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FY15/16 budget highlights 
FY15/16 budget expects a deficit of 8.9% to GDP. President El-Sisi approved 
the budget after the cabinet reduced the government-targeted deficit/GDP to 
8.9% from the initially proposed 9.9%. This target is ambitious given preliminary 
FY14/15 figures demonstrating a deficit/GDP at 10.8%, coming slightly above 
our 10.3% forecast. As for FY15/16, we maintain our estimate of 9.5% due to 
the execution risk of revenue reforms and possible cost overruns.   

p. 2 

We find 28% growth in revenues overly optimistic. The government bets on 
higher growth of 5% to drive tax and non-tax revenues during the period, 
following preliminary FY14/15 data showing growth at 4.2%, relatively in line 
with our 4.3% forecast. Nevertheless, we view the execution risk of pending 
reforms as more of a concern than growth. Delayed implementation of 
income tax amendments, VAT, customs, and timely transfers of profits from 
government institutions could impede revenue generation.  

p. 2 

Wages, subsidies, and social benefits will support consumption growth. Their 
collective 14.5% y-o-y growth should boost consumption and spending in line 
with our expectations. Budgeted investments are 12% higher than FY14/15, of 
which 26% depends on off-balance sheet financing. Low oil prices are delaying 
a second round of energy subsidy cuts—an essential step to see that the 13% 
budgeted decline in petroleum subsidies reaches EGP61bn. 

p. 5 

High interest burden warrants less funding for productive activities. 
Interest payments are anticipated to grow 25% in FY15/16, which in our view 
marks a significant opportunity cost. Achieving FY15/16’s 90% public 
debt/GDP target (vs. 92.5% in FY14/15) will be a challenge. Lack of internal 
financing will force further reliance on T-bills and T-bonds, pressuring 
liquidity. It is necessary for a reduction in rollover risk to proceed aggressively 
with elongating maturity and diversifying funding sources.   

p. 8 
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Budget highlights 
 FY11/12a FY12/13a FY13/14a FY14/15p FY15/16b FY15/16e 
Total revenues, of which: 304 350 466 486 622 602 
Tax revenues  207 251 260 318 422 401 
Grants  10 5 96 26 2 12 
Other revenues  86 94 101 143 198 189 
Total expenditures, of which:  471 588 702 737 865 871 

Wages & salaries 123 143 179 201 218 225 
Purchases of goods & services 27 27 27 31 41 39 
Interest payments  104 147 173 195 244 246 
Subsidies, grants, & social benefits 150 197 229 200 231 243 

Overall fiscal deficit 167 240 255 263 251 270 
Deficit/GDP 10.6% 13.7% 12.8% 10.8% 8.9% 9.5% 

 

Source: MoF, CI Capital estimates 
Note: (p) Aggregate of preliminary and expected data; (b) Budgeted 

 

This report is prepared solely for the use of Research Internal Group



 

Egypt Macro 
Macro 
Egypt 
 

  

  
21 July 2015 2  

Towards ambitious consolidation  
The FY15/16 budget shows efforts to consolidate, targeting a deficit of EGP11.4bn below 
the expected balance of FY14/15, equivalent to 8.9% of GDP. It is tailored to focus on job 
creation as a key target, featuring plans to increase spending to develop human capital, 
enhance productivity, and reduce unemployment. 

President El-Sisi approved the budget only after the cabinet brought down the targeted 
deficit to the 8.9% level, having initially proposed 9.9% of GDP. This comes after FY14/15 
recorded a deficit of EGP262bn (equivalent to 10.8% of GDP), slightly missing our 10.3% of 
GDP estimates published in our latest Egypt macro note (“Egypt post the EEDC: Breaking 
new ground”, published 23 Mar 2015) on lower-than-expected revenues. 

The budget targets a cash deficit of EGP243bn, with total revenues and expenditure 
equivalent to EGP622 and EGP865bn respectively. Added to that is some EGP8.8bn in 
anticipated net asset acquisition, bringing the total deficit to EGP251bn, equivalent to 
targeted 8.9% of GDP. In our view, achieving a targeted deficit below 9% is ambitious and 
we do not expect it to materialise before 2018. We maintain our expectations of a 9.5% 
deficit to GDP for FY15/16, despite our 5.9% growth forecast for FY15/16 being 0.9% 
higher than government estimates. Our conservative view accounts for a higher 
probability of delay in planned revenue reforms and possible overruns on the expenditure 
side. 

Fiscal deficit evolution 

 
Source: MoF, CI Capital estimates 

Revenues optimistic considering execution risk  
The FY15/16 budget expects total revenues of EGP622bn, marking a significant 28% 
growth from last year. The government is betting on higher growth of 5% for FY15/16 
driven by improving economic conditions, infrastructure projects proceeding, and a 
friendlier tax environment. These factors combined are expected to boost private sector 
activity and consequently support tax and non-tax revenues. Accordingly, the government 
expects to depend less on international support and more on domestic sources of 
revenue, with the former budgeted at a mere EGP2.2bn compared to EGP25.7bn received 
last year.  

In our view, however, the execution risk of pending tax and non-tax reforms is the factor 
worthy of consideration, as opposed to lower-than-expected growth. Preliminary FY14/15 
growth estimates of 4.2% fall almost perfectly in line with our 4.3% forecasts, and confirm 
that economic activity is improving. Our growth forecast for FY15/16 is even at 5.9%, 
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almost 0.9% higher than government expectations. Nevertheless, we see a 28% revenue 
increase as too ambitious. Our conservative view ascribes more weight to execution risk 
of both tax and non-tax reforms in the pipeline. This can lead to slower-than-anticipated 
revenue realisation in the FY15/16 budget. 

Main sources of revenue 

 
Source: MoF 

Tax revenues awaits new reforms and dependant government sources  

The budget accounts for EGP422bn in total tax revenues, anticipating 33% in annual 
growth from FY14/15. Almost 61% of taxes on corporate profits specifically, equivalent to 
24% of total tax revenues, is expected from public institutions including CBE, Suez Canal, 
and EGPC. This demonstrates strong dependence on public revenue sources. A downside 
risk to this portion of revenue is oil prices stagnating below our FY15/16 budget 
assumption of USD70/barrel, consequently pressuring oil sector profitability.  

FY15/16 Tax revenue structure  
 

Tax revenues by type 

 

 

 
Source: MoF 

 
Source: MoF 

We maintain our view that cutting tax rates will not hit the revenue side, but rather support 
revenue growth in the medium term. The budget accounts for a 22.5% unified rate, down 
from the top rate of 25% currently applicable on income taxes. It also accounts for a 5% 
tax rate on capital goods instead of 10% to help support industrial and business activity. 
Income taxes from employment and economic activity from non-government institutions 
remain low, expected to bring in EGP43bn to the FY15/16 budget, just 20% of total tax 
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revenues. Therefore, we consider lower tax rates an important step to encourage more 
revenue contribution from business sectors.  

A lower unified tax rate of 22.5% will encourage private sector activity, discourage evasion, 
widen the tax base, and create an income stream from economic zones previously liable 
for just 10%. However, to enact the 22.5% rate, legislation is needed to set the effective 
date of the new rate and to eliminate the temporary 5% wealth tax on incomes above 
EGP1mn.  

Tax revenues from income, gains, and profits  

 
Source: MoF 

As for the real estate tax, we expect revenue generation to be gradual and miss the 
EGP3.2bn budgeted for this year. Revenue will stream only after all taxpayer-submitted 
appeals are finalised, which in our view, could drag into 2HFY15/16. Clarification of the 
appropriate tax treatment for public institutions will also need to enable correct and 
prompt payment from a major share of real estate assets owned by public institutions.  

Collection risk is not that significant in the case of the dividend tax, which we forecast to 
potentially generate EGP3bn. After the recent debacle surrounding the capital gains and 
dividend tax, we expect the government to ratify new amendments in their executive 
regulations anytime now. The new amendments will facilitate the dividend tax calculation 
and payment in line with sound practices, encouraging private sector compliance.  

It is clear that the government is proceeding with substituting the VAT in place of the 
current sales tax. But in our view, the VAT will not be implemented on time, dragging 
beyond 2QFY15/16, as it remains both unratified and unclear as to whether it will be a full-
fledged VAT law and replace the existing sales tax or simply an amendment thereof to 
bring it closer to a VAT model. Delays to the law’s ratification and issuance of its executive 
regulations poses a downside risk to some EGP30bn in additional revenues the VAT is 
expected to bring in. The VAT purports to eliminate sales tax distortions, apply a unified 
tax rate of 10-12% across all products, and widen the tax base by including more 
businesses. The new tax will also allow for a tax rebate on capital goods including 
equipment and machinery.  

Unwavering attempts to boost non-tax revenues is a sword with two edges  

The new budget forecasts non-tax revenues to receive low contribution from grants and 
external aid. The new budget only expects to receive EGP2.2bn, compared to EGP25bn the 
previous year. We acknowledge the need to be conservative when accounting for this 
component, given that potential aid from the Gulf is unlikely to repeat itself.  
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In our view, this increases the need to collect non-tax revenues from untapped revenue 
sources, such as additional fees on high-income business activities that have maintained 
preferential treatment for too long. For example, there is a current proposal that land plots 
sold by the government for agricultural purposes and later utilised for other business 
activities will be subject to a penalty linked to a price differential between the original price 
and market price appreciation from the new business practice. In our view, this represents 
a downside risk to private business, and could hit various activities in the industrial, 
commercial, and real estate sectors. The mining law approved last year is expected to 
bring some EGP10bn.  

The government also intends to issue new licences for cement, steel, and telecom. The 
budget anticipates these to generate a collective EGP5.2bn—EGP2 from telecom and 
EGP3.2bn from steel and cement. We foresee the implementation of these licence sales 
facing obstacles and therefore discount expected revenues from such sources during 
FY15/16 in continuation of their postponement from last year. Our in-house telecom 
analyst expects the new licence to be auctioned in FY16/17 once 4G spectrum is availed.  

A timelier utilisation of public revenue sources 

The FY15/16 budget adopts an efficient means to utilise profitable government and public 
institutions. A new arrangement is set to facilitate more frequent and timely transfers of 
profits from public institutions to the budget. By virtue of the new mechanism, realised 
profits from the CBE, SCP, EGPC, and other governmental authorities will be transferred to 
the treasury much frequently, rather than carried over to the following fiscal period. The 
treasury will also reduce the level of retained earnings maintained by public institutions. 
This should diminish the budget financing gap in during the year and compensate for 
potential shocks.  

Expenditure biased towards social spending  

Wages and financial support key components of social spending  

Salaries and wages represent 25% of total spending, equivalent to EGP218bn. The item is 
a key component of social support, given that 22% of the labour force is employed by the 
public sector. High expenditure on salary and wages will continue to support consumption 
and spending despite slashing the bill by EGP10bn from the initial figure.  

The president has instructed the government to contain public salaries, in our view 
signalling a bold step toward minimising public sector employment going forward. To the 
same end, the newly-ratified civil service law #18 of 2015 now sets clear and efficient 
guidelines for an effective pay structure. Public salaries will be determined based on 
qualifications to prevent overpay, and promotions will be conditional on performance and 
productivity. New hires will also be matched with the number employees leaving the 
service, and the general direction will control overemployment in public institutions. We 
believe this will not only slow down growth in the wage bill over the medium term, but may 
also help improve efficiency and performance of government institutions. 
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Expenditure breakdown  

 
Source: MoF 

To complement compensation and wages, the FY15/16 budget will allocate EGP63.5bn to 
enhance pensions and social insurance. Contribution to pension funds grew 58% from the 
previous year. An additional EGP11.4bn to be disbursed on social insurance, monthly 
allowances, and cash subsidies will, in our view, have a favourable impact on 
consumption and spending, attending to a wide segment of the low-income group. 
Alongside these, the government will also raise the allocation of food subsidies, reaching 
EGP37.7bn, up by a whopping 20% from the FY14/15 budget. Such noticeable growth is 
also driven by the plan to complete the bread subsidy system, with beneficiaries to total 
an expected EGP70mn citizens.  

Wage growth declining 
 

FY15/16 social spending exc. wages 
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Expanding public investments and basic services further support growth  

The new budget shows the government’s commitment to complete infrastructure and 
public projects, allocating some EGP75bn to investment projects, up by 15% from a year 
earlier. Only EGP55bn will be financed from the budget, and EGP20bn executed off-
balance sheet. This, in our view, should encourage the government to seek more private 
sector financing to meet investment targets, positively reflecting on economic activity and 
growth. This should pave the way for private sector collaboration through PPP schemes, 
which in our view, remain insufficiently utilised. In addition, we do not rule out raising 
capital from the public, as in the successful case of the Suez Canal extension project.   
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Low-income housing activity has expanded in the FY15/16 budget, and will be allocated 
EGP11bn for the development of new housing units, up 15% from a year earlier. EGP2.2bn 
will be used to redevelop slums and impoverished villages. We see this disbursement as 
healthy for driving real sector growth within the construction and real estate sectors, but 
in our view, could indirectly depend on expected revenue stream from real estate tax. 

The energy sector tops the reform agenda in the FY15/16 budget, and there is a clear 
determination to open up renewables to private sector participation to produce 4 GW as a 
case in point. However, we see a greater need to expedite the new electricity law that will 
allow private sector generation and production of conventional electricity, a major 
requirement for domestic growth. This will complement the government’s plan to add 
some 6 power generation plants with a total capacity of 3.6 GW as part of its FY15/16 
emergency plan.  

As for public services, there is a special focus on health, education, and housing. Health, 
education, and research development have enjoyed an allocation of EGP159bn, 12.8% 
growth from the previous year, with education and research making up 66%. Health 
spending grew by 15% compared to FY14/15, reaching EGP52.9bn or 5.5% of total 
expenditures, after including EGP4.2bn in direct cash support to provide health to 
underprivileged groups. In our view, these efforts fall short as health spending needed to 
increase by a much higher rate in order to fulfil the constitutional target of 3% of GDP by 
2018.  

Health, education, and R&D 
 

Housing expenditure  
 

Public investments breakdown 

 

 

 

 

 
Source: MoF 
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Energy subsidies remain a challenge despite reforms and lower oil prices 

Preliminary FY14/15 figures show a closing balance of EGP70bn for petroleum subsidies 
compared to the initially budgeted EGP100bn. This EGP30bn in savings resulted from 
lower international oil prices in line with our view, slightly exceeding our forecast of 
EGP28.4bn.  

Petroleum subsidies are allocated EGP61bn in the FY15/16 budget. This marks an 
EGP10bn drop from our FY14/15 estimates, and assumes a Brent price of USD70/barrel. 
Lower oil prices are encouraging the government to postpone the second round in subsidy 
cuts and focus more on distributional efficiency to generate potential savings. The 
government’s reluctance to cut subsidies will be enhanced further should oil prices remain 
low on the back of a deeper crisis in Greece, lower growth in China, and the conclusion of 
talks with Iran. However, we find it necessary to proceed with another round of subsidy 
cuts to ensure fulfilment of the EGP61bn target—especially since delaying the smart card 
system application until more sectors are accounted for will slow down potential savings 
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from improved distributional efficiency. We maintain our conviction that a second round 
of subsidy cuts, even if marginal, will be important for gaining reform credibility and 
encouraging upgrades in sovereign ratings. And to capitalise on the lower oil price, the 
government can simply postpone price revisions to end-2015, but not avoid it completely.  

As for electricity subsidies, we believe they are becoming a going concern. Electricity 
subsidies are 8.1% higher in the FY15/16 budget, illustrating a growth trend with limited 
room for containment. A pre-set plan to adjust electricity prices higher and enhance 
sector revenues is more than compensated for by higher use of natural gas needed for 
fulfil household and industrial consumption. Some 3.6 GW will be added to the grid by 
September 2015, potentially pressuring electricity subsidies further with probable cost 
overruns. An estimated EGP47bn in debts owed by the Ministry of Petroleum is also 
increasing the financial strain on the Ministry of Electricity and accordingly, the need for 
budget support.  

Budget funding of energy subsidies 

 
Source: MoF 

Interest cost and debt burden unceasing  
The biggest item in government expenditure remains the interest cost on public debt. 
Interest costs alone amount to EGP244bn in the FY15/16 budget, up by 25% from a year 
earlier and representing 28% of total expenditures. This constitutes a major opportunity 
cost in terms of productive activities that could have benefited from lower debt service. In 
our view, reducing the interest cost item should be the main focus of the government’s 
financial reforms going forward. We therefore see the need to reduce domestic 
government debt as a way of easing system risk from high levels of public debt.  

The government anticipates public debt at 90% of GDP in FY15/16, down from the 92.2% 
expected for FY14/15. This, in our view, will be hard to achieve given the dominant share 
of government debt, driven by the rigid dependence of government institutions on debt 
financing, as opposed to internal funding, to meet their growing financing needs. A case in 
point is EGPC raising more than EGP20bn since 14 December to finance its petroleum 
product requirements for local consumption.  
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Interest cost on the rise 
 

FY15/16 Interests dues by creditor 

 

 

 
Source: MoF 

 
Source: MoF 

We accordingly see the need to more aggressively proceed toward diversifying funding 
sources and elongating average maturity of treasury securities as a practical way to 
reduce risk. This includes working toward increasing longer-term funding at the expense 
of short-term treasury bills and gradually diversifying away from local funding, especially 
banks. In addition, capitalising more on external sources of funding could ease pressure 
on local interest rates. This, in our view, should reduce the rollover risk of government debt 
and ease short-term financing pressures.  

We also see room to further capitalise on external borrowing instead of local funding. Two 
benchmark issuances of USD bonds, expected to bring in USD1bn, are currently underway 
by two public banks. This follows after the Ministry of Finance successfully covered its 
USD1.5bn issuance in T-bonds almost 4 times. Such issues, in our view, are a 
capitalisation on low levels of public external debt, and do not represent an imminent 
currency risk given the long-term maturities.  

Resolving financial settlements between governmental authorities may also help in this 
regard. The complexity of debt arrangements between government institutions adds to 
the risk of a growing domestic debt. Such complexity reduces financial independence and 
ability to raise financing away from budget support.   

Total funding requirements 
 

Funding sources 
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Forecasts 
FY end: June FY10a FY11a FY12a FY13a FY14a FY15e FY16e FY17e 

Real sector         

GDP, current (USDbn) 219 236 263 272 287 334 369 413 
Real GDP growth (%) 5.1 1.8 2.2 2.1 2.2 4.3 5.9 7.0 
GDP/capita, current (USD) 2,814 2,966 3,261 3,250 3,341 3767 4,111 4503 
Population (mn) 79 80 82 85 87 89 91 93 

External sector         

Trade balance (USDbn) (25.1) (27.1) (34.1) (30.7) (33.7) (37.7) (40.8) (44.8) 
Tourism revenues (USDbn) 12 11 9 10 5 7 10 11 
Suez Canal revenues (USDbn) 4.5 5.1 5.2 5.0 5.4 5.2 5.7 6.5 
Transfers (USDbn) 10.5 13.1 18.4 19.3 30.4 23 25.2 28.3 
Current account (USDbn) (4.3) (6.1) (10.1) (6.4) (2.4) (5.6) (3.9) (3.0) 
Current account % GDP (2.0) (2.6) (3.9) (2.4) (0.8) (1.7) (0.9) (0.6) 
FDI (USDbn) 6.8 2.2 4.0 3.8 4.1 9.0 11.4 13.2 
EGP/USD official rate (period end) 5.6 5.9 6.0 6.8 6.9 7.5 7.7 7.6 
Net international reserves (NIR) (USDbn) 35.2 26.6 15.5 14.9 16.7 20.0 19.1 21.6 

Monetary sector         

Inflation (CPI, %) 10.0 12.1 7.4 10.9 8.2 11.0 11.2 12.6 
Deposits rate (end of period, %) 8.25 8.25 9.25 9.75 8.25 8.75 8.50 8.25 
Lending rate (end of period, %) 9.75 9.75 10.25 10.75 9.25 9.75 9.50 9.25 

Fiscal sector         

Fiscal deficit (EGPbn) 98.04 134.46 166.71 239.70 255.40 263 271 291 
Fiscal deficit % GDP 8.1 9.8 10.6 13.7 12.8 10.8 9.5 9.6 
Government domestic debt % GDP 67.0 70.5 73.3 82.4 85.1 81.3 78.4 75.7 

 

Source: MoF, MoP, CBE, CI Capital estimates 
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