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Section C

FDI IN EGYPT
AN ANALYSIS OF THE ENVIRONMENT

FLOWS - IMPACT AND POLICIES
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MAP (C-1) - Egypt
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Highlights for Section (C)

The purpose of this section is three-fold; first, to

review the existing characteristicsiof the Egyptian economy
and associated problems applying MNCs which operate in Egypt;
second, to underline/investigate the FDI flows and its
impact on the Egyptian economy; third, to analyse the pre-

vailing FDI policy stances and practices in Egypt since 1974.

Thus, the current section is divided into three

chapters: -

Chapter (1) : Characteristics of the Egyptian Economy.
Chapter (2) : FDI in Egypt: Flows and Impacts.
Chapter (3) : The Egyptian FDI policy : organisation

and Implementation.
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CHAPTER (1)

CHARACTERISTICS OF THE EGYPTIAN ECONOMY

Introduction

The salient characteristics of developing countries
as generally carried on along well-known economic and soclo-
political dimensions - trade, investment, technology, needs,

growth and so forth have been pointed out in Chapter (1),

Section (B). A summarised conclusion has also been
presented. This conclusion was that lack of development 1in
developing countries - compared with the developed ones -

is reflected i1n e.g. low incomes, illiteracy, inefficient
industry and other economic activities, inadequate infra-
structures, etc. Examples of problems associated with these
deficiencies as applied to MNCs which operate in these
countries have also been cutlined previously.

Since Egypt is typical of many developing countries
and can usefully be employed as an example, the perspective

of this chapter 1s to indicate - in more detail - the main

features of Egypt's environment and problems associated with
the specific interests of MNCs/foreign investors.

In this connection, thehfollowing discussion focuses
upon selected environmental characteristics e.g. economic
conditions and the political and socio-cultural situation
in Egypt. This in turn may be of help in exploring the
problems most likely to be related to these characteristics.

Thus,the present chapter is organized under the following

headings:
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1.1 Economic characteristics.
1.2 The political characteristics.
1.5 The socio-cultural characteristics.

1.4 The critical features of the Egyptian Economy:Summary.

1.1 The Economic Characteristics -

On previous occasions, i1t has been arqued that the
MNCs are probably concerned with many of the host country's
specific factors (in e.g. marketing, economics, etc.) when
assessing opportunity potential in the overseas markets.
More specifically, a host country's existing market size,
industrial structure/activities, labour availability and
costs, and so forth are among the locational factors which
may influence the FDI decision. Arquably, the more likely
the country is to have a large market, trained and abundant
labour force and other support facilities for i1nstance, the
more attractive the country would be for locating the MNCs

investment.

However, among the factors in the economic-marketing
environment that may enter into account when assessing the

Egyptian market's viability to FDI in general are arquably
the following:
(1) Kind of economic activities and production structure

As mentioned before, a MNC whose markets or activities
lie in the manufacturing sector, for example, may need to
compare the trends of this sector in relation to other
sectors 1n a giveﬁ host country. Such .comparison . or analysis

will probably provide indications in terms of the potential
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opportunities for the MNCs concerned in an overseas market.
To some extent, the analysis of a country's sectoral
activities shares in relation to its GNP/GDP may arguably
provide 7.tentative 1indication of the level of development,
availability of skilled manpower etc. in that country.

As to the Egyptian situation, Tables (1) and (2)

in appendix no. (A) concerning the output of selected
industrial products and sectoral percentage shares of economic
activities in relation to GDP during the 1940s and 1970s,

in addition to the followingwtables (C-1), (C-2) and (C-3)

as supplemented by other sources of information demonstrate

that:
a) Agricultural production is still one of the most
important activities of the Egyptian economy. In spite of

that, a combination of factors has led to the development
of a significant imbalance between food consumption and
agricultural production over the last decade (population
growth has been rapid, people have had more money to spend
on food, land supply, etc.). Thus, Egypt is importing
half of its food requi}ements, and the proportion is still
rising, e.g. the imports of wheat began in the eérly 1970s
and in 1982 accounted for about 75% of domestic consumption(1LA2).
Therefore, a number of measures are underway to develop

the agricultural sector. The objective of the agricultural

plan is to increase the agricultural area and crops through

employing the most modern agricultural methods and equipment,

establishing new drainage projects, encouraging fish
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by sectors 1977-1981/82.

Table (C-1)
1877
(L.E.mn.)

Commoditly sectors 4030
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Indufiry and mining 1120
Pelroleum 468
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public Ulilities 106
Construction 358
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Transportation,
comm, and slorage 322
Suez Canal 169
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Table (C-2) The GNP realised in Eqypt during 1982/83.

(Value in LE million)

AVERAGE %

SECTOR OF ECONOMY 31/82 82/83 DEVELOPMENT %inthetotal G.N.P ‘

ISTESTIMATE 82/83,81/32 $1/82 8)/83
Agriculture 3782.2 3886.0 2.7 19.3 18.4
Industry & Mining 2662.8 2922.0 9.7 13.6 13.9
Oil & Products 2998.9 3321.5 10.8 15.5 15.8
Electricity 121.3 133.7 10.2 0.6 0.6
Building & Construction 930.0 1041.5 12.0 4,7 4.9
TOTALCOMMODITY SECTOR 10495.2 11304.7 1.7 53.5 53.6
Transport, Storage & Communication 950.0 1025.0 1.9 4.8 $.9
Suez Canal 632.0 668.0 5.7 3.2 3.2
Commerce 2448.0 2582.6 5.5 12.5 12.2
Finance . 1276.0 1335.5 4.7 6.5 6.3
insurance . 51.0 53.4 4.7 0.3 0.3
Restaurant—Hotcls 230.5 242.8 5.7 1.8 l.1
Total productive services §587.5 5907.3 5.7 28.5 28.0
Property ownership 359.9 404.8 12.5 1.9 I
Public utilities 38.2 42.5 11.3 0.2 0.2
Social & Private Scrvices 810.0 867.0 7.0 4.1 4.1
Social Insurance 20.0 21.2 6.0 0.1 0.1
Government Services 2300.7 2557.2 11.1 11.7 12.1 .
Total Social Services Sectors 3528.8 3892.7 10.3 18.0 18.4
Grand Total 19611.5 21104.7 1.6 100.0

100.0 ;

Source: Ibid., in Egyptian-British Chamber of Commerce (EBCC), The Journal of
the Egyptian-British Chamber of Commerce, London, September 1983, p.17.
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farming, and livestock and poultry (either by foreign
participation or local public and private industry, and

1(3),(8)

individual enterpreneurs

b ) The industrial production. In order of importance

the industrial production (textiles, food processing,

petroleum, minerals, etc.) followed the agricultural ones.

In this regard, it may be important to establish the follow-

ing relevant pahﬂs:(S)’(é)’(7)
(1) The industrial output including petroleum has
been growing rapidly, contributing over 30% of GDP,
(over the last five years, the real annual growth
rate of petroleum averaged 12.8%).

(2) The chemical industry has diversifeid considerably

during the last five years. Egypt's pharmaceutical
industry has also been developed (approximately B85%
of Egypt's pharmaceutical needs are now produced
domestically).

(3) Motor vehicles production is lagging behind the

market's need or demand. But while the automotive
fleet is relatively small, with a total population of

just over 650,000 vehicles in 1981, 1t 1s growing
fast and is anticipated to exceed one million vehilcles
by 1987.

(4) The country's industrial and consumer-oriented
electrical industry is growing rapidly, particularly
as the government is trying to limit the imports of

consumer durable products.
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c) The figures concerning GNP produced during 1982/83

(table C-2) reflect development in all sectors of the socio-
¥*

economic plan( ). The Egyptian GNP has witnessed during

1982/83 a development of 7.6% over the previous year.

d) A comparison of the 1983/84 figures with those for
1984/85 (planned provided in table (C-3) shows that the
contribution of the industrial, construction, electricity,
communications sector, etc. to the GNP 1is increasing, while
the agricultural sector, o0il, commerce, etc. are decreasing.

e) In general, the agriculture sector compared with other
economic activities still constitute the greater share of
Egypt's GNP, despite the decrease in its share planned for
1984/85.

As far as a MNC is concerned, it may be useful to note
that most of the industrial sites in Egypt are concentrated
in the Nile Valley, Delta, Suez and Sinal arease

According to the arqument which has been put forward
(in Chapter 1, Section B) problems affecting MNCs which
manufacture in Egypt may arise as a result of the above
characteristics . It 1s possible that the dominance of
agricultural activities may have an adverse bearing on the
availability of the skilled labour force required. This in
turn may mean that the MNCs will have to train local workers
or pay higher wages for the professional or skilled manpower
required. Therefore MNCs production costs may become
less competitive.

T e ———————————————————————————————————————— e e e —————

.(*) The socio-economic plan will be considered 1n some
detail later.
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Table (C-3)
GNP at Factor Cost, Constant (1 981 /82 prlces)
Values in LE millions. . . e 1
Sector 1983/84 % 1984/85 % Rate of
Actual Planned Growth

Agriculture 3965 17.9 4115 173 3.8
industry 3130 14.1 3468 14.6 10.8
Oil 3500 15.8 3715 15.6 6.1
Electricity 158 0.7 180 0.8 13.9
Building & Construction 1045 4.7 1190 5.0 13.9
Total Commodity

Sector 11798 53.2 12668 §53.3 7.4
Communications & :

Transport 1313 5.9 1424 6.0 8.4
Suez Canal 656 3.0 683 2.9 4.1
Commerce 2790 12.6 2975 12.5 6.6
Finance 1218 5.5 1282 5.4 ' 53
Hotels & Restaurants 265 1.2 287 1.2 8.3
Total Productive

Services Sectors 6289 28.4 6702 28.2 6.6
Real Estate 430 1.9 473 2.0 10.0
Public Utilities 64 0.3 72 03 12.5
Personal Services 892 4.0 970 4.1 8.7
Social Insurance 32 0.1 35 0.1 9.4
Government Services 2655 12.0 2865 12.0 7.9
Total Social Services

Sectors 4073 18.4 4415 18.5 8.4
Total GNP 22160 100.0 23785 100.0 7.3

Source: EBCC, The Journal of Egzgtlan BrltISh Chamber
of Commerce, April, 1985, p.
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The potential market for most industrial products
may also be affected because of the dominance of agricultural
activities especially for MNCs whose operations are closely
related to the industrial market(+). Additionally, for
a MNC whose operations are located far from the main areas
of industrial concentration, may pay higher costs for trans-
portation and implementation of after sales service - 1if

applicable - etc. taking into account the viability of the

existing infrastructural facilities 1n a developing country
like Egypt.

Nevertheless, it is possible that the Egyptian
market may provide potential opportunities for the MNCs
whose market lies in the agriculture sector. The avail-
ability of raw material, local suppliers, cheap labour, etc.
makes the investment 1n agri-industrial 1nvestment for

example more attractive. It seems likely as well that

the lower competition in the industrial sector (associated
with the desire of the Eygptian government to build up

the industrial base) will provide profitable opportunities
for the MNCs concerned regardless of the problems that were

previously mentioned.

M“

(+) In the case of domestically-oriented investment.
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(2) Public and private sectors share in the GDP
Between 1960 and the mid-1970s, the public sector

dominated an increasing number of productive enterprises,
until it was responsible for approximately 75% of Egypt's
GDP. The Open Door Policy (0ODP) which started in 1974 has
begun to change this percentage. For example, private
industry, which now contributes 33% of the industrial
production, is also expected to account for 25% of total
investment under the new five year plan (1982-1987)(8).

As the growing importance of the private sector in Egypt is

evident in table (C-4), it seems likely that the MNCs are

open to bureaucratic problems when dealing particularly with

the public sector companies. Also , a source of concern
is continued government control and intervention in economic

activitiles.
Table (C-4) Private sector investment in industry,1970 & 1981

(Value in £E Million)

1970 1980/1981
Private Sector Investment 359 994
% of private sector compared with
public sector 25% 34%

Source: Ministry of Information, Cairo, 1982.
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The Five Year Plan (1982/83 - 1986/87) and the role
of private sector investment

The prime objectives of Eqypt's five year plan
summarlised as follows:(g)
(1) Changing the structure of commodity production

from an agricultural to an agro-industrial one, and
paying particular attention to some industries like

food processing, housing, etc.

(2) Ensuring the continuous and adequate supply of
the various economic sectors with their needs.

(3) Establishing integrated industrial zones in
different regions especially in desert and rural

areas, comprising industrial centres, infrastructure
facilities, and so forth.

(4) Optimum utilization of mineral resources with due
attention to the Sinai peninsula.

(5) Developing and supplying the manufacturing

industries which depend on local raw material.

(6) Strengthening and deepening the policy of the

open door economy, concentrating mainly on the
expansion of foreign partnership projects being
considered, improving the means of innovating industry
and reducing the deficit of balance of payments and
foreign exchange.

(7) Giving priority to the private sector to part-
icipate in joint-venture projects, and sustaining

an appropriate balance between the public and

private sectors.
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(8) Giving priority to institutions and organisations
for the transfer of technologqy, and improving
productivity by vocational training, higher education,
the adoption of scientific practices and quality
control.

(9) Rationalizing consumption and directing local
savings to production and development.

(10)Finally, according to the new plan, investment

1s estimated during the plan's period at about LE

34.1 billion.

In January 1983, the plan was approved by the

Egyptian parliament. The main features of the plan can
be set out as follows:

A) Resources and Uses. If one looks at table (C-5),
it 1s apparent that the major features of the resources
and uses under the 1982/83 - 1986/87 plan are:(10)

(1) Developing the GNP at 1981/82 constant price by
an average of 7.9% annually.

(2) Planning the annual final consumption at the rate
of 5.7%, which means an average increase 1n private
final consumption at the rate of 5.1% against an
annual average increase in the government final
consumption of 7.9%.

(3) An increase in exports of commodities and services
at an annual rate of 9.2% while the annual rate of

increase in imports is projected at 8.1%.
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(4) Investments planned during the five year period
are about £E 35,000 million.
(5) Total National Savings is planned to amount to

21.3% of the GNP, by 1986/87 against 12.3% in 1981/82.

(6) Table (C-5) The resources and total uses in 1986/87
plan compared with the same in 1981/82.

Value in LE Million
Annual % to the GNP at

Average Market price

Resources 1981/82 1986/87 Dev. %

1981/82 1986/87
Resources
GNP at cost price 19,638.8 28,6175 7.9 94.8 94.3
Indirect taxes 3,008.0 4,040 2.2 14.9 13.3
Less subsidies 2,000.0 2,300 2.8 9.7 1.6
GNP at market
prices 20,726.8 30,415 8.0 100.0 100.0
Imports
(commodities &
services) 8,015.0 9,535 3.5 38.7 31.3
Total Resources = 28,741.8 39,950 6.8 138.7 131.3
Uses
Private final
consumption 14,550.7 18,630 5.1 70.2 61.2
Government
final
consumption 3,630.5 5,320 7.9 17.5 17.5
Total Consumption 18,181.2 23,950 9.7 87.7 18,7
Fixed Assets 4,950.0 17,500 8.7 23.9 24.9
Increase in Stocks 200.0 100 -13.0 1.0 0.3
Total Capital |
Formation 5,5150.0 71,600 8.1 24.9 25.0
Exports
(commodities
& services) 5,410.6 8,400 9.2 26.1 27.6
——
Total Uses 28,741.8 39,950 6.8 138.7 131.5
e
Savings
from GNP 2,9545.6 6,465 20.5 12.3 21.3
Total
national
savings 3,120.0 71,100 17.9 15.1 23.3
Deficit
in the
current
payments 2,030.0 SO0 -24.4 9.8 1.7

M

Source: EBCC, The Journal of the Egyptian-British Chamber
of Commerce, May 1983, p. 4.
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From the table (C-5) one may notice that Egypt's trade,
both in exports and imports will be expanding and foreign
trade will represent about 30% either on the sources or
users sides.

B) Sectoral Investment Allocations. From the information
table (C-6) and graph (C-1) ane can notice the following:

1) It is planned to develop the public utilities at

an annual average rate of 13.9% compared with 11.4%

in 1981/82.

2) 0il production and products will be developed at

an average annual rate of 13.3%.

3) Electricity is planned to develop at an annual

rate of 10.7%, followed by industry and mining 9.8%,

housing 9%, insurance 8%, and social insurance and

government services 8%.

4) Agriculture which is expected to develop by 2.8%

in 1982/83 compared with the previous year is planned

to develop at an average annual rate of 3.5% during
the period of the plan.

5) Building and construction industries are planned

to develop at an annual rate of 7.3% during the same

period, with communication, and transportation etc.
at an annual average 5.3% excluding the Suez Canal

the rate for which is 6.4%.

6) Trade and finance will develop at a rate of 6.7

~and 6.9% respectively.
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Table (C-6) The general frame of Eqgypt's five year plan 1982/83-1986/87

(Value in LE Million)

. Planned  Avcragcgrowth%
Sector 1982/83 % 1986/87 % 1982/83 1986/87
1981/82 1981/82
Agriculture 40000 188 4,629.0 16.1 2.8 35
Mining and Industry 2.905.8 136 42594 14.9 9.0 9.8
Oiland Products 35476 166 55089 19.2 20.5 13.3
Electricity 126.8 0.6 194.6 0.7 8.2 10.7
Building and construction 1,004.7 4.7 132490 4.6 8.1 1.3
Totalcommoditysectors 11,5849 S4.3 159159  55.5 9.8 8.6

Communication,

Transport and Storage 916 0 4.3 [,110.0 3.9 6.7 3.3
Suez Canal 719.6 3.4 944.5 3.2 3.9 6.4
Commerce 2,680.4 126 34700 12.2 6.8 6.7
Finance 1,097.0 5.2 1,455.2 S.1 5.5 6.9
Insurance 31.3 0.2 69.1 -02 9.1 8.0
Restaurants and Hotd; 239.5 1.1 323.11 .1 4.0 1.0
Total productive services 5,703.8 268 713721  25.7 6.0 6.5
Housing 401.0 1.9 548.7 1.9 12.5 90
Public Utilities 42.0 0.2 72.3 0.3 114 13.9
Social and private services 866.0 4.1 1,083.4 3.8 7.0 6.0
Social Insurance 22.3 0.1 30.3 0.1 8.3 8.0
Government services 2,696.0 126 3.652.7 12.7 8.4 8.0

Total Social Services
Sectors 4027.3 189 $.387.4 8.8 8.5 1.7

Grand total 21,3160 1000 28,6754 100.0 8.5 1.9

L N EE—————— e

Soyrce: Ibid., p.6.
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7) As to the investment allocations under the 1982/83
-1986/87 plan, it is apparent that industry and

mining account for 27.2% of the total planned invest-
ment during the period. Service products, housing
and the agricultural sector and related activities
account for 20.3%; 11.1% and 10.8% respectively

(graph C-1

8) As to the relationship between the GNP and the
planned investment according to the plan projections

(11)

it appears that a) oil and o0il products will

represent the first sector contributing to the GNP

in 1986/87 and are expected to represent 19.2% of

the GNP, followed by agriculture, 16.1%, then industry
and mining, 14.9%.

b) The contribution of the commodity sectors to GNP
will increase in absoclute and relative terms, while
the productive services sectors will increase 1in
numerical terms and decreases in relative terms.

The same will apply to the total social services

sectors.

9) An analysis of the GDP in relation to other
sectoral targets shows that product (net output) is
projected to grow slightly faster than gross output.
This implies an improvement in technical coefficients,
ie. a reduction in input/output ratios. Table no.3
in Appendix (A) shows such reductions for all sectors

except electricity and social and personal services.
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Graph (C-1) Egypt: Five-year development plan 1982-83-1986/87

(A) Sectoral Investment Allocations
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Overall, however, the effect is small particularly
since manufacturing and industry generally, which
have above average input/output ratios are projected
to expand faster than other sectors. The GDP

share of 1i1ndustry, is in fact, expected to rise

from 34 to 39%. The major part of this increase

1s however, expected to come from the o0il sector.
Moreover, and despite the emphasis on commodity
sectors, the planners consider a growth rate of 3.7%

The maximum that can be expected from agriculture(12).

c) The role of the private sector's investment in the

Five Year Plan
—_— e

The private sector's actual investment contribution
for 1977-8/82 is put at 18.9%. For the present plan, it
1s increased to 23.5% - a grand total of aver LE 8, bn.

As table (C-7) shows, more than half of the private sector's
lnvestment is seen as going to the housing sector. The
private sector's annual investment in housing is in fact

set at LE 875Mn compared with an actual figure of just over
L€ 300mn in the previous year. For the commodity sectors
as a whole, private sector investment is expected to
lncrease approximately by 85% remaining at under a quarter
of the public sectors. For the service sectors other than

housing, the sector's contribution is seen as relatively

insignificant - except in finance, and insurance, hotel

and restaurants which are themselves minor sectors in

investment terms(13).
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Table (C-7)

The Private Sector's Investment Role in the Five Year Plan

€E mn _cumulative 1982/83-1986/87 at 1981/82 prices) |
. Private
shares (%)

| Public  Private  Total @ )
Primary
-Agriculture 889 789 1,678 47.0 9.7
Irrigation & drainage 1,831 230 2,061 11.2 2.8
Sub total 2,720 1,019 3,739 27.3 12.5
Secondary

Manufacturing & mining 6,842 1,775 8,617 20.6 21.7
Petroleum & products 1,337 - 1,337 - -
Electricity 2,845 by 2,904 2.0 0.7
Construction 227 415 942 44,1 5.1
Sub total 11,551 2,249 13,800 16.3 27 .5
Total "Commodity" 14,271 3,268 17,539 18.6 40.0
Tertiar roductive
. Transport, storage & .

communication 2,534 245 2,779 4.2 3.0
Suez Canal 335 - 335 - -
Commerce 421 40 461 8.7 0.5
Finance & insurance 79 40 119 33.6 0.5
Restaurants & hotels 313 140 453  30.9 1.7
Sub total 6,682 465 7,147 6.5 5.7
Tertiary - social |

Housing 266 4,373 4,637 94.3 3.6
Public utilities 2,858 - 2,858 - -
\Education §98 23 921 2.5 0.3
-Health 625 27 652 4,1 0.3
Other 1,028 9 1,037 0.9 0.1
Sub total | 2,673 4,432 10,105 43.9 54.3
Total services 12,355 4,897 17,252  28.4 60.0
Grand total fixed 26,626 8,165 34,791 23.5 00.0

a. Private share of sectoral total. b. Sector share of private total.
Source: FYP, 1n C., Daniels. Egypt in the 1980s, op.cit., p.121.
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Finally, it may be useful to present a summary of
the macroeconomic targets of the five year plan to explore
the extent to which this plan will contribute to Egyptian
economic and social development. Graph (C-2) therefore
portrays a comparison between the macroeconomic tarqgets of
the plan with what actually happeﬁed 1N previous years.
Broadly speaking, it becomes clear that the comparison
reveals to a certain extent that there is not, as expected,
a dramatic shift, regardless, for example, of the apparent

steadily rising share of allocable investment in some
economic sectdrs.

Yet, for the economy as a whole, the five-year plan
1s, arguably expected to yield a complementary increase in
Egpyt's GDP. It 1s by no means a genuine step towards the
re-establishment of Egypt's industrial base and the
development particularly of the public utilities. It seems
likely that the private sector investment is markedly
encouraged under the present plan compared with any previous
periods. As far as the public sector is conceroed, the
government of Egypt has recently (1983) announced a new
legislative procedure for further encouragement of the
public enterprises to accomplish the plan's targets. The
new legislative efforts aim in general to restructure the
nationalised industries by means of a bill to put the state-
owned enterprises on a more commercial footing by trans-
ferring the authority from Ministers to the Boards of public

(14)

companies . This simply means that the bureaucratic
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CRAPH (C-2)
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burdens and delays will relatively be eliminated, as well
as stimulating competition between the public sector's

companies.,

Additionally, the EBCC's Information Bulletin (no.

59, June 17 1985) has adduced that the Minister of Planning
announced that the dev;lopment policy for the year 85/86
aims to increase the Agriculture production to reach 4205
million LE with an increase of 127 million LE, compared
with the expected figure of this year 84/85, an overall
growth of 3.1% while the Industrial Production will reach

3970 million LE with an increase of 388 million LE, an

overall growth of 10.8%. This leads to an increase 1n

the Industrial and Agricultural Production of more than the

half billion LE during the year 85/86.

4) Market Size. As already demonstrated, the size of

market is one of the most important locational factors that
may influence the FDI decision of a MNC concerned. Questians

such as how big is an overseas market, and what 1s the

market like ?, are arguably of great importance for the
MNCs.

To assess an overseas market, it has been suggested
that criteria such as, GNP per capita, GDP, the size of

population, labour force, country's endowment and so forth

can usefully be employed(15). Using these criteria as to

the Egyptian situation, the following are probably the

main features of the Egyptian market:
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A) Income and Production. From tables (C-3) and (C-8)
in addition to tables nos. (4) and (5) in appendix (A),
it is clear that the GNP and GDP per capita are relatively
growing over the past few years. GNP expenditure also
recorded a marked increase during the mid 1970's up to the

early 1980s.

Table (C-8) Egytp'erNP and GDP growth (in £E million unless
otherwise stated).

1979 1980 1980-81 1981-82
(Preliminary) (projected) Growth

GNP (Market Prices) 13.2 16.4 19.2 21.9 13.9 |
GDP (Market prices) 12.4 15.9 18.4 21.0 14.5 |
GOP(Factor Cost) 11.9 15.6 15.8 17.9 13.5
GDP per Capita ° 303 376 421 469 11.4

(1) Fiscal year changed in 1980 to begin ©n July 1 instead
of January 1. (2) According to the World Bank Annual Report

(1980-Table 1, pp.130-131), the average growth rate of both

total GNP and GNP per cpaita of the developing countries 1in
1976~79 are 5.2% for the former and 2.8% as for the latter.

Source: Financial Times, Egypt: Survey, June 7 1982,

It is nevertheless, important to have a look at the
annual price changes and the components of the urban
consumer price index in the light of the income levels
illustrated earlier as a major determinant of demand. In
this respect, tables (C-9) and (C-10) show both the annual
price changes and consumer price index, as well as the

annual increases.
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- Table (C-9) Annual Price Changes.

Wholesale price indexa 7.8 9.3 14.8 9.8 21.7
Consumer price indexa

urban 10.3 12.7 11.1 9.9 20.7
rurail 11.9 10.1 13.3 6.2 25.1
GDP deflator 19.8 21.3 8.1 17.%4 21.7

1981 1982
8.0 9.3b
10.5 14.9
13.6 coo
10.3¢ ...

a Changes calculated from averages for year (i e average of monthly
Indices rather than December/December). b  Estimates based on less

‘than full year's indices. ¢ 1980-81/1979-80.

Sources: Capmas,. Ministry of Planning, in C. Daniels, Egypt

in the 1980s op.cit., p. 19.

‘Table (C-10) Components of ‘Urban Consumer Price Index.

Index 1980 Annual Increase (%)

(1966/67=100) 1975-80
Food & beverages

cereals 181.1 8.3
pulses 413.3 16.5
meat, fish & eggs 460.6 16.8
dairy products 380.5 14.7
vegetables 385.8 12.9
fruits 436.0 17.7
All food & beveragesP 355.6 14.4
Housing 116.1 1.5
Furniture & durables 187 .7 9.0
Clothing 248.3 15.8
Transport & communication 193.9 9.3
Services | 270.8 14.5
Personal expenses 210.7 11.2
All items 272.7 12.9

1980-81a

&%

|
=N N W N = WO &
*

L
T NN VOVNWNO

O
&
N

a Year on year, i e December to December. b Including

other sub iteimms not shown separately.

Source: Capmas (EB),loc.cit..
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It is evident that there is a substantial increase
in consumer prices. As to the component items, it has been
established that of four items showing a cumulative rate of
increase under 10% in 1976-80 there are housing, cereals,
and transport and communications. But as shown in the
final column in table (C-10) the changes in the index
components during 1981 fully demonstrate the need to take
a longer period that one year to get a realistic view of
price trends. Perhaps, price controls and sbusidies have
been most evident in basic foodstuffs, fuel prices and
rents. This in fact is reflected in the components of the

consumer price index in Table (C-10). Quite apart from

the recent reduction of governmental subsidies of some

commodities.

Moreover, as a Business International survey reports,
tbere has been a marked widening in the disparities 1in both
rural areas the top 10% take approximately 25% of available

income and the lowest 40% take about 20% of that income

with the disparity slightly greater 1in urban areas(16).

In another report, Business International demonstrates that

personal consumption in general is lagging behind the

consumer prices(17).

With respect to consumption behaviour, Egypt does
not greatly differ from most developing countries in having

relatively low spending levels in the countryside.

(18)

According to Ikram , the average annual household

expenditure in the mid 1970s was about £E 375.42 for rural
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families and it accounted for £E 556.75 for the urban
families. To some extent it could be argued that the
lower spending by rural families is usually explained by
lncomplete monetization of rural economy and lower

markups on food. At the same time, as in most developing
countries, the budget share devoted to food consumption is
high (morethan 50% of the budget for all consumer groups
except the very richest is evident in the case of Egypt
according to Ikram's study)(19). In addition, it has
been reported that a considerable part of consumption

Purchasing as income goes up (particularly with the richer
class in Egypt) appears to be spent on imported luxury
items(20)

The MNCs management would be unwise to ignore the
impact of the above problems not only upon the size of the
market either on the national level or the regional one,
but also on MNCs pricing policy which can be affected by
such problems. e.g. because of income disparity between
rural and urban areas it may be difficult for a MNC
concerned to standardize its pricing policy, to transfer
products form urban to rural regions, etc. In short the
MNCs pricing policy will probably be distorted to a great
extent. Additionally, despite the reduction of huge sub-
sidy programmes for some basic commodities and services in
the 1980s, the government still holds a considerable degree
of control on prices of many consumer goods. Even if one

considers that the reduction of subsidies is in favour of

a MNC, it is also possible that the threat of social tensions may emerge.
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(B) Population and Labour Force
As illustrated earlier, Eqgypt's population is the

largest in the Arab world and the Middle East as well (about
45.0 million, and it is growing at annual rate of 2.5%).
As shown in the following graph (C-3) the population will

reach about 68.0 million by 2000.

Graph (C-3) Eqypt's population growth, 1800-2000.

g

2000 | /7/77777777777777777777777777777777777777A4 ©8-C

1983 | | 45.0

1967 | | 30.9
1937 | |15.9
1907 [ | 11.1

1800 E 5.0 (million)

+ Estimates.

Source: Ministry of information, Cairo-Egypt : Facts and
figures 1983,
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Population density in the Nile Valley and Delta areas
has reached over 2,400 persons per square mile, the highest
in the Middle East. Moreover, Egypt is highly urbanized,

with some 9.5 million peaple living in the Greater Cairo

(21)

area, and 3 million in Alexandria According to the

foregoing figures, one can consider the size of the Egyptian
market in population terms as the largest in the Middle
East.

Another important factor with respect to Egypt's
Market Size is perhaps related to the supply of labour.
In this context table (C-11) shows an increase in the
Slze of the labour force with a 4.4% growth rate during
1979-1981382. Also Table (C-12) portrays the structure
and growth of employment in economic sectors since 1973 up
to 1981/82. Data 1n this table shows that a higher

proportion of the labour force 1s 1n agriculture.

Table (C-11) The size of labour force and its growth rate
in Egypt 1979/82

W

1979 1980 1980/81 1981/82 Growth
Rate
Labour force
(in Million) 10.7 11.0 11.3(8) 11;8Fb) 4.4

-———-——__-_——-—-————-—_——_—_—__——_—__

(a) Preliminary, (b) projected.

source: Financial Times, June 7, 1982.
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Table (C-12) Structure and growth of Employment in Egypt
1973, 1981/82.

-
Economic Sector | Proportion of Total (%)

1973 1981/82
Agriculture | 47.0 36.2
Industry 16.4 18.9
Distribution 14.5 14.2
Services 22 .4 50.8

source: C.Dapiels, Egypt in the 1980s, op.cit., p. 38.

At the same time there is a decline (10.8%) in
employment in the agriculture sector. Data also shows
employment increasing in sectors such as industry, services.
This is probably because of the emigration of agricultural
workers to other industrial sectors especially in con-
struction for example.

Generally speaking with 11.8 million skilled, semi-
skilled and hihgly educated engineers, scientists and a

managerial workforce, in addition to the population boom

Egypt can offer the MNCs a large labour force compared with

other Middle Eastern countries. (As far as the five year

plan is ocncenred it is planned to create 400,000 new jobs)(zz).

It 1s nevertheless important to note the following

related demographic indicators:(zj)
1. Life expectancy at birth (1979): 57 years.

2. » age of the population under 15 years of age
(1970): 40.

5. Literacy rate (1980) : 54.3%
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As demonstrated earlier, the MNCs which operate in

Egypt may for example need to train the local workforce

because of the low literacy level. There may also be a
problem in relation to the advertising and communication

mix in general(*) Despite the population boom, it should

be taktn into account that: (a) 40% of the total population
is under 15 years of age and (b) the life expectancy at
birth is also low compared with that 1n a developing country,

when assessing the quality, willingess, and the size, etc.

of the labour force in Egypt.

As to the costs of labour, it has been reported that
labour, in Egypt is relatively cheap (Table C-13) displays
the average wage per employer in the main economy sectors
and the average increase per annum9+) Yet, 1t must be noted

that while the price of labour is relatively cheap, hiring

professionals is probably expensive because of the emigration

of the skilled labour anod professional managers, technicians

and engineers to oil-rich Arab countries.(za)

C) Endowments. Egypt is fortunate to be endowed with

several types of endowments. Egypt posesses large deposits
of natural resources, and valuable raw materials, e.g. the
iron ores of Assean and the manganese mines of Sinai are

familiar examples. Less well known are the raw materials

m_#_m

(*) There are many examples and empirical evidence in
Chapter (1) in Section B.

(+) Next page.
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Average Wage per employee (a) 1973-1980/81
Value in &E

1973 1975 1977

(£E pa)
Agriculture 61
Manufacturing )
Petroleum ) 287
Electricity 323
Construction 223
Transport 280
BTrade & finance 190
Housing . 79
Public utilities 260
Other services 281
‘All sectors 164

107

297

376
300
315
206

99
300

344
201

108

347

328
380
385
268
103

304 )
357 )
233

1979

141
506

1,625

)33
388

472
356
117

528
344

1980/81

176
731

3,223

752
215
630
978
290
356
728
535

Average
Increase
(% pa)
15.2
14.2
26,2
11.9
11.8
11.%4
24.4
13.9

4.3
13.5

17.1

a. The published estimates for average wages are not consistent

with those for employment and the total wage bill.

The

latter are preferred in some cases for 1980/81 and are used
as a basis for estimating the annual increases for manuf-

acturing and petroleum.

(pa) per annum.

Source' : Ministry of Planning, in C. Daniels, Egypt in the 1980s,

op.cit., p. 67.
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of the Red Sea area - here a barren spine of mountains
follows the sea-line southwards towards the Sudanese border,
Separating the Nile from the Red Sea in a land of ancient
mines and quarries, and of new expectations. Otber
minerals e.g chromium, mica, nickel, graphite, gold are
being found and surveys are currently conducted in the
Western desert and along the Red Sea line. Moreover, one

of Egypt's most important natural resources particularly

In a Middle-Eastern context is its share of the world's

greatest river, the Nile(zs). Its waters are harnessed to

Provide power and canalised to irrigate the rich soil of

the country's farmlands.

In terms of the area, location, climate and topo-
graphy Eqypt is about four times the size of the U.K.,
(i.e.)1,002,000 sq. kms). Egypt's lies between the 22nd

and 32nd parallels of latitude and between the 25th and 35th

degree of longitude, and the country is mainly flat but
1n the South West, along the Red Sea and in the South of

the Sinai peninsula, rugged mountains just out of the desert

with some peaks rising to over 6,000 ft(26).

As to Egypt's climate, there is sunshine in EGypt

throughout the year, but there are noticeable temperature
differences between seasons, between day and night, and
between various parts of the country as shown in table

(C-14).
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Table (C-14) Eqgypt's climate in selected cities.

-
Alexandria Cairo Luxor Aswan

Winter Summer Winter Summer Winter Summer Winter Summer

Temp. Max. 18.8 30.2 19.6 33.5 24.0 40.6 24.0
C Min 9.6 21.2 9.7 21.4 5.6 21.8 8.5
Humidity % 69 70 58 54 48 29 34
Rainfall

(min.)  147.4 0.3 25.0 0.0 00 00 00

Source: Ministry of information, op.cit., p. 6.

In addition, Egypt is a hub country, one of the most
important centres of commerce throughout the world. The
Suez Canal which has received so much publicity over the
Years, ranks as one of the world's most 1mportant sea passages.
Egypt has always been a commercial crossroads for the East -
West trade. Her commercial wealth is based on Egypt's

geographical position at the crossroads of trade routes

from three continents (Asia, Africa and Europe) which causes
a bottleneck in the passage from the Indian Ocean to the
Mediterranean, (see Map C-1).

Above all, Egypt by its favourable geographical

position, climate, history and civilization holds an irresi1-
stible fascination for tourists. The tourist field in Egypt
could be classified in two major forms of tourism: (1) trad-
itional tourism (e.g. cultural and religious tourism), and

(2) active tourism (e.qg. spdrts, health, youth, cars, yachts,

desert and aqua safari hunting, advanture and congress tourism.

40.6
24.0

16

00
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The importance of tourism to Egypt is evident in table

(*)
(C-15). It portrays some information concerning revenues,
number and classification of tourists, and their evolution

1977-81, in addition to the planned accomodation capacity,

1980-84.

(5) Exports - Imports and the Egyptian Trade Policy
Arguably, a MNC may need to investigate both 1ts

inputs and outputs in the context of exports and imports
of the host markets potential. Such investigation would
help in exploring the potential opportunities for exporting
or manufacturing in the host market concerned.

Studying the country's trade policy, sources of

supply and the major customers (ie. the trading partners)

of the host country will probably show the measures and
restraints which may*impede trading activities with that
country. In addition, it may demonstrate to some extent
the government's ideology and its main orientation (ie.
Western or Eastern-oriented).

Earlier, Egypt's exports and imports of main commodities
and products in addition to the main trading partners have
been generally illustrated in the context of the Middle
Eastern countries. Yet it is appropriate to look at the
items of exports and imports as well as the major trading
partners in some detail. Thus, according to the most
available data in this respect the salient features of Egypt's

exports and imports in addition to its trading partners

¥ (Overleaf.
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Table (C-15)

Evolution of Tourists,

revenues, main nationality groups,
1977-81 and planned accommodation ceapacity, 1980-84.

Source:

TOURISTS (Thousands)
. Main Nationality Groups . Number Total Tounsm
(A) Arabs Europeans Americans Others Total of Tounst Revenues

‘ nights (millions S) -
1977 474.8 342.9 97.0 89.2 1003.9 6339 728.2
1978 455.4 367.5 136.3 92.6 1051.8 7137 702.3
1979 3969 526.3 151.9 89.0 1064.1 7104 601.5
1980 479.4 496.0 518.1 119.6 1253.1 8083 776.2
1981 578.7 481.0 172.6 143.7 1376.0 9806 6235.7

(B) Planned Accommodation Capacity, 1980-84 |
Region 5 +4 Star 3+2+ 1Star Total

Hotels- Hotels & Furnished
Flats

Cairo 8500 5000 13500
Alexandria 1700 1000 2700
Luxor G900 500 1400
Aswan 900 500 1400
Floating Hotels 1000 1000
Red Sea 200 1000 1900
North Coast 1700 2500 4200
Others .
Total 17000 11000 28000

EBCC, The Journal of tgyptian-British Chamber of Commerce, Nov, 1982, p.9.
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can be pointed out in the light of the following graph

and tables:

1) Graph (C-4) shows the value of total imports and
exports of Egypt, 1978/79 - 1981/82. fFrom this graph, it
is apparent that the value of imports and exports during

1978/79 and 1979/80 is lower than the value realised in 1981/82.

Graph (C-4) Egypt‘s value of total imports 'and exports,
1978/79 - 1981/82.

e —— -
— — S Sl e 3 e = e S— i —
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- 384 -

As stated before, the Egyptian trade in general during the
late 1980's particularly has been affected by the Arab
boycott after the 1977 Peace Ireaty with Israel. By
electing Mr Mubarak as President of the Republic in 1981,

a person who had indicated greater interest 1n mending ties
with Arab nations, some Arabic markets have as a result been

open to Egyptian trade because of the improvement in Egypt-

Arabic states relationships.

2) Tables (C-16) and (C-17) shows the main exports and
lmports of commodities and products, 1973-1981, classified
by: (a) main economic category and (b) main commodities and

(*)

products.

Based on the preceding tables, it is possible to
characterise the structure of Egypt's exports and imports as
follows: (a) exports of petroleum (crude oil and o0il products)
and raw materials (particularly raw cotton and cotton yarn)
accounted for 83% of Eqypt's visible exports in 1981 against
64% 1in 1973. A considerable annual increase in those two
commodities in the early 1980s compared with the 1970s 1is
also evident.

(b) Imports of consumer, capital and intermediate goods
have moved markedly in step since the mid 1980's. 1.e.
between 1975 and 1981 the biggest increase was for consumer
goods, followed by capital goods and intermediate goods
respectively. Perhaps the increases in imported capital
goods and some items of intermediate goods e.g. cement,

reinforcing bars may be the result of the high investment and

M——_—-._—_—__——-_ﬂ_—_

(*) For tables (C-16) and (C-17) see following pages.




Table (C-16) Egypt's exports of aooam..ﬁwuurmd.

(A)Expoits of Goods bv Main Economic Cateqory, 1973-81.

585

(£E mn) |
- _ Raw Semi
etroleum  materials finished Fini
1973 45 237 59 _o_w hed ._.omww
1974 50 318 86 139 593
1975 52 247 89 160 548
1976 149 227 /7 142 295
1577 162 261 90 155 668
1978 189 199 147 145 680
1979 236 350 209 193 1,288
1980 1,370 401 209 152 2,132
“Www 1,457 425 226 155 2,263
share (%

wawe® B B B 3
Annual increase (%) 54 8 18 5 23

- oy

~(B) Exports of Main Commodities and Products, 1973, 1978-81..

nhm.s:v

1973 1978 1979 1980- . wmwwu :

Crude oil 36,9 140.7 396.5 1,233. ,233.
Petroleum products 7.8 47 .9 138.9 137.3 223.8
Raw cotton 191.9 131.5 267 .3 296.4 320.0
Cotton yarn by 2 89.6 130.1 135.9 108.6
Cotton goods 16.7 40.8 56.0 562 39.2
Oranges 15.8 20.7 14.4 27 .2 33.0
Potatoes 6.6 5.8 18.8 22.7 17.9
Bleached rice 23.6 18.5 22.1 23.0 28.7
Refined sugar cane 4, 7.2 ' 8.9 3.0  10.4

. ch%m:mca m:moﬁ 0.4 29.0 32.1 35.4 77.8 .

Sub total items above 348.0 531.7 1,085.l 1,970.4 2,092.9
Share of total exports (%) 78.9 78.2 84.3 92.4 92.5

Source: Capmas, in C. Daniels, Eqypt in the 1980s, op.cit.,pp.82-83.
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lable (C-17) Egypt's imports of goods, 1973-81.

(A)Imports of Goods by Main Economic Categor

£L mn

1973
1974
{975
1976
1977
19738
1979
1980
1981

137 share i‘éz!

Annual increase (%)

Fuel & raw
materials

88
318
394
299
285
335
343
497

1,028

24
16

36

1973-81
Inter-
mediate  Capitai Consurner
goods goods goods Total
132 79 62 361
316 124 162 920
619 260 266 1,539
445 405 341 1,490
618 567 414 1,884
812 859 626 2,632
894 223 626 2,686
1,277 833 795 3,402
1,959 1,588 1,612 6,187
37 22 17 100
32 26 26 100
40 46 )0 &3

(B)IEnEEorts of Goods, Further Classification, 1973 and 1978-81
mn

Fuel & raw materials

- Crude oil & products
Wheat & majze
Tobacco

Wool & other

Sub total
Intermediate goods
Fats & vegetable oils
Wood

Cement

Reinforcing bars
Chemicals &
condensation products
Other

Sub total

Capital goods

Textile machinery
Yehicles

Pumps

Excavating machinery
Electrical machinery
Other

Sub total

Consumer goods

Cars & other durables
Sugar (refined)

Dairy products

Wheat flour

Other

Sub total

Grand total

1973 1978 1979 1980 1981
7.0 28.7 14.6 23.4 138.4%
55.1 207.6 205.6 380.6 751.8
11.0 50.0 60.5 49.4 65.0
14.5 48.9 62.6 43.6 73.4
87.6 335.2 343.3 497.0 1,028.6
16, 60.1 75.0 79.7 84.6
11, 109.6 98.9 191.6 264.3
0. 44.5 99,0 103.1 164.9
5. 50.4% 122.8 206.8 192.4
20, 76.2 103.8 166.7 146, 4
78, 471.4 394.5 528.8 1,106.5
131.8 812.2 894.0 T1,276.7 1,959.1
11 60.8 41.1 45.0 70.4
5 232.5 203.1 172.9 414.1
2 25.2 24.9 33.0 66.3
5 86.0 97.8 113.6 95.1
2 23.4 20.1 26.9 117.5
52 430,9 436.3 436.5 324.8
79.2 858.8 823.3 832.9 1,588.2
11.7 173.4 169.4 166.7 311.6
40.6 34.9 84.7 164.4
i. 49.0 49,2 78.1 150.9
10. 74.8 68.4 71.7 250.8
38 288.2 303.7 394.2 422.3
62.5 626.0 625.6 795.4 . 1,300.0a
361.1 2,632.2 2,686.2 3,235.3 5,875.9a

———
a These totals are as they appear in the Economic Bulletin but are less

than those given elsewhere

Source:

Capmas,

ibid., pp. 83-84.
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the rapid economic growth rate since the adoption of the 0DP
in 1974, It appears also that the liberalisation process
has led to a significant upward shift in the proportion

of consumers' imported goods.

It is nevertheless important to note that, in the
early 1982 the Egyptian government placed a high priority

on intermediate and capital goods rather than luxury non-
essential imports(27). This new emphasis on the productive

sector rather than on the consumer sector resulted both
from the decrease in avallable foreign exchange and the

desire for more equitable distribution of Egypt's financial

(28)

resources In short, the economic problems will

remain the top priority of the govénrment. The high

population growth and rising public expectations, are

agricultural production; the coutnry imports half of its

food, etc.(zg).

3) Table (C-18) displays the main trading partners
with Egypt, and table (C-19) shows OECD exports to Egypt
and imports from Egypt 1982-83. From these two tables,
1t is apparent that the bulk of Egypt's trade is western-
oriented, especially since the mid 1970's i.e. as a result

of the 0ODP.

The salient features of Egypt's trade policy can be
summarised as follows:(30)
(1) tariffs on raw materials and capital goods are

generally low, while rates are high on luxury

consumer goods.
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Table (C-18)

Amwmx orts to Main

Egypt main trading partners, 1973 and 1978-81.

Trading Partners

£EE mn

1973 1978 1979 1980 1981 1973 1978 1979 1980 1981
DME DME
1taly 19.5  80.9 353.3 610.7 580.3. USA 45.2 430.6 478.8 656.3 1,215.7
USA 6.7 37.0 44,2 163.3 8.4 west Germany  28.3 289.3 283.0 321.0 628.1
Netherlands Jel 34.4 97.8 122.6 93.3 France 0.7 194.4 206.9 3%7.9 J83.1
West Germany 13.9 28.2 67.3 3.4 Jle7  naly 17.0 198.5 228.1 229.0 456.1
UK 14.9 27,0 63.1 67.1 29.4 yk 13.6 197.9 179.0 207.6 303.2
Japan 28.3 J3l.2 J58.6 50.2 110.1 Netherlands 11.0  73.2  77.4  69.3 191.8
m._WMno 10.7 31.9 35.8 36.9 /1.8  Japan 5.5 132.5 130.3 159.3 268.7
C | PE ;
USSR 146.0 115.2 101.8  89.5  93.l .mw.m.m 25.6 89.0 53.5  53.6 160.4
Rumania 11.3 10,2 4.4 /7.8 587 Rumania 16.4 71.9 33.3 108.6 200.0
Yugoslavia 4.6 23.6 J7.9 483 32,6 East Germany  18.0 319 25.1  20.9 34,6
Czechoslovakia 26,2 1> 32,0 24.7 6.3  Czechoslovakia 11.9  31.8  23.7 355 52.7
China 7.6 254 21.8 39,0 47.9  yygoslavia 2.2  74.5 43,0 74,3 77.2.
East Germany 17.3 24,4 30.8 13.5 15.1 china 10.2 23.4 24,1 20.6 43.6
DGE DGE
Saudi Arabia 3.2 5.7 32,9 38.9 J56.1  Taudi Arabia 0.2 2.2 23.7 33.0 37.6
Lebanon 3.5 7.7  13.2 12,6  15.9: Lebanon 7.8 117 13.3  17.9 28.2

DME = development economies, CPE = centrally planned economies, DGE = developing
economies,

Source: Capmas, in C. Daniels, Egypt in the 1980s,

op.cit., pp. 79-80.
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Table (C-19) OECD Trade with Egypt, 1982-83.

OECD Exports OECD Imports
to Eqypt from Egyypt
| 1982 1983
U.K. 590 560
U.S.A. 2880 2810
JAPAN 660 .850°
GERMANY 1150 1160
FRANCE 1000 ._:o.
ITALY 840 900

% of O.E.C.D.

Total Exports - -
U.K. Market Share

of O.E.C.D. Total% : - e
U.K. Market Share -

ofthe6 Countries% 8.3 7.6 -

Source: EBCC, The Journal of Egyptian-British Chamber of Commerce,
December 1984, pp. 29-31.
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(2) Egypt's tariff system is based onthe customs
co-operation council nomenclature. In the vast

majority of cases, duties are assessed Ad. Valorem

on the Cif value of goods.

(3) An economic development tax of 10% of Cif value is
payable on imports, and 5% in the case of essential
foodstuffs imported by the Ministry of Supply.

A statistics tax of 2% of the Cif value is also
payable on all imports except wheat.

(4) According to Law no. 133 of 1981 (as amended by
law 102 of 1982 and law no. 360 of 1982) relating to
lmports and exports the rate of duty varies depending
on the product. No tax is payable on goods entering
the free zones, or goods being exported abroad from
the free zones. Goods entering Egypt from the free
zones are subject to tax, material entering Egypt for
local assembly are subject to tax on arrival and a

special tax is payable on the end product. Goods

manufactured locally are subject to a lower rate of
tax than similar imported goods.

(5) The ministry of foreign trade is responsible for
planning, controlling and drawing up of the long-term

policy for imports and exports and supervising the
foreign exchange budget. All shall be subjected to
the specific control on exports and imports. Also
commodities subjected to control cannot be exported

before the obtaining of -an investigation certificate
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testind their conformity with the conditions and
specifications to be laid down by a decision of the
Ministry of Trade after agreement with the competent
authorities (Art. 10, Sec. 3, Law No. 118 of 1975).
The same conditions are also applied in regard to
imported goods. -

(6) All public purchases are made by tender (either
opeﬁ or limited), and offers must be submitted through
the Egyptian agents. Only very rarely are companies
allowed to purchase direct from an overseas supplier,
and this is usually restricted to spare parts for
existing machinery.

(7) Imports under "open licence" or "own exchange"
provisions do not count against foreign exchange
budget quotas. The"open licence" system applieé to
certain commodites for which banks are authorized

to provide exhange at the established rate for their
importation without restriction.

(8) A few items are prohibited altogether,including*
rockets and explosives, and various textile products.
(9) Import licences are required for a range of
products, e.g. telephone cables tractors, etc. and
the import licences are valid only for six months.
(10) Private sector companies were given the right

to seek suppliers abroad in 1975 and there is a

gradual trend away from using the public sector

trading companies.
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(11) Companies may utlize their own resources of
foreign exchange to purchase goods from abroad and
such imports are not subject to the govermment's foreign
exchange quotas. However, private sector trans-
actions under the "own exchange" system must first
have the approval of a special determination
committee.

(12) Import-agent services are offered by the state
trading companies, and by individuals and companies
in the private sector.

(13) Except for strategic commodities (cotton, rice,
o1l, etc.) private sectors can export anything, and
can import anything except war material.

(14) Egypt is a party to the GATT agreements of 1970,

and 1t has a preferential trade agreement with the

EEC.

Finally, it has been arqued that the problems for
the MNCs with respect to Eqypt's trade policy lie in the risk
of policy reversals. They may occur for a variety of reasons,
and some may be a result of the liberalization policy or
process which was adopted in 1974. Unless carefully and
gradually implemented, liberalization often creates social

and political tensions that can force a government to abandon
or change its policy drastically(31). It is nevertheless
important to note that President Mubarak is always stressing

the importance of the liberalization policy to the Egyptian

economy. He has confirmed several times that the 0ODP 1s to
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continue, further encouragement are underway and there will

be no reversal of this policy.

(6) Channels of Distribution. Channels of distribution

1n Eqypt are composed of or complemented by agents, and
distributors; retail trade, government procurement systems;
foreign assistance programmes; and expositions such as the
Cairo Fair. However the following are mainly related to agent,
distributors, wholesalers and retailers(BZ):

(a) Agents and distributors - Agents can be of the public
or private sector. They must be of Egyptian nationality.
(b) Private enterprises can purchase goods directly or

through agents. While public enterprises can purchase goods

only through agents (either private or public), except for

the purchase of military goods.

(c) Agencies are required to be 100% Egyptian-owened, and
all members of the board of directors must be Egyptian. Agents
must be registered with the Ministry of Foreign Trade and their
commission revenues must be described. Agents can be
exclusive or not and a company can have different agents for
different prdoucts.

(d) Wholesale and retail trade - Wholesale and distribotion
operations tend to be carried out by vertically integrated

merchants or by public sector trading companies.

(e) tgypt's retail trade is dominated by a large nubmer
of small, privately owned shops and vendors.
(f) Government co-operatives with hundreds of outlets also

combine wholesale and retail activities by buying directly
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from importers, domestic co-operatives of factories, and
retailing through their own outlets. Finally, the
government also operates large relatively modern department
stores in the major cities.

It may be useful in this connection to report that
a field study's findings revealed that the tendency of the
public companies to sell directly to the final consumers
and industrial users is due to a desire either to exercise
greater control over d$Stribution or to get closer contact
between the company and the users of the product. It has
been demonstrated that 30 firms are mentioned as containing

4 group of 18, a group of 14 and an unspecified remnant.

(33)It

1s lack of clarity. 1s however, possible that the problems

which may emerge from the government control over the
distribution of industrial products will also apply to the

MNCs which operate in Egypt.

(*)

(7) Infrastructure - Information and mass media
Infrastructure is a critical variable in the analysis
of a foreign economy. Whenconsidering the potential profit-
ability of operations in a given country, the international
marketer must evaluate the infrastructure facilities and
degree of development. In very broad terms, Egypt in this
respect suffers from various infrastructural deficiencies
(like many Third World countries), such deficiencies may
affect tremendously the MNCs activities in Egypt if it 1s
(*) Tbis factor will be considered in a development context
(in the third section of this Chapter regarding the
Cultural factors in Egypt. Examples of problems which
apply to MNCs which manufacture in developing countries
4S a result of infrastructural deficiency have also been
demonstrated earlier. In the context of analysing the

case of the Middle Eastern countries, numerous 1ndicators
concerning Egypt have also been reported (see Chapter (1),
1 $




- 395 -

believed that the more adequate the quantity and quality

of transportation, communications, information media, etc.

in a country, the better the firm can perform its own
production and marketing tasks there(Ba)._ Where these
facilities/services (e.g. paved roads, advertising media
availability, enerqgy suppliers, etc.) are not adequate,
the firm must adapt its operations, or perhaps avoid the

(34). Furthermore, the size of market

market altogether
potential is to some extent contingent upon the 1infra-

structural facilities available.

(8) Egypt's Financial Commitment. Egypt like many _

developing countries suffers from =a shortage of foreign
exchange required to serve FDI and money supply on a broad
definition. In short, Eqypt's financial commitment can

be highlighted according to the following basis:

1) Balance of payments. table (C-20) reflects the
following facts (a) in 1983/84 exports accounted for one
third of Egypt's total foreign currency earnings while
payments for imports accounted for 4.2% of the total

payments during the same year. Comparing these figures

with those for the previous year, opne notes that the trend
is continuous. b) Income from tourism during 1983/84

must be set against expenditure for the same purpose,
arising mostly from more spending by Egyptians abroad,

(c) proceeds of interests, profits and similar credits from

Egyptians abroad is higher than proceeds from exports
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Table (C-20) Eqypt's balance of payments 1981/82 - 1983/84.

(Values in LE mn calculated on the basis of $1 = £F 0.81)
Reference 1982/83 - '1983/84 Changes
Year Inflow ()
1981/1982 | First current transactions Value % Value % 1983/84
2765.1 1 Exports 2682.9 2861.7
401.2 2 Maritime Transport & Navigation 451.7 427.8
636.2 3 Suez Canal 669.6 681.8
2090.8 4 Interest, profits & similar from
Egyptians 2998.2 3562.6
846.6 5 Tourism 1090.2 1065.5

7 Payments for Imports 73.7
8 Other Commercial payments 1.1
9 Maritime Transport & Navigation 1.3
10 Interests, profits & similar 9.1
11 Tourism 2.9
12 Government's expenditure 2.0

13 Other payments 9.9
_8606.6 |14 Total (7 to 13) | 8664.5 100.0 | 9694.6_100.0 |1030.1
(6 - 14) (27 1.9)
04 |16 Second Transfers w79 I 83 |
(1831.0) |17 Balance of current transactions

& transfers (15 - 16)

source: EBCC, The journal of the Eqyptian-British Chamber of Commerce,
April 1985, p.7. 3
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including o0il, and is still consistently rising during the
last few years. It represents 41.4% of all bgypt's proceeds
from current transactions and (d) the final balance of
current transactions and transfers in 1983/84 showed a
deficit of LE 1076.9 million as against 754 million and 1831
million in 1982/83 and 1981/82 respectively (only 2.7% of

the value of foreign transactions recorded by the Central
Bank of Egypt are settled under bilateral payments agreement,
the Palance of 97.3% being transacted in convertible

)-

currencies)(35

In general, it has been reported that the volume
of Egypt's current transactions with the outside world
increased by 10.5% during 1983/84 when it totalled LE 18.29
million, as against LE 16.557 million in 1982/83 according
to preliminary estimates issued by the Central Bank of
Egypt. This increase was mostly due to an increase in
current payments which grew by 11.9% rather than to an
increase in current proceeds from both visible and invisible
transactions which increased by 9% during the same period.
'As a result the deficit in the balance of current payments
increased from £E 754 million in 1982/83 to £E 1077 in

1983/84%36)

2) Sources of foreign exchange. The main sources of
foreign exchange during 1981/82 - 1983/84 are shown 1n

graph (C-5). Exports and the surplus in invisible trans-

actions are still the main socurce of foreign exchange (for
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the coverage of imports and that surplus during the last

year was higher than the fiqure of Egypt's total visible
exports including oil during the same period(37). In this
connection, it is useful to note that the big increases

ln money supply at an average compound rate of 29% a year
between 1972 and 1981, and the real increase in national
1ncome (which grew at around 8% a year and at 21% expanding
five and a half times over the same period). It has been
reported that because local consumptions rising at 15%

annually, the official inflation rate which is running at

16%, etc.  These factors may influence Egypt's foreign

' : 39
exchange income i.e. they cannot make up the trade gap(38)’( ).

3) Other financial flows. Eqgypt receives substantial
ald inflows from several sources e.qg. aid from the US 1s

running at over $1 billion a year. The U.S. has also agreed

to increase its aid to Egypt in 1985 by $385 million(QO).

Other western nations contribute funds on a smaller scale.

Egypt receives financial suppoart from multilateral institutions
such as the World Bank and its affiliates and other U.N.
bodies. It has also been expected that improving relations

with other Arabic nations are likely to provide a tangible

(41)_

thrust for further financial inflows to Egypt The

International Bank has agreed recently to extent a loan of

two hundred million US dollars to Egypt for the mechanisatilon

of agriculture(aZ).
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4) Foreign debt and reserves. Tables (C-21), (C-22)
and (C-23) show Egypt's foreign debt and reserves. In
general, Egypt's debt burden has been kept to a manageable
level with the debt service ratio in 1980 remaining below
the levels reached in 1977-1978. The ratio of total debt
service to GNP was 6.9% in 1980 and in the 1982/83 budget
the servicing of debt is estimated at 7.5%. Meanwhile,

Egypt's total reserves increased markedly during 1980 and

1981 compared with 1978 and 1979. But the total reserves
including gold valued at current market prices fell by 19%
over the year ending July, 1982, to $1.44 billion which

was low by international standards being sufficient in 1981
(43),(44)

to cover an average of 2.5 month's imports

Finally, table (C-23) shows public foreign debt and debt

servicing projection 1981/82 - 1986/87.

Table (C-21) External debts (U.S. $ Millions)

1976 1977 1978 1979 1980
Total outstanding public debt 8,781 12608 14312 16037 17386
of which:
disbursed 5767 8092 9921 11409 13054
debt service ratio %(+) 18.5 24.2 22.5 15.8 18.9
+ Debt service ratio = payments

of interest and public and
publicly - guaranteed debt as a
percentage of earnings from
exports of goods and services.

Source: Lloyds Bank Group Economic Report, 1982, p.27.
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Table (C-22) International reserves 1978 up to 1983.
($ Million)

1978'2)  q979(3) 19808} 1987(2) 19822)  19g3(0)
Gold (valued at 35 SDRS per
tory ounce) 104 104 103 103 578 757
Foreign exchange 481 229 1046 1152 698 7142
SDRS 11 - - - - -
Reserve ﬂomwwwo: in the IMF - - - 28 - 37
Total Reserves 296 635 1149 1283 1276 1531

Sources: (a) Ibid., p. 27.
(b) Lloyds Bank Group Economic Report, 1984, p. 24.
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Table (C-23) Public foreign debt and debt servicing

projections, 1981-82 - 1986/87.

Debt at Debt Debt Service Ratios(%)
year end Service (£E mn)
Interest Total GDP Exportsa EEEE?BES

1981/82 13.0 5175 1575 7.6 29 .1 21.9
1982/83 14 .1 640 1690 7.5 27 .6 21.4
1983/84 15.1 660 1760 1.2 26.4 20.5
1984/85 15.7 685 1835 7.0 25.6 19.9
1985/86 16.1 715 1915 6.7 24.7 19.3
1986/87 16.2 750 2000 6.4 23.8 18.7
a.

Goods and services including foreign partners' oil share.

source: FYP, in C. Danjels, Egypt in the 1980s, op.cit.,

p.116.

(9)/ Government subsidies and inflation growth rate.
Over the past thirty years or so, it has been the practice

of successive governments in Egypt to earmark funds

specifically for reducing the cost of living. In 1975

government subsidies totalled LE 642 million and thereafter
continued rising until 1981, by which time the total had

reached a staggering LE 2000 million.. Since then, as a

result of government action, this fiqure has finally been
-reduced with the total amount allocated to direct subsidies
standing at LE 1500 million in 1983/83(45)

The economic, social and political effects of
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of subsidies are numerous, e.g. the current subsidy policy
1ncreases rather than lessens the economic obstacles currently
facing the country, reduced prices encourage increased
consumption and this in turn leads to an 1increase in botb

the internal deficit and that of the balance of payments(aé).
Moreover, subsidies combined with the failure of government's
policy of price control may distort market forces. As
1l]lustrated earlier, the current indications of 1ncreasing
lncome gaps among social- classes may be the result of the

failure of the price mechanism to achieve social justice.

In other wordq, subsidy policy which was designed to help

the poor is also benefiting others including the wealthy and

foreigners who do not pay tax. Subsidies may also create

a false impression that the government is capable of main-

taining low prices in basic commodities apart from the price

fluctuations that occura7). Also, when reducing subsidies

for basic commodities and services social and political
tensions may emerge.

In terms of inflation rates in Egpyt, tables (C-9)
and (C-10) in addition to graph (C-6) demonstrate the
trend of inflation from 1977 to 1984. It is also apparent
from the graph that Egypt suffers from high inflation rates.

Because Egypt is very vulnerable to pressure from world
inflation as a result of its high level of imports as well

as the extensive system of subsidies, it is also possible

that the inflation rates will keep rising. The official
1nflation rate estimated in 1984 was 16% but this f1lgure

does not take into account imported non-subsidized goods.
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The real rate according to Business International will be

: 48
20-30% per annum over the next five years( ).

As to the possible problems for MNCs which operate
in or export to Egypt, it is possible that subsidies,
price controls implemented by the government and high
inflation growth rates will influence the ability of the
MNCs managers to control their marketing operations or
control the costs of production inputs. A MNC's ability to
move funds or goods between Egypt and other overseas markets

will be influenced also by the inflation differential rates

between Eqypt and its counterpart market.

Graph (C-6) Rates of increase in consumer prices 1977-1984.
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sources: (1) 1977 up to 1981 drawn from Lloyds Bank Group Economic

Report, 1982, p.6.

(2) 1982 drawn .from the fFinancial Times, Survey, June,1982.

(3) 1983 quoted from, EBCC, the Journal of Egyptian
British Chamber of Commerce, December, 1983, p.12.

(4) 1984 and the projected figure of 1990 drawn from:
Business International, Eqypt: prospects for profit,
p.247.
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(10) Gross fixed investment. The trends of fixed invest-

ment in Eqypt since 1955 demonstrates continuous growth
over the last three decades. A marked increase in fixed

investment in several economic sectors 1s also evident

. (49)
during the 1970s compared with both the mid 1950s and 1960s .

The increase in the gross investment during the 19/0s 1s
probably due to the OPD which is also associated with the
development of the relationships between Egypt and several
Western bloc countries, particularly the U.S. This in turn
encouarges the inflow of foreign investment to some extent.
Without embarking on more detail, table (C-24)
illustrates total fixed investment, 1977—19?1/82 and the
planned sectoral investment and GDP increases in the 1982/83
- 1986/87 plan. Looking at the sectoral shares of gross
fixed investment, it is apparent that both the tertiary-
distribution sector and industry (manufacturing, mining
and electricity) received shares of gross fixed investment
much above other public sectors economic activities in
1977-1981/82. Housing and public utilities received also
an aggregate about 16.6% of total sectoral share during the
same period. It appears also that the main participation
of the private sector investment lies in agriculture (ie.
primary sector), construction industry and housing. Perhaps
a closer look at the planned investment in 1982/83 - 1986/87
plan may suggest that the concentrations of investment in
the secondary and tertiary - distribution sectors will

probably yield an appropriate increase in the GDP.




Table (C-24) Gross fixed investment in Egpyt.

(values in LE mn at current prices)
2) Planned sectoral investment & GDP Increases in
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(1) Fixed Investment, 1977-1981/82 the 1982/83 - 1986/87 plan
Public Private Sectoral Privates GDP increase Investment flrude
cector sector Total share (%) share (%) £E 73 Share EE mnd  Share T cor
Primarv (%) %a
>WﬂwﬂC~nCﬂﬂu m—.ﬂmmmﬂmﬂﬂ Primar
& drainage 1,117 487 1,658 9.2 23.4 ﬂncmc? ) 768 3.3 1,678 4,8 4.9
Secondary lrrtgati drainage ) 2,061 3.9
Manufacturing & mining 3,902 967 4,369  27.0 19.9 munm:ammuﬁ in3e
Petroleum & products 476 - 476 2.6 . Manufacturing ) 1,694 - 18.3 8,617 24,8 5.1
Electricity 1,292 - 1,292 7.2 - Miningz y °? ’ .
Construction 449 163 s 3.3 258.1 Petroleum & products 2,294 24.7 1,337 3.8 C.6
Sub total 6,119 1,110 7,225 40.1 15.4 Electricity 77 0.8 2,504 8.3 37.7
Total "Commodity" . 7,290 1,597 3,887 8.0 13.0 Construction 434 4.9 942 2.7 2.1
Tertiary - distribution Sub total 4,519 48.7 13,800 39.7 3.1
Transport, storage Total "Commodity" 3,287 57, 17,539 ’0.4 3.3
& communication, Tertiar roductive
Suez Canal 4,258 150 4,408  24.4 3.4 Transport, storage &
Trade & finance 460 76 236 3.0 14.2 communication 505 5.4 5,779 16.6 11.%
Sub total 4,718 226 4,944  27.4 8.6 Suez Canal 206 2.2 335 1.0 1.6
Tertiary - services Commerce 972 10.5 561 1.3 0.5
Housing 472 1,377 1,849 10.3 74. Finance & incurance 437 4.7 119 0.3 .3
Public utilities - 1L,135 - 1,135 6.3 - Restaurants & hotels 23  _1.0 3 1.3 5.9
Other services 1,230 259 1,489 NMM WMM Sub total 2,219 23.9 7,146 20.5 3.2
Sub total 2,837 1,636 4,473 : : Tertiary - .
Total tertiary 7,555 1,862 9,417 _52.2 19.8 Housing . 192 2.1 4,637 13.3 24,5
Grand total 14,345 3,459 18,304 101.5 13.9 Public utilities 35 0.4 2,358 8.2 81.7
Less land 115 151 266 1.5 56.3 Scctal & personal 317 3.4 )
Gross fixed investment 14,730 3,308 13,038 100.0 13. Social insurance ‘10 0.1 ) 2,610 7.5 1.7
| Government services 1,221 13.2 )
a | e private share of total for economic sector. Sub total 1,775 19.1 10,105  29.0 5.7
Total services 3,994 3.0 17,251 49, 4.3
. Grand total 9,281  100.0 34,791 100.0 3.7

a. At 1981/82 prices. ICOR = The crude incremental
output ratio.

ik T J.._._.l .......H. . =l .n.-_ L s LA ...U.__.}......l .ur.iﬁ. AR S ..n.mtw.-. * o Wi oo F o, o e HA e
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1.2 The political characteristics .
Egypt was proclaimed a Republic following the

revolution of July 1952 which resulted in the abolition of
the monarchy. Nasser was subsequently elected the Republic's
first President in 1956, a position which he held until
his death in September 1970. When Nasser died, Sadat was
elected the Republic's second president in October 1970.

In December 1970, Sadat - after he had been elected -

ordered a sweeping reform of the sequestration and confis-

cation policy. Sadat's policy, in sum, was based on the
followilng domains:(so)

(1) The sovereignty of law.

(2) Democratic dialogue.

(3) Removing unproductive bureacratic procedures and reduce

bureaucratic controls and burdens.

(4) Setting up a free currency bank and free zone.
(5) New legislation concerning foreign, including Arab,
capital investment.
(6) Re-organizing the government's structure.
In 1974, the ODP was started by passing Law 45
concerning the investment of Arab and foreign funds and

the free zones. In spite of the ODP having given rise to

a good deal of debate regarding its costs and benefits,
it could be argqued that the policy has removed to some

extent the dogmatic socialism policy which was adopted 1in

the 1960s.

At the present, the Egyptian political scene has
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become more democratic, though still characterized by
government control and heavy involvement in economic
affairs in particular. Centralization of economic decisions
at Ministerial level, bureaucratic burdens, undermanaged
public-companies, etc. are evident in Egypt. It 1is
nevertheless important to note that the historic election
of May 1984 brought a revived opposition party, the New
Wafd, into the Egyptian Parliament (People's Assembly).

As far as the MNCs are concerned, despite the above-
mentioned obstacles, and after the assasination of President

Sadat (October 1981), President Mubarak and his qovernment
stil]l encouraged the ODP.

The salient political-leqgal features of Eqvptian politics:
In sum, the following are arquably the fundamental

characteristics of the political climate in Egypt:

(1) The government structure. The current structure

1s based on a President of the Republic, a Prime Minister

who heads a cabinet made up of 4 Deputy Prime Ministers each

of whom is responsible for a section of the country's
administraiton, and about 27 Ministers as shown in Chart
(C-1).

Egypt's legislative body is the People's Assembly
which has ten appointed and 448 elected members, besides

a consultative assembly (Congress) that has 200 members

as shown in Chart (C-2).
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Chart (C-1) Egypt's Government Executive structure
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Chart (C-2) Egypt's legislative structure
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(2) The political parties. Eqgypt had no political parties

before Sadat's reqgime of the 197/0s, except a single organ-
1zation the so called "Arab Socialism Union" which was
formed in 1962. Since the mid 1970s, Egqypt has become
officially a multi-party democracy (National Democratic
Party; National-Progressive Party, Labour-Socialist Party;

New WaFd party, Nation Party and Liberal-Socialist Party),

although the National Democratic Party dominates the people's

assembly and at present the National Democratic Party
occuples 390 of the People's Assembly Seats, while the

New Wafd Party has 58 seats, and the remainder of seats

are occupled by the appointed members of the other parties’

leaders (ten members have been appointed by the President

!

of the Republic).

Following the assasination of President Sadat, Mr.
Mubarak was elected as the country's new leader. So far,
there have been no significant changes in Egypt's political
parties. The smooth transition of power to Mubarak after
the assasination of President Sadat can be recognized as
a testimony to the stability of the regime. As in any
democratic country, the party with a majority (National

Democratic Party) in Eqypt is responsible for carrying out
the nation's policies, economic plans, foreign relations,

and so forth.

(3) Domestic political climate. After the assasination
of President Sadat, President Mubarak introduced a number

of changes in domestic political arrangements. A concerted
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effort was made to eradicate corruption in official circles

and a large number of the generous benefits granted to
government personnel in recent years have been withdrawn.

Restrictions on the activities of some political opponents
have been relaxed and the preés appears to enjoy a much
greater freedom of expression. These changes appear to
have been favourably received by the electorate. Mubarak's
efforts against corruption have prevailed in the Egyptian
hierarchy, and the contrast between his style of leadership

: 51
and the flamboyance of President Sadat have won wide Support( ).

The stability of Eqypt's domestic climate may be
threatened by two enormous issues: (1) any large reductions
in subsidies on basic consumer products and (2) the dist-
urbances between small fanatical Muslim and coptic groups.
Despite these potential problems the overall political

climate remains stable.

In his New York speech in January 1983, Mubarak
said: "Egypt enjoys a degree of stability unparalled 1in
many countries", he added: "social tension is being reduced
to a minimum. Our economic policy is geared to fulfil that
purpose. There will be no shifts in policy or drastic
changes in requlations. We will make it easier for you
(i.e. potential investors) to enter into healthy partnership

with us"¢2).

(4) The legal structure and judiciary. The Egyptian system

in this respect has been influenced not only by the Islamic

teaching, but to some extent by the Napoleonic codes. The
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main source of legislation is "SHARIYA".

The judicial structure (as shown in Chart C-3 overleaf),
involves a supreme council, presided over by the President,
which supervises the affairs of judicial organisations,
although the highest judicial authority, with the power to
determine the constitu'ionality of laws and regulations 1s
the supreme constitutional court. Religious courts were
abolished in 1956 and their functions were transferred to
the unified national court system under the council of
state. Cases involving security and armed forces are subject

to military law(SB).

The procedures regarding the establishment of foreign
investment in general ensure that disputes will rarely arise.

In cases where any dispute may occur, a settlement 1s provided

by four possible methods:(sa)
(a) In the manner agreed upon with the investor.
(b) Within the framework of an agreement in force between

Egypt and the i1nvestor's home country.

(c) Within the framework of the convention of the settle-
meot of investment disputes between the state and

the nationals of other states to which Egypt has
adhered since 1971.
(d) Arbitration (full arbitration procedures exist should

these become necessary).



Chart (C-3) Egypt's judicial structure
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Unfortunately, the President in the Egyptian
Presidential system 1s likely to pre-empt the legislative
process, because the President exerts a perrogative power -
as head of state - over the legislative institutions (people

assembly). Thus the problems 1s that in many cases the

presidential decree laws may reflect what the president
wants, not what ought to be 1in strict legal terms. In the
meantime, the presidential decree laws hold a special place
1.e. they can be issued in the absence of the people's
assembly, and when the assembly returns these laws must De
considered without amendment. Practices of such a kind may
threaten not only the authority of the people's assembly
but also the legal environment 1n general.

[In the meantime, one can find numerous areas of
bureaucratic paralysis in Egypt (e.g. bureaucratlc delays

unclear lines of authority, competing 1nter-agency interests,
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centralization of decision making etc.). However, some of
the bureaucratic problems - particularly regarding foreign
investment - have been removed after the adoption of the
open door policy, but the govenrment's ability to honour

a higher degree of commitment 1is still threatened by 1its
inclination towards the centralizaiton of authority and

the issuing of laws.

.l,‘

(5) The government's attitude and nationalism Eolicz.

The nationalization programmes started in the early 1960s

were followed in the mid 1970s by Sadat's ODP, and sub-

sequently by the encouragement of private and foreign

investment.

The passage of law 43 of 1974 - concerning the
investment of Arab and foreign funds and the free zones -
heralded the beginning of a new chapter in Egpytian history.
The law offers a broad array of benefits to prospective
investors. One of the most important benefits is found 1n
the guarantees against nationalization, confiscation and
expropriation which might threaten any foreign investor
(more details about this will be mentioned later).

Under the Mubarak presidency, there is no shift 1n

the policy or any drastic changes in requlations which

might impede the investment policy. New measures introduced
aim to enhance Egypt's investment attractiveness e.g.

foreign companies which were previously normally allowed to
hold a minority interest in joint venture projects will now

be able or allowed to hold a majority share.
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Domestically, the government has granted the national
investors some incentives which were previously enjoyed only
by the foreigners, e.g. tax holidays. Finally, with
regard to the nationalized industries (public sector
companies) new legislative efforts are now under way to
re-structure these industries by means of proposed legis-
lation, designed to put the state sector on a more commercial
footing., As mentioned earlier in the Financial Times report
of April 7, 1983, the bill proposes a substantial transfer
of authority from ministers to the boards of public companies,

and management would be able to sack ineffective staff;

reduce their workforces, pay bonuses and set wage rates.

In addition, the management also will be able to raise money
on the markets, and manage their own accounts. In other

words, the bill is desigend to equalise management in both

public and private sectors.

(6) Defence Policy. The impact of the Egyptian defence

policy on economic development can be demonstrated briefly
as follows:

(a) The defence burden on the Egyptian economy over the
period 1970-1973 increased rapidly from about 19.6% of the
country's GNP in 1970 to 31% in 1973 as demonstrated in

table (C-25), reflecting, however, the state of war with Israel.

After the October war 1973, the percentage decreased

drastically both for Eqypt and Israel. From a review of

ilnvestments expenditure in Egypt during the period 1970-75,



Table (C-25) The economic burden of defence expenditure in Egypt and Israel.

Israel

Total spending
(S millions)

Spending per  Percentage
capita (3) of GNP

Spending per Percentage
capita (S) of GNP

Total spending
(S millions)

'1963/64 437 16 8:6
1968 690 22 12:5
.1969 805 24 13-0
1970 1262 38 19-6
1971 1495 43 21-7
1972 1510 43 =0-2
1973 2757 77 310
1974 3117 111 22-8 (+)
1975 6103 163 N/A
1976 4859 128 . NJ/A

(+) N/A = Not Available. .

Source: International Institute of Strategic Studies, nqm zwpwwmnw mmwm:nm..mcnnmmmwcm
issues, 1963/64 - 1976, part 2, table 2, and 3 in each issue. Mentioned in:
Rodney Wilson. The Economies of the Middle East, op.cit., p. 33,

-
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1t could be arqued that defence expenditure imposed a
severe strain on the investment growth, as well as on

economic development in general.

(b) After the Camp David Peace Treaty 1977, defence

policy was directed at boosting the national economy e.g.

as follows:

(1) Armaments sales earned Egypt $1,000 million 1in 1982

making weapnos the country's most valuable export

after petroleum(55).

(2) The army was also engaged in a wide range of non-
military activities particularly in agriculture.
As Major-General A. Fakhr said "we provide 65% of
consumer goods to the armed forces" adding that "the

army plans to build 21,000 homes in 1984 and other

infrastructural pr_oje-cts"(56).

(7) Foreign policy and international links. The Egyptian

experience in this area can be summed up as follows:

(a) The major economic impact of Sadat's foreign policy
was the loss of government - to - government aid from
the Arab countries as a result of the total boycott
when President Sadat signed the Camp-David Peace
Treaty with Israel. After the boycott was imposed,
trade with the Arab countries slowed to a trickle.
According to Egyptian figures, these countries took
less than 14% of exports in 1980, their importance

as a market for Egyptian products declined still



(b)

(c)
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further in 1981, when they took only 5%(57). Equally,

the inflow of investment decreased to a considerable

degree as a result.

Until the signing of the Camp-David Peace Treaty,
Egypt was a leading member of Arab regional 1inst-
itutions and organizations such as the Arab league,
the Arab Monetary fund and the organization of Arab

petroleum exporting countries (OAPEC). The treaty

resulted in the formal suspension of Egypt from these

(58)

organizations

Egypt is a member of the IMF. The World Bank also

provides substantial funds for development projects
and Egpyt has also been receiving assistance from

the U.N. through the U.N. development programme (UNDP),
the Fund for Population Activities (UNFPA), and the

Food and Agriculture Organization (UNIFA0). A new
aid agreement with the EEC was signed in May 1982,
which makes 'EUA' 276 million (US $284 million)

available to Egypt over the five-year period beginning

in November 1981(59). Moreover, - as mentioned

before - Eqypt receives other substantial aid inflows
from a number of other sources (e.g. U.S.) and

commercial loans as well.

President Mubarak has adopted a cautious approach to

international relations. The good relations developed

under President Sadat with the U.S. have been main-

tained, while links with the U.S.S.R. have been re-
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established. The government has honoured the

conditions of the Camp David agreement with Israel.
Relations with the more moderate Arab states have

improved markedly recently to the point where a

resumption of full diplomatic relations with some
countries may be under consideration(éo). In general
all the adverse results of the boycott are likely

to be removed, new efforts are being considered also
to reinforce ties with Western European states; and
finally Egyptian officials stress the country's non-
aligned role, i.e. anti-alliances, especially

military alliances.

According to the foregoing information and in the

light of the overall environment as outlined earlier, it
could be arqued that Egypt has achieved a record of relatively
high political stability over the past three decades and in
particular since 1974. In spite of the riots of 1968, 1977
and the assassination of President Sadat in October 1981,
there has been no negative impact or hostile attitude towards
business. In other words, as long as the assassination of
the state's President resulted in no change in terms of the
attitudes towards foreign investment and business i.e. policy
reversals in general, there was no cause for alarm. This
would only arise if such an event entailed increased risk

by having immediate or potential influence upon the MNCs
presence and peformance, or bringing in negative changes

In attitudes towards foreign firms in general.
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The smooth transition of authority to President
Mubarak after the assassination of the late President Sadat
1s obvious evidence of the stability of the Egyptian political
environment., The government still continues to welcome
foreign investments under the general directions established

during the Presidency of Sadat. Two major problems have

been identified as a fundamental cause of the country's long-
term.economic problems, Eqgypt's population explosion and the
government's subsidies policy(61). These two problems may
threaten - to some extent - the political stability of

Egypt. The new government is therefore, expected to continue
1ts efforts to promote and encourage the ODP and to re-
vitalize both agriculture and industry by removing some of

the handicaps which have especially hampered the public sector

and many other economic activities.

1.3 The socio-cultural characteristics

Earlier it has been argued that the cultural environ-

ment can be characterized by the growth of variability,

complexity, heterogeneity, etc. among nations. For the
MNCs concerned, the importance of assessing such environment

In a8 certain overseas market is so clear as to require little

reiteration.

As the cultural environment is widely divergent
throughout the world, as it is possible that one will find
their profound differences exist between the Egyptian cultural

environment and many others, it may be useful to point out
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some of the salient features of the Egyptian cultural
Climate and the related obstacles which may have some

influence on FDI activities:-

(1) Education and vocational training. A free education
System was established after the July Revolution, 1952.
Since then, there have been no restrictions on public access
to schooling. So far about 89% of school-age children are

enrolled now (of these children whose education is beginning

>0% are under four years of age)(éz)(63). The latest

education statistics providing the number of public school

students (at elementary, secondary schools and universities),

planned educational enrolment and the annual increase in
basic and secondary education are shown in tables (C-26 and

C-27), while the full range of general education can be

illustrated through Diagram(C-1).

Table C-26 Education statistics in Egypt as of 1981.

Number of public school students at the elementary level 4,884,000

Number of secondary school students (all divisions incl.) 1,350,000

Number of students in universities & higher institutions 530,000

Total University Colleges or Faculties(+) 56

e et it ——e s egeggegheeisiaes ettt Se— a2 E—————————————————————————————————————— e e ——

(+) Excluded the American university in Cairo, and the
new Labour University established 1983, and 88 higher

institutions.

§22££Ei Ministry of Information, 1982.
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- - . (+)
Diagram (C-1) Egypt's public education pyramid - 1983

Higher
education

: : Preparatory
ocational 3y y s
vocat1 1.6 million
Training

Primary

4.5 million students

Pre-School

(+) Figures are approximate.

source: Gregory kats. Education. Cairo Today, february
1983, p. 50.




- 425 -

fable (C-27) Basic and Secondary Educational Enrolment Targets

('000)
Annual Increase (%)
Actuals Target  Achieved Target
1974775 1981/82 1986/87 to 1981782 to 1986/87
Basic
Primary 4,075 4,540 5,844 1.6 Je2
Preparatory 1,200 1,571 2,346 3.9 8.3
Total 5,275 6,111 8,190 2.1 6.0
Secondary
Industrial 99 191 336 10.0 11.9
Agricultural 38 /78 125 10.7 9.8
Commercial 213 301 209 J.l 11.1
Sub total technical 350 570 970 7.2 11.2
General 340 401 579 2.4 7.6
Teacher training - 33 57 82 7.9 7.5
5.2 9.7

Total 723 1,028 1,631

Sources: FYP and Ministry of Education, in C. Daniels.
Eygpt in the 1980s, op.cit., p.217.

The literacy rate reported earlier reached 54.3% 1in
1980. 1In 1983 the national expenditure on education accounted
for 18.5% of the state services budget, i.e. about 5% of

the country's GNP(6Q).

In addition, there are several
primary and secondary schools in the Cairo and Alexandria
areas which offer American, French and German languages,
besides the British, French, American and German cultural
centres located in the major cities.
As to vocational training, the Egyptian education law

requires that all secondary schools teach some vocational
and practical skills. The recent and predicted trends 1n

this respect could be summed up as follows:(és)




(a)

(b)

(c)

(e)

(fF)
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About 280 schools added some vocational field to the
normal academic progranm. The Ministries of culture;
industry, public health, building and construction;
and the Ministry of Defence have established their
own training centres, and each public enterprise has
1ts own trianing centres as well.

In 1983, the target of Mohar Training Agency project
("MTAP" is partly funded by the World Bank, and the
British Overseas Development Ministry "B80DM" runs

a management and superyisory development project,
while UNESCO has established a technical teacher
training institute).

The World Bank has approved a $38 million, 20-year
loan for a programme to provide vocational training
centres and instructors. The loan is part of a

$79.3 million training scheme to help to ease the
acute shortage of skilled labour in the construction.

and industrial sectors "660 instructors will be

provided by the World Bank".
By 1992 about 18000 Egyptians will be trained annually

in construction trades at 22 planned training centres”
12% are expected to be women".

Many regional industrial training centres will be
upgraded and new centres will be built up 1in new
regional places.

Countries such as:'USA, UK, W. Germany, France and

Sweden are likely to be invited to provide technical




- 425 -

assistance in thp Training Programme - and already
the British Council "BC" has been involved in four
World Bank educational projects, and officials have
expressed interest in these new projects.
Eventually, althoguh the Egyptian education system,

the vocational system, and missions abruad, etc., have added

a tangible thrust to technological development, it could be

argued that the technological links between the universities

and other scientific institutions on the one hand and the

productive sectors on the other, have not yet been established

as fully as they should be.

One of the most striking developments

(2) Management.

during Sadat's Presidency was the reduction to only a few of
the number of army officers who were government ministers,

and the military presence was also rooted out of the Cabinet,

(the number of officers in ministerial positions during

Nasser's period amounted to 27, while the number was 9 during

the early Presidency of Sadat(66). The chance, however,

was given to the Egyptian manager - who was the victim of

Nasser's militarised management - to run the states' enter-

prises and to master the economic plans. Bureaucratic delays,

lack of co-ordination between various government agencies,
continuous changes of laws and procedures, inability to
honour important undertakings, etc. are therefore the inherited

Problems of that era.

Yet, there are three points which may have particular

interest for foreign investors. First, the characteristcs
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of the Egyptian manager; second, the main defects of

this manager; and the structure of managerial authority in

the Egyptian organizations:
(1) The major characteristics of the Egyptian manager:

can be summarised as Follows:(67)’(68)

(a) The Egyptian managers are almost all very able and

gifted at conducting the informal and personal side
of the business, they understand quickly the subtle
nuances of favour and disfavour that are expressed in
a smile, a handshake or a greeting. These non-verbal
expressions, which are seldom shown directly, are the

coded messages that most Egyptian managers understand

and communicate effectively.

(b) The Egpytian managers also possess impressive survival
skills.. A _successful Egyptian manager is one who
has probably ytot only experienced a period of foreign

domination, either directly or as lessons passed

down from a preceding generation, but has also lived
through major revolutionary changes in his own

government,

(c) " In sum, they are highly intuitive, able to operate

within a confusing, complex and changing interpersanal

environment and much better than many managers in the

western world.

One should not forget their role as leaders in society,
they are an elite class not simply because of birth or wealth,

but also because of their unique position as those who control

W
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and direct the energies of the hard-working people of Egypt.
Although this may not always be true in other countries,

1n Egypt this group has a certain loyalty and dedication to
their homeland; and they are actively looking for help and

Search out training and development opportunities for them-

selves and others:

(2) In spite of the above characteristics, the Egyptian
manager, like any manager throughout the Western world who
has highly developed personal skills - often lacks the

more rational planning and analytical skills. The prime

concern, however, of the Egyptian government as well as the

Egyptian public and private enterprises is to do its best to

devote more attention to managerial development programmes,

either locally or abroad.

(3) The structure of authority in the Egyptian enterprises.
The Egyptian organization in general has been influenced
considerably in this area by its western counterparts. the
gamut of authority is designed in the form of a pyramid.

Relatively more authority is vested towards the top, - than

at the bottom.

(3) Language. The official lanqguage is Arabic, but

English and French are widely used both on the international
commercial and diplomatic scenes and at every level of

the educational system. Egypt is one of the most

linguistically homogeneous nations.
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(4) Religion and attitudinal values. About 90% of the

tgyptian people are Muslims and the practice of this
religion is widley observed. O0f the remainder, about 7%
are coptic christians, living mainly in the cities and
towns, particularly those of Upper Egypt. Other Christian
denominations, mainly orthodox, Roman Catholic and Anglican,

account for about 1% of the population. There is still

a Jewish community, but its number is insignificant. In

general freedom of worship is allowed(ég). Accordingly,

tgypt has a higher degree of religious homogeneity than

other nations throughout the World, e.g. India and Japan.

This homogeneity may ensure a considerable degree of stability

1n the social environment.
In terms of the attitudinal values, personal

aspirations, family role, etc., there is no doubt that

Egypt is heavily influenced by the Isiamic religion, but not
to the extent that it has a serious impact upon economic
development, attitudes toward work, etc. Indeed, food

like pork is strictly prohibited, but there is nothing in
the "Quraan" to justify the rejection of work or technology.

One Islamic Moroccan scholar has written in an

tgyptian journal arguing that technoloqy is neutral, neither
good nor evil in itself. A good Muslim, he writes, doeé

not reject technology.

"Rejection does not fit Islam, because Islam made

man God's successor on earth. The instruments of tech-

Nology are extension of the organs of man. To refuse



- 429 -

technology is to let down the future generation that 1s
threatened with deprivation. To turn down technology 1s

to .fail to show mercy, which is one of the pillar of Islam..
there is no choice but to accept the challenge and meet it
in the best possible way. There is not in the "Quraan"

one suarh, there is not one saying by our great prophet

that justifies the rejection of technology" Islam, he

concludes, "urges the development of technology to liberate

man, not to enslave him"(70).

| ¥
(5) Transportation and Communications( ). Despite the

deficiencies of Egypt's transport and communications system
which constitute the main chronic problem affecting the
development programmes, the country enjoys a variety of
transportation networks, e.g. marine transport, airline
transport, river transport, road and railway networks.

Investment and new programmes are under way to develop the

transportation and communication networks in Egypt,e.g.(71):-

(a) About 17% of allocations under the new five-year plan
(almost 6 LE billion) is devoted to this sector;

(b) a number of projects have been undertakne to improve

the 56,000 miles road network.

(*) See data on infrastructural facilities in Egypt compared
with the Middle Eastern countries in chapter (1),

Section (B).



(c)

(d)

(g)

(h)
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The railway network is currently being modernized

after a long period of neglect.

Programmes are underway to expand both Mediterranean
and Red Sea prot capacities to cope with the increased
traffic passing through the Suez Canal.

New Ports at Dekheila, Mersa Matruh and Damietta,

and new projects to expand the port of Safaga on the

Red Sea are being considered after a long period of

neglect.

River transport 1is being expanded to relieve the

pressures of inland transport on the roads and railways.
Work is still underway on a much needed overhauling

of the telephone network begun in 1979; and new telex
systems are also being built in Cairo and Alexandria,
which will greatly increase the capacity of the
telecommunications system. But the relatively most
successful story of improvement is in terms of the

i1nternational communications network which has been

recently developed considerably.

A variety of highways - e.g.between Cairb, Port Said,
and Alexandria - are planned. Construction of the
Ahmed Hamdi tunnel under the Suez Canal was finished
in 1981, Also, the government has taken steps to
relieve traffic congestion in the centre of Cairo

by approving the construction of an underground

system (300 million LE).
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(i) A new international airport is being established in
Alexandria, besides the internal airports (in Aswan,

Luxor, Alexandria, El-Arish, Sinai, etc.) which are

being developed.

(6) Information and Media(?Z)_

Egypt enjoys a free press which allows for multi-
views, as a reflection of a sound democratic life. This
gives the opposition the opportunity to paly an important
role in political life, permitting the expression of opinion
and counter-opinion. Many newspapers and periodicals
are published in Egypt. Newspapers are not printed in the
Arabic language alone, but have diversified into several
languages to facilitate the spread of information and ideas
from Eqypt to different parts of the world, as well as to
adjusting touidentifiable commercial needs.

The major newspapers and magazines published in Egypt
according to 1980-81 statistics are given in Table (C-28).

Concerning radio and tv, Table (C-29) shows the
average hours of daily radio transmission and daily'tv
(*)

broadcasts Egypt has also made ties throughout the

world, establishing a broadcasting network with 24hour-a-
day stations that reach all levels of modern society.
Special attention has been given to local and regional
broadcasts, which cater for particular sectors of the
different communities throughout Egypt.

Since television transmission began in 1960, it has

been constantly developing. It has changed over from
-—_

(*) See Chapter (1), Section B, for statistical data
on tgypt.
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black and white to colour transmission, and now has two

channels so that each one can present particular ideas and

programmes.

Table C-28

Distribution Quant.
—_—
Daily 20
Weekly 35
Periodicals 120

e —————— = E————

Distribution,

175

-—————-—-———_____.____

Language Quant.
— e ————
Arabic 191
English 10
French 5
Greek 3
American <
German 1

m

175

Ssource: Ministry of Information,

e ———

1982.

audience of newspapers and
magazines (quantities & location) 1980-1981.

—————— ; :

Audience Quant.
Political 40
Economic 30
Cultural 39
Scientific 11
Sports 10
Women 3
Religion 37
Arts 5
175

T

Location Quant.
Cairo 135
Alexandria 12
Other Governorates 28
175

Egypt has also caught up with world events through

the use of satellites.

A ground network has been set up

for the relay of important events live to and from Egypt.

To increase media effectiveness, a number of medila

and cultural agreements have been made with many countries

of the world.

There are various programmes, such as recreational,

religious, informational, commercial, etc.
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Table (C-29) Daily Radio transmissions and Daily Television

Broadcasts, 1980/81
Averagqge

- O @@ Hours

(1) Radio-:

General Program 20
Ma'Esh-Sha'ab (with Ehe people) J
Sout El-Araé (voice of the Arabs) 20
Second Program 4
European Program 15
Rukn Es-Sudan (Sudan Corner) 7
Alexandria 9
Short-wave programs 49
The Quran 18
The Middle East 14
Music Program 12
Palestine 2
Youth 2
(2) Daily Television Broadcasts:

(Average Hours)

Channel One 13
Channel Two 11

Source: Ibid.
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(7) Energz: Sources and Consumption. Energy production
1n Egypt relies on two sources, water and oil. The High

Dam at Aswan in Egypt's most important generator of electric
POwer, The use of electricity and natural gas in Egypt has
©Xpanded considerably over the past decade. Electricity

became available in most rural areas (about 3,500 villages)

by 1980, with about 538 more villages expected to have

electricity by the end of 1983. By then , electricity will
have been provided to the entire country(73). The natural
gas network will have covered most districts in Cairo and
Giza (25% of the population by the end of 1983).

Nuclear power plants are expected to contribute 35%

of generated electricity by tye year 2000. Also, a

feasability study is currently being undertaken on the
Qattara Depression Scheme(74).

In general, the following tables will explore the

major trends reqgarding energy production and consumption

1n Egpyt:
(a) 0il and gas output 1979-1987 (Table C-30).
(b) Planned development in the electricity sector, 1980-2000

Table (C-31).

(c) Petroleum consumption, 1970-1982, (Table C-32).
(d)

The evolution of domestic output and consumption of

electricity, 1973-1982 (Table C-33).
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Table (C-30) Egypt: 0il and Gas output 1979-1987.
(Million tons).

—— e ——

Crude 0OIl1 Consdensate Gas LPG
S
1979 26.51 0.16 0.86 0.04
1970 29 .4 0.31 - 1.62 0.066
1981-82 31.76 0.32 1.84 0.073
1982-83 est* 37.0 0.46 2.77 0.17
1983/84 est. 41.68 1.05 4,2 0.36
1984/85 est. 44 .13 1.54 6.37 0.63
1985/86 est. 48.78 1.71 6.61 0.66
1986/87 est. 50.31 1.8 7.42 0.68

* Estimated.

source: The Egyptian General Petroleum Corporation (EGPC),

1982.
Table (C-31) Planned development 1n electricity sector
19802000

1980 1985 1990 2000
Consumption per capita (Kwh) 400 700 1000 1600
Electricity generated 19 32 52 101
(Kwh billions)
Installed capacity (MW) 4500 7000 10000 22000

§22£EE£_ Lloyds Bank Group Economic Report, 1982, p.13.
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Table (C-32)

Petrol Consumption (Metric tons in thousands)

Wm

Natural

Year Gas Butane Gasoline Kerosine
1970 - 108 444 820
1975 33 179 656 1188
1979 852 339 1041 1486
1980 1616 382 1158 1503
1981 1826 437 1275 1616
1982 - 450 1415 1745
Source: EGPC.

Table (C-33)

Gas

0il
1176
1335
2040
2280
2874

3632

Fuel Lubs.

0il Asphalt Total
3005 297 2850
3639 231 7261
4840 571 11139
5172 397 12490
5858 410 14298
71334 -~ -

OQutput and consumption of electricity.

(1) Output of electricity - Peak load, 1973, 1978-81/82.

Output 1973 1978 1979 1980 1980/81 j981/82a
Igwh;
Hydro 5,155 9,935 9,701 9,801 9,;2; l?,zgg
Thermal 2,280 5,140 6,753 8,629 2,
Total 7%35 15,075 16,456 138,430 19,282 21 1383
(% thermal) (30.7) (34.1) (41.0) (46.8) (48.6) (53.6)
Peak load (mw) 1,248 2,597 2,829 3,239 3,260 3,665
) Electricity Consumption by End User, 1973 and 1978-1980
gwh
1980 \
1973 (Share) 1978 1979 1980 (Share
(%) (%)
Agriculture &
irrigation 635 (11.1) €97 720 760 (4.5)
Industry 3,349  (54.3) 7,553 7,800 10,250  (61.2)
City councils 825  (13.3) 2,197 2,670 2,940 (17.6)
Household lighting 658  (10.6) 1,348 1,570 1,795 (10.8)
Public utilities 459 (7.4) 579 580 610 (3.6)
Government (2.3)
authorities 203 (3.3) 349 360 390 .
(a) Provisional.
EEEEEEL PYP, in C. Daniels, Egypt in the 1980s, op.cit., p.151,.




- 437 -

In addition, more immediate plans are underway for
the sector of electricity and power including the construction
of new substations, the lengthening of transmission lines,
and the completion of the electrification of rural areas,

to hasten the development of local agro-industry, raise

living standards and provide electricity supplies for public

transportation projects in the country.

(8) Urbanization and density of population. As already

stated, Eqypt is a highly urbanized country compared with

many Third World countries. More than 25% of the total

population i.e. about 12 million inhabitants for example,

live in two cities, Cairo and Alexandria. The percentage

of urbanization in Egypt is over 26% (while in Nigeria for

example it is 5.3% in Brazil 25.6%, in Spain 27.9%, 1n

Mexico 18.6% and in Sudan 2.7%)(75).
Egypt has also established satellite cities in a

number of areas. These towns (e.g. Nasr City near Cairo;

north of Ramadan city near Ismailia; 6th of October city

near the pyramids, and Sadat City on the desert road to

Alexandria) are designed to provide convenient sites for

the location of new ventures, and toc encourage more balance

1n the distribution of productive facilities.

(9) Health Services. The official figures for the number

Of hospital beds show an increase of 120% between 1952 and

1975, equivalent to an average growth rate of 3.5% a year.



- 438 -

Between 1975 and 1981 there was a further rise of nearly
10% a year. Of the 6,800 beds added in six years, over
half (3,600) were in Ministry of Health hospitals; the fastest

growth, however, was in non-government services. The number

of doctors is put at 91,900 which works out at one per 473

inhabitants. Available hospital beds given a ratio of 1.97

per 1,000 of the population(76). In short Table (C-34)

shows the total number of beds 1n the hospitals, their

distribution, etc. Table (C-35) displays the Five Year
(*)

Plan targets for the health sector 1n general.

Moreover, special attention 1s paid by the government

to the social security and other associated services. At
the end of 1982, about 25 million of the population were
enrolled underthe social security umbrella.

Investment in social security in 1981/82 totalled
$5,834.3 million. This figure is to be increased according
to the Five Year Plan estimates and targets(77). Finally,
after a long period of neglect, the government has devoted

a great deal of attention to the serious effects of industrial

pollution on the quality of the environment.

1.4 The critical features of the Eqyptian Economy:Summar
The analysis made in this chapter has concentrated on
the salient locational factors (characteristic and constraints)

which may influence FDI decision or the entry of MNCs and

their potential contribution to rapid economic and social

progressin Egypt.

In short, the main conclusion may be that there is

m

(*) For these tables see following page.
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Number of hospital beds and their distribution
in Egypt.

Table (C-34)

1987
Hospltals

In 1981 there were a total of 84,163 hospital beds in Egypt. These were
distributed as follows:

Minlstry of Health 55,327
University Hospltals 10,540
Institutes and Educational Hospitals 3,478
Other Ministries 1,781
Public Sector 8,228
Private Sector 4,809
-Number of General & Speclalised Hospitals in 1981
Hospital type Amount
General and Central Hospitals 172
Eye: Hospitals 30
Branch Units 135
4

Independent Clinics

Psychiatric: Hospilals
Branch Units 20

Independent Clinics

Hospitals for the treatment of endemic diseases
Chest HoSnitals 30

Chest Hospitals with out-patient Clinics
Chest Hospitals without out-patient Clinics

Schoot Health Units

Source: Ministry of Health.

Table (C-35) Five Year Plan targets for health
sectors 1982/83 - 1986/87.

-

Hospital Beds Av Numberof °

Population Beds per 1000
Year Number of Beds 1000's persons
e
1981/82 84,000 42,615 1.97
1882/83 84,300 43,808 1.92
1983/84 85,350 45,035 1.89
1984/85 86,470 46,296 1.87
1985/86 87,750 47,532 :gg

88,000

48,843

1986/87
e

‘Health Personnel under the Five Year Plan
Staff Physlo-  TOTAL
1000's

Year Physicians Dentists (Pharmacists Nurses theraplists

1981/82 62.9 8.4 17.1 2.1 1.4 91.9
1982/83 67.9 9.3 18.3 2.2 1.7 939.4
1983/84 73.3 10.1 19.6 2.4 2.0 107.4
1084/85 78.9 11.1 20.6 2.5 2.3 115.7
1985/86 85.9 12.0 22.3 2.7 2.7 125.7

23.7 2.8 3.1 135.6

1986/87 92.9 13.1
-_——__________—__—___——_———___ -

Source: Ministry of Health.




- 440 -

a significant improvement in many aspects of the Egyptian
Investment climate. Egypt has various unique character-
1stics or endowments i.e. several aspects in the Egyptian
market are or may become attractive features for the MNCs
(e.g. the existence of big markets, abundant raw material

and natural resources, cheap labour, strategic location in

a region of tremendous wealth together with proximity to
European, Arabian, Middle Eastern and African Markets, etc.).

At the same time, i1t has to be noted that the main

attractions for one MNC may not necessarily be the same

for another quite apart from the possible similarity between
the two companies in terms of their objectives and motives.
ft would, however, be appropriate to arque that a MNC when

i1t is assessing an overseas market usually tries to ascertain
facts about the deficiencies and negative aspects in that
market. Broadly speaking, it is possible to detect the
critical state of the Egyptian economy from the following

features and problems which are typical of those encountered

1n most developing countries:

1. Shortage of foreign exchange, a severe foreign
debt burden and a balance of payments deficit (increase
of imports with decrease in exports and hence an

unbalanced current trade account).
2. A high inflation growth rate combined with an

extensive subsidy system and price control/regulatians.

5. A marked tendency to import consumption goods due
to the failure of the commodity sectors (agriculture

and industry) to cope with and respond to the pattern

and volume of domestic demand and needs.
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4. A low literacy level (54.3%).

2. A shortage of particular skills and managerial know-
how due to increased emigration of the Egyptians

to the Arab-o0il exporting countries, weak linkages

between the universities and the education system in
broad terms and the real requirements of the economy
shortages and 1inefficient training programmes, etc.

6. Infrastructural bottlenecks, despite the recnet

improvements.

7. Bureaucratic and organizational deficiencies particularly

in the state-owned enterprises and government agencies.,
Finally, although one cannot ignore the significant

improvement in the Egyptian economy as a whole, at the same

time MNCs should appreciate the kind of problems listed

above which they plan to operate in Egypt.

F Lt
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CHAPTER 2

FDI IN EGYPT: FLOWS AND IMPACT

Introduction

The main objective of the present chapter is to

underline both the impact of FDI on the Egyptian economy
since 1974, and the barriers to its contribution in general.

J
In;ﬁially, Egypt has expected much of the solution

7

to itslernomic and social problems on the success of the
1974 ODPT As demonstrated earlier, problems such as the
severe external debt burden, deficit in the balance of
payments, shortages of foreign exchange because of the higH
propensity to import consumption goods, the failure of
commodity sectors (agricultufe and industry) to respogq to
the domestic neeéds or demand, etc. probably obliged the

government to seek foreign exchange, technology, etc. ie.

MNCs participation to solve these problems.

It has been argued also that the foreign aid sought
for these problems from the U.S5. and from Arab oil-exporting
states would not be enough. FDI however considered as

(1)

playing an important role i1n solving Eqypt's problems

In sum, MNCs have been seen as providers of technology,
purveyors of capital, and so forth. Egypt in particular
has looked to these companies to help in financing foreign
exchange, increasiné industrial outputs and creating
enough new jobs (since Egypt's population boom means

swelling unemployment very quickly). Egypt with its strong

local market, strategic location and prestige among the
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Middle Eastern and Arabic countries is also ambitious to
become the region's industrial and commercial base. The

possible contribution of MNCs has been considered as being

of special importance in accomplishing such objective: .

2.1 The Benefits and costs of FDI in Egypt

Broadly speaking, to accomplish the above objectives
the ODP towards FDI in Egypt has been arquably based on an
assumption that Economic and social development = Arab and
foreign capital + western technology + private sector

ef fective participation + rational exploitation of the
abundant raw materials and natural resources and endowments.

It has been suggested if the government's 0DP is

to suceed, the state intervention must be reduced by removing

political inputs from economic decisions, in order to

liberalize the economy.

It is nevertheless arqued that FDI has rarely been

of great importance in bringing in foreign capital and
technology and creating enough jobs. In other words, 1t

has been believed that FDI will take more than it gives,
1f the Egyptian government fails to put its house in order
and remove all bureaucratic burdens, to direct more
efficiently incoming FDI projects, etc. Politicians,

scholars among them many economists, with ex-colonial

experience have seen FDI as a new phase of imperialism.

The argument for and against the ODP toward fDI

is perhaps interesting. Examples of views on the 0DP
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impact on the Egyptian economy can be summarised as foolows:
(1) Cooper(Z) has argqued that "until the end of 1977,

’

economic liberalization was an utter disaster. It produced

none of the benefits that the government had projected and
almost every one of the negative impacts that the left had

predicted. On the side of production and investment,

there was a deindustrialization of Eqypt - literally, a

shrinking of industrial activity as a percentage of economic

(3)

activity"

As shown in exhibit (C-1) the ODP undermines social

equity, permits foreigners to bid for labour from the

public sector, etc. At the same time there are several

expected benefits which can be gained by Egypt in the area

of finance, technology, etht*)

(2) An Egyptian Journal called Al-Iqtisadi (ie.
the Economist) on 15 November 1976 reported that the squares

of Cairo were transformed into an exhibition of 1imported

goods, and the consumption liberalization, and what 1t

entails in the way of an explosive inflation, has changed

(4)_

the structure of Egyptian society"

(3) Carr(S) has arqued that the recent growth surge

’

in Eqypt since 1973 is due to FDI and other generous
assistance by foreign governments and international
organizations. The ODP of the Egyptian government toward
FDI, domestic investors and the ensuing revival of private
enterprise activity can certainly take much credit for the

econaomic growth in Egypt during the 1970s (the average rate

_-___-_-_I—_—__—-_—-___

(*) See next page.
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Policy
Areas &
Choices

Technology
permit less
than the most
advanced
technology

Extend

lncentives
to Egyptians

Finance

Open local
banking

Revived stock
market; eased
repatriation
of profits
freedcurrency;
- tax incentives.

Labour

Free the move-
mett of labour

" Source:

PP.

- 451 -

The costs and benefits of government policy

choices in the Economic Liberalization.

Benefits

Domestic

More investment
stimulated
More employment
created.

‘Stimulates more

investment;
repatriates
Egyptian capital
from abroad.

Spillovers from
a financial
centre.

Stimulates
economic
activity

Rationalize
the distribution
of labour

(Govt. claims for the policy)

Foreign

High profits
based on wage
differential.
Eqypt's labour
and infrastru-
cture are suit-
ed to less

than advanced
technology
projects.

Integrated

banking
attracts
capital

High profits

Appropriate
labour attracted.: -
to projects

will increase
productivity.

Costs

(Leftist critique of the pol.)

Domestic

Failure of long
term i1ndust-
rialization
Dumping of

used and

dated equipment
on the local
market.

Undermines
soclial equity
of state
capitalist
regime, loss
of state
revenues.

Foreign banks
tax local
infrastructure
and squeeze
our local
institutions

Loss of control
over capital
and currency

Foreign

Egyptians
will flood
the market
blocking out |
foreign proj-|
ects. *

Internal migration
of foreign projects

saps the public

sector.

External migration
creates a shortage
of skilled labour.

M.N. Cooper, The Transformation of Egypt, op.cit.,
92-93.
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of growth experienced in the Egyptian economy during 1975-77

of over 8% annually is higher than the 6.7% annual average
experienced from 1956-1965)(6).

(4) EI Haddad(7), after a study of the relationship
between marketing and economic growth in Eqypt, has stated
that (a) the project formed under the ODP statement were

directed to consumer goods rather than industrial goods,

(b) the new firms have attracted the most experienced skills
in marketing and other areas through higher wages and
incentives schemes; and (c) the result of providing
privileges and incentives to the foreign firms, as well

as importing their products have a harmful effect on the

sales of domestic products. At the same time it has led

- to some extent - to the i1ncrease in the marketing loads

such as promotion, distribution efforts and so forth.
5) Additionally, graph (C-7) which is self
explanatory summarises the macro-economic outcome of the

ODP in terms of total investment, trade, public and

private consumption,e tc. As the graph reveals, it is
clear that the ODP creates marked trade and savings gaps
despite the apparent increase in investment and decrease in
public consumption.(*)

6) Finally, Yousif and Shalaby(a), have arqued that

foreign investment will create the dependence of the
industrial strategies of Egypt on foreign nations and it

will also weaken the local ability to innovate solutions

for local problems. Above all the ODP will lead the country

e

(*) For graph (C-7) see following page.
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Graph (C-7)

The Macroeconomic Outcome of the Open Door
EGYPT: 1966 to 1981/82
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away from planned development, and create neqgative effects

on the consumption style in addition to the burdens on the
balance of payments as a result of the repatriation of
profits.

Taking into account the previous discussion with
respect to FDI impact which has been considered in detail.
As already stated the prime objective of the present chapter
1s to analyse the cost and benefits of FDI in Egypt on an

empirical basis as follows:

(1) Resource Transfer effects. As arqued earlier, any

review and analysis of FDI contribution to an economy may

encounter formidable statistical and definitional difficulties.

Shortage of data and statistical coverage of FDI with

respect to its inflow, distribution, allocation, etc,
combined with ineffective statistical sytems and bureau-
cratic issues in a country like Eygpt may make it difficult
to get clear and sufficinet statistical evidence of FDI

impact. Furthermore, the close relationships between

direct and indirect influences of FDI on the host country's
economic and social development - as demonstrated earlier -
1s also a great obstacle to assessing the consequences of
FDI.

With these limitations in mind, it could be stated
that some of the first-order consequences of FDI in Egypt
can be demonstrated by means of the following review of the

most available data:-
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1) The provision of capital. It has been arqued that
the inflow of foreign capital will probably cause some
positive effects such as: (a) improving the balance of
payments, (b) facilitating the use of local resources,
(c) providing access to export markets, etc. If this is
accepted, it is possible that Egypt -has gained one or
more of these kinds of benefit. The statistical record
of foreign investment projects approved, in operation and
under implementation provide evidnece to suggest that:
(1) Foreign capital participation and inflow of approved
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