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to B from B-, citing stronger economic growth and increasing external foreign
exchange reserves.4

Access to finance

In 2017/18, the Global Competitiveness report ranked Egypt 77 of 137 in financial
market development compared to 111 of 138 in the 2016/17 report.  On ease
of access to loans, Egypt ranked 66 of 137 compared to 136 of 138 countries last
year. 

According to the Mortgage Finance Fund quarterly report, the total financial
support offered by the Fund for low and medium income citizens was EGP298
million (US$16.7 million) in the third quarter of fiscal year 2017/18.  In addition,
the number of beneficiaries in that period reached 19 987 (of which 79 percent
are men, and 21 percent women), accessing finance from 16 banks and six
mortgage finance companies.  Ninety-nine percent of the subsidized units were
75 – 99m2 in size.

Overview

Egypt is a populous nation, with a current population of 97.06 million and a
population growth rate of approximately two percent a year.1

Its capital, Cairo, is one of the continent’s megacities, with a population of
9.7 million.  In 2017 Greater Cairo was named as one of the fastest-growing cities
in the world.  Egypt’s population growth has been a contributing factor to housing
problems.  The country’s housing shortage, which reached 3.5 million2 units by
2018, could worsen if it does not meet the growing demand for housing and
provide more basic housing facilities.  Recognising this, in mid-2015 during the
Egypt Economic Development Conference held in Sharm el-Sheikh, the
government highlighted housing and urbanization as central to its agenda.

Due to increasing inflation after the devaluation of the Egyptian pound in
November 2016, the property sector has prospered and became the best choice
for people looking to protect the value of their savings in this environment.  This
has been reflected in increased interest and demand by Egyptians in the new
compounds that are still under development in Cairo and Giza, such as Sun Capital
City and City Gate.  As a result, investors have shown interest in real estate, leading
to a great flow of money into the estate sector.

As an economic reform program is being implemented according to the
International Monetary Fund, the Egyptian economy is expected to improve.
According to the World Bank, real GDP is forecast to grow by 5 percent in fiscal
year 2018, and to increase gradually to 5.8 percent by fiscal year 2020.  GDP is
showing continuous and sustainable growth, registering 5.2 and 5.3 percent during
the first and second quarter of the fiscal year 2017/18.  This is up from 3.4 and 3.8
percent respectively over the same period in 2017.3

According to the Central Bank of Egypt (CBE) inflation report, the annual core
inflation rate declined to 10.9 percent in June 2018 from 11.09 percent in May
2018.  In addition, the annual consumer price inflation rate decreased to
13.8 percent in June 2018, from 30.9 percent in June 2017.  On 28 June 2018, the
CBE left the overnight deposit rate at 16.75 percent, the overnight lending rate at
17.75 percent and the main operation rate at 17.25 percent. 

The confidence of international institutions in the Egyptian economy is increasing,
as shown in May 2018 by the improvement of Egypt’s S&P sovereign credit rating
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The average monthly income of the beneficiaries, 77 percent of whom are aged
20-40, was EGP1 953 (US$110).  The price of subsidized units in the latest launch
of the Mortgage Finance Fund is EGP184 000 (US$10 337) up from EGP154 000
(US$8 651).  The price issued in April of last year, which is still less than the cost
of units, was estimated at EGP200 000 (US$11 236).  Buyers can reserve the units
by providing a down payment of EGP11 000 (US$ 618), which is refundable in
case of not winning one of the project’s houses, and monthly instalments are at
least EGP590 (US$33).

Fifteen mortgage companies operate in the Egyptian market (Sakan, EHFC, EMRC,
Amlak, Al-Tayasor, Tamweel, Tamweel Emirates, Naeem, Al-Ahly, Arab African
International, Al-Ahly United, El-Masreyin, Eltaameer, Contact for Housing Finance,
and Naser Social Bank) in addition to 16 banks out of 39 and 197 real estate
appraisers.  Banks offer housing loan amounts starting from EGP120 000
(US$ 6 741) up to EGP5 million (US$ 28 089).  The interest rate is 7 percent for
housing units of EGP 150 000, 8 percent for units worth EGP950 000, and
10.5 percent for units that exceed the value of one million Egyptian pounds.  The
maximum amount of any loan depends on the net income of the borrower, and
the monthly installment should not exceed 40 percent of monthly net income.5

During 2017, the value of new mortgage finance granted by mortgage companies
was EGP1.38 billion (US$77.5 million) an increase of 46 percent compared to
EGP950 million (US$53 million) during 2016.  The value of microfinance activity
reached EGP7.12 billion (US$400 million) by the end of 2017, 59 percent more
than the EGP 4.49 billion (US$ 252 million) recorded in 2016.  In addition,
microfinance activity expanded the number of beneficiaries to 2.26 million citizens
compared to 1.8 million in 2016.

The percentage of beneficiaries whose income is more than 3 500 pounds per
month is estimated at 99.4 percent of the total value of financing granted from
the beginning of the year until October 2017, compared to 98 percent in the
same period the previous year.6

The construction sector accounts for more than 4 percent of Egypt’s gross
domestic product and employs approximately 12 percent of Egyptian workers.
The industry is also one of the country’s fastest growing sectors, having grown by
10 percent in 2017.  In May 2018, the International Finance Corporation (IFC),
announced a US$15 million (EGP265.35 million) loan mainly in Egyptian pounds
to the Vinavil Egypt for Chemicals Company.  The IFC Director for the Middle East
and North Africa Mouayed Makhlouf clarified that providing the loan in Egyptian
pounds ensures the currency is more accessible to local companies, which can
help boost crucial industries like manufacturing and construction.7

Real estate activity tops the list of financial leasing contracts recording
EGP15.5 billion (US$870 million) or 71 percent of the total financial leasing activity;
truck leasing and financing comes second, with a value of EGP1.44 billion
(US$81 million) with 6.6 percent of the total; and in third place, contracts of heavy
equipment, recording EGP1.43 billion or 6.5 percent of total activity.  Manufacturing
contracts recorded EGP1.3 billion (US$73 million) or 6 percent of total activity.8

Affordability

The World Bank classifies Egypt as a low middle income nation, with a per capita
GDP of less than EGP12 000 (US$ 674).  According to the World Bank’s
calculations, the gross national income per capita was EGP1 960 (US$110) per
month in 2013.  Housing affordability is limited despite government policy efforts.
Just over one-fifth of Egyptians have incomes lower than US$2 per person per
day, with northern Egypt being the most impoverished. 

The average wage for Egyptians was about EGP2 500 (US$140) a month in 2017,
according to the Central Agency for Public Mobilization and Statistics, putting most
new housing well out of the reach of the bulk of the population.  The cheapest
flat in Cairo (out of the city) would cost on average EGP120 000 (US$6 741) .

Despite many developing companies supplying various projects to the market, the
demand for housing remains unmet.  Although 2017 has witnessed a positive boost
in market trends, Egypt’s population of over 90 million requires an additional
175 000 to 200 000 housing units a year to cater for the housing shortage of
3.5 million units.  There are 5.6 million vacant units nationwide, but these properties
are beyond the purchasing power of low and middle income groups.9

In 2014, President Abdel Fatah al-Sisi announced a plan to build one million
affordable units for low income youth across 13 cities in collaboration with UAE-
based company Arabtec.  A part of the project is expected to be finalized by the
end of this year, and the entire project is set to be delivered by 2022.  This is in
addition to the 62 000 homes being developed for the same segment as part of
the initiative of the CBE to provide affordable housing. 

While there is strong demand in many segments of the real estate market, most
of this demand is concentrated among a small group of people who buy
properties as an investment.  Most Egyptians cannot afford to pay EGP800 000
(US$44 943) to EGP1 200 000 (US$ 67 415) for an apartment in New Cairo.  It
has been estimated that 80 – 90 percent of new apartments in areas to the east
and west of Cairo are sitting empty.10

Despite the affordability problem for the majority of local Egyptians who
considered rent as an alternative solution, properties in 2017 have recorded a
higher rate in sale and rent during the first quarter of 2017 by 179.17 percent
compared to 2016, and have remained steadily strong throughout the first part
of the year. 

The overall demand for leased apartments in Egypt increased in 2017 by 78.59
percent compared to 2016, while the supply offered for rent has decreased by
19.57 percent.  Demand for villas for rent has increased by 124.78 percent, while
supply of villas offered for rent has also seen a 52.43 percent decrease.  The
demand for apartments available for sale increased in 2017 by 84.07 percent, while
supply decreased by 30.3 percent, emphasizing that investors are willing to pump
money in the real estate sector in 2018.11

Housing supply

Egypt’s population has tripled in the last half century, and most citizens continue
to live on just five percent of the country’s land in the Nile Valley. 

The Egyptian real estate market has grown by 133 percent during the first quarter
of 2018 due to the number of new projects launched in late 2017, particularly
the New Administrative Capital and Future City projects, according to a report
by the online real estate platform Property Finder.  Even though there are over
five million vacant units across the country, the prices of those units are beyond
the purchasing power of low and middle-income classes. 

Considering population growth, Greater Cairo is expected to be undersupplied
by approximately 400 000 units by 2020.  The majority of the undersupply is
expected to fall within the middle-income market. 

Egypt’s mega project, the Administrative Capital, is set to lead the future of
accommodation in Egypt.  The new capital includes an exhibition city, convention
center, medical city, government residential district, international airport, relocated
state institutions and an embassy district. 

Another promising project under construction is the Golden Triangle Economic
Zone that will boost Upper Egypt.  Around 65 percent of the project consists of
modern industrial hubs, while the remaining area is dedicated to touristic,
commercial and residential units. 

The Ministry of Housing has estimated that Egypt needs to build 500 000 new
homes every year for five years to keep pace with the expanding population.  In
2014, the country signed a US$40 billion agreement with the U.A.E.’s Arabtec to
develop 1 million housing units.  The project floundered in mid-2015.  As a result,
the government has committed to delivering about 300 000 housing units by the
end of 2016.  Cairo also plans to deliver about 750 000 housing units by the end
of 2018, in addition to 135 000 units for those currently living in informal housing.

The Ministry of Housing estimates that 40 percent of the population of Cairo lives
in informal settlements, while the Informal Settlements Development Fund (ISDF),
now part of the new Ministry for Urban Development, estimates that 75 percent
of urban areas throughout Egypt are unplanned and 1 percent are unsafe.12

Earlier this year, the Arab Union for New Urban Communities submitted a request
to the housing ministry to build 30 000 residential units in the New Capital City.
The project is estimated to cost US$ 3.8 billion and will be financed by private
investment, according to reports in a number of Cairo-based newspapers.13
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In early 2018 a new development company, City Edge Real Estate Development,
was formed to build residential and multi-use structures.  The venture is capitalised
at EGP1.6bn (US$90 million) and is 60 percent owned by the New Urban
Communities Authority, 38 percent owned by the Housing and Development
Bank, and 2 percent owned by the Holding Company for Development and
Investment.  Two projects are already in planning: a EGP2 billion ($132 million),
493-unit residential compound at Etapa and a EGP3.5bn (US$196.6 million)
mixed-use development in 6th of October City.  City Edge focuses on premium
offerings and the use of new technologies and designs.14

Property market

Egypt’s property tax law was amended in 2014.  President Abdel Fattah Al-Sisi
issued Presidential Decree 117/2014, amending the 196/2008 Property Tax Law
to modify the tax-exempt tranche so that it includes those owning a single
residential unit valued at up to EGP2 million (US$112 359).  Hotels, clubs, hospitals,
medical centres and clinics affiliated to the armed forces are exempted from paying
taxes.  Residential properties with annual rental values less than EGP24 000 and
commercial units with annual rental values less than EGP1 200 are also exempt.

Egypt’s property market is generally unregulated.  Consequently, most Egyptians
cannot afford proper housing to adequately accommodate the number of family
members.  The high inflation rate has led to the growth of informal settlements,
with poor infrastructure and quality of living. 

However, as Egypt Today notes, the high inflation rate has also made property
investment a preferable alternative to depositing savings into a bank:  “With a large
number of developments introduced to the marketplace, the real estate managed
to attract investment over other uncertain options; leading to a great flow of
money into the real estate sector for investment rather than housing purposes.”15

Private investor enthusiasm has led to a glut of empty properties in a country
with a housing shortage.  According to a Reuters article published in early 2018,
Egypt has millions of units under construction or vacant, with the Central Agency
for Public Mobilisation and Statistics estimating this at 12.8 million.  The vacancy
rate is approximately 27.5 percent, with some places above 90 percent.  Discounts
are already offered in the secondary market, along with easy payment terms.

Real estate reforms are crucial to attract investors.  Egypt is ranked 119th out of
190 countries in registering property, according to the World Bank’s latest Doing
Business report (2018).  It takes 75 days and eight procedures to register a
property in the country, compared to less than 30.5 days and 5.7 procedures in
other Middle East and North Africa (MENA) countries though it costs 1.1 percent
of the property value compared to six percent in MENA.

Policy and regulation

Three important laws are likely to affect real estate, one of which is the law on
tenders.  Tender legislation was reportedly plagued by problems such as lengthy
procedures, lack of clarity and potential corruption.16

Parliament has agreed in principle on a draft law of "reconciliation on building
violations".  The law proposes "legal and practical solutions to the problem of
building violations," including violations that have caused the collapse of buildings.17

The background to the law is the problem of violations of building codes, illegal
extensions and constructions.  This was highlighted by collapsing buildings, including
one that occurred because of construction violations at three residential buildings
in the central Cairo.  In 2017, several buildings collapsed, killing 15 people and
injured 55 others.18

In April 2018, President Abdel Fattah Al-Sisi ratified an amendment to the law on
real estate expropriation for public benefit.  The gazetted amendment sets out
that how government compensation to the original owner will be calculated, which
is according to market prices at the time of the decision plus 20 percent.19

A new mortgage law was issued in early 2016.  The law lowers mortgage interest
rates to five percent for people earning up to EGP1 400 (US$78) a month.
Additionally, individuals earning EGP15 000 (US$842.7) a month or families earning
EGP20 000 (US$1 123) a month become eligible under the scheme for mortgages
with a 10 percent annual interest rate for 20 years. 

In addition, on 24 February 2017, the CBE amended the Mortgage Finance
Initiative for Low and Middle Individuals, originally issued on 19 February 2014.
The CBE adjusted the maximum for the low income segment to EGP2 100
(US$118) with a five percent interest rate instead of EGP1 400 (US$78.65).  The
bank also raised the maximum monthly income limit for the middle-income
segment to EGP10 000 (US$562) per single person from EGP 8000 (US$ 449)
previously, and to EGP14 000 (US$786.5) from EGP 10,000 (US$ 561.8) for a
family.  Furthermore, the CBE raised the maximum unit price for the middle-
income segment to EGP700 000 (US$ 39,325) instead of 500 000 (US$ 28,089).

Egypt’s housing policy framework has been assertive in addressing the challenges
of supply and affordability, but its efforts have been criticised as insignificant.  Recent
political and social instability has further undermined these efforts and highlighted
the need for a new approach.  A shift from supply-side housing subsidies to
mechanisms stimulating private sector involvement in the mortgage market
promise to promote the rapid growth of Egypt’s housing sector and stimulate
broader economic growth in turn.  
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Opportunities

Real estate has continued to prosper over the past year, despite the challenges
the economy and the sector have faced following the currency devaluation in
November 2016 and the shortage in foreign currency.  Egypt has managed to
attract foreign investment, leading to a greater flow of money in the sector because
of the large number of development projects introduced by the government to
the market place such as the new Administrative Capital project and Sun Capital
City. 

The inflow will be positive for the real estate sector and will create an attractive
investment climate that brings stability to the market.  Demand for housing will
vary as there may be increased demand by those seeking investments that offset
demand by those seeking housing.  Real estate developers will also have to play
their part in finding creative offerings and incentives that will attract customers.

The devaluation of the Egyptian pound has divided the market now into two main
dynamics; increased supply at one end of the spectrum, with prices that exclude
all but those with high incomes.  On the other hand, demand is still unmet for
those with lower incomes.  The danger is that a demand bubble is being formed
as a result of lack of supply, especially for the low and middle income segments.
This means that a shift in supply trends is crucial for the health of the real estate
sector in Egypt.
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