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THE EXECUTIVE SUMMARY



Confronted with pervasive macroeconomic imbalances and microeconomic distortions, the Government of Egypt (GoE) has embarked
onan ambitious and much needed transition towards a better economic policy. In the post-2011 era Egypt faced daunting economic
challenges which ultimately deterred trade and private sector investment and exacerbated entrenched structural problems such as a

weak business climate, high unemployment and costly energy subsidies which resulted in unsustainable fiscal and external balances.

In 2016, the GoE introduced transformative economic reforms, that have played a vital role in restoring macroeconomic stability.
Key reform measures included: (i) the decision to liberalige the exchange rate, which in turn eliminated the large currency overvaluation
and the acute shortage in foreign exchange; (ii) launching a program of fiscal consolidation, which introduced value added taxes
and a gradual reduction in energy subsidies; and (iii) passing critical pieces of legislation, which included new laws on industrial
licensing, investment and insolvency, in order to strengthen the business climate, attract private investments, and promote growth
and job-creation.



Egyptis now beginning to reap the benefits of its transformative reform program. Macroeconomic stability and market confidence
have been largely restored, growth has resumed, fiscal accounts are improving and the public debt ratio is projected to fall for the
first time in a decade. While many countries have averted economic crises, a smaller number have sustained that stabilizgation and

moved on to complete the modernigation efforts of sustained and inclusive growth. Egypt is now at the point where it has a chance
to do so. This will not only require broadening and deepening the reform agenda but it will also require a fundamental shift away
from the state as a provider of employment and output, and move towards creating an enabling environment for the private sector
to invest more, export more and generate more jobs.

While public finances are on a firmer footing, the overall fiscal situation remains challenging. The public debt ratio reached 109
percent of GDP by end FY2016/17, an increase of 30 percentage points in four years. With limited fiscal space, relying on public
resources to fund much-needed infrastructure investments will no longer be a viable strategy to meet the country’s needs. This
constraint reaffirms the need for a shift in the development model, where the private sector plays a pivotal role in attracting
substantial new investment across high potential economic sectors.
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With 80 miillion Egyptians entering the labor force within the next
10 years, creating jobs will be Egypt’s biggest economic challenge.
Improving infrastructure will provide access to jobs, markets

and basic services. It will also create reliable supply chains and
therefore allow for the efficient movement of goods and services

across borders, and bolster Egypt’s export potential. Combined,

these positive outcomes will support national development by
alleviating poverty, unemployment, regional imbalances, literacy
and poor health.

Infrastructure sectors have significant investment needs. As
per the G20’s Global Infrastructure Outlook, Egypt faces a
significant infrastructure financing gap over the next 20 years,
assuming current trends. During this period, Egypt could provide
up to USS$S445 billion in financing, but requires US$675 billion to
meet its needs, resulting in a US$230 billion investment gap. The
transport sector alone accounts for US$180 billion of the total
investment gap, and water infrastructure requires over US$45
billion in investments above projected trends. In the oil and gas
sectors, the major Zohr gas field will require investments of Uss11-
16 billion.



A shift towards private investment or commercial finance in large infrastructure investments, and increased private
investment in agriculture, could introduce efficiencies by inducing competitive pressure, transferring risks, and introducing
new technologies and management expertise. However, this shift requires sufficient funding at the project level, which
can be provided by user fees or government payments, and can be facilitated by an increase in funding streams for public
infrastructure. Fortunately, Egypt has a considerable scope to increase its use of project finance for infrastructure (as
highlighted in Figure 0.1 below). Improving funding streams can result in a shift of sectors away from a reliance on taxpayers
to areliance on user fees. Public Private Partnerships (PPPs) and private financing should be introduced where they offer the
most immediate gains in efficiency. For example, a PPP model can increase revenue through a better implementation of user
fees by creating incentives for operators to maintain roads at a particular quality level, thus serving users and helping the
government prevent overloading. This model can also generate new revenue streams from greater asset utiligation, or improve
asset utility to users, which would in turn improve the users’ willingness to pay and facilitate cost recovery. An important
objective of this shift could be to attract new market participants with the necessary skills and experience needed to drive
efficiency (e.g. electricity generation), and deploy newer technologies (e.g. desalination).
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Figure 0.1: Infrastructure Project Finance Volumes in Emerging Economies



Egypt historically closed significant project
finance deals, notably three large independent
power projects (IPPs) in the late 1990s and early
2000s. During the period 2007-2016, Egypt closed
14 international project finance transactions
worth US$ 11.8 billion, however only two of these
deals (Damietta International Port and New Cairo
Wastewater) were in the infrastructure sector. All
other project finance transactions closed during the
last decade were in heavy industries, manufacturing,
and oil and gas. Volumes in 2017 were encouraging,
with 29 solar PV projects financed in the last
quarter, including 13 projects with total cost of
USS 823 miillion financed through International
Finance Corporation (IFC) A and B loans totaling
USS 650 miillion, 15 projects financed by EBRD,
one by Proparco, and 3 by ICBC (commercial bank).
Multilateral Investment Guarantee Agency (MIGA)
supported 12 projects both coving equity sponsors
and debt by ICBC with exposure up to USS$ 210M.

Project finance has been restricted due to lack of

creditworthy counterparties and a robust pipeline
of bankable projects.




Catching up with the country’s peers will require putting the key economic sectors on a better financial footing, and
transitioning off of taxpayer funding to user funding. The differences among the infrastructure sectors requires particular
attention due to the varying implications of transitioning financial strategies within each sector. When it comes to seeking an
expanded role for the private sector, these implications depend on: (a) the nature of the opportunities for sustainable private or
commercial investrment in the short and medium term (as well as the need and nature of the on-going public-sector role); and
(b) the specific steps needed to unlock those opportunities. For most sectors (except agriculture, where state-owned enterprise
investment and the use of guarantees have been less dominant), this will require groundwork at the sector level to develop sector
structures and business models that are sustainable and align with investor requirements. These steps involve three dimensions:

i. Strengthening institutional and sector frameworks to deliver strategic infrastructure on time, within budget, and in
a manner that is cost-efficient, affordable, and above all beneficial to users and citigens. This is particularly important
because weak institutional capacity (lack of organigational, technical, and commercial skills, coordination, and
experience) can undermine project development. Consequently, this may result in expensive contracts, failed biddings,
or (if relevant) a project being unable to attract private financing;

ii. Transitioning towards financial independence by adjusting tariffs and tariff-setting approaches to ensure sustainable
and adequate revenue streams, as well as to improve operational performance and efficiency. Currently, most of the
subject sectors operate under regulated prices set by GoE. Sector entities, under varying institutional structures, are
currently set at below-cost recovery levels. This means that significant fiscal transfers are needed in some cases to
support operations and in many cases to support new investments;

iii. Clarifying project plans and priorities to help potential investors better understand investment pipelines and, where
relevant, the competitive environment for proposed projects.
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WATER

Resources

By meeting the needs of a growing population,

Improve water sector sustainability and achieve

water security through a new tariff structure

and the widespread introduction of desalination
Q technologies.

AGRICULTURE

@ Egypt becomes an efficient producer and supplier,
@f) and an agribusiness transformation hub.



Sustainable
Infrastructure Projects
that Maximige
Private & Commercial
Financing

Access to land

Efficient & transparent
allocation of state land; land
registration leading to land
based financing.

Governance & Procurement

Clarity & enforcement

of procurement rules;
competition in construction
sector; state owned
enterprises (SOEs) financial
transparency, disclosure &
improving credit worthiness.

Infrastructure Financing
Market

Developing domestic debt
markets, international finance
mobiligation, expanding the
role of commercial banks,
developing fixed rate &
hedging instruments.

Enabling Activities
Functional Activities

Project Selection

Standardiged, systematic &
comprehensive upstream public
investment managenent (PIM)
frarmework identifying, appraising,
selecting & prioritiging suitable
investment projects & applying
filter’ for PPP suitability.

Project Structuring

Mainstreaming the role of
the PPP Unit; use PPP Law
for clear legal basis for
undertaking PPP projects
based on a robust project life
cycle.

Project Sustainability

Standard approach to identifying,
costing & reporting on fiscal
commitments & contingent
liabilities (FCCL) & integrating it as
part of the budget process include
setting caps contingent liabilities
(CL) stock or annual flow.



Key Sector Priorities

The transport sector is vital for connecting lagging regions to

growth centers as inclusive growth is key for economic development.

By developing a more integrated transport system, Egypt can
leverage its geostrategic position, and become a regional trade and
logistics hub. Investing in the transportation sector will increase
connectivity and therefore: (i) cater to the urban demands of
the growing population; (ii) provide better market access to the
underserved, particularly in lagging regions; and (iii) provide the
necessary routes for efficiently sourcing inputs and services,
linking local and international markets.

Energy is critical for restoring macro-economic stability, enhancing
foreign exchange reserves, achieving energy security and
demonstrating improved governance models in Egypt. To achieve
its goal of energy security, Egypt needs to work on: expanding and
diversifying its energy supply and capacity needs; and improving
governance and attaining financial sustainability. In electricity,
renewable energy development, modernigation of oil and gas
sector, setting a regional oil and gas hub and energy efficiency
will continue to be a priority. Sector reform, recovery tariffs, and
improvement in the efficiency of the distribution company are the
necessary building blocks to increase private-sector participation
going forward. In the meantime, short- to medium-term solutions
are needed to reduce reliance on government guarantees, while
at the same time addressing three areas of investor concern: (a)
project’s contractual arrangements; (b) sector uncertainties; and
(c) and the political landscape.




The United Nations predicts that by 2025, Egypt may reach the
level of “absolute water crisis” of less than 500 cubic meters per
capita, which will significantly affect agriculture, as it accounts for
86 percent of its use. Egypt has taken important steps towards
improving cost recovery, but the effort needs to be complemented
by the need to focus on improving collection efficiency and reducing
both technical and commercial water losses.

Accounting for more than 30 percent of GDP, the agriculture and
agribusiness sectors have the highest potential for job creation
amongst the selected sectors. The overarching strategy proposed
is based on making Egypt an efficient producer and supplier of
agricultural and agribusiness products, whilst supporting its
development into an efficient global agribusiness transformation
hub. By supplementing their sectoral development with a robust
transportation and logistics network, Egypt can achieve food

security, decrease food loss and waste (averaging at 30 percent
for some value chains), and realige its tremendous export potential.




Short-term Priority Actions

Electricity

Implementation of the Electricity Law, undertaking
auctions for additional solar projects and
enhancing energy efficiency and customer service.
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Oil and Gas (O&G)

Implementation of the O&G Sector Modernigation Project,

particularly the financial restructuring of the 105+ existing Ports

sector companies; finaligation of the Oil and Gas Hub The National Ports Development Strategy
Strategy; stimulating / maximiging energy efficiency and gas should be finaliged to improve efficiency

flaring reduction initiatives.

and connectivity to inland dry ports and
production/consumption centers, and to
facilitate transparent concessions.

Railways

Develop freight business through private sector investment/PPPs,
key reforms of Egyptian National Railways (ENR) further
strengthening of the Legal and Regulatory Framework,

and through addressing competition with road transport.
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Inland Waterways

Strengthen collaboration between relevant
ministries and expand the capacity of the
River Transport Authority (RTA) and address
infrastructure bottlenecks to efficient
transport on key Nile waterway corridors.

Airports

Improve coordination and assess and

prioritige options for accommodating
future capacity and levels of service

requirements, especially in cargo.

Water

Revising the tariff structures for drinking water, considering the
ever-reducing per capita resource levels; conducting a sector
strategic financial planning exercise; addressing nonrevenue water
(NRW) and local water distribution companies’ creditworthiness;
enabling and fostering private sector participation in water
(including desalination) and waste water.
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Urban Transport

A comprehensive mass transit and urban transport
strategy needs to be developed, in addition to streamlining
the institutional structure.

alle

Agriculture

Establish a mechanism for review and coordination
of policies related to private investments in
agriculture; review of options for establishing a
single land agency; fund and empower the food
safety agency; develop the framework for the use
of ICT systems for water resource management
and precision farming; facilitate smallholder-driven
value chain development through alternate sources
and modalities (digital) of finance (e.g. microfinance
institutions (MFls) and nonbank financial
institutions (NBFls), and access to knowledge.



It should be noted, that there are some
disparities between readiness and sector
potential. Where some sectors, such
Agriculture, have a tremendous potential
for job creation and trade facilitation
(the untapped export potential in this
sector is estimated to be at least US$10
billion), they are bound and unable to fully
realize this potential due to institutional
and regulatory constraints. There are
also notable linkages between sectors,
an example of which is illustrated here,
where a 1 percent decrease in transport
costs increases trade by 1 percent and
potentially minimizes agricultural waste
by 30 percent.
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Water Resources & Quality
Ensures productivity, quality &
safety of the produce

Land Titling & Registration Agrlbusmes.s
Addresses land Tra'nsformatlon Multimodal Freight Logistics
fragmentation & access to Hub Increases the efficiency of
finance by unlocking land u supply & decreases food loss,
based financing waste, § facilitates trade

Value Chain Financing
Based on efficient production

& sufficient collateral financing

can be sought to expand

markets § realige export
potential

Diagram 0.2: An example of cross-sectoral linkage



Addressing Cross-cutting
Fnabling & Functional
Activities

Improving land markets is key to infrastructure delivery.
It can be achieved by reducing risks involving land availability
and unlocking land-based financing. The government would
need to proactively support efforts made by the General
Organigation for Physical Planning (GOPP), the National
Center for Planning State Land, and the Ministry of Planning,
Monitoring and Administrative (MPMAR) to enhance the
allocation of state land to relevant land-custody authorities.
There is also a need for drafting a new bill to consolidate,
reform, and introduce new instruments.

The government needs to improve transparency and
competitiveness ininfrastructure delivery by addressing
procurement issues. This would create “value for money”
for the contracting authorities, as well as give confidence to
the private sector. For instance, the construction sector is

currently characteriged by low growth, dominance of SOEs,

and a history of uncompetitive practices (for example, the sole sourcing of public sector entities crowding out the private sector).
The Egyptian Competition Authority (ECA) should enforce antitrust rules and advocate against inconsistent interpretations and
applications of procurement rules. It is also suggested that procurement framework(s) be modified to introduce independent appeal
mechanisms and prescribe “transparency and disclosure” provisions.



Robustly developed, viable and sustainable investment
projects are needed to maximizge the crowding in of private
and commercial financing. The Diagram on page 8 illustrates key
enabling and functional activities that need to be undertaken and
sequenced in a manner that ensures that only priority projects
that can leverage private finance, and are fiscally prudent and
sustainable, are offered to the market.

The Ministry of Finance (MoF) would need to develop a
new approach to infrastructure provision. This could be
achieved by playing a lead role in addressing the cross-cutting
issues, especially those related to managing and monitoring
fiscal commitments and contingent liabilities arising out of
infrastructure projects. In addition, the MoF can also play a
proactive role in project selection and prioritigation at the
development planning stage, ensuring alignment with sector
strategy and fiscal space availability. This entails strengthening
and supporting the Sovereign Guarantee Committee (SGC)
and working closely with the Ministry of Planning Monitoring
and Administrative Reform (MPMAR) at the time of the Public
Investment Planning/investment project approval stage. The
MoF would also need to revive and reenergige its PPP Central
Unit to provide technical support in the above areas, and to
serve as a ‘gateway” for ensuring that only robust and bankable
projects that demonstrate “value for money” are taken to the
market, encouraging contracting authorities to prioritige “user-
pay” concession/PPP models.
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The MoF would also needs to play a key role in reforming
SOEs, particularly with respect to increasing transparency,
improving accounting and financial performance, and creating
independently creditworthy entities that are able to access
commercial equity and debt without sovereign guarantees.
Sector reform and the viability of the offtaker are essential
for achieving long-term solutions. Working through the
SGC, MoF should develop a comprehensive transition policy
on “weaning off” sovereign guarantees for public sector/
contracting authority-compensated PPP models, based on
improved financial viability of the sector - particularly by
improving the offtakers creditworthiness. A gradual transition
from a full sovereign payment or credit guarantee model to
a non-sovereign guarantee model could include utiliging a
payment security mechanism (using, for instance, escrow
accounts), targeting backstopping-only specific obligations,
and encouraging the use of external guarantees and insurances.

Opportunities should be created to expand the supply of long-
term finance for infrastructure. For instance, the MoF or the
Central Bank of Egypt (CBE) could offer wholesale schemes
providing risk-sharing or refinancing facilities to domestic
commercial banks engaged inlong-terminfrastructure finance,
such as a contingent subordinated facility supporting senior
debt in case of project cash flow shortfall. The government
should also shift state intervention to development finance,
and perhaps move to reorient the mandate, operations, and
governance of the National Investment Bank (NIB) from its
current role of direct lending for public projects towards
a more catalytic role facilitating commercial financing
of infrastructure. Finally, the MoF through the Financial
Regulatory Authority (FRA) should encourage and facilitate
the development of fixed-rate and hedging instruments
in commercial debt markets to allow lenders and obligors
to minimize their exposure to interest rate mismatch and
fluctuation risk.

To ensure the provision of relevant and multifaceted solutions, the World Bank Group teams closely consulted with the GoE,
Development Partners (DP) and sector stakeholders since the inception of the report. This was done by engaging in regular

dialogue in the form of formal and informal bilateral meetings, and public and private sector consultations, supplemented by

planning interactive workshops to continuously verify the initial findings. Through this clear and unified approach, the teams

were able to maintain the alignment of the government and DP sector strategies, and foster the collaboration between the

cross-cutting ministries (Ministry of Finance, Ministry of Investment and International Cooperation, and MPMAR) and the

relevant line ministries.



DESCRIPTION

OUTPUT

REGIONAL
GAS HUB

MOVETO
SOLAR AUCTIONS

PRIVATE SECTOR
SOLUTION FOR DESALINATION

Private financing of upstream gas,
international gas pipelines, coupled with
public finance of enabling domestic gas
transmission investments.

Building on the success of US$ 2 billion in
private investment, solar auctions would bring
greater transparency to price discovery and
more competitive pricing (reducing the need
for nuclear and coal plants in future).

- Demonstrate alternate model of private
sector solution for desalination plants
(particularly for managing technology and
long term fiscal risk).

- Clarify institutional accountability for
managing desalination plants, risk sharing
frameworks, contractual responsibilities and
nmanaging financial performance.

- Program for unlocking more than US$ 25
billion of regional gas trade, bringing peace
dividend to the region.

- Committing to a 3 year implementation

plan, the project will outline a road map which
will facilitate efficiency gains of USS 5 billion

and additional private investment of more
than USS 20 billion.

- Could facilitate US$ 600 million of private
sector investments mobiliged through the
implermentation of solar auctions.

- This would contribute to 100% climate
co benefits.

- Strategy for role of private sector to be
approved by the President of Egypt.

- Demonstration of private financing led
desalination plan, eligible for 100% climate
adaptation benefits.

- Institutional matrix of accountability and
responsibility.



Addresses bottlenecks directly impeding
agriculture development by: (i) driving local
value addition and smallholder inclusion,
through spatial solutions value chain
strengthening; (i) improving food quality and
safety systems; (iii) maximiging the efficiency
of use of natural resources (water and land);
and (iv) creating jobs and sustainable incomes.

- Build on initial success of legal approval

of PPPs in Railways to develop Multimodal
Freight Logistics Plan and National Maritime
Strategy to (i) provide policy clarity to
potential private sector investors, (i) increase
the efficiency of freight logistics, and (iii)
diversify Egypt's export profile.

- Develop strong value chain linkages and
spatial solutions, and enable increased trade
and quality job creation.

- Realige the US$10 billion of untapped
export potential after currency devaluation,

and import substitutions for other food items.

- The multimodal freight logistics strategy
adopted by Cabinet, could facilitate private
sector financing of over US$10 billion over a
5-year period.

- There will be the first ever integrated
maritime strategy combining inputs from
different ports, which will be part of the
Integrated Multimodal Freight Logistics Plan.

Based on this sector diagnostic,
the team has identified five
transformational opportunities,
which have the highest potential
to mobilizge private capital and
investments, whilst achieving
the GoE’s objectives for each
of the selected sectors. These
recommendations are also in
line with the overarching World
Bank Group MENA strategy which
supports economic stabilization and
employment creation. With the aim of
maximiging finance for development,

engaging in sectoral reform, and

addressing the crosscutting areas,
Egypt will consequently create
creditworthy private investment,
financial stability, and enhanced
strategic planning processes, all
of which create a sustainable
development trajectory.
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