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is incipient. 





Foreword 
by 

His Excellency Dr. Kamal El-Ganzouri 
Prime Minister 
Arab Republic of Egypt 

In the words of Gamal Hamdan, one of Egypt's leading contemporary thinkers, Egypt is 

the Queen of the Golden Mean, blending its own civilizational role with its infinite talent 
for absorbing the best that other cultures and civilizations have to offer. It is this unique 
personality that explains Egypt's vitality throughout the ages and confirms its capacity to 

meet the challenge of the Twenty-First Century. 

Egypt has a complete, complex and balanced economy. Its well-integrated structure 
ensures sustained growth within a highly diverse environment where dynamic sectors such 
as manufacturing, energy, agriculture, tourism and services interact to create important 
synergies and economies of scale. This generates an equally balanced distribution of the 
nation's income, employment and export revenues, and multiplies the opportunities for 
investment and growth. 

Egypt's decision to integrate into the global economy began two decades ago, and the 
liberalization process has accelerated since 1991, with the implementation of a 

comprehensive and successful reform program. Today, the policy and regulatory 
framework guarantees a stable and enabling business environment with high standards of 
competition and market discipline. The process of reform is irreversible and is anchored 
in Egypt's determination to foster closer economic links with its neighbors and with 
Europe, the United States and the rest of the world. Indeed, the international community 
has given Egypt's future prospects a unanimous vote of confidence, as clearly 
demonstrated in this book. 
Foreign direct investment has been an important vehicle for capital and technology 
transfer over the past twenty years. There are over four hundred transnational 
corporations operating within Egypt, covering all fields of economic activity. Many of 
these corporations express their intention to expand their capacity in Egypt, recruit more 
staff, and raise their export levels. 

Looking to the future, Egypt is poised to take off at a sustained high growth rate 
comparable to that of the best-performing newly-industrialized economies. There are 
seven fundamental factors of success: macroeconomic stability is guaranteed over the 
foreseeable future; the high growth export strategy is bearing fruit; services are developing 
dramatically to meet globalization needs; skilled and low-cost labor is abundant; laws and 
policies have been streamlined and are business-friendly; the capital market ranks among 
the most attractive and dynamic emerging markets; and private domestic and foreign 
investors have demonstrated their capacity to lead the economy's growth. 

Under the leadership of President Hosni Mubarak, Egypt is well on the road to prosperity, 
and investors are invited to share in the many opportunities which this giant market offers. 
Foreign and domestic capital have already demonstrated their success, singly or in 
partnership, and the government is working in close collaboration with the business 
community to realize the country's socioeconomic objectives. Now more than ever, Egypt's 
huge developmental potential is clearly gaining and opening new horizons. 
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Chapter 1. Achievements and Growth 
Potential 

"The world keeps coming to Egypt. The 

combination of an ideal geographical 
location and an impeccable natural site 
creates a rare harmony and balance." 
(Gamal Hamdan, The Personality of Egypt) 

A Vote of Confidence from the 
International Community 
Egypt is a large and fast expanding market. It is the 
second largest market in the Arab World with a GDP of 
$67.5 billion at market prices (FY 1996) which if 
adjusted for purchasing power, would multiply 
fourfold. Located at the crossroads between Europe, the Middle East and 
Africa, Egypt has acted as a major link between these regional markets and 
their access to Asia, especially since the construction of the Suez Canal. Egypt 
is also the lowest cost production base in the Middle East and Mediterranean, 
with a 17 million strong labor force, accounting for a quarter of the total Arab 
work force and 17 percent of its manufacturing value added. Its trade in 

goods and services now exceeds $30 billion with a high level of integration in 
the world market at 46 percent of GDR 

Among foreign investors, there is growing awareness that the Egyptian 
economy is ready for renewed high growth at more than 7 percent. After a 

four year period of stagnation due to anti-inflationary policies and demand 
management, successful stabilization has led to GDP growth rising from 2.5 

percent in FY 1993, 3.9 percent in FY 1994, and 4.7 percent in FY 1995 to an 
estimated 4.9 percent in FY 1996. The government's strategy is to further 
boost investment of the private sector and particularly foreign direct 
investment (FDI) so as to supplement domestic savings. According to Merill 
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Lynch analysts (1996), "The Egyptian economy is expanding at a strong, 
sustainable 4-5 % per annum" and "The challenge in the next few years is to 
complete the reform plan in order to gain 7-8 % annual growth". 
The reasons for such positive forecasts are the perceived stability of the 
macroeconomic environment, the strength of the Balance of Payments, the 
success of fiscal reforms and the positive response of private investment and 
output. Egypt's capital market is fast attracting foreign and domestic savings, 
and the IFC has this year included it in its Emerging Markets Index. Inflation 
has consistently declined, the exchange rate has been stable by developing 
and global standards, and aggregate demand is picking up as evidenced by 
indicators of construction activity and electricity usage. In 1995, economic 
growth was broad-based with manufacturing, construction, tourism and 
transport all showing noticeable expansion. 
Egypt's deep level economic transformation has been the result of a slow but 
consistent process of liberalization that started in the mid 1970s and 
culminated with the successful implementation of a comprehensive 
adjustment program in the early 1990s. The World Bank's most recent 
assessment attests to the success of the country's Economic Reform and 
Structural Adjustment Program (ERSAP): "Egypt's achievements in stabilizing 
its economy during the 1990s have been impressive. Prices have been 
liberalized on almost all goods, and at the same time inflation has been 
brought down from over 22% in 1991 to below 9% in 1995. During the same 
period, the Government budget deficit has declined from 17% of GDP to less 
than 2%, and the external current account deficit was kept below 2% of GDP. 
Foreign exchange reserves stand at over US$18 billion, real interest rates are 
significantly positive, debt servicing is current (no arrears), and external 
creditworthiness has been restored." By 1996, the current account turned to 
a surplus of 1.5 percent of GDR 

The level of foreign exchange reserves has risen from $6.4 billion in mid 1991 94 95 96 
to $18.5 billion in May 1996, representing over 18 months of imports, and over 
seven times the current debt service obligations. The growth in reserves is a 
result of consistent current account surpluses and relatively low debt service 
payments. 

Fiscal discipline has been consistently maintained over the past six years, via 
the government's decision to drastically reduce subsidies, discontinue 
guaranteed jobs in the civil service and improve tax collection. In addition, 
the IMF reports (March 1996) that "current transfers to public economic 
authorities were eliminated through improved efficiency, rationalization of 
their operations, and self-generation of revenues". This has enabled the 
budget deficit to rapidly decline from 17.7 percent of GDP in FY 1991 to 1.4 
percent in FY 1996. "This fiscal outcome places Egypt among the best 
performers in the emerging markets of East Europe, Middle East and Africa" 
says Merrill Lynch, (June 1996). 

The Executive Board of the IMF approved in October 1996 a new economic 
reform program of the Government of Egypt that will be supported by a 24 
months standby arrangement with the Fund. The new program builds on the 
progress made in recent years towards improving macroeconomic 
performance and towards a more decentralized market-oriented, open 
economy. The key objective of the new program is to increase Egypt's 
economic growth substantially and on a sustainable basis with a view to raising 
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living standards and reducing unemployment. The program envisages 

further progress on privatization, trade liberalization, strengthening and 
deepening of the financial sector, rationalization and modernization of the 
fiscal system, and deregulation. The macroeconomic program and 
structural reforms will enhance the process of export - and private sector - led 

growth by augmenting domestic savings and investment, attracting increased 
foreign direct investment, as well as improving the overall efficiency of the 
economy. 

On the legislative front, the government has since 1991 introduced a 

number of important laws and decrees which have significantly facilitated 
business operations, especially for foreign investors. Major reforms have 

taken place in banking, capital markets and foreign exchange fields. Banks 

are now fully autonomous in setting interest rates, fees and commissions, and 
foreign banks are allowed to operate in local currency. Law 95 (1992) on 
capital markets has streamlined capital market regulations and provided 
additional incentives to all market participants. This Law has allowed the 
operation of brokerage firms, portfolio managers, underwriters, venture 
capital companies, and the creation of funds. 

In 1994, Law 38 on the regulation of transactions in foreign currency fully 

legalized and liberalized the market for foreign exchange. Banks are now 

free to determine exchange rates, and non-bank exchange dealers allowed 

to operate, while foreign currency can be freely purchased and transferred 
abroad. All of these liberalization measures mean that, de facto, Egypt's 

currency is fully convertible, which is a major advantage to doing business in 

Egypt. 

Egypt's Competitiveness Ranks High by Davos Standards 

The World Economic Forum (Davos, Switzerland) has in 1995 included Egypt 

for the first time in its widely quoted World Competitiveness Report which 
now covers 48 countries and is based on 378 indicators of economic strength 
and business opportunities that are of interest to the Transnational 
Corporations (TNCs). According to the report, Egypt has an overall ranking 
of 27 out of 48 countries that are covered, a very favorable position when it is 

noted that the total includes the 25 most advanced OECD economies. Egypt 
compares especially well in the executive opinion survey which gives weight 
to a country's investment climate and economic prospects as perceived by 

TNCs (Egypt is 9th from among the 24 non-OECD countries). Egypt's major 
assets are seen to be in the strength of its manufacturing base, the 
appropriateness of industrial location, the development of the country's 
services sector, the progress and adaptability of government policy in facing 
new economic realities, the fair and equal fiscal treatment to all enterprises, 
the relative absence of lobbying by special interest groups, the low cost of 
living and low inflation, and an enabling parallel economy which supports the 
operation of large formal enterprises. 

The opinion survey also gives Egypt top ranking in terms of the equal 
treatment of foreigners as compared to citizens of the country, and a ranking 
of 4th on the national culture being open towards foreign cultures. The 
business community provides positive forecasts for the economy's future 
development, based on a stable exchange rate over the next two years, 
effective central bank control on currency speculation, the availability of 
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emerging markets, with 
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Egypt ranks ffrst in import 
coverage of reserves and 
export coverage by 
imports 
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credit from a trustworthy banking sector, which has a positive influence on 
industry. The survey questionnaire also gives Egypt high scores with respect 
to the adequacy of the road, airports and telecommunications infrastructure 
which meets with business requirements. Moreover, survey results show that 
Egypt's fast growing labor market boasts significant numbers of qualified 
engineers and R&D personnel, that women enjoy the same career 
opportunities as men and that the society places high value on hard work, 
tenacity and loyalty, all signs of the relative ease of recruiting and retaining 
various skills needed by an enterprise. 
The hard data comparisons also provide many useful insights into the 
relative position of Egypt in comparison with high performing advanced and 
developing countries as judged by national income statistics. Although the 
size of Egypt's market (GDP) and per capita incomes are among the lowest - 
39th and 42nd respectively - Egypt is 19th in terms of domestic market 
growth and 4th in terms of its low cost of living. Macro comparisons also 
highlight Egypt's diversified production base, with scores of 7 to 14 for its 
ranking in the production of energy, crude petroleum, industrial chemicals, 
rice and maize. 

Egypt's overall scores are also higher than average on economic risk rating 
(a score of 39.5 out of 50 with a rank of 18th) and are high on a large 
number of indicators pertaining to its balance of payments. Egypt in fact 
ranks first both in terms of the import coverage of official reserves excluding 
gold and in the coverage of import by export revenue. It also ranks second 
in the change in coverage of imports by exports, fifth in the growth rate of 
exports of commercial services, and sixth in the share of commercial services 
to GDP. In contrast, the country receives poor ratings in terms of the 
performance of merchandise exports, a situation which is now being 
rectified with the enactment of several trade liberalization measures and 
legislative reforms that are intended to promote exports of manufactured 
and agricultural products. 

Progress on Privatization 
As of end 1995, 24 privatization transactions had been effected worth $768 
million. These included full divestiture of four State owned enterprises, the 
sale of shares in another twenty, and ten cases of liquidation. Egypt's 
privatization program has been put at the top of the agenda of Egypt's new 
Cabinet. The Cabinet has in April 1996 allowed majority sale of privatized 
companies which resulted in heavy buying by international institutional 
investors. The new Cabinet's numerous reforms have also included the 
elimination of capital gains tax on capital market securities and the 
exemption of Investment Funds from income tax on profits. 
Starting from the beginning of 1996, the privatization process has 
thus gained a strong momentum, bringing up the total number of 
privatization transactions to 46. Thus, as endJuly 1996, 28 companies have 
been majority privatized (private share is greater than 50 percent) with a 
total book value of $1,103 million representing 5.2 percent of the total book 
value of Law 203 state-owned enterprises (SOEs). As to minority interest, 17 
companies have been partially privatized with private share less than 50 
percent. The total book value of these 17 companies is $2,049 million 
representing 10 percent of the total book value of SOEs. Another 11 
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affiliated companies are under liquidation with a book value of $160 million 
representing 0.75 percent of the total book value of Law 203 SOEs. 

It can be argued that Egypt's strategy of privatization is one of the earliest in the 
Middle East and North Africa (MENA) region, having started since the mid 
1970s with a unique model whereby an alliance was formed between Egypt's 
state owned enterprises and foreign multinationals. In addition to the fully 
foreign TNCs operating in the country, another 280 joint venture corporations 
were formed between state owned and private local and foreign partners as 
privatejoint stock companies under law 43. In this way, significant savings from 
the public sector were channeled into dynamic new enterprises and the 
formula attracted new capital and management with modern know-how. The 
state share in these joint ventures is now to be divested as part 
of the current program of privatization. 

Divestiture of small businesses owned by local government was 
a second stage of privatization begun in 1990. Already by 
1991, 1673 state owned establishments with capital of less than 
$25,000 were disposed of. The third and largest wave of 
privatization only began in 1992, with the enactment of a stock 
exchange law, which allowed the process to gain momentum 
by confirming full foreign ownership rights and generous tax 
exemptions. 

It is no surprise that financial analysts have chosen titles such 
as "The InvestmentJewel on the Nile", "The Sleeping Beauty" 
and "Fasten your seat-belt for take-off' to describe Egypt's 
dynamic stock market over the past two years and to make 
such positive forecasts for the future. Fleming Research, for 
example has said that Egypt's stock market was, in their view 
"one of the most attractive emerging stock markets for the 
second half of the decade" (Flemings Research, 1996). 

Integration into the World Economy 
It was in the 1970s, and following Egypt's brief experiment 
with socialism, that President Sadat launched Egypt's "Open 
Door" policy of liberalization. Domestic private capital was 

reinstated and foreign direct investment was increasingly 
attracted so that Egypt numbered ninth in the ranking of host 
developing economies to FDI flows in the decade 198 1-92, with a cumulative 
value of $7.8 billion (UNCTAD, 1994 World Investment Report). 

On the external front, Egypt's economy is expected to reap important gains as 

a result of the regional peace process as well as in response to the Association 
Agreement currently under negotiation with the European Union (EU). Egypt 
is already integrated in the world economy and it has abided by a strict 
timetable of trade liberalization according to the rules of the World Trade 
Organization. The agreement with the EU is expected to improve Egypt's 
export opportunities in Europe which already accounts for 46 percent of 
Egypt's exports trade. It will also attract substantial capital resources from TNCs 
which now perceive Egypt as an important production base to serve Europe 
through outsourcing. 

Foreign Direct Investment flows into Egypt are likely to soon exceed the level 
of $1 billion per year and Egypt is expected to rank among the top ten host 
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More than 400 TNCs 
operate in Egypt, with 
investments of over 
$8 billion 

developing countries in attracting FDI. FDI from Europe, the US and Korea 
has shown significant interest in Egypt over the past two years, especially in 
response to the success of the adjustment program and to the government's 
series of institutional and administrative reforms aimed at making the 
investment climate at par with that of OECD countries. To date, there are 
more than 400 TNCs operating in Egypt in the fields of petroleum, 
manufacturing, tourism and banking. Cumulative FDI from American TNCs 
alone reached $4.3 billion at the end of 1994 and an additional $2.0 billion 
are expected to flow into the country by 1997, especially in response to the 
Egyptian-American Partnership Agreement for Growth and Development. 
The Partnership Agreement - announced in September 1994 - is also aiming 
at increasing Egyptian exports to the US which grew to reach $1,537 million 
in 1995. 

According to the Middle East Economic Digest (19 April 1996), "The 
improved prospects for the Egyptian economy have been most clearly 
evident in the scale and variety of the new projects underway", of which 
MEED lists some of the major ones in industry, petroleum and electricity, 
including Egypt's first BOT power station. In concluding a 63 page 
assessment of Egypt's economic prospects, one leading financial house 
voices what is the growing consensus: "This country represents a giant 
consumer market that could become one of the biggest markets in the 
region, and one of the main links between the markets of the Arab World 
and those of the Asian and African continents" (James Cape!, October 
1995). 

A Vastly Expanded Infrastructure 

Note: Per capita growth rates. Telecom, Sanitation 
and Water for 1975-90, and Electricity for 1960-90. 

Source: World Development Report, 1994 

Infrastructure: fifteen years 
of growth 

Developing and expanding infrastructure services has been a major priority 
under the Mubarak presidency. Donor assistance in this field has enabled 
the government to allocate over LE 162 billion since 1982, (that is more than 
$66 billion at the going exchange rates). According to the World 
Development Report (World Bank 1995), Egypt's per capita increase in the 
production of the extension of telephone lines and the coverage 
of sewage networks has far surpassed that of all other higher and lower 
income developing countries. Installed capacity for electricity has increased 
from 5,030 Megawatt in 1982 to 13,468 in 1996, with an average annual 
increase in peak load generation of 11 percent. Per capita consumption of 
energy is currently at 875 kwh. Total energy consumed domestically stands 
at 47 billion kwh, of which half is used by industry. Electricity now reaches 
over 85 percent of rural households, and 82 percent of rural inhabitants 
have access to clean water. 

Progress made in telecommunications over the last fifteen years is impressive. 
Since 1981, installed capacity of telephone lines across Egypt has grown 
dramatically from half a million lines to over four million at present. Egypt's 
television broadcasting which started as early as 1960 has now launched a 
$200 million project - Nilesat - so as to obtain a major share of the Middle East 
audience for satellite television. 

As to the transport network, "Egypt possesses a well-developed road system, 
following an extensive modernization and expansion program in the 1980s 
which more than doubled the length of the country's paved roads" 
(Economist Intelligence Unit, 1995-96), to reach 39,800 kms, linking Cairo 
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Expansion of Utilities and Infrastructure 

Achievements and Growth Potential 

Unit FY 82 FY 92 FY 96 

Electricity 
Installed Capacity 
Per capita consumption 

Megawat 
Kwh 

5032 
490 

11536 
790 

13468 

875 

Energy 
Output of Petroleum 
Output of Natural Gas 

million ton 
million ton 

32.2 
1.9 

44.9 
7.1 

45.0 

10.1 

Telecommunications 
Telephone lines 
International channels 

'000 line 
Channel 

510 

820 

2527 

5860 

4100 

8480 

International calls million minute 65 313 450 

Cities connected to STD traffic Cities 7 214 535 

Transport 
Length of Paved Roads '000 kms 15.3 35.3 39.0 

Harbors & Shipping 
Capacity of Harbors 
Capacity of fleet 

million ton 
'000 tons 

25.5 
1426 

47.0 

1426 

50.7 
1666 

Rail Transport 
Number of passengers 
Rail cargo 

million 
million ton 

433 
7.4 

918 

10.9 

1090 

12.8 

Air Transport 
Number of airports 
Number of flights 

Airports 
'000 flights 

12 

88.0 
15 

145.3 

17 

166.0 

Source: Ministry of Electricity & Ministry of Petroleum and Ministry of Transport. 

to Upper and Lower Egypt, and Egypt to Libya, Jordan, Israel and Palestine. 
Railway modernization in the decade to 1992 cost more than $1 billion and 
included the introduction of new locomotives, new coaches and wagons and 
new high-speed express trains, in addition to track renovation. The railway 
network carries over 12 million tons of cargo yearly. Egypt's port facilities have 
also expanded significantly. Alexandria is the main port with the largest water 
area of any Mediterranean harbor, with annual traffic of about 22 million tons. 
Port Said and Suez are the second and third largest ports, and new ports have 
been developed in Damietta and Dekheila on the Mediterranean coastline. 
The Red Sea is served by smaller ports at Suez, El Adabia, Safaga, Sharm El 

Sheikh and Nuweiba. 

Egypt is the hub of air traffic for the Middle East, and Cairo International 
Airport is served by the world's major airlines with daily flights to most capitals. 
There are an additional eight domestic airports in the country, several of 
which handle regular flights from overseas. Construction has begun on a $380 
million third terminal for Cairo's airport that can handle nine million 
international and five million domestic passengers annually. 
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Looking Towards the Twenty First Century 
Egypt is in the process of developing a long term strategic vision that goes 
beyond the normal five year plan and looks all the way to the year 2017. The 
exercise was inspired by Asian countries such as Indonesia and Malaysia whose 
high growth and development performance can be partly attributed to a 
national consensus on socioeconomic priorities and targets as set out in their 
20 to 25 year vision documents. In forecasting the longer term horizon, 
Vision 2017 addresses Egypt's internal problems as well as the means to 
respond to the external context of rapid trade liberalization, the fast pace to 
technological change and global concerns for the environment. The 
challenge is to build on past achievements and strike a better balance between 
social empowerment, equity and market efficiency so as to raise the 
productivity of human resources and increase per capita income. The tools 
incorporate export orientation, improved educational and technology 
acquisition systems, and an enabling environment for private entrepreneurs 
and foreign investment to flourish. 

Egypt's long term vision is The strategy is based on a significantly reformed institutional framework that 
based on a significantly optimizes the use of human, capital and natural resources while preserving 

reformed institutional 
Egypt's cultural heritage and the environment. Public planning and spending 
is now being channeled to prioritize human development, while the process 

framework of decentralization and democratization is being accelerated for the 
obligations of development to devolve from government and to become 
shared by civil society in all its manifestations, including nongovernment 
organizations and a responsible but free media. 
The government has made three major shifts in strategy for growth: 
(1) encouraging in the private sector to invest in, own and operate a 
substantial portion of the utilities and infrastructure so as to release 
government resources for the provision of public goods; (2) a re-ranking and 
restructuring of national priorities to reallocate government resources in 
favor of basic rather than tertiary social services which only benefit the few; 
and (3) moving welfare programs away from the provision of universal 
subsidies and towards well-targeted programs to reach the truly needy. 
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Chapter 2. A Macroeconomic Profile 

"The size of the Egyptian economy, 

population and geographic importance in 

the Middle East makes it one of the most 
significant markets in that region." 
(Flemings Research, Egypt: The Sleeping Beauty, 

1996). 

Egypt's Window of Opportunity 
Egypt's potential for taking off has never been better, 
now that major structural problems have been 
overcome and that a number of positive prospects can 
be forecast for the future. At the macroeconomic level, 
stability has been restored : inflation is below 10 

percent, the decline in the budget deficit to less than 1.5 percent of GDP is 

expected to be sustained, and foreign currency reserves have reached $18.5 
billion (18 months of imports) providing a cushion against fluctuations in the 
exchange rate or capital outflows. 

At the international level, export markets are booming in many high value 
added agricultural and manufactured goods that Egypt already produces and 
both the Uruguay Round and the European Partnership provide important 
avenues for increasing Egyptian penetration, especially of EU and US markets. 
A second major trend is that TNCs from Europe, America and the Far East are 
increasingly interested in Egypt as a manufacturing location, and Egypt's labor 
force stands out as one of the highest skilled and lowest cost in the region. 
Another factor motivating FDI is Egypt's huge domestic market which 
provides an attractive home base for multinational investors. 

1996 has presented a turning point with the appointment of a new Cabinet 
which has accelerated the program of privatization and implemented far- 
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reaching legislative reforms aimed at further rapid decentralization of the 
economy. The strengths of the present Cabinet is that its members have been 
committed to the comprehensive reform program both in its design and 
implementation, and careful policy management can be expected to continue 
over the foreseeable future. 
Indeed, the stage is set for rapid growth that is export driven, with potential 
annual increases in manufactured exports of over 30 percent for the forseable 
future. Growth needs investments, especially private investment of the kind 
that has a large multiplier effect in generating jobs and incomes, and diffusing 
the benefits regionally and across income classes. Export-led growth is 
precisely of that type, and Egypt could easily quadruple its nontraditional 
exports to reach $4 to $5 billion over the next five years. 

The Transition to a Market Economy 
Egypt's history in this century has been one of political struggle for 
independence, of economic struggle for raising living standards, and of social 
struggle for equality of opportunity. Even though the country only briefly 
experimented with socialism in the 1960s, the legacy of that period was until 
the mid 1970s reflected in a heavy reliance on centralized administration, 
public sector dominance over economic activity, import substituting growth 
strategies and an excessively generous social contract providing open ended 
subsidies and automatic employment for the educated labor force. Over the 
past forty years, successive governments have focused on various targets: 
• In the decade of the fifties, Egypt managed to overcome its major problem 
of social inequity and reduce the disparities in income and wealth which had 
prevailed. 

• In the decade of the sixties, a significant expansion was made in the 
provision of education and health services and in guaranteed jobs in the 
public sector. 

• In the decade of the seventies, subsidies become an important tool for 
providing a social safety net. A major drive was also started to make better use 
of the desert and help reduce urban spread and industrial pollution. 
• In the decade of the eighties, the focus was on the upgrading and 
expansion of the country's infrastructure. Another achievement was to bring 
down runaway population growth to acceptable levels by adopting a new 
population policy and by giving priority to basic health care for mother and 
child. 

Yet a number of the policies adopted have proved too costly and have been 
thoroughly revised with the Open Door policy. Macroeconomic management 
is now based on fiscal discipline in a fully liberalized and free market 
framework. In the social context, overemphasis on university education had 
meant neglect of primary education and the country is only now approaching 
universal enrollment; concern for the poor had resulted in an unsustainable 
program of subsidies and growing indebtedness; too much emphasis on job 
creation in government and the public sector was also responsible for lower 
real wages and lower productivity. Public planning and spending is now being 
channeled to prioritize human development and the process of 
decentralization and democratization is being accelerated for the obligations 
of development to devolve from government and be shared by civil society. 
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The Macroeconomic Framework 
With respect to aggregate economic activity, the government has now put in 

place most of the elements necessary for rapid and sustained economic 

growth. Over the past five years, significant adjustments have been made in 

three critical policy areas: fiscal, exchange rate and monetary. Egypt has 

gradually discarded its import substitution strategy and replaced it with an 

aggressive export promotion drive. The newly liberalized trade regime 

encompasses full decontrol of the foreign exchange market, a flexible and 

market determined exchange rate, a reduction in tariff rates and the 

elimination of all nontariff barriers. As a result, Egypt has overcome its main 

macroeconomic imbalances. The fiscal deficit fell below 1.5 percent of GDP 

mainly due to increased government revenue. The elimination of energy 

subsidies and the introduction of generalized sales tax have alone raised 

revenues by LE 23.5 billion. 

The inflation rate has declined to around 7 percent, as a result of the decline 

in the budget deficit and its financing through real sources from treasury bill 

auctions. External debt has fallen to around $31 billion by mid 1996 and the 

debt service ratio to 14.3 percent of exports. The Balance of Payments 

position on current account has turned to a consistent surplus since 1991/92. 

The Central Bank has accumulated foreign reserves estimated at $18.5 billion, 

or close to three times the safe level of 6 months of imports. 

Four years of stability have contributed to restoring creditworthiness and 
donor confidence. The exchange rate has been freed and its rate has 

stabilized within the range of LE. 3.3 to 3.4 per US$1. De-dollarization of the 

economy has been achieved. Real interest rates have been raised to positive 

levels while the nominal interest rate on treasury bills has declined from over 

20 percent to around 10.5 percent, along with the reduction in inflation. 

It has been estimated that the targets which can conservatively be achieved 

over the coming two decades include: 

• Average GDP growth of 6.5 to 8.5 percent, with national savings rising to a 

minimum of 22 percent and investments to more than 30 percent of GDP. 

• Accelerated sector growth rates of manufacturing (12 percent), agriculture 
(4 percent) and tourism (10 percent). 

• Consistent growth in productivity, with the incremenal capital output ratio 

declining to 4 and labor productivity rising by 2.4 percent annually. 

• Full employment of a growing labor force, rising wage levels and 
acceptable minimum wages. 

In order to achieve these goals, the government is fast moving to upgrade the 
legal environment as well as to access all citizens with quality public services. 

By the year 2000, the state has set itself the tasks of providing: 

• An institutional framework which has eliminated all remaining 
bureaucratic costs. 

• Universal enrollment in basic education and better access to health 
services of a high standard. 

• Vocational training systems that are compatible with the needs of modern 
business. 

• Improved family planning services and programs to accelerate Egypt's 

demographic transition. 
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Major Indicators of Macroeconomic Performance 

GDP at current prices, LE bn 
Real GDP growth, % 

GDP per capita, current $ 

Gross Investment /GDP, % 
Gross Domestic Savings/GDP, % 
Gross National Savings/GDP, % 

Inflation rate (CPI) 
Money Supply Growth, % 

Current Account Balance/GDP, % 
Budget Deficit/GDP, % 

Explicit Subsidy Burden/GDP, % 

Notes: * estimated figu res; 

Source: CBE and MOP 

New Legislative and Judicial Reforms 

Reform is underway to 
unify investment 
incentives in a single 
piece of legislation which 
will confirm existing 
incentives at their current 
maximum level 
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A complete overhaul of Egypt's legislative and judicial systems has recently 
been undertaken with the purpose of making the law more homogenous and 
its application more swift, in line with the needs of an increasingly complex 
economic, social and political environment. 

Legislative reform. A national program for legislative reforms was launched in 
early 1996 following Presidential Decree 439/1996 which appointed a 
Supreme Legislative Council to eliminate obsolete legislation and create a 
simplified judicial system based on revised, developed and unified laws and 
bylaws referred to it by a number of committees set up for this purpose. 
The legislative reform policy is based on two main axes: 
1. Identification of major areas for legislative reforms according to categories 
that include investment; state financial resources; agriculture and industry; 
administration of justice; business administration; education; administrative 
authorities and the public. 
2. Priority areas of legislative reform are in the economic sphere, to tackle the 
urgent requirements of the transition to a free and open market economy. 
Here, special committees have focussed on reforms covering the commercial 
law; investment leasing law; acquisition of property for foreigners; tax petition 
law; and the unified investment and complementary laws. 
The priority given to the reform of economic laws has resulted in issuing 
several laws in record time including the financial leasing law, some of the 
statutes of the banking law which have been amended, and the full draft of the 
acquisition of property for foreigners as well as the commercial law which have 
been concluded. Drafts for the unified investment law and the tax petition law 
are about to be concluded. It is expected that reform work will continue at this 
rapid pace for some time to come. 
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Judicial reform. Problems of delays of justice and the accumulation of cases 

are shared by Egypt with other countries. These are usually due not only to the 
increasing number of cases in comparison to the judges available, but also to 

the expansion of the body of legislation. For these reasons, Egypt's Ministry 

of Justice has over the past few years been engaged in a large program to 

facilitate the administration of justice, mainly by computerizing the court 
system and establishing a central judicial data bank. The program also 

promotes training facilities, not only in the use of automation technology, but 
on modern administrative techniques. The educational facilities of the 
National Centre forJudicial Studies are also being upgraded and placed at the 
service of judges to assist with advanced training programs in different areas 
of expertise. 

Automation is crucial for assisting judges and litigants to gain access to the 
system, its legislation, and precedents of the Supreme Court. The data bank 
and its auxilliary computers and modems will give judges easy access to 
decisions, legislation and statutes by the Court of Cassation and the Supreme 
Constitutional Court. Further, the data bank will preserve case files, automate 
the notary office process, create accurate judicial statistics, establish a 

directory for members of the judiciary and their assistants for better 
distribution of judges and assistants between courts, and schedule the 
activities of the judiciary and its subsidiaries. All of these measures will ensure 
a timely and more efficient justice. An increase of productivity and speedy 
resolution of cases greatly depend on the data bank, and a network of the 
Supreme and primary courts will be connected up, as well as the National 
Centre for Judicial Studies, the State Council and the Office of the General 
Prosecutor. 
The Ministry of Justice - in cooperation with various countries - has also sent 
groups of judges and prosecutors abroad to expose them to alternative 
techniques for the administration of justice, particularly with regard the 
problems of the accumulation and backlog of cases. One major benefit from 
these visits has been the realization of the importance of specialized courts for 
resolving financial and banking cases, as well as commercial and maritime 
cases, the use of alternative dispute resolution for small disputes and limiting 
the incentive to appeal. The concept of "civil prosecutors" as an alternative 
dispute mechanism to ease the burden on judges is now well on its way towards 
being implemented. An additional step has been to increase the number of 
new members of the judiciary. 

Seven Pillars of Growth 
Looking to the future, there is every reason to believe that the economy will 

experience sustained high growth. There are seven major reasons for 
optimism: 

Macroeconomic stability is guaranteed over the next decade. This forecast is 

based on the configuration of declining budget deficits and the continued 
strength of the balance of payments. Government revenues are projected to 
grow in line with the commercialization of SOE activities, the sale of SOE 

assets and significant reforms in the tax system. Returns on the state's 
investments in the petroleum, natural gas, Suez Canal and utilities sectors are 
also high and will provide the Treasury with a secure source of income into the 
future. 
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Private investment in 

telecommunications, 
transport, power, water 
and highways has become 
an attractive proposition, 
and BOT projects are 
underway in electricity and 
toll roads 

On the expenditure side, further reductions in budget outlays are expected, 
especially with the continued decline in the cost of servicing both domestic 
and foreign debt, with a projected fall in interest rates (domestic and foreign) 
and as the last tranche of foreign debt relief materializes. The stability of the 
monetary system is also ensured over the foreseable future on account of the 
Central Bank's possession of over $18 billion in foreign currency reserves 
which provide a comfortable cushion against any risk of sudden capital 
outflows. 

Most important of all, the government's new strategy to promote private 
domestic and foreign investment in the expansion of the infrastructure and 
utilities will relieve the Treasury from an enormous burden. Over the past 
fourteen years, close to half of public investment which averaged 22 percent 
of GDP in the 1980s was alone allocated to electricity, telephones, roads, 
utilities, housing, and to the development of new cities. 
The strategy over the next decade is to encourage the repatriation of the vast 
savings accumulated by Egyptians abroad and to capitalize on the growing 
interest of TNCs in BOT and BOOT type projects so as to increasingly rely on 
private initiative and finance to further expand the infrastructural network. 

Nonoll exports are accelerating. Egyptian industry and agriculture are 
responding very positively to the package of structural reforms, and export 
growth is broad-based across many subsectors which are benefitting from the 
liberalization of the trade and investment regimes. The advantages of low 
labor costs and the availability of a range of domestic raw materials have now 
been boosted by increased competition, the introduction of international 
quality control standards and the opening up of new niches in regional and 
OECD markets. 
Forecasts made by SRI International are that manufactured exports which 
have increased by an average of 41 percent over the past two years will 
continue to grow at an accelerated rate to reach $4.8 billion by the year 2001, 
up from $3.0 billion in 1995. Although Egypt's trade deficit will persist for 
some time to come, it will become smaller as the competitiveness of Egyptian 
products drives many firms to take advantage of the package of fiscal 
incentives and simplified procedures now available to exporters. 
Egypt's revealed comparative advantage lies in a wide range of manufactured 
and agricultural products which are either labor intensive, such as textiles and 
garments, food processing, engineering and ceramic products; technology 
intensive such as pharmaceuticals and cosmetics, or energy intensive, 
especially those relying on Egypt's vast natural gas reserves, such as steel, 
aluminum and fertilizer. 

Egypt's exports have shown increased dynamism as the economy overcame the 
three problems that plagued exporters in the 1980s: the overvalued exchange 
rate, distorted domestic prices and excessive reliance on the markets of 
Eastern Europe. Twenty years of Open Door policy have also put in place a 
competitive cluster of industries catering for the needs of exporters, including 
packaging materials, information, marketing and advertising services, credit 
and guarantee facilities. 

The service sector is growing dramatically Egypt's service sector stands out 
for its sustained growth performance both domestically and on the export 
front. Over the past ten years, its share of GDP has grown from 48 to 50 
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percent, mostly an account of the fast expansion in tourism, finance, 
transport, distribution and recreation activities. The demand for service 
related inputs in all production sectors has benefitted from the process of 
modernization, the spread of information technology and the use of 
marketing tools, as well as from rising incomes that followed on the Open 
Door policy. The export of services has also become the major contributor to 
Egypt's balance of payments, reaching $9.9 billion in 1995 and its growth rate 
has ranked Egypt as fifth out of 48 countries in the World Competitiveness 
Report. 

The private sector has led the supply response with a proliferation of niche 
services in diverse areas which range from engineering and project 
management to advertising and marketing. Egyptian skilled labor has already 
demonstrated its high standards and competitiveness in neighbouring Arab 
countries where employment in such service activities as law, accounting, 
computer programming, sales, banking, media, tourism, health and education 
is dominated by nationals from Egypt. The dynamism of the services sector is 

a major strength of the domestic economy and provides investors with an 
added advantage to doing business in Egypt. 

Skilled and low cost labor is abundant. Egypt's major resource is its people, 
and in spite of vast expenditure made on education since the 1950s the labor 
force is still largely underutilized. Compared with countries at the same level 

of per capita income, Egypt has a much larger proportion of enrollment in the 
higher levels of education, and increasing numbers of these graduates have 
joined the ranks of the unemployed, since the mid 1980s when the state 
discontinued its policy of automatic guaranteed employment. Several 
thousands of these graduates have gained experience by working for typical 
periods of four years abroad, and their huge numbers in the engineering, 
science, commerce and law disciplines provide a vast pool of well trained 
personnel to serve the rapidly growing domestic economy. 

As to unskilled labor, Egypt's blue collar work force has earned its reputation 
for being disciplined and hard working. With a revolving stock of over two 

million migrants over the past two decades, Egypt has on the one hand earned 
a steady annual remittance income about $3 billion, and on the other made 
large indirect gains, with return migrants setting up microenterprises that 
increased by close to one million establishments in the intercensus period of 
1976 to 1986 and probably by an equal number since. It is these parallel 
informal and small-scale activities that can be tapped by the large formal 
sector. 

Laws and policies are business friendly. The business environment has over 
the past few years been considerably enhanced by the enactment of new 
laws and bylaws which have eliminated controls and provided a simple 
and transparent set of rules that govern business operations. In spite of the 
existence of a liberal investment code for foreign and domestic private 
investment since 1974, a number of demands from the business community 
have been met over time. Fully foreign ownership of projects is now 
allowed, and the investment law makes no discrimination between local and 
foreign investors. Capital and profits are freely repatriated and transactions 
costs such as registration, notarization and incorporation fees have been 
abolished. 
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Since 1994, several major pieces of legislation have further been passed to 
reduce taxation, eliminate exchange controls, liberalize the banking and 
insurance sectors and reactivate the capital market. Domestic and foreign 
banks are now fully autonomous in setting interest rates and exchange rates, 
foreign financial intermediaries have the same treatment as national firms, 
with no restrictions on capital mobility or foreign exchange, and all 
participants in the capital market have been exempted from profit and capital 
gains taxes. 

The parallel policies of liberalization of prices, credit and foreign trade, and 
the abolishment of investment licensing have all raised the degree of 
competition and leveled the playing field for all actors from the private and 
public sectors, domestic and foreign. This is evidenced in the multiplication 
of firms in each field of economic activity, from banking and tourism in 
the services sector to pharmaceuticals, cars, cement and textiles in 
manufacturing. Large enterprises from the TNC, SOE, joint venture and 
private domestic sectors are all competing in a healthy and enabling 
environment. 

The stock market is taking off. The government's move to revive Egypt's stock 
market has been a remarkable success. The enactment of the Capital Market 
Law in 1992 has restored domestic and overseas interest and by mid 1996, the 
number of listed companies had grown to 680. Total annual turnover has 
risen from $176 million in 1992 to $2 billion in the first 9 months of 1996, 
while market capitalization rose from $3.2 billion in 1992 to $10.9 billion by 
end September 1996. The number of transactions has also accelerated from 
12 thousand in 1993 to 470 thousand in 1995, and the first six months of 1996 
saw a 134 percent increase in the value of trading of listed shares and bonds 
as compared to the same period in 1995. 

According to the international brokerage community, Egypt's equity and bond 
market is expected to witness tremendous growth on account of the 
outstanding performance of the issues so far quoted and of the attractiveness 
of new issues that are being launched. Egypt is fast catching up with other 
attractive emerging markets, and its current stock market capitalization atjust 
16.3 percent of GDP is witness to the huge potential available for more 
enterprises to seek finance from the market and for savers and investors to 
increase their stock market holdings. 

International fund managers have only recently discovered the "Jewel on the 
Nile" as far as portfolio investment opportunities are concerned, as evidenced 
in the growth of fact finding missions to Cairo. Egypt's Capital Market 
Authority expects the share of foreign ownership of equities to fast rise from 
its current 3 percent to 10 percent before the decade is over. In fact, byJune 
1996, foreign investors accounted for 20 percent of the value of transactions, 
up from 8 percent in March 1996, with over 125 overseas financial institutions 
participating in the market. As signatory to the latest GATT agreement, Egypt 
allows foreign intermediaries to operate on the same non-discrimanatory basis 
as national firms, with no limitations on capital mobility and no restrictions on 
foreign exchange. Egypt's own mutual fund industry has flourished over the 
past two years, under the same system of regulations as the most developed 
financial markets, and institutional investors are soon to take up a significant 
share of the stock market. 
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Private enterprise leads the economy. Egypt's private sector entrepreneurs 
have now established themselves as versatile, risk-taking and innovative agents 

of progress. The Open Door policy (Infitah) has witnessed the development 
of large and small private interests which are now responsible for growth in all 

fields of economic activity, from agriculture, construction, and manufacturing 
in the production sectors, to trade, finance, transport and tourism in the 
services. The share of the private sector in the economy has thus increased 
from about 50 percent in the mid 1970s to two thirds in 1996, and it now 

accounts for about half of aggregate investment, up from about 20 percent in 

1982. 

The process of modernization of the economy has been led for over two 

decades by Egypt's dynamic community of business leaders which has reached 
a critical mass and now has a large stake in the continued process of 

liberalization. Private enterprise is increasingly participating in the policy 

dialogue, and the government has institutionalized its channels of 
communications with this all-important sector. Business associations are now 

well organized and their efficient representation of member interests has 

ensured that the package of legislative and policy reforms conforms to their 
needs for a transparent and enabling environment. 

Egypt is now ready for take off, as evident in the dynamism of the real 
economy and by the confidence and leadership that private business has 
displayed over the past few years. What is sure to accentuate the speed of 
Egypt's growth trajectory is the peace settlement in the Middle East that will 

restore stability in the region as well as Egypt's long-standing tradition of a 

pluralist and democratic society. 
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Chapter 3. Human Resources and the 
Environment 

"Egypt's labor market has significant 
numbers of qualified engineers and R & D 

personnel. Society places high value on 

hard work, tenacity and loyalty." 
(World Competitiveness Report, 1995) 

Population Growth on the Decline 

Egyptian people are the real wealth of the nation. 
Egypt's goal of balanced growth and development is to 
empower all individuals - as producers and consumers 
of progress - to maximize on their potential to lead a 

healthy and productive life and to enjoy a decent 
standard of living. A well designed human resource strategy is at the core of 
the country's long term vision and has moved on four parallel fronts: an 

immediate target of achieving universal primary school enrollment by the year 

2000; a major improvement in the quality of all social services in a cost 

effective manner; support for a transparent and well targeted system of welfare 

for the lowest income groups and for a nation-wide program of self- 

employment; and enforcement of legislation to protect the environment, 
including the application of industrial zoning, the use of clean energy sources 

and the further extension of sanitation networks in rural areas. 

In 1995, the population of Egypt stood at 61.7 million, including 2.7 million 

living abroad. The dramatic decline in population growth from 3 percent in 

the 1980s to 2.1 percent in the mid 90s, with a more rapid decline in birth 
rates than death rates, has been one of the most positive impacts of improved 

access to education and health services. The country's ten year family 

planning program is acclaimed as one of the most successful by international 
standards, having achieved a rate of contraceptive use of 47 percent in 1995 
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which is targeted to rise by one percent per year. Fertility has correspondingly 
declined from 5.3 in 1980 to 3.9 in 1992. Moreover, the dependency ratio will 
continue its rapid decline, with the proportion of the population under the 
age of 15 declining from close to half in 1986 to 39 percent in 1995 and a 
projected 25 percent by the year 2015. 
These are clear indicators that Egypt has entered the stage of demographic 
transition and that the vicious circle of poverty, population growth and 
environmental degradation can at last be broken. Yet policymakers cannot 
afford to be complacent, since the declining rate of population growth can be 
fast or slow, depending on the future rate of decline in fertility. According to 
the slow decline scenario, the population of Egypt will reach about 87 million 
by the year 2015, as compared to 75 million under the fast decline scenario 
whereby population growth declines to 1.2 percent in 2015. The cumulative 
difference between the two estimates over the next 20 years is therefore as 
much as twelve million additional young people who must be educated, find 
employment, housing and other services. Every effort is being made to 
achieve the rapid decline scenario and maintain the momentum of success in 
family planning, by reaching the more inaccessible segments of the 
population, especially in rural areas. 
Even though access to contraceptives has covered 95 percent of the 
population since 1992, and the reach of media campaigns is universal, the 
differential level of use across regions is still very high, with contraceptive use 
ranging from 22 percent to 62 percent. This gives vital importance to 
providing adequate basic education and health services, especially to women, 
and to promoting employment in deprived areas. 
Under the best case scenario, annual additions to the population will still be 
very significant, at an average of one million persons per year over the period 
up to 2015. What this implies is that schools, hospitals, roads, electricity, water, 
sanitation and other basic infrastructural investments will have to be 
continuously implemented. Improved coverage of the population and better 
quality services will mean large investments by the government as well as the 
expansion of its current budget expenditure to pay better salaries, purchase 
adequate supplies of intermediates and to undertake proper maintenance of 
the stock of capital in priority areas of social services and utilities. 

Plentiful Labor Across Sectors 
One of the positive trends that has accompanied Egypt's demographic 
transition is the significant decline in the dependency ratio, with a mirror 
increase in the working age population. Egypt's labor force now stands at 17 
million and is projected to grow at an annual 2.6 percent to reach 35 million 
by the year 2015. This implies the entry of more than half a million new job 
seekers into the labor market every year, and the strategy is to promote high 
levels of investment in three major areas of private sector activity with large 
employment multipliers: export oriented manufacturing by domestic and 
foreign firms, small scale enterprise operations in all of the nonagricultural 
sectors, and high growth service activities including information, finance, 
transport, tourism and personal services. The goal is to create an enabling 
environment that attracts foreign capital and technology and Egyptian private 
savings from abroad and to also provide institutional support for the 
enhancement of micro enterprise activity. Reforms of the financial sector and 
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capital markets are already in place, and together with continued 
macroeconomic stability, these will ensure the rapid growth in national savings 

and their channelling into productive investment. 

The growth of the economy is predicated on significant structural change in 

favour of the productive commodity and service sectors that enjoy high levels 

of productivity change, especially manufacturing. Within the manufacturing 
sector, growth industries will be concentrated in the high value added, labour 
intensive down-stream subsectors which use skilled labour and enjoy strong 
links with the world market. Egypt's labor force is the country's major asset, 

providing each sector of activity with an enormous cost advantage both in 

terms of low overall wage levels and of specialized white collar workers and 
skilled technicians as well as a plentiful and flexible blue collar work force. 

Egypt's labor force is by far the largest in the Arab World and second only to 

Turkey's in the wider Middle East. The structure of employment has changed 
radically over the past two decades, as agriculture has become more 
mechanized and is therefore shedding labor. Today, agriculture accounts for 
31 percent of total employment, down from 39 percent in 1982. Conversely, 
manufacturing and service activities have fast increased, in line with rising 
incomes and modernization. The share of industrial employment now stands 
at 22 percent and that of productive services (finance, trade, transport and 
tourism) at 17 percent of total employment. As a result, even the distribution 
of the rural labor force shows a correspondingly dramatic change, with the 
share of nonagricultural workers rising from 30 percent in the 1970s to well 
over half at present. 

On the other hand, the petroleum sector which was responsible for the 
highest growth rate in value added since the mid 1970s, its share in GDP 

doubling to 7 percent, was also the sector which generated practically no 
direct or indirect employment, given its highly capital intensive nature. By 

1996, it still accounts for less than 0.5 percent of the labor force. 

The large informal sector proved to be flexible and dynamic, growing at 2.8 

percent per annum over the intercensus decade, with an increase of more 
than one million persons in the group of the self employed. 

Meanwhile the government's guaranteed employment scheme has slowed 
down and the share of governmentjobs has stabilized over the past decade at 
18 percent of total employment. The distribution of the wage bill for 
government shows that about 40 percent goes to employees in education, 22 

percent to administration, 11 percent to police and justice and 10 percent to 
health. Social services thus represent about half of the government wage bill. 

Rising Productivity and Competitive Wages 
Wages in the economy have increased by less than inflation since the mid 
1980s. The result is that in dollar terms, and subsequent to the devaluations 
of 1987 and 1991, wages are in fact lower than a decade ago. Given the 
significant increase in labor productivity in the key sectors of agriculture and 
manufacturing, what this means is that Egyptian labor is currently and will 

continue to be the most competitive in all of the Mediterranean and Middle 
East regions. 

Wage levels range from an average of $1.8 per day for male workers in 
agriculture, to $137 per month in manufacturing industry, and $254 per 
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Comparison of 
Wages,1992 

Country ($/hour) 
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month in five star hotels and $590 per month in joint venture banks. In 
comparison with other neighboring countries, Egypt's textile workers (with 
average wage of $110 per month) earn 19 percent of their Turkish 
counterparts, 35 percent of those in Tunisia and 8 percent of those in Israel. 
Private sector wages tend to be close to those in public sector manufacturing 
for blue collar workers, but significantly higher for professional and 
managerial personnel. The highest level of remuneration for all job 
categories in Egypt is found in the transnationals (TNCs) sector, followed by 
the joint venture (JV) sector, as shown in table below. These two sectors have 
consistently paid a multiple of the going wage or salary in purely national 
companies, across all positions and occupations. For example, a skilled 
factory worker earns an average of $2,557 per year in a national firm, $2,719 
in aJV and $3,204 at a TNC. A secretary will earn $2,746 per year in a national 
firm, $3,060 in aJV and $5,979 in a TNC. 

Productivity is as important to competitiveness as a low wage level, and Egypt's 
process of liberalization and outward orientation is fast promoting the 
introduction of technological innovations and up to date managerial 

Salaries and wages by occupation, Transnationals and Joint 
Ventures ($/year) 

White Collar TNCs JV Blue Collar TNCs JV 
Management Technical Skills 
General Manager 35,231 27,417 Sr. Draftsman 6,529 7,186 
Accounting 18,554 14,305 Draftsman — 3,360 
Sales 25,221 18,439 Driver 3,515 2,298 
Production 17,661 15,205 Senior Fitter 4,165 3,428 
Engineering — 15,600 Operator 1,810 921 
Administration 16,295 14,326 Foreman 6,790 3,526 
Marketing 33,279 18,868 Sr. Tech. Mechanical 5,216 3,444 
Human Resources 24,992 — Tech. Mechanical 4,045 2,499 
Computer Systems 15,678 15,469 Sr. Tech. Electrical — 3,618 
Project 11,531 — Tech. Electrical 4,804 1,906 
Professional Staff Skilled Labor 
Sr. Accountant 9,462 5,001 Electrician 4,638 2,880 
Civil Engineer 9,304 Mechanic 4,556 2,502 
Drilling Engineer 19,235 6,371 Plumber 2,682 2,467 
Sr. Electricial Eng. 12,734 Dispatcher 7,775 — 
Sr. Electronic Eng. 12,480 6,071 Carpenter 3,579 1,638 
Lawyer 7,609 6,085 Cook 7,119 3,600 
Marketing 8,128 7,140 Factory Worker 3,095 1,832 
Senior Salesman 18,815 6,042 Laboratory General 2,658 1,440 
Researcher 3,152 3,314 Office Boy 2,375 1,662 
Executive Secretary 10,867 8,389 Van helper 2,760 1,521 
Sr. Secretary 8,291 6,505 Warehouse Worker 1,969 1,444 
Secretary 5,979 3,060 Security Guard 3,349 2,259 

Note: The figures listed above are the annual average salary including supplements, as per the Survey of 
Personnel Policies Salary Lrvels in Egypt, 1995. 

Source: Middle East Advisory Group, Cairo, 1999. 
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methods. Labor productivity in Egyptian manufacturing has, according to 
annual UNIDO statistics,jumped by 56 percent over the past 12 years to reach 
$15,973 in 1992, while dollar wage levels have remained at $1,479, reflecting 
the abundance of labor available on the market. Managers report that across 
all job descriptions, all skill categories are easy to recruit. 

Progress on Education and Health 
Education 

Egypt is attempting to redress an imbalance between basic educational 
enrollment, and that of secondary and university levels. Basic education is not 
yet universal (primary = 98 percent and preparatory = 89 percent), secondary 
education lacks sufficient emphasis on 
vocational training, in contrast to universities, 
where enrollment is significantly higher than 
for average developing countries. The 
government has more than doubled the budget 
for education over the last five years, with the 
largest percentage increase going to secondary 
technical education, followed by elementary 
schooling. 

In 1995, Egypt's student population reached 15 

million in the pre-university stages and an 
additional 1.3 million in university. The largest 
absolute increase has been in elementary 
schooling, followed by vocational training at the 
secondary education level. Secondary technical 
education (three and five years programs) had 
a total number of 1.8 million students enrolled 
in 1996, with an annual intake of over half a million and a distribution of 45 
percent in industrial, 45 percent in commercial and 11 percent in agricultural 
branches of training. 

Egypt has committed itself to prioritizing education as a primary area for the 
development of human resources and President Mubarak has defined the 
achievement of specific educational targets by the turn of the century as the 
"National Project of the Nineties". The targets include universal elementary 
and primary school enrollment and the eradication of illiteracy by the year 
2000, as well as raising the quality of basic education via a comprehensive 
program of curriculum reform, institutionalizing educational evaluation, 
upgrading of teacher training, reductions in the number of students per 
classroom, elimination of double shifts for all schools, and a complete 
overhaul of school buildings. 

The public literacy campaign is based on creating multiple delivery systems to 

reach all groups, especially girls and women in remote areas. The special 
needs of this target group are being met by the establishment of 3 thousand 
one room schools in distant hamlets. The needs of the literacy campaign are 
being addressed by a newly created agency and its regional branches which 
have also provided more than 33 thousand classes for a two year curriculum 
benefiting adults in the target age group of 15 to 35. 

The longer term primary education goals encompass the addition of two years 
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of kindergarten schooling to the compulsory education stage, the further 
reduction in class density to 30 pupils per classroom, addressing the needs of 
special groups such as the handicapped and gifted children, ensuring the 
availability of school playgrounds and libraries, and providing supplementary 
nutritional programs for primary school children in rural areas and poor 
urban communities. At the secondary education level, all schools are to be 
equipped with computer rooms, science laboratories and specialized buildings 
in the various technical programs. Reform of the curriculum and the 
upgrading of teacher training is in process and its objectives are to eliminate 
rote memorization, encourage creativity, promote the development of various 
transferable skills, give priority to the disciplines of science, mathematics and 
languages, and contribute to awareness of developmentrelated issues such as 
the environment and health. 
Egypt is well endowed with its thirteen national and four private universities 
and their intake of some 298 thousand students per year. Higher education is 
highly developed, freely and widely accessible and operates on a merit basis. 
Egypt has an enrollment rate of 20 percent in the universities which is very high 
as compared with other developing countries. 
The contribution of the private sector to education has witnessed a dramatic 
increase over the recent past. Egypt's cosmopolitan culture has long 
encouraged the establishment of foreign language schools and competition for 
admission to the 75 years old American University in Cairo bears witness to the 
high respect that Egyptians place in modern tuition systems. Private national 
schools and specialized institutes are now multiplying in the major cities, with 
31 advanced institutes and several projects for universities under 
implementation. 

Health 
Egypt's health sector has achieved impressive results in improving the health 
profile of the population, especially in the field of child care. Over the 1982 to 
1996 period, infant mortality has declined by 45 percent from 108 to 59 per 
thousand births and child mortality by 55 percent. Vaccination coverage has 
increased from 30 percent in 1984 to 90 percent in 1991. Oral rehydration 
therapy (ORT) use has also increased from 66 percent in 1983 to 98 percent in 
1991. Appreciable improvements have also been recorded in the incidence of 
infectious and endemic diseases with a reduction in Bilharzia prevalence from 
36 percent in 1981 to 10 percent in 1991. These results are reflected in the 
significant decline in the proportion of deaths due to infectious and parasitic 
diseases, from 17 percent in 1982 to less than 10 percent in 1989. Life 
expectancy has thus increased from 57 years in 1982 to 63 years in 1992. 

There are over 136 thousand doctors practicing in Egypt, with a doctor to 
population ratio of one per 441 which is equivalent to that of Japan and 
Switzerland. There are 70 thousand doctors with the national health system 
and the rest operate out of more than 30 thousand private clinics. The Ministry 
of Health (MOH) is in charge of 66 thousand hospital beds with 53 thousand 
full time MOH doctors, 57 MOH thousand nurses and 21 thousand 
technicians. 

Egypt's targets for the year 2000 are to make further impressive gains in the 
field of maternal and child health including universal vaccination coverage, the 
elimination of several diseases including Bilharzia and the reduction in the 
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incidence of others. Over the medium term, the target is to raise the quality of 

primary health care and to improve on the use of existing health clinics, 

especially in rural areas. Secondary and tertiary health facilities are presently 

considered adequate in terms of coverage, with 700 persons per public hospital 

bed. However, in order to improve the quality of free medical care, and raise 

the occupancy rate of hospitals, the health budget will have to be raised so as 

to increase annual expenditure on drug supplies (which account for about 40 

percent of total drug consumption in Egypt), as well as on maintenance, and 

on improving salary levels for doctors, nurses and technicians. 

Over the longer term, public investments will be made in hospital construction 

so as to improve coverage to 500 persons per bed. An expansion in the number 

of subsidized dental clinics is also foreseen, as well as in the number of 

specialized institutes and hospitals (training, geriatric, diabetic, ophtalmic, 

skin, speech and hearing, paralysis, heart and kidney). In order to rehabilitate 

existing hospitals, the health budget will also include significant allocations for 

renovation. 

Private activity in the health sector has multipled over the past decade. Income distribution 
Hundreds of private hospitals, specialized clinics and private practices now 

cater for those who can afford the most sophisticated medical facilities, policies contribute to 

enhanced by the capital transfers of the large expatriate medical profession social stability 
and by generous credit terms available from the donor community. By 1995, 

private sector hospital beds accounted for 11 percent of the country's 114 

thousand bed capacity. A parallel growth has taken place in the private charity 

schemes providing subsidized services that are organized by Egypt's NGO 

community, a tradition which is strongly rooted in Islam's zakat system of 

private charitable donations. 

Income Distribution and the Social Fund 
The economic reform program, undertaken by the Egyptian Government with 

support from the World Bank and the IMF, has been quite successful in 

providing a basis for sustainable economic growth. However, the reform 
process has created hardship for the lowest income groups and increased the 

level of unemployment. Two schemes have therefore been initiated to alleviate 

poverty and unemployment: one is the Social Safety Net to replace the former 
system of open-ended subsidies and the other is the Social Fund for Develop- 

ment (SFD) which promotes employment. In the first case, the government is 

in the process of finalizing a program of social welfare transfers to benefit the 

lowest income groups who are currently estimated at approximately 4 million 
individuals and who receive less than one quarter of the average per capita 
national income. For the new Social Safety Net to be effective, it has been 
designed so as to (1) provide its beneficiaries with sufficient income to 

purchase a leastcost but healthy diet as well as other basic necessities; 

(2) ensure a very strict screening process according to eligibility criteria which 

define the ultra-poor as those unable to work and with no other source of 

income. 
As to employment and according to the World Bank, Egypt has the potential 
to unleash a dynamic and forward-looking small enterprise sector which could 

lead to broad-based employment generation and poverty reduction, but 
micro-enterprises need a lot of help to get started. Hence the need for the 
Social Fund for Development. The SFD was set up in 1991 as part of the 

Egypt Economic Protile - 25 



Human Resources and the Environment 

Structural Adjustment Program. Its main objectives are to (1) help reduce 
poverty through supporting employment generation and community 
development efforts; (2) help mitigate the negative impact of the Economic 
Reform and Structural Adjustment Program. 
The SFD has been a success story and is now used as a model for other 
developing countries. The World Bank's assessment of the SFD in 1995 shows 
that it was able to create 50,000 to 70,000 jobs per year, that is almost 25 
percent of all nonagricultural jobs created annually in Egypt, mostly by 
supporting small enterprises which previously had no access to banks. It also 
met the employment creation objective with annual expenditures equivalent 
to only 0.2 percent of GDP or about 6 percent of annual donor flows to Egypt. 
The economic rate of return on a broad sample of projects financed by the 
SFD was estimated by the World Bank at 21 percent, and the cost per job 
created compares very favorably with other countries at only $1,401 per 
person employed through the SFD programs. 
One of the major programs of the SFD is the Enterprise Development 

Women are a special Program (EDP). The EDP helps create employment through support for new 
4 4 . 

and existing small enterprises by providing a package of technical assistance, target group socia' training and credit. The EDP was designed primarily as ajob-creation mech- prog rams anism to assist entrepreneurs and to disburse loans quickly and efficiently. It 
has successfully helped thousands of borrowers, while operating under a set of 
donor conditions such as lending at market rates of interest. The EDP in 
effect acts as a successful wholesale small business support and finance agency, 
delivering loans to small businesses through banks and delivering business ser- 
vices through NGOs. The SFD has been targeting women as a special group 
and 25 percent of EDP loan beneficiaries were women which compares favor- 
ably to Egypt's entrepreneurship patterns. 
A second core SFD activity has been its Public Works Program which finances 
infrastructure at the municipal level and aims at generating jobs, raising the 
quality of life and encouraging local community participation. Upgrading 
roads, extending potable water and protecting river banks are some examples 
of the projects undertaken. Another SFD program is for community 
development and includes the provision of social services such as literacy 
classes, health care and family planning. 

Protection of the Environment 
The Egyptian Environment Affairs Agency (EEAA) was created in 1982. Since 
then, EEAA has been instrumental in preparing the environmental protection 
law - Law 4 of 1994 and its executive regulations, and in the initiation, 
promotion and evaluation of specific environmental projects. EEAA has had 
a low profile until the Egyptian Environment Action Plan (EEAP) was drawn 
up in 1992. EEAP was prepared by ten national multisectoral and 
multidisciplinary working groups of experts - representing relevant ministries, 
agencies and NGOs - who have identified the major environmental problems 
which face or are likely to face the country over the coming decades. These 
working groups have together elaborated a set of policies and strategies to 
overcome these problems. 
Protection of Egypt's environment is an essential prerequisite to the country's 
very existence. The Nile is the nation's lifeline, providing more than 95 
percent of its water supply. Studies have identified that water scarcity could 
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threaten the balance between population and natural resources, requiring 
more conservation and better management. Protection of water resources is 

therefore a key component in Egypt's environmental strategy. A number of 
measures have been taken to control pollution of the river and to overcome 
problems of a rising water table and salinization. Development of the 
sewerage and drainage systems are high on the agenda to meet with the rapid 
growth in housing settlements and the increase in use of water in agriculture. 
Industrial pollution is also a concern of EEAA which is developing a program 
to enforce the new antipollution legislation. Land reclamation (2.1 million 
feddans to date and another 1.3 million feddans before the year 2012) and 
tourism developments are also a potential threat to the quantity and quality of 
surface water and in underground aquifers and 
have called for the strengthening of 
environmental institutions and proper water 
management. 

Land use is another key element of Egypt's 
environmental strategy. The scarcity of fertile 
agricultural land in the Delta and Nile Valley 

(5.7 million feddans) makes it imperative to 
avoid any further encroachment from 
urbanization (0.4 million feddans lost since 
1950). Land use plans to accommodate the 
growing population and provide the necessary 
infrastructure in what has been identified as the 
most viable growth poles for human settlements 
are a key component of the program to 
conserve valuable agricultural land, with the 
actual ratio of population per feddan at 7 

persons per feddan and expected to reach 7.8 person per feddan in 2012. The 

target is to reduce annual losses to urbanization from 5,000 to 1,000 feddans, 
and to add 10,000 feddans of public parks by the year 2000 so as to raise the 
ratio of parks to population from 0.7 to 1.4 square metre per capita. 

A major long term improvement is expected from the process of relocation 

which started in the mid 1970s with the creation of new desert cities. Twelve 

new industrial cities are expected to house between them a population of 3.4 

million within the next twenty years. Public investment in the infrastructure 
for these cities has to date cost LE 4.3 billion and the private sector has 

established close to 3,000 factories, more than half of which are in operation. 

As many as 85 thousand housing units have been completed, and people are 

being increasingly attracted to the better quality of life offered by these 

relatively low density and unpolluted environmental conditions. The 
government has also spent another LE 1.3 billion on nine new residential 

cities and communities which are together targeting a population of close to 

three million. 

On a preliminary basis, the requirements for environmental investment over 

the ten years starting in 1992 have been estimated at LE 4.7 billion at 1992 

prices by EEAP. Other projects have since been identified by the Egyptian 

Environment Affairs Agency worth about LE 1 billion. These figures do not 
include infrastructural investments in drainage programs (agriculture), water 

and sewage networks (the utilities). The highest priority investments are those 
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for strengthening environmental institutions and for implementing projects 
to reduce water and air pollution from industry and transport vehicles. 
Projects for water treatment, energy conservation, dust control and waste 
disposal have been evaluated for some 300 large industrial plants. Over the 
medium term, the target is to also improve air quality by reducing the lead 
content of gasoline from 0.15 to 0.9 grams per litre, and to produce and 
encourage the use of unleaded gasoline. Other targets include the shift to 
using natural gas for all power generation and liquified gas for the public 
transport fleet by the year 2000. 
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Chapter 4. Structure of the Economy 

"Egypt's fifteen years increase in the per 
capita expansion of electricity, telephone 
lines and sewage networks surpasses that 
of all developing countries." 
(World Bank, World Development Report 1994) 

Decade of Structural Change 
The macroeconomy has undergone three distinct 
phases of development since the Open Door policy of 
1974. The first decade was one of unprecedented 
growth at a sustained ten percent per year, led by the 
exploitation of Egypt's petroleum discoveries, along 
with large new inflows of foreign capital, foreign aid, and the rapid growth of 
service exports from tourism, the Suez Canal and worker's remittances. By 

1985, the petroleum sector accounted for 15.3 percent of GDP and 70 percent 
of merchandise exports, dwarfing the contributions of agriculture and 
industry. Investment levels averaged 30 percent of GDP, with significant 
expansion across production and service sectors. 

The oil price collapse of the mid 1980s ushered a second phase marked by 

economic stagnation and rapid growth in government debt. In order to 

complete the vast expansion projects in the infrastructure, and to continue 
protecting the poor via the costly system of subsidies, foreign indebtedness was 

allowed to reach more than 100 percent of GDP. However, and in retrospect, 
the economic crisis that ensued was a blessing in disguise, bringing to question 
the partial nature of the liberalization process which acted as a major 
constraint to balanced growth and macrostability. Major decontrols of prices 
and trade were started in 1986 and a large devaluation of the Egyptian pound 
was effected in 1987. By 1991, the government was ready to engage in one of 
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the most comprehensive reform programs which has touched on every aspect 
and detail of policymaking, to bring about a deep level transformation in the 
structure and performance of the economy The changes in the policy regime 
have been dramatic and Egypt can now boast a truly open economy with a 
system of economic management that will ensure long term stability and 
promote accelerated growth. 
The current and third stage of macroeconomic development started in 1994 
with the completion of the stabilization and structural adjustment program 
and all indicators point to the effectiveness of the reform program in bringing 
about a strong recovery based on a sound and transparent policy 
environment. Three major shifts are transforming the structure of the 
economy over the current decade. The first is reduced reliance on petroleum 
and related incomes with an acceleration in the share of other commodity and 
productive service sectors, the second is a fast catching up of non-oil 
merchandise exports which can hopefully reach 20 percent of domestic 
output within ten years, up from less than ten percent in 1995. The third is 
the rapid decline in the share of the public sector in the economy to half its Three key structural present level. Every sector of economic activity has responded positively to the 

trends are: reduced decade-long process of realigning domestic with world prices, retrenching 
reliance on petroleum, fast public sector activity, reducing tariff and nontariff protection, removing 

barriers to entry of new firms, revising regulatory frameworks and eliminating rising manufactured bureaucratic red tape. While further policy reforms are still expected in some 
exports, and a shrinking areas - such as continued deregulation, tariff reductions, privatization, revision 
public sector of labor legislation and the further simplification of bureaucratic procedures 

- the business sector is satisfied that the progress achieved is irreversible and 
that fnrther changes are predictable and in the desired direction. 
1995 was to herald the start of a renewed boom era, as all players in the 
economy have adjusted to the rules of market forces and are changing gear so 
as to exploit the vast and untapped potential of both domestic and 
international markets. The energy sector has made its transition to stabilizing 
petroleum production and accelerating the use of natural gas so as to reap the 
benefits of this clean source of energy whose known reserves are estimated to 
last Egypt fifty years. The agricultural sector is rid of all controls which 
constrained its profitability and major changes are taking place towards 
allocating more lands to high value export crops and to invest in modern 
technologies that will maximize returns on about three million feddans 
reclaimed over the past thirty years. Manufacturing industry is fast adjusting 
to the removal of trade and investment related protection, and the significant 
growth in the number of firms has forced competition, qnality upgrading and 
outward orientation. The tourism sector is increasingly taking initiatives to 
exploit virgin locations with larger and holder projects. 
The salient feature of Egypt's new decade of growth is the accent on private 
investment that no longer feeds on public initiatives, public contracts or heavy 
protection. Egypt's entrepreneurial class has graduated to become a large and 
dynamic force capable of leading rapid growth into the future. It has 
accumulated vast capital resources and earned the selfconfidence of two 
decades of demonstrated success in carrying out small, medium and large- 
scale ventures, alone or in alliance with Arab and foreign partners. This has 
been the major achievement of the state's Open Door policy - the promotion 
of hundreds of private enterprises capable of confronting an increasingly 
competitive global environment. 
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Petroleum and Gas Outlook 
Egypt's future as an energy exporter may be increasiugly focused on natural 
gas, but it is still crude oil that brings in the hard currency earnings. Gross oil 

exports in 1995 were worth $2.18 billion, 13 percent up on 1994, and 
accounting for 36 percent of total exports. Oil is now fifth in importance as a 

source of foreign exchange, after expatriate workers' remittances, tourism, 
Suez canal dues and investment income. Production is 867,000 barrels a day 

(b/d). Proven oil reserves plus condensates are now put at 3.7 billion barrels 
compared with an average 3.2 billion over the last ten years. 

Energy consumption has nearly doubled over the period 1983 to 1994 from 
12.3 million tons of oil equivalent to 23.6 million tons. Crude oil production 
increased from 32.2 million metric tons (MMT) in 1983 to about 45 MMT in 

1996, and natural gas production has more than quadrupled from 2.6 MMT 

to 11.3 MMT. Over the same period, refinery capacity increased from 17.5 

MMT to 29 MMT and output of petroleum products from 16.8 MMT to 25 

MMT. 
Oil is now fifth in 

Targets for the Third Five Year Plan ending 1997 center around stabilizing oil 

production at 890 thousand barrels a day, equivalent to 45 MMT and importance as a source of 

increasing output of natural gas and its derivatives to the equivalent of 13.1 foreign exchange, and 
MMT. Domestic consumption in 1997 is projected at 22.6 MMT of petroleum dozens of multinationals 
and products, and 11 MMT of natural gas. Exports of crude oil are projected 4 

to decline to 10.6 MMT, down from 12.6 MMT in 1992 with an increase in the operate in uie energy 

export of petroleum products compensating for this decline, sector 
Work is expected to start soon on the Midor refinery in Alexandria which has 
an estimated investment cost of $1.3 billion. The project is being carried out 
by a group of local and Israeli investors. The main contractors are the Italian 
Technipetrol and the French Technip, who will be both supervised by the 
Spanish Repsol which will operate the refinery. 

According to official declarations, the strategy of the petroleum sector centers 
around the following: 
• Increasing reliance on natural gas for meeting increased energy demand. 
• Achieving self-sufficiency for petroleum products. 
• Protecting the environment throughout all stages of production from 

exploration, to extraction, distribution and consumption. 

A wide range of multinational companies are now well established in the 
Energy and Petroleum sector in Egypt. Among these, the most active ones are: 
the Gulf of Suez Petroleum Company (GUPCO) which is a joint venture 
between the Egyptian General Petroleum Corporation (EGPC) and Amoco of 
the US, producing 400,000 barrels of oil and close to 200 million cubic feet of 
gas per day, with more than $5 billion of investments. Amoco, who is also the 
world's fourth largest private natural gas producer, is also active in the 
development of compressed natural gas (CNG) for automotive use and has 
begun the development of an integrated CNG business in Egypt covering 
public stations for vehicle fueling, fleet fueling facilities and vehicle 
conversion facilities. There is also a pilot project underway to have all 

government vehicles running on compressed natural gas by the year 2000. 

Another key operator is Shell Egypt which discovered close to 1.5 million 
cubic feet of gas reserves at El-Obaiyed in 1992. Shell's plans are for 
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Reserves of natural gas 
will last for fifty years and 
prospecting for new fields 
is active as a result of 
attractive incentives 

32 - Egypt Economic Profile 

investments worth $614 million to the end of the year 2000. Petrobel, a 
venture between EGPC and the International Egyptian Oil Company (JEOC), 
the Egyptian unit of Italy's Agip, is also one of the most active as well as Repsol 
of Spain which has around 200,000 million cubic feet of gas and 70 million 
barrels of crude oil. Mobil signed a seven-year oil exploration agreement in 
the southern Blaeim region in April 1994, and Norsk Hydro of Norway 
obtained the Ras El-Hikma concession in the Western desert region in 1995. 
Eight of the ten blocks offered in the latest bid round have been approved by 
the Egyptian government for exploration for oil and gas. One offer from Agip 
of Italy with an American partner promised to spend around $20 million on 
exploration. Shell will spend $4.5 million in the first two-year phase of 
exploration in the South Delta block and will drill one well. Other offers 
accepted by the government are those of Japan's Teikoku Oil Company 
heading a consortium ofJapanese firms which took the Salloum block in the 
Western desert, the IEOC for North Sinai, and the LK Company, which will 
operate the North Abu Rudeis block in the Gulf of Suez. 
The general consensus remains however that gas "is the future name of the 
game for Mediterranean states' energy requirements". Proven reserves of 
natural gas amount to 22.3 trillion cu ft, and at present production rates would 
last some fifty years. Natural gas production is 1.3 billion cu ft per day or 0.5 
trillion cu ft a year. According to foreign oil company officials, opportunities 
for natural gas development are enormous, and even if consumption was to 
double, Egypt would still have a very healthy amount of gas, excluding the 
discoveries of 1996. Foreign investment and prospecting are on the upswing, 
ever since the government tied gas prices to the price of Gulf of Suez 
petroleum blend. Shell, a classic oil company, is now reckoned to be Egypt's 
largest gas producer. 
The Egyptian strategy for natural gas centers around the following: 
• Maximizing the utilization of natural gas in the domestic market including 

its use as raw material in power generation and in the fertilizer, iron and 
steel, and petrochemicals industries. 

• Developing the natural gas transportation and distribution system. • Encouraging exploration and development of new gas reserves. • Pricing natural gas in line with that of the best domestic oil grade to 
encourage investment in natural gas exploration. 

Egypt's imports of petrochemicals are worth $600 million and its per capita 
consumption is estimated at less than one fifth of that in developed countries, 
and local demand is expected to continue rising. Existing capacity is short on 
a wide range of products including PVC, polyethylene, polypropylene and 
polystyrene. 

The Egyptian General Petroleum Corporation (EGPC) is implementing an 
ethylene/polyethylene plant in Ameriyah -Alexandria at a cost of $200 million 
which will produce 150 thousand tons a year, with technology from ABB 
Lummus Crest (USA). EGPC has also signed a license agreement with British 
Petroleum for the production of polyethylene. The private Egyptian group, 
Oriental Weavers, is also negotiating for a 120 thousand ton polypropylene 
plant which will be used as raw material for the manufacture of synthetic fibers 
for its textile and carpet factories. 

Investing in Egypt's petrochemical industries has become an attractive option 



for multinationals now that product prices and foreign exchange controls have 
been abolished, and that one hundred percent foreign ownership is allowed. 

One large project still on the drawing board is a $0.8 to $1.3 billion 
petrochemicals complex which includes 15 on-site plants to process half a 
million tons of nafta per year. The output of ethylene would be used as 
feedstock for downstream units producing annually: polyethylene (100,000 
tons), polypropylene (100,000 tons), PVC (80,000 tons), butadiene rubber 
(450,000 tons), polystyrene (40,000 tons) and ethylene glycol (30,000 tons). 

Electricity Leads BOT Initiatives 
Egypt has experienced a vcrv rapid growth rate of 
last thirty years. High annual growth rates are 
mainly attributed to the expansion of large 
energy intensive industries, the development of 
extensive rural electrification plants, 
development of new communities, industrial 
zones, and touristic areas, and land reclamation 
projects in desert areas. According to the 
Government, the peak load is expected to jump 
from 8,516 MW currently to 11,136 MW in the 
year 2002 and to 16,500 MW in the year 2007, 50 

that installed capacity has to increase from 
13,500 MW currently to 15,100 MW in the year 
2000 and 20,550 MW in the year 2007. 
Accordingly, additional generation capacities of 
7,050 MW are required to meet the demand up 
to the year 2007 in addition to 300 MW wind 
farm units. 

One of the most important features of the 
electricity system in Egypt is the steady improvement in thermal efficiency and 
transmission and distribution losses. Thermal efficiency improved from 25.9 
percent in 1983 to 37.9 percent in 1994, and transmission and distribution 
losses were reduced from 20 percent in 1983 to 16.7 percent in 1994. Total 
electricity generated thus increased from 24.5 billion kilowatt hours (BkWh) 
in 1983 to 54.4 BkWh in 1996, while total electricity consumption increased 
from 19.6 to 45.6 BkWh in the same period. 

Industry is still the major consumer of electricity in Egypt with a share of 44 

percent in 1994, followed by the residential sector whose share is 34 percent. 
The impact of conservation efforts and electricity price reform are clearly 
evident in all sectors with a decline in the annual growth rate of electricity 
consumption from 9.8 percent for 1983 to 1987 down to 5.4 percent for 1988 

to 1992. The strategy of the energy sector in Egypt is to increase the utilization 
of natural gas which reached 80 percent of feedstock in 1996 and is expected 
to rise to 90 percent in 1997 and 100 percent onward. 

Electricity demand projections made by the Egyptian Electricity Authority 
(EEA) for the next 17 years (up to the year 2017) are based on an expected 
annual GDP growth rate of 5 percent and an income elasticity coefficient of 
0.9 to 1.0. The estimates for electricity generation are an increase from 48.6 
BkWh in 1994 to 71.2 BkWh in the year 2002, 90 BkWh 2007 and 115 BkWh 
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electricity demand in the 
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in 2012. The implied investments required by this forecast are $2 billion for 
additional consumption of 2,442 megawatt (MW), $2.7 billion for additional 
consumption of 3,411 MW and $3.3 billion for additional consumption of 
4,232 MW for the next three Five Year Plans respectively. 
In accordance with the government policy which includes a general 
liberalization of the economy with emphasis on privatization, the electricity 
sector has set a plan to open the door for private ownership and operation of 
new electric power generating facilities of up to 20 percent of total installed 
capacity through international competitive bidding based on BOOT (Build, 
Own, Operate and Transfer). Private sector investment required for power 
generation from the year 2001 to year the 2007 is estimated to be about $3.5 
billion. 

Sargent & Lundy Engineers of the US is negotiating a contract to provide 
consultancy services for Egypt's first BOOT power stations. In the meantime, 
local and international joint ventures are building two new plants at Sidi Kreir 
and Ayun Musa to meet a projected 6 percent annual increase in power 

Egypt enjoys near ideal demand. 

arironomic conditions and 
In the meantime, EEA will implement all the network projects required for the 
interconnection of these power plants to the Unified Power System (UPS) and the potential for exporting for transmission of the energy generated to the load centers. 

horticultural crops is still 
Agriculture Goes International untapped 
The land of Egypt enjoys near ideal agronomic conditions by international 
standards, with one of the richest alluvial soils, consistent sunlight throughout 
the year and a total Nile-fed irrigation system which allows up to three crops 
per acre annually. That is why Egyptian yields for crops such as rice and sugar 
cane are the highest in the world. Yet room for raising productivity is enor- 
mous with improved seed, mechanization, and water management. For exam- 
ple, the same three ideal conditions are obtained in Imperial Valley of 
California where yields for horticultural crops exceed those of Egypt by 200 to 
300 percent. 
Egypt's agricultural sector - which has consistently been under private hands - 
has achieved an impressive growth over the past decade. The cultivated area 
increased from 6.2 million feddans in 1982 to 7.7 million feddans in 1995 and 
the cropped area increased from 11.2 million feddans in 1982 to 14.4 million 
feddans in 1995. The value of agricultural production has increased by 74 per- 
cent over five years, from $7 billion in 1988 to $12.2 billion in 1994, and value 
added in agriculture has reached $9.6 billion in 1994. Yields have consistent- 
ly been on the increase, helping Egypt overcome part of its food deficit. 
Until 1970, agriculture contributed a net surplus of about $300 million to the 
balance of payments. By 1977, the surplus turned into a deficit of $800 
million, which further accelerated to $2.7 billion in 1982. Recently, the food 
gap has begun to narrow as agricultural output growth has exceeded 
population growth, and the deficit has stabilized at around $2.7 billion over 
the past decade. The value of agricultural exports have increased dramatically 
from $226 million in 1991 to $616 million in 1995 and are projected to further 
multiply by the year 2000. Egypt has a well fed population and per capita 
calorie intake reached 3,700 c./day, exceeding both the world average and 
that recommended by FAO which is 2,540 c./day. 
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In terms of area planted and crop output value, the eight most important 
crops in Egypt are wheat, rice, maize, cotton, clover, tomatoes, sugarcane, and 
potatoes. These account for 92 percent of total crop output value. The 

dominant cash crops are wheat, maize, rice, and cotton which account for 

almost two-thirds of total cropped area and 57 percent of total crop value. 

For Egypt to gain competitive positions in world markets, it is aiming at 

increasing production of those crops that most efficiently use the country's 

scarcest domestic resources, especially water and land. A crop with a low 

domestic resource cost (DRC), compared to 1.0 as the reference point, is an 

efficient user of domestic resources and is internationally competitive. Egypt 

is most competitive in crops such as tomatoes, wheat, cotton, rice, potatoes, 
maize, beans and sugar beet, as well as most horticultural crops. 

Reform of agricultural sector policies started in 1986 and has succeeded in 

eliminating price and acreage controls as well as all input subsidies, and 
farmers are now virtually free agents. Studies on agricultural development in 

Egypt have shown that farmers have been highly responsive to technology 
transfer, price incentives and the adoption of high yield seed varieties, with Output, yields and exports 
highly positive impacts on the sector's performance. The ratio of wheat are responding positively 
market price to international price has improved from 0.48 in 1982 to 1.00 in 

1994, and output has increased by 200 percent from 1.9 million tons in 1982 and dramatically to the 

to 5.7 million tons in 1995. The acreage of wheat has increased by 108 percent elimination of controls in 

from 1.2 million feddans in 1986 to 2.5 million feddans in 1995, and the yield the agricultural sector 
increased by 52 percent from 1.6 tons/feddan in 1986 to 2.4 tons/feddan in 

1995. The self-sufficiency rate of wheat has thus improved from about 25 

percent in 1982 to about 55 percent in 1995. 

Another major crop that has shown impressive growth as a result of the policy 

reforms is maize. The ratio of maize market price to international market 
price has improved from 0.74 in 1982 to 1.00 in 1994. Production has 

increased by 61 percent from 3.3 million tons in 1982 to 5.4 million tons in 

1994. The cultivated area has increased by 28 percent from 1.5 million 
feddans in 1986 to 1.9 million feddans in 1994, and the yield has increased by 

37 percent from 2 tons/feddan in 1986 to 2.8 tons/feddan in 1994. 

Egypt has also gained a competitive position in the world market for rice. The 
ratio of rice market price to international market prices has improved from 
0.51 in 1982 to 0.84 in 1994. Production has increased by 118 percent from 

2.2 million tons in 1982 to 4.8 million tons in 1995. Acreage has increased by 

40 percent from 1 million feddans in 1986 to 1.4 million feddans in 1995 and 
the yield has increased by 42 percent from 2.4 tons/feddan in 1986 to 
3.4 tons/feddan in 1995. 

Farmgate prices for cotton now compare very favorably with international 
prices as shown in a ratio which has improved from 0.61 in 1982 to 1.32 in 
1994. Yields have increased by 20 percent from 6.5 seed kantar/feddan in 
1986 to 7.8 seed kantar/feddan in 1996. With a reduction in average acreage 
from 1 million feddans in 1986 to 0.9 million feddans in 1996, production has 
increased from 6.9 million kantar in 1986 to 7.2 million kantar in 1996. 

One of the fastest growing and most promising product groups is horticulture 
(fruits and vegetables) which now occupies 16 percent of cropped land. 
Modern and sophisticated entrepreneurs are playing a major role in this field 
as they produce for export. Exports of vegetables in 1990, mainly potatoes, 
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onions and garlic totaled 125,000 tons, and of fruits about 141,000 tons, 
mainly citrus. By 1993, vegetable exports had doubled and orange exports 
reached 200,000 tons. In 1995, potatoe exports reached 430,000 tons Egypt 
could still do much better; according to a Western agriculture specialist: "the 
potential is vast and (we) haven't even begun to scratch the surface." However, 
exporters need to know much more about marketing to get the profitable 
contracts with wholesalers and supermarkets abroad. One of the few such 
experienced companies, Pico, Egypt's largest exporter of strawberries, has 
several such contracts, and claims to even set strawberry prices in Europe 
during the winter. In 1985, when Pico began shipping products to the UK, 
Holland and the Middle East, exports totalledjust 50 tons. By 1995, shipments 

had increased to almost 10,000 tons, and 
Switzerland, Austria, France, Germany, Russia 
and South Africa were added to its list of clients. 
Egyptian exporters could potentially set the 
fashion for peculiarly Egyptian products such as 
mangos, or for out of season products such as 
grapes. According to the owners of Nimos, one 
of the pioneering desert agricultural 
development companies with almost 700 
feddans of horticulture, Egypt has an attractive 
window for exporting out of season products to 
Europe and the Middle East markets at a time 
when both Southern and Northern hemisphere 
countries have no harvests. Seedless grapes, for 
example, are produced in the month of June, 
and Egypt finds itself practically alone in 
supplying foreign markets at this time. 

Another major exporter of horticultural 
products is El Aguizy Company which cultivates or purchases the output of 
around 20,000 feddans of a wide variety of crops ranging from strawberries 
and grapes to green beans, onions, potatoes and artichokes. El Aguizy exports 
around 40,000 tons annually, with a value of $40 million and major export 
markets include the UK, Germany, US, Canada, France and Holland. 
To guage gains that could be achieved in average farmer yields by using 
available know-how and state of the arts technology, on-farm demonstration 
yield trials have been increasingly used over the past decade. The results are 

The potential is still vast 
for marketing fresh fruits Annual Growth in Crop Yields, percent 
and vegetables 
internationally 
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Crop 1980-86 1987-93 

Cotton -1.6 5.2 
Rice 0.2 5.2 
Maize 2.3 5.5 
Wheat 2.9 3.5 
Broadbean 3.5 -5.4 
Sugarbeet 4.2 3.7 
Tomatoes 7.2 4 

Source. Ministry of Agriculture. 
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very encouraging and reveal that the gap between farmer yields and trial yields 

is narrowing and that there still is huge potential for improvement. For 
example, the ratio of demonstration yields to average farmer yields for wheat 
decreased from 1.35 in 1991 to 1.23 in 1994. The ratios also decreased for 
rice, from 1.27 to 1.22; for maize, from 1.33 to 1.16; and for tomatoes, from 
1.39 to 1.22 over the same three-year period. Intensive R&D is also developing 
new and improved high yield strains and product varieties compatible with 
Egyptian climatic and soil conditions. 

It is clear that an avenue which remains to be exploited is an increase in the 
relative allocation of total acreage in favour of the high value added 
horticultural crops. By comparing Egypt with California, figures show that 
California's vegetables, fruits, nuts, nursery, and 
greenhouse crops account for 51 percent of 
total agricultural value added, whereas in Egypt, 
they account for only 17 percent. The 
California example demonstrates that 
specialization in horticulture which requires 
labor-intensive techniques is a viable option for 
Egypt. It also suggests that horticultural 
products yield multiples of the value added and 
returns per acre as compared to traditional 
crops. However, the condition for success is 

that export markets are developed in parallel 
with increased supply. 

Tourism Boom Continues 
Egypt has considerable potential for developing 
its tourism sector. It is endowed with a historical 
heritage that spans several millennia, and landmarks and monuments of 
Pharaonic, Greek, Roman, Christian, and Islamic civilizations are easily 

accessible. In addition, Egypt enjoys a coastline of about 2,700 km, on both 
the Mediterranean and the Red Sea. Recreational tourism is further enhanced 
by mild weather all the year round. 

Figures show that the tourism industry has been growing fast over the past 

decade. The number of tourist nights have increased by 128 percent from 9 

million in 1983 to 25.1 million in 1996. The number of tourists have more 
than doubled from 1.5 million in 1983 to 3.5 million in 1996. The number of 
hotels has grown tremendously from 300 in 1984 to 761 in 1996, up by 154 

percent, with an increase of 168 percent in the number of hotel rooms to 68 

thousand in 1996. The revenue received from the tourism industry has 

increased fifteenfold from $206 million in 1983 to close to $3.1 billion in 1996. 

Tourism is not only a foreign exchange earner but it also has substantial 
impact on employment in other sectors such as transport, food processing, 
textiles, crafts and the small scale informal sector in manufacturing and 
services, which are particularly labor-intensive. Direct and indirect 
employment in the tourism sector is estimated at around one million of which 

a quarter is in the hotel industry and tourist establishments. 

Traditionally, Egypt has relied on cultural tourism, promoting attractions such 

as the pyramids and museums in Cairo, or the centers of antiquities in Upper 
Egypt, at Luxor, Abu Simbel and Aswan. A lack of growth potential in this 
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A major advantage is 

Egypt's variety of tourist 
locations and attractions, 
with projections for seven 
million visitors by the year 
2000 
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area has shifted the Tourism Development Authority's plans towards leisure 
tourism, with a focus on the coastal regions of the Red Sea and Sinai. 
According to the World Bank, international tourism is projected to grow at a 
rate of 5 percent during the 1990s to become the largest single item in world 
trade by the end of the century. Egypt's current share of world tourism is just 
under one percent at three million visitors and could easily reach its target of 
seven million by the year 2000, given the buoyancy of hotel construction, 
especially for leisure tourism in the coastal areas. The major advantage that 
Egypt has over its competitors in the Mediterranean region is the far longer 
warm season that lasts for nine months of the year along the Red Sea. 

New Developments in Leisure Tourism 

The coastlines along the Red Sea and the Gulf of Aqaba are only responsible 
for one-tenth of tourists at present, but these regions are being increasingly 
promoted for leisure tourism. Since the early 1980s, the industry's fortunes 
have inspired Egyptian investors to put their funds into tourism development 
as never before. This is apparent in those coastal areas where winter sunshine 
and magnificent coral reefs are attracting growing numbers of visitors. These 
areas will account for the majority of the 50,000 rooms that will be added to 
the existing 67,000 during the next five years. 
Sharm E1-Sheikh is one of the most appealing and successful coastal develop- 
ments in Sinai. The resort now has 4,000 hotel rooms and this will treble in 
the next two years. At its heart is Naama Bay, between the town of Sharm El- 
Sheikh and the international airport, which receives more than 30 European 
charter flights a week during the winter season. The bay has more than a 
dozen hotels ranging from the pioneering, cheap-and-cheerful Sanafir to the 
Moorish splendors of the Môvenpick which hosted the March 1996 'Summit 
of Peace-makers'. The resort also boasts two Hiltons, a Marriott, a Sonesta and 
an Intercontinental, with a Hyatt Regency, a Novotel and a Sheraton under 
construction. Most of these hotels are owned by private Egyptian investors. 
The governorate of South Sinai has applied strict rules for construction 
permits to ensure that buildings are kept well back from the beach and are no 
more than two storeys high. The Egyptian Environment Affairs Agency makes 
sure the developers respect the environmental safeguards as they patrol the 
seas to ensure that there is no damage to the precious coral reefs from 
pollution or coastal construction. Sharm El-Sheikh is only 20 km away from 
one of the finest diving locations of the world - the Ras Mohammed National 
Park and 'coral wall' at the southern tip of the Sinai peninsula. 
The lack of prime new locations in Sharm El-Sheikh has prompted investors 
to look further for virgin areas. Up the coast from Sharm E1-Sheikh airport 
lies Nabaq Bay, a stretch of beach where 6 million square meters of land is 
being developed by 28 investors. What makes this project lucrative is that the 
investors have decided to pool resources to form a utility company, to provide 
water, wastewater and municipal services at the resort. 
More ambitious is a scheme to develop 5 million square meters of land in the 
Taba area, near the Israeli border, into a fully-fledged tourism community. 
The main investors in the Taba Heights Company carrying out this scheme are 
Orascom Touristic Establishments, El Mansour & El Maghraby Co., and 
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Integrated Touristic Development Co. The development entails a large tourist 
community town and a number of subsidiaries with other investors to build 
individual hotels. The town center will be built in the next two years along 
with the first three hotels. The developers see the resort gaining much of its 

business from passing trade, once road traffic between the Levant and Egypt 

via Israel starts to pick up. 

Orascom was first to appear in the tourism industry with the El-Guna resort on 

a five-kilometer stretch of beach north of Hurghada. Orascom owns all the 
infrastructure facilities and acts as an effective local municipality. At the heart 
of the resort is Kafr El-Guna, a purpose-built township, with small apartments, 
shops and restaurants. The resort currently has two hotels, the Paradisio and 
the Moevenpick, owned by offshoot companies with Orascom retaining 
majority stakes. 

The Ras Abu Soma peninsula on the Red Sea, between Safaga and Hurghada, 
is to be the site of Egypt's first up-market integrated tourism community. It is 

being developed by Abu Soma Development Company, with paid-in-capital of 
LE 57 million and owned by the Egyptian Finance Company, the Egyptian 
Tourism Investment Company and the International Finance Corporation. 
The 10 million square meter peninsula has great natural advantages, with a 

south-facing sandy beach, protected from the strong prevailing north winds, 

and coral reefs along the northern shore. The plans include five hotels along 
the southern shore linked by a boardwalk. The complex will also have a 

marina. The center of the peninsula will be used for private villas, shopping 
areas and a golf course. The project has a fully integrated utility system 

including a large capacity electric power station (8 MW), a desalination plant 
(3,000 cubic meters/day) and a sewage treatment plant. 

North of Abu Soma is a 12-kilometer stretch of coast named Sahel Hashish, 
which is the site for one of the most ambitious of all the new tourism 
development schemes. The Egyptian Company for Tourist Resorts has already 
raised LE 108.5 million in a public subscription at the start of 1996 

representing 31 percent of paid in capital for this cluster of resort villages and 
hotels. 

The new generation of tourism projects will give Egypt a string of high quality 
coastal resorts with the possibility of trips to Cairo and to the Upper Egypt 
archaeological sites. Developers and the government are making every effort 
to ensure quality and respect for the environment. 

Alliances between international and Local Hotel Companies 

A growing number of Egyptian holdings are linking up with their internation- 
al counterparts in the hotel and tourist development business. One such part- 
nership has been Accor Hotels S.A.E., established in 1993 as ajoint stock ven- 

ture between the French Accor Group and the Egyptian El Maghraby Group. 
This is now one of the most dynamic tourism development companies in 
Egypt. Its management "strongly believe that the increasing political and eco- 

nomic stability, coupled with tourism encouraging policies and investor confi- 
dence, will result in the development and the growth of the tourism industry 
in Egypt." Their performance in 1995 and early 1996 fully supports the 
Ministry of Tourism's projections that tourist arrivals may rise to 7 million 
annual visitors by the year 2000. 

Coastal tourism projects 

are becoming 
progressively larger, with a 

variety of integrated 
leisure facilities 

Source: Ministry of Tourism 

Others 
12% 

Distribution of tourist nights 

by nationality 
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Conference and Incentive Travel 

Another specialized segment of the tourism market which has recently 
acquired prominence in Cairo is that associated with conference and incentive 
travel. There are a number of possible venues in Cairo which can 
accommodate large conferences. Over the past two years three successful 
international conferences were held in Egypt, contributing to the recovery of 
the Tourism sector: Africa Telecom, the International Conference for 
Population and Development, and the Euro-Partenariat. These conferences 
attracted 11,500, 16,500 and 6,500 participants respectively. The Cairo 
International Conference Center (CICC) was also the venue for the ASTA 
conference in 1992 and the WTO 11th General assembly in 1995. CICC was 
constructed in 1989 is another boost for Cairo's potential as a conference 
center. Built at a cost of $100 million, it is located in Nasr City, 10 minutes 
drive from Cairo International Airport. The CICC covers over 30 hectares of 
which 58,000 square meters are given over to conference facilities. It can seat 
up to 4,000 delegates and has over 13,000 square meters of exhibition space. 

Conference facilities are The center also has its own electricity generators, providing 7.5 MW, and an 
electronic PABX exchange with 1,024 lines for local and international calls is plentiful and are also available. 

complemented by a 
diversity of tourist Note 

activities Special thanks are due to those companies that provided their financial reports and 
profiles. These companies are only used for illustrative puiposec and by no means 
provide an exhaustive account of activity in their sectors. 
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Chapter 5. Performance of Manufacturing 

"This country represents a giant consumer 
market that could become one of the 

biggest markets in the region, and one of 
the main links between the Arab market 
and those of the Asian and African 
continents." 
(James Cape! Emerging Markets Research, 1995) 

Large and Growing Home Market 

Egypt's domestic market has been the basis on which 
hundreds of large-scale manufacturing enterprises have 
made their start and have consistently expanded. With 
a population of 62 million and growing by one million 
every ten months, demand for practically every type of 
consumer good, capital good and intermediate is 

constantly on the rise. There are over one million 
commercial vehicles on Egypt's roads, and as many 
private passenger cars. Annual sales of consumer durables such as TV sets, 

refrigerators and washing machines have each averaged 280 thousand, 240 

thousand and 197 thousand respectively from 1990 to 1995. Over the same 
five years, annual output of processed food, textiles and pharmaceuticals has 

been growing at 22 percent, 9 percent and 30 percent, with domestic sales of 
$3.3 billion, $2.5 billion and $1.0 billion respectively in 1995. 

Consistently high levels of private investment in the petroleum, agriculture 
and manufacturing industries have translated into imports of machinery and 
equipment which averaged an annual $2.5 billion in the 1975 to 1985 period, 
which slowed down in the second half of the 1980s but is now back at more 
than $2 billion per year since 1990. Egypt's capital goods industry is relatively 

modest as compared to imports, because of the low level of protection it has 

enjoyed, with tariffs on imported capital goods as low as 5 to 10 percent. Now 

that the overall level of tariffs is fast coming down, it can be expected that 
many investors will find it profitable to enter this production field which is 

largely labor and skill intensive. 
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The size and 
competitiveness of the 
manufacturing sector 
ensures that it is and will 
continue to be Egypt's 
engine of growth 
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Housing construction has experienced a perpetual boom since the mid 1970s, 
with an annual average of 153 thousand urban units built over the 1990s, and 
the growth in tourism construction has also been consistent over the past 20 
years. When added to the huge outlays of the government on the extension 
of roads, harbors, railways, sewage and electricity networks in its vast program 
for urban and industrial development and land reclamation in the desert, this 
has meant a consistent rise in demand for all construction related products at 
an annual average of between 10 to 20 percent for such products as steel, 
cement, glass, tiles, ceramics, sanitary ware and electric cables. 

Prospects for Manufacturing Industry 
Egypt's manufacturing sector has consistently been at the center of the 
country's growth strategy since the 1950s, receiving the lion's share of public 
investment expenditure throughout the past four decades, with an accent on 
import substitution and diversification. Although growth rates achieved by the 
sector have averaged a high of 8.9 percent from 1975 to 1995, the sector's 
contribution to GDP has remained at only 17 percent, its growth having been 
superseded by that of petroleum, the utilities and services. The share of the 
manufacturing sector in aggregate employment has also been a stable 14 
percent, accounting for 2.2 million jobs in1995. 

Number of Manufacturing Establishments* 

ISIC 1983 1993 

Total Manufacturing 3023 6158 
Food, Beverages and Tobacco 962 1548 
Textiles, Wearing Apparel 
& Leather Products 827 1862 
Wood Products including Furniture 138 259 
Paper and Products 244 413 
Chemicals & Petrochemicals 292 685 
Non Metallic Mineral Products 221 426 
Basic Metal Industries 34 404 
Fabricated Metal Products 288 534 
Other 17 27 

* Establishments employing 20 or more workers 

Sources: ESCWA. and AIDMO (1995) Bulletin of Industrial Statistics for the Arab Countries, 1983-1993. 
Second Issue 

Three important features of the manufacturing sector make it a leading 
candidate for an export-oriented take off and accelerated growth of the 
economy. The first is that it enjoys a highly diversified production base with 
substantial installed capacity in upstream processing along a wide horizontal 
spectrum. Egypt's basic industries have gradually developed since the 1960s 
to become suppliers of all major intermediates such as petrochemicals, steel, 
aluminium, industrial and non-industrial chemicals, yarn, fabrics, and 
building materials. The second is that the labor force is abundant, 
experienced and highly competitive in terms of wages. According to Werner 
Consultants, Egypt's hourly cost of labor in the textile industry (half a million 
workers) is one third of that in Eastern Europe, 25 percent of that in Turkey, 
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5 percent of US and close to that in India and China. The third feature is that 

a wide range of labor intensive industries have long matured, based on sales to 

a large and protected domestic market - and now show signs of being highly 

profitable in export marketing. 

The target growth rate of industry in the long run is an average of 11 to 12 

percent which will allow for accelerated exports and significant absorbtion of 

labor. Egypt's industrial strategy will follow a two-pronged approach to 

maximize on the potentials of both the large formal manufacturing sector and 

the traditional small and micro sector. The objective is to: 

• Promote a radical shift from inward to outward orientation of the modern 
manufacturing sector so as to allow for a much more rapid growth trajectory 

that utilizes existing capacities, accelerates the trend in product mix toward 

higher value added products, and activates the process of specialization and 

complementarity among producers of goods and auxiliary services. The 

process has started and manufactured exports have risen from $1.8 billion in 

1994 to $3.0 billion in 1995. 

• Attract foreign direct investment (FDI) flows at multiples of the current Industrial strategy 
levels of $1 billion per year. It is hoped that the package of reforms in trade, promotes export 
investment and fiscal regimes will make Egypt a key contender for the location 

of transnational industrial activities serving the European and Middle East orientation and the use of 

markets, and become "The China of the Mediterranean". The purpose is to frontier technology, with a 

establish strong links between domestic firms and transnational corporations major role for TNCs 
in outsourcing and subcontracting for export oriented manufacturing. These 

links will generate employment and enhance the adoption of modern 
technology and managerial practices. 
• Promote the development of a select number of high tech industries that 

would better utilize Egypt's readily available supply of highly skilled engineers, 

technicians and other professionals, with their extremely competitive wages. 

Obvious candidates are electronics and information technology industries. It 

has been estimated that the total Egyptian information technology market is 

worth $160 - $240 million and is expected to reach $1 billion by the year 2000 

and create a further 200,000 employment opportunities in the process. The 
software industry is particularly promising, with a lucrative 35 percent annual 
growth rate between 1993 and 1998 compared to 12 percent and 15 percent 
for hardware. 
• Develop the traditional sector of micro enterprises (presently at 211 

thousand manufacturing establishments with less than 50 employees) so that 
it can modernize its production processes and be integrated in the modern 
industrial complex as a major feeder sector to large and medium sized firms. 

The purpose is to eliminiate the constraints which have maintained the 

dualisitic structure of manufacturing and have allowed the small traditional 
firms to lag behind in terms of access to technology and skill formation. 

Rising International Competitiveness 
Wage levels in Egypt are by far the lowest in the Mediterranean region and 
compare favorably with those of Asian countries including China, India and 
Vietnam. According to the UNIDO database of industrial statistics, Egypt's 

manufacturing sector has achieved significant progress in labor productivity, 

while maintaining a constant level of dollar wages. Over the 1980 to 1992 
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period, overall labor productivity rose by 63 percent, from $10,210 to $15,973, 
while the average annual wage stood at a stable $1,475 to $1,479 per worker as 
shown in table. Manufacturing wages have fallen in real terms on account of 
the two large devaluations that took place in 1987 and 1991 and due to the 
stabilization and growth of labor supply after an early orientation of workers 
to oil-rich countries during the oil boom. Wages are expected to remain stable 
at this highly competitive level, given the large pool of unemployed and 
underemployed labor in the Egyptian economy. 

Wages, Productivity and Unit Labor Costs in Manufacturing 

Productivity Wages per Worker Unit Labor Cost 
ISIC $ per worker $ per year (per $100 of output) 

1980 1992 1980 1992 1980 1992 

Total Manufacturing 10,210 15,973 1,475 1,479 14 9 
Food Products 13,285 16,119 1,285 1,012 10 6 
Textiles 5,769 10,593 1,288 1,312 22 12 
WearingApparel 8,921 6,320 921 692 10 11 
Leather Products 7,792 10,806 1,212 1,624 16 15 
Footwear 7,123 4,743 1,187 444 17 9 
Furniture io,ooo 6,371 1,316 837 13 13 
Paper and Products 17,045 32,061 1,439 2,361 8 7 
Industrial Chemicals 9,892 15,912 1,606 1,987 16 12 
Petroleum Refineries 9,091 102,997 3,052 2,931 34 3 
Petroleum Products 39,844 41,885 1,830 2,904 5 7 
Rubber Products 12,183 14,499 1,860 1,997 15 14 
Plastic Products 12,222 18,118 1,416 1,217 12 7 
Pottery, China 6,071 14,083 1,378 1,487 23 11 
Iron and Steel 11,223 19,570 1,662 1,957 15 10 
Non-Ferrous Metals 17,577 26,783 1,780 2,111 10 8 
Metal Products 7,724 12,141 1,404 1,457 18 12 
Non Electrical Mach. 10,106 10,258 1,573 1,685 16 16 
Electric Machinery 14,955 18,540 1,747 1,515 12 8 
Transport Equipment 12,853 5,373 1,857 950 14 18 
Prof/Scien. Equipment 13,407 9,385 3,407 2,129 25 23 

Souce: UNIDO (1995) Industrial Statistics Database INDSTAT3, 1995 
Productivity: Annual gross output/number of workers 
Unit Labor cost of production: wages per worker/productivity 
ISIC: International Standard Industrial 

The combination of rising labor productivity and stable wages means that 
Egypt's unit labor costs of production - the cost of wages per $100 of output - 

are today as low as $9 or only 9 percent of output value in manufacturing. 
What this means is that the country has an obvious and significant cost 
advantage to businesses operating in Egypt as their home base to meet 
domestic and export demand. It also means that while Egyptian workers may 
still lag behind some of their international competitors in terms of 
productivity - a function of training, experience and the level of automation 
of production methods - they certainly make up for this in terms of the low 
wages they receive. 
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Egypt's unit cost of labor is low across all industries, ranging from 3 percent in 
petroleum refining (the most capital intensive manufacturing sector) to 23 
percent in scientific equipment (where skill intensity is highest). Unit labor 
costs are below the average of 9 percent in seven out of the 20 manufacturing 
subsectors, and range between 9 and 15 percent for another ten subsectors, 
with only three subsectors - scientific equipment, transport and non-electrical 
machinery - having unit costs of more than 15 (23, 18 and 16 percent 
respectively). Compared to the regional average, the most competitive 
subsectors in terms of low labor costs are Egypt's food processing, textiles, 
footwear, plastics, iron and steel, china and ceramics, and electrical 
machinery. 

Dynamic Export Products 
Egypt's manufactured exports have experienced 
in the last few years a dramatic turnaround in 
terms of the degree of diversification of 
products and markets. In spite of the loss of a 
major portion of Egypt's exports to Eastern 
Europe and the former Soviet Union, 
producers were able to introduce themselves to 
new countries and with new products, even if 
still on a relatively small scale. 

Comparing with 1985, the indicator of 
revealed comparative advantage (RCA) shows 
an increase in the number of manufactured 
products with RCA greater than one (products 
which account for a larger share of the country's 
exports than the share these products account 
for in world trade). These products rose from 23 to 51, that is, they more than 
doubled. The balance of 27 new products encompasses all categories of 
manufactures and include steel wire, bars, pipes and sections and other 
articles of base metal, construction materials, and ceramic fixtures, glass 
products, a range of petrochemical products, fertilizers, chemical dyes, 
leather, printed matter, nontraditional textile products, carpets, and a number 
of new types of processed food such as confectionery, prepared foods, pastas 
and cheeses. 

Major export products which are older but still enjoy rapid growth and 
comparative advantage (RCA greater than one) are aluminum, base steel 
products, household metal equipment, and a number of petrochemicals, 
nitrogen fertilizers, pharmaceuticals, essential oils, perfumes, cosmetics, soap, 
printed books, leather goods, furniture, plastic products, rubber tires, cotton 
and non cotton textiles, knitwear and garments, and a wide range of processed 
foods. 

A third category of interest are Egypt's new dynamic products, which still 
account for a small share of its total export value but have grown at a faster 
rate than the average growth of total exports over the 1985 to 1994 period. 
These include frozen vegetables and concentrated juices, sanitary ware, 
ceramics and tiles, leather footwear and apparel, washing preparations, 
synthetic fibers, paints, packaging materials of plastic, metal household 
equipment, storage tanks, cutlery, electrical distribution equipment, central 
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Food Products 
2212 Copra 
2924 Vegetables used in pharmacy 
615 Molasses 

520 Dried fruit 
2763 Salt 

620 

546 

619 

4229 

483 

819 

240 

4312 

990 

Textiles 

Sugar 
Vegetables preserved 
Sugars and syrups 
Fixed vegetable oil 
Macaroni and spaghetti 
Food wastes and prepared feed 
Cheese and curd 
Hydrogenated oil and fat 
Food preparations 

Gray cotton yarn in bulk 
Gray woven cotton fabric 
Unknotted carpets 
Cotton waste 
Flax, ramie and yarn 
Other textile products 
Waste of synthetic fiber 
Knotted carpets 
Waste of textile fabrics 
Felt and articles 
Waste of wool and hair 
Textile clothes not knit 
Clothing accessories knit 
Textiles for machinery 
Blankets and coverlets 

Calf leather 
Artificial leather 

0.0 15.6 

5.0 5.9 

6.9 3.4 
0.2 3.2 
0.1 3.1 

0.2 3.0 
1.0 2.7 

2.5 
0.2 2.4 
0.2 1.7 

0.2 1.6 
0.3 1.5 

1.2 

0.3 1.1 

32.4 
10.0 

1.8 

7.7 

0.2 

1.1 

0.7 

0.3 

3.1 

4.4 

0.1 

0.3 

3324 

3329 

2761 

2412 

3326 

5214 
5323 

3323 
4225 

Construction 
2733 
2732 
2731 

6624 
6623 

Pottery, 
8122 

Glass 

6781 

6842 

6770 
6731 

6979 

6931 

6734 
6960 
6989 
6556 

6715 
6732 

6932 
6721 

8123 

6972 

6922 
6841 

6741 

Residual fuel oils 
Non-chemical coal and petroleum wastes 
Natural asphalt 
Wood charcoal 
Mineral jelly and wax 
Coal tar 
Synthetic tanning products 
Distillate fuels 
Castor oil 

Cast iron tubes, pipes 
Aluminium alloys 
Iron and steel wire 
Iron and steel wire rod 
Base metal house equipment 
Wire ropes 
Iron and steel big sections 
Cutlery 
Base metals 
Cordage and manufactures 
Other ferro-alloys 
Iron and steel bars 
Iron and steel fencing wire 
Iron and steel blocks 
Iron and steel plumbing fixtures 
Base metal domestic utensils 
Metal transport boxes 
Aluminium alloys 

Iron and steel heavy plate 

5.6 38.9 
0.4 16.6 
0.0 13.7 

0.1 10.6 

14.9 10.4 

0.1 6.8 

1.6 

1.6 1.4 

0.0 1.2 

0.4 14.9 
0.1 2.0 
0.0 1.7 

0.0 1.5 

1.4 

0.0 9.7 

0.0 4.3 
0.1 3.8 

0.0 1.5 

23.9 
15.9 14.5 

0.0 10.6 

9.2 

1.0 6.3 
1.1 3.3 
0.0 3.3 
0.1 3.2 

0.1 2.6 
0.1 2.5 

2.5 
0.0 2.1 

1.6 

1.5 

0.2 1.5 

0.7 1.4 

0.0 1.4 

1.1 

0.1 1.1 

2.7 3.3 
2.3 1.2 

Note: RCA greater than one means that the product accounts for a larger share of 
Egypt's exports than the share of the product in world trade. 

Products enjoying RCA greater than I means that the country has a comparative 
advantage in exporting the product. 

Source: Calculated from UNCTAD (1996) COMTRADE Database. 
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Manufactured Products with Revealed Comparative Advantage 
SITC RCA SITC RCA 
Code 1985 1995 Code 1985 1995 

Petroleum and Coal Products 

6513 

6521 
6576 

2633 
6515 

6569 

2664 

6575 

2670 

6551 

2629 

8411 

8414 
6558 
6566 

Sand 
Gypsum and plasters 
Building monumental stone 
Non-refractory brick 
Refractory building products 

China, Earthware 
Ceramic plumbing fixtures 

6658 Articles made of glass 
6651 Bottles of glass 

6652 Household and hotel glass 
Metals 

43.8 

16.8 

14.4 

9.7 

6.5 

6.0 

2.9 

2.6 

2.6 
2.0 

1.7 

1.4 

1.3 

1.2 

1.2 

1.5 

1.4 

Leather 
6113 
6112 

Chemicals 
5612 Chemical phosphatic fertilizers 
3218 Coke of coal 
5611 Chemical nitrogenous fertilizers 
5511 Essential oils 

6741 Iron and steel heavy plate 
2713 Natural phosphates 
5542 Washing preparations 
5541 Soaps 
5530 Perfume and cosmetics 
5321 Dyeing extracts 
5999 Chemical products 
5331 Colouring material 
5417 Medicaments 
5419 Pharmaceutical goods 

18.8 
4.3 15.5 
0.7 11.2 
6.2 9.4 
0.1 1.1 

1.2 3.5 

0.1 2.6 

2.5 
1.0 1.8 

1.8 

0.0 1.3 

1.2 

0.5 1.2 

1.6 1.2 

Printing and Publishing 
8922 Newspapers and periodicals 
8921 Printed books 
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heating equipment, batteries, transistors, electrical and electronics products, 
trucks, buses and passenger cars, and switchgear. 

In spite of Egypt's revealed comparative advantage across a wide array of 
industries, it still exports less than 10 percent of its industrial output. There 
are a number of reasons why manufactured exports have been slow to grow to 
what are considered average levels of 25 percent of domestic output in 
developing countries as a whole. Primarily, the size and strength of service 
exports has resulted in complacency among policymakers responsible for 
promoting merchandise exports, since other sources of foreign currency 
earnings have been consistently high. Another major reason is the anti-export 
bias of policies that ruled until the 1991 reforms, including a restrictive 
investment licensing regime and high levels of protection to domestic 
producers. The absence of sophisticated national quality control systems and 
standards has also been a factor contributing to the difficulty encountered by 

some Egyptian products in export markets. 

Now that the policy environment has radically changed towards a liberal and 
competitive framework for all actors in the field, the growth of manufactured Recent nerformance of 
exports is making up for lost time. This is evidenced in the number of new r 
dynamic products that are emerging and Egypt now boasts a diversified if manufactured exports 
modest sized export platform for take-off. The increase in number of reveals dynamic growth in 
exporters is also encouraging and their growing pressure on the government a large number of 
as a relatively new lobby demanding further reforms of export institutions and 
procedures is a healthy sign of dynamism. consumer, caplial an 

For its part, the government has empowered the General Egyptian Authority intermediate goods 

for Standardization and Quality Control to help manufacturers and service 
industries in adopting ISO specifications and to gradually incorporate these as 

national standards. 
Over the coming five years, Egypt is expected to make a fast comeback to its 

export performance of the 1970s and to regain its market share of 
international trade. As far back as 1980, Egypt's per capita merchandise 
exports were more than $100 (larger than Turkey's) but have gradually 
declined to $46 in 1992 as compared to Turkey's growth to a figure of $205 for 
the same year. Egypt's closest competitor in the region is in fact Turkey, both 
in terms of its size and resource balance and in terms of the solid and 
diversified industrial base both countries enjoy. The major difference has 
been that Turkey's comprehensive liberalization program was undertaken in 
the first half of the 1980s, while Egypt has lagged by one entire decade. 

A comparison of the structure of industrial exports for Egypt and Turkey 
shows that Egypt's export success is well underway and will follow a similar 
pattern to that of Turkey. Processed food, textiles and clothing, hand-made 
and machine-made carpets, glassware, ceramics, and transport equipment are 
all fast growing Egyptian exports. It can be inferred that with the completion 
of Egypt's liberalization package, manufactured exports will also witness 
outstanding growth rates which would make them account for more than 70 

percent of merchandise exports by the turn of the century as forecasted by SRI 
International (1995), up from the current 33 percent. 

Egypt's National Export Development Strategy aims at raising the value of 
exports fivefold over the next decade. This will be achieved by promoting the 
acquisition of new technologies, the expansion of traditional markets and 
exploitation of new and non traditional markets. 
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Chapter 6. Dynamic Industries 

"The combination of a significant rise in 

labor productivity and stable wages over 
the past decade make Egypt's unit labor 
cost one of the lowest in the world." 
(Based on comparisons 

from UN/DO's INDSTAT 3, 1995) 

Food Processing 
The food processing industry is Egypt's oldest 
manufacturing sector, having enjoyed natural 
protection and survived since the early nineteenth 
century, unlike other industrial experiments initiated 
by Mohammad Ali and which failed near the end of 
his reign in the 1840s. Today, with an output value of 
$3.4 billion, food processing still accounts for 15 percent of manufacturing 
value added and 20 percent of employment. The sector is comprised of close 
to 1500 formal establishments (20 workers or more), more than 95 percent 
of which are privately owned. 

The industry relies mostly on Egypt's high quality and low priced agricultural 
output, except for intermediates such as sugar, oil seeds, cereals and dairy 
inputs which are partly imported. Over the past decade, land reclamation has 
added over one hundred thousand acres to vegetable and fruit cultivation 
which give food processing a plentiful supply of varied inputs that are highly 
cost competitive by international standards. The scope for expansion of the 
frozen fruits and vegetables, fruit juices, jams, preserves and ready food 
preparations is enormous, given current levels of processing relative to 
domestic agricultural supply. For example, only 5.4 thousand tons of 
vegetables were processed in 1993, while output of fresh vegetables is at an 
annual average of 9 million tons. Egypt is ranked as the world's fifth largest 
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producer of tomatoes, the crop is cultivated three seasons per year and it sell 
at $45 per ton during the peak harvest, and yet the country is still importing 
tomato paste. The country also grows more potatoes, strawberries, grapes and 
most vegetables than it can consume or export in their raw state, and the scope 
for processing these has barely been exploited. 
Food processing as a whole has registered an annual growth rate of 22 percent 
over the past 10 years, mostly in response to the sustained increase in domestic 
demand. The local market is boosted by the annual addition of about 1.2 
million persons to the population, by the rise in the number of working 
women from the middle class, and the influence of the media on people's 
preference for convenience foods, pre-cooked meals, snack foods and 
confectionery. 

Investment in the industry over the past two decades has been consistently 
high, led by local entrepreneurs, many of whom have entered into partnership 
with multinationals or are producing under license some of the most 
reputable local and international brands. The number of food processing 
firms that have established themselves in the four new industrial cities was 158 
by end 1994, with output value of LE 2.3 billion and total employment of 17.6 
thousand. Examples of the large private firms are Berzi, BimBim, Halwani, 
Faragallah, Farm Frites, Kato Aromatic, Kuwait Food Company, Montana and 
Vitrac. Vitrac is a French Egyptian joint venture, established in 1981, with 
shareholders equity of LE 20 million. By 1996, the firm employed 500 persons 
and turnover has reached about LE 100 million. The company has become a 
leading fruit processor and producer ofjam in the industry, absorbing over 10 
thousand tons of local fruits annually. About half of its output is exported to 
Japan, Australia, the US, Arab and African markets. Vitrac's investment plans 
are ambitious, with a target of doubling sales over the next five years and 
diversifying into fruit juices and syrups, as well as tomato and biscuit products. 
A growing number of multinationals have also set up production units in 
Egypt, some with a view to serving neighboring export markets from this 
lucrative and well positioned domestic base. Foremost among the TNC 
newcomers are Nestle, Heinz, Kellogs, Cadbury, Pioneer Hi-bred and 
Unilever. Nestle Egypt was established in 1989 with a capital of LE 150 million. 
It has acquired two local firms - Industrie du Froid and Dolce for Food 
Industries. With a work force of 2,600 employees, the company's total output 
reached 30,000 tons in 1996, of which it currently exports 10 percent. Nestle 
products range from processed dairy foods and ice cream to chicken stock and 
baby foods. The company targets a growth rate of 10 to 15 percent per year 
over the coming years. 

Heinz, in partnership with the Kuwait Food Company has invested LE 37.3 
million in 1991 with a focus on ketchup and tomato paste. Starting with 
imported tomato concentrate, the plant is gradually shifting its dependence to 
local fresh tomatoes, and the firm reports that it now has gained 55 percent of 
the ketchup retail market. Heinz Egypt is also exporting its paste and ketchup 
products to Europe and the Middle East. Cadbury, also in association with the 
Kuwait Food Company has invested LE 59.5 million, and its annual turnover 
is growing at 24 percent. 
Exports from the food industry have gradually climbed to their 1995 level of 
$125 million, that is 2.8 percent of total exports. The export market is 
dominated by Arab countries (60 percent) especially Saudi Arabia, Libya and 
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Kuwait. The EU accounts for 20 percent, while Eastern Europe has retreated 
to 10 percent of Egypt's exports. The largest prospective market that 
exporters are looking at is the EU which accounts for 37 percent of world 

imports of processed food ($70 billion in 1992), especially since half of EU 

imports of processed and preserved fruits and 60 percent of dried vegetables 

and seafood products are from outside the EU. Another key market for 
Egypt's exports is the $14 billion market in the Middle East of which Turkey's 

penetration reached more than $1.2 billion in 1992. Egypt ranks fifth in terms 

of exports of processed food to the Arab region and it should easily move up 
closer to the top, given the momentum that exports have gathered to date. 

The fact that the region is likely to experience a continued food deficit and 
that Gulf countries have no comparative advantage in food processing raises 

Egypt's export prospects in this market. 

Meeting Arab, EU and US quality standards is the basic requirement for 

expanding exports to these markets and Egyptian products are increasingly 

meeting these standards, as well as proving to be highly cost-competitive. For 

example, in 1993, Libya was the major importer of juices, followed by 

Germany, Lebanon and Saudi Arabia. The Saudi market was the largest 
importer of frozen vegetables, followed by Kuwait, France, the US, the 

Emirates, Lebanon and Qatar. The number of countries to which Egypt is 

exporting processed food is continuously rising, a sign of the high potential 
for expanding exports to these markets. The industry's major strengths will 

long continue to be its highly competitive labor force and its low priced local 

intermediates. In 1992, UNIDO figures indicated that the average annual 
level of wages stood at $1,000 in Egypt as compared to a range of $3,500 to 

$27,000 in the competiting labor markets of Morocco, Tunisia, Turkey, Syria 

and Israel. Egypt's unit labor costs were also very favorable at only 6 percent 
of total cost as compared to a range of 11 to 21 percent in these same 

countries. 

Textiles Clothing and Leather Products 
Egypt's textile industry was fast developed in the 1920s, although the earliest 
modern weaving establishment - The National Textile Company - dates from 
1898 and still operates at the same location on the outskirts of Alexandria. 
The most thriving textile centers have traditionally been in Mehalla, Kafr Al 

Dawar, Shubra Al Kheima (Cairo), Helwan and Alexandria, although newer 
establishments have recently located in the new industrial cities of Amereya, 

Borg El Arab, 10th of Ramadan and 6th October. With a current output of 
$2.8 billion, the modern textiles, clothing and leatherware factories number 
more than 1800 and employ over half a million workers. The industry 
accounts for 32 percent of manufacturing value added and 44 percent of 
Egypt's manufactured exports. 

High rates of return have attracted considerable numbers of new entrants into 
the industry since Egypt's Open Door policy. By 1983, there were almost 800 

formal private establishments, and their number has more than doubled 
since. A good proportion of these are established under the investment 
encouragement laws, taking advantage of tax holidays and well serviced land 
in the new cities. By 1996, 192 firms had located in four of these attractive 
industrial zones, with output value of $745 million and employment of 39.5 

thousand. 

The food processing 
industry is attracting a 

growing number of TNCs 
to serve the growing 

domestic and foreign 
markets 
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The two unbeatable advantages of locating textile operations in Egypt are the 
country's highly skilled and low cost labor and the use of Egypt's finest quality 
cotton whose top international ranking has remained unchallenged for almost 
two centuries. According to UNIDO comparisons across countries, Egypt's 
average annual wage in the textile industry is $1,312 which is 35 percent of 
Tunisia's, 19 percent of Turkey's and 8 percent of israel's. Labor productivity 
has doubled over the past twelve years ($10,593 per worker in 1992), while 
dollar wages have only risen by 2 percent, leading to a steep decline in unit 
labor cost which now stand at only 12 percent of output value. 

Ready-made garments 
Close to 500 manufacturers of garments were active in 1996, virtually all of 
whom are private. Over the past decade, the industry's output has soared from 
76 million to 181 million units in 1995. Of the 12 publicly owned clothing 
factories, the largest is El-Nasr Clothing and Textile Company (Kabo), the 
knitwear giant which has traditionally specialized in underwear, night wear 
and T-shirts. The firm has recently diversified into a wide range products for 
its export sales ($11 million in 1995), with the UK and Germany together 
accounting for three quarters of its exports. With capital employed of $77 
million and a turnover of $44 million, Kabo was partially privatized in 1995 (a 
37.7 percent sale of equity shares) and a second tranche of its shares is due to 
be sold in 1996. Two other SOEs - STIA and Mehalla - have joint ventures with 
French (Vestiaco) and Italian manufacturers of suits and jackets, with 
important sales abroad. Most of the remaining public firms are selling 
predominantly middle and lower end garment products in the local market. 
Among the most prominent private garment producers to have emerged since 
the Open Door policy are Aboul Enein, Berzi, Bishara (BTM), Concrete, 
Delta, Dyetex, Goldentex, Mobaco, Nile Clothing, Nounou Brothers, Octopus, 
Port Said and Suez (SIACO), Swiss Garments, and Utex. Factory-made ready 
to wear has fast replaced the traditional dressmaker and tailor shops. The 
small-sized but modern factory (60 to 80 workers) has typically been the 
testing ground for private clothing manufacture, and only few have started 
with a big operation. The dozens who became successful have graduated to 
the 200-1000 employee size. Many of those have in turn moved to either 
produce international brand names under license or franchises from 

Clothing international companies such as Benetton, Marzotto, Mexx, Naf Naf, 
NewMan, Valisere and Wrangler. 

Benetton, for example, has recently shifted its operations in Egypt from 
franchising to local producers to setting up its ownjoint venture company with 
a factory in the new Borg el-Arab industrial city. Benetton Egypt has invested 
$10 million dollars to produce 1.5 million garments annually. Employment 
started at 200 and is expected to increase to 1,000 by the end of 1996 when 
production reaches full capacity. 

A key feature of the textile and clothing industry is the extensive degree 
of complementarity. Subcontracting, and specialized services are widely 
available, with only a few of the large public and private firms being highly 
integrated. Even public enterprises in the textile industry have always 
relied on the subcontracted output of hundreds of medium sized private 
firms. 
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An export boom has only just started 

Barely having started in the mid 1980s, garment exports have steadily 
increased from $14 million in 1985 to $392 million in 1995, with about 
7,840 tons of exports in 1991 and 10,662 tons in 1994. Some major exporters 
have entered into arrangements with retail chains in Europe and the US 
(some examples are K. Mart, Macy's, Marks & Spencer and C&A) or opened 
their own retail outlets (Concrete, Mobacco and Octopus) in Australia, 
Bahrain, France, Jordan, Kuwait, Libya, Saudi Arabia and UAE. Others are 
producing under designer labels such as Liz Claiborne, Calvin Klein and 
Perry Ellis. 

According to SRI International (1995), growth trends should continue and 
garment exports should realistically triple by the year 2000. The 
consensus is that Egypt should focus on the higher quality 
woven and knitted clothing range, maintaining the current 
product mix and target market. Internationally, the largest 
markets for garments are the EU (about $62 billion) and the US 
(about $37 billion). The Gulf is another important market for 
Egypt (worth $2 billion). 

One of the leading exporters of garments is the Nile Clothing 
Company, a private joint stock company established in 1979 and 
acquired by new owners in 1985. Over the decade to 1995, the 
company's capital employed had multiplied more than tenfold 
to reach LE 15.5 million ($4.6 million), with a net rate return of 
36 percent on shareholders equity. Employment at Nile 
Clothing has risen to 3,000 workers, up from 220 in 1985, to 
make it one of the largest private sector employers in the 
industry. With export markets as the target, the company has 
achieved consistently high growth in its turnover to a current 
level of LE 134 million ($40 million), of which 90 percent is 

exported, mostly to the US and Europe. 

Sherif Clothing Company is one of the biggest manufacturers of 
Lycra in the Middle East. Its Borg el-Arab factory knits 14 to 15 

tons of Lycra every day and approximately 99 percent of its daily 
output of 30,000 garments is exported. The company also 
manufactures garments for GAP and Calvin Klein and exports 
fabrics to Italy, Germany and Australia. The company reports 
that its profits have increased to LE 50 million in 1995 up from LE 3 million 
in 1992. It has also set up branches in France, the UK and Ireland. 

The recent formation of the Egyptian Ready-Made Garment Association, with 

membership of the largest 24 exporters of clothing is a sign of the industry's 
growing strength and of its members recognition of the value of lobbying for 
government support in promoting exports in key markets. The advantages of 
association has been joint promotion efforts that have established Egypt and 
Egyptian cotton products on the world market. 

Fabric, household linen and carpet flooring 

The household textile and machine made carpets industry is also witnessing 
an export boom, with a increase from sales of $59 million in 1980 to $222 
million in 1994. Towels, bedsheets and tablecloths are produced by numerous 
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private and public firms, several of which have become important exporters. 
The largest export markets for household linen have been France, Germany, 
Italy and the UK. 

A number of companies are producers of machine-made carpets. For 
example, Oriental Weavers, established in 1979, is now reported to be one of 
the top five manufacturers of machine-made carpets in the world, producing 
8.7 million square meters of carpets annually, 80 percent of which it exports 
to the EU, US, Japan and Middle East. It has invested in the most advanced 
machinery and technology and has won international awards. 

Leather products and footwear 
With a huge local market worth close to $0.5 billion, this traditional industry 
is dominated by small-scale enterprises and a proliferation of competing retail 
outlets. The industry made an early start in exports to the Soviet Union in the 
1960s, with major clusters of producers in the informal districts of Alexandria, 
Cairo and Damietta governorates. There are several thousand establishments 
making shoes and leather products in Egypt, all but one in the private sector. 
Between them they employ about 12 thousand workers. Many of the larger 
and more modern enterprises (about 500 factories) are located in the large 
cities and are increasingly moving to the industrial cities of Tenth of Ramadan 
and Sixth of October. A major project is underway to relocate tanneries out 
of Cairo and to Badr City. The five year project will cost LE 360 million. 

Construction Industry 
Egypt's building industry dates from 1927 when the Torah Portland Cement 
Company was established with private Egyptian and Swiss capital. The 
domestic construction industry is now a multibillion dollar sector in the 
Egyptian economy, having expanded at a rapid and sustained pace over the 
past twenty years, to meet the voluminous rise in housing, infrastructure and 
industrial project development. Armed with the lowest cost engineering, 
skilled and unskilled manpower in the Middle East, and with plentiful supplies 
of all of its needs of energy and raw materials, the industry's growth has been 
uninterrupted, and the construction work force has reached 1.2 million 
people, by far the largest in the Middle East region. 
In the intercensus period 1976 to 1986, the construction sector was able to 
build four million housing units and more than 400 thousand commercial 
establishments, while providing a huge market for the building materials 
industry. The 1996 census is expected to give evidence of the continued 
record of high growth in construction activity, financed partly by the $66 
billion public investment expenditure on infrastructure since 1983, and partly 
from the expatriate workers remittances which averaged an annual $2 billion 
in the late 1970s and have climbed to an average of $5 billion throughout the 
1990s. The current Five Year Plan projects that 1.2 million new housing units 
will have been built by 1997. 

Cement production capacity has risen from 9 million tons in 1986/87 to 18 
million tons in 1996 and local consumption is projected to rise to 21 million 
tons by the year 2000. Shortages over the last two years have meant revised 
plans for expansion in Egypt's five major cement plants. Egyptian cement has 
been highly competitive on the international market, with exports fluctuating 
according to domestic demand conditions, and the rate of return on capital 
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has been consistently high for all cement companies. Three of the four public 
cement companies were partially privatized in 1994 and 1995, and the 
government plans to further increase private participation in 1996. 

One of Egypt's tremendous success stories is in the ceramics, tiles and sanitary 
ware industry. Young and dynamic private entrants to the market have 
revolutionized the image of this emerging industry at home and abroad. Until 
the mid 1980s, Egypt was a net importer of ceramic products, and exports only 
surfaced in the late 1980s to reach $10 million in 1994. Major companies in 
the production of ceramics and sanitary ware are A1-Jawhara, Al Pharaana, 
Aracemco, Ceramica Cleopatra, Egytec, Gravena, Ideal Standard, and Lecico. 

One of the industry's leaders, the Ceramica Cleopatra Group - established in 
1987- has become a recognized world class producer of ceramic and porcelain 
tiling and sanitary ware, with exports to more than 60 countries including 
Japan, Hong Kong, France, the UK as well as in the Arab, Africa and Asia 

regions. It has earned the ISO 9001 certificate, based on its use of the most 
up to date technological and aesthetic developments available internationally. 
From a single plant with 300 workers, the Group's investment has grown to Construction is an 
$150 million, with a workforce of 3,100 workers manning 9 factories at Tenth 
of Ramadan City. The company's capacity has reached 20 million square integrated multibillion 
meters of tiling, and 1.5 million units of sanitary ware and its local distribution dollar sector, with a work 
network includes 4000 points of sale in Egypt. force of 1.2 million serving 
Another major new producer of ceramics is All-Jawhara Company, part of the Em/nt and the 
Ahmed Ezz Group. The company began exploring export markets in 1993 

and its exports reached $2 million in 1995, mainly to the Arab and Gulf coun- 
tries. The company produces a wide range of ceramic tiles and sanitary ware, 
and its future plans are for accelerated growth based on exports marketing. 
Al-Jawhara's total investment cost is LE 67 million and its capital base is LE 20 
million. The company is planning to expand its production by an additional 
3.5 million square meters with a new investment cost of LE 85 million during 
1997. 

Contracting activity became big business in Egypt in the 1950s, with the con- 
struction of the High Dam in Aswan and with the award of large contracts to 
prominent private Egyptian construction firms in the Gulf and Libya. There 
are currently at least a dozen multi-million dollar contracting companies in 
Egypt, of which several have diversified to become regional conglomerates. 
The Arab Contractors is probably the largest construction company in the 
Middle East, employing 70,000 full time workers and with interests in several 
factories that produce building materials. The company's capital employed 
reached $1.3 billion in 1995 and its turnover close to $1 billion. 

Orascom, established in 1950, is a family owned conglomerate and employs 
2,500 engineers, mechanics and sales people. The group's capital is in excess 
of $200 million with its turnover in Egypt of about $150 million covering 
contracting, tourism development, trading, and the recent food franchise 
partnership with McDonald. Its construction projects in Egypt cover public 
facilities in the health, water treatment, Cairo metro, railway, and national 
monuments restoration sectors. It also undertakes large construction projects 
in Arab countries and Africa, with subsidiaries in the US, Italy and Syria. 
Among the corporation's subsidiaries are a steel factory to supply the 
contracting division, a cement factory under implementation, and a tourism 
development affiliate. 
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Fertilizers 
Egypt's industrial chemicals industry was built up over the decades, starting 
with its first phosphatic fertilizer plant established in 1936 and a second one 
in 1947. Current output capacity for all fertilizer products is at 7 million tons 
(87 percent nitrates). At present, the fertilizer market in Egypt is valued at 
some $2 billion. The industry is dominated by six large public companies with 
a combined value of capital employed of $1 billion. The largest and reported- 
ly most efficient producer is the Abu Qir Fertilizer and Industrial Chemicals 
Co., located on the Mediterranean, with a capacity of two million tons of 
nitrogenous fertilizers and urea, and supplied with natural gas feedstock from 
the nearby gas fields. The company employs 2,771 workers and has recorded 
large profits from its sales of $164 million in 1995. 

The Egyptian fertilizer industry enjoys a distinct competitive advantage on the 
international market, even though it is considered a highly capital intensive 
sector. Not only does Egypt enjoy the second largest reserves of natural gas in 
the region and the large deposits of phosphate rock, but its skilled manpower 
has acquired tremendous experience in this critical industry for which proper 
training is vital in operating sophisticated technology. The RCA index of 
comparative advantage for the industry's exports has been maintained at a 
multiple of one for over a decade, together with a low domestic resource cost, 
indicating that fertilizers have a high comparative advantage and will likely 
become a key and valuable source of foreign currency for Egypt's balance of 
payments. 

Egypt was a net importer of fertilizers until the early 1990s, when exports 
overtook imports. Fertilizer exports are still modest in comparison with 
competing regional producers or with the $13 billion or more world market for 
fertilizers. But the planned increase in supply of Egypt's producers and their 
outward orientation are likely to reinforce the export growth trends of the early 
1990s and allow the industry to raise its share of exports to total output from 
the current 2 percent to reach more than 5 percent by the year 2000. 

The Pharmaceutical Industry 
This has been one of the most competitive and profitable sectors of Egyptian 
manufacturing. Making an early debut in the 1940s, there were 50 relatively 
small national producers of drugs by the 1950s, with a ten percent share of the 
local market which was mostly supplied from abroad by leading 
multinationals. The local industry was nationalized in the 1960s, with a major 
process of mergers, while three foreign firms were attracted into joint venture 
operations - Hoechst, Pfizer and Swiss Pharma. By 1970, eleven local 
producers contributed 90 percent of the domestic market. 
With the Open Door policy, the market was opened up to foreign and 
domestic new-comers and by 1996, the industry numbered 9 multinationals, 8 
private and 11 public sector companies with employment of about 60 
thousand. The share of the public firms has declined from 80 percent in the 
mid 1980s to a current 40 percent of domestic production. Total sales have 
been growing at 30 percent in the 1990s and have reached more than $1 
billion in 1995, making Egypt the largest market in the Middle East, 
accounting for a share of about 20 -percent. Per capita consumption of drugs 
is still low at $16 per annum, although international comparisons would have 
to adjust for the significantly lower price ruling in Egypt. 
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Export performance has been very modest, at $30 million in 1995, mostly in 
generic products. As a share of total output however, exports have grown from 
1.7 to 5.3 percent of output between 1980 and 1993. In 1995, imports 
consisted of finished drugs of $57.5 million and another $221 million of 
intermediates used by the industry. The overall trade deficit of the 
pharmaceutical sector is therefore still very large at about $250 million. The 
scope for both import substitution and export orientation investments is still 
very broad, given the high rate of growth of the domestic and regional markets 
and in light of Egypt's long-standing advantage in this dynamic sector. 

Low wages have been singled out by manufacturers as one of the strengths of 
producing pharmaceuticals in Egypt. At less than 15 percent of production 
costs (intermediates account for about 50 percent), wages are 
extremely competitive in what is essentially a labor and 
technology intensive industry. Another major asset to this 
industry is the large pool of highly trained doctors, 
pharmacists, engineers and skilled technicians whose long 
experience in the sector has given Egyptian pharmaceutical 
products a distinguished reputation in the entire region. 
According to Coopers & Lybrand (1995), Egyptian drugs - 

especially in the generic range - are reported to be superior to 
those of other middle income industrialized countries. 
Another key ingredient to export strength is Egypt's highly 
competitive prices by international standards and the fact that 
tariff and non tariff protection has been negligible in this 
sector. 

Multinationals are placing large investments in Egypt's 
pharmaceutical industry. The most recent new-corner to the 
market is Glaxo Wellcome, which in 1990 acquired a majority 
share in a local pharmaceutical firm, ABI, and has since 
achieved a 277 percent increase in sales. Capital employed is 

valued at $50 million and the company has important plans for 
expansion, including its production lines for cephalosporins 
and for soft gelatin capsules. Glaxo Wellcorne Egypt has also 
successfully invested in training its 880 strong work force and 
management personnel. In 1994, it was the first 
pharmaceutical company in the Middle East and Africa to 
achieve MRP II Class 'A' certificate, Manufacturing Resources and Planning, 
and second only to the Canada affiliate of world wide Glaxo Wellcome 
holding. In 1995, it was the first in the Middle East and Africa to be awarded 
the ISO 9002 certificate for management quality. 

The future outlook is very promising for the pharmaceutical sector, especially 
given the expected continued high growth of the domestic market and the 
export potential which is just starting to be tapped. A number of private firms 
have taken the export initiative and public sector enterprises have set 
themselves the goal to export a minimum of 15 percent of their output. Even 
the foreign-owned pharmaceutical firms whose contribution to exports has 
been negligible are starting to arrange with parent companies to enter into 
global sourcing arrangements and use their plants in Egypt as export 
platforms. Given the vast expansion in production capacity and in the 
number of firms competing locally, and given the enabling environment 

With 9 multinationals and 

19 domestic companies, 
Egypt is the largest 
producer and consumer of 

pharmaceuticals in the 
region 
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which has emerged with liberalization, the industry is bound for rapid export 
takeoff. Egypt can easily take its rightful place in world trade in pharma- 
ceuticals which had reached $45 billion in 1991. 
Egypt should target its traditional markets of Eastern Europe and the former 
USSR, the EU (with about 40 percent of world imports and a growth rate of 
18 percent), Africa (12 percent growth rate) and the Middle East (9 percent 
growth of a market forecast at $5.6 billion in 1997 by UNIDO). Egypt 
currently exports pharmaceuticals to a number of countries of which the most 
important in descending order are Saudi Arabia, Yemen, Kuwait, UAE, Iraq, 
Sudan, Nigeria, Zambia, the Philippines, Korea, Sri Lanka and the EU. The 
range of pharmaceutical exports should also widen so as to reduce 
dependence on generics such as antibiotics, vitamins and analgesics. To 
guarantee a growing share of the export market, local pharmaceutical 
companies should step up their marketing efforts, integrate within the global 
sourcing network to supply immediate orders in neighboring markets, raise 
their expenditure on R & D and reinforce their quality image by obtaining 
ISO 9(X)() certification. 

Market demand for metal 
products has consistently Metals and Metal Products 
outstripped supply, Compared to other newly industrialized countries, Egypt's iron and steel and 
spurring new ventures nonferrous metals industry is well-developed. The oldest two manufacturers 
and nroducts are the National Metal Industries located at Abu Zaabal and Delta Steel at r Mostorod, both established by the private sector in the 1940s. A third mini- 

mill, the Egyptian Copper Works has also developed since 1952 to provide the 
industry with a diverse range of iron and steel products from its 120 thousands 
ton plant capacity. The largest integrated steel mill was founded in 1954 - the 
Egyptian Iron and Steel Corporation - as a joint stock company with majority 
equity from the state. Located in Helwan, the company has a work force of 
22,770 and its capital employed reached LE 1.7 billion in 1995. Turnover has 
risen in the same year to LE 1.1 billion of which 14 percent are accounted for 
by exports. With continuous rehabilitation and expansion, the plant's capacity 
has reached 1.2 million tons of crude steel per annum. Major products are pig 
iron, hot-rolled coils, strip sheets and plates, hot-rolled bars, beams and 
angels, cold-formed sections and rails. 

Another large integrated steel mill - the Alexandria National Iron and Steel 
Corporation (ANSDK) - was established in 1982 as a joint venture between 
Egyptian banks and investors, a consortium of Japanese companies (10 
percent of equity) and the International Finance Corporation (5 percent of 
equity). By 1993, the company recorded profits of LE 112 million on sales of 
LE 1,300 million, about 5 to 10 percent of which is exported to Saudi Arabia, 
Syria, the US,Japan, Italy and Gulf countries. In 1994, the company increased 
its issued capital from LE 233.5 to LE 700 million. Annual production capacity 
of ANSDK from its four plants consists of 600,000 tons of directly reduced 
iron, one million tons of steel and 750,000 tons of steel billets, bars and rods. 
The combined output of the company's four plants is 1.1 million tons of 
finished products, mostly steel rebars and a range of rods. 
Despite the substantial size of Egypt's iron and steel manufacturing base, with 
total capacity of about 3 million tons, the market has still been growing ahead 
of supply and imports have averaged one million tons per year. This has 
attracted new ventures in the past few years, as well as expansion of existing 
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projects. The Arab Company for Special Steels (Arocosteel) is a Law 230 joint 
venture between Egyptian, Arab and Italian (Danielle and Company) 

interests, with estimated investment costs of $250 million. Located at Sadat 

City, the plant is the first of its kind in the Arab World producing six special 

steels: general engineering steels, spring steels, bearing steels, high-tensile 

steels, welding electrode steels and stainless steel pipes with diameters of 8 to 

70 millimeters. 

Other expansion projects of the steel sector include an increase in output 
capacity of 1.55 million tons at the Alexandria National Iron and Steel 

Company at the cost of $170 million for a second direct reduction unit and 

$225 million to expand and upgrade its existing steel plant (MEED, April 

1996). In Sadat City, the private El-Ezz Group is also investing about $130 

million in a new steel plant. 

The Aluminum Company of Egypt (Misr Aluminum) was established as a 

public enterprise in 1975 at Nag Hammadi in Upper Egypt. Its smelter 

capacity was raised from its initial level of 40 thousand tons to a current 
capacity of 240 thousand tons per year, based on imported bauxite, and its A World Bank study 
major products are aluminum ingots, billets, slabs, T-bars, sheets, coils, wire . 

+ + 

rod and alloys. By 1995, the company had a capital employed of LE 2.4 billion InulcaLes LI at gypL S 

and sales of LE 1.2 billion, more than half of which represented exports. consumer durables 

Output levels are currently 180 thousand tons and expected to continue rising industry is highly efficient 
in line with the substantial investments made over the past few years. The and comnetitive 
company has been responsible for promoting large investments by private r 

firms in the downstream processing of aluminum, thereby expanding the 

range of intermediates available for a number of sectors including 
construction, packing and consumer products, as well as raising value added 
and manufactured exports. 

Engineering Industries 
The electrical and engineering sector has rapidly expanded in response to 

Egypt's fast growing domestic market and to the export opportunities 
investors are starting to exploit. By end 1994, the number of factories that had 
located in the four major new industrial cities was 155, with employment of 21 

thousand and output valued at just over LE 1 billion. However, long 
established companies in the public and private sector still account for a 

significant share of the market, located in the older industrial areas of Egypt. 

Household durables form a large and dynamic group of enterprises. Local 

demand peaked in the second half of the 1980s, with annual production levels 

reaching 690 thousand refrigerators, 248 thousand washing machines and 30 

thousand airconditioning sets. Private manufacturers broke the public 

production monopoly as early as the mid 1970s with the entry of national 
companies such as Olympic Electric, established in 1972 to manufacture water 

heaters, and Miraco, in 1976, ajoint venture introducing US and British know- 

how in the production of air conditioning units. Private competitors in the 
refrigerator field have raised capacity by 250 thousand units in the 1980s. The 
three public sector firms in the industry are old private establishments that 
were nationalized in the 1960s: Nasr Engineering and Refrigerating Co. 

(Koldair) established in 1946, Delta Industries Co. (IDEAL), with capital 
employed of LE 160 million and Philips/El Nasr Electrical and Electronic 
Appliances, with capital employed of LE 72 million. 
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A study by the World Bank in 1990 showed that Egypt enjoys a competitive 
edge in consumer durables, with DRC ratio of less than one (economically 
efficient activity) for products such as refrigerators, washing machines, and air 
conditioners. Price comparisons also show that the products are highly 
competitive on the international market, and that export prospects are 
therefore high. The industry derives its comparative advantage from the labor 
and managerial intensity of manufacturing operations, from the absence of 
scale economies relative to Egypt's large home base, and from important 
savings in transport costs that stem from domestic production. 
The electronics industry has also multiplied in size and in the number of 
competitors in the market. El-Nasr Electric and Electronic Apparatus Co. was 
one of the first to introduce television to Egypt. It still produces Phillips 
televisions sets, with an assembly line that is 40 percent based on local parts. 
The company's yearly production stands at 20,000 sets. 
Toshiba Corporation is one of the Japanese multinationals that started by 
exporting electrical equipment to Egypt in the 1980s. In 1982, the company 
gave a license to its Egyptian agent, the El Araby Group to produce electronic 
fans, radios and cassette recorders locally. El Araby Group have opened a new 
plant in Benha in 1995 to produce Toshiba color TVs and AIWA radio and 
cassette recorders. Production has expanded to 200,000 television sets per 
year and the company reports a 20 percent share of the market. The Group's 
paid-up capital has risen to LE 90.5 million of which one third is in its electric, 
TV and electronic appliances. Total employment by the Group reached 1,590 
by 1996. 

International Electronics, one of the leading companies in the electronics 
field, assembles Korean Goldstar and German Grunding products. The 
company's first factory was built in 1989 and their growth has fast accelerated 
since. A new factory at the Sixth of October City is currently functioning at 
only 30 percent of its capacity and produces 200 units of Goldstar televisions 
and VCRs and Grunding televisions per day. Goldstar reports that it now 
accounts for a 45 percent share of the market and its yearly production has 
increased from 20,000 televisions in 1990 to 220,000 in 1995. The company 
plans to manufacture all of the components locally, enabling it to produce its 
own brand of electronic equipment rather than simply assemble foreign-made 
components. In April 1995, the company was awarded the ISO 9002, based on 
its high quality and R&D. Ten to twenty percent of the factory's output is 
inspected for quality control and there are over 40 engineers working in 
research and development. 

Transport Industry 
Background and structure 
Egypt's transport industry dates from the late 1950's when the government 
initiated two large projects for the production of railway rolling stock 
(SEMAF) and of passengers cars (Nasco, 1961). SEMAF was to prove to be 
efficient and successfully developed as a major supplier to Egypt's Railway 
Authority, in competition with open bids for rolling stock from international 
sources. Today the company's turnover has grown to LE 387 million, with 
capital employed of LE 82 million and a work force of 2,618. In contrast, 
Nasco whose technology agreement was with Fiat of Italy, failed to achieve 
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world competitiveness because of limited local demand relative to the scale 
necessary for efficiency. The inward looking and import substituting policies 
that ruled for twenty years prevented the company from moving dynamically. 

Two major policy reforms have recently affected the transport industry. The 
first was the decision to lift all restrictions on investment licensing for car 
production (1991) and the second was the complete liberalization of 
commercial imports of cars (December 1993) after a nine-year partial ban. 
The result has been the emergence of several international manufacturers in 
the car assembly industry, as well as a boost to the size and range of capacity 
for car components manufactured locally. 

Market size 

According to Egypt's Information and Decision 
Support Center, the total number of private vehicles 
reached 2.5 million as of end 1995, with an increase 
of 119,000 cars in that same year. The number of 
private cars grew by 5.7 percent, while commercial 
vehicles grew by 4.8 percent The size of the market 
for road vehicles is estimated to have reached about 
76,000 in 1995, with 41,3000 passenger cars and 
23,200 commercial vehicles (General Motors report). 
Growth was more than 30 percent over 1994, boosted 
by improved credit facilities for consumers and by the 
country's significant economic recovery. 

The level of protection enjoyed by the car industry 
stems from the high level of tariffs on imported 
passenger cars, ranging from 50 percent to 160 
percent (for capacities of less than 1000 cc to over 
2000 cc respectively) as compared to a range of 30 percent to 96 percent for 
imported components, provided the local manufacturers achieves a minimum 
degree of local content of 40 percent. For commercial vehicles, the tariff has 
been 60 percent and may soon decline to 40 percent. Firms achieving local 
content of 30 percent are eligible for a reduction of the tariff on imported 
components to 30 percent. 

The automotive industry is made up of 9 vehicles producers, 400 major Passenger and 
supplying firms and a multitude of small establishments which have flourished L• 
in response to expansion of domestic production. Employment by auto commercia' ver iicie 

assemblers is estimated at 20,000 workers and it is estimated that feeder producers benefit from a 
industries have by now created another 70,000jobs. Feeder industry products huge domestic market and 
include upholstery, radiators, batteries brackets, fenders, chassis components comnetitive feeder 
and metal parts, cables, headlights, jacks, seats, air conditioners, tires, rubber r 
parts, springs, glass, paint materials, exhaust systems, disc wheels, etc. industries 

Passenger cars 

Currently, Egypt's seven passenger car manufacturers are Arab American 
Vehicles (AAV), Citroen, General Motors (GM), Hyundai, Nasco, Peugeot and 
Suzuki, and all but Nasco are private ventures with local partners. At least two 

other multinationals - Ford and Mercedes - are planning on setting up 
operations soon. AVV came into being in 1978 as ajoint venture between the 
Arab Organization for Industry and the American Motors Company. Starting 
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in 1992 it started producing the Cherokee four track in collaboration with 
Jeep, as well as pick-ups and station wagons for the domestic and export 
market. In 1993, GM began assembly of the Opel Vectra family saloon in 
collaboration with a local partnership led by Mansour Company. Peugeot 
France, in partnership with Wagih Abaza, a large local car trading company, 
has started assembling the Peugeot 405 GL saloon at AAV since 1994. Suzuki 
has formed a partnership with Egypt's Abdel Moneim Seoudi Company and 
produces the small Suzuki Swift saloon; Hyundai is assembling the Hyundai 
XL in collaboration with Ghabbour and Company; and Citroen assembles the 
Citroen AX model with the French company JAC. 
One of the earliest entrant to take advantage of the recently liberalized 
investment regime was GM (1985) with the production of both commercial 
vehicles which reached 17,211 for 1995, as well as its passenger car line of the 
Opel Vectra reaching 4,789 cars at its Sixth of October plant. In its tenth year 
of operation, and with its highly skilled work force of 829, GM was able to 
achieve a turnover of $390 million and to declare an operating profit of $66 
million on capital employed of $62 million. GM's profit distribution for 1995 
was at 250 percent of paid-up capital for share-holders, more than $3,600 per 
employee, and a full $27 million retained for renovation and growth. 
Indirect employment and value added is also being generated by GM's 
subcontracts worth $65 million with more than 15 major suppliers. By 1995, 
GM products achieved local content of 66 percent on TFR pick-up trucks, 61 
percent on medium-duty tanks and 46 percent on the Opel Vectra, with a 
resulting cost saving of $5.4 million from GM's ongoing "Localization 
Programs". The company provides technical assistance and management 
advice to local suppliers to ensure cost competitiveness and high quality of 
component parts. 

Commercial vehicles 

In the production of commercial vehicles El Tramco, Ghabbour, GM, MICAR 
and Nasco are the major competitors. One of the fastest growing 
manufacturers has been the local private Ghabbour Company which started 
assembling buses in 1987 and has also become a major supplier of rear bodies 
for GM trucks. As mentioned earlier, in 1994, Ghabbour entered a partner- 
ship with Hyundai to produce passenger cars. More recently, Ghabbour has 
entered into a partnership/joint venture with Mercedes Commercial Vehicles 
(MCV) and joined forces with Daimler Benz to embark on a joint venture by 
mid 1997, (German Arab Chamber.June 1996). Ghabbour has been successful 
in exporting buses to Saudi Arabia and other Gulf countries on an expanded 
basis. 

Other international bus and truck manufacturing firms such as Escania, Iveco 
and Mann have all expressed an interest in producing in Egypt, and their 
current negotiations could eventually involve substantial investments and 
make Egypt a major center for bus and truck production in the Middle East 
and North Africa. 

High Technology 
High technology industries are some of the most significant growth industries 
worldwide. Egypt's high technology industry has been endorsed by the 
Government particularly in terms of electronics, software development and 
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export. In 1995, Egypt adopted an industrial strategy geared towards 
establishing a world class computers and electronics industry. As a result, the 
Government launched a number of initiatives to promote these industries. 
These initiatives included: 
• Signing a strategic relationship agreement with the California based Oracle 
aimed at establishing an information technology training institute with sites in 
Cairo and Alexandria. 
• Allocating 72 million square meters to developing a high technology site in 
Sinai Valley. The project will encourage development of a high technology 
industry, including cooperation with international firms, and is expected to 
add $2.5 billion to GDP by the turn of the decade, $1.5 billion of which will be 
generated through the exports market. 

Egypt's high technology initiatives are focused primarily on developing the 
electronics and information technology sectors. The basic infrastructure 
already exists to begin the development of a world class electronics industry, 

with 240 registered companies and an estimated equal number of non- 
registered companies already engaged in the computers and electronics The government strategy 
industry, is to develop a world class 
Electronics high tech industry, based 

This comprises consumer equipment, telecommunications, office and on a large pool of skilled 
industrial equipment. Total domestic consumption of electronics products manpower and access to 
amounted to $550 million in 1990, expanding by 5-7 percent per annum 

. 4. I 4 

between 1990 and 1995 according to Dataquest. National production fulfils Internatlona marlS.ets 

25 percent of the total electronic equipment consumption. Initially, man- 
ufacturing was dominated by the public sector and limited to assembly oper- 
ations of which 75 per cent of all inputs were imported. Since the mid 1980s, 
opportunities for backward integration in this sector are being realized 
by international investors and the national business community. More than 
100 designers, manufacturers, and agents, are so far located in the 10th of 
Ramadan and 6th October industrial cities (Goldstar, Fresh, Panasonic, 
Schneider). A number of multinationals, such as Korea's $500 million 
Daewoo factory are investing in the manufacturing of consumer electronics. 
Specialized high technology companies such as REEM (Research & 

Electronics Manufacturing) are well established in terms of design and 
manufacturing of electronic systems and their related software. To-date, 
REEM has supplied 100,000 electronic meters retrofits for remote reading as 

part of the DREMS (Dual-mode Residential Energy Monitoring System) 
project for Cairo Electricity distribution, together with special purpose hand- 
held computers and special software amounting to a sales volume of LE Ill 

million. Product lines developed and produced also include airconditioner 
controllers as well as a number of micro-processor based controls for elevator 
systems, water heating systems and automatic washing machines. 

Information Technology 

California's Oracle estimates that the total Egyptian information technology 
(IT) market is worth between $160 million and $240 million, with the capacity 
to grow to $1 billion by the year 2000, creating some 200,000 jobs in the 
process. 
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Indeed, the Egyptian market has been cited by industry analysts amongst the 
fastest growing IT markets in the world. The software industry is reasonably 
well developed and in 1994, the total market size was estimated at $33.5 
million, 55 percent of which was generated through resale of imported 
packaged software. The Access/IDC 1994 report estimates of locally 
developed software including packaged applications, contract programming, 
systems integration and Arabization make up the balance of $15.1 million. 
Exports of locally developed software are estimated at an additional $4.9 
million which represent 25 percent of total local development revenues. The 
report forecasts a compounded annual growth rate of 35 percent for the 
software industry for the period 1993-1998, compared to 12 and 15 percent for 
hardware. 

There are a number of companies operating in the area 
that offer world class products and services. Demand 
for Arabized packages has been growing in Egypt as 
well as other Arab countries. Most of this work is being 
done by the higher end software companies, who have 
assumed a leading role in Arabized software 
development in the region. Egypt has some 1,350 
highly qualified software professionals. In fact Egypt is 
a breeding ground for software development 
professionals and has become a major supplier of 
information technology professionals to neighboring 
countries. Growth in this field is reflected in the 
presence of a number of companies such as Giza 
Systems Engineering which provide comprehensive 
systems engineering technology, supply and support for 
computer hardware, software and communications 
equipment and services. By the year 2005, the 
Government hopes to make the software industry more 

lucrative by sending skilled programmers to work abroad, subcontracting for 
European andJapanese firms and executing technology transfer plans. 
To further strengthen the software industry in Egypt, the Government 
established the Information and Decision Support Center (IDSC) as the 
institutional body in charge of managing Egypt's high technology 
development. Recently, a Software Industry Association has come into being, 
with the support of IDSC, to deal with software industry related problems. 
The Technology Development Corporation (initiated with some American 
help) has also started a program to support developments exports in the 
software arena. 
The Egyptian market is particularly characterized by rapid trend transfer 
whereby customers are consistently interested in the latest technology 
developments. The Government's technology transfer policy is focused on a 
particular product model rather than on basic technologies for product 
categories, which could later be used to produce enhancements and 
modifications to the product. 
The government has undertaken to attract foreign investment by emphasizing 
investment incentives and competitive advantages, such as the large pool of 
skilled manpower (including experienced technicians, researchers, scientists 
and engineers), proximity and access to the international markets, established 
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infrastructure and competitive labor costs. Another feature of Egypt's 

Investment Law that encourages technology transfer is the freedom for 100 

percent foreign owned ventures to operate in these industries. 

Note 
Special thanks are due to those companies that provided their financial reports as well as 

information on output, exports and employment. These companies are only used for 

illustrative purposes and by no means provide an exhaustive account of success stories 

in Egyptian industry. 
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Chapter 7. Banking, Capital Market 
and Privatization 

"The fiscal outcome places Egypt among 

the best performers in the emerging 
markets of East Europe, Middle East and 
Africa." 
(Merrill Lynch, Egypt: The Investment Jewel on the 

Nile, 1996) 

Diversified Financial Services 
Egypt is now on its way to becoming one of the main 
financial markets in the MENA region and one of the 
soundest financial centers among the various 
emerging markets. The financial market is growing 
and expanding its activities and financial inter- 
mediaries now range from different types of banks to mutual and investment 
funds. 

The banking and insurance sector 

The structure of the banking sector in Egypt allows it to perform various bank- 

ing services to satisfy the needs of local and international customers. There 

exists 81 banks with about 2,285 operating branches covering all of Egypt. 

Banks in Egypt fall into three main groups: commercial banks, business and 

investment banks and specialized banks. 

Total deposits in local currency in the banking sector have reached 
LE 125 billion in FY 1996 against LE 109 billion in FY 1995 - an increase of 

15 percent. The ratio of local currency deposits to GDP has been increasing 

since the implementation of the 1991 reforms which reflects confidence in the 

stability of the Egyptian pound. In FY 1995, deposits to GDP reached 48.4 per- 

cent up from 29.4 percent in FY 1991. The household sector accounts for the 

bulk of the total deposits - more than 70 percent in FY 1995. 
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Banks are now allowed to 
be 100 percent foreign 
owned and can operate in 

local as well as foreign 
currency 

Source: CBE 

Domestic credit 

As for domestic credit offered by the banking sector, its allocation has changed 
dramatically since the beginning of economic reforms in 1991. The share and 
growth of credit granted to both the household and private business sectors 
has witnessed a continuous upward trend. Meanwhile, net claims on the gov- 
ernment as a percentage of total credit has declined from 54 percent in 1991 
to 27 percent in 1996 and that of the public business sector reached 19 
percent. The shares of the private and household sectors have been growing 
both in absolute and relative terms. Approximately half of domestic credit is 
now granted to the private sector, of which 40 percent to the private business 
sector and 10 percent to the household sector. 
The Egyptian banking sector is amongst the oldest in the region. However, its 
scale of activity was constrained from the mid 1950s until the mid 1970s 
because of the political and social climate which discouraged private sector 
activities. With the Open Door policy in 1974 and the subsequent inflow of 
capital to Egypt, many international banks were attracted to the banking 
sector. Most of these banks preferred to use the umbrella of the four big 
public sector banks and create joint venture banks (JVBs). Despite the entry 
ofJVBs, the banking sector continued to be dominated by the four big public 
banks with their edge of a vast geographical coverage and a large asset base. 
A major component of the economic reform program has been to increase the 
competitiveness of the banking sector. Banking sector legislation and 
regulations have been amended with the following set of liberalization 
measures: 
• Allowing each bank to set its interest rate according to market forces. 
• Eliminating the fixed rate tariffs on services. 
• Allowing foreign banks to carry out transactions with Egyptian pounds. 
Starting from the beginning of 1996, banking sector reform has gained 
momentum and has taken new dimensions with: 
• The approval of a draft of the new Banking and Credit Law amendments 
that allow foreigners to own more than 49 percent of the total capital of any 
JVB. 
• Speeding-up the path ofJVBs privatization. So far, two JVBs were majority 
privatized, and the share of public sector banks in these two banks have been 
reduced to less than 50 percent. (Banking privatization is discussed in more 
detail later in this chapter). 
• The robust privatization program of public sector enterprises has 
encouraged banks to venture into a number of activities related to the 
privatization process such as merchant banking activities, managing portfolios 
for strategic investors and contributing in the establishment of new mutual 
funds. 

Since mid 1996, banking sector reform has produced a number of positive 
outcomes such as: 

• In April 1996 and for the first time in Egypt, the Egyptian American Bank 
- aJVB - issued five year tradable bonds with a total value of LE 200 million. 
• In July 1996 and for the first time, the National Bank of Egypt sold 20 
percent of its equity stake in the Commercial International Bank - aJYB - on 
the London Stock Exchange. These shares were offered to foreign investors 
in the form of Global Depository Receipts (GDRs). The value of the GDRs 
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offered was $120 million and it was five times over-subscribed, which raised the 
price of GDR by approximately 5 percent over its average local price. This 
offering represents the highest level of subscription of any Middle East 
International equity offer to date. 

This favorable atmosphere has encouraged banks and other financial 
institutions to form a number of mutual funds. The first one was established 
in September 1994 by the National Bank of Egypt. Given the escalating level 
of stock market activity resulting from the speeding-up of the privatization 
program, several new funds have entered the market. Currently, thirteen 
different mutual funds are operating in the market and others are waiting for 
Capital Market Authority (CMA) approval to start their operations. Last May 

and as part of the financial sector reform, investment funds were exempted 
from paying income tax (which amounted to 40 percent) on their net profit. 

Egypt has known insurance companies since the beginning of the century, and 
it was a booming sector up until nationalization in the 1960s. At that time, the 
Egyptian insurance market became concentrated in three large public sector 
insurance companies and one reinsurance firm. The situation changed in the 
early 1980s, with the establishment of three joint venture companies, with the 
public sector as the major shareholder. These joint venture companies (now 
privatized) account for 20 percent of the market, while 75 percent is still 

controlled by the three public sector companies. The remaining 5 percent is 

the share of four private companies, two of which are operating in the 
Egyptian free zones and have foreign capital participation. 

Despite the small share of the insurance industry in the economy at only 1 

percent of GDP, the quality of insurance services is highly sophisticated. The 
insurance industry in Egypt is expected to continue to flourish given the rapid 
modernization of the economy. 

Capital Market Regulation 
Reform of the capital market became mandatory with the privatization 
program. The Capital Market Law (CML) was promulgated in 1992 and came 
into effect in April, 1993 through the issuance of its executive regulations. 
The CML was enacted to reorganize the primary and secondary financial 
markets, to encourage investment and private savings, in addition to 
stimulating the capital market through the establishment of mutual funds. 
The CML is open-ended and therefore responsive to changes in market 
demand for any type of new instrument, insttution or service. Other laws have 
also provided for a revival of the corporate bond market by abolishing capital 
gains tax on securities, interest rate ceilings and, under certain conditions, the 
tax on interest earned. This law, along with other measures of economic 
reform have dynamized the operation of the market. 

The current setting of the capital market reform program has three principal 
elements: the legal, the institutional and the operational frameworks. 

Legal framework 

Prior to the CML, several laws regulated the securities market and hindered the 
development of a market-oriented economy. To simplify and reform the 
regulatory environment, the CML was introduced as an alternative to replace the 
multiplicity of existing laws. The new law is based on the premise of regulation 
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by function and it allows for open competition in the provision and pricing of 
market services. The CML introduced a compulsory arbitration system whereby 
any disagreements among market participants should be presented to an 
arbitration board which would provide settlement within 15 days. 

In the past, the absence of sufficient regulation to protect investors rights 
discouraged investor demand for corporate securities. Provisions have been 
made under the new law prohibiting insider trading, unlawful takeovers and 
any unfair trading practices including price manipulations. The law discloses 
that violations of these provisions would imply civil liabilities. To enhance 
investor confidence, universal listing of securities adopted in the past is no 
longer permitted. Listing on the stock exchange is optional and in accordance 
to clearly defined listing criteria. The capital market law stipulates that listed 
companies must comply with full disclosure of financial statements and all 
other relevant information requirements. The law also requires that any 
prospectus must be approved by the Capital Market Authority for both 
content and format prior to any public offering. Enhancing investor 
confidence does not only rely upon disclosure of information from the issuer's 
side but it is equally important that investors and the general public have 
access to complete information concerning the securities market. The stock 
exchange publishes daily bulletins containing market quotations, daily 
transactions, and other details of trading activities. 

Institutional framework 

The law designates the CMA as the sole responsible body for regulating and 
rationalizing the legal, institutional and operational aspects of the securities 
market. Therefore the CMA has unequivocal jurisdiction over the stock 
exchanges. The role and function of the CMA includes monitoring the 
performance of the exchanges and enforcement of listing and trading 
regulations. The CMA also monitors compliance by listed companies, and 
directs exchanges to delist securities and/or suspend listing or trading for 
reasons of non-compliance if the exchange fails to act promptly. Currently, 
and by provision of law, the two exchanges of Alexandria and Cairo are 
electronically linked for real time quotations and trading. Linkage is achieved 
through the operation of a single, computer based screen trading system. In 
May 1994, the first private sector clearing and settlement company was 
established. All accounts between brokers and the Cairo Stock Exchange are 
required to go through this company providing better efficiency and control. 
Settlement are made at a T+2 (transaction day plus two days) payment upon 
delivery basis. 

The Capital Market Law encourages business to establish service institutions, 
intermediary firms such as brokerage firms, underwriters, portfolio managers 
and depositories. Fundamental improvements were introduced, including the 
removal of all restrictions which hinder easy entry to the market of foreign 
investors and foreign experience. International investors, being individuals or 
institutions, can easily invest in securities with neither limitations on capital 
mobility nor foreign exchange restrictions. In addition, the listing rules 
governing the exchange allow for foreign securities to be listed and traded, 
meeting the same requirements as applicable to local securities. Foreign 
intermediaries can now operate in the market under the same non- 
discriminated legal and administrative treatment of national firms. 
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Operational framework 

The legal and institutional framework are coupled with substantial 
improvements on the operational level. The CMA is empowered to monitor 
market participants and transactions and to introduce measures to ensure 
transparency. These measures include fair and transparent trading practices; 
adequate levels of capitalization for market participants who are properly 
licensed; more frequent publication of useful information about securities 
and trading activity; timely, accurate, and complete financial disclosure; 
adequate measures to protect minority shareholder rights and alternatives for 
the redress of grievances; encouraging the establishment of securities 
intermediary service; and improvements in data collection, and dissemination 
of information on listed companies. The most 
fundamental of these improvements, is the 
opening of the market to increased competi- 
tion. New entrants are expected to provide an 
injection of fresh capital and new expertise, to 
meet the requirements of shifting demand for 
securities, and for a broader service base to an 
increasing number of institutional as well as 
individual investors. The tax structure was 
amended so as to favor broader share owner- 
ship than that of closely held securities. 

Stock Market Growth 
Market incentives have been introduced to the 
primary market to stimulate supply and 
demand. Some of these incentives include 
favorable tax treatment for publicly offered 
securities listed on the stock exchange, depending on the percentage floated. 
Financial services are highly encouraged and 30 firms are currently engaged 
in underwriting , venture capital, fund and portfolio management activities. A 
securities rating service is also being established to provide independent 
valuations and classifications of investors. 

With the creation of professionally managed financial services, the market is 

led by major players such as the Egyptian Financial Group (EFG), Hermes, 
Hussein Choucri & Co. Financial Advisors, Ahly for Development & 

Investment, Cairo Fund Management, Concord and Investment & Securities 
Group. Some of these investment houses have merged with each other and 
with larger financial institutions to increase capital. Many of these firms have 
created their own indices for the market along with the CMA general index 
produced by the Cairo Stock Exchange. The EFG index is the most widely 
used in Egypt; it is a capitalization weighted index of the 38 most actively 
traded companies. 

In the secondary market, competition is increasing; in addition to the removal 
of entry barriers, market intermediary firms are required by law to be 
incorporated with minimum capital adequacy. More than 100 brokerage firms 
and five portfolio managers are in operation. To ensure high quality services 
rendered to investors, the fixed commission structure has been abolished and 
commissions are negotiable. 

There are no restrictions 
on foreigners buying and 
selling shares. Capital 
gains tax on securities and 

tax on profits made by 

mutual funds have been 
abolished 
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Egypt's stock market is 

expected to witness 
tremendous growth, on 
account of the outstanding 
performance of the issues 
so far quoted 

Source: Capital Market Authority 

Value of new issues for the 
period Jan-May 1995-1996 

Carefully regulated, well sponsored, professionally managed investment funds 
are being established in the market. Individuals, banks and insurance 
companies are allowed to establish funds. However, open-ended funds are only 
allowed through banks and insurance companies. There are eight open-ended 
funds operating in Egypt with a total of nearly LE 2 billion worth of investments. 
Five other funds are under way, and in addition, several country funds such as 
Alliance, Concord, Hermes and Lazard are investing either wholly in Egyptian 
securities, or as part of regional funds. 

The stock market has witnessed tangible growth for the past two years and 
market changes can be classified into three distinct phases: 
During the first phase - start of 1993 to October 1994 - the market was on the 
rise, with the CMA index climbing by 59.5 percent in 1993 and by 154.7 per- 
cent fromJanuary to October 1994. The EFG index rose from 1,626 points to 
3,684 points from February to mid October 1994, a 126.6 percent increase. 
During this period, prices rose as a result of companies enhanced perfor- 
mance, reflected in increased profits and as a result of a Price/Earnings (P/E) 
multiple expansion. Average market P/E based on long term earnings rose to 
reach over 13 during September - October 1994. The P/E expansion was also 
due to a drop in interest rates on deposits and the fact that dividend income 
became tax exempt. 
The second phase started in November 1994 to end of August 1995 and can 
be considered as a correction phase, characterized by depressed prices, and a 
significant decline in daily trading volumes, with the EFG index dropping by 
3.75 percent. Among the reasons behind the drop in share prices were the 
inexperience of local investors who are yield driven and, the lack of sufficient 
institutional investors who are more sensitive to earnings per share growth and 
future capital gains. 

The third and current phase started in September 1995 and it witnessed an 
escalation in the market, especially in terms of value of trade. Share prices 
have been stable or rising. The current phase is characterized by the market's 
responsiveness to the government's accelerated privatization program - with 
sales of majority shares of state-owned companies - and by the increasing 
interest of foreign institutions in the Egyptian market. 
Over the past three years, overall market performance has significantly 
improved with the introduction of Egypt's economic policy reforms. The 
securities market has become very dynamic as the following data for the 
period up to end September 1996 shows: 
• The value of total shares trading recorded an eleven fold increase from 
1992 to 1996. It increased from LE 597 million to LE 6.8 billion. 
• The number of traded securities increased from 30 million in 1992 to 
143 million in 1996. 
• The number of transactions increased similarly from 12.5 thousand to 1.7 
million in 1996 (9 months). 
• Market capitalization increased by 3.4 times from 1992 to 1995. It was LE 
11 billion in 1992 and reached LE 36.9 billion in 1996. 

The prospects for the Egyptian stock market are very promising. Compared 
to other emerging markets, Egypt's stock exchange is undervalued and is 
trading at a discount, with a P/E multiple of 7 to 8 times 1995 earnings. When 
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compared to other markets, Egypt also enjoys the highest yields of 8 to 12 

percent. In addition, IFC's decision to include Egypt in its emerging market 
index will lead to a substantial increase in international capital inflows and an 
expansion in the market valuation multiples. 

Privatization Update 
Privatization is an integral part of Egypt's overall reform program and it 

represents a major strategic objective. Following on the government's success 

in implementing stabilization policies, efforts are being directed to stimulate 

and encourage a more active participation of the private sector in all fields of 
economic activity. Privatization is meant to attain this objective by breaking- 
up major state monopolies and by transferring the ownership of public sector 
enterprises to the private sector. Privatization, is expected to bolster 
competition and promote increased private sector investment in the economy, 

two necessary conditions for rapid growth and development. 

The pace of privatization has been slow until the beginning of 1996, partly on 
account of the time it has taken to introduce the necessary legislative and Privatization is a central pillar 
regulatory arrangements, and partly because the socio-economic climate was of the new Cabinet's policy. 
not ready for a comprehensive and major privatization program. First, the 
economy was suffering from a set of major price distortions and market p'ans are wo 

imperfections. Second, the macroeconomic environment was unstable, with percent more than the 
major imbalances in the structure of the economy. Third, the stabilization combined sales for the 
policies adopted in the early phase of the 1991 reform program produced a previous two years 
slowdown of the economy with some negative outcomes on the most 
vulnerable classes of the population. Given these conditions, the government 
moved cautiously on the privatization program. 

The period of status-quo came to an end with the appointment of a new 
Cabinet at the beginning of 1996. The new Cabinet was empowered with a 

mandate to speed-up the privatization program and broaden the ownership 
structure by privatizing the majority of public sector enterprises. 

May 1996 marked the threshold of the implementation of an ambitious 
privatization program where three Initial Public Offerings (IPOs) took place, 
two of which were pushed to be majority privatized for the first time via the 
stock market. In addition, two secondary floatations took place and another 
company offered 27.5 percent of its capital to an anchor investor. Both the 
local and international markets have welcomed the government's new stance 
and reacted positively to these privatization efforts. The response is reflected 
in the extent to which all public offerings have been over-subscribed and in 
the number of foreign investors who are expressing their interest. In one case, 
the issue was 50 times over-subscribed. For the first time, foreign investment 
funds were allowed to subscribe in the IPO of a real estate company and 41 

international investment funds from six countries participated in this 
transaction. 

As of the end of July 1996, 28 companies have been majority privatized 
(including 10 companies under liquidation), worth LE 3,751 million 
representing 5.2 percent of the total book value of Law 203 companies (public 
sector companies). Another 17 companies have been minority privatized, 
worth LE 6,965 million and representing 9.6 percent of the total book value 
of public sector enterprises (see following table). Moreover, the state has also 
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Privatization Status, Mid 1996 

Company Name Sector % of Shares Method of 
Sold Privatization 

Industry 

Industry 

Agriculture 

Agriculture 

Construction 

Construction 

Agriculture 

Agriculture 

Agriculture 
Construction 

Service 

Agriculture 

Industry 

Industry 

Industry 

Industry 

Industiy 
Industry 

Industry 

100% Private Sale 

100% Private Sale 

100% 

89% 

70% 

75% 

75% 

59% 

95% 

95% 

95% 

95% 

95% 

95% 

95% 

95% 

95% 

95% 

21% 

20.5% 

45.6% 

35% 

20% 

20% 

29.6% 

20% 

Industry 34.2% 

Industry 37.7% 

Industry 

Trade 

Industry 

Trade 

Industry 

Industry 

20% 

20% 

12.5% 

40% 

32.5% 

40.2% 

Private Sale 

Private Sale 

Stock Floatation 

& Private Sale 

Stock Floatation 
Stock Floatation 

Stock Floatation 

ESA 

ESA 

ESA 

ESA 

ESA 

ESA 

ESA 

ESA' 

ESA 

ESA 

Stock Floatation 

Stock Floatation 

Stock Floatation 
Stock Floatation 

Stock Floatation 
Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Stock Floatation 

Note: ESA = Employees Stockholders Association 

Source: Based on information from Public Enterprise Office, 

Administratwe Development and Environment Affairs. 

Ministry of Public Sector Enterprise, 
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Nasr Co. for Bottling (Coca Cola) 

Egyptian Bottling Co. 

Nasr Boilers & Steam Vessel 

Manufacturing Co. 

ELMACO 

Egyptian Electro Cables 

Industry 

Industry 

Industry 

Industry 

Industry 

Madinet Nasr Housing & Development 
Egyptian Financial & Industrial (EFIC) 

Egyptian Starch & Glucose 

Wadi Kom Ombo for Land Reclamation 
Egyptian Akkaria Co. 

General Mechanical Excavation Co. 

Egyptian Dredging Co. 

General Co. for Land Reclamation 
Arab Co. for Land Reclamation 
REGWA 

Upper Egypt Dredging Co. 

Engineering Design & 

Irrigation Projects 

Behera Co. 

Alex. Pharmaceutical & 

Chemical Industry 

Alex. Portland Cement 
Alex. Spinning & Weaving 

Amereya Cement 
Eastern Tobacco & Cigarettes 
Extracted Oils 

Helwan Portland Cement 
Middle Egypt Flour Mills 

Misr Chemical Industries 
Nasr Cloting & Textiles (KABO) 

Nile Pharmaceutical & 

Chemical Industries 

North Cairo Flour Mills 

Paints & Chemical Industries 
South Cairo & Giza Flour Mills 

Torah Portland Cement 
United Arab Spinning & Weaving 
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sold part or all of its stake in the share in a large number of joint venture 
companies established under Law 43. 

In tandem with the privatization of the public enterprise sector, the 
government is backing another program to privatize the 23 joint venture 
banks (JVBs). Privatization of JVB5 is meant to achieve two broad objectives: 

promote competitiveness within the banking sector so as to improve the 

quality and scope of banking services; and reduce the interdependence 
between banks and hence, minimize the risk of any banking sector crisis. 

Privatization ofJVBs is different from the privatization of the public enterprise 
sector since announcing privatization plans for JVBs could give misleading 
and negative signals to depositors and investors and consequently weaken the 

financial position of the privatization candidates. 

Commercial International Bank (CIB) was the first JVB to be privatized. In 

1987, and after Chase Bank sold its 49 percent holding to the National Bank 

of Egypt (NBE), CIB became almost wholly-owned by NBE. Privatization was 

in three steps: Step one was a partial privatization. In 1990, CIB increased its 

paid capital by selling NBE's shares to NBE and CIB employees. By 1992, paid 
capital increased five times making NBE's share drop to 69.9 percent. The 
second step was majority privatization. In September 1993, CIB launched the 
biggest public floatation to date, offering 1.5 million shares representing 30 

percent of issued shares to the public. Consequently, NBE's share dropped 
once again to 43 percent, hence moving the bank from being a public sector 
bank to becoming a private bank. With step three came international 
exposure. After the tremendous success of the public floatation of CIB shares 
in the local market, NBE decided to explore the international market and 
offer 50 percent of its remaining share (42.15 percent) in the form of GDRs 

on the London Stock Exchange as described in the first section of this chapter. 

The success of the CIB privatization can mostly be attributed to the impressive 
financial position and performance of the bank. Earnings for the last two years 

have been almost equal to the aggregate earnings of Egypt's four big public 
sector banks. Between mid 1995 and mid 1996, CIB's total assets increased by 

27 percent and total deposits grew by 22 percent. Another factor has been CIB 

management's excellent choice of timing and implementation of the step by 

step privatization process. 

Encouraged by the success of CIB and by favorable stock market conditions, 
anotherjVB, the Egyptian American Bank (EAB) has at the beginning ofJuly 
1996, increased its total capital by 15 percent by offering 2 million shares to 

the public. After 10 days from the date of subscription, all new shares were 
completely covered with 16 times over-subscription. This huge demand drove 
the EAB share price to reach LE 84, up from LE 60 in only the first week of 
transaction on the stock market. 

Egypt's privatization program offers a set of excellent opportunities for local 

and international investors interested in diversified low-risk and high return 
investments: 
• Privatization is not restricted to a particular sector; instead its coverage is as 

wide as the economy. 
• There is more than one method of privatization than can suit any type of 
investor, ranging from buying company assets to buying a large share in a 

given company. 

Cupithl Murkot Authority 

N umber of privatized 
companies by method of 

privatization 

Book value of privatized 

companies as of July 1996 
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Public 
Offoring 

ESAs 
2114 

Anchor 
470 

Public 
Offering 

434 

Source: Capital Market Authority 
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• Since the appointment of the new Cabinet, all announced privatization 
plans have been strictly followed and implemented. 

Reform of Public Entreprises 
The process of reform of state-owned enterprises (SOEs) is an ongoing 
process since the beginning of Egypt's comprehensive economic reform 
program. The enactment of Law 203 of 1991 (the public enterprise law) 
marked the start of public enterprise reform. The law was designed to 
eliminate the difference in treatment between public and private enterprises 
and level the playing field for all business. The significance of the law is that 
it spells out clearly the new rules of the game for SOEs: 
• Profit maximization is the primary objective for all SOEs. 
• No subsidies for SOEs either directly via transfers to losing companies, or 
indirectly via subsidized inputs. 
• Non differential terms or special interest rates on loans to SOEs. 

SOEs operate under the SOE autonomy in all decisions pertaining to their operation. 
same set of rules and SOEs are affiliated to Public Holding Companies which monitor SOE 
regulations governing the performance and can name or change SOE management according to criteria 

of profitability. private sector . . 

The issuing of Law 203 was coupled with the establishment of the Public 
Enterprise Office (PEO) which is a technical office responsible for setting 
plans and monitoring the restructuring and privatization program. The PEO 
has reorganized the entire structure of the SOE sector by reassigning SOEs to 
the newly formed Public Holding Companies. 
Seventeen holding companies (now reduced to 16) are each managing a 
portfolio of affiliated SOEs, with a mandate to maximize the present value of 
the portfolio on behalf of the State. SOEs affiliated to any one holding 
company do not necessarily belong to the same line of activity. Any holding 
company is granted the right to sell and buy companies without government 
interference. 

Implementation of Law 203 has been successful in removing all sources of 
dualism between public and private business concerns and has raised the 
efficiency of SOEs by allowing them to operate under the same set of 
conditions and rules governing the private sector. Competition has been 
promoted, and SOEs are no longer constrained in their operations by any 
social burdens such as selling at controlled prices or hiring in excess of their 
required labor. 

This complete change in the objective function of SOEs is reflected in 
continuous improvement of their operating results. According to the latest 
data available on the financial performance of SOEs, aggregate net profit in 
FY 1995 recorded LE 1,604 million up from LE 512 million in the previous 
fiscal year, an increase of approximately 213 percent over one year. 
Public sector reform does not contradict privatization. On the one hand, 
restructuring the company technically and/or financially renders the 
company much easier to be privatized. On the other hand, SOE reform 
ensures that those assets that are still publicly held are no longer a liability on 
the government budget. 
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Notes 
This section was prepared with the assistance of Ahmed Kamaly and Soha Gawaly, 

consultants. 
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Chapter 8. Legal Environment for 
Investment 

"Foreign business agrees that in Egypt, the 
costs of setting up a company and the level 
of taxes are reasonable. Full foreign 
ownership and free movement of capital 
and foreign currency are judged as strong 
incentives." 
(Economic Research Forum, TNC Business 

This chapter provides a brief outline of key legislation 
with regard to investment and fiscal policies in Egypt as 
of end August 1996. It is by no means exhaustive and 
should serve merely as a guide. 

Investment and Trade Regulations 
Foreign investors have long been welcome in Egypt, and the scope of 
incentives and freedoms provided by the legislation has widely expanded over 
the past twenty two years since the enactment of Investment Law 43 in 1974. 
This law was modified in 1977 and replaced in 1989 by Law 230 to respond to 
investor needs for full flexibility in transferring profits, in having no ceiling on 
foreign ownership, in the ownership of project land and in providing for 
employee participation in profits. The Investment Law offers guarantees 
against expropriation, and precludes any discrimination between domestic 
and foreign investors. Law 230 projects enjoy an exemption from the 
corporate tax for five to ten years, and dividends are also exempted from the 
tax on income from movable capital for the same period. Imported capital 
goods of the project are also subject to the reduced customs tax of 5 percent. 
Laws and regulations governing investment have further been simplified over 
the past two years so as to reduce transactions costs and the time consumed in 
dealing with the bureaucracy. Today, Egypt's general investment climate is 

one of the most liberal and least complex by world standards. Policies 
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concerning industrial licensing have been revised so as to eliminate 
investment licensing altogether except for projects that are on the negative list 
and which only include military products, tobacco products and projects in 
Sinai. There are no price controls on any goods except for pharmaceuticals, 
no controls on foreign exchange transactions, no capital gains taxes on 
securities, no limits on foreign ownership of banks or commercial companies, 
and foreigners have been granted the right to engage in export trade 
activities. The period of residence of foreigners has now been extended from 
three years to five years at a time. 

In addition to the general tax exemption available under Law 230, investors 
operating under this law can also enjoy the additional exemptions provided 
for projects locating in the new industrial cities or projects for desert land 
reclamation. 

Investors locating their projects in the new urban communities (Law 59 of 
1979) or in the land reclamation areas can combine the benefits of the 
Investment Law (Law 230) with those provided at these earmarked locations. 

Egypt's investment The additional advantage of Law 59 which applies to the nine new industrial 
cities is mainly the length of the tax holiday which is ten years as compared to environment IS one of the five under Law 230. Benefits of Law 230 are also added to companies 

most liberal and least incorporating under Law 143 of 1981 for Desert Lands, according to which an 
complex by world Egyptian joint stock company can own up to 50,000 feddans of barren or 

standards desert land for reclamation and cultivation, using water-saving irrigation 
methods and modern techniques. Since 1995, new measures have been 
implemented to further enhance investment in particular regions such as 
Upper Egypt where the need for approval for any industrial project was 
eliminated in 1996. 

Choice of Legal Business Form 
There are two investment regimes under which a foreign company may 
incorporate: Law 230 (the Investment Law) or Law 159 (the Companies Law). 
The more privileged of the two regimes has been Law 230 of 1989 which has 
less restrictions on the operation ofjoint stock companies. The most common 
forms of incorporation are joint stock companies and limited liability 
companies. In order for a company formed under the Companies Law (Law 
159) to be converted to a company subject to the Investment Law (Law 230), 
an application must be submitted to the Investment Authority. Approval is 
conditional on an increase of the capital invested by an amount which is equal 
to the value of the assets of the Law 159 company. 

Joint stock companies 

As of mid 1996, most foreign business entities had incorporated as Egyptian 
joint stock companies (shareholder companies) under Law 230. The 
formation ofjoint stock companies has been simplified for foreigners so that 
founders who do not wish to travel to Egypt can have a local lawyer or 
accountant with their power of attorney sign on their behalf the articles of 
incorporation, or have their signatures attested at an Egyptian Consulate 
abroad. Formation costs are normally about LE 30,000 for a company with 
an issued capital of LE 500,000. Minimum share capital for a company 
whose shares are offered to the public is LE 1 million, otherwise it is 
LE 0.25 million. 
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At least 25 percent of the issued capital of the joint stock company must be 

paid at incorporation, with the balance payable within ten years from 
completion of the company's formation. Issued capital is divided into shares 

of equal value. The nominal value of each share may not be less than LE 5 or 
more than LE 1,000. Law 159 companies that are formed by public 

subscription must offer at least 49 percent of their shares to the Egyptian 

public for a period of one month. The rule however, does not apply to Law 230 

(Investment Law) projects. A company may specify in its articles of incorpo- 
ration an authorized capital in excess of the initial capital issued on formation. 
Once issued capital has been paid in full, further shares may then be issued up 
to the amount of the authorized share capital by a board of director's 
resolution. For an increase in authorized capital, approval of an extraordinary 
general meeting of the shareholders is necessary. 

The board of directors of ajoint stock company consists of an odd number of 
members (not less than three) who are appointed and dismissed by the 
shareholders in an ordinary general meeting. Shareholder meetings must be 

held in Egypt, and shareholders may vote in person or by proxy (only another Foreign business can 
shareholder may act as nroxv). Each share carries one vote. Resolutions are incorporate under 
passed by a simple majority of the shares represented at the meeting, unless 

the articles of incorporation require a greater majority. In extraordinary Egyptian law, choosing 

meetings, resolutions are passed by a two-thirds majority, unless the resolution one of several legal forms 
relates to an increase or decrease of capital, dissolution of the company, a 

change of its purpose, or a merger, in which case the majority required is 

three-quarters of the shares represented. 

The articles of incorporation of a joint stock company must be published in 

the 'Official Gazette'. Every company must appoint an independent auditor 
who is licensed to practice in Egypt. The company's financial statements must 
be filed annually with the General Companies Administration. 

Limited liability companies 

The Egyptian limited liability company has a minimum of two founding 
members and a maximum of fifty. It may not raise its capital from the public 
or issue negotiable shares or bonds. It also may not engage in the activities of 
insurance, banking, savings, deposit taking or the investment of funds on 
behalf of third parties. No member may transfer an interest in the company 
to third parties without first offering it to existing members who have a period 
of one month in which to purchase that interest. 

The minimum issued capital of a limited liability company is LE 50,000 which 

must be fully paid up at incorporation. Issued capital is divided into equal 
quotas, and each quota cannot have a value of less than LE 100. All quotas 
must be subscribed on formation, and subscriptions may be in cash or in kind. 
Limited liability companies are directed by one or more directors, at least one 
of whom must be Egyptian. If the company has more than ten members, its 

must also have a supervisory council. 

Branches 
A foreign company may establish a branch in Egypt, provided its intended 
activity is accepted by the Ministry of Supply and Trade. When accepted, the 
following documents must be presented by an Egyptian lawyer or accountant: 
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• A copy of the foreign company's articles of incorporation. 
• A certified balance sheet for the company's most recent fiscal year. 
• Minutes of the company's board of director's resolution authorizing the 
establishment of the Egyptian branch. 
• Minutes of the board's resolution appointing the first branch manager. 
• A power of attorney granted by the company to the Egyptian lawyer. 
All documents must be legalized by the foreign country's Trade Board or 
equivalent, and authorized by the Egyptian Consulate in that country. In 
addition, an official translation into Arabic must be prepared in Egypt and a 
bank in Egypt must that the foreign company has transferred the 
branch's capital from abroad. After these various documents are approved, 
which normally takes about two to three months, the branch may be formally 
established by registration in the commercial register. 
In addition to the managers, the branch may not employ more foreigners than 
ten percent of its work force, nor pay them more than 20 percent of the total Transaction costs are low, payroll. If the general manager of the branch is a foreigner, he/she must have 

procedures have been an Egyptian assistant. 

streamlined, and The branch must, every year, submit to the General Companies 
investment licensing is Administration a copy of its balance sheet, profit and loss account and 

auditor's report along with details concerning managers personnel and mostly automatic 
saiaries. 

A branch of a foreign company must abide by Egyptian law including laws 
governing companies, taxation, labor, social insurance and foreign exchange, 
and must also employ an Egyptian auditor. 

Representative office 

To register a representative office in Egypt, the foreign company must present 
the same information and documentation as for establishing a branch. In 
addition, it must provide its assurance that no commercial activities will be 
entered into. These documents, together with a certified check in the amount 
of LE 1,000 to cover registration fees as well as a copy of the lease for the 
representative office premises in Egypt must be submitted to the relevant 
government department. 

Income and Other Taxes 
Major taxes imposed in Egypt are the corporate income tax, personal income 
tax, real estate tax, sales tax, customs tax, stamp duty, inheritance tax and 
social insurance contributions. The inheritance tax has been totally abolished 
in July 1996 by Law 277 of 1996. 

The following review of taxation is meant only as a summary guide, and is not 
a substitute for professional advice. 

Corporate income tax 

Beyond the period of full tax exemption - ranging from five to ten years from 
start of operations - as allowed for under the various investment 
encouragement laws, a company is subject to the corporate profit tax. 
Companies incorporated in Egypt as well as foreign companies operating in 
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Egypt are liable for Egyptian corporate income tax in respect of the annual 
profits realized from their activities in Egypt. Taxable profit is total revenue, 
including gains from the sale of fixed assets, after deducting all legitimate 
costs and expenses, exempt income, various allowances, and relief for losses 

brought forward. 

The standard rate of corporate income tax is 40 percent. The rate is 32 

percent on profits arising from industrial and export activities. Given the very 

generous deductions and allowances made in calculating taxable profit, the 
effective tax rate on net income is considered very low by international 
standards. Forjoint stock companies listed with the stock market, a deductible 
allowance is made that is equal to interest income that can be earned on bank 
deposits (currently 10.5 percent). In other words, taxes are only charged when 
the rate of return is above the market rate of interest. Moreover, joint stock 
companies employing more than 50 employees and maintaining proper books 
of accounts are granted a tax holiday for a five-year period. Also, hotels and 
touristic projects are granted a tax holiday for a five-year period which can be 
extended to ten years if the project is located in a remote area (Law 1 of 1973 Standard tax rates are 
as amended by Law 102 of 1993). 

considerably reduced by 

generous allowances 

Effective Corporate Tax on Profits - 1995 
(for a listed industrial company) 

L.E. 

Net profit as per P & L account 4 000 000 

Add: 

Provisions 1 000 000 
5 000 000 

Less: 

The rental value of buildings owned and 
occupied by the company 

300 000 

Less: 
4700000 

90% of interest received on bank deposits (100 000) 
90 000 

4 610 000 
Less: 

Interest on paid up capital of the company 
(L.E. 10000 000 at the rate of 11%) 1100000 

3 510 000 

Corportate profit tax at the rate of 34% 1 193 400 

Effective tax rate L.E. 1193 400 25.29% 
L.E. 4 610 000 

Source: Courtesy of KPMG Hazem Hassan 
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The following allowances are deducted from gross profit to arrive at taxable 
profit: 
• An amount equivalent to interest earned on paid-up-capital for listed 
joint stock companies at the prevailing interest rate on one year time deposits. 
• Dividends received by the company on shares in another joint stock 
company. The shares must have been acquired at the time of formation of 
this other company. 
• Income from shares and debentures received by an investmentjoint stock 
company. The investment company must employ at least 90 percent of its 
capital in shares and debentures, and this allowance must not exceed profits 
distributed by the investment company. 
• An amount equivalent to 90 percent of dividends received by the 
company on shares in another joint stock company. If any of the two 
previously mentioned allowances apply then this allowance is not applicable. 
• Ninety percent of income generated by companies from their movable 
capitals which have been subject to the new tax imposed by Law 187 of 1993. 
This 90 percent is not applicable if the income is generated from the main 
activities of the company. It is also not applicable for dividends received on 
shares in another Egyptian company. The 90 percent deduction also applies 
to income from real estate owned by the company. 
• Income from funds of Egyptian insurance and reinsurance companies 
deposited in a foreign country to secure the company's insurance liabilities 
in that country. 
• Profits arising from mergers between companies and companies 
operating under tax holiday provisions or concessions by the government. 
Normal costs and expenses incurred by the company for its operation, and 
that are deductible include: 
• Normal depreciation expenses that comply with general industry rates. 
• Imputed rental value of buildings owned by the company and that are 
used for carrying out its activities. 
• Depreciation on new machines and equipment at the rate of 25 percent 
of total cost. The machines must be purchased or manufactured by the 
company for use in its operational activities. This is only applicable in the 
year during which the asset is used in production for the first time. The sum 
of normal depreciation and this additional depreciation should not exceed 
the cost of the asset. 
• Provisions that are required to meet general losses or liabilities and whose 
amounts cannot be determined are deductible within 5 percent of the 
company's gross taxable profit. Statutory provisions of insurance companies 
that are required by law are also deductible. 
• All taxes paid by the company except the corporate tax. 
• Donations to Egyptian charities within 7 percent of the company's gross 
taxable profit. Donations to governmental entities are deducted fully. 
• Bonuses to employees up to three months of salaries or wages. 
• If gross losses result from adjustments required by the tax law, the losses 
can be carried over to a maximum of five years, but they cannot be carried 
backwards. 
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Personal income tax 

Personal income taxes are imposed by the Global Income Tax Law 187 of 

1993. Taxable income for resident individuals is that generated from Egyptian 

sources. Income generated outside Egypt may also be taxable but the rules 

vary for each taxpayer. Taxable income for nonresidents is that generated 
from Egyptian sources only. After living in the country for five years or more, 

a foreigner is considered a resident for Egyptian tax purposes. 

Law 187 distinguishes among five categories of individual income. The first 

three categories of income - real estate, commercial and non-commercial - are 

pooled for the purpose of personal income assessment. Deductions are made 

for cost of living allowances that range from LE 1,440 to LE 1,920 per annum 
depending on the size of the family unit. The global personal income tax is at 

a progressive rate that ranges from 20 percent (for incomes of up to LE 2,500 

per year) to 48 percent (for income of more than LE 68,000 per year). The 
last two categories of income - movable capital on salaries and wages are 

assessed individually and do not enter into the global income pooi. 

The five categories of individual income areas follows: Personal income taxes 

Income from immovable property. Real estate taxes are imposed on the incomes have been unified under a 

from agricultural lands and buildings. The rental value of property is assessed single global income tax 

by the government every ten years. A deduction of 20 percent of rental value law 
is made for expenses and the remaining balance is pooled with the two other 
types of income (commercial and professional) and the total is subject to the 
personal income tax. 

Income from industrial and commercial activities. Net profits, before the payment 
of corporate income tax, after pooling with the two other types of income 
(real estate and professional) is subject to personal income taxes. Only 80 

percent of net profits realized from industrial activities is subject to taxes, and 
if the industrial entity carries out export activities, then 70 percent only of the 
net profit attributable to this activity is subject to taxes. Simple partnerships 
are not recognized as legal entities and tax is assessed on each partner for his 

share in the taxable profit. 

Income from non-commercial professions. The tax is imposed on the net profits 
for professions in which the work is the essential factor in generating the 
income. Foreign professionals working on a temporary basis are subject to a 

flat 20 percent of total income. 

Income from movable capital. Interest from bank deposits, government 
debentures and treasury bills are exempt from the tax on movable capital 
which is at a rate of 32 percent. Capital gains and income on debentures of 
companies listed on the stock exchange are also tax exempt, within the 
prevailing interest rate on bank deposits for debenture income. These 
exemptions do not apply to companies whose main activity earns income from 
movable property. 

Salaries and wages of employees. The annual tax rate on the first LE 50,000 of 
the net salary income is 20 percent. For amounts in excess of LE 50,000 the 
tax is 32 percent. Included in taxable income are salaries, wages, overtime, 
bonuses and other benefits. 

The following are the exemptions from tax on salaries and income. The 
aggregate on these, however, must not exceed LE 4,000 per year: 
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• Occupational allowances up to LE 480 per year. 
• Representation allowances up to LE 2,500 per year. 
• Production incentive bonuses up to LE 3,000 per year. 
The following items are also exempt: 
• Pensions with respect to employment or services rendered in Egypt. 
• Free or reduced fare tickets provided to employees and their families by 
airlines and shipping companies who are operating in Egypt. 
• Housing benefits for foreign experts. 
• Premium for life insurance in the benefit of the tax payer, his/her spouse, or 
their minor children. The premium should be the least of LE 1,000 or up to 15 
percent of net income. 
• Employee's share in social insurance contribution. 
• Cost of living allowance. 
• Percent of remuneration to cover expenses related to employment. Also LE There are no restrictions 2,000 per year as earned income allowance. 

on the transfer of profits Foreign experts who are employed for more than six months during the tax year 
from real estate sales by are eligible for deductions and reliefs. If employed for less than six months, 
non-residents foreign experts are subject to the standard tax rates with no deductions or reliefs. 

The manager of a foreign company's representative office in Egypt is liable to 
taxation on the portion of his salary that is related to his services rendered in 
Egypt only. 

The tax payable by employees is withheld by the employer every month from 
their pay and paid to the tax office no later than the fifteenth day of the 
following month. Those employing fifty or more employees could pay the tax 
every quarter. A worker's daily wages are exempt from tax only if he has no other 
source of income. 

Employees of nonresident employers are responsible for paying their own taxes 
as well as those of employers who do not have a base in Egypt. 

Real estate tax 
Real estate tax is payable on the estimated annual rental value of agricultural 
land and built-up property. The tax rates range between 10 percent and 40 
percent, with Cairo and Alexandria's rates having two percentage points above 
other cities. 

Sales tax 
Manufactured goods and some services are subject to the sales tax according to 
Law 11 of 1991. The taxpayer is the importer or the manufacturer of goods. The 
tax is paid upon the sale of goods that are produced locally or used for private 
purposes by the producer, as well as on imports. Goods that are exported are 
exempted from the sales tax. 

The sales tax is calculated either as a percentage of the value of the good or as a 
fixed rate per kilo or ton. It varies according to the good, whether it is produced 
locally or imported; taxes on imported goods are higher. The value of the local- 
ly produced good is determined by the market value of the good whereas in the 
case of imported goods it is an estimated value for customs duty purposes. 
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Customs tax 

Customs tax is paid on imported goods as determined by the customs tariff. 
The rates have a wide range from 1 percent to 55 percent except for vehicles 
where the rate may go up to 100 percent and 135 percent. Imported machines 
and equipment by joint stock companies, limited partnerships and limited 
liability companies have reduced rates of 5 percent of value. Other legal forms 
of businesses do not have this privilege. Exporters are eligible to tax relief on 
imports under either of the duty drawback, temporary admission or tax rebate 
systems. 

Stamp duty 

Stamp duties are imposed on a wide range of transactions including: the for- 

mation of companies, banking transactions, the execution of documents, 
transfers of shares and debentures, leases, insurance premiums and other 
transactions and instruments. Examples of the stamp duty include: LE 600 to 
LE 1,800 on the formation of companies, LE 50 for registration of a company 
in the commercial register, and LE 0.40 on bank checks and vouchers issued 
by a company carrying a signature. 

Social insurance contributions 

Social insurance must be paid by employers to the Ministry of Social Insurance 
and Social Affairs on behalf of their Egyptian employees. Egyptian employees 
may also be liable for contributions. Expatriate staff are not liable for social 
insurance. The contributions of employees are withheld by the employer 
from their salaries each month and together with the employer's contribution 
are sent to the Ministry no later than the second week of the following month. 
Tradesmen and workers employed by a contractor for the duration of a 

contract pay their contributions on estimated wages. Contribution rates are 
18 percent for employers and 10 percent for employees. 

Employment Laws and Practice 
Work certificates and permits 

Egyptians working in representative and branch offices of foreign companies 
must procure a work permit from the Ministry of Interior. 

Foreigners who intend to stay in Egypt must apply for residence permits at the 
Ministry of Interior. Temporary residence in Egypt has been extended from a 
maximum of three years to five years at a time. A work permit is also required 
of those who intend to work in Egypt. The employer usually applies for the 
work permit on behalf of the employee. Work permits are easier to obtain for 
technical staff than for unskilled or semi-skilled workers. Work permits are 
usually granted to foreigners for a period of ten months after which they are 
usually easily renewed. 

The number of non-Egyptian employees in any establishment must not exceed 
10 percent of the total work force for unskilled or semiskilled workers. For 
skilled workers the limit is 25 percent. Also total compensation of foreign 
employees must not exceed 35 percent of the total payroll of the establishment. 

Employment contracts 

The contract must be in writing in Arabic. Three copies must be made; one 
for the employer, one for the employee, and the last one for the Social 
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Insurance Office. If the employee is hired on probation, then the period 
(which must not exceed three months) should be specified. The contract may 
be either for a definite or an indefinite period of time. 

Working hours, holidays, and vacations 
The legal maximum working hours are eight hours per day or forty-eight 
hours per week excluding overtime and rest and meal periods. Employees 
must get a weekly rest which must not be less than twenty-four hours. In 
practice, most employees work an average of forty-eight hours a week, taking 
Friday off, and in some cases either Thursday or Saturday as well. 
Employees have the right to fifteen days of annual paid vacation during the 
first year of service, twenty one days after working one year and thirty days after 
working ten consecutive years or reaching the age of fifty. 

With regards to employee sick leave, an employee is entitled to no more than 
six months of sick leave per year with pay between 75 percent and 100 percent 
of the normal wage. 

Expatriates can account Pay rates, bonuses and overtime 
for up to 10 percent of . . The minimum wage for workers having an age of eighteen or more is currently 
employment in any one LE 125 a month, which is about US$ 37.50. 
firm The minimum overtime premiums are 25 percent of normal pay for overtime 

worked during daylight, 50 percent for that worked at night, and 100 percent 
on rest days and holidays. Production incentive bonuses are tax free. 

Social security, pension payments and fringe benefits 
All Egyptian employees are entitled to free health care provided by their 
employers, either through the Medical Insurance Plan of the Ministry of Social 
Insurance or privately. All companies must make contributions to the Pension 
Insurance Fund of the Ministry of Social Insurance. This scheme provides 
compensation for work-related injuries, old-age and disability pensions, 
unemployment benefits, and medical coverage. 
Expatriates are sometimes provided with free or subsidized accommodations 
and are often provided with company cars. Airfares to and from the home 
country are usually paid and payments could also be made for school fees. 

Labor unions 
Labor unions are organized according to different industries. The major ones 
are those in chemical, iron and steel, petroleum, textile, and transport 
industries. All workers actually belong to a union or a similar organization. 
Strikes are illegal in Egypt and severe penalties can be imposed on those who 
go on strike. 

Dismissal and termination 
Dismissal is only possible if the employee has committed a serious offense as 
defined by the Labor Law. Many employees therefore are hired on the basis 
of a short period renewable contract. It is also quite difficult to dismiss groups 
of employees for reasons of redundancy. The Council of Ministers 
Adjudicating Committee has to approve the dismissal plan for lay offs. 
Employees dismissed in accordance with this plan should be paid one month's 
compensation for each year of work. 
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Patents, Trademarks and Copyright 

Patents and industrial designs 

The law allows inventors to obtain patent protection for fifteen years from the 
date of application and it may be extended for an additional five years in some 

cases. Exceptions are pharmaceuticals and food products for which the patent 
period is currently ten years. 

It is the patent holder's exclusive right to fully exploit the invention including 
pledging, assigning or licensing the patent. It is his/her obligation to fully 

exploit the patent or else the patent holder will be subject to compulsory 
licensing for failure to do so. Patent holders must also pay annual fees to the 
Patent Office. 

After fifteen years plus any additional renewals, the monopoly rights of the 
patent-holder end and the invention becomes public. 

A separate office and register is maintained for industrial designs. The 
protection period by law is five years from the date of registration. 

Patent protection is for a 

Trademarks standard fifteen years, 

The Trademark Law provides owners with a protection period of ten years that except for 

could be renewed indefinitely for similar periods. Renewals must be pharmaceuticals and food 
specifically applied for, using the same procedures as that for the first products for which it is ten 
registration of the trademark. The owner of the trademark is the one who ears 
effects the registration. Ownership cannot be challenged if the registered 
owner has used the mark for five consecutive years from the date of 
registration. 

Protection is also provided for the public against false or misleading trade 
statements including any statement or description relating to: 

• The number, weight, component, measurement, and content of goods. 
• Manufacture and expiry dates of food products. 
• Place of manufacture or production. 
• Name and details of a manufacturer or producer. 

Copyright 

Copyright protections include: architectural designs, speeches, musical works, 
theatrical pieces, maps, photographic and cinematographic works, works for 
broadcast on television or radio, video tapes, and computer software. 

Protection extends to fifty years after the death of the author. If the author is 

legal entity then the protection begins on the date of first publication. In 
The cases of photographic and cinematographic works, the protection period 
may end after fifteen years from the date of first publication. 

International conventions 

Egypt is a signatory to the Paris Convention for the Protection of Industrial 
Property, the Hague Agreement on Industrial Designs, the Madrid Agreement 
on the International Registration of Trademarks, and the International Patent 
Classification Agreement. 
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Note 
Special thanks are due to KPMG Hazem Hassan (Public Accountants and Consultants) 
for revising the section of this chapter concerning income and other taxes. 
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Chapter 9. Foreign and Domestic 
Investors 

"In 1995, Egypt was the top recipient of 
Foreign Direct In vestment in the Middle 
East and North Africa region, responsible 
for 375 thousand jobs in the Egyptian 
economy." 
(UNCTAD, World Investment Report 1996) 

Historical Perspective on FDI 

Private sector activity has dominated investment and 
growth throughout this century, and except for the 
brief socialist spell of the 1960s, foreign capital has 
been welcome in almost all sectors. The wave of 
nationalizations of the sixties did not touch private 
ownership in agriculture, distribution, real estate and housing, as well as small- 
scale manufacturing, construction and service activities. Foreign 
multinationals were also successfully attracted in the socialist era to promote 
the tourism, pharmaceuticals and petroleum industries. Starting with Law 65 

of 1971, foreign capital was invited to establish operations in Egypt's industrial 
free zones, and Arab capital was attracted to undertake inland projects. 

President Sadat officially inaugurated Egypt's Open Door policy (Infitah) in 
1973, shifting back the country's orientation to a market economy. The 
domestic private sector was reinstated, and Law 43 of 1974 was specifically 
designed to attract Arab and foreign capital and technology and to promote 
exports. Liberalization measures covered the investment, trade and exchange 
rate regimes, and the government monopoly of finance and foreign trade was 

abolished. Egypt's political rapprochement to the West, together with the 
growth in foreign commercial and investment interests were the catalysts in 
restoring business confidence, and Law 43 (later replaced by Law 230 of 1989) 
was successful in attracting substantial capital flows. 
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The Investment Law made no discrimination between the nationality of 
investors and both private and public capital were encouraged to enter into 
joint ventures with transnational companies. The cumulative number of 
projects approved had by 1978 reached 591 (83 percent of which partly 
foreign owned) with total investment costs of LE 3.5 billion. Actual annual 
investment under Law 43 is estimated to have grown from LE 65 million in the 
first three year period (1975-77) to LE 1,320 million (1984-86). Meanwhile, 
investments in the petroleum sector also started in the mid 1970s - under a 
separate law - and gathered momentum to reach a cumulative figure of about 
$6 billion over the 1975 to 1985 decade. The bulk of tourism investment was 
also undertaken under special legislation - Law 1 of 1973. 

The contribution of foreign direct investment (FDI) in the process of capital 
accumulation has been impressive since the first decade of the Open Door 
policy. Over the 1975 to 1985 decade, Egypt's aggregate imports of capital 
goods amounted to $25.4 billion, and the distribution of the total reflects the 
importance of investment activity undertaken by various players in the 

The contribution of FDI to 
economy. While 46 percent of total imports of capital goods is accounted for 
by the public sector, mostly spent on rehabilitating the infrastructure, 22 

capital accumulation has percent was spent by foreign petroleum companies, 19 percent by private 
been impressive since the domestic enterprise and 13 percent by Law 43 (now Law 230) projects. The 
first decade of the Open figures show that the share of FDI was more than one quarter of aggregate 

investment in the economy as reflected in imported machinery and uoor po icy equipment, (FDI accounted for 38 percent of the equity of Law 43 projects up 
to mid 1988). 

In addition to the direct contribution of foreign investment to Egypt's capital 
base, the activity of transnationals had a positive and pronounced impact on 
the transfer of managerial skills and process technology in all areas of the 
economy. In the space of less than a decade, hundreds of Egyptian nationals 
had been trained in top management positions across all sectors. The results 
were highly evident in the tourism, banking, petroleum, and manufacturing 
sectors where foreign and joint venture companies reported that they had 
replaced foreign with Egyptian management. The benefits extended to 
middle management and technical personnel, and the ratio of foreign to 
Egyptian employees has consistently remained well below that allowed for by 
the law which permits foreigners to account for up to 10 percent of total 
employment in any one enterprise. 

Growth and Distribution of FDI 
The Egyptian economy continues to attract foreign capital in all fields of 
activity, and FDI has been gathering speed since 1989, when the Investment 
Law was revised so as to allow foreign companies 100 percent ownership of 
projects. Over the past three years, FDI was further boosted by the upturn in 
economic growth and by the series of structural reforms and liberalization 
measures undertaken since 1991. UNCTAD comparisons show that Egypt 
ranked ninth among host developing countries in terms of the size of FDI 
flows that have materialized over the 1981 to 1992 decade, with a reported 
cumulative value of FDI of $7.8 billion. Figures published by Egypt's 
Investment Authority show that the participation of foreign capital in Law 230 
projects (that is excluding those operating in petroleum, those related to Law 
1 for tourism or those under the umbrella of Law 159 for companies) reached 
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a cumulative equity value of LE 13 billion by mid 1996 at 30 percent of total 
authorized capital of LE 44 billion. In dollar terms (given the three large 
devaluations of 1979, 1987 and 1991), and when account is taken of total 
investment cost (by adding long term loans), the figure for Law 43 FDI would 
be significantly larger. 

From 1993 to 1996, the annual number and value of newly approved Law 230 
investment projects has been consistently on the rise, with annual growth rates 
of 15 percent, 36 percent and 53 percent respectively for the number of 
projects approved, and 12 percent, 25 percent and 52 percent in total 
investment cost of these projects over the past three years. Figures for the year 
ending mid 1996 show that FDI flows are contributing LE 1.6 billion to the 
authorized capital of approved projects (an increase of 342 percent over 1995) 

as compared to LE 6.0 billion contributed by Egyptian investors, (an increase 
of 102 percent over 1995). The share of Egyptian capital in the cumulative 
capital of Law 230 stood at 70 percent in mid 1996, that of Arab capital was 14 

percent and non Arab FDI accounted for the balance of 16 percent. 

The distribution of Law 230 cumulative FDI across nationalities shows that by Investors often prefer to 
mid 1994, and out of a total of 859 approved projects with foreign (non Arab) have domestic partners to 
participation, the largest investors were from the US (159 proJects with an 
equity participation of LE 984 million), followed by Panama (30 projects share the risks and capital 

worth LE 673 million), UK (112 projects worth of LE 595 million), Ireland (5 costs of projects 
projects worth 520 million), Switzerland (80 projects worth LE 505 million), 
France (62 projects worth LE 244 million), Luxembourg (39 projects worth 
LE 146 million), Germany (84 projects worth LE 143 million), Italy (58 
projects worth LE 131 million), andJapan (15 projects worth LE 125 million). 
The number of nationalities represented in these 859 projects was more than 
35, together bringing LE 5.3 billion in foreign equity (a 34 percent share in 
authorized capital) and implementing projects worth LE 27.7 billion in total 
investment cost. 

Arab participation in the capital of Law 230 projects has also been substantial, 
with a cumulative number of 1,177 projects by mid 1996, with authorized 
capital of LE 21.9 billion and total investment cost of LE 34.3 billion. The 
largest Arab investors have been from Saudi Arabia (313 projects with a 
participation of LE 2.4 billion in equity) followed by Kuwait (154 projects 
worth LE 1.4 billion in equity), Libya (63 projects worth LE 530 million), the 
UAE (69 projects worth LE 408 million), Bahrain (29 projects worth LE 256 
million),Jordan (110 projects worth LE 175 million), Lebanon (108 projects 
worth LE 171 million), Qatar (19 projects worth LE 128 million), Syria (92 
projects worth LE 128 million) and Palestine (72 projects worth LE 94 
million). More than 16 Arab nationalities are represented in these 1,177 
projects, together bringing LE 6.1 billion in foreign equity (a 28 percent share 
in authorized capital) and implementing projects worth LE 34.3 billion in 
total investment cost. 

What is clear is that foreign investors from inside and outside the region have 
been highly attracted by Egypt's investment climate over the past two decades 
and that these investors are still opting in the majority of cases to have 
domestic partners to share the risks and capital costs of projects. All types of 
business forms have been selected, although the majority of investors have 
chosen the Egyptian joint stock company type of entity. Law 230 projects are 
well distributed across all fields of economic activity. By mid 1996, Inland 
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The current phase of FDI 
flows is increasingly 
utilizing Egypt as an 
export platform 
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projects accounted for 85 percent of all Law 230 projects (total of 4,279 
projects), 88 percent of total authorized capital of projects (LE 44 billion) and 
83 percent of total investment cost of projects (LE 82 billion). 
Two clear phases can be identified in assessing the contribution of FDI to 
aggregate capital formation, employment and exports. In the first phase 
which lasted until the mid 1980s, FDI was mostly of the import substitution 
type, geared to exploiting the huge domestic market and its untapped 
potential for absorbing a wide range of consumer and intermediate products. 
The gains to Egypt from this phase of FDI were very positive in terms of capital 
accumulation, increased competition, improved quality and the transfer of 
technology and managerial skills. However, the impact of FDI during this first 
phase was not significant with respect to employment generation or exports. 
In the decade up to 1988, Law 43 companies had only created 145 thousand 
jobs or 10 percent of new employment in the private sector, in contrast to 
these companies contribution of about 40 percent to aggregate private 
investment (excluding petroleum). The export performance of Law 43 firms 
was also very modest at less than $30 million per year (Inland Projects) in the 
mid 1980s, a reflection of their domestic market orientation. 
The second and current phase has seen a gradual reversal in the role and 
contribution of FDI. While investment flows have continued to be large and 
diversified, increased competition and rising saturation of the domestic 
market have led transnationals to look for export markets in the region and 
outside it. The typical pattern has been for the hundreds of well established 
TNCs to first consolidate their position in the huge Egyptian market, and to 
subsequently seek arrangements with their parent companies to start using 
their local production capacity to become suppliers in the TNC global 
production and marketing network. Three other factors are at work to boost 
this trend toward outward orientation: reforms of trade policy and the 
exchange rate regime have made Egyptian exports highly competitive; 
Egyptian labor productivity has risen by over 50 percent while dollar wages 
have been constant for the past decade, reducing unit labor costs to becoming 
the lowest in the Mediterranean region; and the domestic private sector has 
grown in size, strength and entrepreneurial ability to turn into a most 
attractive partner in doing business in Egypt. 

High Performing Private Companies 
The major driving force behind the success of Egypt's transformation to a 
liberal market economy has been the graduation of its local entrepreneurial 
class into a broadly based, experienced and capital-rich business community. 
Private capitalists in the 1970s earned their profits from trading operations - 

mostly imports which ballooned during the oil boom era - and from 
construction and contracting activity which witnessed a parallel boom at home 
and in neighboring Arab countries. Capital accumulation was first 
accompanied by investment in the lucrative real estate market and by 
placements abroad (with estimates of up to $70 billion in Egyptian savings 
abroad). 

The domestic private sector soon acquired the knowledge and experience of 
operating as part of the global production, trade and service network, and early 
successes provided a powerful demonstration effect to other entrepreneurs to 

away from agency operations and into modern manufacturing and 



service subsectors. The typical medium sized operation in consumer goods 

industries gradually developed into large and increasingly diversified product 
ranges. Another trend was the move from producing international brands 
under license or franchises to entering into joint venture projects with 

multinationals. A number of companies also shifted their operations from a 

focus on the domestic market to the export market. There are now well over 

five hundred successful joint ventures operating in Egypt across the petroleum, 
banking, and tourism sectors as well as in all branches of manufacturing. 

More than ten Egyptian holdings are now sufficiently large and diversified to be 
considered as conglomerates: Abu Ghali, Aboul Fotouh, Alkan, Artoc, Ceramica 
Cleopatra, El Araby, Ezz, Ghabbour, Kato Aromatic, 
Maghrabi, Makarem, Mansour, Mohamed Mahmoud, 
Orascom, Oriental Weavers, Pico, Sheta and Taki Vita 

are some of the prominent examples of Groups that 
were formed mostly in the 1980s. These have acquired a 

name and reputation for their successful performance as 

joint ventures, as fully owned Egyptian enterprises or as 

TNCs operating at home and abroad. The most common 
combinations are trade/construction/manufacture of 
building materials; hotels/real estate/foods chains; 
retail/exports/consumer goods manufacture (clothing, 
electronics, agribusiness); trade in cars/car assembly/car 
components. A broader range of activities is covered by 

several of these groups, including the production and 
export of carpets, furniture, steel products, cosmetics, 
leather products, and services in the computers, 
hospitals and insurance business. 

It is now obvious that the role of the state in Egypt's growth and development 

has shrunk relative to that of the private sector. The share of the private sector 

in aggregate investment has risen to more than half in 1995, and its distribution 
shows increasing diversification across all areas of economic activity. 

Foreign and Domestic Investors 

Private and Public Business Sector Investment: 
Distribution by Economic Sector, LE million 

1993 1994 1995 

Agriculture, Irrigation & Reclamation 800 905 1,750 

Manufacturing and Mining 5,000 5,030 6,905 

Petroleum & Products 2,200 2,590 2,955 

Construction 400 543 650 

Transportation & Communications 805 1,002 2,010 

Trade, Finance & Insurance 800 822 1,080 

Tourism 1,000 1,020 1,260 

Housing 3,100 3,600 3,901 

Social Services 342 249 520 

Other Sectors 100 134 170 

Total 14,547 15,895 21,201 

Source: Central Bank of Egypt, based on Mcnzstry of Planning 

There are now over 500 

successful joint ventures in 

Egypt, operating across all 

sectors 
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Manufacturing still accounts for the largest share of the business sector's invest- 
ment expenditure (33 percent), followed by housing, whose share has declined 
from 21 percent in 1993 to 18 percent in 1995. The largest relative increases 
have gone to the agriculture and transport sectors. 

Services Support Globalization 
Unlike many developing countries, Egypt is highly sophisticated and cost-com- 
petitive in the supply of a wide range of services for both the domestic 
industry and for export. Engineering design and construction services, data 
processing, financial and legal services, printing and publishing, 
cinematography services, market research and advertising services are all well 
developed and geared to the high growth domestic industries in Egypt and 
neighboring countries in Africa and the Middle East. 
A large number of Egyptian professional firms have joined with service- 
oriented multinational companies to provide high quality services of 
international standard. Among the most prominent international account- 
ancy and legal firms with local partnership are: Arthur Andersen, Baker and 
McKenzie, Coopers & Lybrand, KPMG, Ernest & Young, Deloitte Touche 
Tohmatsu International, and Price Waterhouse. 
For example, KPMG Hazem Hassan is one of the leading accountancy and 
auditing firms in Egypt and the Middle East. The Cairo office of Baker and 
McKenzie, one of the world's largest international law firms, was established in 
1985. Arthur Andersen in Egypt is part of a global network and was established 
in 1992. 

Attractive Locational Choices 
The government's strategy to build new cities in the desert was inaugurated by 
President Sadat in 1977. The intention has been to relieve population 
pressure along the Nile Valley and Delta which account for only 4 percent of 
Egypt's total land area, put a stop to the process of urban encroachment on 
scarce agricultural land, and overcome industrial pollution by shifting 
industrial growth to new and well planned areas. By 1991, twelve industrial 
and four residential new cities had been established covering a total land area 
of 3,143 square kilometers. The most important of these are the four new 
industrial cities - Tenth of Ramadan, Sadat, Sixth of October and Borg El Arab. 

Land Prices 

City LE/m2 City LE/m2 
First Generation Second Generation 

1. Tenth of Ramadan 71.5 8. El Obour 115 
2. Sadat City 55 9. Badr 68 
3. Fifteenth of May 120 10. New Nubaria 15 
4. Sixth of October 84 11. New Beni Sueif 30 
5. New Bourg El Arab 55 12. New Minya 70 
6. New Salehiya 50 
7. New Damietta 45 
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The gradual 20 year move to desert areas has been a great success not only in 
relieving urban congestion but also for the opportunities this has presented to 
industrialists. Unlike many developed economies whose traditional industrial 
centers are threatened by potential forced relocation, industrial investors in 
Egypt can plan for decades of expansion in the new cities, unhampered by 
problems of strained transport, infrastructure, utilities and living conditions. 
Land is available at very reasonable prices and payments are made on highly 
concessionary terms, typically with downpayments of LE 1,000 ($300) for a 
plot of land, with installments over two years. 

The absorptive capacity of the new cities is 6.4 million people, with a range of 
100 to 250 thousand per large residential city 
(the largest being Fifteenth of May, 2 km south 
of Helwan) to 500 thousand for the largest four 
industrial cities. To date, only a fraction of the 
planned population has been attracted to these 
new cities, but the process is gathering 
momentum as social services become more 
widely spread. Major attractions are the large 
green belt areas, with low density of population 
and low cost housing. In mid 1996, public 
expenditure on infrastructure and utilities had 
reached LE 3 billion in the industrial cities and 
LE 1.3 billion in residential cities. The private 
sector has been given a major role in real estate 
development in these new locations and the 
specialized Housing and Development Bank 
provides finance on easy terms. 

To date, the twelve new 
industrial cities have 
attracted almost 3000 
factories with employment 
of 200 thousand 

Status of New Industrial Cities (LE mn) 

City Cost of 
Public 

Investment 
1991 

number 

Facto 
1996 

number 

ries in ope 
Capital 

Employed 

ration 
Annual 

Production 
Labor 
(000) 

Factories under 
implementation -1996 

number Capital Employed 

10th Ramadan 972 472 765 7,033 10,140 103 300 1,229 
6th October 1389 196 485 5,675 5,695 63.1 414 2,987 
Sadat 460 89 141 437 800 6.8 109 969 
Borg El Arab 440 100 258 685 899 14.2 145 346 

New Salheya 365 17 26 86 491 1.6 40 52 

New Damietta 634 — 60 83 70 1.9 90 64 

New Beni Sueif 256 1 10 0.4 3 0.05 14 7 

Badr 329 - 27 63 72 1.4 47 143 

Noubareya 71 - 6 107 3 0.06 15 7 

New Minia 62 
Alobour 737 
AlArnal* 

Total 5,715 875 1,814 11,170 18,173 192 1,175 5,804 

Note: * Al Amal: Not started yet 

Source: Ministry of State for New Communities, mid 1996 
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Figures in the table below show that the new industrial cities are rapidly 
expanding. The number of factories in operation has almost doubled over the 
past five years, from 875 in 1991 to 1,814 in 1996. Another 1,175 factories are 
under construction. Capital employed has reached LE 11.2 billion in 1996, 
with another LE 5.8 billion for projects under implementation. The new 

LEM,Ihon industrial cities have so far created 192 thousand jobs, 97 percent of which in 
the four major cities. The figures on employment reflect the recent 
acceleration of activity in these new cities since 1989 when they had only 
generated a total of 38 thousand jobs. 
Tenth of Ramadan is the first independent desert city established in the 1970s. 
Located 55 kms east of Cairo, its total area is 398 km2 of which only 90 km2 is 
to be inhabited. As with all other new cities, the green belt which has been set 
aside represents more than two thirds of the total area. At capacity, the city 
will have 3,500 factories and 100,000 housing units, to become one of the 
largest industrial centers in the country. Public expenditure on the 
infrastructure has reached LE 972 million to date, and more than 1000 
factories have been established, of which over 750 are already in operation, 
with employment of 103 thousand. 

National Development Projects 
The government's long term strategy for Egypt envisions the allocation of 
major investments to further improve the spatial balance of population, land 
and natural resources. Two national projects are aimed at developing the Sinai 
region in the North-east of the country and Upper Egypt in the South. A 
major goal is to redeploy population away from the Nile Valley where 95 
percent of the population currently inhabits barely 5 percent of Egypt's land 
area. 

An ambitious program has been launched to develop Sinai and the objective 
has been to permanently end its isolation from the Nile Valley. The land of 
Sinai is particularly rich in its cultural significance as the cradle of the three 
monotheistic religions, in its mineral resources which include deposits of coal, 
copper, caoline, gypsum, manganese, sulphur, and semi-precious stones; and 
its tourism potential, with 781 kms of coastline. 

800- Sinai is to become one of Egypt's leading growth poles attracting new 
700. population and important export processing and service activity. Sound 

planning and a commitment to environmental protection will ensure 
600 

sustainable development of this vasi region and its assimilation into the future 
500- of Egypt as a major contributor to the country's long term population and 
400- natural resource balance. 
300- The Project for the Development of Sinai is estimated to cost LE 74.7 billion 
200- in investments to be undertaken from 1995 to the year 2017, of which 
100- infrastructure will account for more than 50 percent. Population is projected 

0 
to increase from its current level of 0.3 million inhabitants to 3.2 million 

1989 1993 people by the year 2017. Major economic activities are planned to be mining, 
Number of Factories agriculture, fishing, manufacturing and tourism. Mining will focus on the 

Ministry of State for New Con,muni0es large deposits of coal which amount to 167 million tons, sulfur with 30 million 
tons and manganese with 50 thousand tons. Land reclamation will encompass 

Tenth of Ramadan: growth in 772 thousand feddans over the period 1997 to 2017 with Nile waters feeding 
industrial activity 400 thousand feddans from the Al Salam Canal and another 77 thousand 
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feddans from the Deversoir, together providing 3.4 billion m3 of water 
annually. The project also plans for the development of nine free industrial 
zones that comprise 1.7 thousand feddans for a wide spectrum of industrial 
activities ranging from mechanical and electronic assembly industries to 
agricultural, mining, and metallurgical industries, as well as the creation of a 

high technology site in Sinai Valley. 

The National Project for the Development of Upper Egypt has investment 
costs of LE 297 billion over the period 1996 to 2017. Infrastructure accounts 
for 40 percent of the total project cost. The aim is to provide 2.8 million job 
opportunities and to accomodate another 6.9 million people. 
Major activities to be developed include agriculture, fisheries, manufacturing, 
mining and tourism. Agriculture and land reclamation is to receive LE 22.4 
billion and is projected to create 400 thousand jobs. Mining and processing 
of petroleum and metallurgical resources is projected to cost LE 83.7 billion, 
with employment creation of 1.2 million. The region's major attractions in 
cultural tourism will be developed to substantially expand local and 
international tourism. Investment costs to the tourism sector are LE 48.4 

billion, with projected employment of 350 thousand. 
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Chapter 10. Open Horizons: Integration 
into the Global Economy 

"Indicators of revealed corn para tive 

advantage and dynamic export 
products show that Egypt's high 
growth trends for non-oil exports will 

continue to accelerate." 
(Based on UNCTAD COMTRADE 

Database 1996) 

Composition and Direction of Trade 
The growth and composition of Egypt's exports over 
the past five years is witness to the improved perfor- 
mance of manufactured exports, with an increase in the 
value of manufactured exports from $1.1 billion in 1990 
to $3.0 billion in 1995 and a rise in their share of total 
exports from 41.7 percent to 49.5 percent. The value of 
petroleum and related exports has stabilized at around 
$1.6 billion per year, with a decline in the share of 
crude petroleum and petroleum products from 47 percent in 1990 to 37 per- 

cent in 1995. During the same period, Egypt's non-oil exports more than dou- 

bled to reach $3.6 billion in 1995 and are expected to continue at the accel- 

erated pace of the past three years. Textiles and clothing account for more 

than half of manufactured exports and are likely to continue their fast growth 

in response to the liberalization of the cotton sector at home and to the mar- 

ket opportunities that are still largely untapped abroad. 

Egypt's liberalization process which started in the mid 1970s has been reflect- 

ed in a rapid shift away from trade with Central and Eastern Europe and in 

favor of Western Europe and the US. By 1980, the destination of more than 
half of Egypt's exports was to the EU (53 percent), followed by Eastern Europe 
(14 percent) and the USA (8 percent). Over the next decade, the EU con- 

tinued to absorb close to half of Egypt's exports, while the US saw an impor- 

tant increase in its share, reaching 31 percent in 1995, with Arab countries at 

10 percent, while the share of Eastern Europe fell in absolute terms, declining 

to about 4 percent of total exports. 
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More than 120 export 
products are showing 
dynamic growth to an 
increasingly diversified 
range of markets 

In general, Egypt must strive to increase its competitiveness and enlarge its 
share of the most promising markets - the EU, US, Eastern Europe and the 
Arab countries, particularly the Gulf States. Egypt will continue to look to 
Europe which accounts for $5 billion of Egypt's imports but only $2 billion of 
its exports, and the negotiations for a free trade agreement with the EU pre- 
sent a real opportunity for export expansion in this market. Exports to the US 
are also expected to continue their very rapid growth which has brought their 
level to $1.5 billion in 1995. Egyptian exports are also attempting to reassert 
their importance in Eastern Europe, a large former trading partner. The 
potential is quite promising in Eastern Europe, given the fact that Egyptian 
exports are well received by consumers who are already familiar with products 
that are compatible with the taste and income levels in these countries. 

Product Group 

Egypt's Most Dynamic Exports, 1985 to 1994 

Fuels 

Ores and Metals 

Agricultural Products 

Food 

Textiles and Clothing 

Chemical Products 

Pharmaceutical Products 

Metals and Metal Products 

Engineering Products 

Machinery and Transport 
Equipment 

Other Manufactured 
Goods 

Mineral crude, natural gas, residual fuels, kerosene, gasoline. 
Building stone, gravel and crushed stone, silver, platinum. 

Hay fodder, oranges, tangerines, lemon, grapefruit, groundnuts (green), fresh 
grapes, tomatoes, leguminous vegetables, potatoes, cut flowers. 

Mutton, frozen meat, fresh poultry, fresh fish, eggs, cheese and curd, preserved veg- 
etables, dried fruit, molasses, refined sugar, preserved fruit, breakfast food, fruit 
jams, jellies, chocolate products, soya bean oil, honey, beer. 

Yarn of wool, wool woven fabrics, grey fabrics, knit fabrics, blankets, coverlets, woven 
fabrics, clothing accessories, woven synthetic fibers, clothing, carpets, tapestries. 
Pesticides, soaps, washing preparations, chemical nitrogenous fertilizers, coke of 
coal, hydrocarbons, perfumes, cosmetics, plastic, rubber, synthetic fiber, rubber 
tyres, cement, refractory building products, porcelain, china, glass, ceramics. 

Vitamins, antibiotics, analgesics. 

Iron & steel scrap, aluminum, copper alloys, iron & steel wire rods, metal storage 
tanks, iron & steel plumbing fixtures, iron & steel wire, iron & steel tubes, base met- 
als, cutlery. 

Hand tools, domestic electrical equipment, non-military arms, medical instruments, 
domestic stoves, central heating equipment, batteries, accumulators, transistors, 
valves, sewing machines. 

Cultivating machinery, passenger motor vehicles, buses, tractors, electrical hand 
tools, non-electrical machinery, lorries and trucks, piston engines, measuring & con- 
trolling instruments, bicycle parts, switchgear, machine handling equipment, aircraft 
engines, motor vehicle parts, steam engines, other engines, metal working machin- 
ery, aircraft parts. 

Paper products, lamps, bulbs, furniture, leather, travel goods, handbags, footwear, 
toys, jewelry, cigarettes. 
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The Arab market provides yet another area into which Egyptian manufactured 
exports can be absorbed, largely as a result of lower transport costs, common 
language, similarity of taste and preferences, similarity of business practices, 
laws and conventions. It is in the interest of Arab countries that a regional 
Arab trade agreement is soon concluded, and Egypt would then become a 

major trading partner with its neighbors. This would rationalize the allocation 
of resources across the region, avoid wasteful duplication of investments, 
stimulate competition, enhance productivity growth, and accelerate the 
restructuring of Arab industries. Arab countries import about $80 billion 
worth of manufactured goods per year, with food processing accounting for 
$18 billion, textiles and clothing for $7.4 billion and iron and steel for $5.4 

billion (1993). Although Egypt enjoys evident comparative advantage in these 
three sectors as well as many others, the total value of its intra-regional exports 
has not exceeded $484 million including petroleum. Given the size of the 
region's imports of manufactures, Egypt should reap the potential gains of a 

market of about 240 million inhabitants. 

The composition of exports reflects the growing diversification of Egyptian 
products which have become competitive on the international market. Over 
the decade since 1985, the list of dynamic exports which have been growing 
faster than average export growth shows a move away from traditional raw 
materials and towards new products with higher value added across all sectors. 
Examples from the mining and ores sectors are exports of petroleum prod- 
ucts, silver and platinum and from the agricultural sector are fresh grapes, 
fresh vegetables and cut flowers. Food processing includes cereal preparation, 
confectionary and vegetable oil products, while textiles and clothing includes 
blended and knit fabrics, clothing, carpets and tapestries. The largest array of 
new and fast growing products are in the chemicals and engineering sectors. 
Among the chemicals products are perfumes and cosmetics, pharmaceuticals, 
synthetic fibres, rubber tyres, porcelain, glass and ceramics. From the engi- 
neering industries are domestic electrical equipment, nonmilitary arms, pas- 
senger cars, buses, lorries and trucks, motor vehicle parts and engines, metal 
working machinery, and measuring and controlling instruments. Other fast 
growing manufactured goods include paper products, furniture, leather 
goods, footwear, toys, jewelry and cigarettes. 

Total imports have grown from $10 billion in 1990 to $12.8 billion in 1995, 
with an annual growth rate of close to zero up to 1994 and a jump of 20 per- 
cent in 1995, reflecting the recovery of the economy. The size and composi- 
tion of Egypt's imports has been dominated by two commodity groups, capital 
goods and intermediates. Given the rapid growth in investment and GDP that 
are forecast for the next few years, imports of these two groups is expected to 
increase significantly. Major products that are imported include machinery 
and equipment ($3.1 billion) chemicals ($1.8 billion), wood, cork and paper 
($1.4 billion), base metals ($1 billion) and petroleum products ($0.7 billion). 
Food products are concentrated in the categories of cereals, edible oil and 
fats, and livestock, with figures of $852 million, $721 million and $166 million 
respectively for 1994. 

Service Exports at Record Levels 
Through the past five years, service exports have consistently maintained their 
significantly high level of $10 billion per year (see following table). The major 
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sources of service income are remittances ($2.7 billion), tourism ($3.1 bil- 
lion), Suez Canal ($2.0 billion), and investment income ($1.6 billion). It is 
expected that at least two of these sources can be counted on in the future, 
namely tourism and Suez Canal receipts. With the massive investments direct- 
ed towards Egypt's tourism sector, particularly for exploiting opportunities in 
new locations, Egypt is bound to emerge as the region's prime tourist attrac- 
tion center of the Mediterranean as well as the Middle East region. With the 
anticipated increase in international trade, the export of all trade-related ser- 
vices is also expected to rise. 

Egypt has secured a prominent position in the export of non-traditional ser- 
vices such as computer software, and Arabization services, and has in fact 
become the region's center for the provision of the latter. Other services, par- 
ticularly in the construction sector, where Egypt has traditionally enjoyed com- 
parative advantage, have the potential of becoming key earners of foreign 
exchange over the coming decade. 
It is expected that the importance of EU markets for Egyptian exports will be 
further accentuated during the coming years as a result of the prospective con- 
clusion of the Association Agreement between the two parties. The agreement 
which encompasses important areas of cooperation such as the unification of 
norms and standards, in addition to securing free access for Egyptian manu- 
factured exports into EU markets, is expected to result in substantial invest- 
ment inflows to Egypt as European investors try to exploit opportunities in the 
manufacturing sector in which average wages per annum are as low as $1,479. 
Investments in the manufacturing sector are expected to translate into new 
employment opportunities as well as increased exports. If Egyptian negotia- 
tors manage to secure preferential access for Egyptian exports into neighbor- 
ing regional markets, the Association Agreement will certainly result in a larg- 
er share of the Middle East and North Africa region's import bill being met 
out of Egypt. 

Non-traditional exports such as telecommunication equipment, electrical dis- 
tribution machinery, vehicle parts, downstream petrochemical products such 
as rubber articles as well as various textiles and clothing products assume top 
position on the list of candidate products that could be exported to EU mar- 
kets. 

Among the most important implications of the rising competitiveness of 
Egyptian manufactured exports on the international market that the sup- 
porting skill levels as well as the whole industrial infrastructure underlying 
such success is steadily moving towards higher standards of productivity and 
quality levels, comparable to other success stories in newiy industrialized coun- 
tries. Such enclaves of "industries of excellence" catering to the export sector 
will soon create positive externalities as intrasectoral labor mobility is bound 
to improve the skill levels of various industries nationwide. 

FDI Flows Promote Globalization 
Egypt's record in attracting FDI has been very positive over the past decades, 
ranking Egypt among the top ten host developing countries throughout the 
1980s. Now that FDI has become the major source of capital flows to devel- 
oping countries, Egypt is well placed to attract additional foreign investment, 
given the success of its stabilization program and the strength of its economic 
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recovery. In 1995, UNCTAD reports that Egypt was the top recipient of FDI in 

the Middle East and North Africa region, along with Turkey - at about $1 bil- 

lion each - and that TNC operations are responsible for 375 thousand jobs in 

the Egyptian economy. 

Key factors which determine FDI flows, according to UNCTAD, are the size 

and growth rate of any one host country market as well as its macroeconomic 
stability. The factors that are reported to have stimulated rising FDI trends are Continued balance of pay- 

also increasingly true of Egypt: competitive pressures, privatization programs ments stability is forecast, 
and regional schemes which facilitate the regional integration of production with high growth projected 
networks. 

for non-oil exports, tourism 
The choice of Egypt as a location for TNC activity in the Middle East and 
North Africa region is increasingly attractive, given the country's major advan- and FDI flows 

tages in availability of natural resources (especially energy), skilled and low 

cost manpower, geographical location, advanced infrastructure, and in the 
opportunities for combining trade and investment strategies from Egypt. 

TNCs are closely linking their worldwide production and marketing opera- 
tions, and Egypt is becoming an obvious candidate as an important link in the 
regional and global network of TNCs. 

Balance of Payments, Actual and Projected, 1994-2000 ($ million) 

1994 1995 1996 1997* 1998* 1999* 2000* 

Trade Balance -7,310 -7,854 -9,164 -10,540 -11,632 -12,506 -13,152 

Exports of which 3,337 4,957 4,556 4,734 5,054 5,490 5,922 

Petroleum 1,772 2,176 2,112 2,094 2,165 2,306 2,413 

Other Exports 1,565 2,782 2,444 2,640 2,889 3,184 3,509 

Imports -10,647 -12,871 -13,720 -15,274 -16,686 -17,996 -19,074 

Services (net) 3,455 4,287 5,666 5,397 6,068 6,702 7,263 

Receipts 8,459 9,906 10,577 11,270 12,004 12,845 13,777 

Suez Canal 1,990 2,058 1,920 1,869 1,863 1,863 1,865 

Tourism 1,779 2,299 3,100 3,457 3,783 4,168 4,594 

Investment Income 854 1,626 1,570 1,498 1,494 1,453 1,411 

Other 3,836 3,923 3,987 4,445 4,865 5,361 5,908 

Payment of which: -5,004 -5,619 -4,911 -5,873 -5,936 -6,142 -6,513 

Interest -1,319 -1,484 -1,350 -1,370 -1,240 -1,276 -1,315 

Workers' Remittances 3,232 3,279 2,740 2,894 2,974 3,065 3,162 

Offical Transfers 814 919 920 920 1,070 1,070 1,070 

Current Account 191 631 162 -1,330 -1,520 -1,669 -1,656 

Capital & Financial Account 2,511 521 832 789 1,260 1,476 1,639 

Net Borrowing 228 1234 194 -173 -126 -96 -106 

Medium & long Term Loans (net) 365 303 -206 4 47 80 88 

Suppliers Credit (net) -136 932 400 -177 -173 -176 -194 

Direct & Portfolio Investment (net) 1,287 681 535 775 1,036 1,105 1,186 

Other Investment (net) 995 -1394 103 187 350 467 559 

Overall Balance 2,106 754 565 -541 -260 -193 -17 

IVote: * Projected by the IME 
Source: Central Bank of Egypt 
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China of the Mediterranean? 

A vibrant private sector is 

taking bolder initiatives 
across all sectors, and the 
trend is towards more 
complex partnerships with 
foreign capital 
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A key message that this profile of the Egyptian economy has sought to convey 
is that Egypt has a complete and fully diversified economy with enormous 
potential for sustained high growth across all sectors. Petroleum and natural 
gas are an anchor of stability, making the economy self sufficient in energy for 
fifty years ahead and providing the state budget with a reliable source of rev- 
enue over the foreseeable future, along with Suez Canal tolls. Agriculture's 
near ideal climate, soil conditions and irrigation system are promoting a fast 
response to new incentives for an outward orientation and the sector is expect- 
ed to take advantage of export opportunities for a wide range of high value 
added horticultural crops which will rival Egyptian cotton and earn their right- 
ful place in the world market. Manufacturing industry has graduated from its 
sheltered position to become the most dynamic and promising export growth 
sector, based on its unique regional status which combines low cost and abun- 
dant skilled labor, highly diversified and efficient production capacity for 
intermediates, and the availability of attractive locations, infrastructure and fis- 
cal incentives. Tourism has maintained a record of consistently high growth 
and is set for continued acceleration, with expansion of all recreational, cul- 
tural and conference facilities and a particular focus on exploiting sun and sea 
along the Red Sea coasts. The financial sector is also experiencing unprece- 
dented growth with the recent promotion of Egypt's capital market to rank as 
one of the most attractive and dynamic emerging markets in the world. 
The second message that this profile brings is that Egypt's economy is now pri- 
vate-sector led, with a vibrant community of domestic and foreign investors. 
Projects are increasingly large across all fields of production and services, 
reflecting the growing confidence of entrepreneurs and their awareness of 
new and lucrative business opportunities. The business sector - both local and 
foreign - has fast adapted to the process of liberalization and increased com- 
petition, and growth plans are increasingly based on serving neighboring and 
overseas markets alongside the large domestic market. Productivity in the 
manufacturing sector has risen by 63 percent over the past twelve years, while 
dollar wages have remained constant, so that unit costs of labor are the lowest 
in the Mediterranean and compete very favorably with those of emerging mar- 
kets in Southeast Asia. The significant increase in the country's competitive- 
ness, together with the completion of the liberalization process means that 
business is finding it increasingly profitable to become outward oriented. 
Survey responses from transnationals operating in Egypt indicate positive 
prospects with regards macroeconomic growth and stability and continued 
reforms of the legislative and policy framework. TNCs also assert that they 
plan to increase their own investment, employment and output in the coun- 
try, and they predict increased inflows of FDI to Egypt, up from its current 
level of over one billion dollars per year. Figures on capital investment, 
turnover and exports also show that Egyptian capital has increasingly entered 
in partnership with foreign capital in a complex configuration of joint ven- 
tures, licenses, subcontracting, franchises, mergers and acquisitions, all typical 
of trends in fast growing liberal economies. 
The third and final message is that Egypt's window of opportunity is here to 
be grasped by all investors interested in the Middle East and North Africa. On 
the demand side, Egypt's market of 60 million people is second only to 
Turkey's in terms of purchasing power, and the size and success of FDI to date 
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gives evidence of the importance of Egypt's market and its value as an entry 
point to neighboring countries in the region. On the supply side, and from 
the perspective of TNCs, Egypt is the China of the Mediterranean, capable of 
supplying Europe, the Middle East, Africa and other continents with a wide 
range of products and services for which it enjoys a significant competitive 
advantage. There are more than 400 transnational companies operating in 
Egypt, and their success in the vast local market has prompted many of them 
to expand their operations in the region using Egypt as a production base. 
Egypt is now an important player in the regional economy and as it becomes 
increasingly integrated into TNC global production networks, it will also earn 
its place as a major global player. 
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