
has been rising over the period of analysis,
while that of local administration has been
deteriorating.

Figure 37. Structure of government expenditure by administrative classification
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This structure of government expenditure does
not support the implementation of article 176
of the Constitution of Egypt regarding the

shift towards a more fiscally decentralized
system, according to which the budgetary

and executive power should transfer to local
administrative units. Moreover, this existing
structure of government expenditure is
expected to have an adverse impact on the
efficiency and effectiveness of service delivery,
which in turn would negatively affect the
Government’s potential to successfully achieve
the SDGs.

It is worth mentioning, however, that a
considerable share of the investment chapter
for central administration and public service
authorities in Egypt is allocated to capital
projects that favour local administration.
For instance, many projects carried out by
the General Authority for Roads and Bridges
at the governorate level are financed from
the Authority’s budget. In addition, the
establishment of schools and hospitals at
the governorate level is financed through
the budgets of the relevant public service
authorities rather than that of the local
administration, despite the fact that the
governorates are the main beneficiaries of
these projects.

In this regard, studies show that government
expenditure decisions could be more efficient
and effective when undertaken by the
administrative level closest to the citizens.
This ensures that expenditure decisions will be
based on more precise information regarding
needs and priorities and subject to tighter
accountability mechanisms.

Fiscal decentralization has a high impact

on ending poverty (Goal 1), since the local
government is closer to citizens and has the
ability to target the poor and identify their needs.
In addition, the local government is able to target
disadvantaged groups and track the status of
local citizens against poverty indicators over

time. Goal 2 on ending hunger is also highly
impacted by fiscal decentralization.The local
government can tailor programmes to improve
malnutrition conditions and infant health and
decrease maternal mortality. Compared to central
Governments, local governments are in a better
position to design effective programmes and
projects to combat hunger.

)

Fiscal decentralization has a significant impact
on good health and well-being (Goal 3) as well.
Since demographics, health needs and priorities
differ across jurisdictions, local governments
are better positioned to identify health

needs and develop customized programmes.
Education (Goal 4) is also affected by fiscal
decentralization, as there are cultural and
educational differences among jurisdictions.
Local governments must be empowered to
make decisions pertaining to the education
process, such as the number of education hours
and the appointment of teachers.

The management of water and sanitation

(Goal 6) is purely the responsibility of the local
government and is therefore strongly impacted
by assigning expenditure responsibilities to
local administrations. They can conduct needs
assessments and ensure citizen participation so
that their needs are reflected in expenditures
related to water and sanitation. Local
governments can also implement advanced
methods of waste management and expand
revenue from these activities.

As for sustainable cities and communities
(Goal 11), fiscal decentralization has a strong
impact. Capitals and large cities are often
regulated by specific rules and regulations that
provide the local government more power in
terms of expenditure and revenue assignments.
Decentralization would therefore allow local
governments to allocate resources to the
safety, resilience and sustainability of cities.
They would also be able to impose and collect
taxes and user charges, which would positively
impact sustainability.
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D.Government revenue from the perspective of the
Sustainable Development Goals

Public domestic resources from tax and non-tax
revenues represent one of the major sources

of financing for the SDGs. Indeed, Goal 17 on
partnerships for Goals is directly linked to the
revenue side of the State budget. In particular,
target 17.1 relates to strengthening domestic
resource mobilization through improving
domestic capacity for collection of taxes and
other revenues.

Domestic resource mobilization is one of the factors
that poses a major challenge to accelerating the
achievement of the SDGs in Egypt. While mobilizing
resources from all possible public, private,
domestic and international sources is necessary

to finance development, a considerable share of
SDG-related investment in Egypt must be financed
from domestic public resources.2 ODA inflows to
Egypt have declined to approximately $3.4 billion

in 2017, down from approximately $4.7 billion in
2015 and $7 billion in 2016.° In addition, Egypt

is underperforming relative to its peer countries

in most indicators related to private sources of
financing, both domestic and external, including
exports-to-GDP ratio, foreign direct investment
inflows and savings-to-GDP ratio.™

As a result, as mentioned in chapter 3 of this report,
government revenues represented the main source
of FFD in Egypt during both the periods 2005-2014
and 2015-2019.This situation places pressure on
the Egyptian Government to strengthen its capacity
to mobilize public domestic resources from taxes
and non-tax revenues. In this context, this section
analyses the structure of government revenue and
its development over the period 2014/15 to 2020/21.

Total government revenue from taxes, grants
and other non-tax revenues accounted for
approximately LE 1.3 trillion (18.8 per cent

of GDP) in the modified State budget for the
fiscal year 2020/21, compared to approximately
LE 465 billion (19.1 per cent of GDP) in the final
account of the fiscal year 2014/15. As presented
in table 7, the majority of total government
revenue in Egypt is collected from taxes,
constituting 14.1 per cent of GDP in 2020/21.
Public domestic revenue from non-tax sources
represented almost 4.7 per cent of GDP in
2020/21. In contrast, the relative share of grants
in total government revenue is modest and

has been decreasing over the analysis period,
reaching 0.03 per cent of GDP in 2020/21.

Table 7. Evolution of the ratio of government revenue to gross domestic product (2014/15 to 2020/21)

Fieeal vear/findicator 2014/15 2015/16 2016/17 2017/18 2018/18 2019/20 [ﬂ’fzﬁz
y (Actual) (Actual) (Actual) (Actual) (Actual) (Actual)
budget)
Taxes, as percentage of GDP 12.6% 13.0% 13.3% 14.2% 14.0% 12.7% 141%
Government revenue (excluding grants), as B1%  180%  185%  184%  179%  167%  18.8%
percentage of GDP
Total government revenue (taxes + non-tax 191% 181% 19.0% 18.5% 179% 16.8% 18.8%

revenue + grants), as percentage of GDP

Source: Authors, based on the final accounts of the Egyptian State budget for the fiscal years 2014/15 to 2019/20 and the modified budget figures from
2020/21, prepared by the Ministry of Finance. Data on GDP for the respective years are extracted from the financial and analytical statements of the
Egyptian State budget as published by the Ministry of Finance.



Table 8. Tax revenues and government revenue excluding grants, as a percentage of gross domestic product in selected

middle-income countries (average from 2014 to 2019)

Government revenues excluding grants,

Country as a percentage of BDP Tax revenues, as a percentage of GDP
Egypt? 17.9 13.3
Morocco 25.7 216
Philippines 15.0 13.5
Lebanon 18.8 14.5
Jordan 225 15.0
South Africa 315 26.7
Turkey 30.4 17.7
Malaysia 175 13.2
Iég\L/Jvr:atrr—ir;Siddle-income 151 20
Middle-income countries 201 12.0

Source: Authors, based on the World Bank Database. Available at https://data.worldbank.org/indicator. Accessed on 12 October 2021.
a: Data for Egypt are based on the final accounts of the State budget for the fiscal years 2014/15 to 2019/20, published by the Ministry of Finance.

Table 8 demonstrates that the country’s revenue
mobilization capacity (measured by tax-to-GDP ratio
and government revenues-to-GDP ratio, excluding
grants) outperforms the average of lowermiddle-
income countries and is comparable to some upper-
middle-income countries, such as Lebanon and
Malaysia. Nevertheless, revenue mobilization capacity
in Egypt is modest when compared to other peer
countries, such as Jordan, Morocco, South Africa
andTurkey. In order to secure the financial resources
needed to achieve the SDGs in Egypt, greater efforts
must be directed to strengthening the country’s
public domestic resource mobilization. It is worth
mentioning that the Ministry of Finance is attempting
to address this weakness while guaranteeing that
citizens do not bear additional burdens.These
measures include expanding the tax base, improving
the tax administration system and encouraging the
informal sector to join the formal economy.

1. Economic classification of
government revenue

Figure 38 presents the structure of government
revenue over the time frame 2014/15 to 2020/21.
The relative share of taxes in total government
revenue has significantly increased, by almost
nine percentage points, from 65.8 per cent to
74.9 per cent, at the expense of grants and other
non-tax revenues. This can be explained by
Government measures to expand the tax base,
such as introducing the value added tax (VAT)
system in 2016, enforcing the property tax and
modernizing the customs tax administration.
These measures are reflected in the increase

in the relative share of taxes in both total
government revenue and GDP, as depicted by
figure 39 and table 7, respectively.
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Figure 38. Structure of government revenue by economic classification
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Figure 39. Structure of tax revenues in Egypt
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As shown in figure 39, the structure of tax
revenues has witnessed a considerable shift during
the analysis period, from direct taxes (i.e. property
tax and taxes on income, profits and capital gains)
to indirect taxes (i.e. international trade tax and
taxes on goods and services). The adoption of Law
No. 67 of 2016 on VAT to replace Law No. 11 of 1991
on general sales tax has contributed significantly
to this shift. According to the new law, the general
tax rate increased from 10 per cent to 13 per cent
in 2016/17 and then to 14 per cent in 2017/18.

While the majority of services were exempt under
the general sales tax system, the VAT system has

expanded the tax base by ensuring that all goods
and services, both local and imported, are subject
to this tax. Nevertheless, the new system has
maintained the exemption for basic goods and
services that primarily impacts the lives of the poor
and low-income groups.

It is worth mentioning, however, that there

is still considerable room to improve the
efficiency of the VAT system in Egypt. In fact,
VAT efficiency exhibited a declining trend over
the last decade in most countries, even those
that have increased VAT rates. This indicates that



VAT efficiency does not necessarily improve in
countries with higher VAT rates.

This tax structure seems to serve economic
efficiency objectives, given that indirect taxes are
generally less distortive than direct taxes in terms

of their excess burden or harmful impact on work,
savings and investment incentives. Nevertheless,
the current tax structure may give cause for concern
from a social equity point of view. While indirect
taxes have a flat tax rate structure, they tend to

be regressive in practice. Individuals with a lower
income have a higher marginal propensity to
consume; consequently, a greater percentage of their
income is paid in tax." Nonetheless, indirect taxes on
consumption can contribute to income redistribution
if they are used to finance progressive spending.
Higher excise taxes on luxury goods can also make
consumption taxes much more progressive.'

In general, these issues have been considered by the
current VAT system in Egypt. On the one hand, the
system fully exempts approximately 57 commodity
groups that mostly impact the lives of the poor,
including basic goods and services like tea, sugar,
milk, eggs, bread, fish, fruits and vegetables,
banking and financial services, basic educational

Figure 40. Structure of taxes on income, profits and capital gains

and medical services, and drugs and their active
ingredients. On the other hand, the VAT law has
recognized a group of goods and services subject

to special tax rates (i.e. the table tax) that cannot be
adjusted without a legislative amendment. Within
this group, two subgroups can be identified. The first
is goods and services that are subject to the table
tax only, such as cigarettes, petroleum products,
fertilizers and agricultural pesticides. The second

is goods and services that are subject to both the
table tax and the general VAT rate, since they are
considered luxuries goods, such as soft drinks, beer,
air conditioners, perfumes and cosmetics, cars,
mobile phones and credit cards. These arrangements
make the consumption tax in Egypt less regressive
and more conducive to the achievement of SDGs
linked to health and environmental protection.

As presented in figure 40, corporate income

tax constitutes the majority of tax revenues on
income, profits and capital gains and averages

67.6 per cent from 2014/15 to 2020/21. The Egyptian
General Petroleum Corporation and the Suez Canal
Authority are the main contributors to revenues
collected from this tax. In contrast, the relative
share of personal income tax, both on labour and
non-labour income, has averaged 32.1 per cent.
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Furthermore, the majority of personal income tax
revenues, an average of approximately 70 per

cent during the analysis period, is contributed by
the payroll tax under labour income tax, while the
remaining share is collected from the incomes

of freelance professionals and commercial and
industrial activities. This suggests that the largest
share of personal income tax is essentially collected
from government employees. The heavy tax burden
on this segment can be explained by the weak

tax administration system, which gives rise to

tax evasion and tax avoidance, including through
profit shifting. Additionally, a significant share of
economic activities in Egypt is carried out in the
informal sector. The effect of global and regional tax
competition should be considered as well.

Almost one quarter of total government revenue
is collected from non-tax revenue sources.
Hence, strengthening public domestic resource

mobilization in Egypt requires significant efforts
to improve the financial performance of Egyptian
economic authorities and SOEs. As table 9 shows,
dividends received from economic authorities and
SOEs constituted almost 35.3 per cent of total non-
tax revenues and 9.2 per cent of total government
revenue, on average, during the analysis period.
As the data indicate, the Suez Canal Authority,

the Egyptian General Petroleum Corporation and
the Central Bank of Egypt (CBE) are the major
contributors to total dividends earned by the
Treasury, accounting for an average of almost

71 per cent. In contrast, the overall contribution of
other economic authorities and companies from
both the public sector and the public business
sector averaged approximately 29 per cent of
theTreasury’s total earned dividends. As such,
improving the fiscal performance of these entities
could enhance the Government’s potential to
secure the funds needed to finance the SDGs.

Table 9. Structure of dividends received by the Treasury from economic authorities and State-owned enterprises

Item/fiscal year 2014/15 2015/16  2016/17 2017/18 2018/19 2019/20 2020/21 Period
y (Actual) (Actual) (Actual) (Actual) (Actual) (Budget) (Budget) average
Economic authorities 141% 12.4% 15.5% 15.9% 22.6% 24.3% 271% 18.8%
Public sector companies 1.5% 1.8% 3.5% 4.6% 4.9% 5.2% 12.4% 4.8%
Public business sector 31% 36%  38%  85%  63%  57%  85%  56%
companies
Central Bank of Egypt 18.8% 46.6% 27.4% 10.0% 0.0% 0.0% 0.0% 14.7%
Egyptian General 35.6%  12.4% 8.4% 15.6% 2.7% 226%  106%  15.4%
Petroleum Corporation
Suez Canal Authority 26.9% 23.3% 41.4% 45.4% 63.5% 42.3% 41.4% 40.6%
Total dividends from
economic authorities and
State-owned enterprises 71,399 63,274 70,969 52,246 47,766 85,413 80,878 67,421
(in millions of Egyptian
pounds)
Percentage of other non-tax  pag0 4G, 305%  277%  235%  312%  251%  35.3%
revenues
Percentage of total
15.3% 12.9% 10.8% 6.4% 5.1% 7.5% 6.3% 9.2%

government revenue

Source: Authors, based on the final accounts of the Egyptian State budget for the fiscal years 2014/15 to 2018/19 and the approved budget figures from

2019/20 and 2020/21, prepared by the Ministry of Finance.



2. Administrative classification of
government revenue

Figure 41 shows that the majority of government
revenue is collected at the central level. Indeed,

the relative share of local administration in total
government revenue has decreased from 2.4 per
cent in 2014/15 to 1.5 per cent in 2020/21."This
confirms that Egypt is a highly centralized system,
not only in terms of expenditure decisions but also
in terms of taxation power. This structure has an
adverse impact on the country’s potential to achieve
the SDGs. Citizens have relatively weak incentives
to pay taxes collected at the central level compared
to local taxes, as the later allow them to link their
tax payment to the benefits they receive at the local
level. As such, tax evasion and tax avoidance are
expected to be more prominent under more fiscally
centralized systems. The achievement of many of
the SDGs, however, requires sufficient funds to be
available at the local level.

Figure 41. Structure of government revenue by administrative classification
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Source: Authors, based on the final accounts of the Egyptian State budget for the fiscal years 2014/15 to 2018/19, the modified budget figures from
2019/20 and the approved budget figures from 2020/21, prepared by the Ministry of Finance.



Financing Sustainable Development in Egypt

E. Conclusion and policy recommendations

From 2016 to 2019, Egypt has carried out a
successful reform programme to correct large
external and domestic imbalances, supported
by its arrangement under the IMF Extended
Fund Facility. The economic and fiscal measures
implemented include the liberalization of the
exchange rate, the phasing out of fuel subsidies,
the implementation of the VAT system and
substantial fiscal consolidation to ensure public
debt sustainability. The fiscal savings resulting
from these reforms have been utilized in part to
strengthen the social protection system, with a
view to reducing the adverse impact of structural
adjustment on the poor. Reforms were also
initiated in multiple structural areas, including
public procurement and SOE governance.
Despite the strong ownership and commitment
of the Egyptian Government, which were critical
in achieving macroeconomic stabilization,
challenges remain, particularly in addressing
poverty and inequality.

The analysis presented in this chapter

provides the foundation for a number of policy
recommendations regarding public finance and
sustainable development in Egypt.

First, although social protection is the second
largest sector in the State budget, public
spending on this sector has been characterized
by inefficiencies and poor targeting. As a result,
spending has not translated into positive results in
terms of reducing poverty and inequality. Indeed,
between 2012 and 2017, the poverty headcount
ratio in Egypt (based on the international poverty
line of $1.90 a day, adjusted for purchasing power
parity) has increased from 1.5 per cent to almost
3.8 per cent.™ In addition, the national poverty
rate increased from 26.3 per cent to 32.5 per cent
between 2012/13 and 2017/18 before it decreased
to 29.7 per cent in 2019/20." Furthermore, while
the Gini coefficient decreased between 2010 and
2012 from 30.2 to 28.3, it rose to 31.5in 2017.%

The allocation of additional funds to the social
protection sector in Egypt should therefore be
accompanied by greater attention to policy design
and implementation to improve the targeting and
efficiency of government expenditures.

Second, energy subsidies on fuel and electricity
have long been the prominent example of
distortive subsidies that contribute to the wasteful
use of natural resources in Egypt. In addition,
given their poor targeting mechanisms, energy
subsidies were regressive in nature, as their
benefits have primarily been allocated to rich
companies and consumers. These subsidies
have deteriorated the environment by increasing
air pollution, noise and congestion, which

are associated with the growing use of motor
vehicles. This situation, however, has been
reversed as a result of Government reforms
introduced since 2016 that phased out energy
subsidies and restructured public spending

on social protection. These reforms serve not
only environmental SDGs, but various social
and economic SDGs as well. Moreover, the
resources saved by these measures would allow
the Government to eliminate distortive taxes

on labour and capital, which would positively
affect employment, private investment and
economic growth. These measures would also
free up budget resources to be allocated for
social spending, which would benefit the most
vulnerable segments of the population and hence
contribute to reducing income inequality.

Third, the analysis provided in this chapter shows
that the tax-to-GDP ratio and the government
revenue-to-GDP ratio, excluding grants, are
relatively low. This can be explained by narrow tax
bases, a relatively weak tax administration system
and widespread tax evasion and avoidance.
Investing in the tax administration system in
terms of transparency, efficiency, collection
efforts, enforcement and compliance is crucial



to increasing these ratios. In addition, strategic
decisions should be made regarding the optimal
tax mix for Egypt, based on national economic
and social structures and political priorities. The
political environment for changes in the tax mix
should also be considered, since widening the tax
base means that some constituencies who were
not paying taxes previously, or were paying very
little, will be asked to make greater contributions
to domestic public resources.

Fourth, fiscal policy has a crucial role to play
regarding the environmental dimension of
sustainable development by guaranteeing

the sustainable use of natural resources and
promoting environmental protection. While taxes
are commonly used as distributive measures

of fiscal policy, they should also be used as
corrective measures with the aim of internalizing
externalities associated with various production and
consumption activities. The Government can impose
corrective taxes on harmful and polluting activities
and the irrational use of natural resources by both
companies and individuals. Common examples of
corrective taxes that serve environmental objectives
include a carbon tax, pollution or waste charges and
taxes on plastic bags.

In addition to environmental concerns, various
social and economic issues would be served by
introducing corrective taxes and subsidies and
eliminating or rationalizing existing distortive
and inefficient subsidies. These measures have
the benefit of increasing government revenue
and financial savings, which could be used to
support the delivery of various SDGs. Revenue
mobilized from environmental taxes and the
elimination of inefficient subsidies can be used
to reduce harmful taxes on labour or capital
accumulation. This should have a positive impact
on employment and economic growth (Goal 8).
Alternatively, these revenues can be used for
increasing pro-poor government spending on
health care and education (Goals 3 and 4).The
resources mobilized can also be used for social
support schemes that better target low-income
groups and the most vulnerable, helping to

reduce inequality (Goal 10). In addition, financial
savings from reforming pricing policies in the
water and energy sectors can be used to improve
the availability and quality of services provided
by these sectors and enhance the efficient use of
natural resources (Goals 6 and 7).

Fifth, the shift towards a more fiscally
decentralized system is important in localizing the
SDGs. This should take advantage of the planning
process in Egypt to begin working on localization
tools to create an enabling environment, as

well as the implementation of constitutional
obligations regarding decentralization.

Sixth, the analysis of the budgeting process in
Egypt reveals a need to introduce additional
reforms to public financial management.

On the expenditure side, moving towards
programme- and performance-based budgeting
and introducing a medium-term expenditure
framework is the only way to link expenditure
to development goals and policies. Adopting

a gender-responsive budgeting approach is
also recommended in order to plan for efforts
that support gender equality objectives and
effectively track related budget allocations.
Another essential reform is to update budget
accountability to include the impact of
government expenditure on achieving the SDGs
and national sustainable development goals
under the Egypt Vision 2030 (box 1). On the
revenue side, tax bases and prices should be
revisited, with consideration for the expected
social, economic and environmental impact.
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Box 1: Approaches to integrating the Sustainable Development Goals in budgetary processes — country examples

1. Using the SDGs to improve the budget proposal narrative

Governments can integrate the SDGs by including qualitative—and more rarely quantitative—elements on SDG achievement in the budget documents
they propose to parliament. For instance, during the preparation of the 2018 budget in Finland, the Ministry of Finance asked each ministry to add a
short paragraph under each of the main titles in the budget proposal providing information on how sustainable development would be reflected in their
sectoral policies during the 2018 financial year. In Norway, since 2016 each ministry has written a paragraph about its activities in relation to the SDGs
under its responsibility, demonstrating the contribution of its proposal to achieving the Goals. Following a review by other ministries, the Ministry of
Finance compiles the paragraphs and includes them in a chapter on SDG achievement, which is added to the main document of the budget proposal. In
Sweden, ministries are encouraged to demonstrate the link between their area and the SDGs in the budget documents.

2. Mapping and tracking the budgetary contribution to the SDGs

In Mexico, the Government links its budgetary programmes to the SDGs to determine what percentage of a Goal is linked to any budgetary programme,
as well as the number of budgetary programmes linked to each Goal. The Colombian Government has developed an automatic analysis text tool to
identify links between budgetary programmes and each Goal. Nepal and the Indian State of Assam have gone a step further, coding their budget
according to the SDGs in order to track the allocation of resources to each Goal. To move beyond mapping budgetary programmes or allocations in
relation to the SDGs, countries could evaluate how different allocations actually impact SDG achievement by adding performance indicators, as is the
case in Mexico.

3. Using the SDGs as a management tool for negotiations

Ministries in some countries use the SDGs and their targets as a management and negotiation tool to justify their budget proposals and negotiate
for more funds. In Assam, the SDGs are a tool for line departments to obtain priority funding. In Finland, the administration expects the SDGs to be a
beneficial tool that might better direct resource allocation decisions towards sustainable development. In Afghanistan, the SDGs will be used as a
selection criterion to identify which grant applications from the provinces will obtain funding from the central Government.

4. Improving the budget performance evaluation

The SDGs and their targets and indicators can be used to improve a budget performance evaluation system. Mexico, for example, is revising its budget
performance indicators in light of the SDGs. France announced in February 2018 that it would align its budget performance indicators with the SDGs
“where relevant and possible”. Slovenia has clearly linked the SDGs to national objectives and adapted them to their national context and challenges,
prior to adopting 30 key performance indicators to evaluate national development, including budget performance. These indicators indirectly reflect the
SDGs after being nationally translated.

Source: Adapted from Hege, E. and L. Brimont (2018). Integrating SDGs into National Budgetary Processes. Paris: Institut du développement durable et

des relations internationales.

While the COVID-19 pandemic and its associated
economic, fiscal and social impacts could
exacerbate existing sustainable development
challenges in Egypt, they could also provide an
opportunity to introduce further structural reforms
and continue those that have already begun in an
effort to speed up the recovery and enhance the
delivery of the SDGs.

In particular, Egypt shows a strong commitment
to improving the social safety net as a major
priority of current and future structural fiscal
reforms. Authorities are looking into expanding
social support to include more vulnerable groups,
such as at-risk women, the elderly and school
children. In addition, Egypt is committed to a
public expenditure review, supported by the World

Bank that covers social protection, health and
education programmes, with a particular focus
on evaluating the effectiveness of government
spending in these key areas.

Moreover, the Government of Egypt perceives
public revenue mobilization as essential to
supporting the higher primary surpluses needed
to create fiscal space for priority spending on
health, education and social protection. Prior

to the COVID-19 crisis, the draft medium-term
revenue strategy, developed with support from
IMF, had identified a range of institutional and
compliance reforms for both the tax and customs
agencies, as well as tax policies to increase
revenue by 2 per cent of GDP over four years.
Indeed, certain revenue measures from the draft



strategy were accelerated and embedded in the
budget for the fiscal year 2020/21.7

Furthermore, it is worth mentioning that the
Ministry of Finance prepares and publishes the
medium-term public debt management strategy
annually. The strategy outlines the methodology
and planned actions to improve public debt
management and reduce the debt-to-GDP ratio,
primarily by reducing public debt burdens,
prolonging debt average life and developing the
government securities market to ensure that the
necessary funding for the budget is provided in a
timely manner.

The Government’s commitment to reform the
existing budgetary system and processes has
been reflected in the newly proposed unified
public finance law, which was drafted by the
Ministry and submitted to the legislature in
December 2020 for discussion and approval.
The proposed law replaces both Law No. 53 of
1973 on the State budget and Law No. 127 of
1981 on government accounting. It incorporates
modern practices of public financial management,
such as medium-term budgetary frameworks,
programme- and performance-based budgeting,
budget ceilings, fiscal planning and automation.

As such, the new law aims to improve the
efficiency, effectiveness and prioritization of
government spending, as well as achieve greater
fiscal discipline.The proposed law seeks to
achieve these objectives primarily by introducing
effective mechanisms of financial accountability
and transparency throughout the entire budget
cycle; unifying the accounting rules to which all
public entities, including economic authorities,
are subject; and improving the governance of
procedures to reallocate general reserves and
additional appropriations. The proposed law also
aims to strengthen the coordination mechanisms
between the Ministries of Finance and Planning
and Economic Development during budgetary
processes in a way that should eventually translate
into better fiscal performance for the Government.

Finally, it is noteworthy that the analysis provided
by this chapter is limited to the State budget

of Egypt and therefore it does not consider

the role of economic authorities, SOEs and
extrabudgetary funds and accounts in financing
sustainable development. A more comprehensive
view of the relationship between public finance
and sustainable development in Egypt could be
achieved by considering the role of off-budget
public domestic sources of finance.
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Everyone, as a member of
soclety, has the right to social
security and is entitled to
realization, through national
effort and international co-
operation, of the economic,
soclial and cultural rights.
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Background

The 2030 Agenda aims to achieve prosperity
and sustainable development for all. The main
goals are to ensure that everyone has access
to a basic income, food security, primary and
secondary education, essential health services,
affordable drinking water and adequate
sanitation. Governments should ensure that
no one is left behind by servicing all needs,
including those of the “missing middle”

Unfortunately, establishing a minimum floor
is out of reach for most developing countries,
including Egypt. Over the past decades,
social protection has become a response to
poverty and vulnerability. It consists of two
main components: non-contributory schemes,
such as social safety net programmes,

and contributory schemes, such as social
insurance pensions. Strong social protection
policies help to address fragility and shocks,
stimulate human capital, foster social
cohesion and social justice, and build trust in
social contracts with the State.

For the purposes of this chapter, social
protection in Egypt refers to a nationally




defined set of basic social safety net programmes,
namely, access to basic income security and
essential health-care services.This is in line with
article 22 of the Universal Declaration of Human
Rights, which states: “Everyone, as a member

of society, has the right to social security and is
entitled to realization, through national effort and
international cooperation and in accordance with
the organization and resources of each State, of the
economic, social and cultural rights indispensable
for his dignity and the free development of his
personality”" It also aligns with SDG target 1.3, to
implement nationally appropriate social protection
systems and measures for all, including floors,
and by 2030 achieve substantial coverage of the

poor and the vulnerable; SDG target 3.8, to achieve
universal health coverage, including financial

risk protection, access to quality essential health-
care services and access to safe, effective, quality
and affordable essential medicines and vaccines
for all; and the ILO Social Protection Floors
Recommendation, 2012 (No. 202).

This chapter is divided into four additional sections.
Section A introduces mainstream debates and
various modalities of social protection, providing a
global outlook. Section B presents social protection
programmes in Egypt in terms of their expenditure,
coverage and targeting approach.These
programmes are divided into three major groups:
social safety net programmes (non-contributory
schemes), social insurance (contributory schemes)
and access to basic health care (which can be
contributory, non-contributory or a mix). Section C
discusses the impact of effective and efficient
institutional arrangements and capacity-building
for social workers regarding service delivery and
outcomes for social protection programmes.
Section D explains how to strengthen the resilience
of social protection floors in Egypt by building a
universal floor in the context of the SDGs that must
respond to crises and fragility. To ensure that every
household has access to basic income security and
essential social services, the Government must
integrate various complementary social protection
programmes to provide universal coverage. Social
protection is a fundamental human right and must
be normalized as a basic right.

A.Mainstream debates and modalities of social protection:

global outlook

Many countries offer social protection to meet

the diverse needs of their populations. Social
protection systems have two main components:
non-contributory and contributory schemes. As a
policy framework, social protection has been used
as a tool to address poverty and vulnerability,

particularly in developing countries. A growing
number of Governments have therefore been
adopting programmes for national social
protection to reduce poverty. There is a debate
as to whether the core principle behind the
distribution of social protection benefits should
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be universalism or selectivity through targeting.
Under universal schemes, social safety net
programmes are open to the entire population

as a basic right, while under targeting schemes,
eligibility requirements must be met before
accessing benefits. International organizations such
as the World Bank and IMF advocate for the latter.
Indeed, how far a policy regime leans towards
either of these options will shape its welfare

social contract. Liberal regimes are characterized
by policies that target low-income households;
conservative regimes are shaped by traditional
family and social values; and social democratic
regimes provide universalist systems that promote
equality based on high standards rather than basic
needs.This is a topical debate in low- and middle-
income countries with limited and fragmented
institutional social protection systems, as well as
in wealthy countries with well-developed social
security and comprehensive welfare systems.
Markets alone cannot satisfy the social contract;
therefore, the State must be involved to guarantee
that basic livelihood needs will be met. This
section examines and clarifies core layers of the
debate surrounding targeted and universal social
protection schemes, their techniques and forms,
including cash, voucher and in-kind assistance.

There is extensive literature on different targeting
mechanisms; administrative, social and political
targeting costs; and targeting errors. A few studies
address the question of whether targeted schemes
should be done at all or whether universalist
schemes should be implemented instead. Little is
known about targeting costs. In the debate over
modalities of assistance, proponents of targeting
have a more optimistic assessment of targeting
experience and are confident that the use of
modern ICTs helps to minimize targeting errors.

In contrast, proponents of universal schemes

are optimistic that the uniform provision of
benefits will garner a sufficient budget to provide
meaningful social protection.They are opposed

to targeting from a human rights perspective or
on moral principles of equity and question the
practicalities of targeting and its costs, including
political costs and costs to beneficiaries.

International organizations play a vital role in
supporting reforms and reshaping social safety net
programmes, attempting to shift from universal to
targeted social schemes and adapt the techniques
employed. Organizations such as IMF and the
World Bank have been introducing and supporting
social policy reform initiatives in developing
countries since the 1980s. They also shape
programme structure. For example, an ILO study
reviewed IMF structural adjustment policies in

187 countries from 2010 to 2020. It shows that

IMF advice focuses on a series of reforms, two

of which are related to the current debate: (i)
eliminating universal subsidies (including on food,
energy and agriculture in 132 countries) and (ii)
rationalizing spending and further targeting safety
nets (in 107 countries).? International organizations
play a significant role in shaping the modality,
technique and form of targeted social safety net
programmes, which they claim are more effective
and efficient in distributing government resources
among the poor.®Their arguments and structural
adjustment policies focus on the cost-effectiveness
of alternative transfer modalities. As a result, the
debate shifted towards targeted programmes in
the form of cash. Proponents of cash transfers
claim that they generate the largest welfare gains
because the beneficiaries are free to purchase
what suits them. Moreover, it is argued that cash
transfers are associated with less stigma and are
less costly to administer. This debate, however, has
been hindered by a lack of rigorous evidence that
explores the implementation of the programme’s
targeting mechanism at the grass-roots level.

ILO study reviewed
IMF structural adjustment
policies in

187

countries

2010-2020




In addition to historical and political reasons, this
lack of evidence may partially explain the continued
existence of food vouchers and in-kind transfer
programmes in low- and middle-income countries.

The COVID-19 pandemic shook economies

across the globe.The twin health and economic
shocks revealed gaps and fragmentations in
national social protection systems, primarily

for those in the middle and at the bottom of

the socioeconomic ladder. The pandemic has
exacerbated the gap in social protection coverage
for the missing middle, which is excluded

from receiving any kind of provisions under
targeted schemes. Social protection in Egyptis a

complicated process, both in terms of targeting
vulnerable groups and delivering services.
Despite the Government'’s extensive efforts to
reform social protection, it has not managed to
provide basic universal social protection as a
human right. The move towards universalism

is reinforced by concerns over social protection
and “leaving no one behind’ as mentioned in the
2030 Agenda, as well as by the global pandemic.
It is clear that the pandemic renewed the debate
among citizens, academics, policymakers

and practitioners on the reliability of current
modalities and forms of social protection systems
and whether they provide minimum floors on
which to fall back.

B.Social protection programmes in Egypt: expenditure,

coverage and targeting

Egypt is a lower-middle-income country with
various social protection programmes. Along
with other countries in the MENA Region, it relies
heavily on social safety net programmes, such
as food and fuel subsidies. Despite its objective
to allocate subsidies primarily to the poor, the
revolutionary wave known as the Arab Spring
that swept across the region was propelled

by demands for equal access to resources

and resource redistribution. In January 2011,
protesters called for an end to poor economic
conditions, injustice and corruption in Egypt.
The Arab Spring has highlighted some key
challenges in the region, including high levels
of poverty, the need to reform social protection

systems, growing inequalities and social injustice.

The revolution was proof that citizens no longer
accepted the old social contract with the State.

Since 2005, the Government of Egypt has
faced numerous challenges that have resulted
in high inflation and low salaries. During the
bread crisis in 2008, there were widespread
flour shortages and long lines to purchase

staples. Since the 2011 revolution, the economy
has faced macroeconomic imbalances, particularly
in terms of currency realignment and fiscal
consolidation. According to CBE, monthly indicators
for December 2016 reported that the official
exchange rate for the Egyptian pound against the
United States dollar had slipped from LE 8.88 to
almost LE 20 per dollar.*This devaluation of the
currency amounted to a loss of approximately

55 per cent of its value. Given that Egypt is a major
importer of commodities and the world’s largest
importer of wheat, the currency depreciation

was highly detrimental, especially to the poor.
Nevertheless, from a macroeconomic perspective,
the liberalization of the exchange rate was a crucial
step in the Government’s wider economic reform
programme to return foreign currency trading to
the formal banking sector. In addition, according
to CAPMAS, the period between 2000 and 2017
witnessed a continuous increase in poverty rates,
from approximately 17 per cent to 32.5 per cent, as
shown in figure 42. Following the implementation of
recent economic reforms, the poverty rate declined
for the first time since 2000 to reach 29.7 per cent
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The Government of Egypt has
faced numerous challenges
that have resulted in high
Inflation.

in 2019/20.This was coupled with a decline in the
annual headline inflation rate, from 28 per cent in
January 2017 to 12.7 per cent in January 2019.

Egypt is characterized by high levels of both
money-metric and multidimensional poverty
(see chapter 1 for details). The Government must
address this challenge. One solution that protects
everyone, particularly poor and vulnerable
households, is to establish and maintain an
effective and efficient social protection system.
It is worth noting, however, that regional
disparities in poverty levels are marked, with
signs of divergence. Figure 43 shows that in
2019/20, the highest poverty rates were in rural
and urban Upper Egypt, at 48.2 per cent and
28.9 per cent, respectively. In rural and urban
Lower Egypt, the poverty rate was 22.6 per cent
and 11.2 per cent, respectively.

Figure 43. Poverty rate across geographical regions in Egypt

Figure 42. Poverty rate by aggregate poverty measurement

2019/20 29.7
2017/18
2014/15

325

2012/13
2010/11
2008/09
2004/05
1999/00

21.6
19.6
16.7

M Poverty rate

Source: Author, based on several editions of the Household Income,
Expenditure and Consumption Survey, published by the Central Agency
for Public Mobilization and Statistics, Egypt.

This poses a range of questions regarding the
Government’s initiatives in less advantaged
regions. The increase in poverty indicates that
Egypt is in urgent need of a more efficient
and effective social protection system at

both national and subnational levels, despite
continuous generous budget allocations for
subsidies, grants and social benefits. While
these allocations accounted for 5.5 per cent of
GDP in 2020/21, they decreased from 8 per cent
in 2016/17 to 4.5 per cent in 2019/20, as shown
in figure 44.
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Urban Upper Egypt
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Rural Lower Egypt Urban Lower Egypt Urban governorates

Source: Central Agency for Public Mobilization and Statistics, Egypt (2020). Household Income, Expenditure and Consumption Survey (2019/20).



Figure 44. Subsidies, grants and social benefits A
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In 2020/21, Egypt’s budget expenditures

on subsidies, grants and social benefits

totalled LE 265.6 billion, or 17 per cent of

total expenditure, as shown in figure 44. The
social protection system over that period was
skewed towards social benefits, which cost

LE 158.8 billion in the same year. Social protection
as a percentage of total government expenditure
has declined between 2016/17 and 2019/20.
Moreover, its impact on poverty and human
capital development has been limited, owing

to the complexities of targeting.®This could be
attributed to a number of structural challenges,
institutional arrangements and broader
socioeconomic developments (see section D).
Additionally, there is low social insurance
coverage, a lack of awareness among workers
about labour rights, administrative inadequacies
and an erosion of benefits by high inflation. In
addition, the Egyptian health-care system is
complex. Although the Government has taken
steps to reform it, there is still a need to increase
coverage and improve the quality of services,
particularly in Upper Egypt. These challenges
must be addressed to ensure that social
protection investments have a greater impact on
poverty reduction.

In the past decade, the Government introduced
comprehensive reforms to build a new social
contract and address the aforementioned
challenges. Since 2014, the Government has rolled
out the smart ration card system to replace food
subsidies and filter beneficiaries, in an effort to
reduce the fiscal deficit. It also raised fuel prices,
gradually phasing out fuel subsidies, with the
exception of liquefied petroleum gas and fuel oil
needed for electricity and cooking. In 2015, the
Government launched the Takaful and Karama
programmes to offset the negative effects of
reforms, particularly on the poor. Additionally, a
comprehensive reform of the health-care system
was introduced in mid-2018, beginning in the
Governorate of Port Said, and a law was passed to
reform social insurance in mid-2019.To accelerate
the achievement of the SDGs and reinforce the
concept of leaving no one behind, the Government
launched a number of initiatives. For example,

the three-year Haya Karima initiative (meaning
“decent life”) was launched in 2019 and seeks to
improve the quality of life in the poorest villages,
especially in Upper Egypt, and most vulnerable
rural areas, which contain approximately 50 per
cent of the population. It includes efforts to
revamp infrastructure, improve access to basic
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services, promote education and health care, offer
decent employment and empower women.

This section analyses the range of social protection
programmes in Egypt, namely, social safety net
programmes, social insurance and health care. It
examines expenditure, coverage and targeting,
focusing on the impact on poverty and vulnerability.

1. Social safety net programmes

Social safety net programmes encompass
numerous non-contributory programmes,

as shown in figure 45, which are provided to
guarantee income security for the poor. In Egypt,
these programmes have long been dominated by
food and fuel subsidies. Indeed, most have become
embedded as an acquired right for citizens, and

Figure 45. Taxonomy of social protection schemes

the legitimacy of the ruling Government has been
predicated on the ability to provide food, fuel and
basic services at affordable, subsidized prices.

(a) Food subsidies programme

Given the politically sensitive challenge of
reforming the existing food subsidies programme,
the Government chose to gradually move away
from the old paper-based ration card system and
introduce a new smart ration card system, for
which participants register using their national
identification number.The current system is
composed of subsidized baladi bread (or Egyptian
flatbread), the most important subsidized food
product, as well as licensed ration shops (i.e.
small retail stores known as tamween) that sell
subsidized commodities to beneficiaries. In
2013/14, the Egyptian Government introduced
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changes to the baladi bread system, switching to
an output-based financing approach to improve
the supply chain.This approach subsidizes the
actual number of loaves distributed by bakeries
to beneficiaries in an attempt to offset the black
market and smuggling that characterized the
previous system, under which the flour sacks used
to produce the bread were subsidized. Under

the new system, every beneficiary has a daily
quota of a maximum of five loaves of bread. If a
household does not use the entire monthly bread
quota, the remainder is converted into points.

For example, a household with four individuals
registered on the smart ration card system has a
monthly bread quota of 600 loaves. If they take
only 100 loaves, the unused baladi bread quota of
500 loaves is converted into points (500 loaves is
LE 50, or approximately $5.60). These converted
points can be used to buy other commodities from
the ration shops. This approach might encourage
beneficiaries to consume less baladi bread.®

Changes were also made to the operations of ration
shops by introducing an allowance-based system.
Under the previous system, each beneficiary

was given a specific quota of subsidized, low-
quality commodities (i.e. cooking oil, rice, sugar

Figure 46 Government expenditure on food subsidies

and macaroni) to buy from a specific shop.The
system subsidized the products in the ration shops
according to the number of beneficiaries that

were recorded in the Ration Office ledger.Thus,

if beneficiaries did not take their entire quota, the
shop might have sold the remainder on the black
market. The new smart ration card system permits
beneficiaries to buy from any ration shop, and the
subsidized commodities are distributed to each
shop according to its sales ledger. Beneficiaries
are provided with a monthly allowance that they
can use to buy any product from a bundle of over
50 commodities.’

Government budget expenditure on food
subsidies increased from LE 21 billion in 2008

to approximately LE 83 billion in 2020/21,
accounting for 5.7 per cent of the average total
annual government expenditure from 2008/09 to
2020/21, as shown in figure 46. In nominal terms,
food subsidies have more than doubled from
2013/14 to 2020/21 as the Government sought to
mitigate the impact of higher inflation and protect
the poor. Nevertheless, as a percentage of total
annual government expenditure, food subsidies
have declined from 6.5 per cent in 2017/18 to

5.3 per cent in 2020/21.
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The poverty rate
for 2019/20 would
have increased to

32.7%

without the programme

The Government decided to increase the monthly
allowance under the food subsidies programme
using the smart ration card from LE 15 in 2013 to
LE 18 in June 2016, then to LE 29 in March 2017 and
to LE 50 in July 2017. Without the food subsidies
programme, an estimated 3 per cent of Egyptians
would have fallen into poverty in 2019/20.8
According to CAPMAS, food subsidies accounted
for 7.4 per cent of total household expenditure on
food consumption in 2020. It was 8.3 per cent in
rural areas and 6.3 per cent in urban areas.The
food subsidies programme has shielded the poor
from the impact of high food prices.® Figure 47
highlights the role of subsidies in alleviating
poverty. Using the basic needs approach, the

figure shows that the poverty rate for 2019/20
would have increased from 29.7 per cent to
32.7 per cent without the programme.

The Ministry of Supply and Internal Trade has
sought to improve targeting to ensure that food
subsidies are effectively allocated to the poor.
Figure 48 shows that in 2020 approximately

65 per cent of the population received benefits
across 27 governorates; however, not all are poor
households. The eligibility criteria for enrolment

in the food subsidies programme and the smart
ration card system are very loose and difficult

to assess. One criterion covers those with

chronic illnesses or special needs, but there is

no list of eligible conditions. Temporary seasonal
employment or work as a street vendor in another
criterion, but there are no specific records for such
forms of work within the Ministry’s system. In 2010,
aWorld Bank study showed that the programme
shields the poor from the impact of food price
inflation but poorly targets beneficiaries. These
figures explain the pressure on the Government
to improve resource allocation and ensure that
benefits are focused on and provided to only

the targeted groups.” The cost of basic needs
approach was used to assess the targeting
performance of the food subsidies programme

Figure 47. Impact of the food subsidies programme on poverty in Egypt
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Source: El-Laithy, H. (2020a). Main Results of the Household Income, Expenditure and Consumption Survey, 2019/2020. Central Agency for Public

Mobilization and Statistics, Egypt.

Abbreviation: FSP, food subsidies programme.



by comparing inclusion and exclusion errors.

Results showed that the programme suffers from

high leakage rates of approximately 80 per cent
based on data from the 2013 Household Income,

Expenditure and Consumption Survey and 90 per

cent based on data from the 2017 Survey."

Figure 48. Percentage of the population that receives food
subsidies in 2020, per governorate
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Mostly non-poor households are receiving the
intended benefits of the programme. Weak targeting
strengthens arguments in favour of reforming

the system and moving towards more pro-poor
policies. The digital approach of using smart ration
cards with a limited monitoring system might lead
to duplicated benefits, the appearance of ghost
cards and an increased risk of fraud. As such, the
Ministry requested an audit of the smart ration card
data, which was conducted in cooperation with the
Administrative Control Authority and the Ministry
of Defense and Military Production. Challenges
facing the food subsidies programme can be
addressed by establishing more comprehensive
guidelines, tightening targeting criteria, verifying
and reassessing eligibility, improving resource
planning and allocation, building capacity and
tailoring communication. Targeting errors should
be minimized by developing partnerships with
local stakeholders to facilitate enrolment and by
creating a unified national registry, which the
Ministry of Planning and Economic Development is
currently developing.

(b) Fuel subsidies

Fuel subsidies encompass government spending
on diesel, gasoline, liquefied petroleum gas and
other fuel products. According to a 2017 IMF study,
estimates suggest that the poorest quintile in
Egypt, Jordan, Mauritania, Morocco andYemen
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Local stakeholders play a
vital role in reaching the most
distant areas and vulnerable
groups and increasing their
awareness of the importance
of regular health checks and
preventative services.
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Figure 49. Government budget expenditure for fuel subsidies
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receive between only 1 per cent and 7 per cent of
total fuel subsidies, which is considerably lower
than the 42 per cent to 77 per cent received by
the richest quintile. In 2015, the poorest quintile
in Egypt benefited on average from only LE 140
per capital per year in fuel subsidies, while the
richest quintile gained LE 451. Moreover, urban
households received more benefits from fuel
subsidies than those in rural areas.

A comprehensive reform was introduced in
2014, following several studies which showed
that universal fuel subsidies are regressive and
non-poor households receive more benefit as a
result of higher fuel consumption. Fuel subsidies
in Egypt have been reduced from LE 126 billion,
which accounted for 17.9 per cent of total
expenditure in 2013/14, to LE 28 billion, which
represented 1.37 per cent of total expenditure
in 2020/21, as shown in figure 49. In 2020/21,
government budget expenditures for fuel
subsidies totalled 0.45 per cent of GDP.

Reforms to fuel subsidies have a significant
impact on the poorest individuals, particularly

in rural areas, when phasing out all types of
fuel. Liquefied petroleum gas, in particular, is a
vital source of energy for poor households, and
diesel is used in the transport and agriculture
sectors. In the short term, the reduction in
subsidies increased fuel prices overall, which
had an immediate impact on related prices
throughout the economy. In addition, phasing
out fuel subsidies had a direct impact on the
poor as a result of increased transport costs.
Using Hicksian equivalent variation to measure
household welfare, a 2019 study shows that
without adequate compensation for phasing

out fuel subsidies, welfare losses would be
between 4.1 per cent and 5.3 per cent for urban
poor households and between 2.3 per cent and
2.7 per cent for the rural poor.”*The food subsidies
programme and the Takaful and Karama cash
transfers have helped to mitigate some of the
negative impact on poor households but remain
inadequate, particularly given the high poverty
rate. Any reform must therefore encompass
concrete compensation measures that rely on the
unified national registry. Examples include direct
cash or near cash transfers to poor beneficiaries.



(c) Takaful and Karama

In a shift towards more targeted programmes,
Egypt has been providing two separate schemes
called Takaful and Karama since 2015/16 through
the Ministry of Social Solidarity. The World

Bank provided initial support with a financing
loan of LE 6.32 billion. Beneficiaries who meet
the eligibility criteria were moved from the

social solidarity pension to the Takaful and
Karama programmes. The three programmes
are recorded under social security benefits in

the Government'’s expenditures. Social security
benefits have increased from LE 8.9 billion in
2015/16 to LE 19.2 billion in 2020/21. Nevertheless,
they have been declining as a percentage of total
government expenditure, from 1.4 per cent in
2017/18 to 1.1 per cent in 2020/21 (figure 50).

These cash transfer programmes are conditional
(Takaful) and unconditional (Karama). Eligibility
forTakaful is limited to poor households with
children under 18 years of age, while Karama
targets the elderly, orphans and persons with
disabilities. Takaful provides a basic monthly
salary of LE 350, with additional funds according
to the number of children in each household
(capped at two) and their school grade level.

Figure 50. Government expenditure on social security benefits

While enrolment in the programme is conditional
upon school enrolment and attendance and
regular health checks, these conditions are not
yet fully enforced. The basic monthly salary has
not changed since 2015, which means the benefit 5
has a smaller net worth owing to fluctuations in

the inflation rate. Nevertheless, the additional

funds for each child have increased by an average
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therefore also received a smaller net benefit. The
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wage in the public sector.Targeting is conducted
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and proxy means tests. These schemes operate
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across 27 governorates. According to data from

the Ministry of Social Solidarity, 78 per cent of

the beneficiaries in 2020 were women, of which

18 per cent were divorcees and widows.
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Figure 51. Number of households enrolled in Takaful and Karama
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Approximately 3.3 million households were
enrolled in the Takaful and Karama programmes
in 2020, as shown in figure 51. Approximately
44 per cent are located in Upper Egypt.

This supports the decision to prioritize the
programme’s launch in the poorest 19 districts
across 6 governorates in Upper Egypt, where
the poverty rate is approximately 50 per cent.

In 2021, approximately 3.7 million households
received benefits.

An IFPRI impact evaluation study showed that,
in terms of targeting accuracy, 67 per cent of
Takaful beneficiaries belong to the poorest

40 per cent of the population. Nevertheless, the
study revealed a record number of exclusion
errors, in which large numbers of eligible poor
households were not receiving the cash transfer.
The two programmes have an overall positive
impact on poverty reduction, food consumption,
quality of diet and child nutrition. The IFPRI study
shows that the Takaful and Karama programmes
have had an impressive impact on economic
inclusion, with an increase from 7.3 per cent

to 8.4 per cent in household consumption
expenditure for beneficiaries. Participation in
the programmes also reduced the likelihood
that beneficiaries would fall below the poverty

line by 12 percentage points. Additionally, the
programmes have positive outcomes regarding
women’s empowerment and sense of dignity
with an increase in their decision-making ability,
particularly with regard to spending, that is
associated with intra-household bargaining
power and the household’s financial status.
Challenges related to the two schemes include
the limited availability of quality education and
health services and a lack of affordable transport,
particularly in rural areas. Additionally, front-line
social workers must be better trained to handle
non-compliance with the scheme’s conditions.

A number of applicants felt that the selection
criteria were opaque, and some complained
about favoritism. New applicants criticized the
lengthy waiting period, which could last up to a
year in some cases.'®

2. Social insurance

The range of contributory social protection
system schemes includes social insurance, which
encompasses pension schemes, as shown in
figure 45. Social insurance is provided to address
contingencies such as illness, old age, pregnancy,
widowhood and disabilities through risk pooling.
The social insurance system in Egypt has been



Table 10. Coverage of the social insurance system in Egypt

Type of worker Law number and year
79/1975  108/1976  50/1978  112/1980  64/1980
Employees working in Government v v v v v
Employees working in the public sector v v v v v
Employees working in the private sector v v v v v
Farmers with at least 10 feddans x v v v v
Landowners x v v v v
Employers and the self-employed working in commerce x v v v v
Employers and the self-employed working in agriculture x v v v v
iEnn:glaols‘;eSrtsa?:d the self-employed working “ y y y y
iEﬂws{l;:Jy;gand the self-employed working N y y y y
iEan;E;?]it[a;:r?nd the self-employed working N y y N y
Members of producer cooperatives x v v v v
Egyptians working abroad x x v v v
Casual or irregular workers x x x v v
Staff of foreign and large Egyptian companies x x x x v
Members of some professional associations X X X X v
Senior-level employees x X X X v
Military personnel and top bureaucrats x x x x v

Source: Author, based on data from the International Social Security Association.

fragmented into several schemes that cover
different types of workers. The overall system
was regulated by four major laws, as shown

in table 10. Formally employed workers were
covered by schemes governed by Laws No. 79
of 1975 and No. 108 of 1976, the scheme under
Law No. 50 of 1978 covered Egyptians working
abroad and Law No. 112 of 1980 was relevant to
informally employed workers. Self-employed
and irregular workers are widespread in Egypt,
particularly in rural areas. The nature of their
employment results in greater job instability and

higher wage fluctuations. Under Laws No. 112
and No. 64 of 1980, these workers have been
entitled only to pension insurance and survivor
and disability benefits, with lower contribution
rates than other categories. This leaves them mo

re

vulnerable when maintaining their living expenses

and facing various risks.

Social insurance is primarily a state-run system
that is controlled and administered by the
National Organization for Social Insurance and
the Ministry of Social Solidarity. The National

5
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Organization for Social Insurance is responsible
for providing two social insurance funds under
the supervision of the Ministry: the government
social fund and the public and private business
sector fund.The former provides coverage to
civil servants, while the latter covers all other
categories of employees in both the public and
private sectors, employers, the self-employed,
Egyptians working abroad and others.These
social insurance funds usually operate as

an employment-based benefit, financed by
contributions from both workers and employers.
As such, pensions in Egypt are equal to a set
percentage of the average monthly wage earned.
Egyptians who are not registered with either fund
fall under the umbrella of the Ministry of Social
Solidarity and are enrolled in the comprehensive
social insurance system, either through non-
contributory pensions or assistance.

Pensions distributed by the Ministry under various
categories, including illness, old age, maternity
status, widowhood and disabilities, accounted

for 2 per cent of GDP in 2019. Between 2014

and 2019, the number of pensioners registered
with the government social fund increased from
2.9 million to 3.7 million, while pensioners in the
public and private business sector fund increased

from 2.8 million to 3.4 million, as shown in

figure 52. During that same time, social insurance
beneficiaries under the umbrella of the Ministry
decreased, as beneficiaries of the social solidarity
pension were moved to the Takaful and Karama
programmes, as mentioned in section C.1.(c).

The number of persons aged 60 years and older
was estimated to be approximately 9 million

in 2019; however, there are approximately

1 million pensioners in that age group under both
funds. This raises important questions about the
social insurance coverage gap in Egypt.

In 2019, social insurance registration reached
only 11.9 million insured persons, which accounts
for 40 per cent of the labour force. A significant
portion of Egyptians have no social security,
reflecting the widespread problem with the
informal sector in Egypt. Additionally, the level of
benefits is relatively low and inadequate to meet
high prices. For example, 1.8 million government
social fund pensioners, or 40 per cent of total
pensioners, receive a monthly pension of

less than LE 1,500, which is 62 per cent of
minimum wage in the public sector (figure 53).
Nevertheless, those pensioners are eligible for
other social protection schemes, like the food
subsidies programme.

Figure 52. Number of pensioners receiving a social insurance pension from the National Organization

for Social Insurance or the Ministry of Social Solidarity
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Figure 53. Number of pensioners under the National Organization for Social Insurance government social fund, per monthly
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Consequently, for decades, the social insurance
system in Egypt has suffered from a number of
systemic inefficiencies, including low participation
costs, administrative inefficiencies, payment
evasion and weak enforcement, a lack of long-term
fiscal sustainability due to wage underreporting,

a lack of awareness among workers about their
labour rights, a poor investment strategy, policy
deficiencies, the absence of automatic pension
indexation and limited labour market mobility.
Additionally, high earners in urban areas have
better access to pensions, while the scheme fails
to reach the most vulnerable rural workers with
unstable wages and those in the informal sector.

To address these challenges, the Government

has introduced a new social insurance system.

In August 2019, a comprehensive new law on
social insurance (Law No. 148 of 2019) was ratified
to replace the five previous laws mentioned

in table 10. It includes insurance for old age,
disability, death, disease, work injuries and
unemployment and covers all previous categories.
The law established a unified pension fund with
separate accounts for each type of insurance.
“Comprehensive insurance wage” supersedes the
definition of “wages” on which social insurance

contributions were previously calculated, as the
latter distinguished between basic and variable
wages. Comprehensive insurance wage is
calculated based on the entire amount received by
the employee, which is subject to certain minimum
and maximum insurance thresholds (LE 1,000 and
LE 7,000, respectively). Some allowances, such as
for travel and transport, are deducted; however,
these deductions cannot exceed 25 per cent of

the employee’s comprehensive insurance wage.
The new law has divided monthly contributions
between the employer and employee in the
private sector, as shown in table 11. Nevertheless,
not all workers are covered for work injuries,
unemployment or maternity benefits. The law
mandates a contribution rate for old age, disability
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Table 11. Monthly contribution for various pension schemes

Scheme Employer’s contribution (percentage) = Employee’s contribution (percentage)
0Old age, disahility and death 12 9
lliness/sickness 3.256 1
Work injuries 15 --

Unemployment

Source: Author.

and death insurance of 21 per cent of the monthly
wage for public and private sector employees;
12 per cent will be paid by employers and 9 per
cent by employees. Other categories of workers
listed in table 10 will pay 21 per cent of the
monthly subscription amount they choose, in
accordance with the regulations under the law.
In addition, irregular workers will pay 9 per cent
of the minimum monthly subscription amount,
and theTreasury will contribute another 12 per
cent. Contributions will be raised by 1 per cent
every seven years until they reach 26 per cent.
Employees who work in difficult conditions will
enjoy higher pensions, and their employers will
pay higher contributions.

Moreover, an additional pension scheme is
offered to employees whose insurance wage
exceeds the maximum limit. They may choose to
make additional contributions in order to receive
higher pensions at the time of retirement. To
address financial sustainability issues, the current
retirement age of 60 years will remain in effect
until 2032, at which time it will gradually increase
until reaching 65 years in 2040. Under the new law,
pensions are automatically indexed for inflation
and coverage has been extended to uncovered
workers, including farmers or breeders, fishers,
owners and tenants of small agricultural plots,
temporary workers in agriculture and owners of
rural or family enterprises.

The new law also regulates unemployment
insurance, which provides benefits for up to
three months if the contribution period is less
than 36 months and up to seven months if the

contribution period exceeds 36 months.The value
of the benefits received diminishes gradually to
encourage workers to rejoin the labour force.
Nevertheless, unemployment benefits are not
available to all workers, such as informal workers.
Several challenges might impact the implementation
of the new law, particularly widespread informality
and underreporting of wages on the part of both
employers and employees. As a result, the law
increased penalties for those who provide incorrect
data, including imprisonment for a period of no
less than six months and a fine of LE 20,000 to

LE 100,000. In addition, bundling social insurance
with other social safety net programmes may
increase enrolment in social insurance.

3. Health insurance

The Government provides health care to the poor;
however the system is complex and pluralistic,
combining public and private providers and
financers. Providers compete, and citizens are free
to choose services based on their needs and ability
to pay. Consequently, the system relies on four
primary financing agents delivering health services
under contributory and non-contributory schemes:
the government sector, the public sector, the private
sector and household out-of-pocket payments. For
decades, the health-care system suffered from a
number of challenges, primarily limited coverage,
poor service delivery and high out-of-pocket
payments. According to CAPMAS, households paid
an average of LE 6,408 in out-of-pocket costs for
health-care services, which represents 10.4 per cent
of total annual household expenditures.



Figure 54. Health expenditure in Egypt
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In 2020/21, health-care expenditures in Egypt were
approximately LE 93 billion, or 6 per cent of total
government expenditure and only 1.93 per cent of
GDP, as shown in figure 54.The 2014 Constitution
affirmed the universal right to health care,
safeguarded by building and maintaining an
inclusive and effective health-care system.To
achieve target 3.8 on universal health coverage,
the Government must allocate not less than

3 per cent of GDP to health.The increasing cost
of health care in Egypt is a challenge. Average
household out-of-pocket costs increased from
9.9 per cent in 2018 to 10.4 per cent in 2020. In
2018, 62.8 per cent of health expenditures were
paid out of pocket. Fragmentation is another
challenge. A member of the same household
could benefit from various schemes under
different programmes, each with their own
regulations, which makes it difficult to unify
health services. Moreover, due to widespread
informality, some workers are not covered by
any health insurance. This problem is further
exacerbated in rural Upper Egypt, where workers
are the least educated and most disadvantaged.”

To address health-care challenges in Egypt, Law
No. 2 of 2018 on universal health insurance
was adopted. Phase one began in five pilot

governorates: Port Said, Suez, Ismailia, North
Sinai and South Sinai. It will be expanded to

the entire country over 10 years. The new law
mandates health insurance for all the citizens
except those living abroad. Employers must
contribute 4 per cent of the employee’s salary, or
a minimum of LE 50, and employees contribute

1 per cent of their wage, adding an additional

1 per cent per child or dependent and 3 per cent
for a non-working spouse. Those who receive
pensions contribute 2 per cent of their monthly
pension. In addition to contributions, universal
health insurance will be financed by taxes on
cigarettes, highway tolls, corporate revenue,
application and renewal fees for various licenses,
payments made to join the health insurance
system, and external and internal grants and loans.
The new law provides a health subsidy for those
who are unable to make contributions, under
which the Government pays a contribution of 5 per
cent of the minimum wage per family member.
Eligibility for the health subsidy will be determined
according to targeting criteria, and the Government
plans to cover approximately one quarter to

one third of the population. Nevertheless, the
Government is expected to face several challenges,
which include enrolling informal workers and
verifying their income.To this end, digitization
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The Government undertook
a number of initiatives

to improve health-care
services.

is one solution.The unified national registry
connected to the civil registry can be used for
income verification as well as monitoring.

The Government may face challenges in achieving
equitable access to the basic health-care system.
It should exercise caution in using proxy means
tests to distribute the health subsidy in the
absence of accurate information, given the
significant inclusion and exclusion errors that
might occur. The Government is also working to
strengthen health-care institutions. These efforts
must be guided by a detailed implementation
plan that involves all relevant bodies to address
the numerous technical issues related to the
purchase of services, provider payment methods,
institutional set-up and the management
information system and its operation. Moreover,
there is evidence of both supply- and demand-
side barriers to accessing health care, particularly
in rural areas. Barriers to accessibility in the
poorest areas must be carefully addressed. These
include distance to the preferred health-care

unit and a lack of transport in certain areas, as
well as a lack of qualified personnel, equipment
and medications. Rural citizens have access to
only one fifth of the number of health-care units
available in urban areas. In addition, urban areas
have well-equipped specialist hospitals with
considerable funding, while rural health stations
and village clinics are underfunded.” Demand-
side barriers include limited awareness of health
risks and treatment options, which is particularly
widespread among rural citizens and might
prevent them from seeking care.To improve

the health-care system and overcome some of

these challenges, the Government launched the
Haya Karima intitative, which aims to increase
investments in health infrastructure, capacity-
building and staff retention, particularly in the
poorest areas. This includes building hospitals
and health units and equipping them with medical
staff. Services include launching medical convoys
and providing health services and devices such as
hearing aids, glasses, wheelchairs and crutches.

Additionally, the Government undertook a number
of initiatives to improve health-care services.

In 2018, the “100 million health initiative” was
launched to eliminate hepatitis C. It offered free
treatment and resulted in a decrease of over

50 per cent in newly reported cases in 2019, after
screening almost 60 per cent of the population.
Following the success of this initiative, many
health issues are being address through similar
initiatives to combat disease and improve
women's health, such as the “Supporting Egyptian
women's health” and “Newborns health”
initiatives. As a result, several key national health
indicators have improved from 2016 to 2020. For
example, the maternal mortality rate declined
from 45.9 to 42.8 deaths per 100,000 live births.
The number of insured beneficiaries has increased
from 51.1 million in 2015 to 56.9 million in 2019.
The Government also began to increase health-
care accessibility and strengthen its institutions.
Local stakeholders play a vital role in reaching

the most distant areas and vulnerable groups and

The maternal mortality rate declined from

45.9, . 28,

deaths




increasing their awareness of the importance of
regular health checks and preventative services.
They also help to inform citizens about the

provisions of the new health insurance law. It is
also important to develop a feedback mechanism
to improve performance.

C.Implementing an effective social protection system
through a comprehensive and coherent policy approach

It has been argued that, until recently, the
design, assessment and reform of the social
protection system in Egypt has not been properly
connected to the realities of its implementation.
This influences the outcomes of social protection
programmes and results in inclusion and
exclusion errors. As a result of this disconnect,
far-reaching reforms to governance, institutional
capacity and public management continue to

be ineffective. Two main aspects are pivotal for
effective social protection.The first is governance
and institutional capacity, as well as the ability

to design a programme that can feed into its
implementation. The second is street-level
bureaucracy and the way in which it influences the
outcomes of social protection programmes.

From a top-down approach, the social protection
system is a large, unwieldy structure with many
overlapping layers.This raises two major questions:
(i) how is targeting performance influenced by the
institutional and governance challenges posed by the
bureaucratic structure and (ii) how do the policies
and reforms that change the programmes’ structure
influence targeting performance. The structure

and policies of the social protection system are
underpinned—whether explicitly or implicitly —by
the performance of the national, subnational and
local governments, as well as the agencies (i.e. all
bodies involved in service delivery). For example,
the structure of the food subsidies programme’s
administrative bureaucracy looks very Weberian, in
the traditional sense, and has a significant bearing
on the targeting mechanism.These complex
arrangements are not without cost and may
potentially introduce errors into the targeting process

that cannot be captured by a solely quantitative
approach. A qualitative approach is also needed to
incorporate the realities of implementation.

The overall government system in Egypt and

in most of the Arab region is characterized as a
form of deconcentration rather than local self-
government. The bureaucratic administration

of various social protection bodies consists of

an elaborate system of deconcentration, both
regional and local, and is highly centralized.
Policies, decisions and decrees are formulated by
the central Government with little involvement

of regional and local actors in the decision-
making process. Hence, the role of local and
regional offices is mostly confined to carrying out
decisions, despite the fact that they play a major
role in delivering services directly to the public.
Their roles are entirely restricted by the central
Government’s decisions.

6O

It is wrong to believe that
measuring errors is the most
satisfactory and accurate
evaluation of targeting
performance because this will
overlook much of the situation
on the ground.
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The new public management approach, which
emerged in the 1980s, attracted strong interest
from many developing countries, including Egypt.
This approach aims to reform the public sector;
however, applying these public administration
reform concepts to the Weberian structure of
social protection programmes has resulted in
the perception that the new public management
approach is a menu from which certain policies
can be selected and implemented. Applying the
programmes’ policies based on these concepts
has added additional layers of complexity,
particularly given the disconnect with the local
context. Clearly, employing select reforms using
targeting mechanisms has not been a panacea
to resolve the challenges faced by various social
protection programmes in Egypt.

Using the targeting method for social protection
leaves room for abuse when there is a lack of
governance and control. Moreover, the disconnect
between the policy objectives of social protection
programmes and the implementation phase,
which does not consider changes in the financial
situation of beneficiaries, has caused beneficiaries
to perceive benefits as an inherited or acquired
right for non-poor households. Additionally,
extensive bureaucratic procedures and a lack of
coordination among all bodies involved could
lead to a high risk of corruption and manipulation,
to the benefit of intermediaries. Lastly, the lack of
grievance mechanisms in most social protection
programmes raises questions as to the efforts
being made to improve service delivery.

It is also important to focus on the role of street-
level bureaucrats in social protection systems

and the implications for targeting performance. A
better understanding of policy objectives is vital,
and objectives must be linked to implementation
for better service delivery. Street-level bureaucrats
shed light on the fundamental tension between
the need for relatively simple rules to facilitate the
work of bureaucrats and the myriad situations and
messiness of the actual implementation process,
which influences targeting outcomes.
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A better understanding of
policy objectives is vital, and
objectives must be linked to
implementation for better
service delivery.

The government units that deliver social protection
services to the public are always working in
dynamic situations. A number of factors have a
significant impact on the social protection system'’s
targeting mechanism.The massive volume of
application requests reflect the disconnect between
the programme’s design and the workload.The
physical location in which information is elicited
might increase exposure to stigmatization for
potential beneficiaries and impact their willingness
to discuss changes in their circumstances. There
are no procedures for filing grievances, and
bureaucrats are under phenomenal pressure,
which is exacerbated by a lack of supervision and
feedback loops. They do not receive training, which
is important to enhance service delivery and offer
strategies for effective communication. Feelings

of being voiceless and disempowered negatively
impact their performance and engagement. A
2004 study on the targeting performance of health
care in South Africa, where nurses are the street-
level bureaucrats, revealed that overcrowding,
resource shortages, a lack of communication, poor
working conditions, low wages, staff shortages,

a lack of recognition and safety concerns were

all factors that impede the health-care system in
South Africa.®These factors can also be found

in many social protection programmes in Egypt.
Given these conditions, those who implement

the programmes not only shape the policy but
generate unexpected outcomes.

Achieving a balance between cost-efficiency and
cost-effectiveness is difficult in any bureaucracy,



including in the case of targeting social protection
programmes. Neoliberal policies embrace cost
containment and often focus on minimizing
administrative overheads in order to enable the
Government to save money. These policies focus
on the programme’s efficiency in terms of the

size of the administrative cost relative to a certain
budget; however, the situation of street-level
bureaucrats stresses the importance of investing
in resources to achieve better targeting outcomes.
Without such an environment, minimizing

costs can lead to poor outcomes and seriously
jeopardize the programme’s effectiveness. It is
irrational to expect street-level bureaucrats to
work effectively when they have not acquired
basic skills, work in an unsuitable environment
and apply loose targeting criteria to achieve
cost-efficiency. While it is likely that the cost

of leakage and undercoverage would be much
lower than the cost of investing in the resources

required for effective service delivery, this alleged
“rational” approach is unethical, because poor
households may be prevented from enrolling in
the programme for the sake of containing costs.

In general, it is wrong to believe that
measuring errors is the most satisfactory and
accurate evaluation of targeting performance
because this will overlook much of the situation
on the ground. There is much more that should
be accounted for and must be taken into
consideration when reforming and designing
social protection policies. Bridging theory

and practice is crucial to help developing
countries, including Egypt, better understand
the targeting performance of their social
safety net programme. Social policies have

a better chance to be effective when they are
based on evidence and robust quantitative and
qualitative analysis.

D. Strengthening resilience by building a universal social
protection floor in the context of the Sustainable
Development Goals: responding to crises and fragility

To ensure income security for all and build resilience,
it is necessary to roll out a social protection system
that accounts for the realities of implementation

and is complemented by other relevant social and
public policies. Social protection should therefore be
integrated into a broader policy context to respond
to crises and risks. As such, nationally defined social
protection floors are fundamental to a universal
social protection system and represent an important
instrument in achieving target 1.3 of the SDGs to
cover the poor and vulnerable.

To do so, the Government should enhance the
existing social protection system, taking into account
the local context, for older persons and those who
are unable to earn sufficient income as a result of
unemployment, illness, disability, maternity status

or injury, with a view to ensuring at least a basic
level of income security throughout the course of
their life. This should also apply to children in terms
of access to nutrition, education, care and other
necessary goods and services. The Government
should formulate and implement national strategies
to extend social protections based on an effective
social dialogue and stakeholder participation at both
the local and subnational levels. This would be based
on an appropriate mix of cash transfers and services
financed by taxes and contributions, and it would
provide sustainable, universal social protection for
the entire population, including the middle class.

In order to reach the most vulnerable and those at
risk of being left behind, the social protection floor
should extend to those who work in informal sectors,
as discussed in section B.2. Such inclusiveness
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would help workers transition from the informal to
the formal economy.

In order to achieve universal health coverage
(SDG target 3.8), the Government should follow

a rights-based, universal and equitable approach
based on financial solidarity. Additionally, family
benefit packages must be sufficiently broad to
minimize out-of-pocket payments. Sufficiently
large risk pools are another important component
for achieving equitable health coverage without
discriminating among beneficiaries. While Egypt
has moved towards universal health insurance,
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Social protection should be
Integrated into a broader policy
context to respond to crises
and risks.

many aspects remain to be addressed, as
discussed in section B.3.

E. Conclusion and policy recommendations

As the world is shaped by global trends like
the pandemic, digitization, globalization and
automation, social protection systems must
adapt to changing contexts and demands. This
chapter has underscored the importance of
continuing to revisit the modalities of social
protection programmes and policies and the
tools for measuring their effectiveness. It has
also discussed the factors behind significant
inclusion and exclusion errors and the need to
consider the realities of the current situation
throughout the implementation phase. In
addition, this chapter explores targeting as

a means of increasing the effectiveness of
social protection programmes. This method
has a positive impact on some beneficiaries;
however, for those who are excluded, it
remains unsatisfactory, divisive, costly and
detrimental to efforts to increase the social
protection budget, leading to the rise of

the missing middle. Targeting suffers from
coverage issues and leakages that in some
cases have become too expensive to correct
without a drastic structural transformation.
Additionally, the COVID-19 shock rippled
through all countries, exposing a number of
vulnerabilities in economies, infrastructures,
health-care systems, social security systems

and the capacity of Governments and
institutions to contain crises. As a result of
the pandemic, discussion has moved back
towards the idea of universalism and how to
achieve universal social protection. There are
numerous ways to move towards inclusiveness
and offer a universal social protection system
that can provide everyone with a sense of
security and fairness, introducing schemes

to include the missing middle and the poor
who are currently falling through the crack
between narrow targeted social protection
and contributory social insurance schemes.
Meanwhile, the Government of Egypt is
moving towards achieving universal social
protection through universal health insurance
and the Haya Karima initiative, which aims to
improve the quality of life for citizens in the
poorest villages. It focuses on empowering
women, enhancing local infrastructure and
capacity-building, improving access to basic
services, promoting health-care and education
services and offering decent employment.

Universal social protection requires closing
coverage gaps and adapting to new contexts
and specific situations and needs. There are
also many innovative policy solutions that



can be implemented to reach the missing
middle. One of these solutions is universal
basic income. There are various proposals,
which range from smaller to larger budgets, for
the advancement of social justice. Universal
basic income is not meant to eliminate other
supporting programmes to the poor, such as
public health and education services. Rather,

it aims to achieve universal coverage and
adequate, comprehensive protection. It is only
part of the solution to address poverty and
inequality and grant basic rights to everyone.
It should therefore be complemented by others
forms of social protection. Hence, a universal
basic income together with universal health

Short-term response:

Expand social safety net programmes
horizontally and vertically by adding new
beneficiaries, with priority to the poorest
governorates, and increasing benefits
using inflation indexing.

Revise the targeting methods of various
social safety net programmes. For
example, the targeting criteria for the
food subsidies programme should be

2 revised to address serious leakage and
fragmented gaps. The Takaful and Karama
programmes are using proxy means

testing, which needs to be revised to
expand eligibility.

Introduce a one-off cash transfer
programme to informal workers for a
limited period of time to sustain them for
risks and contingencies.

3

comprehensive communication strategy
with citizens, making use of social media

Adopt a comprehensive approach to
social protection backed by a clear,
and television announcements.

insurance and the Haya Karima initiative can
be considered a first step towards normalizing
universal social protection to grant basic
human rights.

5

This chapter does not address all the challenges
facing social protection programmes and
policies in Egypt. It invites policymakers and
practitioners to delve more deeply into these
issues with a view to improving decision-
making processes in relation to social protection
as a budget priority.

In this context, several policy recommendations
can be suggested, as follows:

Medium-term response:

Introduce labour-intensive public works
programmes.

Improve technical and administrative

2 capabilities, including through investment
in ICT resources and training for street-level
bureaucrats (i.e. front-line social workers).

Bundle social insurance with other social
safety net programmes to increase
enrolment and guarantee a minimum
floor for everyone.

=

Introduce gender-sensitive social
protection measures as a way to support
women’s engagement in economic
activities, especially in the informal sector.

Connect the unified national registry to
the civil registry to improve outreach and
promote integration in order to build a
minimum floor and improve inclusiveness.

Compile a comprehensive database of
informal workers under the Ministry of
Manpower and Immigration.
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Long-term response:

Integrate social protection into a broader

policy context to respond to crises and risks.

Implement strategies to extend national
social protection based on an appropriate
mix of cash transfers and services
financed by taxes and contributions in
order to provide adequate benefits and
sustainable universal social protection for
the entire population.

Establish a dynamic social protection
system to formulate policies, design and
implement programmes in place and
coordinate responses among the State,
local stakeholders and non-State actors.

Invest in and improve the universal health
insurance system by strengthening health
infrastructure, capacity-building and staff
retention, especially in the poorest areas.
Universal health insurance should follow
a rights-based, universal and equitable
approach based on financial solidarity.

Introduce universal basic income together
with universal health insurance as a first
step towards normalizing universal social
protection to grant basic human rights.

Establish an automated social protection

grievance mechanism to provide effective
feedback, communication and interaction
between the State and citizens in order

to improve performance.

Digitize cash payments, preferably
via contactless payments such as
mobile wallets.

Build a strong monitoring system
that carefully tracks beneficiary
enrolment and inflation and adjusts
payments accordingly.
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Public and private
iInvestments should
complement one another

to maximize development
results and ensure sustained
and inclusive growth.
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Background

In order to realize the Egypt Vision 2030,

billions of dollars and advanced technical and
managerial expertise must be mobilized and
invested in national development projects, with
a view to bridging the gaps in the economic and
social infrastructure and achieving the SDGs.

The role of the business sector in development
has evolved over time and is gaining in
significance as pressure increases on
government resources and technical capacities
across the globe. Egypt is therefore keen to
create a conducive business environment

that would help to grow a private sector-led
economy and streamline the role of business in
public service delivery.

By highlighting the business sector’s activities
and contributions to the Egyptian economy,

this chapter will provide insights into the

status of investment performance within the
economy and possible opportunities for the
business sector, especially given the increasing
number of government initiatives that allow
national and foreign business actors to increase
participation and invest in development through
various mechanisms.



A.The role of business in achieving the Sustainable
Development Goals: an international perspective

The business sector plays a multifaceted role

in achieving the SDGs. Public and private
investments should complement one another
to maximize development results and ensure
sustained and inclusive growth. This section
highlights the international context for business
sector contributions for achieving the SDGs.

1. The sustainable development
investment gap

Financing the SDGs is a global challenge,
especially for developing and least developed
countries. When the 2030 Agenda was launched in
2015, it was an ambitious vision for a better world.
Despite its noble intentions and aspirations,

there is a consistent shortfall in the funding
required to achieve these goals, particularly in
low- and middle-income countries. An estimated
$3.9 trillion in annual investments is needed to
finance the SDG targets in developing countries
by 2030. Current levels of investment are hovering

around $1.4 trillion, leaving an annual gap of
approximately $2.5 trillion.!

There is a global consensus that the world must
make more robust efforts and actions to achieve
the SDGs. The business sector is called on to
increase investments to bridge the funding gap
left by public investments, and governments
are called on to facilitate and streamline private
sector engagement in development projects.

In that regard, the Addis Ababa Action Agenda of
theThird International Conference on Financing
for Development recognizes that both public

and private investments have key roles to play
in infrastructure financing, including through
public-private partnerships. It also calls for the
promulgation of guidelines for the appropriate
structure and use of such partnerships.

For low- and middle-income countries,
the average annual cost to develop a new
economic infrastructure to achieve the full
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Table 12. Sustainable Development Goal infrastructure investment requirements for low- and middle-income countries
(2015-2030)

Scenario and sector Percentage of GDP 2015 (in billions of dollars)
New investments Maintenance New investments Maintenance

Low spending
Electricity 0.90 0.30 300 110
Transport 0.53 110 160 550
Water and sanitation 0.32 0.48 120 30
Flood protection 0.06 0.01 20 10
Irrigation (including maintenance) 012 - 40 -
Total 1.93 1.89 640 700
Optimum spending
Electricity 2.20 0.60 780 210
Transport 1.30 1.30 420 460
Water and sanitation 0.55 0.75 200 70
Flood protection 0.32 0.07 100 20
Irrigation (including maintenance) 013 - 50 -
Total 4.50 2.72 1,550 760
High spending
Electricity 3.00 0.80 1,020 280
Transport 3.30 210 1,060 700
Water and sanitation 0.65 0.75 230 70
Flood protection 1.00 014 340 40
Irrigation (including maintenance) 0.20 - 100 -
Total 815 3.79 2,750 1,090

Source: Rozenberg, J. and M. Fay, eds. (2019). Beyond the Gap: How Countries Can Afford the Infrastructure They Need while Protecting the Planet—
Sustainable Infrastructure Series. Washington, D.C.: International Bank for Reconstruction and Development/World Bank.



range of the SDGs by 2030 is estimated to

range between $640 billion (2 per cent of GDP)
and $2.7 trillion (8.2 per cent of GDP).The

power and transport sectors require the largest
investments, representing 43 per cent and 32 per
cent, respectively, of the total infrastructure
investments needed. It is also estimated that
maintenance costs will vary between 1.9 per

cent and 3.8 per cent of GDP.These costs should
be carefully considered in the Government's
infrastructure spending plans, as they are vital

to conserving society’s assets, extending their
lifespan and ensuring uninterrupted service
delivery. Maintenance costs also reduce pressure
on the general budget by conserving the financial
resources that would otherwise be required to
replace those assets more frequently.?

Table 12 reflects the high cost of maintenance in
the transport sector, which sometimes exceeds
spending on capital investment costs. This
highlights the importance of calculating the
maintenance costs of new capital investments
in infrastructure, especially for assets with high
depreciation rates.

Using data from its Private Participation in
Infrastructure database, a recent World Bank
report reveals that low- and middle-income
countries spend between 3.38 per cent and 5 per
cent of GDP on infrastructure, with considerable
variations among regions. Spending ranges from
2.5 per cent in sub-Saharan Africa to 5.7 per cent
in East Asia and the Pacific. These figures reflect
the substantial resources required for SDG-related
infrastructure investments in sub-Saharan Africa
and other developing regions in order to achieve
the SDGs by 2030.

Investment gaps in the social infrastructure in
developing countries are also significant. The
annual investment gap in the education sector
(e.g. infrastructure investments for building new
schools) is estimated at $250 billion, with private
sector participation at an expected 15 per cent.
In the health sector, the annual gap in related
investments (infrastructure, and research and

The annual
investment gap in
the education sector
is estimated at

development) amounts to $140 billion, and
the private sector’s expected contribution is

$250

hillion

approximately 20 per cent.®

Based on estimates in the UNCTAD SDG
InvestmentTrends Monitor, it is evident that

the private sector is more inclined towards
commercially profitable projects in the energy
and telecommunication sectors, where its
participation reaches 80 per cent, while its
contributions are minimal in social services, water
and sanitation, and climate-related investments.

According to the IMF, improving outcomes in
five economic and social infrastructure sectors
(education, health, roads, electricity, and water
and sanitation) to align with the 2030 Agenda
would require annual spending of approximately
$2.1 trillion in emerging market economies and
$0.5 trillion in low-income countries. The private
sector is well placed to contribute to development
in areas that blend with private investment,

such as infrastructure and clean energy, through
public-private partnerships.*

2. Public-private partnerships

The business sector can contribute to meeting
national development objectives by investing in
infrastructure projects through economic profitability
models.These include specialized investment
vehicles, such as sovereign wealth funds, impact
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funds, infrastructure funds and green bonds.They
also include special contractual arrangements for
specific projects under public-private partnership
models (i.e. build-operate-transfer and build-own-
operate-transfer models), as well as other forms of
legal and economic frameworks that support the
business sector in delivering public utilities, public
services and infrastructure to assist a country in
realizing the SDGs.

Public-private partnership is considered an
effective tool for financing development
projects. Empirical evidence and literature on the

determinants of public-private investment confirm

that overall macroeconomic conditions supported

by a sound institutional and regulatory framework

are critical for public-private markets to grow.®

Data from the World Bank show that total
investment commitments in public-private
partnership projects between 1990 and the
first half of 2020 totalled nearly $2 trillion in
8,296 projects distributed among 121 low- and
middle-income countries. These funds were
critical in responding to ambitious plans to
construct roads, bridges, light and heavy

rail, airports, power plants, and energy and
water distribution networks. The electricity
sector received the greatest number of private
investments, with total commitments reaching
approximately $952 billion, or 48 per cent of the
total capital, invested in 3,862 projects.

From 1990 to 2020, Brazil, China, India, Mexico
and Turkey alone attracted approximately

$1.2 billion, representing nearly 60 per cent

of total investments in infrastructure-related
public-private partnerships. These countries also
accounted for approximately 56 per cent of all
new projects during that period.®

Increased participation by the private sector
could help to close gaps in SDG financing.
Hypothetically, increasing private investments
in infrastructure in low- and lower-middle-
income countries to $368 billion could bring the
achievement of the SDGs within reach, when

combined with increased domestic revenue
mobilization efforts and cross-border flows.’

Public-private partnerships continue to face
challenges as a result of unforeseen fluctuations

in economic and sectoral contexts, poor project
planning and a lack of effective contract monitoring.
Disputes and differing interpretations of contracts
resulted in numerous renegotiations and some
cancellations. During the period 1990-2013, 68 per
cent of public-private partnership projects in Latin
America were renegotiated, usually within the first
three years of financial closure.?

The private sector in the MENA Region continues
to face a number of obstacles that hinder

growth, expansion and the achievement of

the SDGs. According to the Enterprise Survey,
political instability, high levels of corruption, low
productivity, weak technological and innovation
capacities, and limited access to finance are all
factors that cause private sector investment to lag.®

In addition, several legal and regulatory barriers
affect the region’s investment climate, including
cumbersome licensing processes and complex
regulations. Opaque bidding and procurement
procedures, particularly for public procurement,
further restrict private sector contributions to
public projects. These restrictions are associated
with the elevated time and financial costs of
regulatory and administrative barriers as well as
deficiencies in the judicial system, the rule of law
and the protection of property rights."

The Economic Commission for Europe (ECE)
introduced a new concept for public-private

During the period 19902013 6 8
,,/, : of public-private
partnership projects

i il

in Latin America were
renegotiated




partnerships, prioritizing the creation of value

for people and the scaling up of impact to make
such partnerships truly fit for purpose for the
SDGs. The ECE noted that the SDGs should play a

fundamental role in a public institution’s decision
to enter into such an agreement. Public-private
partnerships must therefore be measured against
impacts that align with the SDGs."

B.The current state of the Egyptian business ecosystem

In recent years, the Egyptian Government has taken
significant measures to enhance the investment
landscape, with a view to restoring macroeconomic
stability and fostering private sector-led growth.
These measures included the implementation of

a three-year fiscal consolidation programme that
aimed to reduce the budget deficit, improve the

tax system (i.e. introducing the VAT) and restrict
inefficient energy subsidies in order to enhance the
overall public financial management framework in
a context of general macroeconomic stabilization
policies. While there is a great deal of new
legislation that supports the business environment,
including entrepreneurship and MSMEs, this
section focuses specifically on the principal
legislation that facilitates the business sector’s
engagement in public service delivery through
investments in economic and social infrastructure.

Law No. 72 on investments was issued in

October 2017 and amended by Law No. 141 in
2019 as part of the reform programme to introduce
a new set of incentives and guarantees to level

the playing field for both domestic and foreign
investment projects. It targeted the development
of priority economic sectors and encouraged
investments in regions lagging behind. The new
investment law represents a more comprehensible
and enabling legislative framework to reinforce
investors' trust in the stability and certainty of the
Egyptian regulatory and institutional ecosystem.
The law classifies incentives based on three
criteria: (i) by geographical location (Suez Canal
special economic zone; GoldenTriangle special
economic zone; and other less developed regions,
as determined by a Cabinet decision); (ii) by

type of investment (labour intensive, SMEs or

export oriented); and (iii) by industry (renewable
energy; tourism; automotive; wood, packaging
and chemicals; pharmaceuticals; and food and
agricultural products).

In addition to this major legislation, a set of
amendments were made to Law No. 159 of 1981
on companies, governing joint-stock companies,
partnerships limited by shares and limited
liability companies. The new amendments work

in tandem with the law on investments to reduce
bureaucracy and simplify many processes by
introducing more corporate governance rules and
minority protections. This was followed by issuing
Law No. 11 of 2018 on restructuring, preventive
reconciliation and bankruptcy in Egypt, which
first introduced a non-jurisdictional restructuring
mechanism for bankrupt businesses. The law
allows businesses to restructure through the
court and reach possible settlement arrangements
through mediation mechanisms.

6O

The Egyptian Government has
taken significant measures

to enhance the investment
landscape, with a view to
restoring macroeconomic
stability and fostering private
sector-led growth.
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These legislative reforms aimed to promote
domestic and foreign direct private investments
focusing on competition in the region. They
also sought to stimulate inclusive growth

and development, job creation, exports,
entrepreneurship, the development of MSMEs
and investments for development impact.

One of the most important laws that can

be used to promote investments in SDG-
related projects is Law No. 67 of 2010, which
regulates partnerships with the private sector
in infrastructure projects, services and public
utilities. This law was issued in collaboration
with development partners and is based on

the United Kingdom public-private partnership
model. It allows the Government to enter into
contracts with private entities, thus enabling the
private sector to finance, construct and operate
large infrastructure projects and public utilities
under contracts lasting up to 30 years.

The Government is working on amending

the public-private partnership law to increase
private sector investment in infrastructure and
public utilities projects. A comprehensive reform
framework will provide more clarity on the role
of the private sector, including in the project’s
design, which is not allowed under the existing
law. The private sector will therefore be able to
design, finance, build, operate and maintain a
facility. Amendments will also allow the private
sector to rehabilitate and operate existing
facilities and perform any activities separately
or collectively, as long as the financing and
maintenance are secured. This will streamline

the implementation of public-private partnership
projects and ensure that the private sector
becomes a dependable source for implementing
such projects. It will also remove the ambiguity
in the tendering and bidding processes.

Another important development in creating an
enabling environment in which the business
sector invests in public services was the
establishment of the Sovereign Fund of Egypt,
with a total issued capital of $13 billion and
paid-in capital of $320 million, in accordance
with Law No. 177 of 2018. The aim of the Fund
is to promote investment in Egypt and co-
investing in State-owned assets to maximize
their value and efficiency. In order to further
operationalize the Fund and streamline its
contribution to achieving investment targets in
coordination with the private sector, it contains
four subfunds, each with an issued capital of
$2 billion and paid-in capital of $30 million.
The four funds target co-investments between
institutional investors and private sector
companies in their respective sectors, as per the
articles of incorporation.

Finally, Law No. 203 of 1991 on public
enterprises was amended by Law No. 185 of
2020 to enhance working rules and companies’
regulations by improving conditions, using
assets more efficiently, increasing their
contributions to the national economy,
improving competitiveness in domestic

and foreign markets and increasing the
effectiveness of investment mobilization in
achieving the SDGs.

C. The business sector’s contribution to the Egyptian economy

Investment remains a key driver for growth, job
creation and the achievement of the SDGs in
Egypt. Greater efforts must be made to promote
domestic and foreign investments in lucrative
business opportunities that would contribute to

implementing SDG-related projects and creating
new job opportunities.

In general, economic growth dynamics are
associated with investments. Egypt will require



the mobilization of both public and private value added and linked to domestic and
resources to fully realize its growth potential and local market demand will promote economic
achieve the relevant SDG targets. In this context, growth that is more productive and has higher
trends and structure of capital formation (public economic returns. Moreover, investing in
versus private) are among the key determinants projects that are linked to achieving the SDG
of inclusive and sustainable growth. Investing in targets provides an opportunity to promote
sectors deemed competitive with large domestic inclusive growth and job creation.
Figure 55. Gross capital formation, as a percentage of gross domestic product =l-|
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Figure 56. Private sector’s share of gross fixed capital formation, as a percentage of gross domestic product
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1. Investment trends

Gross capital formation as a percentage of GDP
represents a small figure in Egypt when compared
to the MENA Region and lower-middle-income
countries (figure 55). This indicates a low level of
investments that are essential to achieving target
growth rates and contributing to government
efforts to realize the Egypt Vision 2030.

GDP figures from 2018/19 show that gross capital
formation was equal to LE 922 billion, representing
17.7 per cent of GDP. While the private sector’s
share of gross fixed capital formation has been on
a downward trend since 2001, it reached its peak
during the period 2006-2010, averaging 9 per cent
of GDP.The latest figure for the private sector’s
gross fixed capital formation was slightly above
5.5 per cent (figure 56).

2. Structure of investments

The Egyptian economy is dominated by private
sector companies, which account for over 99 per
cent of business enterprises. While SOEs play

a crucial role in the business sector, especially
in oil and gas and pubilic utilities, the private

Figure 57. Top 5 industries with private sector involvement

sector is dominant in other sectors, primarily in
manufacturing, real estate, communication and
tourism.The public sector and SOEs (e.g. the
Suez Canal Authority, oil companies and electric
companies) typically invest in the infrastructure
and energy sectors.

(a) Domestic private investments

Data from the latest economic census from fiscal
year 2017/18 indicate that there are a total of
3,742,562 economic establishments in Egypt, with
3,741,026 private establishments. Ninety per cent
of private sector companies are active in the top
five industries with private sector involvement.
Figure 57 demonstrates the relative weight of the
number of private establishments per industry.

The most dominant activities are in the retail

and wholesale industry, which encompasses
approximately 2.2 million private establishments,
followed by 0.55 million manufacturing
establishments. Private establishments working
in health and social work represented only
approximately 4 per cent of total establishments,
while those in education represented less than

1 per cent (table 14).
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Source: Author, based on Central Agency for Public Mobilization and Statistics, Egypt, (2018). Results of the Fifth Economic Census 2017/2018 for Egypt by

Economic Activity and Governorates.



Table 13. Micro- and small enterprises

Invested capital (in thousands of Egyptian pounds)

Number of establishments

Percentage of total
enterprises

Less than 100 2,613,110 69.85
499-100 1,040,209 27.80
Total 3,653,319 97.65

Source: Author, based on Central Agency for Public Mobilization and Statistics, Egypt (2018). Results of the Fifth Economic Census 2017/2018 for Egypt

by Economic Activity and Governorates.

Table 14. Number of private sector establishments by industry

Number of private

Industry establishments Percentage of total
Wholesale and retail trade 2,178,017 58.20
Manufacturing 522,761 13.97
Other service activities 319,323 8.53
Accommodation and food service activities 182,443 4.87
Health and social work activities 156,147 417
Agriculture 134,296 3.59
Professional, scientific and technical activities 80,826 216
Administrative and support service activities 44,049 118
Other 123,165 3.29
Total 3,741,027 100

Source: Author, based on Central Agency for Public Mobilization and Statistics, Egypt (2018). Results of the Fifth Economic Census 2017/2018 for Egypt

by Economic Activity and Governorates.

The economic census does not provide relevant
categorization for micro- and small enterprises
as defined by the new Law No. 52 of 2020 on

the development of MSMEs. For the purposes

of this chapter, all establishments with less than
LE 100,000 of invested capital are considered
micro enterprises, and those with between

LE 100,000 and LE 500,000 of invested capital are
considered small enterprises (table 13).

Approximately 36 per cent of private companies
are located in the Greater Cairo area (Cairo, Giza
and Qalyubia) and Alexandria. This reflects the

considerable geographic concentration of activities.

The COVID-19 crisis has taken a toll on the
establishment of new investment companies. Data
from the General Authority for Investment and Free
Zones show the variance in the number of new
companies and their investment costs established
between February 2019 and February 2020
compared to those established between

February 2020 and February 2021 (figures 58 (a) and
(b)). The greatest impact was on the manufacturing
sector, which witnessed a 14 per cent decline in

the number of new companies and a 54 per cent
decline in invested capital. The financial sector
followed a very different pattern; it witnessed a
notable increase of over 119 per cent in invested
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Figure 58. Number and investment costs of new companies
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capital during the same period. Investments in the
construction sector also increased significantly.
Despite the negative impact of the COVID-19
crisis on the number and value of new companies
incorporated in the manufacturing sector in
particular, the overall number of new companies
established by the end of fiscal year 2020/21

recorded growth of 27 per cent. The number of
companies that expanded capital decreased by
8 per cent for the same period (figure 59).

Nevertheless, the private sector in Egypt
still lacks dynamism, as reflected in the
comparatively low entry and exit rates. On



average, only three limited liability companies
are created annually for every 10,000 working-
age persons, compared to an average of 20

in developing countries.”This low rate is a
challenge that requires significant government
effort to promote entrepreneurship and provide
support to the private sector to promote effective
participation in economic development.

(b) Foreign direct investments

Foreign direct investment plays a significant
complementary role to the domestic business
sector in mobilizing funds. It usually introduces
new technologies and technical expertise to the
national workforce. In addition, multinational
corporations can offer essential export market
information to boost national exports.

Although global foreign direct investment flows rose
by 3 per cent in 2019 to reach $1.54 trillion, inflows

to North Africa decreased by 11 per cent, to $14
billion. Inflows were reduced to all countries except
Egypt, which has remained the largest recipient

of foreign direct investment in Africa over the past
three years. Inflows increased by 11 per cent to reach
$9 billion, driven primarily by the oil and gas industry,
telecommunications, consumer goods and real

estate. Flows to developed and transition economies
increased, while those to developing economies
declined marginally. Retained earnings accounted for
approximately 41 per cent of inflows in Egypt.” In the
wake of the COVID-19 crisis, foreign direct investment
flows into North Africa contracted by 25 per cent, to
$10 billion. Half of that total was directed to Egypt,
which nevertheless witnessed a decline of nearly

35 per cent in comparison to the previous year."

Foreign direct investment still does not represent
a significant component of national investments
in Egypt. It averaged approximately 16 per cent of
total gross fixed capital formation between 2008
and 2018 and represented roughly 2.8 per cent of
GDP in 2019 (figure 60).

The latest available data from the General Authority
for Investment and Free Zones show that total
foreign direct investment stock in Egypt is nearly
$163 billion, distributed across nine economic
sectors as defined by the Authority. The highest
stocks are in financial services which amount to
$38.5 billion, followed by oil and exploration with

a total $34.8 billion and manufacturing which has a
total stock of nearly $32.7 billion. These three sectors
represent almost 65 per cent of total foreign direct
investment stocks in Egypt.

Figure 60. Foreign direct investment, as a percentage of gross fixed capital formation in Egypt (1970-2018)
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While manufacturing and oil are among the largest
contributors to these stocks, their compound
annual growth rates between 2011 and 2019

were 6.6 per cent and 8.7 per cent, respectively,
which is significantly lower than less productive
sectors. Real estate withnessed a compound annual
growth rate of 17.1 per cent during the same
period, followed by construction at 14.4 per cent.
The agricultural sector had the lowest growth, at
3.52 per cent, and tourism was at 3.9 per cent.”

Foreign direct investments are made in natural
resources, real estate, construction and light
manufacturing. Most of these sectors have limited
innovation potential owing to their relatively low
complexity. Meanwhile, greenfield investments
are being made in promising sectors such as
chemicals and renewable energy. Foreign direct
investment is also highly concentrated in specific
geographical areas.The top 5 governorates
accounted for 90 per cent of investments, while the
remaining 22 governorates share 10 per cent. This
unequal distribution of investments within Egypt is
also found in other emerging countries.

Promoting foreign direct investment in SDG-
related activities is a challenge. Global trends show
stagnant or declining private sector investment

in the SDGs, which is insufficient to close the
investment gap. The power, renewable energy and
transport infrastructure sectors draw the majority
of investments in developing economies, which
are often led by a few large economies.'

The Government must therefore focus on attracting
more foreign direct investment in SDG-related
sectors, which can be done in cooperation with
other developing countries and international
organizations. Egypt recently endorsed the Guiding
Principles for Investment Policymaking for the
Countries of the D-8 Organization for Economic
Cooperation and Development (OECD), which was
jointly developed with UNCTAD. The Principles
provide guidance for investment policymaking with
a view to promoting inclusive economic growth and
sustainable development and aligning investment
promotion and facilitation policies with the SDGs.

(c) Public-private partnerships

Egypt has a good regulatory framework for
public-private partnership projects that aims to
use this mode of investment to boost economic
growth and development by improving and
expanding infrastructure services. The framework
was developed in coordination with the Public-

Figure 61. Distribution of public-private partnership
investments (in millions of dollars)
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Accessed December 2021.


https://pppknowledgelab.org/countries/egypt

Private Infrastructure Advisory Facility in order to
attract private capital, facilitate the development
of domestic financial markets, and harness private
sector innovation and improve efficiency in public
service delivery by transferring operational risks
to the private sector.

Between 1990 and 2019, only 55 public-private
partnership projects have been implemented,
with total investments amounting to

$10.3 billion distributed across the energy,
telecommunications and transport sectors.
No contracted projects in Egypt have been
cancelled under this model. The majority of
the projects fall under the electricity sector,
which accounts for 32 projects with total
investments amounting to nearly $4.5 billion
(almost half of the total value of investments
under the public-private partnership model).”
The average size of projects in the electricity

Table 15. Top 10 public-private partnership investors in Egypt

sector is relatively small, particularly when
compared to the transport sector. There are six
port-related projects with a total investment
value of $2.6 billion. The average project size
is therefore approximately $427.5 million,
compared to $141.4 million for electricity
projects (figure 61).

The top 10 investors in public-private partnership
projects account for approximately 44 per cent of
the total value of investments in Egypt, invested
in 19 projects. The list includes three Egyptian
companies that invested approximately

$1.2 billion in six projects (table 15).

The top 10 public-private partnership projects
acquired slightly more than 57 per cent of total
investments. This list includes the flotation of the
Egyptian telecommunications company on the
stock exchange (table 16).

Investment (in millions

Company Country of origin of dollars) Number of projects
France Telecom France 749 1
1Malaysia Development Berhad (1MDB) Malaysia 678 2
Toyota Tsusho Corporation Japan 550 2
Orascom Egypt 548 3
AP Moller - Maersk Denmark 492 2
Solar Millennium Germany 315 1
Amiral Holdings Limited Egypt 314 1
Kato Investment Egypt 289 2
Siemens Gamesa Spain 276 1
Alcazar Capital Limited United Arab Emirates 272 4
Total 4,483 19

Source: World Bank, 2021. PPP Projects in Infrastructure in Egypt. Available from https://pppknowledgelab.org/

countries/egypt. Accessed December 2021.
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Table 16. Top 10 public-private partnership projects

Project Investment (in millions of dollars)
Suez Canal Container Terminal 894
Telecom Egypt 892
Mobinil 757
Damietta Port 640
Sokhna Port Bunkering Phase llI 498
New Cairo Wastewater Treatment Plant 475
East Mediterranean Gas Pipeline Company 469
Scatec Solar Portfolio 450
Sidi Krir Power Station 414
Ras Ghareb Wind Farm 400
Total 5,889

Source: World Bank, 2021. PPP Projects in Infrastructure in Egypt. Available from https://pppknowledgelab.org/countries/egypt. Accessed December 2021.

Figure 62. Top 5 industries for the public sector
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Activity and Governorates.

Egypt is still considered a lucrative market for public support, using current success stories as
public-private partnership investors, given its marketing tools to attract new investments.
supportive frameworks, the number of high-

quality projects implemented during the previous (d) Public business sector

30 years and the major milestone achieved with

the issuance of Law No. 67 in 2010. The successful The Egyptian public sector has historically
implementation of public-private partnership played an important role in the economy. Data
projects requires more consultation among from the economic census reports 1,536 state-

stakeholders to guide project selection and secure owned establishments. The top five industries



for the public sector encompass approximately In addition to central government bodies, the

80 per cent of the total establishments, Egyptian economy still relies on government

distributed across the construction; trade; economic authorities and public business enterprises
manufacturing; financial services; and as critical sources of gross capital formation,

electricity, gas, steam, and air conditioning particularly given the large government infrastructure 6
supply sectors (figure 62). projects being implemented (figure 63).

Figure 63. Gross fixed capital formation, as a percentage of gross domestic product (2001-2020)
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Infrastructure development is an important
component of the Egypt Vision 2030. It is one of
the economic development pillars, alongside the
development of human resources and skills to
support a modern industry and innovation base,
as well as improved governance to maximize
the positive effects of reforms. In particular,

the economic pillar of the Egypt Vision 2030
incorporates infrastructure megaprojects such
as the development of the Suez Canal

economic zone.

Egypt embarked on an ambitious public investment
programme beginning in fiscal year 2014/15 to
upgrade and improve the national infrastructure.
This programme was implemented through public
enterprises and private subcontractors. This led

to a significant increase in investments from the
Government and public enterprises, with an average
annual growth of 38 per cent during the period
2014/15-2018/19 (figure 64).

High-quality infrastructure guarantees better
standards of living for citizens and helps to
improve productivity and efficiency in the
business sector, especially the private sector. This
includes public utilities such as power stations,
water supply, sanitation and sewage, ICT, piped
gas, and solid waste collection and disposal. It

also includes public works and transport facilities
like roads, railways, urban transport, airports, and
ports and waterways.

During the period from fiscal year 2017/18

to March 2020, figures showed that central
government projects received the largest share
of government investments, while the public
companies’ share was consistently declining.

The most significant investments made through
public companies are investments in the Egyptian
Electricity Holding Company, which is responsible
for the construction of new power plants and
investments in electricity transmission networks.

It should be noted that the private sector’s share
of investments increased from 43.9 per cent to
57.5 per cent over this period (figure 65).

Although government investments represent

a significant share of the national gross capital
formation, as mentioned previously, public
companies and economic authorities are not the
main contributors to investment activities. The
share of investments from public companies is
declining, and the most significant economic
authorities contributing to investments are the
Suez Canal Authority and the Egyptian General
Petroleum Corporation.

Figure 65. Distribution of total investments from 2017/18 to 2019/20 (July-March) Q Y] Q
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Accessed October 2021.
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Foreign direct investment

still does not represent a
significant component of
national investments in Egypt.

SOEs in Egypt dominate the utilities, infrastructure
and finance sectors, the performance of which
affects broad segments of the population and

the business sector. Good governance of SOEs is
critical to ensure that they contribute to economic
efficiency and competitiveness. They can address
market failures, guarantee quality public service
delivery and contribute to the broader economy
when they operate efficiently, transparently and
on a level playing field with private enterprises.

The 228 SOEs employ approximately 450,000
employees and are subject to Law No. 203 of

1991 on the public business sector. There are

eight holding companies with 119 subsidiaries
owned by the Ministry of Public Business Sector.
The remaining companies are owned by the
Ministries of Petroleum and Mineral Resources,
Agriculture and Land Reclamation, Electricity and
Renewable Energy, Trade and Industry, Planning
and Economic Development, Water Resources and
Irrigation, International Cooperation, Defense and
Military Production, and Supply and Internal Trade.

(=)

The latest available financial data for 2017/18
show an increase of 21 per cent in SOE revenues,
approximately LE 103 billion, compared with

the previous year. The total net profit was nearly
LE 11 billion, an impressive 52 per cent annual
growth in net profit. Commodity and service
exports for SOEs amounted to LE 16.5 billion, with
a growth rate of 48 per cent compared to 2016/17.

D.Opportunities for the business sector

This section will highlight opportunities for

the business sector to contribute to the SDGs

in Egypt by investing in economic and social
infrastructure, which is considered the backbone
of sustainable economic development. While

this discussion is meant to reflect on profitable
business opportunities from investments in SDG-
related projects, it is also important to mention
the role of corporate social responsibility activities
to support public service delivery, particularly the
social infrastructure. The Egyptian business sector
has long supported local communities through
activities related to corporate social responsibility.

There are a number of business initiatives in
Egypt that align with this trend. The Egyptian
chapter of the United Nations Global Compact
Local Network was launched in 2004.The Industrial
Modernization Center and the Egyptian Institute of
Directors jointly launched the Egyptian Corporate

Responsibility Center, the mandate of which is

to empower businesses to develop sustainable
business models and to improve the national
capacity to design, apply and monitor sustainable
policies on corporate social responsibility.

These developments reflect the readiness of

the Egyptian business sector to contribute more
effectively to achieving the SDGs through a
disciplined framework that upholds internationally
recognized principles for mainstreaming
sustainability in business activities in a manner
that complements government efforts to achieve
development objectives.

1. Economic infrastructure gaps

According to a World Bank study on infrastructure
investment in Egypt, the country has benefited
historically from a high share of public investment



Financing Sustainable Development in Egypt

in infrastructure among countries in the MENA
Region; however, public infrastructure investment
has been declining without a corresponding rise
in private investments.'

According to the Global Infrastructure Outlook
of the G20, Egypt will face a significant
infrastructure financing gap between

2018 and 2038, estimated to be at least

$230 billion. During this period, the estimated

financing capacity for the Government could
reach $445 billion, while the total needed

for infrastructure investments would be
approximately $675 billion.® Among the greatest
challenges are the maintenance of existing
infrastructure, limited connectivity, the lack of
multimodal transport, an overreliance on roads
and a fragmented port system that leads to high
transport costs and poor logistics performance
compared to other countries in the region.?

Table 17. Potential pipeline for infrastructure business opportunities

Sector Primary SDG Secondary SDG Potential opportunities
GOOD HEALTH
ANDMELSENG International air cargo hubs.
s e J\/\fv Improvements to freight capacity in Egypt.
E Dry ports and logistics centres at
A — 1 RESPONSIBLE ) . X
n éﬁ T Alexandria, the Greater Cairo Metropolitan
Transport — (m Area, the Nile Delta and Upper Egypt.
AND INFRASTRUCTURE . .
New railways connecting ports, dry ports
& 13 o and logistics hubs.
ACTION
@ Mass transit in the Greater Cairo
Metropolitan Area.
800MW of solar photovoltaic and wind
13 o power plants.
@ Interconnections between Port Said and
the Suez Terminal and Ain Sokhna, plus
Energy S upgrades to the existing pipeline.
11 AAND COMMUNITIE . . . .
Pipeline links from Ain Sokhna to Suez; the
AEé_ construction of oil terminals with a storage
nEZE capacity of 1million m?® at both Suez and
Mersa el Hamra.
GOOD HEALTH
AND WELL-BEING
—va
Desalination plants.
10 255
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In partnership with government investment
vehicles, the private sector can promote
innovations and high-quality standards in
infrastructure development. At the same time,
infrastructure development can have a positive
impact on businesses by creating investment
opportunities and increasing production capacity
(table 17). It is also a primary driver of job creation
and reduced unemployment.

2. Social infrastructure gaps

In addition to improving the economic
infrastructure, promoting human development

is one of the pillars of the Egypt Vision 2030.
Mobilizing investments in social infrastructure (i.e.
education and health) is essential to achieving the
related SDG targets.

According to PricewaterhouseCoopers: “Egypt
represents an excellent opportunity for investors

Figure 66. Egypt expenditure on health, as a percentage of gross domestic product

and education providers looking for growth in the
MENA Region’, owing to its favourable investment
conditions, including sustainable demand for
education.?The Government should identify
workable business models to allow the business 6
sector to contribute to the investments necessary

for public schools rather than limiting investors to
establishing private schools.

The Ministry of Education and Technical
Education announced the first phase of
schools to be built under the public-private
partnership model in 2016, under which the
Government would provide the private sector
with land and the investor would build and
operate the schools. The first contracts were
not signed until January 2019. This delay
reflects serious problems with the programme’s
implementation. While it aims to build 1,000
schools by 2030, there were only 24 schools
in six governorates offered in phase one and
60 schools to be offered in phase two.?
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The public-private partnership model must be
implemented effectively in the education sector to
enable the Government to expand its educational
services while improving quality. Corporate social
responsibility can also play a very important

role in supporting the basic education system.
According to a survey of 104 companies carried
out by the American Chamber of Commerce in
Egypt, almost 90 per cent of respondents reported
being engaged in corporate social responsibility
and education was the most common area
receiving support from the private sector.?

To achieve its SDG targets, Egypt faces a critical
challenge in improving technical education and
shifting society’s negative perception of this type of
education. The Ministry of Education and Technical
Education is planning to expand enrolment in the
dual education system by 10 per cent by 2030, in
partnership with investor associations in different
governorates. Based on the country’s economic
development priorities and investment map, the
Ministry also plans to increase the number of
applied technology schools to 100 by 2030, in
partnership with large enterprises.

A high degree of involvement from the business
sector is necessary to implement the programme,

Figure 67. Number of hospital beds per 1,000 people

and the tendering and licensing processes must
be streamlined to ensure that the model is
applied successfully and smoothly, based on the
mutual interests of the State and the business
partner. This is particularly important since many
companies are already investing in their own
training programmes. The Government must
therefore be more adaptable to the needs and
capacities of the business sector.

Although the Government is constitutionally
mandated to allocate not less than 3 per cent of GNP
to the health sector and to increase that amount to
be on par with global levels, the sector is one of the
most underfinanced in Egypt (figure 66). Between
2006 and 2017, average government spending on
the health sector did not exceed 1.5 per cent of GDP,
while the global average hovered around 5.7 per
cent and OECD countries spent 7.2 per cent.”

The investment gap in the health sector is
mentioned in many studies and reports. Data
from the 2014 Demographic and Health Survey
indicate that progress on health sector indicators
is slowing down and there are growing disparities
when compared to global and regional indicators,
despite significant improvements made since
1990 in key health indicators.”

2.00

1.90

1.80

170 SN

1.60

150 o—

1.40

1.30

1.20

110

1.00

1.00

2008 2009 2010 20M 2012

2013 2014 2015 2016 2017 2018

Source: Author, calculated based on data from the Central Agency for Public Mobilization and Statistics, Egypt.



Table 18. Forecasts for cumulative investment requirements in the health sector

Year Scenario 1: 1.5 beds per 1,000 people Scenario 2: 2 heds per 1,000 people
Buildings  Equipment Total (in Buildings Equipment Total (in
Beds (in billions  (inhillions hillions of Beds (in billions  (inbillions bhillions of
of dollars)  of dollars) dollars) of dollars)  of dollars) dollars)
2030 51,000 12-7 5-4 17-1 110,000 26-15 19 37-24
2050 102,000 25-14 10-8 35-22 178,000 43-24 18-14 61-38

Source: Colliers International (2017). The Pulse, 7th Edition: Egypt Healthcare. Dubai.

Government plans in the health sector require
massive investments and harmonized actions
with the business sector. The Government has
recently launched a specialized investment fund
to provide seed capital and equity financing for
health-care projects. This is a positive signal to the
private sector to seriously consider investing in
this lucrative market.

Some investment reports estimate that in order to
cater to the needs of the health sector, an additional
51,000 beds are needed by 2030, assuming the
current ratio of beds per 1,000 people. However,
Egypt must increase the ratio of beds per

1,000 people to a minimum of two beds in order
to improve the quality and quantity of health-care
services (figure 67). At that ratio, 110,000 beds are
needed by 2030 and a staggering 178,000 beds
are needed by 2050, along with approximately
203,000 additional doctors.This creates a great

demand for hospital buildings and clinic spaces, as
well as 62,000 long-term care beds.”

Table 18 shows the number of additional beds and
the potential investments in real estate and health
care (e.g. medical fit-outs and equipment) that are
needed to cater to the demands of the growing
population in the upcoming years.

While there is a significant opportunity for health-
care providers to invest in the sector, public-
private partnership faces challenges as a result of
the poor benefits offered to private providers and
the ambiguity in the public-private partnership
framework in this sector.The new universal
health insurance system will create opportunities
for more public-private partnerships with its
vision for standardizing health-care services and
improving the quality, responsiveness and pricing
of medical services offered to citizens.

E. Conclusion and policy recommendations

Egypt and all other developing countries are facing
significant challenges in mobilizing the funds
required to implement public investments in the
physical and social infrastructure, which would
enable them to meet their development targets
under the 2030 Agenda.The Addis Ababa Action
Agenda identifies the role of the private sector as a

key partner in implementing the projects needed to
complement Governments’ investments in order to
bridge the financing gap, which cripples countries’
abilities to achieve their development objectives.
The business sector, including public enterprises
and the private sector, has great potential to
contribute to government investment activities

(=)
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in order to provide public services and improve
public infrastructure and facilities.

Although the role of the business sector in
financing development or participating in
achieving the SDGs is new, there are several
frameworks and mechanisms that can promote
effective partnerships between governments
and the business sector to encourage
investments in projects that have an impact
on development. Public-private partnership is
a crucial investment framework that facilitates
private sector contributions to public projects.
Studies and reports show that this model is an
essential component in national investment
mobilization schemes, and its implementation
strongly correlates to an enabling
macroeconomic and regulatory environment.
While the public-private partnership framework
in Egypt is considered advanced, it is still
limited by government bureaucracy and
bottlenecks in implementation, particularly
with regard to the relevance and availability of
pipeline projects to be offered to investors.

The private sector around the world is
increasingly streamlining environmental, social
and governance criteria for investments and
focusing on corporate social responsibility
activities related to the SDGs across their
internal operations and value chains.This has
become a priority despite the global challenges
they might face in applying those principles in
developing countries.

The Egyptian legal and regulatory business
environment has recently witnessed many
reforms and improvement initiatives to allow both
the domestic and foreign private sector to actively
engage in the implementation of public service
projects and to encourage investors to participate
in public service delivery in collaboration with

the Government or under its supervision. Gross
capital formation as a percentage of GDP in Egypt,
used to measure the value of investment, is lower
than the average across the MENA Region as well
as the average in lower-middle-income countries.

This reflects the need and the potential for new
investment opportunities across all sectors,
including a variety of public services.

Foreign direct investment is still a fraction of total
inland investment and, consequently, a much lower
percentage of GDP It is concentrated in the oil and
gas sector and light manufacturing, with a limited
impact on innovation and technology transfer.

The private sector is predominantly composed
of micro- and small enterprises with limited
financial capabilities. Moreover, their

activities are concentrated in wholesale and
retail trade, with minor contributions to the
manufacturing and hospitality sectors. SOEs
are still important economic players, but their
contributions to national investments have
decreased significantly over the years.The
Government announced measures to improve
the transparency and efficiency of SOEs, with a
view to creating a level playing field for public
and private companies as a means of enhancing
the overall business environment. While private
sector-led job creation is the only pathway for
sustainable economic inclusion, the private
sector still suffers from limited growth, low
productivity, narrow potential for job creation
and a lack of competition in some sectors.

In light of the information presented in the
chapter, the following policy recommendations
can be made:



Translate the national planning
framework, based on the Egypt

Vision 2030 development objectives,

into quantifiable metrics that clearly
identify gaps and required investments,
highlighting the potential for private
contributions. This should involve an
enriched public-private dialogue to better
adjust policies and should be led by well-
organized business associations and clear
policy advocacy mechanisms.

Ensure that public investment priorities
are results oriented, based on clearly
defined policy goals, realistic, well
informed and founded on evidence.
They should also be robust, with
investments that can position the
country competitively in the global
context. Investment plans should also be
resilient; identify social, environmental
and economic impacts; ensure value for
money; and adapt efficiently to changes in
resource allocation.

Pursue complementarities and reduce
divergence among sectoral strategies,
identify joint investment priorities and
maximize the potential for investments to
work towards unified purposes. Moreover,
investment plans should precisely

reflect the specificities and assets of
different geographic locations and adopt
effective instruments for coordinating
across national and subnational levels

of Government to bridge any fiscal,
information or policy gaps.

Provide upstream support for public-
private partnerships, including

project feasibility studies and
economic, social and environmental
impact assessments, to improve the
Government's ability to design and
formulate a high-quality bankable
public project pipeline. This includes
improving availability, harmonization,
clarity and the dissemination of timely,
comparable and quality information
about relevant investment opportunities.
The Government must also develop the
skills needed to manage public-private
partnership programmes and refine the
processes for project appraisal

and prioritization.

Improve investment support by
reinforcing the expertise of public
officials and institutions involved in
facilitating investments and public-
private partnerships at the national and
subnational levels. This is essential to
laying the foundation for a streamlined
business environment and efficient
tendering processes for public projects
selected for private sector contributions.

Align measures to facilitate business

and reduce regulatory burdens with
sustainable development objectives.

This should coincide with improved
corporate governance measures, labour
rights protections, environmental and
health standards and measures to fight
corruption, and promote business integrity.

616

The Egyptian legal and regulatory business
environment has recently witnessed many
reforms and improvement initiatives. sk




Financing Sustainable Development in Egypt

Create a national platform to engage with
the private sector on sustainability and
the green economy and promote their
relevance to core business processes,
products and services. Establish
mechanisms to ensure a minimal level

of disclosure about the metrics used

for corporate reporting on SDG impact,
which can play a significant role in raising
awareness in the business sector and
improving its level of commitment.

Develop and apply targeted strategies

to promote foreign direct investment
focused on SDG sectors. Priority should
be given to the proactive promotion and
facilitation of SDG investments and to
the creation of a continuous pipeline of
bankable, green and inclusive projects to
be offered to foreign investors.

Support businesses’ corporate social
responsibility activities through relevant
tax and non-tax incentives and improve
the processes for project creation and
selection by employing a participatory
programmatic approach that actively
engages local communities in the design
and implementation phases.

616

There are several frameworks
and mechanisms that can
promote effective partnerships
between governments and the
business sector.




Endnotes

UNCTAD, 2019.

Rozenberg and Fay, 2019.

UNCTAD, 2019.

Gaspar and others, 2019.

World Bank and Public-Private Infrastructure Advisory Facility, 2016.

World Bank, 2021a.

Doumbia and Lauridsen, 2019.

World Bank and Public-Private Infrastructure Advisory Facility, 2016.

9. European Bank for Reconstruction and Development, 2017.

10. Saidi and Parsad, 2018.

11. ECE, 2019.

12. European Bank for Reconstruction and Development, 2017.

13. UNCTAD, 2020a.

14. UNCTAD, 2021.

15. GAFI, 2020. FDI Database (unpublished data).

16. UNCTAD, 2020a.

17. World Bank, 2021. PPP Projects in Infrastructure in Egypt. Available from: https://pppknowledgelab.org/countries/egypt. Accessed December 2021.

18. See annex 4 for more information about social corporate responsibility.

19. Loayza and Odawara, 2010.

20. World Bank, 2018d.

21. OECD, 2020a.

22. PricewaterhouseCoopers, 2021.

23. Enterprise, 2019.

24. OECD, 2020. Organization for Economic Cooperation and Development (OECD), 2020. OECD Investment Policy Reviews: Egypt 2020, OECD Investment
Policy Reviews, OECD Publishing, Paris. Available from: https://doi.org/10.1787/9f9¢589a-en.

25. World Bank, 2021. World Development Indicators Database. Available from: https://databank.worldbank.org/source/world-development-indicators.
Latest update: 15 September 2021.

26. World Bank, 2018e.

21. Colliers International, 2017.

© N g N =



https://pppknowledgelab.org/countries/egypt

Role of the
financial sector

by Noha Emara

Amira Boshra, Research Analyst
Yunshan Qin, Research Assistant







Financing Sustainable Development in Egypt

A major driving force is ;!-ell‘q',' ="
1 ) W;

8 N :
the development of digital ¥ i
technology, bringing ¥
about critical changes to
both banking and non- A. An overview of the
banking institutions. financial sector in Egypt

The development of the banking system

in Egypt can be traced back to the mid-

nineteenth century, when the growth of

the cotton industry and the opening of

the Suez Canal led to an inflow of foreign

capital. In response, a few local banks were

established, including the National Bank

of Egypt, which was founded in 1898 with

the assistance of the British. It was also

a time when foreign banks emerged and

grew. Their business depended heavily on

crop export finance, agricultural credit and

mortgage facilities for residential buildings

with high interest rates. Nevertheless, there

were almost no instruments provided to
small businesses, so the informal financial

O market (also known as the “non-organized”
market), with its punitive interest rates, was
their only option for access to funds.

The financial sector of Egypt was largely
influenced by the transition from socialism
(1959-1972) to capitalism (beginning in 1973).



Between 1960 and 1990, the Egyptian financial
economy was heavily repressed by frequent
government intervention in the market mechanism.
In particular, the Government formed the CBE

and drew a clear distinction between commercial
banks and special institutions. It also set ceilings
for nominal deposit and lending interest rates,
enforced a high ratio of required reserves and

decided the allocation of credits to different projects.

In 1991, however, Egypt began an economic reform
programme, including a financial liberalization
policy, following the recommendations of the
World Bank and the IMF This decision improved the
efficiency and transparency of the financial sector,
and it gradually stabilized. It now enjoys a more
solid foundation.

Moving forward to 2030

The financial sector has undergone significant
changes since the 2015 Addis Ababa Action
Agenda. A major driving force is the development
of digital technology, bringing about critical
changes to both banking and non-banking
institutions. Despite raising concerns in terms

of cybersecurity, the broad use of digitization
enhances financial inclusion and increases

the efficiency of financial activities with lower

transaction costs. As Egypt works to achieve

the SDGs by 2030, the unexpected outbreak of
COVID-19 has imposed greater challenges, both
locally and globally. Taking into account the
current situation, the sections of this chapter will
elaborate on the role of the financial sector in
Egypt concerning the six aspects listed below.
The main objectives of this chapter are to analyse
the performance of the banking and non-banking
financial sectors, assess the role of informal
finance and the private sector, and discuss the
challenges as well as new opportunities to finance
sustainable development and close financial gaps.

(a) Dominance of the banking sector

In Egypt, banks play a dominant role in the formal
financial sector, and the efforts of the CBE to
strengthen the banking sector and achieve financial
inclusion cannot be overlooked. Nevertheless,

the current size of the banking sector does not
entirely meet the demands and needs of all people
and businesses in Egypt. This section will discuss
traditional sources and the relatively low cost of
finance, the limited access to finance and the way
in which traditional banks tend to favour large
firms and ignore the financial needs of SMEs.

(b) Limited role of non-banking financial
institutions

The non-banking financial sector in Egypt

is relatively small in market size and highly
underdeveloped. It has a small insurance sector;
limited private equity, hedge fund and pension
fund activity; and underdeveloped capital
markets. This section will discuss the features

of the current non-banking financial sector and
analyse the potential role of pension schemes and
contractual savings institutions.

(c) Informal finance

To address the undersupply of financial services
in the formal financial market, informal finance
has emerged and thrived in Egypt. It has become

~l
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quite popular among households and SMEs,

which have limited or no access to formal finance.

This section aims to explore the role of informal
finance in Egypt by analysing the way in which
low financial inclusion contributes to the growth
of this sector and how informal finance operates
to provide financing to its target population.

(d) Financing for sustainable development

Egypt must develop a financing strategy

to implement the 2030 Agenda in order to
promote inclusive economic growth, protect
the environment and enhance social inclusion.
It is worth noting that the CBE issued specific
guidance on promoting FFD. Several sources
of finance to consider are taxes, domestic
investment, foreign direct investment, portfolio
investment, remittances, loans and ODA. This
section introduces the situation in Egypt

since the Addis Ababa Action Agenda, potential
financing sources and estimates of

financing gaps.

(e) Potential role of the private sector in closing
financing gaps and supporting development
objectives

The private sector can play a crucial role in
ensuring that there are sufficient funds to close
the financing gaps in Egypt. Securitization, a
process of transforming an illiquid asset or
group of assets into a security through financial
engineering, is one of the ways to attract
private investment. This section will focus on

66

Egypt has one of the lowest
ratios of private creditto GDP in
comparison with other countries
in the MENA Region.

using financial leverage through securitization,
blended finance and public-private partnerships
to boost private sector contributions to financing
development projects. It will also address non-
banking financial development.

(f) Unique financial challenges and policy
implications

Given the current situation in Egypt, the financial
challenges must be acknowledged. Only when
the challenges and problems are addressed can
Egypt move towards achieving the SDGs. This
section is therefore dedicated to identifying the
challenges of financing gaps, understanding

the role of non-traditional financial sources in
meeting the Goals and exploring the role of
financial technology.

Before addressing these topics, the next

section will introduce a simple conceptual 4x2
framework that lays out the basic structure of the
financial sector in Egypt. This framework serves
as a baseline to facilitate an understanding of the
later sections.

B.The 4x2 framework

The financial sector in general has two
components: financial institutions and financial
markets. Financial institutions are corporations
dealing in financial services and monetary
transactions, such as deposits, loans, currency

exchange and investments. Commercial banks,
investment banks, trust companies, brokerage
firms, investment dealers and insurance
companies are examples of financial institutions.
They function as intermediaries of financial



markets. Financial markets, on the other hand,
are any markets in which the trading of securities
occurs. Examples include the bond market, stock
market, foreign exchange market and derivatives
market. The two components combined provide a
holistic view of the financial sector.

There are three main types of financial
institutions: depository institutions, contractual
institutions and investment institutions.
Depository institutions refer to deposit-taking
institutions in charge of deposits and loans,
including commercial banks, credit unions,

trust companies and mortgage loan companies.
Contractual institutions generally include
insurance companies and pension funds.
Long-term liabilities and stable cash flows are
characteristics of contractual savings institutions
that make them ideal providers of term finance.
Investment institutions include investment banks,
underwriters and brokerage firms.

There are various ways to understand and
categorize financial markets. One is to divide the
markets into primary and secondary markets.
Primary markets create securities, and newly
formed securities are bought and sold. A classic
example is the initial public offering. In contrast,
secondary markets handle the buying and selling
of existing securities, with transactions occurring
among investors instead of between issuers and
investors. Another way to view the financial market
is to divide it into capital markets and money
markets, the former referring to long-term finance
such as bonds and stocks and the latter concerning
short-term debt financing and investment.

An in-depth analysis of financial institutions and
financial markets is required to fully examine

the financial sector. In order to measure financial
development more accurately with respect to
economic growth and poverty reduction, the World
Bank Global Financial Development Database has
developed a 4x2 framework, which consists of four
dimensions: financial depth, access, efficiency and
stability. Applying these four dimensions to both
financial institutions and financial markets should,

in theory, provide a holistic view of the level of
financial development in a specific economy.

1. Financial depth

Financial depth generally captures the financial
sector relative to the economy in terms of size
and level of economic output. For financial
institutions, some key measurements include
private sector credit, financial institutions’
assets, M2, deposits and gross value added by
the financial sector as a percentage of GDP. In
particular, a higher proportion of private credit
to GDP is an indicator that the economy has a
relatively deep financial system. According to the
latest available data, as presented in figure 68,
Egypt has one of the lowest ratios of private
credit to GDP in comparison with other countries
in the MENA Region, at 27 per cent in 2020.
Jordan has a ratio of private credit to GDP of

83 per cent; Malta has approximately 84 per cent.
This disparity highlights the fact that Egyptian
financial institutions still need to work harder to
achieve greater financial depth. Furthermore, as
shown in figure 69, towards the end of 2020, the
proportion of private business sector credit to
total credit decreased to approximately 20 per
cent, nearly half its level in 2010. This decrease

in private sector credit can be attributed to the
impact of the global financial crisis of 2007 to
2009, the 2011 Arab revolution, the floating of the
Egyptian pound and the impact of COVID-19.

6O
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Figure 68. Financial institutions’ private credit, as a percentage of gross domestic product
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Figure 69. Private business sector credit, as a percentage of total credit
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For financial markets, some key measurements of
financial depth include stock market capitalization
and the ratios of outstanding domestic private
debt securities to GDP, public debt securities to
GDP, international debt securities to GDP and
stocks traded to GDP. Of those, the stock market
capitalization-to-GDP ratio is the most common
way to approximate the size of stock markets,
while the ratio of outstanding volume of private
debt securities to GDP is the most frequently
used indicator to measure the size of the bond
market. Countries with deep financial systems
tend to have larger percentages. The stock market

201112 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

capitalization-to-GDP ratio of Egypt was one

of the highest in 2008, but it quickly dropped
significantly and is currently one of the lowest in
the MENA Region (figure 70). Such a significant
drop in the size of the stock market may be
attributed to the global financial crisis in 2008,
which largely reduced both the value and volume
of traded stocks in the main market. Moreover,
due to political uncertainty, the Egyptian stock
market experienced an absence of initial public
offerings and private placements during the
period 2011-2013. Nevertheless, although the
stock market size reflects the possibility of a
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lack of financial depth, in terms of the M2-to-

GDP ratio, Egypt actually outperforms comparator
countries in financial depth.! Although the lack of
data on bond market size makes it difficult to draw
a definitive conclusion, the lack of depth in the
stock market and financial institutions provides
meaningful insight, which indicates that Egypt
must improve its financial depth to catch up with
other MENA countries.

2. Financial access

Financial access is an important dimension since
it is a strong indication of financial inclusion, or
the use of financial services by individuals and
firms. Access to financial services is different from
the use of financial services.Those who have
access may have the ability to use such services
but actively choose not to, while those without
access have no means to use any financial
services, regardless of their desire. Improvement
in access to finance by both individuals and
firms has proven to reduce poverty and increase
economic growth in the MENA Region.

For financial institutions, some key indicators of
financial access include the number of accounts

and branches per thousand adults (for commercial
banks), the percentage of people who have a bank
account and the percentage of firms holding lines
of credit. According to the latest available data, only
33 per cent of adults in Egypt had a commercial
bank account in 2017, which is one of the lowest
proportions among all MENA countries. In contrast,
over 90 per cent of adults in countries like Malta
and the Islamic Republic of Iran have basic access
to banking services (figure 71).This figure, however,
demonstrates that Egypt has taken initiatives to
improve its financial inclusion, as only 14 per cent of
adults had a bank account in 2014.2 The outbreak of
COVID-19 has further motivated the CBE to increase
the use of electronic channels by abolishing the fees
and commissions applied when using electronic
points of sale and by issuing electronic wallets and
prepaid cards for free for six months.?

For financial markets, some key indicators

of financial access include the percentage

of market capitalization excluding the top 10
largest companies, the percentage of value
traded outside of the top 10 traded companies,
government bond yields (3 months and 10 years),
the ratio of domestic to total debt services, the
ratio of private to total debt securities (domestic)
and the ratio of new corporate bond issues to
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GDP. These variables serve as the estimation of capitalization in Egypt is relatively high, it has not
market concentration. These variables serve as yet stimulated real investment opportunities that
the estimation of market concentration. As shown contribute to economic growth. Figure 73 shows
in figure 69, Egypt’s ratio of market capitalization that the market capitalization of listed domestic
excluding the top 10 companies to total market companies as a percentage of GDP exhibits a
capitalization was 55.2 per cent in 2018, one of falling trend over the period 2011-2020. In 2020,
the highest in the MENA Region. This percentage market capitalization reached 11.4 per cent, after a
implies that financial markets in Egypt are low of 10 per cent in 2016.

relatively more accessible, especially compared

with the accessibility of financial institutions. To achieve significant improvements in financial
Although it is clear that the proportion of market inclusion in Egypt, the national financial inclusion

Figure 71. Adults with a bank account in 2017
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Figure 72. Market capitalization excluding the top 10 companies, as a percentage of total market capitalization
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Figure 73. Market capitalization of listed domestic companies in Egypt, as a percentage of gross domestic product
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development-indicators. Accessed October 2021.

Figure 74. Bank cost-to-income ratio (percentage)
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strategy framework was crafted in consultation with
a wide range of national stakeholders and aligned
with the Egypt Vision 2030, particularly its third
objective concerning a competitive and diversified
economy. The vision for financial inclusion in

Egypt focuses on formal financial inclusion for all
segments of society to achieve sustainable growth.*

3. Financial efficiency

Financial efficiency measures the overall efficiency
of the financial sector. For financial institutions,

these measurements include net interest margin,
lending-deposits spread, non-interest income to
total income, overhead costs (as a percentage of
total assets), profitability (return on assets, return
on equity) and Boone indicator or H-statistics.
Specifically, the bank cost-to-income ratio in
Egypt was 37 per cent in 2020 (calculated as the
operating expenses of a bank as a share of the
sum of net interest revenue and other operating
income), which is considered low and generally
efficient compared to the operational efficiency
of banks in other MENA countries (figure 74).

For financial markets, measurements of financial
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efficiency include share turnover ratio, stock price
synchronicity, private information trading, price
impact, liquidity/transaction costs, quoted bid-ask

spread for governmental bonds and turnover ratio

of bonds on securities exchanges.

4. Financial stability

A stable financial system is capable of efficiently
allocating resources, assessing and managing
financial risks, maintaining employment

levels close to the economy’s natural rate and
eliminating relative price movements of real

or financial assets that would affect monetary
stability or employment levels. For financial
institutions, a common measure is the z-score,
which compares returns and capitalization with

their associated risks. A higher z-score, therefore,

corresponds to a lower probability of insolvency.
The z-score of banks in Egypt was 22.59 in

2020, which is not far from the average z-score
of banks in the other MENA countries (27.87)
listed in figure 75.This implies that banks in
Egypt are relatively stable. Other measurements
of financial stability include capital adequacy
ratio, asset quality ratio and liquidity ratio.

For financial markets, the volatility of stock

price index and/or sovereign bond index, the

skewness of the index, the ratio of short-term
to total bonds and the correlation with major
bond returns are all proper measurements of
market financial stability. In the case of Egypt,
since the CBE requires all banks to comply
with the updated international regulatory
framework for banks (Basel lll, soon to be Basel
1V), its attempt to buffer against systemic risks
may positively contribute to financial stability.
The Basel lll standards are a set of micro- and
macroprudential measures aiming to strengthen
the regulation and risk management of banks.
Macroprudential measures are financial policies
targeting the stability of the financial system as
a whole, such as promoting the establishment
of buffer capital. Microprudential measures, on
the other hand, emphasize the soundness and
stability of individual financial institutions, with
requirements including raising the minimum
common equity capital from 2 per cent to

4.5 per cent. While microprudential measures
are strongly required for maintaining financial
stability, relying only on microprudential
oversight could make the system less stable.
With the effective implementation of the

Basel framework, Egypt is expected to see an
improvement in the resilience of its banking
system, an increase in confidence in prudential
ratios and a more transparent and predictable
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regulatory environment for the banking sector.®

Nevertheless, some studies claim that the impact
of Basel lll on Egyptian banks is relatively limited
and that it plays a positive yet less definitive role

in financial stability.®The facilitation of a stable
financial environment, therefore, still depends on
other previously mentioned factors, as well as
the effectiveness of Basel IV.

C. Dominance of the banking sector

Within the formal financial sector of Egypt,
traditional providers of finance (i.e. banks) are
remarkably dominant, which is a typical trait

of developing countries. In 2020, bank assets
accounted for approximately 89.7 per cent of
GDP’ whereas the size of non-banking financial
institutions has been considerably smaller.
According to the Oxford Business Group, the
non-banking financial segment in Egypt is widely
seen as underpenetrated. Consequently, the
Egyptian Government and the CBE are embarking
on initiatives to incentivize non-banking financial
institutions to grow.

1. Limited access to finance
in general

The relatively large size of the banking sector

is still insufficient; the banking sector, as well

as the financial sector as a whole, underserves
the Egyptian market. There is a shortage in the
provision of financial services, exhibited by
deficient access to finance. Egypt continues to
lag behind in access to finance measures. For
instance, as shown in figure 76, in 2020 Egypt
had the lowest number of ATMs, approximately
22 per 100,000 adults, among selected emerging
economies. In addition, the Egyptian banking
sector provides extremely limited credit to

the private sector, which should be the main
driver for economic growth and employment,
as illustrated by figures 74 and 75, even when
compared to similar oil-importing countries in
the MENA Region (e.g. Morocco and Tunisia).

To increase access to finance, the CBE and other

banks have begun to expand their mobile wallet
service and implement e-banking methods to
digitize transactions. They also allow remote self-
registration of wallet accounts to promote access
to financial services for all people. Furthermore,
in the wake of the pandemic, the CBE launched
further initiatives to install 6,500 new ATMs across
the country and issue digital lending and savings
regulations through mobile wallets.® These efforts
are expected to improve financial inclusion and
convenience for individuals and MSMEs.

According to figure 78, it is evident that the
demand for private borrowing has decreased
since 2001.This is a result of the disruptions

in the investment environment following the
2011 Arab revolution, as well as the higher
interest rates following the flotation of the
Egyptian pound in 2016, which made it costly
for businesses and individuals to obtain funding
from Egyptian banks. Moreover, according to the
World Development Indicators, the percentage
of the Egyptian firms using bank credit to finance
investment was approximately 10 per cent in
2020.This number is startlingly low, particularly
given the underdeveloped non-banking financial
sector. It means that approximately 90 per cent
of Egyptian firms have almost no access to
credit for financing investments, which impacts
their ability to grow and compete. Similarly,
individuals in Egypt also face exclusion from

the banking system, with over 50 million people
relying heavily on cash for daily transactions.

In fact, 84 per cent of private sector workers

still earn cash wages, and for this reason in
particular, 5 per cent of Egyptians have access to
private health insurance.®
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Figure 76. Number of automated teller machines, per 100,000 adults (2020)
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Source: Author, based on World Bank (2021). World Development Indicators database. Available from https://databank.worldbank.org/source/world-
development-indicators. Accessed October 2021.

Figure 77. Domestic credit to private sector by banks, as a percentage of gross domestic product (2020)
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Source: Author, based on World Bank (2021). World Development Indicators database. Available from https://databank.worldbank.org/source/world-
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Figure 78. Domestic credit to private sector, as a percentage of gross domestic product
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Figure 79. Depositors and borrowers with commercial banks, per 1,000 adults
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development-indicators. Accessed October 2021.

Figure 80. Interest rates on bank credit to the private sector, as a percentage (2020)
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The use of finance, on the other hand, has shown 2 Negative eﬂect on

a sharp increase in recent years. In figure 79,

for every 1,000 adults in Egypt, there were 480 economic QTOWth

depositors with commercial banks in 2020; this

number was only 352 in 2011. Likewise, the Without a doubt, low access to finance
number of borrowers with commercial banks had represents a major obstacle for economic
increased to 124 per 1,000 adults, a 61 per cent growth in Egypt. Emara and El Said illustrate

increase from 2011. empirically that increased access to finance
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positively impacts economic growth.' According
to impulse response studies, the GDP of Egypt

is highly responsive to a reduction in the costs
of credit participation, implying that limited
credit availability is a major growth obstacle.”

A strong connection prevails between real

per capita growth and financial development.
Achieving high growth momentum requires
more bank financing for the private sector, while
well-developed institutions are a precondition
for economic growth. Interestingly, while the
percentage of private credit to nominal GDP in
Egypt dropped to a record low of 24.15 per cent,
it began to increase in January 2020 and reached
27.45 per cent by December 2020."?This pattern
highlights that more credit can be directed to the
private sector.

3. Low cost of finance

Interestingly, Egypt exhibits a relatively low

cost of finance. Based on data from the Global
Economy database, the interest rate on bank
credit to the private sector is 11.37 per cent,
which is not particularly high compared to other
emerging countries in 2020 (figure 80). According
to Moody'’s credit rating agency, in 2020, the

CBE continued to reduce interest rates and the
domestic cost of its borrowing as a result of

Table 19. Z-score and return on assets and equity (2020)

the declining inflation and a credible monetary
policy.” Hence, one implication of this pattern
could be that the low access to finance in Egypt is
not driven by the high cost of finance so much as
by the limited availability of credit.

4. Good stability and efficiency

The Egyptian banking sector is performing relatively
well in terms of stability. Bank liquidity in local

and foreign currencies was recorded as 54 per

cent and 72 per cent, respectively, as of December
2020, compared to 44 per cent and 68 per cent in
December 2019. Similarly, the liquidity coverage
ratio was 1,017 per cent for the local currency and
170 per cent for foreign currency as of December
2020, compared to 757 per cent and 201 per

cent in December 2019."* Additionally, table 19
shows that Egyptian banks score higher than the
average z-score for the selected group of emerging
economies, signaling a relatively stable sector for the
year 2020.This is expected, given the dominance of
public banks and the clear preference for lending to
the public sector.The cycle of dependence between
the Government and the banking sector is discussed
further in the next sections. Although such a cycle is
often unhealthy from the perspective of economic
growth, it does help maintain the solvency, and thus
the stability, of the banking sector.

BT 7-score Return on assets Return on equity
(percentage after tax) (percentage after tax)
Brazil 15.44 1.01 9.61
Egypt 22.59 1.01 12.91
India 19.36 0.21 216
Indonesia 4,52 0.91 6.68
Malaysia 3118 0.66 4.47
Morocco 44.99 0.67 5.87
South Africa 14.25 0.62 8.03
Tunisia 33.93 0.04 0.60
Turkey 12.33 1.31 9an
Average 22.07 0.72 6.60

Source: Author, based on World Bank (2021). Global Financial Development database.
Available from https://databank.worldbank.org/source/global-financial-development#. Accessed January 2022.



Figure 81. Percentage of bank assets held by the top 3 banks (2020) ('r);,\q"/‘
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financial-development#. Accessed January 2022

Despite support from the Government, private relatively low cost of finance. Kohlscheen and
banks (unlike public banks) face certain barriers others provide empirical evidence that there
limiting their development. Poshakwale and Qian is a negative relationship between short-term
find that private banks earn lower abnormal profits interest rates and bank profitability.” Thus, as
and are more competitive than public banks, the interest rate in Egypt remains relatively low,
since public sector banks in Egypt are significant it is reasonable to observe a higher profitability
players that can use their dominant position to of banks. Additionally, other factors such as
their advantage.” The results show that while improving governance and legal frameworks in
private banks are more profit-efficient than public the banking sector could be contributing to the
banks, the latter are more cost-efficient. The observed favourable efficiency and profitability.

National Bank of Egypt, Bank Misr and Banque
du Caire, which are large public banks, control

40 per cent of the banking sector.’® Nevertheless, 5 ngh bank concentration ratio
the imbalance between the development of public and dominance of pubhc banks

and private banks has been improving in recent

years. According to statistics published in the CBE In comparison with other emerging countries,
statistical bulletin from 2021, the percentage of Egypt has an average bank concentration ratio
loans by private banks to total loans has reached when measured by the percentage of bank
approximately 59 per cent. assets held by the top three banks; however,

in an absolute sense, Egypt exhibits a high
In addition, the Egyptian banking sector exhibits concentration of banks. The top three banks
relatively desirable efficiency and profitability, hold almost 83 per cent of bank assets in 2020.
shown by above-average returns on both assets This indicates insufficient competition within the

and equity. This can be explained in part by the banking sector, as shown by figure 81.
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Figure 82. Credit to public versus private sectors, as a percentage of gross domestic product (2017)
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The problem of high bank concentration, however,
becomes worse when coupled with the dominance
of the public sector in banking.The banking sector
in Egypt has evolved over the past decades and
undergone many reform programmes in the
direction of privatization.The most influential
programme was the Economic Reform and
Structural Adjustment Programme launched by
IMF in 1991. Under the Programme, a number of
steps were taken to shift ownership within the
banking sector towards private parties and to
maintain independent supervision of State-owned
banks. Despite the largely successful efforts of the
Egyptian Government and international financial
institutions to privatize and liberalize the banking
sector, public banks still dominate the scene.

Public banks suffer from the inefficiencies that
tend to prevail in public enterprises in general,
which negatively affect their profitability and
credit availability. It is important to note that

the Egyptian banking sector immensely favors
public enterprises. In general, Egyptian banks
make significantly more credit available to the
Government and public enterprises than they do
to the private sector. As illustrated by figure 82 for
the year 2020, Egypt is the only country among
the selected group of emerging countries in
which bank credit to the Government and public
enterprises exceeds domestic credit to the private
sector (expressed as a percentage of GDP).There
is also a significant gap between the two figures.
This is a clear manifestation of the crowding-out

[l Bank credit to government and public enterprises

phenomenon that typically hinders the economy'’s
growth potential.

6. Lower access to small and
medium-sized enterprises

In addition to the general deficiency in financial
access faced by Egyptian firms, there is a positive
correlation between the size of the firm and its
access to finance. Small Egyptian firms with bank
credit represented less than 4 per cent of the total
number of small firms in 2020."®* When compared to
the 10 per cent reported when firms of all sizes are
combined, this number indicates that smaller firms
face more difficult conditions in seeking financing.
This is particularly alarming bearing in mind that
those small enterprises make up most of the
Egyptian private sector and could have a remarkably
positive impact on the country’s economic growth.
According to the economic census, there are

3.65 million MSMEs in Egypt, including 3.4 million
micro enterprises (94.3 per cent), 216,000 small
enterprises (5.6 per cent), and 2,181 medium-sized
enterprises (0.1 per cent).” Moreover, increased
access to finance raises the probability of small firms
becoming exporters, thus improving the country’s
trade balance and boosting the diversification of
the export basket.?? Additionally, increased access

to finance reduces the relative volatility of gross
capital formation between sectors with low and
high research and development intensity, taking into
account labour productivity.?'



The CBE is
requiring
commercial
banks to
increase lending
to SMEs to 20
per cent of their
portfolio

207

of their portfolio O ?

It is worth mentioning, however, that the
Egyptian Government is directing considerable
efforts and resources towards developing
SMEs. For example, it is providing lucrative
free zone offerings. Additionally, the CBE is
requiring commercial banks to increase lending
to SMEs to 20 per cent of their portfolio; in
2018 alone, EGP 30 billion were set aside

for loans to SMEs.?? As announced on its
website, the CBE has also embarked on several
initiatives to support SMEs in particular and
better financial inclusion in general. These
initiatives include low-interest loans (7 per cent
and 12 per cent) to medium-sized enterprises
to finance machinery, equipment and working
capital; low-interest loans (8 per cent) for
private industrial and agricultural sectors;

mortgage finance for low-income groups (with
interest rate as low as 3 per cent); low-interest
loans (5 per cent and 8 per cent) for tourism
companies embarking on hotel renovations
and purchasing vehicles; and support for small
players struggling to repay their debts. Those
initiatives have resulted in granting EGP 213
billion in credit facilities from December 2015
to September 2020; 81 per cent of funding has
already been used for 126,000 SMEs in the
industrial, agricultural and service sectors, as
well as over 900,000 micro clients.

~

Moreover, in June 2020, the CBE announced
its EGP 100 billion financing initiative to
support SMEs in the industrial, agricultural and
construction sectors. The volume of funding
for the initiative to support MSMEs amounted
to approximately EGP 180 billion, from

which approximately 120,000 companies and

1 million borrowers benefited. Additionally,
the Micro, Small and Medium Enterprise
Development Agency plays a significant role in
providing financial instruments to SMEs and
helping them to reach needed funding. Over
the last seven years, the Agency has pumped
EGP 36 billion into over 1.4 million MSMEs.?*

D.Limited role of non-banking financial institutions

The non-banking financial sector in Egypt

is underdeveloped; non-banking financial
institutions’ assets represented 11.6 per cent
of GDP in the fiscal year 2018/19.2° Despite the
improvement over previous years, there is still
significant potential for advancement in the
non-banking financial segment. The Financial
Regulatory Authority has set a number of
strategic objectives for non-banking financial
markets to help achieve the Egypt Vision 2030.
In particular, the Authority aims to enhance the
sector’s legislative framework and prepare the
infrastructure needed to introduce new financial

instruments and structural reforms. Although
there have been many improvements over
the past few decades, the size of hon-banking
financial institutions did not increase much
compared to the size of the banking sector, as
evidenced by the small differential between
financial system deposits and bank deposits
(referred to in the previous section).

According to the Authority’s official website,
investment funds in 2019 totaled 110 and are
categorized as follows: 89 funds established
by banks, 3 funds established by insurance
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companies and 18 investment funds established
in the form of joint stock companies. Once
again, this signals the dominance of the banking
sector. This section provides an overview of the
performance of the most important non-banking
financial institutions in Egypt.

1. Non-banking financial services
and the microfinance market

Arguably, one of the most dynamic non-
banking financial services is microfinance,
which has thrived exclusively after the
promulgation of a new microfinance law

in 2014. According to available data from

the Financial Regulatory Authority, the
microfinance loan portfolio of Egypt grew

at a three-year compound annual growth

rate of 54 per cent, reaching EGP 16.5 billion
($1 billion) in 2019.The average loan size
doubled from 2016 to 2019, increasing from
EGP 2,463 ($151.18) to EGP 5,304 ($326.89).The
number of beneficiaries grew at a compound
annual growth rate of 19 per cent over the
same period, to 3.1 million.?¢ Population
growth and the relatively low banking sector
penetration rate served as a strong catalyst for
microfinance market growth.

Aiming to facilitate the growth of the non-
banking financial services segment, the Egyptian
Government, the Financial Regulatory Authority,
and the CBE put forth several strategies, which
included setting a minimum paid-in capital for
companies financing SMEs and those offering
microfinance lending worth EGP 20 million

($1.2 million) and EGP 5 million ($308,000),
respectively; urging NGOs and lending
companies offering microfinance loans to
provide insurance coverage for their borrowers
equivalent to their outstanding loans; and
obliging leasing companies to abide by nine
financial solvency standards, such as a minimum
capital adequacy ratio of 10 per cent with a three-
year target of 12 per cent.?

Other popular non-banking financial services
include securities, insurance, consumer finance
and mortgage finance, some of which are
discussed in depth in the following sections.

2. Securities market

The Egyptian stock market has undergone
substantial developments since the 1990s,
mainly through the Economic Reform and
Structural Adjustment Programme and the
“Egypt capital markets development project”
in the 1990s. Such developments included
automated trading, better transparency and
disclosure procedures, and enhanced flexibility
and diversity of the market. Currently, the
Egyptian Exchange records 224 listed stocks,
according to its official website. Figure 83 is a
time series of the stock market capitalization
index. There is a notable upward trend lasting
until the global recession, from which recovery
took several years, especially given the
political turmoil in the country beginning in
2011.The index, as expected, subsequently took
another downturn with the COVID-19 crisis.

When compared to other emerging economies,
Egypt is lagging behind in the capitalization of
its stock market. As shown by figure 84, stock
market capitalization as a percentage of GDP is
significantly below average.

Aggravated by regional turmoil, the market
liquidity continues to be low. This signifies the
immaturity of the market. According to the official
website of the Financial Regulatory Authority, the
total value of trading during 2019 increased by
14.3 per cent compared to 2018; however, as a
percentage of GDP, the stock market value traded
remains extremely low, at 4.43 per cent in 2020.%8
The result of poor stock market liquidity is a waste
of potential financial leverage. EIBannan provides
empirical evidence that stock liquidity increases
leverage in the case of Egypt as an emerging
economy, unlike in a developed economy like the
United States of America.?®



Figure 83. Market capitalization — Egyptian Exchange index
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Figure 84. Stock market capitalization, as a percentage of gross domestic product (2020)
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In general, the development of the Egyptian
securities market remains considerably below
its potential. According to the available data,
the bond market also exhibits immaturity and
poor capitalization; the corporate bond issuance
volume to GDP amounted to approximately

0.3 per cent in 2010. Furthermore, investment
financed with equity or stock sales represented
1.2 per cent of total investment in 2013.

3. Insurance sector

The insurance sector of any economy has the
capacity to function as a growth driver, mainly
through providing risk alleviation and loss
indemnification to production activities. The

empirical analysis presented by Chang also
suggests that in developing economies, private
credit from the financial sector responds
positively to the size of insurance assets.*

This means that increased insurance activities
could enhance access to finance for the private
sector and thus improve capital formation in
the MENA Region.This finding is particularly
relevant in Egypt, where credit to the private
sector is largely constrained. Furthermore, an
enhanced insurance sector would help increase
financial resilience. Insurance has proven to
lessen the damage sustained by a financial
disaster and increase the corresponding

speed of recovery.®' That is the basis for

the recent global initiatives for disaster risk
reduction, launched primarily by the World
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Figure 85. Insurance company assets, as a percentage of to improve the country’s risk management
gross domestic product (2019) capacity and financial resilience.
Egypt Similar to the securities market, the size of the
191 % ‘ insurance sector in Egypt is also limited. As

- Jnételicek shown in figure 85, in 2019, Egypt lags behind in
4 67% terms of the volume of insurance company assets,
compared to other emerging countries.
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5 36% Table 20 also shows that Egypt exhibits the lowest
figure for insurance premiums as a percentage
of GDP among the selected group of emerging
economies. This is certainly an indication of
wasted potential for growth, especially given
S the large market stemming from the country’s
3-99% massive population, which is also gradually
ageing. Nevertheless, this also shows that there is
significant potential in the insurance sector in Egypt.
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Source: Author, based on TheGlobalEconomy.com (2021). Global

Economy database. Available from https://www.theglobaleconomy. The COVID-19 crisis is seemingly causing
com. Accessed December 2021. insurance sectors worldwide to expand, as
individuals, companies and governments

Bank in partnership with the governments increasingly prioritize resilience and agility.
of some developed economies. Despite the This is particularly true for insurtech companies,
lack of a clear national strategy, Egypt has which are positioned for success. Consequently,
been a beneficiary of the global Disaster Risk the pandemic could be an extra driver for the
Financing and Insurance (DRFI) in an attempt Egyptian insurance sector to flourish.

Table 20. Total volume of insurance premiums (2020)

Total volume of life and non-life insurance

] premiums (percentage of GDP)
Brazil 1.41
Egypt 0.68
Greece 2.00
India 3.31
Indonesia 1.68
Malaysia 3.48
Morocco 3.34
South Africa 12.67
Tunisia 1.98
Turkey 1.20

Source: Author's calculations, based on World Bank (2021). Global Financial Development database. Available from https://databank.worldbank.org/
source/global-financial-development#. Accessed January 2022.



4. Mutual funds

Relative to other non-banking financial institutions,
mutual funds have been growing in Egypt. Mutual
fund assets made up almost 5 per cent of GDP

in 2009.?Youssef and Zhou provide empirical
evidence that greater independence of fund
directors, as well as fund directors being different
from equity owners, would further improve the
performance of mutual funds in Egypt.®

On a related note, Kordy and others show that
money market funds in Egypt, and in emerging
economies generally, do not provide investors
with the desired safety usually present in this
type of investment. They recommend the use of
floating net asset value instead of amortized net
asset value to counterbalance market disruptions
signaled by severe interest rate volatility.3*

5. Pension funds

Unlike mutual funds, the size of the pension funds
market in Egypt is currently extremely small;
nevertheless, it has tremendous potential. Pension
funds’ assets amounted to 1.5 per cent of GDP in
2019.%® The Egyptian pension funds market is almost
all public, and the percentage of Egyptians covered
by the public pension system is estimated to exceed
80 per cent of the employed population, one of the
highest levels among developing countries. Every
employer is obligated to enroll in the relevant public
pension scheme via the social security authority.
Although most private companies provide private
insurance for their employees as part of their
benefits package (private insurance is typically more
generous), which makes them legally eligible to

opt out of the public pension scheme, it is common
for such companies to continue enrolling all their
employees in public pension schemes.

It is worth noting that Egypt is undergoing a
pension system reform, moving away from a
clear-cut, pay-as-you-go scheme to a scheme closer
to a fully funded system. Under the new regime,

a unified retirement fund is being established

for all categories and all types of insurance, as
opposed to separate funds for civil servants and
employees in the private sector. The new scheme
also covers new categories of employees who
were not covered by the old regime. All of these
developments suggest that the pension funds
market in Egypt is likely to grow and witness major
changes in the coming few years, which could be a
great opportunity for the Egyptian Government. In
light of the urgent need for more capital to finance
the SDGs, pension funds could contribute to
reducing financing gaps. The real challenge would
be for development organizations to develop
methods to attract this typically risk-averse capital
and strike a balance between development impact
and risk-adjusted returns.

6. The potential role of the non-
banking financial sector in
fostering economic growth

Although the role of non-banking financial
institutions in Egypt is currently limited, there
seems to be great potential for insurance
companies, pension funds and investment
institutions such as mutual funds to have a
meaningful contribution to economic growth.
Zhou and Dev find a bidirectional relationship
between shadow banking and economic growth.
Rateiwa and Aziakpono also show that there

is a long run equilibrium relationship between
economic growth and the development of non-
banking financial institutions. They demonstrate
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that a bidirectional causal relationship exists
between both variables.* The finding that the
causality is bidirectional is double-edged. On
the one hand, promoting the development

of non-banking financial institutions can
enhance economic growth; on the other hand,
poor economic growth can negatively affect
the development of non-banking financial
institutions and lead to slower growth.

There is generally a strong trend in the
literature to promote non-traditional banking
in order to foster economic growth. More
interestingly, agent banking enables non-
banking formal services to represent a
significant driver for formal financial inclusion.
In Egypt, the CBE empowers mobile network
operators and other non-banking financial
sectors, leveraging them as bank agents to
reach out to different segments in the Egyptian
market in order to provide various financial
services. Nevertheless, an equally strong
trend highlights the risks that accompany

the growth of shadow banking activities.

As in the case of the Great Recession, the
problem was aggravated by the unanticipated
behaviour of investors in shadow banks
removing their funds all at once. Further issues
with shadow banking continue to prevail for
many reasons, but primarily because of the
difficulty in estimating the size of the shadow
banking sector and insufficient transparency
and disclosure obligations. Zhou calls for
targeted functional regulation to encourage
shadow banking activities while limiting the
corresponding potential risks by way of solid
macroprudential policies.®’ This leads to the
belief that good governance is key for financial
development and inclusion. Emara and others
illustrate that in order for macroprudential
policies to have a positive impact on financial
inclusion, good institutional quality must
prevail.® In addition, Lemma argues that
caution must be exercised when implementing
expansionary monetary policies since they
generally increase the liquidity available on the
market, thereby reducing flows that feed the
shadow banking sector with secure loans.®®

E. Informal finance

Informal finance refers to contracts or
agreements on financing sources conducted
without recourse to the legal system. Typical
forms of informal finance include trade credit,
pawnshops, community cooperatives, private
moneylenders and interpersonal borrowing, such
as from family members or friends. Although
informal finance provides financial services

to people who otherwise have limited access,
improving access to finance has empirically
been proven to minimize the size of the informal
sector in the MENA Region and thus reduce the
likelihood of moneylenders exploiting market
power with usurious interest and unfair seizure
of collateral. Difficulties in regulating and
monitoring the informal financial market have
also raised concerns.

Figure 86. Access and use of financial services
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1. The informal financial market
in Egypt

Egypt is one of the countries where the informal
financial economy thrives, and the most common
forms of informal finance are rotating savings
and credit associations, village savings and

loan associations, accumulating savings and
credit associations and occasional borrowing
from relatives and friends. According to World
Bank data, 49.1 per cent of people in Egypt who
are aged 15 years or older borrowed money

Figure 87. Adults who borrowed from a financial institution (2016)

in 2016. Among those who borrowed, 77.4 per
cent borrowed from family or friends while only
12 per cent borrowed from a financial institution.
Similarly, 30.6 per cent of people saved money
in 2016, but only 6.2 per cent saved at a financial
institution. The data reflect the extent to which
people in Egypt have relied on informal finance.
Moreover, a survey by the University of Chicago
in 2000 shows that among the 86 per cent of
households that participated in either the formal
or informal credit market, 69.5 per cent reported
links to the informal sector, while only 46.5 per
cent had links to the formal sector.?
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Table 21. Comparison of rotating savings and credit associations and Principal Bank for Development

and Agricultural Credit services

Rotating savings and credit associations (informal finance)

Principal Bank for Development and Agricultural Credit
services (formal finance)

Flexible loan contracts

Less flexible loan contracts and deposits

Lower transaction costs for institutions and agents

Higher transaction costs for institutions and agents

Resolves problems with asymmetric information and agency
directly

Resolves problems with asymmetric information and agency
at some cost

Immediate matching of surplus and deficit units
(discontinuous intermediation)

Flexibility in matching surplus and deficit units (continuous
intermediation)

Limited scale and scope of financial services

Large scale and scope of financial services

Concentrated portfolio (higher risk)

Diversified portfolio (lower risk)

Liguidity problem

More available liquidity

Compulsory saving (social obligation)

Voluntary saving (no social obligation)

Credit reserves

No credit reserves

No explicit interest payments on loans or deposits
(consistent with Islamic principles)

Interest payment on loans and deposits (offers some types
of Islamic financial services)

Source: Author, based on Baydas, M. and others (1995). Informal finance in Egypt: “Banks” within banks. World Development, vol. 23, No. 4, pp. 651-61.

Figure 89. The rotating savings and credit associations model
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Source: Shameseya.org. Available from: https://shamseya.org/. Accessed JANUARY 2022.

2. Low financial penetration and
financial access

The pervasion of informal finance in Egypt reflects
a fundamental issue: low financial penetration
and limited access to finance. Despite efforts to

prioritize financial inclusion over the last several
years, Egypt has one of the highest levels of
financial exclusion compared with other countries
in the MENA Region. An improvement of 10 per
cent in financial access measures leads to an
increase of 0.03 per cent in GDP growth in the
region.*" According to the most recent data from



2017, 67 per cent of people in Egypt are unbanked
and rely primarily on cash, which means that two
thirds of the population is cut off from formal
banking and financial services (figure 86) and only
3.3 per cent of people own a credit card.*? A similar
situation is also evident at the corporate level.

The 2020 World Bank Enterprise Survey indicates
that only 10.3 per cent of Egyptian firms surveyed
claimed to have access to financial instruments.

In addition, 18.3 per cent reported encountering
significant constraints in access to finance, which
is proven to reduce economic growth, particularly
in the presence of weak governance measures.®
Moreover, in 2020, the number of borrowers from
commercial banks amounted to only 124 per 1,000
adults. With such a low financial penetration rate,
it is not surprising to observe the growing trend in
the informal financial market.

3. Other historical reasons for
thriving informal finance

Nevertheless, financial exclusion is not the only
reason for the development of informal finance.
During the 1990s, the overall repression of formal
financial markets, large inflows of overseas
workers’ remittances and other distortions in the
economy fostered the growth of informal finance.
The growth of the private sector in agricultural
markets at the time further stimulated the
expansion of the informal financial market. Owing
to the privatization of the farm marketing system,
the market has more power in determining
interest rates, and credit subsidies have reduced
dramatically. These changes resulted from various
reforms and increased the farmers’ incomes,
enabling them to engage in financial activities
such that the demand for rural financial services
grew sharply. In the early 1990s, however, villages
generally lacked banks, and the Principal Bank for
Development and Agricultural Credit became a
monopoly, with approximately 900 banking units
within the country.* In response to the insufficient
provision of rural financial services, informal
finance has grown to become one of the financial
arrangements in which many Egyptian rural firms

and households regularly participate (compare
figures 87 and 88).

4. Rotating savings and credit
associations

Rotating savings and credit associations, called
“gam’iyas” in Egypt, are self-help financial groups
that are popular and widely used in Egypt to
address financial needs, including new births,
deaths, marriages and health concerns. Under a
gam’iya, each member of the group periodically
contributes a given amount or share to a pot, and
the funds from the pot are distributed in turn to one
or more of the members. Once every member has
received a share, the group can either disband or
adjust its members and continue. Since it is a form
of informal finance, there are no legal contracts, and
it relies heavily on mutual trust and the fulfilment
of mutual interest within the group (figure 89).
Village savings and loan associations use the core
structure of rotating savings and credit associations
and add greater flexibility in savings and loans,
while reinforcing the accountability elements.
Accumulating savings and credit associations,
unlike rotating savings and credit associations,
allow the savings to be accumulated rather than
redistributed instantly, with a member appointed to
manage an internal fund.

Although policymakers often assume that

the emergence of rotating savings and credit
associations and other forms of informal finance
is due entirely to limited access to finance, the
research of Baydas and others shows that even
among those who are well educated and have
ready access to formal financial institutions, many
still prefer informal finance because formal finance
in Egypt does not provide the types of financial
services they require.®® Formal institutions are
attractive in their liquidity, efficiency and security;
nevertheless, certain unique features of informal
finance cannot be substituted. These include
flexibility, a social reserve that can be called upon
in times of emergency and consistency with
Islamic laws on interest payments. Table 21 depicts




Financing Sustainable Development in Egypt

some major differences between Principal Bank for
Development and Agricultural Credit services and
rotating savings and credit associations.

. Characteristics of the informal
financial market

Generally, people in Egypt prefer to fund
themselves whenever possible, so they are
unlikely to choose borrowing from the informal
financial market unless they run down their
savings. This can be beneficial, as the informal
financial market bears the risk of encountering
loan sharks, or people who lend money at

an unreasonably high interest rate that goes
against legislation. Although a representative
of the Egyptian Organization for Human Rights
claims that this practice is not a widespread
phenomenon in Egypt, some studies describe

the informal financing system as “costly, risky
and inconvenient’4¢

Moreover, according to a study by Mohieldin and
Wright, income has a positive and increasing
impact on the probability of taking out an informal
loan, since informal professional moneylenders
would believe they have a greater chance of
recovering the principal.” Hence, unless the
moneylenders are their relatives or good friends,
people who live in rural houses or separate
rooms in shared houses are less likely to borrow
successfully from the informal financial market,
since they are considered as having low wealth
and income. The same study also shows that
individuals who have a waged income are less
likely to borrow from informal finance because
their income source is relatively secure and
stable, and they have a low chance of unexpected
shortfalls in income.

F. Financing for sustainable development

As countries grow and strengthen their economies,
it is important to assess whether the growth

is sustainable in the long run. International
organizations such as the United Nations and

the World Bank have increasingly become more
concerned with this concept of sustainable
development. According to the World Bank,

a financial system has key functions such as
producing information about investments and
distributing capital; facilitating the exchange

of goods and services; and mediating trading,
diversification and risk management.®There are
costs associated with these functions that are critical
to determining the efficiency and development of
the financial system. In fact, the World Bank defines
financial development as overcoming costs that
are products of the financial system. Financial
development therefore occurs when financial
instruments, markets and intermediaries (which
improve the capability of key functions) facilitate
information, transaction costs and enforcement of

monetary policy. Financial sector development is
an important concept because it plays a significant
role in economic development. It assists with
capital accumulation and technological progress,
increases access to information and enhances
investor confidence. Additionally, it expands access
to finance to poor and vulnerable groups, which
aids in reducing poverty and inequality. Given the
benefits of developing the financial sector, it is
clear why international organizations are becoming
increasingly interested in assisting developing
countries with sustainable development.

It is also important to discuss the concept of FFD.
The World Bank has formulated an approach called
“maximizing finance for development” to support
developing countries’ sustainable development by
leveraging all sources of finance. Essentially, this
approach uses a variety of financial infrastructure
and monetary policy to improve the lives of people
in developing countries. Unfortunately, many of



Figure 90. Tax-to-gross domestic product ratio over time (percentage)
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Figure 91. Structure of tax revenues, as a percentage of total taxation (2018)
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the countries in need of FFD would not be able to
source these funds themselves, which is where
international organizations play an important role.

1. The situation since the Addis
Ababa Action Agenda

In 2015, the Addis Ababa Action Agenda created a
global framework for financing development based
on the SDGs and indicated important aspects of
financial systems for further focus. In an attempt

to promote inclusive economic growth, protect the
environment and promote social inclusion, the 193
Member States of the United Nations reached an
agreement to focus on seven action areas: domestic
public resources; domestic and international

private business and finance; international and
development cooperation; international trade

as an engine for development; debt and debt
sustainability; addressing systemic issues; and
science, technology, innovation and capacity-
building. In the present report, special attention is
given to domestic public resources and domestic
and international private business and finance, since
they involve major sources of finance.

As a result of the Addis Ababa Action Agenda,
international organizations such as the World

Bank and the United Nations have been diligently
working towards sustainable growth for
developing countries; however, these goals would
not be possible without sufficient financing to
achieve them. In fact, the World Bank estimated the
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global cost of achieving the SDGs to be $4 trillion
to $4.5 trillion a year through 2020.*° Even when
combining development aid, remittances, foreign
direct investment and philanthropy, the world still
has a $2.5 trillion financing gap every year.This is
one of the main reasons why “maximizing finance
for development” proposes increasing the role of
the private sector and relying on it as a source of
finance, innovation and expertise to help countries
reach their development goals.

“Maximizing finance for development” plans
to utilize public resources and garner private
resources to assist with development while
not encumbering those countries that have
unsustainable debt or liabilities. For example,
Indonesia struggled with a significant lack of
access to electricity, despite having 40 per cent
of the world’s geothermal reserves. One reason
they were originally unable to access these
reserves was due to the high cost. Fortunately,
the World Bank created an innovative credit
facility to assist with financing to provide more
access to electricity.

2. Domestic public resources

Domestic public resources cover the quantity

and quality of domestic resource mobilization,
including taxation and budgeting and the use of
resources. They play a significant role in FFD by
increasing equity and ensuring macroeconomic
stability. Since the Addis Ababa Action Agenda,
the tax-to-GDP ratio of Egypt has shown an
upward trend, from 15.6 per cent in 2015 to

16.7 per cent in 2018 (figure 90), indicating greater
domestic resource mobility. This ratio is calculated
on the basis of a calendar year using tax revenue
figures submitted by focal points from Ministries
of Finance, tax administrations or statistics

offices and GDP figures from the IMF World
Economic Outlook.?® Coinciding with the global
trend of developing countries relying more on
corporate income taxes than developed countries,
the corporate income tax in Egypt accounted

for 28 per cent of its total tax revenue in 2017,

followed by other taxes on goods and services
(23 per cent) and VAT (21 per cent) (figure 91).

Having greater tax mobilization, however, is far
from enough, since maintaining this upward

trend and using resources effectively are equally
important. Potential tax avoidance and evasion and
corruption must be evaluated to ensure that the
system is fair and provides stable public and social
welfare in order to achieve the SDGs. According to
PricewaterhouseCoopers Middle East, the informal
sector in Egypt accounts for 40 per cent of the
country’'s GDP In particular, 85 per cent of SMEs are
considered informal and 40 per cent of cash-based
transactions take place in the informal sector.®

It follows that the thriving informal economy in
Egypt should also be regulated and absorbed

into the formal economy to prevent further loss

of tax revenue. In terms of tax administration,
efficient tools like the Tax Administration Diagnostic
AssessmentTool (TADAT) can be adopted to
measure key components of tax administration
and assist in decision-making regarding tax
administration reform.%

The Government should also consider
investment in technology and digitization to
support all parts of the fiscal system, such as
e-filing of tax returns, to make the entire process
simpler and faster. This would also help avoid
any potential tax revenue loss, which occurs
when tax returns are transferred physically,
since it is easier to make mistakes when returns
are processed manually. Since 2015, digital
technologies have played a significant role in
FFD, particularly in financial markets, public
finance and development pathways (i.e. trade
and investment). Key digital technologies include
cloud computing, big data, artificial intelligence
and distributed ledger technology. Digitization
fosters financial inclusion, enabling more
individuals to access financial services in an
increasingly convenient way. Actions currently
being taken by the CBE include the release of
new versions of regulations governing mobile
payments, technical payment aggregators and
payment facilitators, internet banking, quick



response code standards and prepaid cards.
During the COVID-19 pandemic,

the unique benefits of a digital economy have
become more evident, as it facilitates the
normal operation of financial activities, such as
transferring money and making payments, with
minimal human interaction.

Another major advantage of digitization is the
creation of more effective flows or exchanges
of information, goods and services, which
makes e-government extremely beneficial.
E-government refers to the use of ICT by
government agencies that are responsible

for transferring information between people,
businesses and all other governmental
stakeholders. Interaction with e-government
takes several vivid forms, such as government-
to-citizen, government-to-government,
government-to-employee and government-to-
business. In addition to e-filing for tax returns,
as mentioned previously, other examples of
e-government include sending information on
general holidays and other notifications via the
Internet, as well as allowing citizens to apply for
services or grants and engage in dialogues with
governmental agencies online.

While the Egyptian Government is considering
expanding the development of e-government, it
is equally important to note that there are certain
associated disadvantages, such as the lack of
equal public access to the Internet and electronic
devices, which are essential to e-governance.
The digital divide can be a problem if there are
relatively high poverty rates in certain regions

of the country, where low-income people either
cannot afford or have limited or no access to the
Internet, computers or mobile phones. Another
drawback is the lack of reliability of information
posted online, as well as vulnerability to
cyberattacks and fraud.

Moreover, as the public sector accounts for a
large portion of FFD, their indicators could be
sensitive to adaptation with Basel Ill, which
imposes certain standards on bank capital

adequacy and market liquidity risk. With a
much larger capital base, the banking sector
is more resilient to any potential financial
crisis, such as the economic breakdown
during the COVID-19 pandemic. The decrease
in the volatility of the banking sector ensures
the stable financing of domestic public
resources for the SDGs. In particular, Basel I
allows banks to continue providing credit to
individuals and businesses despite the ongoing
crisis, thereby enabling firms to continue
normal operations and preventing the risk of a
significant drop in tax revenue.

~

3. Domestic and international
private business and finance

Another crucial aspect of FFD is to foster

an economic environment that allows

private businesses to engage in activities

and investment with their innovation. The
investment trends of Egypt over the past decade
reveal the following features: (i) a gradually
increasing trend of foreign direct investment
net inflows, which reached $7.5 billion in 2019;
(ii) low and fluctuating portfolio investment net
inflows, revealing a falling trend and reaching
a deficit of $7.3 billion in 2019; (iii) a relatively
stable cost of business start-up procedures of
an average of approximately 29 per cent of GNI
per capita over the period 2009-2019; and (iv)

a decrease in the ratio of remittance inflows to
GDP over the past three years.

Egypt was the largest foreign direct investment
recipient in Africa in 2018, with a significant
amount of investment skewed towards the oil
and gas industry. Several large investment
projects are also taking place in other sectors,
such as a $2 billion project to improve grain
storage infrastructure by Nibulon, a Ukrainian
agricultural company, and a $1 billion project
for the construction of a medical city with
Atraba Integrated Holding, a Saudi Arabian
company.5?



Financing Sustainable Development in Egypt

Billions of dollars a——

FDI net inflows
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Source: Author, based on annual reports from the Central Bank of Egypt from 2002 to 2020.

Figure 93. Cost of starting a business in Egypt, as a percentage of gross national income per capita
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As a more stable source of external finance, foreign

direct investment enhances productive capacity,
creates employment and fosters globalization by
facilitating the integration of domestic Egyptian
companies into the international value chain.
Acknowledging these benefits, the Government
announced Law No. 72 on investment in 2017,
which simplified the incorporation process and
provided additional incentives to attract foreign
investments such as tax exemptions, unified
customs rates and free land.®* The increase in
foreign direct investment from $6.9 billion in 2016
to $8.2 billion in 2019 partially demonstrates the
effectiveness of this new policy.

The trend in the portfolio investment of Egypt
is less optimistic. Portfolio investment generally

covers transactions in equity securities and debt
securities. In 2019, the net inflows of portfolio
equity, including equity securities other than
those recorded as direct investment, reached -$12
billion, and the portfolio investment was -$7.3
billion (figure 92).This area therefore requires
careful management and strategic planning in
FFD, especially given the volatile nature of these
types of investments.

In terms of private sector development, although
the general trend reflects a slowly falling cost of
starting a business, as shown in figure 93, the
average cost of 27.28 per cent of GNI per capita
over the period 2009-2019 is still relatively high
compared to 2019 data from some other MENA
countries like Morocco (3.6 per cent), Saudi



Arabia (5.4 per cent) and Tunisia (2.9 per cent).®®
Such costs and other barriers to entry should

be reduced in order to encourage domestic
entrepreneurship. As explained in chapter 3,

the increased fiscal consolidation is expected to
facilitate greater participation by the private sector.

Other ways to foster the private sector include
lowering the administrative burden of regulatory
compliance and improving the efficiency of
business facilitation measures, which includes
providing comprehensive online information
portals to increase transparency and prevent
asymmetry in terms of access to information.

To maximize the private sector’s contributions to
sustainable development, strategies concerning
the private sector must be coherent with the SDGs.

As it did for Indonesia, the World Bank explored
opportunities and barriers to expand commercial
finance and private investment in Egypt.The
Government selected four priority sectors: energy,
transport, water and sanitation and agriculture.
The energy sector consists of oil and gas
transmission and distribution, as well as electricity
generation, transmission and distribution.

Transport includes multimodal freight transport
and logistics, which cover airports and railways.
Water and sanitation cover bulk water supply and
distribution, as well as wastewater treatment.
Lastly, agriculture covers value addition and
transformation, enhanced efficiency of value

Figure 94. Remittance inflows for Egypt, as a percentage of gross domestic product

chains, and sustainable water and land resource
management. Each of these sectors has costs
associated with its development, much like
Indonesia and its geothermal reserves. In these
cases, there are clearly ample opportunities to
introduce new and improved technologies in
order to increase private funding and utilize public
resources to fund these developments.

Thus far, the World Bank has made strides
within Egypt through the International Finance
Committee, which has invested $723 million

in Egypt to promote investments, increase
standards of education and create jobs.
Additionally, the Committee has provided
advising services to improve access to finance
and assist in the development of SMEs and
public-private partnerships®. While these are
efforts currently being undertaken, tapping
into the private sector’s potential will generate
sustainable growth and improve the lives of
people in the country.

In terms of creating jobs, the Committee plans

to focus on creating jobs for young people,
given that unemployment is a significant

issue in Egypt and for this demographic in
particular.’’ In fact, the youth unemployment rate
in Egypt in 2020 was 29.96 per cent. While it is
important to consider the impact of COVID-19 on
unemployment, it is also important to note that
youth unemployment has trended above 20 per

cent since at least the early 1990s°%.
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As mentioned in chapters 3 and 6, public-
private partnerships also provide Egypt

with significant opportunities to expand the
role of the private sector to improve FFD.
Egypt has established a number of such
partnerships throughout its history, some of
which culminated in success while others were
unsuccessful. Kamel and others examined
public-private partnerships in Egypt, including
previous case studies, and the way in which
they should function in the present day to
increase the probability of success. They
determined that the Government must treat
such partnerships with professionalism and
take a holistic approach to avoid the factors
that led to failure in the past.®® Samir and
Maher also explored the history of public-
private partnerships in Egypt and found that
environmental factors, specifically political and
economic stability and the legal framework, are
key to success.®

Beginning in 2017, the inflow of remittances,
including personal transfers and employee
compensations, increased in Egypt (figure 94).
In light of the COVID-19 pandemic, however,
there was a 0.6 per cent decline in remittance
inflows to GDP. While GDP experienced an
increase of 19.8 per cent in 2020, overall
remittance inflows shrank, partially because of
weak economic growth and employment levels
in migrant host countries.®” The higher ratio of
remittances to GDP underscores the importance
of managing and reducing associated
transaction costs. Emara and Zhang show that
an improvement of 10 per cent in digitization
measures increases remittance inflows by
0.14 per cent in emerging countries.®?In the
MENA Region, the average cost of sending
$200 in 2019 was 7 per cent, much higher than
the target of 3 per cent set in the Addis Ababa
Action Agenda and the 2030 Agenda. Fintech
companies tend to charge lower transaction
fees than conventional money transfer service
providers like banks. Thus digitization plays

a critical role in increasing efficiency, leading
to reduced transaction and production costs.

According to the United Nations, fintech
solutions and digital channels can be utilized
to reduce overall costs to meet the 3 per cent
goal®, Digitization shortens the processing
time such that the transfer process becomes
almost instantaneous and is very low in cost,
maximizing both effectiveness and efficiency.
The Egyptian Government should therefore
invest more in technology and digitization

and implement policies to encourage the ICT
industry to expand research and development
to digitize the financial sector. Although the
state of digitization in Egypt, and digital
banking in particular, still has a long way to
go, the past few years have shown remarkable
improvement, especially with the onset of

the COVID-19 crisis and the need for reduced
physical interaction. For instance, the Ministry
of Finance will replace five million payment
cards used for disbursing dues to government
employees with free “Meeza” payment cards,
which offer some banking services. In addition,
the new law for central bank and banking
activities, approved by the Prime Minister in
July 2020, aims to follow recent banking trends
such as e-payments, fintech businesses and
cryptocurrencies. In addition, the Egyptian
Sovereign Wealth Fund has made significant
efforts and deployed resources in this regard.
Many fintech start-ups have flourished over the
past couple of years, such as Prime Fintech,
which was established during the COVID-19
pandemic. Funding has also been received by
several newly established fintech accelerator
hubs, such as Startupbootcamp and Flat6Labs,
and numerous fintech businesses, such as
Paymob, EIGameya, Shahry, Fatura and
MoneyFellows.

Nevertheless, the Egyptian Government should
also bear in mind the potential risks associated
with a digital economy, including cybersecurity
and fraud.The CBE is already working on
developing a computer security incident
response team for the banking sector and is
providing support to commercial banks to
enhance their anti-money-laundering systems.



G.Potential role of the private sector in closing financing
gaps and supporting development objectives

In view of the persistent development needs and
prevailing financing gaps, it is becoming apparent
that more efforts are needed to solicit funds from the
private sector. For the SDGs to be achieved, available
resources must be utilized more efficiently and more
financing must be sourced from the private sector.

1. Financial leverage through
securitization to attract private
investment

Many discussions are now being held within the
development community about securitization and
whether it could be the way forward in terms of
incentivizing the private sector to participate in
development financing. Securitization refers to a
process of transforming an illiquid asset or group

of assets into a tradable security via financial
engineering. Securitization can promote sustainable
assets and create investable opportunities by de-
risking development projects to better fit the desired
risk/return profiles of institutional investors; however,
it requires multilateral development banks to play a
stronger role as catalysts for private investment by
securitizing their loans. It also requires and supports
the further maturation of capital markets.

It is also worth noting that there might be room
for Islamic banks, which are abundant in Egypt, to
engage in securitization with a less risky approach.
Drawing on lessons from the Great Recession,
Islamic securitization involves lower bank risk
than bank securitization, owing to the stricter
monitoring conducted under the Islamic model.

2. Foreign direct investment

Another typical but central means of FFD is
foreign direct investment. Egypt has been

successful in encouraging foreign investors to
invest in the country, achieving favourable results
in the wake of the global financial crisis and the
subsequent local and regional political turmoil.

In order to further encourage foreign direct
investment in the country, the financial sector
must make advancements. Makoni suggests

that there is no evidence that foreign investors
are coming to Egypt for its natural resources;
however, financial market development plays a
crucial role in channeling inward foreign direct
investment. Emara and El Said show that a one-
notch increase in sovereign ratings enhances
foreign direct investment by approximately

0.33 per cent of GDP for a sample of emerging
countries, including Egypt. It is promising that
Standard and Poor’s sovereign credit rating for
Egypt has improved over the past few years; it
was upgraded from B- to B in 2018 and currently
remains at a B with a stable outlook, despite the
COVID-19 crisis. Makoni therefore recommends
that the Egyptian Government should open the
economy by removing trade barriers and continue
to provide a welcoming environment to investors.
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Despite efforts to prioritize
financial inclusion over the last
several years, Egypt has one of
the highest levels of financial
exclusion compared with other
countries in the MENA Region.
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3. Blended finance

Blended finance represents another creative way
to encourage the private sector to view investing
in development goals as more lucrative. Basile
and Neunuebel argue that there is a positive
connection between blended finance and political
and macroeconomic stability and higher national
income. The European Network on Debt and
Development highlights the importance of ODA

in removing investment barriers, which has a
positive impact on private investment in developing
countries in situations in which purely commercial
motives would have precluded such opportunities.

The efforts made in Egypt should make it an
excellent candidate for receiving FFD from the
private sector in the form of blended finance. In
fact, some successful blended finance projects
have already been implemented in the country.
In a recent speech, the Minister of International
Cooperation mentioned several infrastructure
projects that have been executed on a blended
finance basis in the COVID-19 era, which helped
the economy of Egypt maintain a high growth rate
during the global economic slowdown.

4. Public-private partnerships

To reiterate, public-private partnerships are another,
more typical form of financing sourced partly

from the public sector and partly from the private
sector. Egypt has a long history of public-private
partnership projects. In the 1990s, several sizeable
infrastructure projects were implemented under the

Table 22. Foreign direct investment to Egypt by sector (2019/20)

scheme, such as Al Alamain International Airport
and El-Faum/Aswan Highway.

Previous public-private partnerships encountered
issues, mostly stemming from administrative
mismanagement, and many unfortunately did

not reach the financial closure stage. Egypt then
implemented a series of reform measures, which
included issuing a special law regulating the public-
private partnership scheme (Law No. 67 of 2010)
and establishing a special public-private partnership
unit within the Ministry of Finance. According to the
World Bank report entitled Benchmarking Public-
Private Partnerships Procurement 2015: A Pilot in 10
Economies, Egypt must enhance the gatekeeping
process for such projects and further clarify the role
of the Ministry of Finance throughout the entire
process, not only during the project solicitation
stage. The benefits of the recent reforms to the
scheme need more time to develop, following years
of political turmoil and global economic crises.

5. Comparative advantages of the
public and private sectors

There is no doubt that channeling private
investment in a way that better serves
development goals is no less challenging

than obtaining more private investment in the
first place. Table 22 below lists foreign direct
investment to Egypt by sector in 2019/20. As
mentioned in chapter 6, the oil sector receives the
most investments by far, despite being one of the
sectors furthest from achieving the SDGs.

Main invested sectors

Fiscal year 2019/20 (percentage of total foreign direct
investment inflows)

oil 459
Financial services 141
Manufacturing 12.0
Construction 5.6
Real estate 4.2

Source: Author, based on data from the Central Bank of Egypt. Accessed 2021.



Even in the context of joint financing between

the public and private sectors, it is hard to funnel
private investments towards more development-
oriented sectors. Although blended finance might
allow for better channeling of private capital,
private investments tend to concentrate in sectors
with clearer revenue streams, such as the energy
sector, with an even higher concentration in more
fragile economies (figure 95).

Humphrey illustrates that, for instance, a financing
gap of approximately $1 trillion per year exists in
the infrastructure of developing countries, while
$100 trillion of institutional investor resources await
allocation each year. He emphasizes the role of
multilateral development banks in ensuring better
allocation of institutional investor funds through the
design of tailored and country-specific investment
packages and the mitigation of some of the
corresponding deterring risk factors. Nevertheless,
he also stresses reasonable management of
expectations and suggests that, while there is room
for better channeling of private credit, a sizeable
role for direct financing by governments and ODA
will remain.This statement leads to the important
observation that having the right mentality is

Figure 95. Private finance mobilized through infrastructure,

by sector
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Source: Basile, |. and C. Neunuebel (2019). Blended finance in fragile
contexts: opportunities and risks. OECD Development Co-Operation
Working Paper, No. 62. Paris: OECD Publishing.

key, even when attempting to revolutionize the
development scene.To expect that private credit
will close the current infrastructure financing gap
is largely unrealistic; nonetheless, it is crucial to
provide more development-centred incentives for
the private sector while maximizing the private
credit benefits to sectors that are already popular.

H.Unique financial challenges and policy implications

Ratha and others show that the developed world’s
commitment to provide ODA to developing
countries continues to decrease, whereas ODA
previously constituted up to 70 per cent of financial
flows. Moreover, the persistent recession in

many European Union countries and the United
States, as well as the relatively slow growth in
China and South-East Asian countries, makes it
more important for developing countries to better
mobilize domestic resources and implement out-of-
the-box measures to finance the SDGs. This is even
more true in the wake of the COVID-19 public health
crisis and the resultant global economic recession.
As a result, non-banking financial institutions could

play an extremely important role in closing the
financing gap for sustainable development projects.

Additionally, the structural ranking analysis
conducted by Buletova and Stepanova shows

that the position of Egypt in the world rankings

in terms of both economic growth and financial
development is largely dependent on the level of
digitization to be achieved. The Government clearly
realizes the importance of digital transformation
and has recently made significant efforts to

that end. For instance, the Egyptian Ministry of
Communications and Information Technology
launched a campaign to promote the development
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Figure 96. Average funding for sustainable developmentin
Egypt (2011-2017)
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Source: Author recreation from Ashour, A. and D. Ibrahim (2018). Financing
the SDGs in Egypt: evaluating the current practices and challenges. Cairo:
United Nations Economic Commission for Africa. Based on data from the
Egyptian Ministry of Planning and Economic Development.

Private sector 49%

of the ICT infrastructure and digital services for
government entities. Although much more needs

to be done in this regard, it is clear that Egypt has
acknowledged the importance of e-government
since 2004 when it launched the e-government
portal. This transformation has also taken place on
the financial front; according to its website, the CBE
allocated $1 billion for a fintech fund. Moreover,
several fintech startups have been launched in Egypt
over the past few years. These include mobile wallets
and payment platforms, as well as microcredit and
“buy now, pay later” solution providers.This trend
has only accelerated with the outbreak of COVID-19.
Fintech platforms constitute a revolution in economic
development through financial inclusion.

1. Financing for development in
previous years

Figure 96 illustrates the distribution of FFD
among different financing parties between 2011
and 2017 in Egypt. On average, nearly half of
the investment in Egypt comes from the private
sector. The public sector accounts for 27 per
cent, with the majority of public investment
flowing into infrastructure sectors and human
development. While this shows that Egypt has

been performing relatively well in relation to
obtaining funds from the private sector, public
investment still depends on the budget deficit
allocated to cover investment finance.

2. Forecast for Egypt to achieve
the Sustainable Development
Goals by 2030

Nevertheless, it is important to note that the
overall “pie” (i.e. the absolute amount raised for
development financing) must increase significantly
in order to achieve the SDGs by 2030.There is
also a need for a larger relative contribution from
the private sector, whether foreign or domestic.

It can also be independent or joint funding with
the Government in the form of public-private
partnerships or blended finance. According

to Ashour and Ibrahim, the Egypt Vision 2030
forecasts that LE 7.5 trillion in investments is
needed over the period 2015-2030; two thirds

of that amount must be financed by the private
sector. Ashour and Ibrahim present different FFD
scenarios in Egypt to achieve the SDGs. In the
moderate scenario, which is neither optimistic nor
pessimistic and assumes a partial macroeconomic
reform, 30 per cent of FFD will be obtained from
the State budget, 60 per cent will come from

the private sector and the local community and
the remaining 10 per cent will come from loans
and grants. Under that scenario, achievement of
the SDGs is estimated to reach 63 per cent: full
coverage in urban areas and 38 per cent coverage
in rural and deserted areas. Unique financial
challenges and policy implications.

EGP/.

Trillion

in investments is needed
over the period 2015-2030




|. Conclusion and policy recommendations

In conclusion, achieving the aggressive FFD
goals as they currently exist will require Egypt
to undertake a series of progressive measures.
The most important will be to increase access
to finance for the private sector, and SMEs in
particular; improve the capacity of non-banking
financial institutions; facilitate securitization;
better channel foreign direct investment and
domestic private capital towards development-
centred investments with the proper incentives;
and encourage joint financing between public
and private parties.

Additionally, Egypt must improve the
mobilization and use of domestic resources
rather than continue its overreliance on ODA.
The fact that Egypt established the Sovereign
Wealth Fund in 2018 is a positive step towards
attracting more private capital and perhaps
increasing the domestic savings rate, which is
currently extremely low. Interestingly, Emara
and Kasa provide empirical evidence on a
sample of emerging countries, including Egypt,
which shows that a one-unit improvement in
the financial access index leads to a 0.04 per
cent increase in domestic savings accumulation
as a percentage of GDP. Additionally, Hussein
and others suggest that financial development
is one of the key determinants for real private
savings in the long term.

Other available methods for mobilizing
domestic resources include more efficient
tax administration and greater efforts to
formalize the massive informal sector in the
country, possibly by making compliance less
costly and offering tax holidays. Furthermore,
digitization and new technologies should be
utilized to improve FFD. Digitization fosters
higher productivity, spurs economic growth and
increases employment through the adoption
of digital services that connect Governments,
enterprises and consumers. Nevertheless, it

6O

As countries grow

and strengthen their
economies, it is important
to assess whether the
growth Is sustainable in
the long run.

is important to consider that the impact of
digitization may vary significantly depending
on the nature of the sector and the economic
structure. For instance, tradable sectors benefit
more in terms of employment, while non-
tradable sectors enjoy benefits to productivity
and growth. Policymakers should create and
implement digitization plans for targeted
sectors to maximize its impact. Moreover,
macroprudential regulations should be
solidified, particularly in emerging economies,
to allow for the development of non-traditional
banking, including more innovative financing
techniques. It is also important to note

that the financial sector ranks behind only
telecommunication companies in relation to
investing in ICT. This means that financial
development is crucial for the development

of the digital economy and, consequently, for
economic growth.

In view of the analysis of the Egyptian financial
sector in this chapter, the following policies and
strategies are recommended for improving the

sector’s capacity and enhancing its contribution
to achieving the SDGs.




Financing Sustainable Development in Egypt

Short-term

L~ -

Streamline the informal sector: in
addition to the benefit of mobilizing
domestic resources, this would empower
players in the informal sector and enable
them to have a financial footprint and
benefit from literacy efforts usually
offered by formal providers.

Encourage inclusivity in promoting
financial inclusion: this would ensure
better allocation of the benefits to be
reaped from greater access and usage
of financial services. A concrete example
would be formulating a strategy for
increasing access to the Internet in
parallel with promoting digitization and
Internet banking to ensure that no one is
left behind.

Medium term:

L~y -

Expand the uses of e-government: in line
with measures already being adopted, the
Government should seize the opportunity
to increase awareness of the efficiency of
services provided through the Internet. It
should also widen the scope of services
offered through its e-portal to include
paying for taxes and government services,
among other options.

Increase touch points by financial service
providers: this is particularly important
given the high population density in urban
areas. The introduction and improvement
of branchless banks, mobile banking
services, agency banking and other
emerging technologies is expected to
significantly increase banking penetration
and access to finance.

Digitize cash payments: Egypt is still
relatively far from the goal of a cashless
economy, and the use of cash remains
prevalent. Building a strong financial
services sector provides tremendous
opportunities that stem from digitizing
payments, such as utility and merchant
payments. A good starting point would
be to target the 84 per cent of wage
payments made in cash within the private
sector, which could be digitally disbursed
through diverse financial service
providers.The Government has taken the
initiative in this regard by introducing
Meeza cards to a significant portion

of government employees. Incentives
should be given to the private sector to
embark on similar initiatives under the
umbrella of financial inclusion.The new
cashless payment law, signed in April
2019, indicates another good initiative to
promote a cashless society. Under the
law, the public and private sectors must
disburse and receive a certain volume of
payments through digital channels. The
strict implementation and adaptation of
the law should improve the efficiency

of payment systems and boost digital
financial inclusion.

Long term:

Invest in innovation ecosystems: it is
critical to support fintech companies and
other financial innovation ecosystems,
given that this sector is already extremely
promising. While initiatives undertaken

by the CBE and the Egyptian Sovereign
Wealth Fund are important, they remain
insufficient. The Government must spend
more on fintech and incentivize the private
sector to invest in it.



Embark on regulatory reforms: it is 66

obvious that without the appropriate
legal and administrative frameworks,

it is difficult to achieve goals related AnOther major adva ntage Of
to financial penetration and financial Y . . .
inclusion, which are key to achieving d|g|t|zat|0n IS the Creatlon
the SDGs. Accordingly, the Egyptian Of more effe Ctive ﬂOWS or
Government must focus on gradually

2 improving the regulatory landscape to eXChangeS Of inform ation,
make it more friendly, for example, in . .
relation to licensing diverse providers. gOOdS and SerVICES, Wh|Ch
This will encourage strong participation
from non-banking financial providers, makes e_government
such as insurance providers, mobile extremely beneﬁCial

money providers, fintech companies and
monetary financial institutions, which
have proven to be effective drivers of
economic growth.
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Financing Sustainable Development in Egypt

Egyptian involvement in
commercial financing,
iIncreased access to

international financial markets

and debt market development
are essential to supporting
the financing of SDG spending
needs.

Background

There are general drivers of debt that are
common to all emerging markets and
developing economies. Egypt has its own
debt issues that require debt sustainability to
be defined in a way that suits the Egyptian
context and accounts for the country’s
specific economic and political dynamics.
While debt vulnerabilities in many emerging
markets and developing economies are
generally driven by surging private debt and
non-financial borrowing owing to a low-
interest environment, debt vulnerabilities

in Egypt mainly arise from fiscally driven
public debt owing to longstanding
structural imbalances and poor institutional
performance. Since the 1990s, Egypt has
been engaged in successive attempts at
structural reform to address its macrofiscal
imbalances and debt problems. However,
several factors impeded the sustainability of
the outcomes from these reforms.

In 2015, Egypt launched its national

Sustainable Development Strategy: Egypt
Vision 2030, which has been continuously
revised to comprise the pillars of the 2030
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Agenda and the SDGs as well as recent domestic
and global dynamics. In 2016, the country
implemented a domestic economic reform
programme under an IMF Extended Fund Facility
that involved fundamental monetary and fiscal
reforms and serious austerity measures, resulting
in sound macroeconomic outcomes and a clear
impact on the country’s debt profile. As part of

the global economy, Egypt had to reverse its
austerity measures during the COVID-19 pandemic,

which has already caused changes to growth and
macroeconomic trends in many countries. Despite
this impact, Egypt has shown good resilience to
the effects of the pandemic, as evidenced by the
relevant data and outlook projections.

Addressing debt management and
sustainability is an essential part of the
country’s new strategic direction and
development priorities. In this context, this
chapter addresses debt in Egypt through

three interconnected pillars: debt drivers;

debt dynamics following recent structural
reforms and the COVID-19 pandemic; and, most
importantly, Egypt’s ability to finance the SDGs
without worsening its debt profile. Section

A contains an overview of debt in Egypt,

its recent trends and projections. Section B
presents a debt sustainability analysis for
Egypt in light of two scenarios: a baseline
scenario and a proposed SDG scenario.

The latter calibrates the baseline scenario

with projections based on the country’s
commitment to financing the SDGs. In section
C, features a proposal of a SDG-related debt
management framework for Egypt, with
discussions of relevant opportunities, financing
options, needed reforms and potential risks.

A.Egyptian debt: an overview

Debt vulnerabilities in emerging markets and
developing economies are generally driven by
surging private debt, especially non-financial
borrowing. Such forms of debt increase external
vulnerability to shocks and sudden reversals of
capital flows. Increased commercial borrowing
and more sovereign borrowing from commercial
creditors to finance ambitious growth trajectories
also constitute a source of increasing debt
vulnerabilities in emerging markets and
developing economies. In a global environment
characterized by low interest rates, increased
liquidity and quantitative easing, along with a

decline in global growth patterns, more emerging
markets and developing economies appear

to be in a state of debt distress. The COVID-19
pandemic merely accelerated a debt crisis already
predicted in many such markets and economies.
As an emerging economy, Egypt is still exposed
to many of the above vulnerabilities. Debit issues
in Egypt, however, are mainly driven by public
debt and structural fiscal problems, as well as
institutional drivers (figure 97).

Debt in Egypt is primarily fiscally driven.
Approximately 72 per cent of total debt is public
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share of public debt as a proportion of GDP among
the countries selected for comparison (figure 98).
Domestic public debt is considered the main driver
of debt vulnerabilities in Egypt (figure 99). As for
external debt, although it accounts for a smaller
share, it is on the rise and might also pose future
risks to the sustainability of the country’s debt
profile, as will be shown later in this chapter.

debt (figure 98)." Public debt currently stands

at around 85 per cent of GDP, exceeding the 70

per cent benchmark for emerging markets.? It
previously approached 100 per cent of GDP in

the 1990s and early 2000s, and exceeded 100 per
cent of GDP in 2017 prior to the implementation of
recent reforms. In 2018, public debt still constituted
around 93 per cent of GDP in 2018, the highest

Figure 97. Common debt drivers in emerging markets and developing economies — How does Egypt compare?

High interest rates in Egypt and a relatively prudent monetary policy, especially following the
2016 national reforms. Little easing after the COVID-19 pamdemic, but still within a relatively
prudent framework. High interest rate on domestic debt is nevertheless a driver for debt
vulnerabhility in Egypt.

Low global interest rates, increased liquidity
and quantitative easing, all driving further
debt distress.

High growth trajectories financed by debt
following the global financial crisis. Recent
global slowdown in growth rates.

Low growth rates in Egypt. Debt-related demand is mainly to service old debt and
gross financing needs.

Surging private debt, especially non-financial
debt of corporations. Commercial debt: even

The share of household and non-financial debt is small in the case of Egypt.
sovereign debt is financed by Financial markets are still relatively immature.

commercial creditors.

The main cause of debt distress in Egypt. High public debt to finance an inflated budget
and limited fiscal space.

Limited fiscal space and poor
coutercyclical policies.

In addition to the global COVID-19 pandemic and the rising geopolitical tensions in the region,
Egypt has been witnessing cosequent domestic shocks and uncertainties that began with the
2011 revolution and consecutive political cycles and economic disruptions.

Global, regional and country-level
shocks and uncertainities.

Source: Author.

Figure 98. Debt trends in Egypt and selected emerging markets (2005-2018)
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Figure 99. Debt composition in Egypt and emerging markets (first quarter of 2020)
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Figure 100. Revised projections of public debt following the COVID-19 pandemic
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statement by the Executive Director for the Arab Republic of Egypt. IMF Country Report, No. 20/266. Washington, D.C.; International Monetary Fund
(2021). Arab Republic of Egypt: 2021 Article IV Consultation, second review under the stand-by arrangement — press release; staff report; and statement
by the Executive Director for the Arab Republic of Egypt. Country Report, No. 2021/163. Washington, D.C.

a General government debt. Real data are used up to 2020.

Public debt had increased over the period from pandemic has clearly affected the Egyptian

2008 until the implementation of the national economy. While it is showing relatively resilient
reform programme in 2016 under the IMF performance compared to many emerging markets
Extended Fund Facility. The reform resulted in and developing economies, the shock has already
many improvements in fiscal, monetary and resulted in a reversal of the short-lived declining
macroeconomic indicators, and debt took a trends in debt levels, owing to the global slowdown
downward trend for the first time since 2008. As and the accommodations adopted by the Egyptian

is the case with most countries, the COVID-19 Government at the onset of the pandemic.
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Revised post-COVID-19 projections show a
recovery corridor that is expected to last for

at least two years. Debt trends are expected

to resume their downward trajectory in 2022,
conditional on resuming austerity measures
and the fiscal consolidation plan (figure

100). Revised projections of the IMF debt
sustainability analysis show a declining trend
at levels higher than pre-COVID-19. Debt-
stabilizing primary balance is projected at

-2.8 per cent of GDP in 2026.% Despite these
developments, country’s debt profile still suffers
from many risk factors, which are magnified by
the recent COVID-19 shock. The main identified
factors contributing to the rising debt burden

in Egypt are the primary balance, as well as
exchange rate misalignments (especially during
periods of exchange rate instability), interest-
growth differentials and institutional factors.

Gross financing needs are consequently high,
far exceeding the benchmark of 15 per cent for
emerging markets.* As a percentage of GDP,
gross financing needs in Egypt have been at
approximately 37 per cent in recent years.
Compared with other emerging markets in
2020, Egypt's gross financing needs constitute
a significantly higher percentage of GDP, (figure
101). In order to limit debt sustainability risks,

Figure 101. Gross financing needs in Egypt (2009-2021)

the Government realizes it must reduce its
gross financing needs. Its ongoing efforts in
that regard include extending the maturities of
government securities, which will reduce the
rollover risk and in return improve the debt
path.The Government has also established a
quantitative ceiling on the share of net new
short-term domestic issuance to total domestic
treasury issuance. These efforts have already
begun to take effect, as there has been a decline
in short-term public debt.

There have been notable improvements in the
country’s primary balance in recent years.The
primary balance component contributed, on
average, approximately 26 per cent of the gross
public domestic debt accumulation during the
period 2012-2019, as shown in figure 102. It was
not until fiscal year 2018/19 that the primary
balance began to show a negative contribution
to debt accumulation. Following the recent
fiscal reforms, Egypt achieved a primary surplus
beginning in 2017/18 (figure 103) contributing
significantly to reversing the trend in public
debt.®*The COVID-19 pandemic resulted in an
interruption to the austerity track that had a pre-
COVID-19 aim of maintaining a primary surplus
of 2 per cent, thereby creating a downward
trajectory in public debt.
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Note: Figures concern general government debt. Actual figures are from the period to 2020. National reforms were implemented in 2016 under the IMF
Extended Fund Facility. “Residual” includes asset changes and interest revenues, if any. It also includes exchange rate variations in the projection

period.

a A negative sign indicates a negative contribution to public debt and vice versa.

Extra budgetary activities and institutional fiscal
problems reflect on public debt in the residual
component of debt dynamics. Fiscal factors also
contribute significantly to driving debt indirectly
through the residual component, the second main
contributor to accumulated public debt. Residual
debt accounts for over 20 per cent of debt
dynamics during the period 2012-2019. Residual
includes extrabudgetary borrowing or on-lending
by the Government, as well as contingent
liabilities. Contingent liabilities constitute a
fundamental fiscal risk to the country’s debt
dynamics, especially post-COVID-19, and might
result in perceived higher debt accumulation over
the medium term.® Loan guarantees constitute the
largest explicit contingent liabilities in Egypt and
pose a real threat to the debt trajectory (figure
103). According to the Ministry of Finance, Egypt
secured loans that averaged around 20.5 per

cent of GDP in 2020/21, of which 8.5 per cent are

domestic loan guarantees and 12 per cent are
external loan guarantees.

The negative interest-growth differential
reflects efforts to reduce debt ratios, even
given the growing fiscal deficit. The real
interest-growth differential aggregately
contributed to improving the debt position
during the mentioned period. Several
factors play a role in this, most prominently
declining global interest rates in recent years.
Projections indicate that Egypt will sustain

a negative interest-growth differential over
the medium term, which appears to be a
good position compared to its comparator
countries (figure 104). Nevertheless, risks
from anticipated global monetary tightening
following COVID-19, along with slowing
growth, might impact the country’s debt
position if interest rates began to increase.
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Figure 103. Primary balance and public debt trends in Egypt (2011/12-2019/20) @
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Figure 104. Interest-growth differential in public debt, as a percentage
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Tradable debt constitutes around two thirds of total form of United States dollarTreasury bonds and

domestic debt and approximately 53 per cent of euroTreasury bills issued in the domestic market

GDP Tradable debt in Egypt is mostly domestic debt (table 23).” Approximately 81 per cent of Treasury
denominated in local currency. Domestic tradable securities are held by Egyptian commercial banks,

debt constitutes around 75.6 per cent of the total while the non-banking sector holds the rest (figure 8
tradable debt, while the remaining 34.8 per cent 106).2 The Government aims to increase its tradable

are denominated in foreign currency, mainly in the debt to reach 80 per cent of total debt by 2023/24.°

Table 23. External debt in Egypt, residency versus currency criteria (2020)

Debt denominated in foreign currency Debt denominated in foreign currency
(percentage of GDP) (percentage of total deht)
External debt by currency 26.1 24
External debt by residency 341 22

Source: International Monetary Fund (2020). Arab Republic of Egypt: request for a 12-month stand-by arrangement — press release; staff report; and
statement by the Executive Director for the Arab Republic of Egypt. Country Report, No. 2020/266. Washington, D.C.; Ministry of Finance, Egypt (2020).
Egypt's Medium-term Strategy (2021-2024). Cairo.

Note: The medium-term debt strategy employs the currency criteria for measuring external debt rather than residency criteria to account for exchange
rate-related factors while addressing external debt position. It covers Treasury bills and bonds issued in the domestic market and denominated in
dollars and euros and bilateral and multilateral loans, as well as the international issuances of Eurobonds. Domestic debt includes all securities issued
in Egyptian pounds; IMF generally uses the residency criteria, and external debt covers multilateral and bilateral public sector borrowing, private
borrowing and prospective financing.

Table 24. Total tradable and non-tradable debt (as of Figure 106. Holders of average treasury securities (2018)
June 2020)
Domestic External Total Projected debt
debt debt debt in2023/24

Tradable debt .

(Percentage N\ 75.6 348 68 80

of total)

Non-tradable debt 244 65.2 32 20

(Percentage d .

of total) %\

Source: Ministry of Finance, Egypt, 2020b .
Commerecial

banks
Figure 105. Debt maturity in Egypt and selected

comparators (2020)
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Note: Data on average term to maturity refer to government securities. Strategy (2021-2024). Cairo.
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Domestic debt in Egypt is short-term in nature,
which is central to refinancing risk. Figure 105
shows average debt maturity compared to a
set of comparators, according to the IMF 2020
Fiscal Monitor. The average term to maturity
on total government securities for Egypt is 3.4
years, significantly shorter than the selected
comparators. According to the country’s
medium-term debt strategy, the average time
to maturity for total tradable domestic and
external central government debt was 3.11
years in 2019."° Major maturity problems avail
in domestic debt (Treasury bills and bonds in
Egyptian pounds), which was estimated to be
1.9 years in 2020, according to data published
by the Ministry of Finance in the Medium-term
Debt Strategy (2021-2024). The average term to
maturity of external tradable debt, meanwhile,
was 8.3 years in June 2020.

The country’s external debt position has been on
the rise since 2014, it is sustainable but subject to

future risks. Debt denominated in foreign currency

constitutes 25.9 per cent of the total central
government debt, compared to 74.1 per cent

Figure 107. External debt position of Egypt (2009/10-2018/19)

denominated in the local currency.” To be precise,
external debt held by non-residents constitutes
around one third of the country’s total debt.
Nevertheless, as shown in figure 107, external
debt has been on a steep upward trend since 2014.
Table 24 shows that debt held by non-residents
and debt denominated in foreign currency (22 per
cent and 24 per cent, respectively) are well below
the high-risk benchmarks for emerging economies
(45 per cent and 60 per cent, respectively)."
Recent efforts by the Government to lengthen
maturity risks inTreasury issuance, in addition to
the high share of local currency debt by domestic
financial institutions are recognized as factors in
minimizing external debt vulnerabilities. While
exchange rate imbalances might, at first glance,
appear to play a relatively minor role in driving
public debt vulnerabilities in Egypt (with the
exception of years during which there was official
devaluation), implicit implications of exchange
rate imbalances and currency mismatches still
have an impact on the residual component of
debt dynamics, as the residual takes into account
valuation effects not included in the single
bilateral exchange rate.™
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Spread on sovereign bonds of Egypt have the risk-mitigating factors. The large shares of local
continuously shown a rising trend, significantly currency and local security bills and bonds from
surpassing the high-risk benchmark of 600 basis domestic financial institutions minimize the country’s
points, since the onset of the COVID-19 pandemic vulnerabilities to external debt shock (figure 109).
and the consequent risk-off sentiment. Despite
recent improvements, the Emerging Market Bond In Egypt, the proportions of short-term external
Index Global (EMBIG) is still exceeding the high-risk debt to reserves and to external debt have declined
benchmark and continues to be high compared to slightly in recent years; however, the country still
selected emerging markets, as shown in figure 108. needs to improve its external debt vulnerability
Again, the high proportion of domestic shares in position by decreasing the share of short-term debt
the EgyptianTreasury market is considered one of and improving its balance of payments.
Figure 108. Sovereign spread (emerging market bond index+) — Egypt and selected countries
J.P. Morgan emerging market bond index J.P. Morgan emerging market bond index
(EMBI+): selected countries (2020) (EMBI+): Egypt (2010-2020)
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Source: World Bank (2020). Global Economic Monitor. Available from https://datacatalog.worldbank.org/dataset/global-economic-monitor. Accessed
December 2021.

Figure 109.

External debt vulnerability indicators
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Box 2. External debt vulnerability during the COVID-19 pandemic — Egypt among emerging markets and developing economies

The external vulnerability index is used to measure the external vulnerability arising from overindebtedness and financial fragility in
emerging markets and developing economies. Overindebtedness is assessed on the basis of the liquidity and solvency of the external
balance sheets of emerging markets and developing economies, while financial fragility is assessed using debt architecture in terms
of maturity, reserve adequacy and the contribution of private debt to overall debt. A number of emerging markets and developing
economies were found to be more vulnerable to the impacts of the COVID-19 pandemic, compared to the effects of the global
financial crisis. Vulnerabilities are mainly driven by pre-existing conditions such as poor debt architecture, exchange rate imbalances
and fiscal distress.

External vulnerability in Egypt and a number of emerging markets and developing economies
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shock. Review of Economics and Political Science, vol. 6, No. 1, pp. 24-47.



B.Debt sustainability, the Sustainable Development Goals

and Egypt Vision 2030

Debt is essential to achieving public investment goals
relating to the SDGs. Debt sustainability involves
the ability to achieve such goals without increasing
debt ratios or the effective use of borrowed
resources. Egypt is committed to achieving the
SDGs and its national development agenda, which
has been designed and revised to be consistent
with SDG commitments. While achieving the SDGs
would create opportunities for debt repayment,

the country’s ability to balance financing the SDGs
with the need to maintain debt sustainability is
essential. This is particularly if the aforementioned
challenges and risks continue. This section discusses
debt management and sustainability in light of the
country’s commitment to achieving the SDGs.

The SDG debt sustainability gap is defined
by the United Nations as “the difference
between the primary fiscal balance consistent
with achieving SDGs 1-4 by 2030 and the
balance required to maintain stable public
debt ratios”™ In other words, it is the amount
of debt, as a percentage of GDP, that will

be required to finance the SDG targets.™
First, a baseline scenario/business-as-usual
scenario, which assumes the continuation of
current trends and projections, is designed.

This is followed by designing an SDG public
debt scenario, which calibrates baseline
assumptions considering alternative primary
balance projections under the SDG scenario
assumptions. The SDG-consistent primary
balance is a projected indicator that assumes
base levels of government expenditure and adds
the expenditure required to achieve the SDGs.
Assumptions of the medium-term fiscal impact
in the form of domestic resource mobilization,
the structure of public spending and the
available financing options are designed under
both scenarios (technical notes and details on
methodology are presented in annexes 5-7).
The SDG debt sustainability gap is the difference
between the two scenarios. After calculating

the SDG debt sustainability gap, alternative
options to move to the second scenario without
causing a debt crisis are navigated, that is, the
financing options that could help the Egyptian
economy to achieve the SDGs without causing

a deterioration in the debt profile. In this regard,
two key issues must be identified: first, the
sectors to be included as SDG-related spending
sectors and second, the means of quantifying
the spending needed in these sectors to achieve
the SDGs by 2030.

Box 3. Debt sustainability analysis — the IMF definition of debt sustainability versus the United Nations definition

The debt sustainability analysis (DSA) has been initiated by the IMF. The IMF-DSA is part of Article IV consultations and can
readily be applied to many countries. It involves constructing a five-year baseline forecast, estimating debt dynamics and
running several stress tests, analysing the sustainability of debt levels under the constructed stress tests and shock scenarios.
On the other hand, the United Nations-DSA, in the context of the SDGs and financing for development, is perceived differently.
While there is a common base with the IMF-DSA, the United Nations-DSA provides a framework that focuses on building
scenarios of debt under the assumption of financing the SDGs using alternative sources of finance. Under the United Nations-
DSA, baseline macroeconomic scenarios are first estimated, then the total expenditure and investment needs associated with
the SDGs are calculated. This is followed by estimating the medium-term fiscal impact with assumptions on domestic resource
mobilization, the composition of public expenditure, available financing options and support from the international community.

Debt sustainability is then analyzed under these assumptions.

Source: Author.
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primary obligation by the Government, meaning
The SDG debt-stabilizing/sustainability public spending is the primary source of funding.
gap is defined as the debt-stabilizing Recent studies identified specific sectors in which
primary surplus minus the SDG- public spending is required to achieve the relevant
consistent primary surplus_ SDGs. Table 25 summarizes sectors with SDG-
related public spending in reviewed studies. This
includes increasing spending in areas relevant to
1. Defining public spending achieving the targets of Goals 1-4.
sectors and Spendlng benchmarks In the 2018 and 2021 VNRs of Egypt issued by the
related to the Sustainable Ministry of Planning and Economic Development,
Development GOaIS in coordination with the United Nations and UNDP,
areas were identified for measuring the progress
Financing the SDGs is a joint process involving made in the aforementioned goals and their
both the public and private sectors. There are relevant targets. Examples of the progress reported
some specific sectors in which SDG spending is a are summarized in table 26.

Table 25. Sectors identified for public spending related to the Sustainable Development Goals in a number of reviewed studies

Study Sectors with SDG-related public spending
United Nations (2020) Q‘ 1. Education
G 2. Health
3. Infrastructure: roads, electricity, water and sanitation

Kharas and McArthur (2019) Social spending (public social protection expenditure, excluding health)
Agriculture and rural development

Health

Education

Water and sanitation

Energy

Transport

Flood protection

Biodiversity conservation spending

Justice spending on public order and safety by the general government

>
ol

CONDOA WD

—
©

Munevar (2018) Social protection and poverty
Food security and agriculture
Health

Education

=bDe
()

o

Vorisek and Yu (2020) Hunger, food security, nutrition and sustainahle agriculture (Goal 2)
Water and sanitation (Goal 6)
Energy (Goal 7)

Climate action (Goal 13)

N

Gaspar and others (2019) 1. Education

A 2. Health

3. Infrastructure: roads, electricity, water and sanitation

Source: United Nations, Inter-agency Task Force on Financing for Development (2020). Financing for Sustainable Development Report 2020. New York:
United Nations; Kharas, H. and J. McArthur (2019). Building the SDG economy: needs, spending, and financing for universal achievement of the Sustainable
Development Goals. Global Economy and Development Working Paper, No. 131. Brookings Institute; Munevar, D. (2018). Debt sustainability and the
Sustainable Development Goals. Presentation at the Summer School 2018 of the United Nations Conference on Trade and Development. Geneva, 3-7
September; Vorisek, Dana Lauren and Yu, Shu, Understanding the Cost of Achieving the Sustainable Development Goals (February 27, 2020). World Bank
Policy Research Working Paper No. 9164, Available at SSRN: https://ssrn.com/abstract=3545657; Gaspar, V. and others (2019). Fiscal policy and development:
Human, social, and physical investment for the SDGs. IMF Staff Discussion Note, No. SDN/19/03 (January). Washington, D.C.: International Monetary Fund.



A number of studies estimated the spending
needed and the financing gaps to be addressed
in order to achieve the SDGs by 2030. Gaspar
and others provide an estimate of the additional
total spending required to achieve the SDGs in
five identified sectors (education, health, roads,
electricity and water and sanitation) relative

to current baseline scenarios (from 2018) in a
sample of low-income developing countries and
emerging markets.'® Average additional spending
to achieve the SDGs in those sectors is estimated
to be 4 per cent of GDP for emerging markets and
15 per cent for low-income developing countries.
Kharas and McArthur identified 10 sectors for
SDG-related public spending (table 27) and
provided an estimate of the minimum public

spending needs for the SDGs in 134 low- and
middle-income countries. Minimum spending for
the SDGs annually is estimated to be $350 per
capita for low-income countries, $583 per capita
for lower-middle-income countries and $2,559
per capita for upper-middle-income countries.
UNDP proposed five scenarios to explore the
impact of different policy mixes on achieving the
SDGs in Egypt by 2030. One scenario assumes
spending increases on the SDGs in sectors 1-4,
with increases in public spending on health and
education to 5 per cent and 2.8 per cent of GDP,
respectively (compared to the 2015 levels of 3.7
per cent and 2.1 per cent of GDP, respectively) and
the stabilization of spending on infrastructure at
the 2015 level of 3.04 per cent of GDP.

Table 26. Reported progress on public spending in Egypt towards achieving the Sustainable Development Goals

Main reported progress in public spending

{
Goal 1 Public investment in social housing projects
Goal 2 Commodity subsidies

Egyptian Food Bank
School food programme

Goal 4

Pubhlic investment in education

Goal 3 @ Public investment in health

Source: Ministry of Planning and Economic Development, Egypt (2018). Egypt's Voluntary National Review 2018. Cairo; Ministry of Planning and Economic
Development, Egypt (2021). Egypt's 2021 Voluntary National Review. Cairo.
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Table 27. Benchmarks for additional public spending in sectors related to the Sustainable Development Goals

Identified SDG sectors

1. Education

2. Health

3. Infrastructure: roads, electricity,
water and sanitation

Gaspar and others, 2019

Average additional spending in the five sectorsis a
median of 4 per cent of GDP for emerging markets
and 15 per cent for low-income developing countries;
however, countries vary in their spending needs
based on many factors.

Kharas and McArthur 2019 SDG-related public spending sectors

1. Social spending (public social protection

expenditure, excluding health)

Health

Education

Water and sanitation
Energy

Transport

Flood protection

©oON®DOh N

_
o

by the general government

Agriculture and rural development

Biodiversity conservation spending
. Justice spending on public order and safety

Minimum spending for SDGs annually is estimated to be:
- $350 per capita for low-income countries

- $583 per capita for lower-middle-income countries
- $2,559 per capita for upper-middle-income countries

o)
/n[l

o0

United Nations Public spending on SDG
Development Programme, sectors 1-4 in Egypt.
2019

» Increasing public spending on health and education to
5 per cent and 2.8 per cent of GDP, respectively
(compared to the 2015 levels of 3.7 per cent and 2.1 per
cent of GDP, respectively).

- Stahilizing spending on infrastructure at the 2015 level
of 3.04 per cent of GDP.

Source: Gaspar, V. and others (2019). Fiscal policy and development: human, social, and physical investment for the SDGs. IMF Staff Discussion Note, No.
SDN/19/03 (January). Washington, D.C.: International Monetary Fund; Kharas, H. and J. McArthur (2019). Building the SDG economy: needs, spending,
and financing for universal achievement of the Sustainable Development Goals. Global Economy and Development Working Paper, No. 131. Brookings
Institute; United Nations Development Programme (2019). Sustainable Development Goals: MAPS engagement for Egypt 2018-2019 — Mainstreaming

Acceleration and Policy Support (MAPS) for SDGs. Policy Paper. New York.

Note: As explained in Gaspar and others (2019), the variations between the estimates in different studies can be attributed to a number of

methodological issues.

2. Baseline and Sustainable
Development Goal scenarios:
narrative and assumptions

Under the baseline scenario, the Egyptian
economy is assumed to continue with its current
macrofiscal trends, maintaining the COVID-19
recovery package then resuming its fiscal austerity
measures to begin a downward trajectory in
public debt in 2022. Since the beginning of the
COVID-19 pandemic, research has relied on data
and reports from the Ministry of Finance and an
IMF-revised debt sustainability analysis. The latter
assumes a temporary growth shock to the pre-
COVID-19 baseline scenario that should stabilize

over the medium term, as well as a decline in
effective interest rates on general government debt
consistent with the decline in inflation rates.” The
revised baseline scenario also assumes a corridor
recovery period from the shock that leads to an
increase in general government debt, from 84 per
cent in 2018/19 to 93 per cent in 2020/21. A return

to a debt-to-GDP ratio of 77 per cent is expected

in 2024/25, conditional on restoring growth and
primary surplus to pre-COVID-19 projections.

On the other hand, the SDG public debt scenario

is estimated by calibrating baseline trends with

an SDG-adjusted primary balance according to
predetermined assumptions of public expenditures
and benchmarks extracted from the studies
reviewed.The main assumptions are drawn up



on the basis of reviewing relevant studies on the
public capital spending required to finance the
SDGs. More assumptions are added to account
for the country’s specific characteristics and
macrofiscal performance, within the context of
its commitment to the SDGs and the Egypt Vision
2030.The main assumptions for the scenario and
narrative can be summarized as follows:

¢ Increased efficiency in public spending. Egypt
will maintain policies to increase the efficiency
of public spending, otherwise spending gaps to
finance the SDGs will inflate.

e Stable demographic process. Current
population growth trends will stabilize. A
deterioration in demographic performance,
reflected in higher population growth rates,
will certainly mean a larger spending gap.
Alternatively, if Egypt is to pursue policies
intended to decrease population growth
rates, this will have a positive impact on SDG
spending gaps through the operation of the
demographic dividend mechanism.

e A steady growth in SDG spending. SDG-related
public spending on health and education will
increase steadily until 2030; public investment
in infrastructure would also increase, but at a
decreasing rate.

¢ Benchmarks for public spending on SDGs.The
benchmarks for additional public spending
would constitute only the lower end of the

additional public spending needed. More
spending pressures may occur as a result of
increased assumptions.

e Revenues will increase by 5 per cent of GDP
above the baseline every year. It is assumed
that a 5 per cent increase in tax revenue would
be sufficient to finance additional SDG-related
spending and close the financing gap for most
emerging markets.™

The baseline and SDG assumptions are quantified
and presented in annex 6.

3. Debt sustainability gap for the
Sustainable Development Goals

in Egypt

Based on these assumptions and the quantitative
assumptions in annex 5, the results of both
scenarios are depicted in the figures below.
Figure 110 shows that primary expenditures
under the SDG scenarios significantly exceed

the baseline scenario and that the gap widens
over time. In 2030, primary expenditures under
the SDG scenario are estimated to be 28.5 per
cent of GDP, compared to a baseline projection

of approximately 9 per cent of GDP?* Assuming
an increase in revenue of around 5 per cent
annually, revenues are expected to increase

to approximately 17 per cent of GDP in 2030,
compared to a baseline projection of 12.6 per cent.

Figure 110. Primary expenditure and revenue projections (baseline and Sustainable Development Goal scenarios)

Public expenditure (Percentage of GDP)
80

60

B Revenue as a percentage of GDP - SDG scenario

B Revenue as a percentage of GDP - baseline scenario

Revenues (Percentage of GDP)

B Revenue as a percentage of GDP - SDG scenario
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Source: Author’s calculations. See annex 6 for assumptions and technical notes.
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Figure 111. Primary deficit projections (baseline and Sustainable Development Goal scenarios) and the Sustainable

Development Goal financing gap
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Figure 112. Nominal gross public debt (baseline and Sustainable Development Goal scenarios)
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Note: Nominal gross public debt for the SDGs is calculated by adding the SDG financing gap to the baseline projections for public debt.

The SDG financing gap is estimated to be
approximately 10.31 per cent of GDP by 2030,
whereas the primary balance is projected to
reverse again to a negative trajectory, reaching
around -7.16 per cent by 2030 (figure 111).This is
logical given the increased SDG financing gap.
Assuming a dependence on debt to achieve these
needs and requirements, the nominal gross public
debt trajectory has a higher path compared to

the baseline trajectory, which assumes that Egypt
will continue on a path of fiscal consolidation. It is
estimated that public debt in Egypt will be around
83.1 per cent of GDP by 2030, compared to a
baseline projection of 73 per cent, assuming that

the country finances additional public spending

on the SDGs by issuing more debt and all other
factors remain the same. Gaspar and others
highlight that, while spending in 2030 is the focus
of the analysis, there must be a gradual rise in
spending before 2030; cumulative spending would
therefore grow significantly until 2030.2' A more
detailed analysis, one that is beyond the scope

of this chapter, would involve a deconstruction

of sectoral spending. In such an analysis, it is
expected that spending in some SDG-related
sectors, such as education and health, would
increase exponentially, while other sectors, such
as infrastructure, would witness a declining rate of



growth or a decline in public spending allocations
as countries near the achievement of the SDGs.

In conclusion, to achieve the SDGs at
sustainable debt levels, Egypt must mobilize
other financing options to cover the SDG
financing gap, estimated to be approximately
10.31 per cent of GDP by 2030.This gap is

calculated on the assumption that other factors
(other than the scenario assumptions) remain
the same. Funding this gap while maintaining
debt sustainability requires securing different
sources of finance, as well as improving the
efficiency of public spending, as mentioned
earlier. Several proposals are explored in the
next section.

C. Egyptian debt management framework for the
Sustainable Development Goals: opportunities, financing
options, necessary reforms and potential risks

In recent years, Egypt has already initiated many
radical shifts in its strategic directions and has
begun to reformulate its vision for development.
In addition to constitutional requirements, these
new directions are evident in recent strategic
frameworks, recognized international efforts

and economic diplomacy, laws drafted and
institutional and implemented actions. Moreover,
Egypt has announced its interest in the FFD
agenda and is working towards producing an
integrated national financing framework with

the United Nations and a fund for SDG support.
Within this context, the Government implemented
a paradigm shift towards widening and
diversifying its financing sources for development
plans and public projects. A number of measures
were implemented to that end, and many more
are planned.The main aims in this regard are to
improve and reform conventional finance tools,
introduce and diversify alternative sources of
development finance, introduce Islamic and
Sharia-compliant principles into finance tools
and go green in development activities and in
finance tools.

The Government'’s efforts to improve debt
management and sustainability within the Egyptian
medium-term debt strategy continue.The strategy
is aimed at improving the requirements and

payment obligations of Treasury funds, minimizing
repayments costs, developing domestic financial
markets and new debt tools, and decreasing
refinancing risks. The medium-term debt strategy is
also aimed at moving towards longer yield curves
and extending maturities, as well as enhancing the
liquidity of Egyptian primary and secondary debt

Box 4: Egyptian medium-term debt strategy (2021-2024)

The medium-term debt strategy, revised in 2020,
proposed four key targets:

1. Continue the downward trend of budget sector debt
(central government debt) as a percentage of GDP
over the medium term to reach approximately 80 per
cent of GDP by June 2024.

2. Reduce the share of the budget sector or central
government domestic debt maturing within one year
and the share subject to interest rate refixing. The
aim is to reduce gross financing needs (covering all
outstanding debt) to below 30 per cent of GDP by June
2024, down from above 40 per cent recently.

3. Increase the share of tradable debt to 75-80 per cent
by June 2024, up from around 68 per cent in June 2020.

4. Extend and increase the average time to maturity of
domestic and foreign central government debt to reach
4.5-5 years by June 2024.

Source: Ministry of Finance, Egypt (2020). Egypt's Medium-term Strategy
(2021-2024). Cairo.
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markets and widening financing options to include
innovative alternative options.

The announced targets and objectives are
essential yet challenging. In this regard, the
Government must still adopt a number of policy
measures to establish the concept of responsible
borrowing, achieve the debt targets and objectives
it announced and ensure the sustainability of its
debt path, along with achieving the SDGs and the
Egypt Vision 2030 objectives. There are three main
conclusions obtained from the analysis presented
in this chapter that are crucial to the design of
future debt strategies and policies.

First, Egyptian debt is mainly fiscally driven.
Fiscal pressures will persist with increased
commitments to achieve the national
development agenda and public spending

targets identified for the SDGs. Securing a debt-
sustainable path to achieve the SDGs must also
consider the fiscal problems and public financial
management issues highlighted in this chapter, as
well as in other chapters of this report.

Second, Egyptian debt is characterized by low
liquidity and tradability, both domestically and
internationally. Moreover, domestic debt maturity
is very short, which presents clear refinancing
risks. This requires addressing the interactions
between the debt market, debt instruments and
the financial market in Egypt.

Third, private financing and alternative financing
are essential to bridging SDG financing gaps
and thus securing a debt-sustainable path, while
fulfilling SDG-related spending needs.

The SDG debt management framework
proposed in this chapter suggests some policy
measures believed to be necessary to achieve
the country’s goals and finance public spending
for the SDGs without harming debt trajectories.
The framework incorporates a number of
interconnected polices related to the growth-
debt pattern, debt build-up and architecture,
alternative sources of finance and domestic
resource mobilization, and debt management
and institutional measures (figure 113).

Figure 113. Egyptian debt management framework for the Sustainable Development Goals

Improving and
reforming
conventional

Introducing and
diversifying
alternative

finance tools sources of
development

finance

New

Introducing Islamic Going green in

and Sharia-compliant
principles into
finance tools

development
activities and in
finance tools

Source: Author.

Debt
development management
finance agenda ( ) framework of
for Egypt Egypt

Growth-debt
pattern and
debt build-up

. Debt
International )
N architechture,
coordination of o
debt policies IfguEliy e
P tradability

Debt data
and
institutions

Domestic
resource
mohilization

Innovative
finance and
private
financing



Mainly, growth patterns in Egypt must be more
inclusive. Inclusive growth contributes to lowering
spending pressures and would help to decrease
the primary spending gap for the SDGs. A larger
and more inclusive GDP intuitively implies a larger
tax base, more mobilized domestic resources and
a longerterm sustainable source of financing the
SDGs.The role of the private sector in financing
development and bridging spending gaps has
been discussed and highlighted in different parts of
this report.

Egypt is making progress in implementing a
medium-term budgetary framework that involves a
medium-term expenditure and revenue framework
as well as a medium-term debt strategy. The
incorporation of SDG-related public spending

and revenue objectives, projections and targets
within these frameworks is essential. SDG-
related public spending requirements must be
integrated within the current introduction of the
country’s medium-term strategic frameworks.
The implications of these spending requirements
should also be reflected in revisions of the
country’s medium-term debt strategy, which
should incorporate assumptions and projections
relating to the SDG primary financing gap and
the estimated revenues needed to achieve the
SDGs by 2030.The Government has recently
adopted radical measures to enhance domestic
resource mobilization. This includes, for example,
the introduction of VAT and restructuring real
estate tax administration, among other measures
that aim to increase tax and non-tax revenues.
The newly proposed medium-term revenue
strategy addresses many measures to reform

tax administration and enhance the tax base, as
highlighted in chapter 4 of this report. The strategy
is being revised to incorporate the recovery

from the COVID-19 pandemic. In particular, it is
recommended that revision of the strategy should
also incorporate the country’s commitment to the
SDGs and the estimated revenues needed to fund
the SDG primary financing gap identified in this
chapter. Also, the expected increase in revenues
resulting from investment in the SDGs should be
considered in the medium-term revenue strategy.

The medium-term debt strategy is intended

to increase the liquidity and tradability of debt
instruments, increasing the share of tradable debt
and strengthening secondary market transactions.
Strengthening the country’s non-banking financial
market is necessary to fund the SDG spending
gaps. The analysis of the financial sector in Egypt,
presented in chapter 7 of this report, shows the
continued dominance of the banking sector and the
relatively underdeveloped status of non-banking
financial markets. Developing the non-banking
financial sector, which is necessary for economic
growth in general, also has significant implications
as a secondary market for debt and for the liquidity
of debt instruments. Likewise, there are important
measures to improve the efficiency of debt
secondary market (as mentioned in the medium-
term debt strategy), such as efforts towards
clearing the country’s debt instruments against

the euro, rejoining the J.P. Morgan Bond Index,
reducing financing costs in the secondary market,
introducing electronic trading platforms and
introducing new clearing systems and settlement.?

The Government is advancing towards the
introduction of public-private partnership
investment schemes within the public investment
structure to support necessary financing. The
Egyptian Parliament recently gave provisional
approval to new amendments to Law No.
67/2010 on the participation of the private
sector in infrastructure, service and public
utility projects.This is a step towards increased
institutionalization and facilitation of public-
private partnership projects and the participation
of the private sector in financing development
within the SDG framework. The new measures
will improve the involvement of the private
sector in financing development projects,
particularly with the expected enactment of

the Law on unified public finance, which also
addresses the transformation to programme-
based budgeting and further implementation

of the medium-term budget framework. Such
institutional measures should be utilized to
involve the private sector in filling the estimated
SDG financing gap.
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Egypt has recently been pursuing innovative
finance mechanisms, such as sovereign green
bonds, Islamic sukuk and climate/SDG debt swaps.
Green bonds can also offer an alternative solution
to financing public-private partnership projects.
The Sovereign Green Financing Framework,
announced in September 2020, highlights the
country’s commitment to issuing green bonds as
part of its strategic vision to achieve the SDGs and
the Egypt Vision 2030.The Financial Regulatory
Authority approved the legal framework for
issuing green bonds in July 2018. Green bonds
are intended to provide new financial tools to
fund eco-friendly projects in specific fields. The
guidelines were developed with the support of the
International Finance Corporation and are based
on the Green Bond Principles of the International
Capital Market Association.

Egypt was the first country in the MENA Region

to issue green bonds. In 2020, $750 million worth
of bonds were issued as the first climate-friendly
securities. This resulted in an increase in green
investments, estimated to be around 14 per cent
of public investments in Egypt. Another $1.9 billion
worth of green bonds are planned to be issued

by the private sector. As one of the alternative
financing solutions for achieving the SDGs, green
bonds not only offer an alternative source of
financing public investments but also contribute
to increasing the share of tradable debt of the total
Egyptian debt profile, which can consequently
help to decrease debt risks compared to other
non-tradable debt options. Law No. 138 on 2021
sovereign bonds (sukuk) was ratified in July 2021,
and the Government is now preparing to issue
Sharia-compliant sovereign bonds (sukuk) in the
first half of 2022.

Debt-for-climate swaps are also among the
measures considered to close SDG financing
gaps and overcome fiscal distress resulting

from the COVID-19 pandemic.The Government
participated in the launch of the ESCWA climate/
SDG debt swap initiative, which aimed to support
debt relief efforts and improve climate finance in
middle-income countries in the Arab region that

are facing increasing debt burdens, growing SDG-
related needs and heightened risks in the wake

of COVID-19 and its impact on debt trajectories.
Efforts in this regard are still progressing and must
be intensified to close SDG financing gaps.

Increasing commercial financing, access to
international financial markets and debt market
development are essential to supporting the
financing of SDG spending needs in Egypt.
With the development of new debt instruments,
Egypt will be more exposed to global financial
markets and floating debt risks, which would
pose further economic risks. This must be
addressed with caution, prudent measures and
a strong institutional framework governing new
debt instruments.

Debt management, data
and institutions

For Egypt to maintain a debt-sustainable path,
several structural and institutional problems still
need to be solved. The country must work more
on managing fiscal risks that directly impact its
debt profile.

Contingent liabilities constitute one of the core
fiscal problems that hurt the Egyptian debt
trajectory. Despite continuing efforts, loan
guarantees top the list of the country’s main
contingent liabilities. Being issued on an ad hoc
basis and having increased, they constitute a
clear threat to the debt sustainability path. New
institutional arrangements must be introduced

to contain the problem of loan guarantees. Other
contingent liabilities, such as pension obligations,
challenges related to State-owned enterprises
(SOEs) and the continued adoption of a cash basis
instead of accrual basis in national accounting
will continue to result in hidden deficits and pose
fiscal risks that have an impact on the residual
component of debt dynamics.

The Government of Egypt has recently taken
steps to improve the performance of SOEs,



and its medium-term debt strategy already
defines several measures to enhance the
quality of related data. Measures include
actions both to improve the performance
and efficiency of the public business sector
and to improve their institutional structure
and interactions with public finances. SOEs
play a significant role in driving fiscal risks
and threatening the country’s debt profile.
Among the strong recommendations in this
regard is the disclosure of data on SOEs and
the consideration of their debt in official
debt components to increase transparency
and minimize hidden fiscal risks that further
threaten the debt profile.

To minimize similar fiscal risks and the residual
component in debt dynamics, it would also be
helpful to improve public financial management
and debt transparency, accountability and
reporting on the obligations and commitments
of the Egyptian public sector; minimize
asymmetries in information; and ensure that
borrowed resources are reported and included
in the calculation of debt dynamics.

Fiscal policy in Egypt is characterized by
a dependence on discretionary measures

and the limited power of fiscal rules over

the budget. This can be argued to be a core
contributor to the unsustainability of some
structural adjustment programmes. The

2016 national reforms established a fiscal
consolidation path that was implemented
successfully until it was interrupted by the
COVID-19 pandemic, when the Government
had to adopt a set of expansionary fiscal
policies in line with global practices and
advice. Efforts to resume the austerity

path and sustain the positive outcomes of
downward debt trajectory may be threatened
if Egypt does not secure its fiscal and debt
policies with proper rules and institutions that
limit future discretionary interventions.

In sum, a comprehensive SDG debt
management framework is expected to support
the sustainability of the country’s debt path
during its journey to implement the 2030
Agenda and the Egypt Vision 2030. It should
address the country’s structural, fiscally driven
debt problems; incorporate new and innovative
SDG financing tools to fund the estimated SDG
spending gaps; and acknowledge the role of
private financing and international cooperation
in debt management.

D.Conclusion and policy recommendations

Egypt has debt problems arising from

its status as an emerging country, with
growing needs and financing gaps
coupled with its longstanding macrofiscal-
financial imbalances. While debt
vulnerability in emerging markets and
developing economies is generally driven
by private external debt, debt in Egypt is
mainly caused by spending.

Key risks to the sustainability of the
Egyptian debt profile arise from limited
fiscal space, short-term maturity and

2 low tradability of domestic debt. This is
in addition to extrabudgetary activities
and contingent liabilities arising from
institutional weaknesses.
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The Government recently took
radical steps to reform its macrofiscal
performance. In addition to structural and
institutional reforms, it is introducing new
3 financial tools to support its development
finance agenda, engage the private sector
and lessen fiscal burdens. Such measures
will certainly have an impact on the
sustainability of the country’s debt path.
Debt is essential to achieving public
investment goals relating to the SDGs.
Financing the SDGs and development
entails increased pressure on spending
requirements and, consequently, leads to
further threats to debt management and
sustainability. Debt sustainability in this
context implies the ability to achieve SDG-
related public investment goals without
increasing debt ratios and to make
effective use of borrowed resources.

The Egypt Vision 2030 is a commitment to
achieving global SDGs, in addition to the
nationally defined development agenda.
To finance the SDGs and achieve this
vision, it is necessary to secure financial
requirements to ensure the sustainability
of the debt path, which is one of the

SDG targets and a core concern for the
Egyptian economy.

The shock of the COVID-19 pandemic
reversed an austerity path that began

in 2016 and caused an increase in debt
levels, which are expected to continue
rising before resuming a downward trend
towards the desired 70 per cent debt-to-
GDP benchmark for emerging markets.

The SDG financing gap in Egypt is
estimated to reach approximately 10.31
per cent of GDP in 2030. Funding this
gap while maintaining debt sustainability
requires securing different sources

of finance, as well as improving the
efficiency of public spending.

In view of recent reforms and strategic
directions, the SDG debt management
framework proposed in this report affirms
the need to continue to address the
country’s fundamental debt problems,
incorporate new innovative SDG financing
tools to finance estimated SDG spending
gaps, and recognize the role of private
financing and international cooperation

in achieving the SDGs and national
investment needs.

The main policy measures discussed in
the proposed framework involve:

(1) improving the liquidity and tradability
of the country’s debt instruments and
strengthening non-banking financial
markets and access to international
markets to fund SDG spending gaps;

(2) intensifying private sector involvement
in development finance and developing
public-private partnership projects;

(3) making progress in the production of
innovative sources of financing, such as
sovereign green bonds, Islamic sukuk and
climate/SDG debt swaps; and

(4) managing fiscal risks and improving
public financial management and fiscal
and debt regulations.
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1. For the purpose of the analysis, this chapter adopts the definition of “government debt” used by IMF for debt sustainability analysis: total government
debt (nominal gross public debt) comprises domestic debt held by residents in both local and foreign currency and external debt held by non-residents
and denominated in foreign currency. “The general government comprises the budget sector, the Social Insurance Funds and the National Investment
Bank (NIB). The budget sector comprises the central government (administration), the governorates (local administration) and public service authori-
ties, including the General Authority for Government Services, a number of regulatory authorities, funds, universities and hospitals” (IMF, 2020b).

2. IMF establishes a benchmark for public debt risk levels for advanced economies, as well as emerging markets, called “market-access countries”. The
benchmark is 50 per cent of GDP for advanced economies, while it used to be 60 per cent for emerging markets, before being recently revised to 70 per
cent (IMF, 2013a).

3. IMF, 2021b.

4. Gross financing needs are defined as “[t]he financial needs required to roll over maturing debt; defined as the fiscal deficit, plus any other transactions
that require financing, plus amortization” (IMF, n.d.).

5. Ministry of Finance, Egypt, and UNICEF, 2020.

6. IMF, 2021a.

7. The medium-term debt strategy classifies debt using the currency based on the currency-denomination base in order to account for exchange rate
risks and to estimate the amount of public debt that is vulnerable to exchange rate fluctuations. According to this strategy, external debt incorporates
Treasury bills and Treasury bonds issued in the domestic market and denominated in dollars and euros. It also covers international issuances of
Eurobonds and bilateral and multilateral external debt loans.

8. The non-banking sector includes insurance companies and funds, the National Postal Authority, holding/investment companies and individuals
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9. The medium-term debt strategy covers only central government debt, while this chapter focuses on general government debt. (Ministry of Finance,
Egypt, 2020b).

10. The debtin the medium-term debt strategy focuses on central government debt, while IMF debt covers general government debt, as highlighted earlier
in this chapter.

11. This covers United States Treasury hills, United States Treasury bonds and euro Treasury bills issued in the Egyptian domestic debt market at an ex-
change rate of $1 = LE 16.205 (Ministry of Finance, Egypt 2020b).
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Background

While trade openness plays an important
role in boosting economic growth, it might
not be sensitive to sustainable development.
This may be the case if it negatively affects
the environment, increases inequality or
e I I I I I I | | | deteriorates labour conditions. The 2015
Addis Ababa Action Agenda is therefore
aimed at increasing world trade in a manner
consistent with the SDGs, including exports
from developing countries, while committing
to integrating sustainable development
into trade policy at all levels; supporting the
integration of small, vulnerable economies in

regional and world markets; and recognizing
the need for value addition by developing
countries and for further integration of
MSMEs into value chains.

Indeed, trade can boost sustainable

O development through several channels. First,
in terms of gender equality, trade can create
more opportunities that ensure women'’s
full and effective participation in business
and exports (Goal 5). Second, as exporting
firms are the most productive firms, they will
need to hire more skilled workers in order




to face the fierce competition of global markets.
Such skilled workers are, in general, formally
hired. For this reason, trade can be perceived as

a tool that reduces informality, improves working
conditions and provides workers with more decent
jobs (SDG 8)." Moreover, increasing the number

of SMEs in regional and global value chains

can boost industry and innovation in emerging
economies (SDG 9).Yet, it is important to note

that multilateralism is threatened by the trade
war between the United States and China, by

the protectionist measures imposed by different
countries to curb the COVID-19 pandemic and by
the World Trade Organization (WTO) Appellate
Body crisis. Deepening trade relations and saving
the multilateral system can therefore empower
partnerships for achieving the SDGs (SDG 17)..

This chapter examines how trade can be

an engine not only for growth but also for
sustainable development, including in the case

of Egypt. It has two objectives. First, section B
begins with an overview of trade flows and trade
policies in Egypt. Second, section C explores

the link between trade policy and several SDGs,
namely gender equality, decent work, industry
and innovation, reduced inequalities and
partnerships for the SDGs. The main findings
show that while Egypt is relatively more
diversified than other comparator countries, it still
specializes in traditional products. To mainstream
the SDGs in trade policy, it is therefore necessary
to upgrade exports, address non-tariff measures,
link trade and industrial policies and deepen trade
agreements. Section D concludes and provides a
number of policy recommendations.

A.Overview of trade flows and trade policies in Egypt

The objective of this section is to show how
both trade flows and policies in Egypt did not
directly address development issues. Indeed,
with an exports structure largely concentrated
in capital intensive goods and trade
agreements that focused primarily on tariff
liberalization, the manufacturing sector did
not succeed in creating many jobs (especially
decent ones, which affected SDG 8) and
instead produced traditional goods (affecting
the country’s ability to achieve SDG 9), which
disconnected trade partnerships rather from
development goals (affecting the ability to
achieve SDG 17).

1. Developments in trade

(a) Long-term trends

Egypt has one of the more diversified economies
in the MENA Region, along with Jordan, Morocco
andTunisia. In terms of its trade policy, it has
implemented several reforms aimed at liberalizing
trade and improving export performance. At

the export level (figure 114), the country’s share
remained relatively stable between 2001 and 2019
at approximately 17.4 per cent, with a minimum of
10.3 per cent in 2016 and a maximum of 31 per cent
in 2008.This share is lower than that of middle-

CS)
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middle-income countries whose exports followed a
more gradual pattern.

income countries (24.8 per cent) and the MENA
Region as a whole (41.5 per cent in 2019, being a
large exporter of oil and oil products). Figure 115
shows that the share of imports to GDP increased
from 22.3 per cent to 25.7 per cent between 2001
and 2019, followed by a decline in 2020 to 20.7

per cent. It is important to note that these trends
change when considering the trade balance of
goods, as this has been always in deficit in Egypt,
amounting to 10.45 per cent of GDP in 2018. By
contrast, the trade balance of services generally
registers a surplus, totalling 16.9 per cent of GDP in
2018. It is important to note that the export boom
in the 2000s in Egypt, which declined sharply after
the global financial crisis but bounced back after
2016, was more volatile than that of other MENA or

A more detailed look at the structure of exports
shows that Egypt is more diversified that the
MENA Region since its share of fuel exports
represents 33.7 per cent of merchandise exports
on average. Nevertheless, this share remains
higher than that of middle-income countries (20
per cent), as shown in figure 116. The share of
manufactures exports amounts to 45.2 per cent of
merchandise exports in Egypt, 22.5 per cent in the
MENA Region and 66 per cent in middle-income
countries (figure 117). This can partially explain
why the exports structure of Egypt failed to create
a significant number of jobs.

Figure 114. Exports of goods and services compared to Figure 115. Imports of goods and services compared to
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Figure 116. Fuel exports, as a percentage of Q
merchandise exports

Figure 117. Manufactures exports, as a
percentage of merchandise exports
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However, this aggregate analysis hides a lot of 21.6 per cent in 2019. With regard to imports, Asia,
heterogeneity. The next section therefore provides chiefly China, is ranked second with a slightly

a more detailed analysis of the sectoral and increasing share (rising from 19 per cent in 2014
geographical distribution of exports and imports. to 22 per cent in 2019).

(b) Where do exports go and where do This difference in the destinations of exports

and the origins of imports shows that exports

imports come from? s ot , _
are more regionalized than imports, since they

The main trading partner of Egypt for both are concentrated in closer economies (Arab
exports and imports is Europe (mainly the and European countries), compared to more
European Union, as well as some countries that remote countries for imports (Asian countries).
are not member States), with 43 per cent of It is clear that proximity to Europe can help
exports (figure 118) and 35 per cent of imports Egypt to develop regional value chains similar to
(figure 119) in 2019. Trade was primarily with those between Germany and Eastern European
France, Germany and ltaly. Clearly, one of the countries. Indeed, in three key German industries
potential reasons behind this significant share (motor vehicles, chemicals and machinery) a

is the Association Agreement that has been in production network had been developed with
force since 2004.2The second most important Eastern European countries, which has helped
destination for Egyptian products is Arab them to grow and gradually rise to the levels of
countries, primarily Saudi Arabia, with a share of Western Europe.

Figure 118. Geographical distribution of exports Figure 119. Geographical distribution of imports
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(C) What does Egypt export and import7 the concentration in the number of products by
country), East Asia appears to be more diversified.

This section focuses on trade in goods only.

Indeed, at the product level, the export structure Despite this diversification, Egypt remains

of Egypt is more diversified than other emerging specialized in traditional sectors that are
economies, as shown by theTheil index in figure not intensive in complex know-how. Indeed,
120.The higher the value of the index, the lower figure 121 shows that, according to the

the diversification. This pattern holds for the Economic Complexity Index, despite a slight
intensive margin, which reflects the concentration improvement, Egypt ranks below other

in export volumes across active products. By comparator economies such as Jordan, Tunisia
contrast, for the extensive margin (which reflects and Turkey.

Figure 120. Export Diversification Index (2014)
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Source: Author, based on data from the International Monetary Fund Export Diversification Database. Available from https://data.imf.org/?sk=A093DF7D-
E0B8-4913-80E0-A07CFI0B44DB. Accessed on 15 August 2021.

Note: Export diversification is measured by the Theil index, which provides an overall measure of export diversification. It is formed of extensive and
intensive margins of diversification. The extensive margin reflects the concentration of the number of products by country, while the intensive margin
takes into account the concentration in the export volumes across active products. Higher values for all three indices indicate lower diversification.

Abbreviations: MENA, Middle East and North Africa; LAC, Latin America and the Caribbean.

Figure 121. Economic Complexity Index
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Note: A ranking of countries based on the diversity and complexity of their export basket. Countries with a great diversity of productive know-how,
especially complex specialized know-how, can produce a great diversity of sophisticated products.



This is confirmed by the fact that Egyptian exports are incrementally more complex. As suggested
have a low share of high technology exports (1.1 by the Atlas of Economic Complexity data set,
per cent of manufactured exports) compared Egypt can follow the “light touch approach’;
to all MENA countries (7.4 per cent) or middle- as it is positioned to take advantage of many
income countries (21.2 per cent). For this reason, a opportunities to diversify its production using
stronger link between industrial policies and trade its existing know-how. This is true mainly for
policies will help to increase exports from the parts of motor vehicles, cars and electrical and
manufacturing sector. electronic products. Export diversification has
three positive effects. First, it will help Egypt
Fortunately, Egypt can easily diversify its to overcome export instability that might
exports to include new products that are more negatively affect firms’ decisions to invest.
complex, based on the Economic Complexity Second, it will lead to a stabilization of export
Outlook Index, which measures how many earnings and thus reduce the country’s external
complex products are near a country’s current vulnerability. Third, knowledge spillovers can be
set of productive capabilities (figure 122). Since generated from new production techniques that
2003, Egypt has added 62 new products that can impact other sectors.

Figure 122. Economic Complexity Outlook Index
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industrial policy approach: limited opportunities require bottlenecks to be addressed to help overcome short distances to related products. Strategic
bets approach: few nearby opportunities call for coordinated long jumps into strategic areas with future diversification potential. Technological frontier
approach: having exploited virtually all major existing products, gains come from developing new products. Light touch approach: ample space to
diversify calls for leveraging existing successes to enter more complex production. The higher the value of the index, the more complex the exports.
Negative values show either a low level of complexity or a low ability to diversify.
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Figure 123. Top 20 exported products, HS2 level
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Source: Author, based on the International Trade Centre data set.

Note: Figures are averages from the period 2014-2019.

At a more detailed level (HS2),® figures 123 and
125 show that minerals represent a significant
share of exports and imports (21 per cent and 16
per cent, respectively). For exports, plastics (6
per cent), electrical machinery (7 per cent), edible
fruits (5 per cent), fertilizers (4 per cent) and
items of clothing (6 per cent, crocheted or non-
crocheted) represent the most exported products.
As for imports, machinery and mechanical
appliances (8 per cent), electrical machinery

7%
6%
6%

21%

10% 15% 20% 25%

(8 per cent), vehicles (7 per cent) and cereals

(6 per cent) are among the most imported
products. This structure shows the extent to
which the country’s imports are chiefly capital
goods of high added value, while exports have a
lower added value, which affects job creation.

Clearly, to make exports more competitive, several
reforms must be implemented at both the industrial
and trade policy levels, as will be shown in section D.
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Source: Author, based on the International Trade Centre data set.
Note: Figures are averages for the period 2014-2019.
: : concentrated in raw materials, capital goods and
2. Developments in trade policy o naterias, capital 9
unfinished goods. Tariffs on imports are therefore
The analysis of tariffs and non-tariff measures likely to affect the competitiveness of exports.
is of particular interest when examining the As for non-tariff measures, it is important to
competitiveness of Egyptian exports. First, in note that Egyptian exporters do not only face
terms of tariffs, exports rely significantly on such measures in the destination markets, but in
imported inputs. Indeed, according to data from Egypt as well. More efforts are therefore needed

CBE, 70 per cent of the country’s imports are to reduce the negative effects of such barriers.
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Figure 126. Evolution of tariffs by product for Egypt
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Available from https://databank.worldbank.org/source/world-
development-indicators. Accessed on 15 August 2021.

Note: Figures represent the tariff rate, applied, simple mean, for all
products (as a percentage).

(a) Tariffs

Over the last two decades, Egypt has significantly
liberalized its trade; the average tariff declined
from 25 per cent in 2000 to 9.6 per cent in 2018.
Nevertheless, this level remained higher than

the average in the MENA Region, which reached
5.1 per cent in 2018 (figure 125). At the sectoral
level, the manufacturing sector underwent a more
pronounced liberalization, as its average tariffs
declined from 21.6 per cent to 6.6 per cent over
the same period. Conversely, the primary sector
remained much more protected, with an average
tariff of 35 per cent as at 2018 (figure 126).

Despite these developments, and while the
literature has shown that tariffs have a negative
impact on the economy through their effect on
consumers (i.e. higher prices) and on producers
(i.e. more costly imported intermediate inputs),
non-tariff measures seem to be more harmful,
as they are less transparent and, in some cases,
more exorbitant.

(b) Non-tariff measures

According to UNCTAD, non-tariff measures are
generally defined as policy measures other than
ordinary customs tariffs that can potentially
have an economic impact on international

trade in goods, changing quantities traded,
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Source: World Bank (2021). World Development Indicators database.
Available from https://databank.worldbank.org/source/world-
development-indicators. Accessed on 15 August 2021.

Note: Figures represent the tariff rate, applied, simple mean (as
a percentage).

or prices or both. Whereas the development

of multilateral trade negotiations led to the
reduction of tariff barriers, the use of non-tariff
measures as an instrument for trade regulation
and consumer safety protection has increased
in recent decades.

Table 28 confirms that non-tariff measures are
generally more protective. Indeed, the average
ad-valorem equivalent of both technical (those
related to sanitary and phytosanitary measures
and technical barriers to trade) and non-technical
measures (other non-tariff measures) is 18.2

per cent for imports to Egypt. The products that
experience a high ad-valorem equivalent of non-
tariff measures are processed rice, vegetable

oil and fats, fishing, dairy products, beverages
and mineral products. These non-tariff measures
chiefly include sanitary and phytosanitary
measures that aim to protect human or animal
life from risks related to additives, contaminants,
toxins or disease-causing organisms. Technical
barriers to trade, meanwhile, deal with
standards, mandatory technical regulations and
the procedures such as testing or certification
that ensure that a certain product meets the
quality requirements of the importing country.
As a result, improving the quality of exported
products will help to avoid such measures in

the main destination markets, especially the
European Union and Arab countries.



Table 28. Ad-valorem equivalents of non-tariff measures

Product Tech. Non-tech. Product Tech. Non-tech.
(percentage) (percentage) (percentage) (percentage)
Beverages and tobacco Machinery and equipment
products 19.7 6.5 n.e.c. 16 14
Bovine meat products 0.0 0.0 Manufacturing n.e.c. 49 12.7
Animal products n.e.c. 2.4 4.2 Minerals n.e.c. 0.6 0.8
Crops n.e.c. 8.2 13 Chemical, rubber, plastic
Food products n.e.c. 58.1 2.6 products 12 20
Meat products n.e.c. 9.8 5.0 Electronic equipment 0.9 09
Processed rice 159.9 511 Metal products 32 I
Plant-based fibres 04 0.0 Paper products, publishing 0.5 0.5
Vegetable oils and fats 44.8 5.6 Petroleum, coal products 10 56
Vegetables, fruit, nuts 33 15 Textiles 10 04
Sugar 91 0.0 Ferrous metals 0.3 0.2
Forestry 25 11 Leather products 45 2.1
Fishing 183 18 Wood products 1.8 0.6
Cereal grains n.e.c. 0.0 0.2 Motor vehicles and parts 2.5 3.0
Dairy products 9.4 2.6 Metals n.e.c. 03 0
Mineral products n.e.c. 6.5 48.4
Clothing 6.5 52

Source: Author, based on data from the United Nations Conference on Trade and Development.

Note: The ad-valorem equivalent of technical measures captures the effects of these measures: Chapter A — Sanitary and phytosanitary measures:
requirements restricting the use of specific substances, hygienic requirements or other measures for preventing the dissemination of diseases, as

well as conformity assessment measures related to food safety, such as certification, testing and inspection, and quarantine. Chapter B — Technical
measures: labelling requirements and conformity assessment measures relating to technical product requirements, including certification, testing and
inspection. The ad-valorem equivalent of non-technical measures captures the effects of these measures: Chapter D — Contingent trade measures:
measures to counteract the adverse effects of imports, including anti-dumping, countervailing and safeguarding measures. Chapter E — Quantitative
restrictions: licensing requirements, quotas and other quantity control measures, import prohibitions that are not related to sanitary and phytosanitary
measures or technical barriers to trade. Chapter F — Price controls: measures to control or affect the prices of imported goods to support or stabilize the
domestic price of competing products or raise tax revenue. Includes para-tariff measures. Chapter G — Finance measures: policies restricting payments
for imports, including regulation of access and cost of foreign exchange and terms of payment see https://unctad.org/system/files/official-document/

ditctab2019d5_en.pdf..

Abbreviations: n.e.c., not elsewhere classified.

(c) Trade agreements

Along with tariffs and non-tariff measures,

trade agreements explain why trade and
competitiveness in Egypt has not really improved
over time. In fact, the country has signed several
trade agreements. While shallow agreements deal
only with tariff reduction (i.e. trade liberalization),
deep ones address issues such as non-tariff
measures, mobility of persons, capital mobility
and trade in services. It is worth noting that the

majority of trade agreements of Egypt at both the
bilateral and regional levels are rather shallow.*
They have therefore led to more liberalization
but without any real integration into the global
economy. Figure 127 confirms this by comparing
the number of policy areas in the agreements to
the number of those that are legally enforceable.
There are two comments to be made here.

First, the number of legally enforceable areas is
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Figure 127. Policy areas included in free trade agreements of Egypt
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Abbreviations: MERCOSUR, Common Market of the South; GAFTA, Greater Arab Free Trade Area; AA-EU, European Union Association Agreement; EFTA,
European Free Trade Association; COMESA, Common Market for Eastern and Southern Africa.

generally lower than the number of policy areas
covered, which reduces the efficiency and the
depth of the agreements. Second, most of these
legally enforceable articles deal mainly with tariff
reduction. As a result, other crucial issues (namely
service restrictions and non-tariff measures) are
not among these articles, causing most of these
agreements to have a limited effect.®

At the bilateral level, Egypt has concluded free
trade agreements with the European Union
(2004), the members of the European Free
Trade Association (lceland, Liechtenstein,
Norway and Switzerland, 2004), Turkey and
other Arab countries. At the regional level,
Egypt has acceded to the Greater Arab Free
Trade Area, the Common Market for Eastern
and Southern Africa and the Agadir Free Trade
Agreement (with Jordan, Morocco and Tunisia).
Egypt also has a full-fledged agreement that

came into force in 2017 with countries in the
Common Market of the South. Finally, Egypt
signed the Qualifying Industrial Zones protocol
in December 2005. Egypt also ratified the
Agreement establishing the African Continental
Free Trade Area.® While trade agreements that
address tariff removal are necessary to increase
trade, they are insufficient in view of the need
for greater focus on non-tariff measures and
service provision.

Against this background, it is important to note
that two issues must be prioritized. First, trade
policy must take into consideration industrial
priorities in order to make exported products
more competitive in world markets. Second,
investment treaties that encourage foreign
direct investment in the manufacturing sector
will help to develop regional value chains and
upgrade exports.’

B.Promoting trade consistent with the Sustainable

Development Goals

It is important to examine how trade policy
can be used as a tool to achieve the SDGs. In
other words, reforming trade policy can also

have developmental goals. This section will
chiefly focus on SDGs 5, 8,9, 10 and 17.



Table 29. Ranking of variables according to the 2020 Doing Business report

Morocco Jordan Tunisia Egypt
Global rank 53 75 78 14
Rank within group 3 6 8 12
Starting a business 5 il 2 9
Dealing with construction permits 3 15 6 n
Getting electricity 3 8 6 n
Registering property 9 8 12 16
Getting credit 9 1 7 4
Protecting minority investors 3 12 8 7
Paying taxes 5 8 12 19
Trading across borders 3 5 8 16
Enforcing contracts 5 10 8 20
Resolving insolvency 4 9 3 8

Source: World Bank (2021). Doing Business data. Available from https://www.doingbusiness.org/en/data. Accessed on 1 August 2021.

1. SDG 9: Link between trade
and industry

As has been argued by Karam and Zaki, upgrading
exports requires efficient economic institutions
measured by quicker procedures, protection of
investors' rights and more.8 In addition, promoting
the insertion of firms into global value chains
requires an enabling domestic environment. Table
29 shows that, according to the Doing Business data
set, Egypt ranks below its comparator economies
(Jordan, Morocco andTunisia), especially in terms
of property rights, paying taxes, enforcing contracts
and trading across borders. Attracting more

foreign direct investment associated to technology
transfer in the manufacturing sector will therefore
clearly require better institutions. This will help to
develop regional or global value chains, reform the
industrial sector, integrate SMEs into global markets
and achieve SDG 9, which is aimed at building
resilient infrastructure, promoting sustainable
industrialization and fostering innovation.

Integration into regional or global value chains will
help Egypt to diversify and increase the complexity
of its exports. As has been shown, Egypt can adopt
a light touch approach by building on its current
know-how. Integration into a regional or global
value chain will help to accelerate this trend if
more foreign direct investment is channelled into

the non-oil manufacturing sector. Exports that

are more complex will lead to higher economic
growth and lower economic inequality. Indeed,
economies with more knowledge-intensive
production structures are more inclusive (figure
128 (a)). In the same vein, Abou Ismail and Ishak
(2021) show that more economic complexity is
associated with less vulnerability, as measured by
the Economic Vulnerability Index, which measures
the dependency of a country on three volatile
sources of income: commodity exports, tourism
and agriculture.® Economies with higher levels of
complexity are more resilient to external shocks
(figure 128 (b)).

Among the recent initiatives that link trade to
industry, it is important to mention the structural
adjustment programme launched by the Ministry
of Planning and Economic Development in April
2021. It enhances the efficiency of the labour
market and technical and vocational education
and training. Moreover, it identified several
dimensions required to develop the institutional
framework to promote exports and the role of
the private sector. More specifically, it targets
the creation of a supportive and enabling
environment for competition, facilitating and
developing trade by removing obstacles and
upgrading the transport and logistics sectors.
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Figure 128. Economic Complexity Index and growth outcomes

(a) Economic Complexity Index and gross national income per capita (b) Economic Vulnerability Index and Economic Complexity Index
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Figure 129. Capital and labour intensity by sector
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Abbreviations: AGR, agriculture; FOO, food and beverages; TEX, textile; LEA, leather; WFU, wood and furniture; PAP, paper; CHE, chemical; MET, basic
metals; MAC, machinery; OTH, other manufacturing; ELE, electricity; MIN, mining; CONS, construction; SER, services (including transports and Suez Canal).

2 SDG 8 Llnk between trade and This is also confirmed by figure 130, which

shows that the labour value added is generally
Iabour demand low, whether it is direct or indirect, with mainly

Trade can also become an effective policy that services that are labour intensive (particularly

creates jobs; however, since most of the sectors transport and trade services that include the Suez
in which Egypt has a comparative advantage are Canal, and other private services in financial
capital intensive (especially textiles, chemicals, services, tourism and telecommunications). This
agriculture and processed food, as shown in again corroborates the fact that the manufacturing
figure 129), increases in exports did not lead to sector is more capital intensive and must be

lower unemployment. reformed in order to boost employment.



Figure 130. Value added to exports by direct and indirect labour
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Note: Direct labour value added measures the total domestic labour value added directly to a sector’s exports, or the wages paid directly for the
production of the sector’s exports (measured in millions of nominal dollars). Indirect labour value added measures the total (skilled and unskilled)
domestic labour value added embodied indirectly in a sector’s exports, or the wages paid indirectly via the production of economy-wide inputs for the

sector’s exports (backward linkages) (measured in millions of nominal dollars).

Abbreviation: n.e.c., not elsewhere classified.

As a result, since SDG 8 is aimed at creating
decent jobs, exports can help to improve both
the number and quality of jobs. First, as long as
Egypt is specialized in capital-intensive goods,
exports cannot create more jobs. Upgrading the
exports structure to become labour intensive
will therefore help to achieve the objective

of creating jobs. As for “decent” jobs, Ben
Salem and Zaki argue that the more trade is
liberalized, the more firms will have to face

fiercer competition.” They will therefore have to
hire more productive workers that are generally
formal workers. Consequently, trade can be
perceived as a tool to formalize the informal
sector and provide workers with better-quality
jobs.This is confirmed by figure 131, where

the share of irregular and informal workers is
the highest in more protected sectors (such as
clothing, processed food and the tanning and
dressing of leather).
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Figure 131. Informal, irregular shares and industry tariffs (2012)
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Source: Ben Salem, M. and C. Zaki (2019). Revisiting the impact of trade openness on informal and irregular employment in Egypt. Journal of Economic
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Note: Informal employment conventionally refers to any job that does not comply with labour market legislation and does not provide worker benefits.
It primarily concerns small firms. Irregular employment is defined as the number of workers with a contract duration of less than 12 months, the self-
employed and contributing (unpaid) family workers.

3.SDGs 5 and 10: Link between , _ _ _
. . for skilled workers, leading to more inequality
trade and mequalltv between skilled and unskilled workers. This will

depend on two factors: the abundance of each
type of worker in a given economy and the skill

Lastly, there is also literature that shows that trade
policy can increase or decrease inequality, in

terms of both gender and skills. Indeed, in a more requirements for exported goods.

competitive framework (i.e. with a higher trade

liberalization), the demand for women workers Using data from the Egyptian Labour Market

can increase and thereby reduce levels of gender Panel Survey, figure 132 shows that men earn
inequality. Becker shows that, theoretically, free more than women for all labour segments and
trade implies a more competitive environment and, that the real hourly wage of skilled workers is
consequently, a less discriminatory economy.™ In higher than for unskilled workers. Nevertheless,
the same ling, Artecona and Cunningham find that since most Egyptian exports are more intensive
the gender wage gap fell in industries that became in production labour compared to non-production
competitive owing to trade liberalization. In labour (figure 133), boosting exports will increase
addition, with the skill bias of technological change, the demand for these workers and reduce

trade openness will lead to a higher demand inequality between the two categories.



Figure 133 compares the real hourly wage of where the SDGs are mainstreamed in trade
workers who work in protected sectors against those policy. Nevertheless, it is important to note that
who work in sectors that are more open. Indeed, multilateralism is threatened by the recent trade
sectors that have a lower average tariff and do not war between the United States and China, the
have any non-tariff measures are characterized by protectionist measures imposed by different
higher wages. More open trade can therefore lead to countries to curb the COVID-19 pandemic and
less inequality and help to achieve SDGs 5 and 10. the WTO Appellate Body crisis. Deepening trade
relations and saving the multilateral system
All of these reforms will require more efforts can therefore empower partnerships for the
at both the regional and multilateral levels, SDGs (SDG 17).
Figure 132. Real hourly wage by segment (2012) ®
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Figure 133. Real hourly wage and trade barriers (2012)
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C. Conclusion and policy recommendations

66

Integration into regional or
global value chains will help
Egypt to diversify and increase
the complexity of its exports.

This chapter has shown the extent to which
exports suffer from a number of bottlenecks
that have negatively affected the social
outcomes of trade policy in Egypt. This is why,
from a policy perspective, in order to move
forward, several issues should be taken into
consideration.

1. A new export strategy

The Government of Egypt has recently
announced its willingness to increase exports
from $29 billion in 2019 to $100 billion.To
develop an export strategy, supply-related
factors that take into account the country’s
competitiveness must be combined with
demand-related factors (measured by global
import growth rates). Products can therefore be
divided into four groups:

Category 1 includes products with a high
comparative advantage and high global
demand. This category should be the first
priority for Egypt, as Egyptian supply
aligns with global demand. It includes the
following sectors: chemical industries,
wood and paper, processed foods, metals,
agricultural products and electrical and
electronic products.

Catergory 1

Category 2 includes products with

high comparative advantage and low
global demand. This category should be
understood as a tool to increase exports
in the short term, as Egypt is characterized
by a comparative advantage but global
demand is declining, especially in textiles
and some metal products.

Catergory 2

Category 3 includes products with a
low comparative advantage and high
global demand, mainly machinery and
equipment. In the medium term, this
category should be considered the
second priority for Egypt. Owing to the
presence of global demand and the
absence of a comparative advantage,
government support is needed to
increase the comparative advantage of
these sectors.

(9P
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Category 4 includes products with a

low comparative advantage and low
global demand. This category must
therefore be avoided because of

the country’s lack of a comparative
advantage and the low global demand.
This category includes some agricultural
and chemical products.

Category 4

Bearing in mind that the annual growth rate
of exports is 9 per cent on average, Egypt will
need 14.5 years to achieve the goal of $100
billion of exports if exports continue to grow
at the same pace.’ Nevertheless, the higher
the annual growth rate, the shorter the period
required. For instance, if the growth rate
increases to 15 per cent or 30 per cent, the
goal will be achieved in nine or five years.™
Consequently, to boost exports and reach this
goal, the Government will have to focus on the



first three categories.'™ At the destination level,
with the ratification and the implementation of
the African Continental Free Trade Agreement,
it will be crucial to increase trade in African
markets. Indeed, Youssef and Zaki show that
Egypt is significantly undertrading with Africa
and there is a significant potential in such a
large market.®

It is important to note that, in April 2021,
the Ministry of Planning and Economic
Development launched a structural reform
program that identifies several dimensions
required to develop the institutional framework
to promote the role of the private sector.
More specifically, it targets the creation of
a supportive and enabling environment for
competition, facilitating and developing
trade by removing obstacles and upgrading
the transport and logistics sectors. This will
improve the manufacturing sector and thus
increase the competitiveness of exports.

2. A more inclusive trade policy

Several reforms are required in order to make
trade policy more inclusive and thus help to
achieve the SDGs.

| SDGs M SDGs 5+10 SDG 8 SDG 9

For SDG 9 on industry and innovation,
attract and channel more foreign direct
investment into the manufacturing sector
in general, and in priority sectors in
particular, to develop global value chains
and create more jobs. This will require

a mainstreaming of industrial policy
within trade policy. In other words, more
coordination is needed between industrial
priorities and trade policy developments.

For SDG 8 on decent employment,
encourage domestic investment and
channel foreign direct investment into the
manufacturing sector to increase exports.
A freer environment is associated with
less informality, which will help to achieve
this SDG.

For SDG 5 on gender equality and SDG 10
on reduced inequalities, remove service
restrictions and non-tariff measures that
negatively affect wages in order to make
trade freer. This will lead to increased
competition and a higher demand for
more productive workers, thus increasing
wages and reducing inequalities.

Expand the country’s trade agreements

to address such issues will improve their
effectiveness in terms of sustainable
development. Moreover, strengthening
multilateralism, international cooperation
and global partnerships is crucial to
avoiding protectionist measures that might
impede the achievement of the SDGs.
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The share of imports to GDP increased from

22.3% " 25.1%
5

Boosting exports will increase the demand for these workers
and reduce inequality between the two categories.
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With the onslaught of the
Covid-19 pandemic, it has

become clearer that STl is an

essential tool for achieving
the SDGs and is instrumental
in building resilient societies.

Background

The role of science, technology and
innovation (STI) has long been recognized
as essential to achieving sustainable
development. In fact, one of the shortfalls
of the Millennium Development Goals
(MDGs) was their limited emphasis on

the role of STl in meeting their targets.
Conversely, of the 169 targets of the 2030
Agenda, 48 directly relate to STI, with
technological innovation also having a
notable role to play in relation to the
remaining targets. The Third International
Conference on Financing for Development
in 2015 recognized STI as one of its seven
action areas stating that “appropriate
incentives, [...] harnessing the potential of
science, technology and innovation, closing
technology gaps and scaling up capacity-
building at all levels are essential for the
shift towards sustainable development
and poverty eradication”' With the global
onslaught of the COVID-19 pandemic, it has
become clearer that STl is an essential tool
for achieving the SDGs and is instrumental
in building resilient societies and reducing
the likelihood of shock.



This is particularly true for developing nations,
which already struggle to provide clear linkages
between STl and the SDGS. They also face a
unique set of challenges that require tailored
and urgent interventions, including a lack of
adequate funding, insufficient government
commitment, unequal access to data and
knowledge, inadequate ICT infrastructure, the
need for further inclusion of marginalized and
resource-constrained groups, and the importance
of fostering frugal innovation.?

Egypt explicitly recognizes the role of STl and
digitalization (STI+D) in achieving sustainable
development at the national level. This is reflected
in the Egypt Vision 2030, the most recent version
of which identifies technology and innovation,
digital transformation and data accessibility as

enablers for achieving its goals. In its 2021 VNR,
Egypt recognized the digital divide as one of the
most pressing challenges facing the country in
its efforts to achieve sustainable development.

It also identifies information technology and
digital transformation as a major catalyst for
future national development endeavours.? ICT
was selected in the second phase of the structural
reform programme as one of three priority
sectors for the coming four years, along with
agriculture and manufacturing. Several national
strategies and plans have been put into action
that focus on unlocking the potential of STI+D to
accelerate development efforts in Egypt.

This chapter discusses national efforts to embrace
STI+D as a cornerstone of inclusive sustainable
development and financing development.
Accordingly, it is divided into three parts. Section
A is diagnostic in nature, examining the current
status of STI+D in Egypt in terms of resources,
efforts and outputs. Section B investigates

the reasons for the disconnect between the
government efforts to advance STI+D and the
results, which are lower than they should be.
Section C provides policy recommendations to
maximize the uptake and use of STI+D in Egypt. It
is noteworthy that this chapter does not focus on
STI+D in general but rather its use in supporting
sustainable development efforts in Egypt, with

a particular focus on its role as an area of action
for FFD. The chapter should therefore serve as

a starting point for a national dialogue on the
importance of STI+D and its contribution towards
financing and achieving sustainable and inclusive
development at the national level.

A.Current status of science, technology, innovation and

digitalization in Egypt

While the Third International Conference on
Financing for Development does not provide
quantitative targets for STl action areas, various

indicators can be used to evaluate development
in STI at the national level. Key among them is the
annual WIPO Global Innovation Index (Gll), which

10
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measures the performance of every national
economy using seven different STl-related pillars.

Egypt has been undergoing a commendable and
relatively steady, if still below target, progression
in its overall Gll ranking, rising from 107th place
(out of 128 countries) in 2016 to 94th place

(out of 131 countries) in 2021. The sustainable
development strategy of Egypt had originally
targeted a global rank of 85th by the year 2020.
Table 30 shows its rank in each of the seven

Gl pillars.

Considering score rather than rank, Gll for Egypt
has been narrowly fluctuating around an average
of 27.5 out of 100 over the past ten years (2011 to
2020), with the lowest score of 24.2 in 2020 and a
slight increase to 25.1 in 2021.The 2020 Gll states
that Egypt is one of eleven economics that were
“performing below expectations for their level of
development while before they were performing
at expectations”*

Table 30. Ranking of Egypt in the 2020 Global Innovation Index

Gll pillars Egypt’s rank

2020 2021
Institutions 115 A 114
Human capital and research 90 v 93
Infrastructure 99 A 92
Market sophistication 106 A 96
Business sophistication 103 v 106
Knowledge and technology outputs 65 v 70
Creative outputs 101 v 104
QOverall 96 A 94

Source: Dutta, S. and others, eds. (2020). Global Innovation Index

2020: Who Will Finance Innovation? 13th ed. Geneva: World
Intellectual Property Organization. lthica, New York: Cornell University;
Fontainebleau, France: European Institute of Business Administration;
Geneva: World Intellectual Property Organization.

1. Resources dedicated to
research and development

As a percentage of GDP, spending on research
and development in Egypt has largely been
steady over the past decade, remaining at
approximately 0.7 per cent of GDP from 2015 to

2018, below the global average of around 2.2
per cent and slightly below the constitutional
mandate of 1 per cent.

While expenditures on research and development
remain stable but comparatively low, human
resources dedicated to research and development
in Egypt, such as the number of researchers and
technicians, are relatively on par with several
comparator countries, as shown in figure 135.
While the number of researchers per million
inhabitants in Egypt is markedly higher than the
average for its income group of lower-middle-
income countries, at 267.4 per million, it is still
significantly below the 2017 global average of
1,207.1 per million.

The notably large number of dedicated research
and development researchers and technicians
could be a result of the numerous public
research centres in Egypt, the most prominent of
which is the National Research Centre, which is
considered the largest multidisciplinary research
and development centre in Egypt. It had over
4,800 staff as at March 2021 and is dedicated to
research in applied science and technology within
the sectors of national priority. The Centre was
established in 1956 and is under the purview of
the Ministry of Higher Education and Scientific
Research.Table 31 shows some of the public
centres in Egypt.

Figure 134. Research and development expenditure, as a
percentage of gross domestic product
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Source: Authors, based on the UNESCO Institute for Statistics using
data from the World Bank World Development Indicators database.
Available from https://databank.worldbank.org/source/world-
development-indicators. Accessed December 2021.



Figure 135. Researchers and technicians in research and development, per million people (2017)

1,600
1,400

1,200

1,000

677.1 701.7

800
517.7

600
371.2

400
215.2

200 /1.5 . 175

0
Egypt Viet Nam Indonesia

129.5

South Africa

Turkey

B Researchers in research and development B Technicians in research and development

Source: Authors, based on data from the UNESCO Institute for Statistics.

Table 31. Sample of public research and development centres in Egypt

Established in: Research staff: Research areas include:
National Research Centre
1956 4,800 Clrcw.ts, cloud computing, automation,
satellites, renewable energy
Electronics Research Institute
Circuits, cloud computing, automation,
1989 216 %H% satellites, renewable energy

Theodor Bilharz Research Institute

1 %2 Tropical medicine, immunology,

=
1964 482 + (a 300-bed hospital) 6 biochemistry

National Institute for Oceanography and Fisheries

le) . L . . .
1924 558 f Sustainable fishing and fish farming, combatting

pollutants of the marine environment

Egyptian Petroleum Research Institute

Petrochemicals, efficient use of concentrates,

1974 430 nanotechnology, petroleum replacements

National Research Institute of Astronomy and Geophysics

1903 321

Exploratory geophysics, earthquake
monitoring, astronomy

Agricultural Research Center

Note: Staff data as at January 2021.

Bl
el

Source: Authors, based on data from the Council of Research Centers and Institutes, Egypt.

Precision farming, hiotechnology,
agriculture production development, GMOs
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With the exception of the Agricultural Research
Center, which is affiliated with the Ministry of
Agriculture and Land Reclamation, the rest of the
centres in table 31 are under the supervision of
the Ministry of Higher Education and Scientific
Research, which supervises at least 11 research
and development centres and institutes with a
combined research staff of over 7,300 researchers
and professors.There are also an estimated 13
other research and development centres under
different ministries and a plethora of centres
affiliated with public universities.® For a simple
point of reference, the Faculty of Engineering

at Cairo University alone has 15 research and
development centres.®

2. Scientific and technological
output

Given the relatively sizeable institutional and
human resources dedicated to STI+D and
notwithstanding the reduced financial resources,

several indicators show the STI+D output of Egypt

to be markedly low. Among the seven subindices
of the GlI, the lowest score for Egypt is usually
in the “innovation output” subindices, which

measure knowledge and technology outputs such
as patents, software spending and ICT service
exports, as well as creative outputs such as brand
value, the printing and media market and mobile
app creation.

Since 2015, high tech exports as a percentage

of total exports only edged above the 1 per

cent mark in 2019, reaching 2.3 per cent and
remaining significantly below the global average
of 21.2 per cent. This number is also quite

far below the average of 4.7 per cent for the
MENA Region.

Nevertheless, the uptick in 2018 and 2019, as
shown in figure 136, signals a positive future
outlook, as the downtrend during the period
2015-2017 can be attributed to the increase in
other Egyptian manufactured exports, such as
refined petroleum products.

As for knowledge creation, the number of
scientific and technical journal articles published
per million people in Egypt has historically been
higher than the average for Arab States (except
in 2017 and 2018) and at an average position in
relation to comparator countries (figure 137).

Figure 136. High-tech exports, as a percentage of manufactured exports @
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Source: Authors, based on data from the UN Comtrade Database.



Figure 137. Scientific and technical journal articles, per million people

500

450

400

350

300

250

200

225.4 225.1

214.3

150 1354
17,6 1181

100

50

327 99.9

Egypt Viet Nam

W 2016

Indonesia

W 2017

South Africa Turkey

| 2018

Source: Authors, based on the National Science Foundation, using data from the World Bank World Development Indicators database. Available from
https://databank.worldbank.org/source/world-development-indicators. Accessed December 2021.

The Hirsch index ranking of Egypt (cumulative
from 1996 to 2019), as measured by Scopus data,
puts it at a global rank of forty seventh of 240
countries and regions, ranking below South Africa
at thirty third and Turkey at thirty sixth, but it is
above Indonesia at fifty seventh and Viet Nam

at sixty second. Egypt also shows an average
performance in the quality of its science and
research output relative to comparator countries.’

Over the past few years, there has been a greater
emphasis on improving the quality of Egyptian
scientific output. One example of this emphasis
is at the Kasr Al-Ainy Faculty of Medicine at Cairo
University, which used to require a large number
of published papers for faculty promotions with
little regard to the level of the journals in which
they were published. Recently, however, faculty

promotion guidelines were modified to allow

for fewer published papers on the condition that
they are published in journals with a high impact
at both the local and international levels.?

Although such emphasis on high quality
knowledge creation has been noticeable in
regard to academic papers and journal articles,
patent creation in Egypt paints a less positive
picture, as yearly applications averaged

23.6 patents per million people over the ten-
year period of 2011-2019, which is quite low
compared to the global annual average of 360.5
patents and the annual regional average of

67 patents for the MENA Region (figure 138).
Egyptian patent applications have also slightly
decreased in absolute value, from 2,279 in 2017
to 2,183 in 2019.
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Figure 138. Total patent applications, per million people
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(a) Tertiary education

In the Third International Conference on
Financing for Development in 2015, United
Nations Member States pledged to scale up
investment in education in science, technology,
engineering and mathematics and to enhance
technical, vocational and tertiary education and
training.® Tertiary school enrolment in Egypt
has grown from 26.8 per cent in 2011 to 35.2 per
cent in 2017, edging closer to the 2017 global
average of 37.9 per cent. Figure 139 shows

the number and classification of universities

in Egypt.

The quality of tertiary education has been a
major national issue over the past few decades,
with no Egyptian university ranked in the global
top 400 of the 2021 Times Higher Education
World University Rankings or in the top 600 in its
teaching subindex.

Another major issue is the lack of absorptive
capacity in the labour market for higher education
graduates. University graduates and postgraduate

degree holders have consistently had the highest
unemployment rates in Egypt, reaching 17.7 per cent
in the census held in the first quarter of 2020.This
number rises dramatically to 34.7 per cent for female
graduates and postgraduate degree holders.™

However, the Government of Egypt does not
seem oblivious to the challenges in tertiary
education and has announced multiple plans and
initiatives to address them. One such initiative
concerns technological universities, which is one
of the commitments in the country’s medium-term
sustainable development strategy. It encompasses
the need for dedicated public institutions for
studies in science, technology, engineering,
mathematics and rising technologies. The aim of
these universities is to bridge the gap between
university graduates and the expected future
labour demand in key future industries, which is
why their curricula are designed to accommodate
more practical experience and hands-on learning
methods rather than traditional academic
teaching. In the academic year 2020/21, three

such universities have already begun to receive
students, in New Cairo, Beni-Suef and Qena,
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Source: Authors, based on data from the Ministry of Higher Education and Scientific Research, Egypt.

with six more currently under construction.

The three established technological universities
have programmes in field such as renewable
energy, mechatronics, autotronics and ICT, with
postgraduate studies also planned in these
fields. As they are yet to have graduates, the
effectiveness of these technological universities
remains to be seen. Nevertheless, they appear
to be a step in the right direction, with future
foresight and a clear focus on innovation that
has arguably been lacking in the Egyptian tertiary
education system.

In 2019, an updated version of the National
Strategy for Science, Technology and
Innovation 2030 was released with some

key focus areas to provide universities with
greater autonomy in scientific research. The
Strategy addresses some key challenges in
scientific research, including the restrictions on
universities and research centres to produce
scientific publications for the purpose of
professional promotion, which has caused
researchers to be reluctant to enter into
contracts with industry to develop the sector

through scientific research. The Strategy is also
focused on addressing the infrastructure and
data challenges faced by researchers within the
scientific community.

(b) Entrepreneurship

The latest data on total early-stage
entrepreneurial activity by the Global
Entrepreneurship Monitor in its Egypt National
Report indicate that, as of 2017, around 13.3

per cent of the adult population in Egypt aged
18-64 years were either actively setting up a new
business or have a business that is younger than
3.5 years, slightly higher than the global average
of 12.3 per cent that same year.There is a similar
rise in the overall societal perceptions of and
attitude towards entrepreneurship in Egypt, as
75.9 per cent of Egyptians perceive it as a good
career choice.

Nevertheless, the country’s performance in
several entrepreneurship-related indicators seems
to run counter to this appetite and high regard for
the entrepreneurial spirit.
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Figure 140. Reasons for business discontinuation in Egypt (2017 survey)
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Source: Global Entrepreneurship Monitor (2018), Global Report 2017/18.

For example, a key factor in the levels of
entrepreneurship in Egypt is the lack of
alternatives. The Global Entrepreneurship
Monitor: Egypt National Report 2017/18 found
that 42.7 per cent of entrepreneurs cite necessity
owing to the absence of other work alternatives
as the reason for opening their businesses, high
above the global average of 22.2 per cent.™

Business discontinuation is another key challenge
in the entrepreneurial scene in Egypt, with a rate

of 10.2 per cent in 2017, ranking Egypt first among
the 54 countries that participated in the Global
Entrepreneurship Monitor Report. Figure 140 shows
the reasons for business discontinuation in Egypt.

The Micro, Small and Medium Enterprise
Development Agency in Egypt recognizes several
key challenges to the business environment and
entrepreneurial culture, which include challenges
relating to bankruptcy laws; tax burdens, not only in
the form of the amount of taxes levied on businesses
but also in terms of difficulties with tax calculation
and collection; lack of seed capital and general
financing challenges; institutional and legislative

Other
9.10%
Family of business reasons ‘

7.30%

Another job or business opportunity .

6.30%

challenges caused by bureaucracy and corruption;
educational and training issues; and structural
challenges owing to the majority of micro- and small
enterprises preferring the informal sector.™?

In fact, the economic census of 2017/18 found that
the number of formal private sector establishments
was 1.76 million, while the number of informal
establishments was 1.98 million, a near 1 to 1.13
ratio, concentrated in the “wholesale and retail
trade; repair of motor vehicles and motorcycles”
sector (569.4 per cent of informal establishments).”

As a result of these challenges and the

apparent high appetite and societal regard for
entrepreneurship, especially among the youth
population, a full ecosystem for entrepreneurship
and innovation support has begun to emerge

in Egypt in recent years.™ Start-up accelerators,
whether fully private (e.g. Flat6Labs), government
supported (e.g. Falak Startups) or university
affiliated (e.g. AUC Venture Lab), began witnessing
growth in number and activity, offering
mentorships, advice on business development, seed
funding and often follow-up funding.”™ Summits and



marathons that connect start-ups with investors and
support organizations have also been experiencing
a rise in popularity and participation. Box 5 provides
more information on the evolution of the innovation
ecosystem in Egypt.

The Egyptian entrepreneurship scene has been
diverse in nature since the start of its rapid growth
phase in 2010. Between 2010 and 2013, there

was a focus on mobile app-based start-ups, with
e-commerce taking the lead between 2013 and 2016,
followed by fintech from 2017, with logistics and
transport becoming more prominent since 2019.

Box 5. Examples from the innovation ecosystem in Egypt

There have also been some regulatory and

legal developments supporting innovators,
entrepreneurs, researchers and investors, such as
Law No. 23 of 2018 on the provision of incentives to
STI.This law exempts higher education institutions 1 0
and scientific research bodies from taxes and

customs fees in a bid to incentivize research and

promote innovation. Another example is Law No. 72

of 2017, or the new investment law, which removes

obstacles to investment, consolidates investment-

related regulations that were previously scattered

under different laws and offers tax and non-

tax incentives.

1. Government side:

e 2010: The Technology Innovation and Entrepreneurship Center was created by the Ministry of
Communications and InformationTechnology to spark and motivate entrepreneurship across Egypt.

e 2017:The Ministry of Planning and Economic Development started the Rowad 2030 project, which

in turn created nine university incubators.

e 2018:The Central Bank of Egypt launched the NilePreneurs initiative, piloted at Nile University and

since expanded to four other universities.

e 2018:The Ministry of International Cooperation created Falak Startups, now one of the country’s top

incubators.

e |egal infrastructure: Law No. 152 of 2020.

2. University side:

e The American University in Cairo Venture Lab was the first university-based accelerator in Egypt
offering support programmes to early-stage innovation start-ups.

e Ain Shams University Innovation Hub (iHub) was launched in 2012 with over 150 industry partners,
which enabled it to offer a variety of programmes for entrepreneurs.

e Hemma by Assiut University, in cooperation with the European Commission, is the first incubator

in Upper Egypt with a high impact in the region.

3. Private sector side:

e Accelerators such as Flat6Labs Cairo and Kamelizer.

e Angel investment networks such as Cairo Angels, Alex Angels, Nile Angels and Egyptian Business

Angel Network.

e Venture capital firms such as SawariVentures (2010), Endure Capital, Pride Capital and Algebra Ventures.

e Specialized venture capital firms and accelerators such as EdVentures (2017, specializing in education)
and Ghabbour Auto (focusing on the automotive industry and fintech).

¢ Fairs and summits such as the RiseUp Summit andTechne Summit, both of which connect innovators

with funders and professionals.

Source: Ghoneima, M. and others (2020). The Evolution of the Egyptian Innovation and Entrepreneurship Ecosystem.
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Figure 141. Total trademark applications, per million people
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More policies are still needed, however, to reduce
the hurdles faced by researchers, entrepreneurs and
investors to further boost the growth of the start-
up scene and commercialize more of the research
and development outputs generated by research
laboratories and institutions. This is clear, especially
considering that, despite the growth of this support
ecosystem for entrepreneurship and innovation,
the number of trademark applications in Egypt
(figure 141) remains lower than several comparator
countries, despite its steady rise in recent years.

It is worth mentioning that this chapter is
focused on entrepreneurship in its capacity as
a vessel for STI+D. Chapter 6 provides a better
in-depth assessment of topics such as foreign
direct investment and the broader role of

entrepreneurship and business in FFD.

(c) International cooperation in science,
technology, innovation and digitalization

Another key characteristic of the STI+D scene
in Egypt is the contributions and support of
international and intergovernmental actors.
These contributions include financial and
technical assistance targeting business

innovation, capacity-building for young people,
support for increasing technological output,
knowledge-sharing and supporting key sectors in
need of innovation.®

In terms of financial contributions, according

to the 2021 VNR of Egypt, Goal 9 on industry,
innovation, and infrastructure was most linked
to STI+D and received 22.3 per cent ($ 5.7 billion)
of total ODA received by Egypt in 2020, making
it the second most funded SDG by ODA, after
Goal 7 on affordable and clean energy.” Chapter
12 elaborates further on overall international
development cooperation.

(d) Digitalization as a national priority

(i) Access, connectivity and affordability

As previously mentioned, digital transformation

is actively promoted as a national priority for
Egypt. Internet accessibility has improved, with
the proportion of individuals in Egypt using the
Internet increasing from 41.3 per cent in 2015/16 to
57.3 per cent in 2019/20, according to a survey by
the Ministry of Communications and Information
Technology.The survey also showed an increase



in connectivity with mobile Internet subscriptions,
which increased from 28.7 per cent in 2016 to 52.4
per cent in 2020, and asymmetric digital subscriber
lines (ADSL), which increased from 4.4 per cent to
8.8 per cent over the same period.'® Affordability
has largely stayed the same, as measured by

the Affordability Drivers Index of the Alliance for
Affordable Internet, which has described Egypt as
having affordable Internet, with a global rank of 36
out of the 72 countries measured in 2020. Although
its ranking has stayed the same, its score on the
Affordability Drivers Index improved from to 45.1 in
2017 to 54.2 in 2020 out of a potential score of 100."™

(ii) E-government

The digitalization of public services is also currently
a notable priority for the Government in its aims
for efficiency and better governance. A pilot
version of “Digital Egypt’ the platform for online
government services, was launched in July 2020.
According to the Ministry of Communications and
Information Technology, the platform included

34 digitized government services, including
notarizations, court services and driving and
vehicle licensing, with various e-payment methods.
A total of 550 government services are planned

to be on the Digital Egypt platform by 2023.2°

The platform is just one of five outlets that the
Government is using to provide access to digital
public services, the rest of which include mobile
applications, call centres, citizen service centres
and post offices, which have experienced a
noticeable upgrade in the number and quality of
the services they provide over the past three years.

(iii) E-payments

The digitalization of public services is matched
by a push towards electronic payments and a
decreased reliance on cash. One example of
this was the joint national campaign of CBE and
the Federation of Egyptian Banks in the second
half of 2020 to increase awareness and improve
access to e-payments. The campaign included
the distribution of 100,000 points of sale to retail

vendors and merchants, the cost of which would
be covered by CBE.

This transition to e-payments was reflected in the
notable growth of electronic transactions handled
by banks in Egypt, which reached one billion
transactions and saw a near 49 per cent increase
in value in the 2020/21 financial year compared
to the previous year, according to statements

by the CBE Assistant Governor. Over the same
period, Internet banking transfers increased by 70
per cent and transactions through mobile wallets
more than tripled, increasing by 226 per cent.

10

(iv) Digital legal infrastructure

The Government is also working on improving the
legal infrastructure pertaining to digitalization and
digital security. A key recent development was an
amendment to the executive regulations of the
e-signature law by the Ministry of Communications
and InformationTechnology in 2020, which

resolved a major regulatory challenge. This
followed the introduction of several other critical
digital infrastructure laws, such as the law against
cybercrime and information technology crimes in
2018 and the law on personal data protection in July
2020, which is modelled on the acclaimed European
Union General Data Protection Regulation.”!

(v) Digital Egypt as a comprehensive plan

The Ministry of Communications and Information
Technology oversees the entire Digital Egypt plan,
which is intended to lay the foundation for the
transformation of Egypt to a digital society.The
plan has three areas of focus:

e Digital transformation: digitizing government
services through the dedicated platform and
other channels, as mentioned above.

e Digital skills and jobs: providing training
programmes and initiatives in various ICT

fields to expand the skills pool.

e Digital innovation: integrating advanced
technologies such as artificial intelligence,
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promoting entrepreneurship and establishing
an applied innovation centre.

Digital Egypt also recognizes the importance

of developing the ICT infrastructure as a
prerequisite for achieving any of the plan’s goals,
specifically by improving the quality of Internet
services; however, there is no mention of

improving accessibility or affordability. The plan
also mentions the development of a supporting
legislative framework as a priority, naming
cybercrime, consumer protection, intellectual
property and e-signature laws as examples of the
steps taken towards the creation of a supportive
regulatory environment for the sector.??

B.Challenges

As can be seen from the previous section,
STI+D is in no way dormant in Egypt.
Improvements in the tertiary education system
are progressing, the national entrepreneurship
ecosystem is growing and digitalization is

at the forefront of major national strategies.
While many developing countries suffer from
insufficient government commitment to STI

as trade-offs are made in favour of other
development domains, this is thankfully not
the case with the Egyptian Government.

Nevertheless, there remain systemic issues
with the STI+D landscape in Egypt that prevent
greater strides in related international indices
such as the GIl. Otherwise, the original 2020
target would have been achieved.

1. The financing environment

One of the more obvious and unsurprising
systemic issues is the lack of adequate funding,
as spending on research and development
remained stable over a decade at around 0.7
per cent of GDP, as indicated in figure 134.

This falls somewhat short of the constitutional
mandate of 1 per cent, with minimal
contribution to this funding from industry.®

The size of available funding may not be the
most significant hurdle; this may instead be
the allocation mechanism for the existing

funding. The majority of available institutional
financing for public research and development
in Egypt is usually absorbed by higher
education establishments rather than research
institutions. Furthermore, funding is usually
allocated based on traditional approaches
rather than needs assessments, performance
evaluations or alignment with national
priorities.?*

As for funding for private sector innovation,
the problem concerns accessibility more
than availability. As previously mentioned,
the Micro, Small and Medium Enterprise
Development Agency already recognizes

the lack of seed funding and other financing
challenges as one of the major issues facing
entrepreneurship in Egypt. The rise of the
entrepreneurship and innovation support
ecosystem of start-up accelerators and
venture capital contributes to bridging the
availability gap to some extent. Some national
efforts also target microfinancing to support
local enterprises.? Nevertheless, difficulties
in accessing funding remain as creditors,
particularly banks, tend to avoid the risk
presented by young and untested innovative
endeavours. For example, while CBE has
mandated that banks increase financing for
MSMEs from 20 per cent to 25 per cent of their
credit portfolio, most local commercial banks
only approve loans for start-ups three years
after their establishment.?¢



2. The pandemic-induced
dichotomy

The COVID-19 pandemic seemed to highlight, if

not aggravate, further systemic issues, while at

the same time having a catalytic effect on STI+D
efforts, thereby underlining its crucial nature.

From early in the pandemic, when policymakers
around the world were beginning to instate
lockdowns and preventive protocols, it was
becoming increasingly clear that there was

a double-edged effect of COVID-19 on STI+D
activities. On the one hand, sources of funding
were expected to dry up, halting venture
investments and entrepreneurship, while on the
other hand, reliance on STl had never been higher
than in efforts to pull the world out of the crisis
caused by the pandemic.?”

According to the Global Startup Ecosystem Report
2020, pandemic lockdowns led to dried-up capital,
with total venture capital funding decreasing

Figure 142. Digital divide in Egypt

dramatically across continents. The fundraising
process was disrupted even when funding
remained.The drop in global demand led to drops
in revenue, which varied by sector and in turn led
to increased layoffs at start-ups.?

On the other hand, the pandemic resulted in
accelerated digitization efforts, the appearance of
a global opportunity and demand for innovation
in various fields, a rise in the need for reliable
and affordable access to ICT infrastructure

and the prioritization of international

scientific cooperation.?®

The dichotomous dynamic of drainage in general
resources available to STI+D versus the urgent
need for the deployment of STI+D outputs has
manifested itself in various ways in Egypt during
the pandemic. For instance, one could easily
understand from Section B that the momentum of
decisions and developments changed during 2020,
with an accelerated pace towards digitalization
efforts and a transfer to the digital economy.
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This acceleration often had fortunate, if
unintended, consequences. A noteworthy example
of such consequences is the Government’s support
grant for irregular work during the pandemic.

In March 2020, at the start of partial lockdowns

in Egypt, among the many decisions taken

to strengthen social safety nets for the most
vulnerable groups was a monthly support grant

of LE 500 for irregular workers such as carpenters,
mechanics, builders, fishers and other craftspeople,
as well as on-demand or seasonal workers.To
apply for the grant, applicants had to enter their
data into a form on the website of the Ministry of
Manpower and Immigration. This included some
personal and contact information, geographical
location, income situation, occupational details
and whether they had social insurance with an
employer.The latter was a proxy question to avoid
asking if they had formal employment or were
working informally. About a year later, and as a
result of this support scheme, the Government

had managed to collect data for over 6.1 million
Egyptian irregular workers (2.6 million of whom
qualified for the grant), which can be used in the
future to improve the targeting of social support
schemes or to guide private investments.®® Even

if the data are not comprehensive, a data set that
would previously have been tedious and expensive
to gather was obtained much more easily because
of COVID-19, although under devastating human
conditions. Furthermore, the data set enabled the
disbursement of the grant to be fully digitized at
the local level, linking the applicants with their
nearest post office and sending them directions via
text message to collect their grant.

At the same time, the pandemic was also found
to have had harmful unintended consequences
relating to digital technologies, such as deepening
the digital divide and increasing the spread of
misinformation.

(a) The digital divide

The digital divide, as previously mentioned, is
already recognized in the 2021 VNR of Egypt as
one of the key challenges facing the country’s

development efforts. The report cites an urban-rural
divide in computer ownership and Internet access
in households and a male-female divide in Internet
usage and smartphone ownership (figure 142).%

Unfortunately, the pandemic only served to highlight
the extent of the divide. As the Government sought
to address this challenge during lockdown by
ensuring access to e-learning, increasing the use of
e-payments and enhancing international gateways,
key challenges emerged that required innovative
solutions.®? For instance, the inequitable access

to the Internet meant that a significant proportion

of school students did not have access to the
education materials provided on successful online
platforms such as the Egyptian Knowledge Bank,
which was used during school closures to host
national curricula and online exams on its platform.®
This led to the Ministry of Education andTechnical
Education launching a nationwide television channel
called “Madrasatona’ meaning “our school’ that

airs lessons by teachers in different subjects in the
Egyptian national curriculum for most school grades.
Madrasatona has since been expanded to two
television channels, one for primary schooling and
another for older students.

(b) The spread of misinformation

Egypt is developing into a more online society,
with social media penetration levels rising to 49
million active social media users as at January
2021 (a 16.7 per cent year-on-year increase from
2020), as reported by Kepios. This represents
both an opportunity and a challenge to society.
According to the GWI Global Report, Egyptians
spend around 7 hours and 36 minutes online per
day, of which 3 hours and 6 minutes are spent
using social media. A wealth of information is
being absorbed daily. The realm of misinformation
presents a global challenge, and there is still no
solution in sight.

This issue has been highlighted over the past
decade but came into focus following the 2016
elections in the United States, where social
media was seen as a powerful tool to spread



misinformation that could cause long-term harm
to societies. Building on the changes caused by
CQOVID-19, on 2 February 2020, the World Health
Organization (WHO) warned of an “infodemic’;
stating that: “The 2019-nCoV outbreak and
response has been accompanied by a massive
‘infodemic’—an over-abundance of information,
some accurate and some not—that makes it hard
for people to find trustworthy sources and reliable
guidance when they need it”* This massive surge
of misinformation has the potential to undermine
the effectiveness of public health measures.

Misinformation costs money and sometimes
lives. In that sense, misinformation can have

a negative impact on FFD, as it reduces the
effectiveness of public measures and may spread
false information, alienating stakeholders from
the development process. One of the main pillars
of achieving the SDGs is a collaborative approach
between the Government, the private sector and
civil society, a bond that becomes fragile with the
increase of misinformation.

The challenge in today’s world is the ease of
access to tools to spread misinformation and
disinformation. This is true for anyone who wants

Figure 143. Proposed scheme for the National Innovation Network

to exploit a situation to achieve their own agenda,
including, in some cases, government agencies.
The Bruno Kessler Foundation launched the
COVID-19 Infodemics Observatory in early 2020 to
understand the impact of the infodemic on a global 1 0
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analysed over 890,000 public social media posts in

the period between January 2020 and September

2021 and concluded that Egypt belongs in the

medium/high category of the dynamic Infodemic

Risk Index.This means that Egyptians have a
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potentially misinformative content.

It is noteworthy that Egypt has taken several
measures to curb the effects of misinformation,
including a Facebook page for the Egyptian
Cabinet that provides daily debriefs of
government efforts, as well as a COVID-19 policy
tracker launched by the Ministry of Planning and
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Though the risk of misinformation may seem to
be very complex, it boils down to restoring trust
in public institutions.To a great extent, this can be
achieved through transparency and collaboration;
Governments must lead by example in using
technology to disseminate information to ensure
that no misrepresentation takes place. Effective
communication methods between public
institutions and the general population need to be
implemented to eliminate or reduce the void that
will undoubtedly be filled with misinformation.

3. The need for improved linkages
and uptakes

Even before the onslaught of the pandemic
and aside from the obvious need for enhanced
funding mechanisms, there appears to be a
systemic gap; the momentum of STI+D activity
and institutional support in Egypt was not
being reflected in knowledge, innovative and
high-tech outputs. For instance, as previously
mentioned, in comparison to similar countries,
Egypt is underperforming in high-tech exports
as a percentage of total exports, the number
of patents and the number of trademarks per
million inhabitants.

In other words, there seem to be weak linkages
between innovation inputs and innovation
outputs, and even weaker linkages between
knowledge creation and knowledge utilization.
According to a 2013 survey of 3,000 firms in
Egypt, most are not likely to partner in research
and development activities with universities
and research institutions and only 1 per cent
benefited from public research and innovation
programmes.®®

This is more generally confirmed by the
performance of Egypt in the Gll. Although

the country has improved its overall rank, it
has been experiencing a steady decline in the
innovation output subindex over the past three
years. Egypt has dropped in this subindex,
which measures creative, knowledge and

technology outputs, from seventy ninth place
in 2018 to eighty sixth place in 2021, the same
three years in which there was a significant
push in digital-related regulatory reforms and
digitalization efforts.

Weak enforcement of intellectual property

rights and the lengthy wait to obtain a patent
are among the regulations that further hinder
the uptake of STl in the Egyptian economy.
Regulatory challenges appear to be caused
more by bureaucracy and enforcement issues
than by legal infrastructure issues. There is also
a mismatch between what is needed and what is
being offered.

Egypt must pivot towards a knowledge-based
economy in order to be able to satisfy its needs,
continue to play its regional leadership role and
contribute more to the global economy.To do
so, fictitious barriers or gaps between market
sectors and knowledge creators need to be
eliminated, allowing for increased dialogue and
collaboration and, ultimately, better linkages
between inputs and outputs. One of the keys

is to have better communication and data
exchange. This allows service providers to have
a better understanding of those seeking their
services and thereby provide more appropriate
and innovative services. For this to happen,
each entity or group of entities must have a
focal point in charge of their communication
and innovation system.

This has led to the National Innovation Network,
which is currently being considered by the
Ministry of Higher Education and Scientific
Research, in collaboration with several other
ministries. Each of these focal points will be an
innovation laboratory connected to others in the
proposed Network, as shown in figure 143.

The National Innovation Network connects
different sets of innovation laboratories and
hubs across universities, community centres,
society centres and industry clusters that
would communicate, exchange data and



services, collaborate and share success stories.
The Network would also have an Innovation
Academy to provide the necessary capacity-
building, as identified through the activities of
the innovation laboratories within the Network.

University innovation laboratories will be
central to knowledge creation with improved
linkages between and within universities. Social
innovation laboratories would cater to different
local communities and societies, running at
local, neighbourhood and urban levels, with

the support of NGOs and other societal support
groups. Government innovation laboratories
will be created at the ministerial level as an
alternative vehicle for policymaking by involving
a diverse set of key stakeholders participate in
the design of public policies. These will include
policymakers, civil leaders, practitioners,
academics, non-profit organizations and social
innovators. Industry innovation laboratories can
be located in sectorial chambers or industrial
unions with the aim of enhancing cross-sectoral
dialogue and fostering new ideas.

Figure 144. Class density and student-teacher ratios in Egypt

4. The implications of low-quality
primary education

There remains an even more fundamental systemic
challenge preventing STI+D reaching its full potential
in both society and economy, which is that Egypt
faces grave challenges in the quality of primary and
preparatory education (i.e. grades 1 to 9).

Home to over 24 million school students, Egypt
has the largest school system in the Middle
East. While great strides have been made in
achieving near universality in enrolment rates,
completion rates and gender parity in primary
education, the majority of students barely meet
the low international benchmarks in reading,
mathematics and science. Based on the 2019
Trends in International Mathematics and Science
Study, of the 39 countries studied, Egypt ranked
thirty second for the mathematics achievements
of grade 8 students and thirty seventh for the
science achievements of grade 8 students, with
over half the students not exceeding the low
international benchmark.3®
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The monumental strain on resources has also
not been kind to the learning environment,
especially in public schools, leading to high
class densities and high student-teacher ratios
(figure 144), as well the underdevelopment of
school facilities. The halting of proper upgrades
of curricula and teaching methods, coupled with
low compensation and capacity development
for teachers, is naturally reflected in reliance on
old-fashioned teaching methods focused on rote
memorization for exams that do not employ
critical thinking or practical skills, let alone

the skills needed for competing in the modern
global economy.

This is clearly a fundamental issue that has grown
over the years to become a heavy burden that

Egypt must carry in any STI+D-related activity.
This is to a great extent being addressed in

the new Education 2.0 reform programme that
has been led by the Ministry of Education and
Technical Education since 2018. The programm

is aimed at reforming examination and
assessment methods, developing school curricula,
introducing the heavy use of technology in the
classroom (which requires major upgrades to
schools’ digital infrastructure) and improving
professional development and capacity-building
for teachers. While the impact of such reforms

on innovation outputs will unfortunately likely
require a generation to be realized, it is a vital and
much needed step in the right direction towards
activating the potential of STI+D in Egypt.

C. Conclusion and policy recommendations

The Government of Egypt faces a unique set of
challenges in developing STI+D in the country
and providing clear linkages with the national
sustainable development strategy in a manner
that ensures that no one is left behind. As
challenging as it may seem, this leaves room
for opportunities and for the potential to make
progress as a developing country that has a
clear will to achieve inclusive development.

Sustainable development begins with
sustainable planning and policymaking.

In recent years, Egypt has experienced
significant improvement in this area, but
there are still many challenges that need to
be addressed. A one-government approach is
often absent, except for initiatives adopted at
the presidential level. This set of initiatives,
no more than a handful at the moment, have
the full force of the Egyptian Government
and para-government agencies behind them,
enabling them to make great strides in a very
short time. There are many examples of this,
such as the “100 million health initiative’, which

managed to nearly eliminate the hepatitis C
virus in Egypt in just over two years, although
the country had been battling the disease for
many years. Despite most odds, Egypt is proof
that where there is a will there is a way. That

is not to say that there is no will to implement
STI+D in Egypt, but rather that there should
perhaps be greater efforts in this arena to
sustain government efforts.

Most of the national efforts mentioned in this
chapter follow a basic pattern that highlights
the wishes and hopes of the Government,
despite the lack of clear mechanisms on
financing, enforcement, evaluation, key
performance indicators and clearly defined
milestones and targets. It is imperative,
therefore, that more time is invested in
planning and impact analysis, as well as
evidence-based policymaking to be able to
make best use of the scarce resources.

Enabling a proper STI+D ecosystem would
significantly benefit Egypt in two respects:



Increasing the efficiency of government
services, improving governance and
reducing corruption, which improves
the inclusivity of government

services and better enables them to
serve grass-roots communities and
include these communities in the
development process.

Being able to identify and foster talents
early and provide them with a tailored
education and the means to innovate

2 could allow creative solutions for
localized issues to prosper, thereby
decreasing the country’s dependence
on foreign knowledge and reducing the
national “brain drain”

While the authors of this chapter may seem

to suggest that STI+D ought to become a

part of a presidential plan or at least have

the highest possible levels of coordination
with the country’s leadership, the idea is

in no way a sustainable one. Empowering
national Government and local governorates
should always be at the top of the agenda.
Nevertheless, leadership from the top could
be more effective in cases when greater focus,
collaboration and impetus is needed if such a
method is only followed until it is phased out by
an appropriate body of governance.

A national scientific body might enable

clear targets to be set for research and
development in collaboration with the private
sector and academia and share its results

with the technology facilitation mechanism.
This would be essential to reaching evidence-
based decisions on which technologies to
adopt, as science and technology are rarely
straightforward and most technologies do not
serve certain goals without negatively affecting
others. Trade-offs must be made in accordance
with policy priorities; however, these trade-

offs must be made by taking the science
into consideration, rather than just policies
or economics.

While this chapter discusses and elaborates 1 0
on the National Innovation Network, it is also

noteworthy that this is merely a step to be built

on towards the solution and not a panacea.

Entrepreneurship is often referred to as the
domain that contributes the most to innovation,
yet the growing trend for investment is to be
able to make money quickly without taking

note of the long-term solution. Research and
development can therefore end up being kept to
a minimum. Following trends in innovation or
localizing solutions might be useful, but it will
only take Egypt so far and will restrict progress
towards homegrown solutions. This will

always be the case as long as there is a heavy
reliance on venture capital and investment
banks to finance SMEs. It is essential to

create a strong means of financing research

in collaboration with the private sector and
science and technology-oriented policymakers.
Its goal should be to enable the research and
development of long-term solutions that may be
less financially beneficial in the short term but
will have a greater long-term impact or address
strategic issues that may not always appeal to
traditional investors.

The ultimate goal should be to mainstream
STI+D as an easily accessible enabling tool in
the country’s various productive domains. While
the national strategies mentioned in this chapter
present the policy efforts being made to reach this
goal to a certain extent, further effort is needed
to address systemic constraints that, if removed,
would release the organic potential of STl and
prevent technological and innovative progress
from being dependent on certain entities but
rather embed it in the Egyptian economy.

Based on the discussion in this chapter, the
following recommendations can be considered
in the area of STI+D:
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Improve the linkages between national
developmental priorities and public
and private research and development
by offering various incentives to
researchers and innovators in general,
as well as incentives targeting the
country’s current priorities. It is also
critical to ensure that knowledge
creation is linked to knowledge
utilization, a key factor in activating
the role of STl in FFD, which requires
strong engagement with the various
stakeholders, particularly in the
private sector.

Continue the current path of digital
transformation for government services
while improving the quality, accessibility
and inclusivity of digital infrastructure,
pooling resources through public-private
partnership projects in digitalization

and ensuring good governance and
monitoring and evaluation.

Enhance the primary and preparatory
education curricula by introducing
STl-enabling subjects such as scientific
methods, scientific concepts, research
methods and basic ICT skills. In general,
addressing the quality of primary
education is critical to the long-term
success of any national STI plans.
While the current Education 2.0 plan

is a strong first step, adding key STI-
enabling school subjects to curricula has
the potential to positively impact the
country’s overall innovative outputs.

Set and activate an overarching national
innovation strategy while ensuring its
sustainable operationalization by setting
measurable targets and enforcement
mechanisms. Partnerships should

be ensured by engaging relevant
stakeholders, particularly the private
sector, and local communities. The
strategy should also address systemic
issues such as the availability of risk
financing and how to bridge the digital
divide and improve the necessary

legal infrastructure.
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While the implementation
of the 2030 Agenda occurs
primarily at the national
level, achievement of the
SDGs depends strongly

Background

on p ro g ress ma d e at The adoption of the 2030 Agenda in 2015
signalled a commitment from world leaders
the IOC al Ievel. to pursue a more sustainable path towards

inclusive and equitable growth. Under the
2030 Agenda, 17 SDGs were formulated to
cover a broad range of development issues,
tying them to 169 targets and 231 unique
indicators.’

In its integrated and transformative agenda,
the universal nature of the 2030 Agenda
requires cross-sectoral collaboration
between multiple levels of government.

With a strong emphasis on policy
coherence, the 2030 Agenda stated that
“Governments and public institutions will

also work closely on implementation with
regional and local authorities, subregional
institutions, international institutions,
academia, philanthropic organizations,
volunteer groups, and others”? It is thus
clear that while the implementation of

the 2030 Agenda occurs primarily at the
national level, achievement of the SDGs

depends strongly on progress made at the
local level.




The importance of focusing on local progress
originated with the MDGs and the Local Agenda
21 (LA21). In the 2008 midterm evaluation of

the implementation period of the MDGs, it was
indicated that achieving the MDGs required
ownership and local accountability and that the
gaps in local delivery capacity are a significant
factor in determining the success or failure of
efforts to achieve the MDGs.® The localization
roots go back to the United Nations LA21 at the
1992 Earth Summit. LA214 was a special mandate
that defined the vital role of local authorities and
introduced a voluntary process to create local
policies and programmes for global sustainable
development in the twenty-first century.®

Over the years, academics and policymakers

have confirmed that centralization is not the

right path for development. Its hierarchical and
bureaucratic nature failed to produce the planned
development of developing countries.® Shifting the
governance model from a centralized to a localized
approach essentially involves adjusting strategies,
monitoring and evaluation in the subnational
contexts to enable local and regional units to
support achievement of the SDGs. It brings the
SDGs to the local level and vice versa, ideally
being both a top-down and bottom-up process that
enhances vertical and horizontal policy coherence

and thereby contributes to the transformative
change envisioned in the 2030 Agenda.’

From 2000 to 2015, Egypt was committed to the
MDGs to eliminate various dimensions of poverty.
It succeeded in implementing some MDGs, such
as achieving gender equality in primary and
secondary education, decreasing the mortality
rate of children under five years of age, promoting
antenatal care coverage and expanding the
proportion of access to sources of drinking
water.t Nevertheless, efforts were uneven, and
Egypt missed several MDG targets.The MDG
performance differential between different
governorates in Egypt was a major challenge

that highlights the importance of subnational
strategies and local capacity-building to address
local needs. Local governance mechanisms
therefore need to be strengthened to avoid
bottlenecks in service provision, which frequently
occur at this level.

Egypt demonstrated a commitment to localization
by signing the LA21 at the Earth Summit in 1992
and adopting its country profile for the LA21 in
2002.This was followed by further commitments
towards sustainable development over the
years. In 2015, Egypt adopted the Sustainable
Development Strategy: Egypt Vision 2030 that
identifies relevant SDG targets by 2030.The
country has been reasserting its commitment

to the SDGs and to monitoring progress by
submitting three VNRs (in 2016, 2018 and

2021) that present the national improvements
and challenges relating to SDG indicators. By
submitting its third VNR in 2021, Egypt has
become one of only nine countries to conduct

a third review.® The commitment to localization
is specifically clear in the 2021 VNR, as Egypt
dedicated a section to localization and national
efforts in that regard.

Like many other developing countries, Egypt is
facing challenges in achieving the SDG targets.
One of the main challenges is accelerating
performance at the local and national levels by
securing proper financing to achieve results over
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the next decade. The global disruptors are adding
more challenges and increasing the need to build
more resilient communities. The socioeconomic
effect of the COVID-19 pandemic has been
noteworthy, as it highlights the importance

of local capacity-building efforts to address

the significant crisis and the needs of local
communities.

This chapter highlights the importance of
adopting a localization approach to achieving

the SDGs in Egypt and identifies localization
accelerators. It begins by examining the role of
centralization, decentralization and localization
approaches in enabling sustainable development.
It then highlights the shift from a trickle-down
approach to the bottom-up approach and presents
localization as a two-way process between the
central and local governments, which are working
to complement each other. The chapter then
builds on the implementation of localization by
introducing “intervention logic’ which is a logical

model that offers a clear understanding of how
targeted policy actions are expected to lead to
desired outcomes.

Furthermore, this intervention logic is applied
to implement localization in the Egyptian
context in order to achieve the SDGs at the local
governorate level. This is done by examining
and analysing government commitment,
localized goals and government efforts to
allocate resources at the local level and
implement actions to achieve the SDGs. The
chapter proceeds to analyse the results of such
efforts at the local level, focusing on the output
indicators for SDG 1. It then utilizes intervention
logic to understand the gap between ongoing
localization efforts and targets. It identifies the
accelerators for localization in Egypt as a way of
addressing finance gaps and achieving the SDGs.
The chapter follows the participatory approach
in identifying localization stakeholders and is
focused on SDGs 1, 11 and 17.

A.Methodology

This chapter focuses on developing the localization
approach in order to achieve the SDGs for

Egypt by identifying the current process and

the targeting gaps at the governorate level. The
analysis attempts to assess Egyptian efforts to use
localization to achieve the SDGs using intervention
logic. It estimates the gap in implementation of
localization efforts by examining government
efforts in the three phases of the intervention logic,
which are defining local targets, deploying local
resources and achieving desired effects.

Furthermore, the leading accelerators for the
localization process in Egypt are identified,
including the output-outcome framework for
budgetary allocation at the governorate level as
a foundation step to align governmental public
spending and development and welfare efforts
with the SDGs.

Figure 145. A map for localization stakeholders

Religious Political
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Source: Author.



This analysis applies a mixed-method approach to
collect and analyse both primary and secondary
data.This approach provides triangulation,
complementarity, initiation, development and
expansion.’ The participatory approach was
followed in collecting the primary data by including
all stakeholders in the analysis. The researchers
began by drawing a map for all the localization
stakeholders, shown here as figure 145. Semi-
structured interview questions were used,

which cover different dimensions of the SDGs

and challenges at the local level." We followed
convenience sampling to select our interviewees.'?

A poll was created of: (1) key stakeholders who
can influence the success of the localization
process; (2) primary stakeholders, who are
directly affected by SDG-related projects; and
(3) secondary stakeholders, who are indirectly
interested or influenced by the projects. Eight
stakeholders were then chosen, with policymakers,
the management team and employees as main
internal stakeholders. External stakeholders
were also added in the form of academics and
specialists who work on the SDGs or focus on

decentralization or localization and represent
an essential participant in the process.” The
private sector is an essential stakeholder in the
achievement of the SDGs, through capacity-
building, resource provision and corporate social 1 1
responsibility. Along with the public sector and

civil society organizations, there are other essential

and contributing stakeholders in the spread of
localization, such as citizens (the community itself,
represented by the inhabitants of localities), media,
political parties, religious institutions and local

and international donors.’ Secondary data include
international and national official documents,

reports and statistics that are not highly adjusted

to change, all of which were collected centrally

by the Egyptian Government and its institutions.

The research context is taken into consideration,

as specific data sources from a time frame ending

in February 2021 were reviewed. The Ministry of

Planning and Economic Development provided

the data validation for the study. “Governorate”

is used as the local unit of analysis in our analysis

on localization. A governorate is verified by the
Constitution and has its own public administrative
institutional framework.

B. Centralization, decentralization and localization:
approaches to sustainable development

The end of the MDGs in 2015 marked the beginning
of the 2030 Agenda and the creation of the 17 SDGs.
The key differences between the SDGs and the
MDGs are, first, that the former are universal and
apply to all countries, rather than being an exclusive
agenda for developing countries. All global actors—
Governments, companies, educational institutions,
associations and individuals—would work jointly to
achieve these goals. Second, the scale and content
of the SDGs are more ambitious; they reflect the
synergies between the economy, environment and
society while paying adequate attention to people,
planet, prosperity, peace and partnership.The third,
interesting difference lies in the debate on the

proper governance model, whereas centralization
versus decentralization may not have helped with
the full achievement and effectiveness of the MDGs.

For this reason, in the era of the SDGs, it is
essential to move beyond this power trade-off
and acknowledge the comparative advantage
that both central and local communities can offer.
From 2000 to 2015, the MDGs stimulated a global
campaign to eliminate various dimensions of
poverty. They were mainstreamed into strategies
and plans at the national and subnational levels,
but efforts were uneven and many countries
missed several MDG targets. Many lessons were
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learned from countries’ experiences. The main
lesson is related to the bottlenecks in service
provision at the local level, such as in housing,
education, infrastructure, water and sanitation,
which are clarified in the following sections.

1. From a trickle-down approach
to a bottom-up approach

The first supporting wave of decentralization
was purely administrative; it focused mainly on
reorganizing the public sector. “Decentralization
[is] the transfer of authority and responsibility
from the central Government to subordinate

or quasi-independent organizations or the
private sector”™ The latest wave aimed more at
promoting democracy at the subnational levels,
more civil and female participation in local

governance and decentralized delivery of services.

The new perspective considered decentralization
to be more than just pushing down financial
resources to the subnational level; it also includes
giving control over these financial resources.

Decentralization is the empowerment of people
by the fiscal empowerment of their local
governments.’®This new definition indicated that
decentralization is a means to an end and not

an end in itself. Ideally, decentralization could
result in better service delivery, efficient and fair
allocation of scarce resources and the closing of
gender and inequality gaps.

Much progress has been made in decentralization
processes in many developing countries in recent
decades; however, most of these attempts were
incomplete and could not empirically serve their
targets. Decentralization in the Middle East is seen as
a profoundly political process involving many actors
at the political, institutional, technical and cultural
levels, as well as the consideration of culture and
gender-related norms." It inevitably transfers power
from central to local government, creating tensions
between local autonomy and central standards. That
would be unlikely to be accepted in countries with a
long history of central planning.®

Moreover, the lack of local capacity-building

causes local governments to fail when given new
responsibilities. The decentralization process creates
additional layers of government that produce more
costs without changing public sector employment.
Under these conditions, the “ideal” form of
decentralization is perceived as an unattainable
dream for developing countries. Incomplete,
distorted decentralization failed to improve the
quality of peoplé’s lives. Alternatively, localization
goes beyond the concept of decentralization, which
involves the loss of centralized power, by creating a
common two-way process in which central and local
governments are able to complement each other.

2. Localizing the Sustainable
Development Goals: a territorial
approach and intervention logic

Targeting sustainable development through
localization takes advantage of both centralized
and decentralized modes of governance without
compromising the benefits of centralization.
Localizing the SDGs with the territorial approach
(developed by OECD) allows for a place-based
policy with a set of coordinated actions designed
for a particular local community. This paradigm
shifts from a sectoral to a multisectoral context,
from a one-size-fits-all to a customized local plan
and from a centralized top-down approach to a
bottom-up approach.™

The territorial approach in figure 146 is based on the
participatory and bottom-up approaches; it takes
into account SDG synergies as critical elements

of achieving local SDGs.The framework’s shared
responsibility allows stakeholder engagement and
dialogue. A territorial approach to the SDGs is based
on the 2015 United Nations global agenda to end
poverty, protect the planet and ensure prosperity
for all. This approach makes it possible to learn

from one’s own experiences and needs through a
dynamic feedback loop. It aims to provide tools and
opportunities to strengthen multilevel governance
and promote a well-integrated policy framework
across levels of government.



Figure 146. Analytical framework for a territorial approach to the Sustainable Development Goals
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The SDGs could be localized through a process of
building blocks within the intervention logic. This
logic is a representation of a clear understanding
of how policy actions lead to desired outcomes
and identifies the causal links or relations
between the inputs, activities, outputs and longer-
term outcomes of any policy intervention. It also

makes it possible to improve the policies that

lead to the required change. Intervention logic
shows how adding change brought about by
policy action at the micro level leads to a desired
modification at the macro level. The consequences
of this contribute to the strategic goals at the
national level.?°
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Figure 147. The application of intervention logic to localizing the Sustainable Development Goals
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The application of intervention logic to the
localization of SDGs is primarily based on the
idea that specialization constitutes a complex
policy intervention to foster national progress.
As seen in figure 147, in the starting phase, each
administration has ambitions translated into
goals at the local level with local sustainable
development targets. The goals are then
converted into actions by deploying people and
resources. The last phase (i.e. “effects”) involves
the administration monitoring whether these
actions were successful and whether the goals
have been achieved. Applying the intervention
logic to localizing the SDGs requires each step to
be measured by a set of indicators. The indicators
are either quantitative or qualitative figures, or

a combination of both. They are selected based
on relevance to local levels, indicators that are
influenced by local policy and availability of data.
There are various types of indicators within the
intervention logic:?'

e Context indicators describe the context in
which a local administration works. Examples

are poverty figures, employment rates in
the municipality and the composition of the
population.

e Input indicators provide information about
the people and resources used to achieve a
specific goal or action.

e C(Classic input indicators examine the financial
resources used for a particular action or goal
or the number of employees.

e Process indicators provide information about
the organization or the approach of an action
or measure.

¢ Impact indicators measure the impact (of a
strategic goal), the result (of an operational
goal) or the output (of an action). In other
words, the impact is measured at different
levels in line with the hierarchy of the multi-
year plan: actions and action plans, as well as
operational and strategic goals.

Of the three phases addressed by the

framework, the resources phase is the core

phase instrumental to localization. This phase is
mainly concerned with securing local financing
and human resources to localize the SDGs



successfully. The framework highlights the
importance of having sufficient resources in the
localization process, which is measured through

input indicators. Securing resources therefore
plays an essential role in localization, as examined
in the following section.

C. Unleashing the Sustainable Development Goals at the
local governorate level in Egypt

There have been several attempts at
administrative, economic and political reforms
in the decentralization process in Egypt over

the decades; however, Egyptian Governments
have never been successful in completing the
ideal form of decentralization that improves

the quality of life for local citizens. The 2014
Constitution outlines the country’s administrative
units (governorates, rural districts and villages)
and the legal personality assigned to each of
them. Each local unit is to elect a council to
ensure oversight over authorities. This council
can retract confidence from the local unit’s
leadership. During 2017 and 2018, the Egyptian
Government prepared two draft laws on general
planning and local administration to ensure a
decentralization trend and presented them to
Parliament.?? Nonetheless, the practical progress
on decentralization has always been slow; Egypt
ranks just above Cambodia in the Administrative
Decentralization Index rankings, at 85.%

The challenges of decentralization in Egypt were
similar to most developing countries with a long
history of central planning. Treisman analysed

166 countries in the mid-1990s to define six
conceptions of decentralization.?* Successful
decentralization must be supported by a
transparent system for sharing revenue between
different levels of government when administrative
and fiscal responsibilities are devolved from
central to local government. The revenue-sharing
system is mainly found in developed countries and
does not exist in many developing countries. Most
of these organizations are operational, irrespective
of their levels of organizational devolution.

Egypt is one of the developing countries with

a high degree of centralization and limited
institutional and financial capacity at the local
level, relying heavily on fund transfers for the
functioning of operations. According to the
Ministry of Finance, under the budget for the
fiscal year 2020/21, local administration was
allocated LE 171.6 billion and LE 185.5 billion for
the fiscal year 2021/22, accounting for only 10 per
cent of the budget over those two fiscal years.®
The empirical findings by Alam and Alam show
that resource-dependent municipalities use the
assigned budget mainly to control expenditure
and gradually shift towards managerial and
planning orientation with the easing of financial
constraints.?®

While there seemed to be little progress in
decentralization in Egypt over the years,
localization would be the right course of action in
view of its non-politicized nature and its particular
focus on the local agenda for development to
achieve national goals.

In this context, localization process of Egypt
will be analysed using intervention logic: (1)
the Egyptian Government’s commitment to
localization, (2) the identification of local SDGs,
(3) resources for localizing the SDGs and (4)
the effects of localizing the SDGs. This will
identify the localization gap, while referring

to the challenges that may hinder successful
localization, and highlight the accelerators to
unleash localization that would boost progress in
achieving the SDGs.
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1. The Egyptian Government's
commitment to localization

Egypt has always been at the forefront of
international commitments to sustainable
development and support for the global
mainstreaming of localization. Egypt attended
the 1992 Earth Summit in Rio de Janeiro and
was one of the 16 Arab states committed to
LA21.? The latter was a voluntary process aimed
at creating local policies and programmes to
achieve sustainable development.The process
required local governments to consult with the
local community, minority groups, businesses
and industrial organizations to develop local
environmental plans, policies and programmes,
among others. Egypt adopted its country
profile for LA21 in 2002 to monitor the country’s

progress and track and record the national actions

taken to implement the Agenda. Despite all
previous evidence of the Egyptian Government’s
strong commitment to LA21, local sustainable
development has been long led by NGOs and
corporate social responsibility projects.

In a similar manner, Egypt has demonstrated
its international commitment since the
announcement of the 2030 Agenda. It submitted
three VNRs in 2016, 2018 and 2021, providing
evidence of its adherence, progress and
challenges. Egypt submitted its VNR in 2018 on
time, alongside eight countries in the MENA
Region: Bahrain, Jordan, Lebanon, Morocco,
Qatar, Saudi Arabia, Sudan and the United
Arab Emirates. The other 12 countries in the
MENA Region could not deliver their VNRs as
scheduled. The Egyptian Government improved
its programmes and projects dedicated to its
SDG targets at the central level.The 2018 VNR
reflected the country’s participatory approach to
people and civil society, focusing on the trickle-
down impact of SDG 1. In the same VNR, the
Government mentioned its localization strategy
of creating sustainable development units and
working groups in different ministries, and
incorporating the localization of the SDGs into

the medium- and long-term strategies of some
ministries and entities.?® This did not reveal any
commitments or actions explicitly taken at the
local governorate level. That raises concerns
about the misconception of localization in the
2018 VNR.

By submitting its third VNR in 2021, Egypt has
become one of only nine countries to do so. Given
recent government actions and announcements
to localize the SDGs, the third VNR has an entire
section on the Egyptian Government’s localization
efforts and aspirations as a component of its
policy-enabling environment to achieve the SDGs.

While Egypt has not yet begun to submit any
voluntary local reviews, a crucial de facto
commitment to the localization process, it

has embarked on producing SDG localization
reports at the governorate level and producing
human development reports on impacts at the
subnational level. Local human development
indicators would allow further monitoring of the
progress and achievement rates towards SDGs at
the local level.

Similarly, Egypt has shown a national
commitment to localizing the SDGs. In March
2015, Egypt launched the Egypt Vision 2030 as

a primary development strategy. It is aimed

at developing unified, long-term sustainable
development as a base for development plans at
the national, local and sectoral levels. The Egypt
Vision 2030 touched upon the empowerment of
local administrations to achieve institutional and
societal governance. This national sustainable
development strategy provides great support
for localization, facilitating an institutionalized
dialogue, technical support and financing for
local communities. Nevertheless, the Egypt
Vision 2030 also takes into account the planning
and identification of SDG targets and indicators
to remain at the national central level. It did not
include mapping or cost analyses of local plans.
The commitment of Egypt to localization can
therefore be confirmed (de jure). Strengthening
synergies between local and national plans



remain essential to achieving the SDGs. In the
coming sections, the three phases of intervention
logic are used to evaluate the reality of
localization in Egypt (de facto).

2. Phase one of intervention
logic: the identification of local
Sustainable Development Goals

Local targets and monitoring indicators are
needed to direct finances and investments to
achieving the SDGs at subnational levels.The
first attempt in 2018 by Baseera, the Egyptian
Center for Public Opinion Research, identified
local targets.?® In 2020, the Ministry of Planning
and Economic Development, in partnership with
Baseera and the United Nations Population Fund,
launched the “localization of the Sustainable
Development Goals at the governorate level
project”The project focused on quantifying
targets and indicators for each governorate,
which helps to develop appropriate plans and
priorities to achieve these goals. In the second
phase, the project selected five governorates to
hold workshops with their officials on planning
and follow-up.The workshops familiarize them
with the SDGs, indicators and quantitative
targets for each governorate. The third phase
covered the rest of the governorates. The report
identified a set of SDGs indicators and provided
the current situation data in the governorate. It
estimated the 2030 targets for each governorate.
That is the basic step for localizing the SDGs at
the governorate level. Each governorate would
know what is expected of it for 2030, which helps
to develop the appropriate action plans and
identify the resources needed.

The report published by the project considered
two scenarios when estimating local targets

and indicators. The first scenario assumes

that all governorates follow the same rate of
national-level target change. The second scenario
assumes a lower or upper target limit at the
governorate level. Any excess in a governorate

is distributed to the other governorates. The
indicator limit is determined using the local
target achieved for a country with a completed
national target equal to the Egyptian national
target for 2030.

The second scenario helps to narrow the gap
between governorates; however, it raises many
concerns about how realistic and accurate the
local targets are. The was an inconsistency in
the indicators considered and the number of
governorates taken into account, even as it
does not cover all 17 SDGs owing to limitations
in data availability. The upper and lower limits
are explained in the methodology on the basis
of other countries’ achievements, although
they have different contexts and development
paths. Tables 1 and 2 of annex 9 show
Baseera’s SDG estimates of achievements at
the governorate level by 2030. Nevertheless,
this can be considered a preliminary attempt at
context indicators, which are partially related
to the first step of the intervention logic of
localization discussed earlier. It is a beginning
step that can be revised in the future to reach
reliable local goals with a high degree of
accuracy and credibility. It is worth noting that
two important things are still missing at this
stage: ownership of local targets and action
plans attached to the targets.

3. Phase two of intervention
logic: resources to localize the
Sustainable Development Goals

This section will continue to follow the
intervention logic for localization by identifying
the resources used to localize the SDGs in Egypt.
The resources include actions taken and inputs
mobilized for localization.

(a) Actions taken towards localization

Several recent actions and initiatives in Egypt
to support and serve localization are identified,
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focusing on SDG 1. These are Haya Karima,
governorate and citizen investment plans and
human capital initiatives.

(i) The Haya Karima programme

Haya Karima is one of the Government'’s
actions to address localization in line with the
previously discussed intervention logic.

The initiative was launched by President

Abdel Fattah EI-Sisi on 2 January 2019, for the
purpose of improving the standard of living
and services provided to citizens most in need,
especially in villages. By 2021, the initiative
was transformed into a fully-fledged national
programme for the development of the Egyptian
countryside and rural areas. Haya Karima

takes an evidence-based policy approach and
adopts a participatory approach by including all
stakeholders, cooperatively led by the Ministry
of Planning and Economic Development
(central government) and the Haya Karima
Foundation. It works with consolidated efforts
between the Government, NGOs and the private
sector and makes strides towards addressing
the SDGs at the local level, serving as a seed
for localization and much-needed efforts to
bridge the development gap between rural

and urban governorates, while lifting the most
impoverished villages out of poverty.

The programme is divided into three phases
based on the needs of impoverished villages,
according to statistics from CAPMAS. The first
phase targeted villages with a poverty rate
above 70 per cent, the second stage targeted
villages with a poverty rate that ranges between
50 per cent and 70 per cent, and the third

phase targets villages with a poverty rate of
about 50 per cent. In addition to the poverty
rate, the criteria for identifying villages in need
includes weak basic services with sewage and
water networks, a low rate of education, a high
density in school classes, the extent of the need
for intensive health services to meet health-care
needs and road networks in poor condition.

Haya Karima was recognized by the United
Nations Partnership Platform for its sustainable
efforts to achieve the SDGs by targeting
citizens’ needs at the local level. It fulfilled
the platform’s criteria of being specific and
measurable, achievable, resource-based and
time-bound, with efforts to localize the SDGs.
The initiative has four pillars: (1) improving
living standards and investing in human
capital, (2) developing infrastructure services
(3) raising the quality of human development
services and (4) economic development.

(ii) New Governorate Plan and Citizen
Investment Plan

The Government has developed two plans: the
governorate plan, and the citizen investment
plan launched in 2020.%° Both plans represent
serious localization efforts. The governorate
plan informs each governorate of the gap
between its current local SDG level and

its local targets, derived from the national
target in the VNR. The citizen investment plan
highlights the main features of the sustainable
development plan for the fiscal year at the
national level. Furthermore, it identifies
essential economic indicators for each
governorate, as reflected by GDP, the growth
rate and the unemployment rate. The plan also
identifies the governorate’s share of public
investments, distribution by sector and the
number of projects assigned in the fiscal year.
Identifying the SDG targets of governorates
indicates effective planning that ensures that
budgetary allocations reflect the priorities

of local communities. The collaboration

of stakeholders (e.g. local governments,
communities, civil society, businesses and
young people) creates better financing
opportunities for local communities, unlocking
the local potential of the SDGs.



Box 6: Haya Karima— one of the most significant development programmes for poverty eradication in the modern history of Egypt

The programme is primarily concerned with the most impoverished villages and is aimed at eradicating poverty and
reducing the development gaps between rural and urban governorates by directing resources atthe local level according
to local needs.

It covers more than 4,500 villages, 175 centres and 20 governorates, serving around 58 per cent of the population with a
total estimated budget of LE 700 billion (approximately $44.5 billion to achieve the comprehensive development of villages
and reduce the rural-urban gap).

The plan for the first phase included 52 centres that include 1,400 villages and 10,000 constituents with LE 260 billion
(approximately $16.5 billion), with the remaining 123 centres to be targeted later. The first phase has already been
completed, with approximately LE 103 billion allocated for its implementation, providing health and educational facilities
and services, as well as sports and cultural activities, in about 277 villages where the poverty rate exceeds 70 per cent,
with a total of 4.5 million beneficiaries. The second phase targets 50 centres nationwide, encompassing 1,381 villages.
The remaining villages are expected to be targeted during the following two years.

The scale of efforts linked to the programme aimed at rural Egypt is unprecedented. The programme includes the launch
of indicators to measure the quality of life in villages and follows the participatory approach in planning and funding. In
support, the Ministry of Planning and Economic Development has recently launched an electronic portal to link statistical
indicators to participatory planning for village development after identifying citizens’ needs, opinions and priorities. It lists
the projects and interventions and further links them to indicators. The programme is to be coupled with improvements
to the official capacity of local governments to plan, finance and deliver vital local services for the country in order to be
on an accelerated path to achieving the Sustainable Development Goals.
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Source: Author.

(iii) Human capital initiatives

Several initiatives taken by the Government

are focused on the development of resources
related to human capital. This contributes
significantly to localization and is highlighted in
the second phase of the intervention approach.
The National Training Academy initiative
supports administrative personnel across local
communities to enhance their performance

by giving them customized training based on

a competitive selection process. In addition

to this programme, for the past four years,

the Academy has also offered a one-year
programme for young people. Moreover, the
Presidential Leadership Program works to
include competent individuals in the public and
private sector pipelines and raise the efficiency
and performance of their workers in the public
administrative sector. The Government also

followed up to empower the alumni of this
programme locally using various tools and
sectors. For example, in 2019, the Egyptian
cabinet appointed a group of governor deputies
assigned to their home governorates. At a higher
level of human capital-related initiatives, the
Egyptian Ministry of Planning and Economic
Development created a performance system
that is aimed at measuring the performance

of the State administrative apparatus at

the governorate level using qualitative and
quantitative key performance indicators on the
planning, monitoring and evaluation phases.

(b) Financial inputs mobilized for localization

Several financial resources have been used

to empower localization in Egypt. Central
government transfers, government investment
in the SDGs at the governorate level (see
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chapter 6 and the funding formula), subsidies,
grants, social benefits (see chapter 4 on the
Takaful and Karama programmes) and Egyptian
mega projects.

(i) Central government transfers: government
budget allocated to local administration

Government budgets are at the core of
sustainable development and are the most
powerful economic tool the Government has
to meet its people’s needs. The national SDG
performance depends on the budget as even
the most well-rounded public policy has a
minor impact on the relevant Goal until it is
matched with sufficient public resources to
ensure its effective implementation.

Government expenditure indicates the extent
of (fiscal) decentralization because it is
generally measured using the ratio of local
revenue to total public revenue and/or the
percentage of local expenditure to total public
spending. Data indicate that, on average,
developed countries have a higher level of
decentralization than developing countries.?’
The budget spending of the Egyptian
Government can be divided into three main
components.

The administrative apparatus consists of

34 ministries and sovereign bodies. There
are approximately 161 service bodies of the
ministries. The local administration consists
of the 27 governorate offices and the service
directorates.

According to the Ministry of Finance, the
budget for the fiscal year 2020/21 amounted to
LE 1.713 trillion, as shown in figure 148. A total
of LE 1.327 trillion was allocated to the central
Government’s administrative body, accounting
for 77 per cent of the total budget, and service
bodies distributed LE 214.9 billion, or 13 per
cent. In contrast, the local administration was

allocated LE 171.6 billion, accounting for 10 per

cent of this budget.®?

Putting this in perspective, the subnational
government expenditure in OECD countries
accounted for 16.2 per cent of GDP and 40.4
per cent of total public spending in 2016. Such
expenditure represented 19.2 per cent of GDP
and 50.0 per cent of public expenditures.®

An example of another relatively centralized
country is Slovenia, where 23 per cent of

total public spending was local government
expenditure (municipalities) in 2019 and the
rest was central government expenditure.®The
expenditure of Egypt on local administration is
therefore considered to be at the lower end of
the spectrum.

As a result of the country’s highly centralized
system, data on the local governorate level is
relatively scarce. The breakdown of budgetary
data at the governorate level is unavailable.
The local administration budget (figure 149)
shows that a significant portion of the budget
per governorate goes to public sector wages,
which accounts for 75.3 per cent. The allocated
number of local investments for which local
governorates are responsible and that could
be directed towards improving public services,
such as education, health and utilities, which
are crucial for achieving SDGs, received less
than 13 per cent in the 2020/21 budget.®®

A significant portion of the budget per
governorate goes to public sector wages,
which accounts for

715.37%

ri)j
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Figure 148: Government budget of Egypt (2020/21)
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Source: Ministry of Finance, Egypt (2020). National Budget FY 2021/2020.

Nevertheless, it is essential to note that, while this
public expenditure reflects a level of centralization
and the efforts needed to achieve localization, it
does not reflect all spending on SDGs at the local
level. For instance, a sizeable share of chapter 6 on
the administrative body of central government and
public service bodies deals with capital projects
that support local administration.*® The allocation
of the entire budget to the central government and
ministries primarily serves the SDGs as well, albeit
at the national rather than governorate level.The
entitlements included in the Egyptian Constitution
are to enhance the financing of health and
education services at all stages and in scientific
research, and they support the provision of the
financial resources necessary for the process.
Article 18 of the Constitution stipulates that the
State shall commit to allocating a percentage of
government spending to health that is not less
than 3 per cent of GNP, Articles 19, 21 and 23 also
stipulate the State’'s commitment to allocating no
less than 4 per cent of GNP to education, no less
than 2 per cent to higher education and no less

O
13%

administation

Cairo.

than 1 per cent to scientific research. Given the
importance of education and health services, the
constitutional entitlements pave the way for the
Egyptian Government to expand by increasing
allocations in these areas and raising the relevant
indicators at the local level.

(ii) Government investment in Sustainable
Development Goals at the local
governorate level

When analysing public spending on the SDGs
in Egypt, it is clear that Egypt addresses SDGs
through central spending, as only a tiny portion
goes to local investments in the distribution of
the local administration budget. The degree to
which central spending achieves local needs is
therefore crucial to achieving the SDGs. There
are two key steps to estimating public spending
on the SDGs. The first is to identify sectors

and forms of public expenditure that can be
considered related to the SDGs. The second is to
identify relevant sources of data.
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Figure 149: Distribution of local administration (2020/21)
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Source: Ministry of Finance, Egypt (2020). National Budget FY 2021/2020. Cairo.

Looking at the general expenditure in the
government budget in Egypt, government
spending is divided across six chapters, defined

by the Ministry of Finance: (1) wages and
compensation of employees; (2) the purchase

of goods and services; (3) interest; (4) subsidies,
grants and social benefits; (5) other expenditure;
and (6) the purchase of non-financial assets
(investments). The two chapters that have the most
impact on the SDGs are chapter 4 on subsidies,
grants and social benefits and chapter 6 on the
purchase of non-financial assets (investments). This
analysis is therefore focused on chapter 6 in this
section and on chapter 4 in the next section.

The total government investment in chapter 6 of
the budget reached LE 273 billion in the 2020/21
budget.®” Figure 150 shows that the two urban
governorates that received the largest amount

of financing from government investment are
Cairo, which received 11 per cent, and Giza, which
received 7 per cent of the total amount.

Following the budget system’s hierarchical
structure, any need or spending request
identified at the lowest level must be passed

R_” A
O g

10.22%

Purchase of
goods and services

1.13% | 0.35%

Other | Support, grants,
expenses | social benefits

Interest

from the village to the district to the governorate
before being including in a budget request.
Ultimately, budget ceilings and requests from
governorate directorates are determined by

the Ministry of Finance and approved by the
Cabinet and Parliament as part of the annual
budget process.* According to Law No. 70/1973
on preparing the plan and following up on its
implementation, the Ministry of Planning and
Economic Development is the entity in charge

of organizing and supporting the economic and
social planning process. It is therefore responsible
for distributing the budget under chapter 6 at both
the governorate and ministerial levels.

According to the Ministry of Planning and
Economic Development, chapter 6 investments
primarily serve the SDGs under three categories:
(1) main infrastructure, (2) human development
and (3) regional planning. Accordingly, the
Ministry could facilitate localization and provide
support for development programmes and plans
to achieve the SDGs at the local level identified

in the intervention logic. This can occur through
the effective and optimal allocation of investment
resources in line with local needs and governorate



priorities. The requests for investments included
in chapter 6 of the budget have long depended
primarily on the claims of the governor or
minister, negotiation skills and awareness of the
governorate’s needs and capabilities. This has
achieved little in the way of alleviating poverty in
impoverished areas and reducing development
gaps between governorates.

Given the government commitment to localization,
the Ministry has recently been moving to introduce
the country’s funding formula to ensure that
budgetary allocations reflect the priorities of

local communities. Within the standards setting
committee for the distribution of local development
investments, a financing equation was developed
to distribute investment in 27 governorates.The

Figure 150: Local governorates’ share of adjusted government investments (2020/21)

formula ensures that budgetary allocations reflect
the priorities of local communities. This formula is
a step towards fiscal decentralization, attending to
the main feature of the concept: “finances follow
functions™ The funding formula takes into account
several variables determined by the standards
setting committee to reflect the development status
of the governorate:

e The average share of the governorate in the
total treasury investments directed to local
development programmes (percentage).®

e The share of the governorate’s population out
of the entire country’s population.

e The governorate’s poverty rate.

e The governorate’s location (border or non-
border governorate).
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Figure 151 shows a considerable change in the
amount and distribution of chapter 6 funding for the
27 governorates following the introduction of the
funding formula (reflected in the 2020/2021 budget).

(iii) Subsidies, grants and social benefits

Chapter 4 of the government budget contained
allocations for subsidies, grants and social
benefits, which accounted for LE 326 billion in
the budget for the 2020/21 fiscal year. While
information on the distribution of this sum at the
governorate level is unpublished, 18 per cent of
the amount, or LE 57.9 billion, goes to the Takaful
and Karama programmes, which is distributed

at the governorate level and forms part of the
resources allocated at the local level. The Takaful
and Karama conditional and unconditional cash
transfer programmes are among the country’s
most significant human capital development
investments, targeting many SDGs, most notably
SDG 1.The programme is built on the premise
that investing in people through nutrition, health
care, quality education, jobs and skills is key

to ending extreme poverty and creating more
inclusive societies. By analysing the programme’s
per capita spending at the governorate level,

figure 152 shows that the governorates of Upper
Egypt, which suffer from some of the country’s
highest poverty rates, receive the largest per
capita support from the programme.

(iv) Megaprojects to localize the Sustainable
Development Goals

The term “megaproject” refers to a project with a
greater magnitude of aspiration level, size, actor
involvement, implementation time, complexity and
impacts. Investment in infrastructure megaprojects
creates and sustains employment, uses many
domestic inputs relative to imports, improves

66

The Ministry has recently

been moving to introduce

the country’s funding formula
to ensure that budgetary
allocations reflect the priorities
of local communities

Figure 151: Government distribution of investment under chapter 6 of the budget before and after the funding formula,

in billions of Egyptian pounds
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Figure 152: Per capita allocation of Takaful and Karama cash transfers at the local level
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productivity and competitiveness, provides
consumers with higher-quality services and
improves the environment when using eco-friendly
materials. Four “sublimes” induce investment in
megaprojects. According to Flyvbjerg, the first
sublime is technological, being the excitement
engineers and technologists feel in pushing the
envelope for what is possible in “longest-tallest-
fastest” types of projects.*’ The second is the
political sublime, the rapture politicians experience
from building monuments to themselves and

for their causes, as well as from the visibility this
generates with the public and media.The third is
the economic sublime, the delight businesspeople
and trade unions feel in making lots of money

and jobs from megaprojects, including money
made for contractors, construction and transport
workers, consultants, bankers, investors,
landowners, lawyers and developers.The fourth

is the aesthetic sublime, the pleasure designers
and people who love good design experience from
building and using something substantial that is
also iconic and beautiful. According to Sankaran
and others, megaprojects could be a sustainable
development tool if the “sustainable sublime”

is introduced.?? The sustainable sublime would
deliver megaprojects aligned with government
SDGs targets. In the case where the sustainable
sublime is linked to localization, the optimal effect

on accelerating the SDGs is achieved to help meet
the targets and provide large-scale benefits.

Since 2015, the Government of Egypt has embarked
on several national megaprojects that aim to
enhance the competitiveness of the economy,
create employment opportunities and attract foreign
and domestic private investments, while driving
growth in critical sectors, including transport and
infrastructure, building and construction, tourism,
telecommunications, renewable energy and the
development of the Suez Canal.

According to the national projects investment plan
2020/21, issued by the Ministry of Planning and
Economic Development, Egypt currently has

25 megaprojects underway, with a total budget of
LE 163 billion.*?

The analysis of the megaprojects across
governorates is focused on 21 of the

25 megaprojects that are linked to a precise
geographical distribution. If no details are
available on the share of government benefiting
from investment, the investment is distributed
equally across the governorates targeted.

Figure 153 shows that investment in megaprojects
is unevenly distributed and that some
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governorates receive higher-value projects than
others, with the Greater Cairo area being the
primary recipient and Cairo receiving the largest
share, amounting to LE 28.4 billion.

From a localization perspective, the location-
specific megaprojects capitalizing on the
governorates’ comparative advantage have the
highest spillover effect. Megaprojects in Egypt
can therefore be divided into two types.The
overarching megaprojects spread over most
governorates concern the establishment of the
country’s infrastructure, such as the national
project for social housing and the national road
network.The second type concerns location-
specific projects, such as fourth-generation cities,
local development in Upper Egypt (Sohag and
Qena), the civilization museum and Damietta
Furniture City, which addresses a somewhat more
localized agenda for governorate development.
Location-specific projects account for 30 per cent
of the total budget of megaprojects and play a
prominent role in developing the areas targeted.
The megaprojects are focused on specific SDGs, as
shown in figure 154. For that reason, introducing
the sustainable sublime to the megaprojects would
contribute to achieving the SDGs at the local level.

4. Phase three of intervention
logic: the effect on Sustainable
Development Goals at the local
governorate level

Following the intervention logic, this section
examines the current situation of indicators
to measure the effect of the previous phases
on SDG output at the governorate level.

This section is focused on SDG 1, as it is

the main focus of current national plans and
programmes. Considerable financial resources
are currently directed to SDG 1, mainly
through the presidential Haya Karima initiative
and the Takaful and Karama programmes. It

is directly included in the funding formula
created to handle government investments

in governorates. SDG 1 is measured using
twelve indicators worldwide; Egypt reports

on two of these indicators, only one of which
has a target for 2030. In the 2021 VNR, SDG 1
progress is presented with reference to: (i) the
proportion of the population living below the
extreme poverty line, (ii) the proportion of the
population living below the national poverty
line, (iii) the proportion of the population



covered by social protection systems (Takaful
and Karama), (iv) the proportion of the
population living in households with access
to basic services (electricity, clean water and
sanitation), and (v) the proportion of total
government spending on essential services
(health, education and basic services). To
analyse the effect of current actions and
resources on local indicators, this chapter will
focus on performance at the local governorate
level of the indicator on the proportion of the
population living below the national poverty
line.** This is the indicator under which Egypt
announced its target to reduce poverty by half
between 2016 and 2030. The poverty rate can
be considered a lagging indicator; it reflects
the effectiveness of all leading policies that
directly affect the progression of the poverty
rate in each governorate.

Figure 154: Megaprojects and the Sustainable Development Goals at the governorate level

The poverty rates calculated from the Household,
Income, Expenditure and Consumption Survey
show an increase in the national poverty rate
from 27.8 per cent in 2015 to 32.5 per cent in 2017.
Figures 152 and 153 show the 2015 and 2017
poverty rates for 22 governorates. Port Said and
Assiut witnessed the minimum and maximum
poverty rates in both years, respectively. The
range of the poverty rate was almost the same
across governorates. The poverty rate variance

in 2017 (285) was lower than in 2015 (353).
Governorates appeared to be more dispersed on
the lower poverty spectrum in 2015, while they
were more disbursed across the average range in
2017. This indicates an increase in poverty; more
governorates moved from the lower to

the moderate spectrum. Moreover, the
governorates of Upper Egypt remained in the
highest poverty spectrum.
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Figure 155: Goal 1 at the local governorate level — proportio

n of the population living below the national poverty line (2015/16)
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Figure 156: Goal 1 at the local governorate level
(2017/18) (percentage)

—the propo

zation and Statistics, Egypt.

rtion of the population living below the national poverty line

80 — 8 E
70 Lowest poverty Average poverty Highest poverty
rate spectrum rate spectrum rate spectrum

60
8 50
© i :
= g E
S 40 |- :
> H H
= : :
2 30 - :
o H H
o g g
20 - :
ol | II
0 I ‘ :

RO RN & . @ & e S O L@ 2 ¢ * & & L & S &

P ¥ & S & S SR & & S > & & & $& & & 5 S

&~ & & & @ 3 & & IS Q N & § N S S W $ o G

S S & &P S & ¢ @ N & voe v

%'sb\«
Governorates

Source: Author, based on data from the Central Agency for Public Mobilization and Statistics, Egypt.

Figure 157 presents the change in the poverty rate
at the local governorate level from 2015 to 2017
Eight governorates improved: Damietta, Kafr el-
Sheikh, Gharbia, Beni Suef, Fayoum, Sohag, Qena
and Aswan.The most significant improvement
appeared in Qena where the poverty rate decreased
by 16.6 percentage points. In contrast, the rest of the
governorates experienced an increase in the poverty
rate. Beheira had the worst increase in poverty rate,

rising by 24 percentage points from 23.7 per cent in
2015 to 47.7 per cent in 2017. Peripheral governorates
accounted for a striking 51.5 per cent of the 2017
national poverty rate.* The situational change for
these governorates remains unclear, however,
owing to incomplete data. Comparable data on the
poverty rates of peripheral governorates in 2015 and
their local SDG targets are missing from the Baseera
report estimates as well.



Figure 157: Change in poverty rate (Goal 1) at the local governorate level, in percentage points, (2015/17)
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Figure 158: Goal 1 —the calculated gap between the actual 2017 poverty rate and the 2030 target, at the local governorate level
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Government intervention and investment
through the funding formula is focused on the
governorates with the highest poverty rates.
Such an approach could be for two reasons: the
target of leaving no one behind and the fact that
governorates with high poverty rates generate a
higher return on spending, which translates into

a lower national poverty rate, as shown
in the case of the governorates of Upper Egypt
in particular.

Some high-poverty governorates such as
Assiut and Luxor have received high levels
of government investment; however, they
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also experienced an increase in poverty rates
(figure 157).This indicates the importance of
interventions targeting poverty, rather than simply
financing interventions.

There are fewer than ten years until the end

of the 2030 Agenda, and progress at the

local level is still critical to achieving national
commitments. There were severe gaps between

the Goal 1 governorate targets* and the actual
2017 poverty rates at the local level (figure 158).
Most governorates, except Gharbia, appear to
be far behind in achieving the 2030 target; nine
governorates have witnessed an increasing
trajectory in the poverty rate even though

their poverty rate decreased in 2017. They are
Damietta, Kafr el-Sheikh, Gharbia, Beni Suef,
Fayoum, Minya, Sohag, Qena and Aswan.

D.Conclusion and policy recommendations

While government commitment, actions and
spending are increasingly directed towards the
SDGs, there remains a pressing need to tackle the
difference between performances of governorates
at the local level. The analysis of localization in
Egypt using the intervention logic sheds light

on a significant gap between de jure localization
and the reality on the ground. The empowerment
of governorates requires several well-integrated
policies and actions to accelerate local autonomy
to achieve national SDG-related ambitions.
Generally, localization is more successful when
backed by a clear national localization strategy
and the empowerment of local governments in
terms of their actions, capacities and resources.
Empowered communities can have an impact

on their communities’ priorities and needs
through autonomous local planning, budgetary
allocations, implementation and monitoring. The
capacities and resources of local communities
are the most critical dimensions for local
development. In all regions around the world,
especially in developing countries, the cumulative
shortfall of local financing for services and
infrastructure constitutes a crucial problem for
localizing the SDGs. Empowered local units with
ownership of local SDGs, adequate capacities
and the allocation of financial resources enable
them to accelerate SDG progress to achieve

local SDG-related ambitions and further the
international commitments of countries. The
Egyptian governments have implemented several

commendable initiatives in collaboration with
other stakeholders to provide local areas with the
necessary financing and capacities.

While these attempts appear to be scattered

in the short term, the Government is moving
towards consolidating efforts to direct
progress. Nevertheless, integration with the
local public administration units that should

be held accountable for the entire process

of local development is yet to be achieved. It
remains challenging and costly for a centralized
country such as Egypt to reform local public
administration, which has been a reason for the
incomplete decentralization attempts.

The Government is currently consolidating its
efforts to customize its approach to suit its own
unique context and challenges properly. In line
with this, an integrated programmatic process
(figure 159) that includes four accelerators

for localizing the SDGs is recommended.

The accelerators are well-integrated policies
and governance between government tiers, a
refined financial ecosystem, multi-stakeholder
engagement and measuring effects and digital
ecosystems. These four accelerators are
particularly striking in the context of the global
and national commitment to leave no one behind
in order to ensure inclusive development. They
are also applicable in various local communities
with different socioeconomic contexts.



Figure 159. Accelerators for localizing the Sustainable
Development Goals in Egypt
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1. Well-integrated policies and
governance

The 2030 Agenda has acknowledged that whole-
of-government and whole-of-society approaches
are essential for the achievement of the SDGs.
Developing a thorough set of linkages between
subnational, national, regional and global
governance arrangements is essential to avoid
overlap and ensure policy coherence for the
effective achievement of the SDGs.

The Egyptian Government has implemented
several commendable initiatives, in collaboration
with other stakeholders, to provide local areas
with the necessary financing and capacities. As
previously mentioned, however, these attempts
are fragmented and not well-integrated with
local public administration units. A well-tailored
arrangement for multilevel governance based
on the principles of subsidiarity and respect for
local autonomy can better facilitate successful
localization. Such an approach is crucial to
developing the notion of local ownership of the

SDGs. Although adequate resources and means
of implementation remain a problem in efforts to
accelerate localization.

2. Refined financial ecosystem

Implementation of the SDGs will cost between
$50 trillion and $70 trillion over the next ten
years (2020-2030).#” The estimated financial gap
is around $2.5 trillion per year in developing
countries.”® Under the Addis Ababa Action
Agenda, United Nations Member States

have committed to the effective financial
empowerment of local governments in order to
achieve the SDGs; however, there is a serious
mismatch between the local SDG targets
(responsibilities) and the revenues allocated to
local governorates, as shown in the previous
analysis of Egypt. Localizing the SDGs requires
effective planning by local governments to ensure
that budgetary allocations reflect the priorities of
local communities.

This must take place while identifying and
capitalizing on the comparative advantage of
each governorate. During the past two years,

the Egyptian government has begun to align
national financing and planning with local

needs to achieve national goals 2030. It is in the
process of preparing competitive indicators at
the governorate level. India presents a pioneering
model for an efficient financial environment

that supports the localization of the Sustainable
Development Goals.*® India is a federal union
comprised of 28 states and 8 union territories.
Every state has crafted its own action plan for
coherent achievement of the SDGs, including
Haryana State.®® Haryana is a pioneering example
of budget allocation linked to its 16 local SDGs
(box 7). The highest budget shares go to Goals 10,
9 and 7, respectively, based on local priorities and
in accordance with its national strategy. Haryana'’s
practice provides essential lessons for successful
and inclusive SDG implementation strategies that
are relevant to the Egyptian governorates at all
decision-making levels within society.
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Box 7: Local budgeting for the Sustainable Development Goals in Haryana State, India

Haryana is a State located in northern India that had a population of over 28 million in 2021.
The State provides lessons on how to make the SDGs successful, inclusive and local.

In 2017, the Government of Haryana published its Vision 2030, which was aligned with the SDGs. In 19/2018, the State government carried out a detailed assessment of its budgetary
allocations towards these goals, as shown in the figure. The state distributed the planned budget to ensure achievement of the SDGs under the existing schemes and further determined
the amount provided to certain projects that have been mapped out to achieve specific SDGs.

06- Clean water and sanitation @ 11- Sustainable cities
and communities

01- No poverty

@ 02- Zero hunger 07- Affordable and clean 0%  12- Sustainable consumption

energy and production

@ 03- Good health
and well-being

08- Decent work and @ 13- Climate action
economic growth

@) 15- Lifeonland

04- Quality of education 09- Industry, innovation

and infrastructure

05- Gender equality 10- Reduced inagualities @ 16- Peace, justice and

strong institutions

Source: Government of Haryana, India (2018). Sustainable Development Goals Budget Allocation 2018—19. Haryana Department of Economic and
Statistical Analysis.

Mobilizing financial resources became more The previous analysis showed the changes
pressing with the outbreak of COVID-19. Local in the allocation of financial resources in the
governorates became obliged to invest in measures 2020/21 budget allocation. It is recognized

to increase resilience to protect against future that the scale of investments needed in
shocks. Tremendous efforts are needed to estimate infrastructure and service provision at the

the actual costs of the SDGs and the financial gaps governorate level require the contributions

at the governorate level. Furthermore, the Egyptian of all stakeholders, in particular the private
Government needs to ensure that local communities sector. The next step should be strengthening
and governorates receive adequate funding from local own-source revenues and allowing more
diversified financing sources to achieve local SDG governorate access to innovative financing
targets by 2030. mechanisms (figure 160) to fill in the financing

gap at the local level.
In 2019/20, the Government announced and

successfully implemented the new citizen Additional efforts should be taken to capture the
investment plan and the funding formula to value added of local land, which improves the local-
improve the structuring of intergovernmental land-based financing mechanism and raises local
transfers in order to reduce inequalities in the revenue from user charges, such as developers,

governorates, especially in regard to Goal 1. private individuals and the business sector.



Figure 160. Financial resources mobilized at the local level

Figure 161. Green, social and sustainable bonds
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Local revenues could be enhanced by
identifying the local economic sectors that

are generating revenue based on the local
comparative advantage and develop a tailored
local investment plan accordingly. Egypt has
recently been working on localizing sustainable
development through creating a competitive
indicator for governorates to achieve inclusive
growth and sustainable and balanced
development, as one of the core pillars of the
Egypt Vision 2030.

Reshaping the fiscal policy could create

an additional source of local finance. The
application of incentives and disincentives,
such as carbon taxes and optimum pricing
strategies, also ensures a fair share of taxation
of natural resources.

Furthermore, innovative financing mechanisms
are tools for mobilizing public, private and
capital market funds to finance local SDGs. These
tools include the energy performance contract,
municipal development funds, improved access
to borrowing, green and SDG bonds and/or
sukuk, access to climate funds and blended
finance mechanisms.

Green bonds enable capital-raising and investment for new
and existing projects with environmental benefits.

Social honds are use of proceeds bonds that raise funds
for new and existing projects with positive social outcomes.

Sustainability bonds are bonds where the proceeds will

be exclusively applied to finance or refinance
a comhbination of both green and social projects.

Source: Author.

The cities of Boston and Graz have used

the self-financing model under the energy
performance contract to improve local energy
efficiency and resilience. In India, the Ministry of
Housing, Utilities and Urban Communities has
established a state-level finance development
funding scheme to provide credit enhancement
to some local governments to allow them

to access bond markets. In Micronesia, an
assessment has been conducted to help the
country to access and secure climate change
and disaster risk financing from external
sources. Moreover, national and subnational
development banks and development financial
institutions could mobilize additional funding
for local development. Examples of such funds
are found in Bangladesh, Cameroon, Colombia,
Morocco and the Philippines.®'
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Many countries have established national green,
social and sustainability bond and/or sukuk
guidelines and regulations (figure 161) that are
mostly aligned with the International Capital
Market Association Green Bond Principles.5?

The city of Malmo issued green bonds in

2017 to finance projects targeting climate
change mitigation and adaptation and local
environmental protection. In 2020, West
Berkshire Council launched the first local
government green bond in the United Kingdom
to fund local solar panel installations. In 2017,
the renewable energy group Tadau Energy
issued the first green sukuk to finance its
50MW solar photovoltaic power plant in
Malaysia. Indonesia issued green sukuk worth
$1.25 billion in 2018 and $750 million in 2019
to fund environment-related projects. In 2019
Majid Al Futtaim of the United Arab Emirates
raised $600 million with the region’s first
corporate green sukuk. It was followed by a

1 billion euros ($1.12 billion) green sukuk by
the Saudi-based Islamic Development Bank to
finance renewable energy, green transport and
pollution control.

On 11 October 2019, the first sustainability
sukuk was issued by Edra Solar to refinance
the construction costs of its 50MW solar

power plant in Malaysia, which also included

a social component, namely land set aside for
agricultural use by local farmers. HSBC Amanah
Malaysia Berhad issued the first SDG sukuk

in September 2018 to finance specific SDGs,
namely good health and well-being (SDG 3),
quality education (SDG 4), clean water and
sanitation (SDG 6), affordable and clean energy
(SDG 7), industry, innovation and infrastructure
(SDG 9), sustainable cities and communities
(SDG 11) and climate action (SDG 13).

Blended finance is an innovative financing
approach that aims to attract commercial capital
towards projects that contribute to sustainable
development while providing financial returns
to investors.

As shown in figure 162, blended finance
includes different tools to use public and
philanthropic funds to leverage private sector
investment. A local currency guarantee is an
example of blended finance that is intended
to make local currency financing more
accessible for investors. Several programmes
target local currency financing, including the
“local currency lending in sub-Saharan Africa
programme” (managed jointly by KfW Group
and the African Development Bank) and the
African Local Currency Bond Fund (managed
by KfW Group).

Digital uprising is transforming blended finance
solutions. Energy service companies use digital
pay-as-you-go solutions as a new, rapidly
growing method of blended finance. In some
developing countries, energy service companies
became the primary recipients of on-balance-
sheet concessional lending, enabling follow-on
investment by domestic financial institutions

or international impact investors. Innovations

in financial services and banking have made it
possible to mobilize and channel informal savings
into the formal financial system on a large scale.
Digital technology can facilitate the reinvestment
of savings into long-term local investments to
improve local SDGs and well-being.
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While government
commitment, actions and
spending are increasingly
directed towards the SDGs,
there remains a pressing

need to tackle the difference
between performances of
governorates at the local level.



Figure 162. Blended finance
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Source: Organization for Economic Cooperation and Development (2018). The next step in blended finance: addressing the evidence gap in development
performance and results. Workshop Report for the OECD DAC Blended finance principles for unlocking commercial finance for the SDGs. Copenhagen, 22 October.

3. Multi-stakeholder
engagement

According to the intervention logic approach,
identifying local targets is a critical step
towards localizing the SDGs. Nevertheless,
ownership, local accountability and the efforts
of local institutions are the primary enablers
in being able to successfully play a role in
accelerating the 2030 Agenda. Local targets
are best owned by relevant stakeholders, who
plan and execute a local action plan to achieve
the set targets. Promoting local ownership of
national strategies is vital. If local and regional
governments have a sense of ownership of
the SDGs and a role in determining their roles
and responsibilities, their involvement in
implementation will be greater. Owners will
work for and celebrate success. Voluntary local
reviews are drivers for transformation and
robust processes towards localized sustainable
development. Local reporting engages people
more directly than national reporting can. It is
therefore important to increase joint ownership
of the universal development agendas at all
levels and increase the availability of localized
data for SDG monitoring.

4. Measuring effects and digital
ecosystems

Measuring the impact of interventions on the SDGs
targeted by governorates is crucial for successful
localization. The governance model should

shift from simple outlay reporting to detailed
reporting on the public money spent on various
development projects, the delivery of government
services and the creation of infrastructure in each
fiscal year. Moreover, it would identify the short-
term and long-term impacts on the well-being of
local citizens. Local governorates would thereby
have a better understanding of all government
welfare and development activities among all local
stakeholders, have an integrated SDG achievement
tracker at the local level and provide the central
Government with local governorate progress on
achievement of the SDGs.

Localization of the SDGs would therefore be
enabled through the effective planning of

local governments by ensuring that budgetary
allocations reflect the priorities of local
communities. This could be used further as a cost-
benefit analysis tool to rebalance and sharpen the
policy portfolio and fiscal assignments.
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Table Y'Y. Examples of how government spending leads to output, outcomes and the achievement of the Sustainable Development Goals

Public spending under various development and welfare schemes

Output Outcome

Relevant SDG

Workshops conducted
for creating awareness
on maternal health

Change in maternal mortality ratio and infant mortality rate

SDG 3: Health and well-
being

Skills training courses
conducted

Youth attended and received certification, which led to improved
employment

SDG 8: Decent work and
economic growth

Number of trees
planted as part of
the project to create
agreen beltin urban
areas

Increase the green cover for improvement in the environment and to
check air pollution

SDG 15: Life on land

15 per cent additional
subsidy for protected
cultivation

Make diversified farm activity profitable for farmers through sustained
and advanced technologies

SDG 2: Zero hunger

Source: Government of Haryana, India (2020). Budget 2021-22: Output Outcome Framework Report. Haryana Finance Department.

Haryana has given another excellent example
of citizen-centric governance by introducing

the output-outcome framework for its 2020/21
budget.®® This framework has been adopted

by the Government of India and other State
governments to acquire greater transparency

in financial outlays, targets and development
outcomes under different development and
welfare schemes. Outputs identify the products,
capital goods and services resulting from local
government work under various schemes.
Outcomes are the progressive development
changes that the outputs are likely to produce in
the medium to long term. Table 32 explains how
government spending leads to output, outcomes
and the achievement of the SDGs.

The output-outcome framework has changed
Haryana’s focus from money to achieving local
SDG outcomes. The output-outcome framework
report of Haryana State for the 2020/21 fiscal
year covered development and welfare schemes
from 37 departments, 95 per cent of its total
development expenditure. The report was

drafted through a series of interdepartmental
sessions to build awareness of the framework
and establish targets for departments that are
realistic, measurable and synchronized with

the planned budget. This report takes a clear

step towards linking schemes to SDGs. Every
operational development and welfare scheme® in
the state has been linked to one (or more) SDG to
map the contribution of scheme-level outcomes
to the achievement of the SDGs. Ultimately, the
Government of Haryana intends to use the output-
outcome framework in the future for cost-benefit
analysis as a dynamic tool for policy portfolio and
budgetary allocations.

It is essential for localization to have consistent
disaggregated data mapped to the 17 SDGs
and their indicators at the governorate

level. Efficient local monitoring systems
require local and national statistics systems

to provide adequate human, technical and
financial resources. Efforts are also needed

to bring about better collaboration between
governorates and national statistics offices



and a search for alternative systems. Systems
should be able to produce consistent data
related to the SDG targets and indicators.
Without these, national reporting processes will
lack a clear local perspective. They will tend to

5. Policy recommendations

Based on the information presented in this
chapter, the following policy recommendations
can be made:

Ensure multi-stakeholder engagement for
the ownership of local targets. Relevant
stakeholders best own local targets.
Promoting local ownership of national
strategies is therefore vital. If local and
regional governments have a sense of
ownership of the SDGs and a role in
determining their roles and responsibilities,
their involvement in implementation will be
greater. Owners will work for and calibrate
success. The Egyptian Government embarked
on producing governorate-level SDG
localization reports and is on the track to
produce human development reports at the
subnational level. Local human development
indicators will allow for monitoring progress
and achievement towards the SDGs at the
local level. This is a short-term goal.

Generate consistent, disaggregated data to
map localization to the SDG indicators at
the governorate level. Digitization creates a
potential for big data sets of indicators at the
local level. Efficient local monitoring systems
require local and national statistics systems
to provide adequate human, technical and

2 financial resources. Simultaneously, efforts
must include better collaboration between
governorates and national statistics offices
and a search for alternative systems that are
able to produce consistent data related to the
SDGs targets and indicators. Without these,
national reporting processes will lack a clear

ignore the real needs and aspirations of local
people, particularly the most vulnerable, and
fail to achieve aims to leave no one behind.
Digitization creates the potential for big data
sets for indicators at the local level.

local perspective and will tend to ignore the
real needs and aspirations of local people,
particularly the most vulnerable. This is a
short-term goal.

Adopt well-integrated policies and
governance. A well-tailored multilevel
governance arrangement based on the
principles of subsidiarity and respect for local
autonomy can better facilitate localization
success. Such an approach is crucial to
develop the notion of local ownership of the
SDGs. This is a medium-term goal.

Establish a refined financial ecosystem for
localizing the SDGs. Localizing the SDGs
requires effective planning from local
governments' by ensuring that budgetary
allocations reflect local communities'
priorities. There is a need to consider
allocating the budget in a way that links
to the local SDGs. Simultaneously,
identify and capitalize on the comparative
advantage of each governorate based

on the local priorities that align with the
national strategy.

Ensure that local communities and/or
governorates receive adequate funding
from diversified financing sources to fulfil
the local SDGs targets. The next step should
be strengthening the local own-source
revenues and allowing more governorate
access to innovative financing mechanisms.
Reshaping the fiscal policy could create an
additional source of local finance. This is a
medium-term goal.

11
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Measure the impact of interventions in each fiscal year. Having an integrated

on the governorates' SDGs. Citizen- SDG achievement tracker that identifies
centric governance should be applied by the short-term and long-term impacts on
introducing the output-outcome framework local citizens' well-being would provide the
for the budget. Such a governance model central Government with information on the
shifts from simple outlay reporting to a progress made by local governorates on the
detailed reporting on public money spent SDGs.This is a short-term goal.

on various development projects, delivery
of government services, and infrastructure
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Decentralization in the Middle
East is seen as a profoundly
political process involving
many actors at the political,
institutional, technical and
cultural levels, as well as the
consideration of culture and
gender-related norms.
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Traditionally, the
development cooperation
landscape has been
dominated by OECD
countries, through the
Development Assistance
Committee.

TAT
(X

Background

The SDGs provide a compelling vision

of what is to be achieved, and the FFD
process offers an understanding of what
this vision requires in order to be realized.
Complementing this by addressing

how we partner and work together will
not only ensure that it is possible to
address the magnitude and complexity of
development challenges more effectively,
but also guarantee that it is done in a
faster manner.

In light of the prevalence of COVID-19,
OECD estimated that the SDG financing
gap in developing countries had widened
by 70 per cent, from a gap of $2.5 trillion
pre-COVID-19 to a 4.2 trillion financing gap
post-COVID-19 in developing countries.’
International development cooperation is
therefore considered critical in this last
decade to take action on the 2030 Agenda,
as its tools can contribute to absorbing
and recovering from macroeconomic
shocks or similar crises that are likely to
result in a decrease in external private
investment and remittances.



Traditionally, the development cooperation
landscape has been dominated by OECD
countries, through the Development Assistance
Committee. By transforming the development
paradigm towards higher productivity,
sustainability and private sector-led growth, new
development actors have emerged. The current
architecture of development cooperation includes

five main actors providing development finance
in the form of financial assistance and knowledge:
Development Assistance Committee countries,
non-Development Assistance Committee
countries working through development
cooperation, multilateral development partners,
the private sector and NGOs.?

Boosting partnerships with international
development partners offers an opportunity and
a platform to encourage the development of joint
solutions to shared challenges. Doing this in line
with the internationally agreed Effectiveness
Principles of the Global Partnership for Effective
Development Cooperation—ownership by
partner countries, a focus on results, inclusive
partnerships and transparency and mutual
accountability—will ensure that cooperation

will contribute to the central pledge of the 2030
Agenda of leaving no one behind.

In this context, this chapter discusses the role
of international development cooperation in
Egypt and its different tools in financing and
contributing to the SDGs.

A.Official development assistance

Traditionally, ODA has been almost synonymous
with development cooperation. This is because
the OECD Development Assistance Committee
defines the concept of ODA and the criteria for
its expenditure, and because it provides the
largest proportion of resources for development
assistance. While representing an important
source of FFD in developing countries, especially
for the least developed countries, the share of
ODA has been dwarfed over time compared to
other external sources. One reason is attributed
to the failure to achieve the United Nations target
of devoting 0.7 per cent of GNI of Development
Assistance Committee countries to ODA, as set
out in the Addis Ababa Action Agenda. In 2018,

total ODA from Development Assistance Committee
countries amounted to $153 billion, which is
equivalent to only 0.31 per cent of their combined
GNI.2 For the same year, total ODA to developing
countries fell by 4.3 per cent and the amount to the
least developed countries fell by 2.2 per cent.

This declining trend in global ODA and the failure
by many development partners to meet the

target of a commitment of 0.7 per cent of GNI as
ODA suggests that, in the current 2030 Agenda
framework, ODA volumes are not sufficient to
meet the development finance requirements
needed to achieve the SDGs or close the financing
gap. Nevertheless, strategic deployment of ODA
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Box 8: OECD Development Assistance Committee definition
of official development assistance

Official development assistance is defined as those flows
to countries and territories on the Committee’s list of 0DA
recipients and to multilateral institutions which are:

Provided by official agencies, including state and local
governments, or by their executive agencies; and

Concessional in character (i.e. grants and soft

2 loans) and administered with the promotion of the
economic development and welfare of developing
countries as the main objective.

Source: Organization for Economic Cooperation and Development
(2021). What is ODA? Available from: https://www.oecd.org/dac/
financing-sustainable-development/development-finance-standards/
What-is-0DA.pdf

can leverage additional private-sector inflows
and provide policy advice, as well as the support
required to achieve the SDGs.

1. Landscape of official
development assistance in Egypt

(a) Official development assistance volumes

In Egypt, there has been a decrease in volumes of
ODA since the 1990s, including during the early
years of the twenty-first century. This was partly a
consequence of the decision of the United States
to reduce its foreign assistance to Egypt by 5 per
cent annually from 1999 to 2009. In addition, the
change in the classification of Egypt from a low-
income country to a lower-middle-income country
has also contributed to decreasing volumes of
ODA. A severe decline followed between 2008 and
2010 and was mostly attributed to the cutbacks in
global ODA in general and in the ODA directed to
the MENA Region in particular in the aftermath of
the financial and Eurozone crises.

Figure 163 shows the net ODA levels in Egypt.*
The numbers show a notable surge between
2011 and 2014, especially in 2013. This increase
can be ascribed to the political instability and
the economic downturn that followed the 2011
revolution. It has led to a shift towards non-

traditional bilateral development partners in the
Gulf to bridge the financing gaps. This in turn has
increased levels of ODA dependency,® as reflected
in table 33, where the share of net ODA received
from central government expenses jumped from
0.9 per cent in 2010 to 5.9 per cent in 2013 and 3.5
per cent in 2014.This indicates that ODA serves
as an important source of development finance at
times of vulnerability to socioeconomic setbacks.

Figure 163. Net official development assistance received
from 1990 to 2019 in current United States dollars
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Figure 164. Official development assistance, total received in United States dollars and as a percentage of gross domestic product
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Table 33. Net official development assistance received,
as a percentage of central government expenses

Year 2010 2011 2012 2013 2014 2015
0DA as a percentage
of central 09 06 23 59 35 2.5
government expenses

Source: World Bank (2021). World Development Indicators database.
Available from https://databank.worldbank.org/source/world-
development-indicators. Accessed December 2021.

A closer look at the pledged amounts of ODA
during the period 2015-2019, as illustrated in
figure 164, shows that ODA has been maintained
at a steady level of around $6 billion.

In 2020, pledged ODA totalled $9.8 billion, with
$6.7 billion directed to sovereign sectors and $3.2

billion directed at financing to the private sector.®

(b) Official development assistance categories,
sources and cooperation trends

Disaggregating the ODA portfolio by category
over the period from September 2015 to June
2019 shows that Egypt mainly secured ODA
funds in two broad categories: concessional
loans and grants. As illustrated in figure 165,
trends show a very high share of concessional

loans compared to grants in the ODA received,
which accounted for only 9 per cent of the $21
billion of the total in signed ODA agreements
during the same period. A deeper dive into the
disaggregation shows that more than half of
these loans came from multilateral agreements
signed with development finance institutions,
whereas 33 per cent were received from bilateral
agreements, as reflected in figure 166.

Figure 165. Share of grants and loans (September 2015 to
June 2019)
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Source: Auhtor, based on data from periodic reports issued by the Ministry
of International Cooperation of Egypt in 2019.
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Figure 166. Disaggregation by financing source
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Source: Auhtor, based on data from periodic reports issued by the Ministry
of International Cooperation of Egypt in 2019.

The development partners of Egypt can be

split into two broad categories: multilateral

and bilateral development partners. The main
multilateral partners include the World Bank, the
African Development Bank, the European Union,
the European Investment Bank, the European
Bank for Reconstruction and Development,

the Islamic Development Bank, the Fund for
International Development of the Organization of
the Petroleum Exporting Countries and the Arab
Fund for Economic and Social Development.The
bilateral group includes traditional Development
Assistance Committee partners, such as Canada,
China, Finland, France, Germany, ltaly, Japan,
the Republic of Korea, Spain, Switzerland and
the United States. It also includes the Saudi
Fund for Development, the Kuwait Fund for Arab
Economic Development and the Khalifa Fund for
Enterprise Development.

Figure 167. Distribution of official development assistance
by top donors (September 2015 to June 2019)
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From September 2015 to June 2019, the World
Bank topped the list of development partners
(both bilateral and multilateral) by the total value
of signed ODA agreements, with 32 per cent. It
was followed by the African Development Bank,
Japan and the Saudi Fund for Development, each
with an average share of 8 per cent for the same
period, as shown in figure 167

Delving more into cooperation trends, table 34 lists
the main focus sectors and areas with some of the
key development partners in Egypt.The electricity and
energy sector, for example, appears as a focal area for
10 of the 14 listed partners, and housing and utilities is
explicitly mentioned for 7 development partners.The
clusters of these focal areas reveal a collective sense
of the bilateral and multilateral priorities for Egypt,

as will be further clarified in the next section on the
disbursement of ODA across different sectors.



Table 34. Cooperation trends with development partners

Development partner

Focus area for assistance
by the top sectors receiving loans and grants

World Bank Group

Electricity and energy, housing and utilities, social protection,
transport, health, education, small and medium-sized
enterprises (SMEs)

African Development Bank and its agency (African
Development Fund)

Electricity and energy, housing and utilities, health

European Investment Bank

Electricity and energy, transport

United States of America - United States Agency for
International Development

Trade and industry, education, utilities, health

Islamic Development Bank

Energy, agriculture

European Bank for Reconstruction and Development

Transport, electricity and energy, housing and utilities

The Fund for International Development of the Organization of
the Petroleum Exporting Countries

Electricity and energy, SMEs, agriculture, irrigation

France - The Government of France and the French
Development Agency

Transport, electricity and energy, health, housing and utilities

China

Trade and industry, education, transport

Spain - The Government of Spain and the Spanish Agency for
International Development Cooperation

Electricity and energy, antiquities, SMEs, housing and utilities

Germany

Electricity, utilities, micro enterprises and SMEs, education,
environment

European Union

Energy, education, environment

Italy

SMEs, environment, trade and industry, education

Source: Author, based on a review of the websites of the Ministry of International Cooperation of Egypt and its partners, as well as areas of joint cooperation
and the portfolio on ongoing projects financed with official development assistance (in number and dollar amount under the different sectors).

Whether cooperation is provided as grants or
concessional loans generally depends on the
nature of the project being supported and the
national development needs identified. Currently,
the documents for the medium-term sustainable
development plan and the government action
programme, for the periods 2018/19 and 2021/22,
specify those needs. A specific challenge here is
that the two documents list the needs, without
much articulation of priority sectors or areas
that may need external funds to be mobilized
and would benefit more from international
cooperation and ODA financing.The absence of
a prior clear-cut vision of needful sectors and
projects targeted for mobilizing external public
resources may hinder efforts to address the
financing gap in the most effective manner to
allow the delivery of development priorities.

In order to institutionalize the borrowing process,
the Prime Minister issued a Decree No. 2003 of
2018, stipulating the formation of a committee for
managing the public debt and organizing external
borrowing.This committee sets an annual ceiling
for external borrowing, receives the financing
needs of ministries and national entities, which
should be consistent with national objectives, and
identifies the financing gap and sources of finance
to be provided externally.

The selection of relevant development partners
to finance a specific project occurs by means

of consultations among the line ministry
seeking financing, the Ministry of International
Cooperation and the development partner that
would be involved in the initiation and planning
phase of the project. To ensure the national
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ownership and alignment of international
development cooperation with national priorities
and to identify medium-term cooperation plans,
the Ministry of International Cooperation regularly
develops national development cooperation
strategies with bilateral and multilateral
development partners. These strategies are
developed in a participatory and inclusive
manner, including relevant national stakeholders,
i.e. line ministries, national entities, the private
sector and NGOs. Consultations are also carried
out by the Ministry with other development
partners who operate within the same areas of
focus in the strategies to ensure synergies among
all actors.These national strategies are approved
by the Cabinet before they enter into force.

Meanwhile, in 2020, the Ministry of International
Cooperation launched multi-stakeholder platforms
as part of its new strategy for enhancing
development cooperation. These platforms act

as an engagement framework for regular and
interactive consultations with development
partners on sectoral and thematic focus areas
for development cooperation. They provide
opportunities for transparent and inclusive
country-led dialogue to guide development
cooperation and ensure alignment with national
sectoral priorities by engaging with different
development stakeholders including government
representatives, development partners, the
private sector and civil society.

The launch of multi-stakeholder platforms

as an institutional mechanism addressed the
previous challenge of consultations between
development partners and line ministries being
conducted on an individual basis rather than
through an integrated mechanism.They also
serve to encourage a more focused approach
with regards to ODA planning and utilization

that is aligned with the broader Egypt Vision
2030 and further guide the government’s specific
four-year sustainable development plan and
action programme. Moreover, they create a more
dynamic and results-oriented engagement to
enhance collaboration and discussions on sectoral

strategies in line with national development
objectives, as well as the international
overarching 2030 Agenda.

(c) Official development assistance use and
disbursement

Examining the use of ODA in Egypt, reports from
the Ministry of International Cooperation revealed
that, for the period between September 2015 and
June 2019, signed agreements amounted to $17.405
billion. Of this total, 31 per cent was directed to
general budget support, while the remaining 69 per
cent financed development projects.

As for the sectoral breakdown of ODA, figure

168 illustrates that economic sectors were top
among signed agreements with 24 per cent, 20
per cent and 13 per cent for the utilities, transport
and energy sectors, respectively, in the period
from September 2015 and June 2019. Important
social sectors like education, health and social
protection combined account for approximately
13 per cent of the signed agreements.

Figure 168. Sectoral breakdown of official development
assistance by signed agreements (September 2015 to
June 2019)
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In June 2020, the portfolio of ongoing
development projects, as shown in table

35, included 19 sectors, with a total of 313
development projects. Grant financing for these
projects account for only 17 per cent versus 83
per cent from concessional loan financing. This
ratio corresponds to the fact that ODA grant share
in middle-income countries is usually smaller
than in low-income countries. This explains why
the majority of grant financing is often channelled
into social sectors, as social sector projects do
not usually generate enough returns to be self-
sustaining. In contrast, economic sectors are
more often able to generate their own revenue
streams, as well as benefit from other methods of
financing (e.g. concessional financing).

As per table 35, economic sectors are receiving larger
shares of the total ODA; in particular, allocations

to housing and utilities, as well as the energy and
transport sectors are equivalent to a share of 61 per
cent of the total financing of the ongoing projects
portfolio. In contrast, social sectors, particularly the
education, health and social protection sectors,
receive 15 per cent of the total financing.

Table 35: Portfolio of ongoing projects by sector share,
in billions of dollars (30 June 2020)

Sector Value

Housing and utilities 5.792
Transport 4955
Energy 4.424
Education 2145
Petroleum 1128
Irrigation & water resources 0.952
Social protection 0.902
Health 0.806
Supporting MSMEs 0.674
Agriculture 0.557
Tourism 0.531
Environment 0.238
Other sectors 1.866
Total 24.971

Loans 20.734 | Grants 4.237

Source: Ministry of International Cooperation, Egypt. (2020). Annual Report
2020: Writing the Future. Cairo.

2. Aligning official development
assistance for the Sustainable
Development Goals

12

The 2030 Agenda has had a significant impact on
the set of national development priorities of many
countries, where Egypt was among the earliest to
translate the SDGs into a national vision in the form
of its Sustainable Development Strategy: Egypt
Vision 2030. With the adoption of this national
development vision in 2016 and in conjunction with
the increasingly complex and diverse development
landscape, development cooperation in Egypt
started to adjust to new demands to achieve
national and global development goals.

Efforts led by the Ministry of International
Cooperation, the government authority mandated
with overseeing international cooperation in

Egypt, began by adopting a new strategy that

is focused on three key pillars, as illustrated in

box 9.The prioritized pillars include enhancing

the effectiveness of development cooperation by
ensuring that ODA-funded development projects are
aligned with the national objectives stated in Egypt
Vision 2030 and that they also contribute to the
global SDGs. Consequently, in 2020, the Ministry of
International Cooperation carried out an extensive
ODA-SDG mapping exercise as a mechanism

for analysing the contribution of development
cooperation to the SDGs.The mapping is aimed

at identifying the alignment of current effective
ODA-financed projects with the SDGs at a granular
level to assess the extent to which development
cooperation funds in Egypt contribute to the
realization of the 2030 Agenda.

In this context, the exercise applied two mapping
methodologies: a general sectoral mapping
methodology and a more detailed project-focused
mapping methodology.” Both methodologies
enhanced understanding of the interlinkages and
connections between ODA-financed projects and
the SDGs. While sectoral mapping was able to link
sectors that benefit from ODA finances for a limited
number of SDGs at the national level, the project
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mapping approach was more comprehensive in
highlighting several thematic SDGs that may cut
across different sectors. Thematic goals include
Goal 1 on poverty, Goal 5 on gender equality and
Goal 10 on reduced inequalities, which are often
integrated into project activities but are hard to tie
to particular sectors.

Box 9: Pillars of the strategy of the Ministry of International
Cooperation

n Multi-stakeholder platforms for effective
cooperation

and ensure the optimal contribution of development

0DA-SDG mapping framework to identify targets
cooperation to the SDGs

Global partnerships narrative to push forward

towards the achievement of the SDGs and resilient
3 recovery with:

- People at the core

- Projects in action

- Purpose as the driver

Source: Ministry of International Cooperation, Egypt (2020). Annual
report 2020: Writing the future. Cairo.

By December 2020, the project mapping exercise
showed an alignment between the existing
portfolio of 377 projects, worth $25.662 billion
for both sovereign and private sector projects,

66

The current architecture of
development cooperation
Includes Development
Assistance Committee
countries, non-Development
Assistance Committee countries
working through development
cooperation, multilateral
development partners, the
private sector and NGOs.

and the 17 SDGS, as illustrated in figure 169.
These projects are implemented with various
development partners and cover nearly 20
economic, social and environmental sectors,
where over 50 per cent of the ODA allocation is
directed towards regions falling behind in order
to combat multidimensional poverty.®




Figure 169: 0DA-SDG mapping, December 2020
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Based on that exercise, an interactive map

(figure 170) was launched in 2020, reflecting the
distribution of ODA per SDG with specific project
details and geographical locations across Egypt.
Collectively, Goal 6 on clean water and sanitation,
Goal 7 on affordable and clean energy and Goal

9 on industries, innovation and infrastructure
received 62 per cent of the ODA financing. Goals
on education (Goal 4) and health (Goal 3) came in
fourth and sixth place, with 36 projects for each
and a percentage of the total ODA equivalent to
9.2 per cent ($ 2.3 billion) and 5.62 per cent ($ 1.4
billion) respectively, as illustrated in the figure 170.

Breaking down ODA by SDG is considered a
significant shift in ODA reporting, as it serves

as a mechanism and monitoring tool to track

the contribution of ODA to the achievement

of the SDGs in Egypt. On the one hand, it
strengthens communication and coordination
with development partners since their reporting

is linked to the SDGs, which in turn eases the
allocation of more ODA funds by focusing on
specific SDGs that are important to certain donors.
On the other hand, it allows the Government to be
informed of underfinanced areas in order to further
guide and improve the future allocation decisions
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for ODA and other concessional finance in a way
that can accelerate the implementation of the
ambitious 2030 Agenda.

Nevertheless, in quantity and nature, ODA alone
is not sufficient to reach the levels of financing
needed to achieve the SDGs. In light of this fact,
the role and future of ODA is changing. There is

a need to measure and leverage its development
impact as a critical source for FFD. This requires
further efforts and additional mechanisms,
beyond the mere identification of the financial
allocations directed to each of the SDGs, which is
provided by the mapping exercise.

At the forefront of these efforts is a push for more
use of ODA for catalytic purposes in order to
maximize FFD.The use of ODA to catalyse private
financing and mobilize additional resources in
alignment with national and global development
priorities has become a growing trend in
development cooperation that can deliver more
than just capital to contribute to the SDGs. In
addition, private sector actors working together
with the public sector on projects such as the
“Benban solar power project’, discussed in box
11, will leverage strengths from each sector in
ways that can solve persistent development
challenges. It is in this context that the Ministry
of International Cooperation collaborated with
different development partners, as will be
discussed in section C, to carry out an in-depth
study and map private sector financing to SDGs.
These collaborations were aimed at emphasizing
the positive role the private sector can play in
the development process and enhancing its
engagement in advancing the 2030 Agenda.

66

In quantity and nature,

ODA alone is not sufficient
to reach the levels of
financing needed to achieve
the SDGs.

Assessing the external development finance
landscape is also necessary to map the overall
external finance contributions to the SDGs in
Egypt and to further identify the extent to which
other development financing flows beyond

ODA can be accessed and mobilized. Such
assessments will inform the INFF, discussed in
chapter 3, and enhance the national development
cooperation policy. In this regard, the Ministries
of Planning and Economic Development,
Finance, International Cooperation and Social
Solidarity and the National Council of Women
are cooperating with UNDP to carry out a DFA
for Egypt. The assessment is expected to present
a comprehensive review of the development
finance landscape and an analysis for
international and external investment and ODA
pertaining to national strategy goals and the
SDGs, with a special focus on social protection.
Another area that requires attention relates to
enhancing the quality of the aid coordination
and management system, as part of the overall
development cooperation in Egypt, which will be
discussed in section F

B.Private sector engagement in development cooperation

The 2030 Agenda, the Paris Agreement and
the Addis Ababa Action Agenda all recognize
and call for a strengthened relationship

with the private sector to leverage technical

expertise and bridge the investment gap
between resources, which go far beyond what
government budgets, tax revenues and ODA
can provide.



1. Private sector engagement and
financing development needs

Private sector engagement is fundamental to
supporting and financing development needs in
order to meet the 2030 Agenda, where multilateral
development banks play an imperative role

by leveraging their resources to attract the
participation of private sector stakeholders.

Private sector engagement refers to initiatives
taken by financial development institutions

to mobilize financing from the private sector,
either through the involvement of the private
sector in the implementation and execution of
the development project or through the use of
funding provided by private financial institutions,
which is known as blended financing.

The working group of the Donor Committee

for Enterprise Development on private sector
engagement has identified these two specific
strategies for private sector engagement. The first
is engaging with primarily large and international
companies on equal terms to enhance the impact
of their core business on the SDGs, for example,
through the joint development and financing

of SDG-oriented business models or dialogue
platforms on responsible business practices.

In contrast, other approaches involving active
private sector participation focus more on local
business or local business associations and
government agencies, primarily to generate
inclusive and sustainable economic opportunities.
The second is engaging with the financial sector
to mobilize private finance for development, for
example, through blended finance instruments.

Blended finance is a tool for scaling up the
financial flows geared towards development
projects that are financed by international
development organizations, including multilateral
development banks and development finance
institutions. It is a mechanism that can increase
the impact of ODA flows by crowding in private
sector investments. By mobilizing private

investments, the impact of the development
projects is maximized and the value of the
contribution of ODA is clearly reflected in the
achievement of the SDGs.

The use of blended finance as a tool has grown
since the adoption of the Addis Ababa Action
Agenda. This type of funding is most relevant
for unlocking investments that the private sector
would not have made on its own in support of
national sustainable development priorities by
providing a degree of concessionality through
de-risking, public-private partnerships and credit
guarantees that make investing in development
projects attractive to the business sector.

It is estimated that $1.1 billion in concessional
finance mobilized about $6 billion between 2012
and 2018 to reach a total of $48.8 billion; however,
only 5.6 per cent of the total financing was
allocated to social sectors, while more than 55 per
cent was injected in energy and banking sectors
that are usually commercially profitable.®

The use of ODA as a tool to mobilize private
investments is critical, as the flow of ODA to
low- and middle-income countries has been
experiencing a decreasing trend since 2003.

As such, it is key to explore the possibilities of
increasing the effectiveness of blended finance
by identifying relevant policies that make it more
valuable in financing development by increasing
its interest in supporting social sectors to end
poverty and reduce inequalities. Nevertheless,
to achieve this objective, private sector investors
will need better information on opportunities
and assurance that these opportunities present
acceptable returns and risks.

For blended finance to work effectively, a common
policy framework and guidance are essential. In
line with the principles put forward in the Addis
Ababa Action Agenda, the OECD Blended Finance
Principles for Unlocking Commercial Finance

for the Sustainable Development Goals, stated

in box 10, is a policy tool for all providers of
development finance, including governments,
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development cooperation agencies, charities and
other stakeholders. These Principles serve as a

Box 10: OECD Development Assistance Committee blended
finance principles for unlocking commercial finance for the

call to action to deliver optimal blended finance

and to seize the opportunities that it brings for all.

OECD is further using these Principles to inform
key partners, such as the United Nations, the
European Union and the World Economic Forum,
on how to make progress with blended finance
best practices, including at forums such as the
G20 and Group of 7.

Sustainable Development Goals

Principle 1: Anchor blended finance use to a
development rationale

All development finance interventions, including
blended finance activities, are based on the mandate
of development finance providers to support
developing countries in achieving social, economic and
environmentally sustainable development.

Principle 2: Design blended finance to increase the
mobhilization of commercial finance

Development finance in blended finance should facilitate
the unlocking of commercial finance to optimize total
financing directed towards development outcomes.

Principle 3: Tailor blended finance to local context

Development finance should be deployed to ensure that
blended finance supports local development needs, priorities
and capacities in a way that is consistent with, and where
possible contributes to, local financial market development.

Principle 4: Focus on effective partnering for blended finance

Blended finance works if both development and financial
objectives can be achieved, with appropriate allocation and
sharing of risk between parties, whether commercial or
developmental. Development finance should leverage the
complementary motivation of commercial actors, while not
compromising on the prevailing standards for development
finance deployment.

Principle 5: Monitor blended finance for transparency
and results

To ensure accountability on the appropriate use and
value for money of development finance, blended
finance operations should be monitored on the basis of
clear results frameworks, measuring, reporting on and
communicating on financial flows, commercial returns as
well as development results.

Source: Organization for Economic Cooperation and Development
(2018). OECD DAC blended finance principles for unlocking commercial
finance for the Sustainable Development Goals. Paris.



2. Private sector engagement in Egypt

The private sector plays an imperative role in the
economy of Egypt, providing the largest share of
aggregate production (72.4 per cent of GDP for the
2019/20 financial year) and employment (74 per cent
of total employment)." Egypt Vision 2030 envisages
a key role for the private sector in realizing national
sustainable development priorities and contributing
to the necessary funding.

In 2018, the Ministry of International Cooperation
partnered with OECD to conduct an important
case-study on private sector engagement in
development in Egypt using ODA flows, as part
of OECD efforts to set international guiding
principles for private sector engagement. ' The
study examined a total of 277 PSE projects in
Egypt. Projects were drawn from the websites

of development partners and those provided by
the Egyptian government. These include those
financed bilaterally by providers from OECD
countries and multilateral development banks,
which together accounted for almost 80 per cent
of ODA in the country.”™ In addition, projects with
the top five United Nations institutions operating
in Egypt, as well as those with Brazil, China,
India, the Russian Federation, South Africa and
other key Southern partners were also included.
The findings showed that:

Private sector engagement through
development cooperation largely

comes from multilateral development
finance institutions, followed by bilateral
(Development Assistance Committee)
donors and their implementing agencies.

Large domestic private sector actors are
the most prominent partners in reviewed
private sector engagement projects (62

2 per cent of projects), followed by large
transnational companies (39 per cent).
Domestic MSMEs accounted for only
roughly 8 per cent.

For 77 per cent of projects examined,
private sector partners are recipients of
finance (47.3 per cent of projects overall,

3 including debt financing). Following this
role, they act as an implementing partner
(31 per cent), financier (or resource
provider, 25 per cent) or an on-lender to
MSMEs (20 per cent).

Finance represents the most common
modality for private sector engagement

in Egypt, where blended financing is used
for about 42 per cent of the implemented
projects. Capacity development was

the next most prominent modality of
engagement at 15.4 per cent (42 projects),
followed by technical assistance (9.2 per
cent, 25 projects), policy dialogue (2.9 per
cent, 8 projects), knowledge-sharing (1.1 per
cent, 3 projects) and research (1.1 per cent, 3
projects). In this context, 49 projects (17 per
cent) included more than one modality.

Sectors of focus in private sector
engagement through development
cooperation are finance, energy,
manufacturing and agriculture, accounting
for 32 per cent, 14 per cent, 13 per cent and
8 per cent of projects, respectively.

The findings of the study were limited to the
involvement of the private sector in ODA projects
with an average budget of $50 million.Those
projects were concentrated in the financial sector,
as the majority of ODA flows are utilized through
the banking sector to expand credit lines for
financing MSMEs. Engagement across projects
therefore tends to place MSMEs as a beneficiary
of private sector engagement projects rather than
an active partner.

While supporting the MSME sector is crucial for its
contribution to job creation, especially for young
people and women, there are still significant gaps
in support for social services sectors. In addition,
there is still a need for more private sector
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engagement in order to increase its contribution to
knowledge transfer and capacity-building.

It is worth noting that the Ministry of International
Cooperation shared these findings with all
relevant stakeholders in a participatory workshop
to enact the recommendations of the study.
Within this context, the Ministry also organized
specialized workshops to discuss various ways

of improving private sector engagement in
development, especially by promoting the public-
private partnership scheme, transforming the
corporate social responsibility of companies in
sustainable development activities and attracting
investments in remote and underserved areas to
catalyse development.?

To further assess the impact of private sector
engagement in development, the Ministry of
International Cooperation and the International
Finance Corporation carried out a joint exercise
to map the latter’s private sector financing for
the SDGs. This mapping provided evidence that
ODA contributions in leveraging private sector
engagement can advance the 2030 Agenda and
accelerate achievement of the SDGs."

(a) Challenges to private sector
engagement

SDGs do not yet appear to be a strong driving
factor for private sector actors, aggravating the
reasons why private sector engagement is still
undersized globally and in Egypt, especially in
addressing social needs. A major challenge is the
lack of shared interests and aligned objectives,
where business interests are not always the same
as those of the most marginalized. Companies are
interested in working on areas related to their core
activities or the areas in which they operate. This
is partly because of the absence of a proper needs
assessment on the communities lagging behind,
limited data on different economic activities and
limited local government capacity to address
private sector needs. Similarly, the private sector
is often viewed as a funder and an implementer by

development partners and the Government, rather
than as a stakeholder and a source of expertise.

In an effort to address these problems, identify
common interests and promote shared values
that form a solid basis for cooperation, the
Government launched several initiatives. One
was the unveiling of a government portal for

an integrated investment map in 2018."*The

map covers potential investment opportunities
in all industrial sectors nationwide and

compiles projects of different types and sizes,
including free zones, technology-dedicated
efforts, manufacturing complexes, national
megaprojects and SMEs. Furthermore, the
Ministry of International Cooperation launched
national multi-stakeholder platforms (mentioned
previously) as a vehicle that provides regular and
structured public-private dialogues to encourage
private sector engagement in development within
the various sectors. Through these platforms,
the Ministry invites line ministries to present
their reforms and achievements, promote the
existing potential investment opportunities
listed on the map, discuss their strategies going
forward and highlight priority areas for potential
cooperation with development partners and

the private sector. Participants then discuss the
necessary details and the actions required to
maximize collaboration and optimize outcomes.
The Ministry then follows up afterwards with

more specialized technical workshops to enhance
the visibility of potential areas of cooperation and
relevant development partners for each area.
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These organized multi-
stakeholder platforms are
expected to strengthen
partnerships to achieve
better results by opening
the door for regular,
interactive and participatory
consultations with all
stakeholders.

Another longstanding challenge relates to regulations
and heavy bureaucracy, where lengthy procedures
tend to complicate agreements or decisions on
private sector engagement in the public domain and
slow down the actual implementation of projects
when agreements are concluded. Added to which,
social enterprises and corporate foundations that
target socioeconomic needs tend to fall outside the
existing legal and regulatory frameworks, making

it hard to exploit their contributions to sustainable
development. Encouraging more private sector
engagement in projects aimed at the social sectors
in particular and their related challenges is possible
through the provision of incentives and further legal
and regulatory reforms.

In this regard, the Government has adopted a first
wave of regulatory reforms to address some of
these impediments and to promote investments
and engage the private sector in SDG-related
projects, as comprehensively discussed in chapter
6. Continued efforts are still ongoing, such as

the recent amendment No. 153 of 2021 to the
provisions of Law No. 67 of 2010, regulating
private sector participation in infrastructure
projects, services and public utilities. The
amendments provide further facilitation for

establishing public-private partnership schemes,
give the private sector the opportunity to initiate
and propose partnership projects, as well as cut
red tape by shortening some procedures.

Other challenges in private sector engagement
relate to the nature and time frame of the
monitoring, evaluation and reporting of results
for development projects. Although businesses
around the world are making greater efforts

to realize the SDGs by achieving sustainability
themselves or by applying inclusive business
models, as clarified in chapter 6, reporting
requirements tend to be a challenge when
engaging with development partners. Private
sector actors have different ways of assessing
performance and rely on different accountability
mechanisms. They tend to focus more on financial
returns and want to be able to report on results
through quarterly reports rather than adopting a
longer-term perspective. The internal monitoring
systems of private firms are designed primarily to
track financial performance and risk management;
they rarely track development effectiveness and
outcomes. In contrast, development outcomes
take time, and the evaluation of projects happens
at the level of impact. This requires a high level

of detail on end-users and socioeconomic data,
frequent reporting, the integration of a broad
spectrum of activities into a common assessment
system and the monitoring of missions that
sometimes take time away from meeting the main
objectives of private businesses.®

(b) Blended finance and role of global
finance

In development cooperation, multilateral
development banks and development finance
institutions play an imperative role in providing direct
financing, helping to catalyse additional public and
private resources and engaging the private sector
more effectively for sustainable development.This is
in addition to providing policy advice and technical
assistance that are needed to improve the investment
climate and build domestic capacities.




Financing Sustainable Development in Egypt

Currently, multilateral development banks and
development finance institutions are leading

the way in the arrangement and structuring of
blended finance solutions that could provide

the significant financing support needed by
unlocking private and philanthropic capital

for development. Blended finance fully aligns
with SDG 17 on partnerships for the SDGs,
particularly target 17.3 to mobilize additional
financial resources for developing countries
from multiple sources. As illustrated in figure
171, the latest analysis, conducted for the period
2014-2019, on the alignment between the practice
of blended finance and the SDGs shows that
blended finance has been mostly aligned to the
subset of investable SDGs. This includes SDG 8
on decent work and economic growth and SDG
9 on industry, innovation and infrastructure,
whereas it is less aligned with the SDGs on health
and education (SDGs 3 and 4). It is therefore
very important to consider where the use of
blended finance is mostly fruitful and to focus it
appropriately on the sectors where it can achieve
maximum development impact.

Figure 171: Alignment between blended finance
transactions and the Sustainable Development Goals
(2014-2019)
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Comparing the trends in the use of blended
finance between 2010 and 2012 and between
2016 and 2018 shows a significant increase in
the proportion of blended finance transactions
aligned to SDG 10 on reduced inequalities,
rising from 25 per cent to 52 per cent.’® Blended
finance has also been demonstrated to be

a useful development tool for climate- and
environment-related SDGs. This includes SDG
13 on climate action; SDG 7 on affordable and
clean energy, which increased from 27 per cent
in the period 2010-2012 to 37 per cent in the
period 2016-2018; and SDG 11 on sustainable
cities, which has risen from 22 per cent to 28
per cent for the same time period. For the same
periods, data show a steady focus on SDG 1

on poverty and Goal 8 on decent work and
economic growth.

Egypt has had a successful experience in
maximizing financing for development through
joint financing by multilateral development banks.
The “renewable energy feed-in tariff programme”
and the “Benban solar park project’, explained

in box 11, are examples of a blended finance
structure that supported the development of

the renewable energy sector in the country. This
project exemplifies an effective development
cooperation with multilateral companies and
engagement with the private sector, showing
how these partnerships can drive sustainable
economic growth. In the last decade for

action, continuing to build and expand similar
cooperation partnerships across different sectors
would be fundamental to maximizing FFD and
accelerating the achievement of the national and
international SDGs.

Box 11: Example of a blended finance structure supporting the development of renewable energy projects

The Egyptian Renewable Energy Sector

Following the blended finance principles of OECD and the World Bank Maximizing Finance for Development approach, the
Egyptian Government worked with the World Bank to develop a national strategy, prioritizing energy sustainability and private
sector investment.

The International Finance Corporation led an international consortium that has provided 653S million in financing for the
construction of 13 solar power plants in the Benban solar park in 2017. The consortium includes the African Development
Bank, the Asian Infrastructure Investment Bank, the World Bank Group (including the International Bank for Reconstruction
and Development, the International Finance Corporation and the Multilateral Investment Guarantee Agency), the Arab Bank

of Bahrain, the CDC Group of the United Kingdom, Europe Arah Bank, Green for Growth Fund, Finnfund, the Industrial and
Commercial Bank of China and the Development Bank of Austria. Implementation of this project was carried out in cooperation
with 45 different private companies.

The European Bank for Reconstruction and Development played a leading role in developing the contractual framework for

the “feed-in tariff programme”, which helped to unlock investments from international renewable energy developers and
development institutions. Using a blended finance structure, the Bank and the Global Climate Fund supported Egypt’s feed-in
tariff scheme through the use of grants and concessional finance for technical assistance and to blend them into the debt
capital structure for renewable energy. Through these two components, cooperation with the Bank and the Fund presented a
comprehensive technical assistance programme to enhance renewable energy integration, policies and planning. It also scaled
up investments to support the development and construction of renewable energy projects totalling 1S hillion by blending
their financing to leverage debt financing from international and development financial institutions, and, at a later stage, from
commercial banks and private sector investments. This cooperation demonstrates an effective attribution between official
development assistance financing for projects and public-private partnership projects.

Source: Organization for Economic Cooperation and Development (2020). OECD DAC Blended Finance Principle 4: Focus on effective partnering for
blended finance. Revised Note following public consultation. Paris.
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(c) Increased emphasis on private sector
engagement after COVID-19

With the outbreak of COVID-19, the Government
of Egypt placed more emphasis on private

sector engagement to mitigate the pandemic’s
adverse economic impacts by facilitating business
continuity and ensuring support for existing
projects. The increased emphasis on private sector
engagement is clearly reflected in the finance
directed to the private sector from the total signed
agreements for development financing in 2020,
worth $9.891 billion."”” While $6.7 billion has

been secured for financing sovereign projects,
almost $3.191 billion is dedicated to private sector
development, accounting for one third of the

total amount. These funds are directed to support
private sector development for projects targeting
SDG 8 and SDG 9, as shown in figure 172.

Figure 172: Total official development assistance directed
to financing private sector development
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and social Development 50
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Source: Ministry of International Cooperation, Egypt. (2020). Annual
Report 2020: Writing the Future. Cairo.

Government determination and efforts to scale

up and sustain the increased private sector
engagement is further informed by a diagnostic
report, issued by the International Finance
Corporation in December 2020 on the country’s
private sector, addressing sectoral challenges

and opportunities for private sector-led economic
development, investment and job-creating growth.
The report reveals that ICT, agriculture and health
are key sectors in Egypt that present promising
opportunities for cooperation and productive
private sector engagement to address a number of
gaps in the economic and social infrastructure.

There is a critical opportunity to leverage the

ICT sector and use it as the gateway for a

digital economy by focusing on developing
digital infrastructure and innovative solutions

to health care, transport and learning.The
agriculture and agribusiness sector is another

key sector that contributes to the country’s GDP
(11.4 per cent), employment (21.3 per cent) and
exports (15 per cent of merchandise exports).'
Opportunities lie in promoting agribusiness and
private sector investment in agriculture through
projects that target the strengthening of supply
chains, enhancement of export capacities and
improvements in the adoption of food standards.
Health is also a key sector, where the private sector
has been steadily growing and where private
investment can foster partnerships for innovation,
especially with the increased burdens on the
health-care system in light of the pandemic.

Recognizing the significance of the private sector
in the coming period, the Ministry of International
Cooperation announced private sector
engagement as the key theme for development
cooperation in 2021 to promote development
financing to expand private sector engagement,
with a focus on green projects and sustainable
growth. In this respect, and within the framework
of the multi-stakeholder platforms, the Ministry
organized a number of participatory workshops
in various sectors, all of which were intended

to provide institutionalized and regular public-
private dialogue to encourage private sector



engagement in development within targeted
sectors.”®The workshops were focused on
different areas relating to the health sector, public
enterprises and private sector engagement in
development, rural and agricultural development,
transport and closing the gender gap accelerator.
Furthermore, a global digital campaign, entitled
“game changers’, was also launched by the
Ministry in March 2021 to demonstrate the

value of public-private partnerships and moving
towards a greener economy.

The Government should continue to increase
these efforts in order to reach common
understandings and raise awareness of the role
of the private sector in achieving transformative
changes and a positive social impact through job
creation, digitization and sustainability. It should

also continue its collaboration with multilateral
development banks and development finance
institutions to extend their blended financing
instruments in order to tap into the local capital
market and boost economic inclusion.The 1 2
recently launched national multi-stakeholder

platforms present an opportunity to identify

current and future areas for cooperation with

development partners and the private sector. Such
platforms also provide an opportunity to optimize

and scale up corporate sustainability efforts

that contribute to the broader multi-stakeholder

efforts to achieve the SDGs. Hosting these regular
dialogues for partnerships and coordinated

action should continue to be organized by theme
(geography, sector and/or issue) to enable a more

focused and effective engagement on the part of

the private sector and other stakeholders.

C. South-South cooperation

South-South cooperation has emerged as an
important modality of development cooperation
among countries of the South, allowing them

to engage with each other and share their
knowledge, skills, expertise and resources in
specific areas to meet their national development
challenges through concerted efforts. There is
growing recognition for partnerships for South-
South cooperation, and boosting it through
triangular cooperation mechanisms can play a
significant role in achieving the 2030 Agenda and
contributing to the implementation of the SDGs.

Egypt is a model in the region by being one of
the most long-standing and pivotal providers of
South-South cooperation, even as it continues
to be a recipient of ODA. Given the lack of data
on South-South inflows to Egypt, it is estimated
that its level is significantly lower in comparison
to other FFD flows. This section therefore mainly
focuses on the country’s role as a provider rather
than a recipient and highlights its role in Africa in
sharing knowledge and strengthening capacities
that are crucial to the advancement of the SDGs.

Box 12: South-South and triangular cooperation

There is no formal or common definition of South-South
cooperation. The term refers to a broad framework of
collaboration among countries of the South in the political,
economic, social, cultural, environmental and technical
domains. South-South cooperation involves two or more
developing countries and is largely built on broad-based
partnerships, solidarity and mutual interest.

Triangular cooperation is collaboration in which traditional
donor countries and multilateral organizations facilitate
South-South initiatives through the provision of funding,
training and management, as well as other forms of support.

Source: Author, based on information from the United Nations Office
for South-South Cooperation.

As a provider of South-South cooperation, Egypt
specializes in sharing its knowledge and good
practices with other developing countries through
its technical cooperation agency: the Egyptian
Agency of Partnership for Development.®The
Agency operates under the auspices of the Ministry
of Foreign Affairs and currently works with 52
African countries with a focus on establishing
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partnerships that support the efforts of these
countries to effectively implement Agenda 2063 and
the 2030 Agenda.Through the Agency, the current
engagement of Egypt in South-South cooperation
can be classified under four main areas: designing
and delivering capacity-building programmes,
deploying experts, offering scholarships and
providing humanitarian assistance in the form of
medical, logistical, food and financial aid.

Egypt delivers the capacity-building programmes

in cooperation with specialized national institutions
and international partners. These programmes
cover the areas of diplomacy, judiciary, women's
empowerment, health, agriculture and education,
in addition to other innovative areas of emerging
importance to African countries, including those
related to renewable energy, ICT, food security and
peace and security. Since 2014, Egypt has trained
approximately 12,000 trainees and dispatched over
62 Egyptian experts to exchange knowledge and
share good practices in different domains with

21 African and Commonwealth countries. 