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Introduction 
 
Long hailed as a potential member of the “next generation” of emerging economies, Egypt has 
not, so far, matched its potential for economic growth. While the decade before the 2011 
uprisings saw relatively high GDP growth, this growth was concentrated in narrow parts of the 
economy, failing to trickle down to wide segments of the population and across regions. In the 
past 5 years, important reforms were initiated, but the supply response has been modest, 
suggesting that the institutions underpinning the market need to be strengthened. 
 
The ingredients of a growth strategy 
In 1965, Egypt per capita GNI was above that of South Korea. By 2015, Egypt has multiplied its 
per capita income by 3.6, while Korea’s spectacular performance showed a 9.6-fold increase in 
income. As a result, Korea,	 whose	 GDP	 per	 capita	 in	 1965	 was	 0.66	 percent	 of	 in	 Egypt’s	
GDP	per	capita,	became	7.9	times	Egypt’s	GDP	per	capita	in	2016.	
	
Over	the	more	recent	past,	between	1990	and	2016,	Egypt	managed	to	multiply	its	GNI	per	
capita	 (in	 constant	 2011	 international	 dollars)	 by	 1.8,	 Korea	 by	 3.1,	 Poland	 by	 2.7,	 and	
Turkey	by	2.2	times.	Thus,	Poland’s	GDP	per	capita	in	1990	was	is	2.3	times	that	of	Egypt,	
and	it	raised	it	to	3.6	times	that	of	Egypt	by	2016,	in	a	short	period	of	time	after	it	opens	up	
its	economy.	As	for	Turkey,	its	fast	economic	growth	in	the	2000s	allowed	it	to	increase	its	
GDP	 per	 capita	 from	 2.3	 times	 that	 of	 Egypt	 in	 1990,	 to	 3.1	 times	 in	 2016.	 These	
experiences	 show	 that	 fast	 growth	 is	 possible	 for	 long	 periods	 of	 time,	 allowing	 some	
countries	to	rapidly	distance	others	where	a	path	of	high	and	sustainable	growth	has	not	
been	found.	
 
Figure 1. Evolution of GDP per capita (PPP): Egypt, Korea, Poland, and Turkey  

 
Source: World Development Indicators, online dataset. 
 
There is no pre-set formula for achieving high rates of economic growth – some economists 
speak of development as a process of “self-discovery”, and Egypt is still looking for a formula 
that suits its circumstances – geographical, human, and historical. Indeed, economic growth 
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came from widely different sources in our four comparator countries – in Korea, large firms 
played a key role in pulling growth in the 1908s; in Turkey, the inclusion of middle sized firms 
led to a growth acceleration in the 2000s; and in Poland, the improvement in the business climate 
allowed for much faster rates of private investment.   
 
In South Korea, the outward-looking strategy adopted in the mid-sixties was one of the most 
significant factors in its rapid industrialization. The country’s impressive growth was 
underpinned by the development of a vigorous manufacturing industry with high and medium-
technology products representing over time an increased share of manufactured exports (Figure 
2). The inflow of foreign capital was encouraged to supplement the shortage of domestic savings. 
These efforts enabled the country to achieve rapid growth in exports, and subsequent increases in 
income. Growth was underpinned by a rapid expansion of education, which allowed production 
to rapidly move up the value chain. In its takeoff period, growth was driven by a handful of large 
consortium of firms, which became the focus of industrial policy. Low competition at home was 
however complemented by fierce competition abroad, and firms that did not deliver lost their 
privileges. Industrial policy took the form of trade protection and directed credit, and it was 
managed by a bureaucracy that was both imbedded enough in society to find workable solutions 
to real growth constraints, yet independent enough to avoid the temptation of rent-seeking that 
interventionist policies generate  (Evans, 1998). 
 
Figure 2. Korea and Egypt: manufacturing and exports 

  
Source: WBI 
 
In Egypt too, growth in the 2000s relied largely on the support to a few large conglomerates, but 
as we will see in the report, while these firms grew tremendously, they also generated negative 
externalities in the economy, squeezing the traditionally dynamic middle-sized firms, and 
reducing overall incentives for innovation. Egypt has a moderate level of diversification. Indeed, 
fuel, mineral and oil products represent around 40 percent of its exports. As per non-oil exports, 
they are chiefly concentrated in processed food, textiles and garments and chemical products. 
High-technology exports are extremely low. Despite a significant increase in Egyptian exports 
between 2005 and 2008, Egypt’s trade remains much lower than South-Korea (see Figure 2). 
 
Poland has successfully achieved an ambitious transformation from a centrally planned 
economy, at the cusp of bankruptcy in the early 1990s, to one of the most successful transition 
economies of Eastern Europe today. GDP per capita more than doubled and its exports of goods 
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and services increased more than 8 folds. The European integration provided the central external 
anchor for this transition as it allowed for the wholesale adoption of performing rules and 
institutions that are at the very foundation of economic development - including the rule of law, 
robust competition, and democracy. The rapid progress in building up the institutions 
underpinning a market economy allowed Poland to make very rapid progress in improving its 
business climate, as reflected for example in its World Bank’s Doing Business indicators, which 
ranked Poland 72 in 2008, and 27 in 2017. Support for the EC, and the availability of a large 
European market next door provided a rapid “elevator” to economic prosperity. While 
investment did not reach Korean levels, it did stabilize at about 20 percent of GDP, and 
importantly, this translated in relatively high growth rates. 
 
In contrast, Egypt which started its march to a market economy earlier, during Sadat’s Infitah, 
still struggles with a poor business climate, as reflected in its DB indicator rank, which fell from 
a low position of 116 in 2008, to 128 in 2017. As a result, it has been unable so far to push its 
private investment to the level that can foster high growth. While public investment collapsed, 
first as a result of the SAP of the 1980s (from 15% to less than 7% of GDP), and more recently 
because of the macro-imbalances generated by the events post-2011 (to about 5% GDP), private 
sector investment did not rise sufficiently to promote fast growth. Indeed, private investment was 
about 15 percent in the 2000s, and less than 10% GDP today. Only 15% of the labor force works 
in the formal private sector (Gatti, 2015). 
 
Figure 3: Total and private investment rates to GDP 

 
Source: WBI 
 
As an upper middle-income country, Turkey has had variable growth performance until the early 
200s. After its economic crisis in 2001, Turkey experienced high growth rates that peaked at 
9.2% in 2009, and over the decade, incomes doubled, and exports tripled. This period of fast 
growth was build around the rise of SMEs outside of the major industrial centers (“the Anatolian 
tigers”), which became a dynamic part of the economy as they improved their access to credit 
markets, expanded into exports, and improved their productivity over the period. The Tigers 
share in exports doubled from 6 percent to 12 percent between 2002 and 2012 (Atiyas and Bakis, 
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2017). This process was made possible by the proximity of Turkish firms to the global 
technology frontier, thanks to the earlier reforms by the Ozal government in the 1980s.  
 
This growth through inclusion model is quite different from Egypt growth model in the 2000s, 
which relied solely on large firms. In contrast, the group of medium size firms is relatively thin 
in Egypt, where the phenomena of the missing middle seems quite strong. Indeed, most workers 
are either in very small and largely informal and low productivity jobs, or in very large concerns. 
Figure 4 shows that in Egypt, the employment share of mid-sized/mid-aged firms is much 
smaller than that in Turkey- there is a pronounced missing middle in Egypt, but much less so in 
Turkey. The prevalence of the missing middle phenomenon is indicative of significant barriers to 
entry and growth of small and middle-sized firms, and significant persistence of big and old 
firms, even when they operate at low levels of productivity.  
 
Figure 4: Distribution of employment according to firm size and age (2013) 

	
Source:	World	Bank	(2014)	
	
The events of 2011 have further destabilized a system that overly privileged large firms, which 
received an inordinate share of credit, state services and subsidies, and who benefitted from 
policy attention more generally. This growth model, which has been under attack for not being 
sufficiently inclusive, has been weakened by the political changes that took place since 2011, and 
which have led to a reduction in the privileged position of the very large conglomerates. There is 
a clear recognition that a more dynamic and more inclusive private sector is the only road to 
generate the millions of good jobs that Egypt needs. The current challenge is to attract a broader 
set of investors that can take on the wealth and job creation functions that are so central to the 
economic growth process.  
Goals of the report 
The goal of the report is to investigate how to inject dynamism in the private sector by building 
up the institutions needed to support market exchange, as the examples of the iconic cases above 
suggest, through: 

- A better and more predictable investment climate which encourages private activity by 
protecting property rights, and delivering public services and regulations at low 
transaction costs (like for example in Poland) 

- More competitive pressures on large firms to push the technology frontier and play a 
leadership role in the expansion of exports (as in Korea);  
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- More opportunity for medium size firms to compete and grow when they are successful 
(as in Turkey).  

 
To explore what is feasible in Egypt, along these dimensions, we investigate in some detail 
firms’ performance, the specific constraints they face, and how the two are related, with the goal 
of imagining the types of institutions and policies that can improve the business climate by 
improving the delivery of basic public services to corporations, enhance the role of the financial 
sector as the brain of the economy, incentivize firm to produce for the whole world market rather 
than limit themselves to the domestic market, and utilize better what markets offer - the pressure 
to innovate in order to survive. 
 
In forming a view about the reasons behind the low performance of the past, it is important to 
keep in mind that in its modern history, Egypt’s move to a private sector driven economy is 
relatively recent. The large-scale nationalizations of the Nasser era in the late 1950s marked a 
dramatic divorce with an entrepreneurial past. The Infitah of the 1970s started to unwind this 
inheritance, but it was only in the early 1990s that a first burst of deep structural reforms started 
to establish a basis for a market economy, followed in the early 2000s by a second burst.  
 
But these reforms took place in an environment of declining state institutions, as the state saw its 
expenditures fall precipitously, from about 60% of GDP in the 1980s to 30% in the 2000s 
(Diwan and Akin 2015). Throughout the adjustment period, most notably since the early 1990s, 
more efforts have gone however into macroeconomic stabilization, that in the deep structural 
reforms that are needed to lay the basis for a dynamic market economy. Starting in the 2000s, 
efforts to revive the economy were largely focused on facilitating the growth of a few large 
firms, with the hope that they would become the national champions that would be able to pull 
the economy towards a more dynamic path. 
 
With public services to the private sector decaying, and in the midst of an underpaid 
bureaucracy, the strategy of favoring a select few large firms may have made sense. Recent 
research has revealed however that while this strategy increased economic growth rates in the 
2000s, the provision of privileges has also lowered market dynamism and has fostered a low 
innovation economy. Moreover, the modern private sector that has emerged from the reforms has 
remained narrow, and the dualism between a small formal sector made and a large informal 
economy has grown during the period. As a result, the economic engine that was supposed to 
complement the ailing public sector remained weak – by 2015, while employment in the public 
sector had fallen from 45% in 1980 to 25% in 2010, by the private sector supply response has 
remained modest, not creating a sufficient number of good jobs to compensate. 
 
Much remains to be done on the institutional side in order to encourage the development of the 
type of dynamic and inclusive capitalism that would be capable to create the millions of good 
jobs that Egyptians aspire to. While a development model must be shared to a country’s 
circumstances, the necessary drivers of any economic development are well known: macro 
stability and low levels of uncertainty, the accumulation of skills and physical capital, incentives 
to save and innovate, and sufficient flexibility in markets to achieve structural change where 
labor and capital shift from traditional low-productivity sectors to more modern high-
productivity ones. But in a market economy, these processes of trade, innovation, and 
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investment, do not happen in a vacuum. Market supporting institutions are needed, as stressed by 
Rodrik (2012):  
 
“Markets depend on non-market institutions. That is because they are not self-creating, self-
regulating, self-stabilizing, or self-legitimizing. Anything that goes beyond simple exchange 
among neighbours requires: investments in transport, communications, and logistics; 
enforcement of contracts, provision of information, and prevention of cheating; a stable and 
reliable medium of exchange; arrangements to bring distributional outcomes into conformity 
with social norms; and so on. Well-functioning, sustainable markets are backed up by a wide 
range of institutions that provide the critical functions of regulation, redistribution, monetary 
and fiscal stability, and conflict management”.  
 
The central aim of this report is to understand the main impediments to growth in Egypt and 
determine the type of policies needed to move the country to the same league of peer countries it 
had in the 1960s; to ascertain the extent to which a key impediment remains the incomplete 
development of the institutions needed to support a dynamic and competitive private sector; to 
identify some of the main institutional constraints; and to lay out a medium term agenda for 
reforms that focuses on building the basis for a more dynamic private sector. But to start 
reconstituting a reform agenda than can make a difference, learning from the lessons of the past 
is key. Is the problem mainly related to implementation, policy reversals, the lack of an anchor, 
contradictory policies, insufficient buy in, or lack of communications and policy credibility? 
Have the main constraints to growth been in the macro or micro regulatory policies, or in the 
building of enabling environment 
 
The report is structured in two parts. The first part described the way in which firms have 
adjusted to an evolving environment, asks where jobs has been created, and looks at the main 
constraints facing firms. The second focuses on particular institutional reforms required for 
supporting a dynamic market economy, including competition policy, anti-corruption efforts, and 
fair and effective market regulation. 
 
Part I: A micro-level diagnostic 
There are several impediments to Egyptian business. At present, political and macro uncertainty 
are the most important constraints to investment. But as Egypt stabilizes, other important 
constraints that held back the private sector in the past will continue to do so unless they are 
addressed. The economy is relatively closed to trade and in recent years the exchange rate had 
been overvalued.  These distortions have steered investment to serve the protected domestic 
market, as opposed to investment for export, and even after the large devaluation of 2016, they 
continue to do so, as a supply response has still not materialized.  While countries like Mexico 
and Morocco have benefitted from foreign investment that integrates production into global 
supply chains, Egypt—despite its good location and large population—remains largely excluded.  
 
The focus of the report is on the institutional foundations of a market economy, seen from the 
point of view of firms. We conduct a bottom-up analysis, starting from firm-level and moving to 
sectors and regions, to assess the type of institutional and regulatory gaps that are blocking the 
structural transformation of the Egyptian economy in its voyage from a poor state dominated 
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economy with surplus labor and low productivity, to an industrialized economy with a self-
sustaining process of improvement in capital and skills.  
 
This type of comprehensive and granular exercise has not been done before for Egypt. Many 
reports have been written on what Egypt should do to grow its economy faster and in more 
inclusive ways. But these studies have remained at the macro level, rather than coming down to 
the level of firms in order to understand the constraints they face, and the relation between these 
various constraints and their performance, using detailed micro-level data. A few studies have 
looked at institutions and competitiveness, but they have stayed at a countrywide level, with little 
attention paid to the various disparities between small and informal vs large firm; between firms 
producing simple products vs those innovating in more complex sectors; and between firms 
operating in the center vs those at lagging regions. The report thus aims at looking to the world 
from the point of view of firms. In so going, we aim to find how macro constraints get reflected 
at the firm level.  
The approach taken in this report is novel in three main ways. First, it moves beyond views of 
policies as top down decisions, to an appreciation of the role of institutions and the environment 
in which they function as the principal determinant of economic growth. Second, it goes way 
from a macro view of Egypt’s structural strengths and weakness, to a more refined analysis of 
the role of firms, the main organizations that innovate in order to improve efficiency and create 
jobs. Third, it aggregates firms into regions and sectors, in an attempt to come up with a more 
granular appreciation of the working of institutions, with a focus on the differential institutional 
needs of the center vs. periphery, and of sectors with varying degrees of sophistication.  
 
The report has the benefit of exploiting new data, and in particular, the 2013 economic census, 
and the 2016 Enterprise Survey, both of which contains a wealth of information on all firms that 
operate in Egypt. Together with other data sources that we pull together, we are able to draw a 
unique picture of the determinants of corporate performance in Egypt from the micro level up in 
the past decade, and to more precisely pinpoint the institutions that are most constraining to the 
growth of an inclusive and dynamic private sector. 
 
Data sources 
• The firms’ censuses of 1996 and 2006 (C96, C06) cover all firms in the economy, 

including private firms, and government owned economic entities. The data we have 
include sector of operation (at the 1 and 4th digit), region of operation, and number of 
employees.  

• The 2013 Economic Census (EC13) includes a rich description of firms operations, 
both private and State owned enterprises, including: age, output, sales, value added, 
exports, inputs used (local, imported, energy, subsidies), labor, type of employees 
(full/partial timers, profession), assets (real, receivables, inventories) and liabilities 
(ST and LT loans, paid capital). aaa 

• The World Bank Enterprise Survey (ES) dataset for 2007, 2008, 2013, and 2016. The 
ES dataset focuses on formal firms and covers about 4500 firms. 

• The Orbis corporate database allows comparison of about 2000 Egyptian firms with 
180 million companies around the world and over 15 years. 

• Trade: transactional trade data from the Egypt Custom Authority, between 2005-
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2015. 
 
 
Table 1 compares the performance of Egyptian firms to other countries using ES data, which 
allows for international comparisons. It is clear that Egyptian firms have not been performing as 
well as in our comparator countries, but that there is also some improvements in their condition 
in the recent past. Capacity utilisation, which was already low in 2013, after the 2011 events, did 
not rebound by 2016 and remained low. Low capacity can be due to low profitability, and/or the 
inability to invest in maintenance.  The uptick in the growth of sales suggests that aggregate 
demand has picked up – but this growth remains slower than in Turkey or Poland, where firms 
benefit from access to much larger markets abroad. As a result of low capacity utilization, job 
growth remains negative – a large contrast with Turkey where the rate at which jobs are created 
is over 8% per year.  A bright spot is offered however by the fast growth in labor productivity 
(5.1%), in sharp contrast to the negative figure in 2013 (-5.1%). This portends well for increases 
in the utilization of capacity, and will increase the propensity of firms to invest in new capacity 
and create new jobs, if they have access to sufficient capital to do so. The last row shows 
however that investment remains sluggish, with only 15% of firms in the ES2016 survey 
reporting that they have bought fixed assets during the past 12 months – compared to 36-40% in 
Turkey and Poland.  
Table 1. Firms Characteristics in Comparator Economies 

 
Egypt 
2016 

Egypt 
2013 Poland Turkey Mena 

average 
Capacity utilization (%)* 66.3 72.3 79.7 76.2 64.7 
Real annual sales growth (%) 5.7 -6.4 2.2 15.6 -6.0 
Annual employment growth (%) -0.6 -1.3 0.2 8.1 3.4 
Annual labor productivity growth (%) 5.1 -5.1 0.6 7.2 -8.4 
Percent of firms buying fixed assets 14.8 14.2 41.5 35.9 33.9 
Source: World Bank Enterprise Surveys  
 
In analyzing firms’ constraints, we will both consider the firms’ perception of their business 
environment and the workings of institutions, and conduct a direct analysis of the functioning of 
key institutions. From the firm’s perspective, we identify which institutional/policy constraints 
are more impeding and whether these constraints are different for various types of firms. We also 
investigate the relation between these constraints and firms’ performance with regards to dealing 
with the state, exporting, innovation, productivity improvements, investment, job creation, and 
export behavior.  
Going beyond firms’ perceptions, we will investigate if there is there a relation between firms’ 
performance and particular outcomes of regulations, such as the extent of competition in their 
sector of activity, the openness of the sector to FDI, or the openness of the sector to external 
competition (including low non tariff barriers). We will also investigate the determinants of the 
extent to which exporters learn from their competitors’ successes, and the extent to which FDI 
generates positive externalities in the sectors in which it takes place.  
 
The main theme that emerges from the analysis is that firms in Egypt are not created equal. 
Firms in different sectors, of different sizes, and in different locations face different constraints, 
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and respond by having different performances. The sharp differences between different types of 
firms can be illustrated by looking in more detail at the performance indicators of Table 1, but 
now decomposed by sub-groups of small, medium, and large firms, exporters, and firms in in 
different sectors and locations. Table 2 report the different aspects of performance over different 
subgroups. 
 
Table 2. Firms performance in Egypt, 2016 
 Capacity 

utilization % 
Sale growth 

% 
Employment 

growth % 
Productivity 

growth % 
Buying 
assets % 

Small (5-19) 63.9 4.4 -2.1 4.7 11.3 
Medium (20-99) 67.9 7.6 2.3 5.1 19.3 
Large (100+) 74.4 8.8 1.1 8.0 28.1 
Exporters 74.5 5.6 -1.2 9.1 14.0 
Textile 59.4 -7.2 -2.4 -5.3 16.3 
Chemicals 70.4 3.4 2.8 -2.1 32.8 
Machinery 70.8 4.2 3.1 0.3 18.2 
Greater Cairo 64.4 7.9 -0.7 8.9 12.7 
Suez region 55.0 -9.4 -3.2 -0.3 21.1 
Source: Enterprise Survey 2016 
 
The table makes clear that there is a lot of heterogeneity among firm, and thus, that national 
averages hide more than they reveal. The Table shows first a divergence between small and 
larger firms. While small firms dominate production in Egypt, it is also clear that medium size 
and large firms are much more dynamic, investing more, growing faster, and creating jobs at a 
faster pace. These differences reflect the well-known dualism in Egyptian markets between small 
and larger firms. Second, there is heterogeneity among sectors, with textile for example 
decaying, and more complex products in the chemicals and machinery sub-sectors developing 
faster – although without (yet?) the type of large gains in productivity that would ensure a more 
sustainable growth. Finally, there is a wide divergence between central locations - here greater 
Cairo, and regions on the periphery (such as Suez). The former is growing faster in terms of sales 
as well as productivity, but the latter is catching up in terms of investment, perhaps because 
factor costs are lower. 
 
The ES sample is however relatively small, and one cannot distinguish medium size from large, 
and from very large firms. For this, one needs to use surveys with much larger sample, as the 
EC13 allows. Using this data, and recent research, the Report will argue that there is a second 
dualism present in Egypt, between very large, and well connected firms, and other firms which 
tend to stay of medium size because they do not benefit from privileges, or because they are in 
unfavorable locations. 
 
Thus, the report argues that the corporate landscape in Egypt is characterized by a double 
dualism: one between formal and informal firms, with a large base of low productivity small 
firms that have an extremely low level of access to public services and to the formal markets for 
inputs. And a second rift within the formal private sector between large and privileged firms, and 
a group of highly productive middle sized and younger firms, that are however struggling to keep 
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their market share in the face of a fierce competition from both the privileged sector (where 
privileges reduce costs even in the absence of efficient production), and informal low-cost firms.  
 
These dualisms color in essential ways the main constraints faced by different types of firms, and 
as a consequence, their differential performance in terms productivity, growth, ability to borrow, 
and to export. The analysis is developed in five chapters, as follows: 
 
Chapter 1. An update of corporate performance. Between 20006 and 2013, about 2 million new 
jobs were created. While jobs are largely in small firms, there is a recent shift to very large firms. 
Jobs come from aging rather than young firms, suggesting weak dynamics. New jobs were 
mainly in services and in construction, rather than in manufacturing.  
 
Chapter 2. Constraints facing firms. The main constraints faced by firms in Egypt are not that 
different from those faced by other growing developing countries, such as access to credit, to 
efficient government services, and to infrastructure. What is more striking is the profound 
dualism in the corporate sector, with constraints largely affecting small firms, and firms in the 
periphery. Some of these constraints affect performance (and especially labor productivity) 
negatively in important ways. 
 
Chapter 3. Finance for growth. Very few firms borrow in Egypt – in fact, lending is one of the most 
concentrated in the world. This seems to be due to both lenders and borrowers being very risk averse 
because of a poor institutional framework for tackling moral hazard and adverse selection problems. As a 
result, capital does not flow to where its productivity is highest, resulting in important allocative 
inefficiencies. We investigate what would it take to improve the workings of the capital market. 
 
Chapter 4. Exporters. Firms that exports tend to be, like elsewhere, larger and more efficient. 
While exports have grown in the past decade, they remain market by a lot of churning – 
especially medium-size firms initiating exports of new products, and/or to new destination, 
which are unable to be sustained over time. 
 
Chapter 5. Allocative and dynamic efficiency. Firms dynamics is week in Egypt. The unfair 
pressure coming from large firms with access to privileges keep middle size firms from growing. 
Small young firms are unable to grow because of the myriad constraints they face. Their unfair 
competition also adds to the pressure on middle size firms. As a result, there are low levels of 
innovation throughout the economy.  
 
Part II – Institutional reforms 
The second part of the report focuses on the analysis of institutions and rules that are 
constraining firms’ behavior and performance, and includes policy recommendations relating to 
institutional change necessary to create better incentives. In each chapter, we start by 
investigating the reasons why the apparently comprehensive legislative and regulatory 
transformations to a market economy has not achieved its intended purposes – the extent to 
which this is related to the content vs. the enforcement of the regulations and laws. In this 
discussion, the role of exclusionary mechanisms is highlighted, and the policy discussion stresses 
mechanisms to protect regulations from being captured by rent-seeking interests. 
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A compilation of the main reforms initiated over the past three decades, including those of the 
1991 Economic Reform and Structural Adjustment Program, as well as the more aggressive pro-
market economic reforms after 2000 shows that the country put more emphasis on laws that 
address international trade and global integration, those that target modernization of the banking 
and financial sector as well as early attempts to (hesitantly) introduce private activity in 
previously-government dominated sectors and corporatization of state owned enterprises (see 
appendix). In addition, several regulations and institutions were established to target fiscal 
reform areas such as customs and tax reform.   
 
In hindsight, the objective of achieving macro balances was the principal driver of progress, 
when it occurred (Cammett et al, 2014). Little attention was paid during this period, and indeed 
until now, to the intricacies of private economic activity, and to the institutions and rules needed 
to energize a market economy. This is most evident when considering that the repeated attempts 
to attract foreign capital has taken the form of creating exceptions from the rule - through free 
zones, investment guarantees, and parallel regulations - rather than tackling institution-building 
that benefit all firms.  
This approach may have allowed the country to postpone dealing with more structural economic 
reforms, but in the process, improving the overall economic environment for doing business 
remains a largely unfinished agenda. Thus, for example, laws such as anti-trust, consumer 
protection, and regulation of utilities did not start to gain importance until the mid-2000s, three 
decades after the initiation of the Open Door Policy, and over fifteen years after the initiation of 
the ERSAP in 1991. When these reforms were initiated, they came with severe limitations in 
scope, true independence in application, and exceptions whose purpose was to postpone 
addressing complex issues such as subsidies, redundant employment in state-owned enterprises 
(SoEs) and government administration, and continued protection of domestic public and private 
industry. These mixed signals are also obvious in the continued protection of domestic industries 
through a highly escalated tariff structure combined with rising levels of NTB.  The failure to 
simplify the regulatory functions necessary for business operation has resulted in a failure to 
expand formal economic activity, allow middle size firms to expand, and integrate a sprawling 
informal sector in the economic fabric of the country's economic life.  
This is not to say that the reforms adopted did not produce any impact on the business 
environment. But by now, a new assessment of the impact of these reforms is needed to build a 
new platform to enhance the forces of competition, integrate production into the global market, 
remove the constraints to the expansion of successful middle size firms, and lay the ground for 
the gradual formalization of economic activity through a reduction in bureaucratic obstacles. 
While the politico-economic environment may not have been fertile to such efforts pre-2011, the 
conditions today may be severe enough to generate a wake-up call that can ease the introduction 
of the more “difficult” second-generation reforms.   
Part II starts by asking what is the meaning of the strong perception among firms of high level of 
corruption in Egypt by discussing the various aspects of the concept, and relating it to the 
perception of a lack of a level playing field for different types of firms. It then looks in more 
details at the dimension of this unfairness, covering in turn the areas of business licensing which 
affect mainly small firms, competition policies, which affect larger firms, public private 
partnerships, which tend to affect foreign firms interested in delivering infrastructural services, 
and procurement, which affect all types of firms. In each case, the focus is on the de jure and de 
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facto performance of particular institutions, with an eye on finding policy directions that can 
improve the situation. The chapters cover the following areas: 
Chapter 6: Corruption. In which ways does corruption hurt firms’ performance? How to combat 
corruption?   
 
Chapter 7: Licensing and other state services. How constraining is the low quality of regulatory 
service, and especially of the licensing process? 
 
Chapter 8. Competition Policy. How competitive are the various sectors, and how does 
competition affect performance? The chapter examines the current framework and provides 
suggestions for reform. 
 
Chapter 9: Public Private Partnerships. PPP can help Egypt improve its infrastructural services 
in ways that support private sector development, innovation, and growth. What reforms are 
needed in the institutional and legal framework? 
 
Chapter 10: Procurement. A review of the state of public procurement, and suggestions for 
ways to reform the system. 

 
 
Appendix - Chronology of Market-oriented Laws and Regulations- 1975 to 2010 

	
Year Laws and Regulations (Presidential Decree, Prime Ministerial Decree, Ministerial Decree) 
1954 Law 453/1954 concerning the Establishment of Shops and Industrial and Commercial Establishments  
1958 Law 21 for the year 1958 concerning Regulation and Promotion of Industry 
1972 State Council Law 47 /1972 
1975 Law 11/1968 amended by Law 62/ 1975 concerning Illegitimate Gain of Public Officials 
1976 Commercial Registrtion Law 34/1976 as amended by Law75/2017 
1977 Industrial Registration law 24/1977  

1981 Law  159/ 1981:  Companies Law ( stock companies, companies limited by shares, limited liability 
companies)     

1981 Civil Aviation Law 28/1981 as amended by law 12/2018 
1991 Law 5/1991 concerning Hiring of Leading Positions Assignment (in government and public 

organizations, public banks and similar entities with public juristic  identities); 
1992 Presidential Decree 72/1992, Egypt’s accession to the WTO basic Telecommunication Agreement, and 

the WTO Information Technology Agreement 

1992 Law 95/1992 Capital Market Law and executive regulations  
1994 Law 27/1994:  Legal Arbitration in Civil and Commercial Matters and amendment in 1997 Allowing 

Arbitration in Administrative Contracts 
1996 Law 100/1996  (amending law 12/1976) concerning conferring jurisdiction to Egyptian Electricity 

Authority to grant private investors concessions and exemption from concession law 129/1947 and 
amendment (law 61/1958) 

1996 Law 1/1996: on private participation in establishment of ports, amended by law 22/1998   
1996 

Law 229/1996: Concerning concessions to be granted to local and foreign investors to build, manage, 
maintain and collect traffic charges of freeways, express highways and main roads. 
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1996 Law 5/1996 concerning the disposal of private land owned by the state, amended by law 144/2017 
1997 Law 9/1997:  Requiring that concerned ministers or their delegates to approve arbitration decisions in 

administrative contracts related to their ministries 

1997 
Law 3/1997:  concerning granting infrastructure concessions for the establishment, management, use of 
airports and landing areas 

1997 Law 8/1997 on Investment Guarantees and Incentives  
1998 Law 18/1998 concerning affiliation of regional electricity companies to the Egyptian Electricity 

Authority, conferring Joint Stock Company Status on companies and granting Council of Ministers the 
authority to offer shares up to 49% of companies capital 

1998 Law 1/1998: Amending Law 12/1964 permitted the private sector to participate in maritime transport 
activities, agencies, ship maintenance and fueling. 

1998 Law 161/1998: concerning the protection of the Egyptian Economy from Impact of Harmful Practices in 
International Trade (Anti-dumping, subsidies and countervailing measures, safeguards) (Don’t have the 
text) and Ministerial Decree with Executive Regulations (1998) 

1998 Law 89/1998: Government Tenders and Bids Law 
1999 Law 17/1999: Trade or Companies Law 
2000 Law 7/2000 concerning Reconciliation Committees in Disputes where a State Entity is Party 
2002 Law 82/2002: Intellectual Property Rights 
2002 Law  83/2002:  Economic Zones of Special Nature 

2002 Money Laundry Law 80 for the year 2002 as amended by Law 36 for the year 2014; 
2003 Law 10/2003: Telecommunication Regulation 
2003 Minster of Communication and Information Technology Decree 258/2003 concerning the conditions and 

terms of licensing wireless equipment and radio frequency 
2003 Law 12/2003:  Labor Law 
2003 Law 88/2003: Banking and Foreign Exchange Law 

2004 E-Signature Regulation Law 15/2004 and the Establishment of the Authority for the Development of 
Information Technology Industries 

2004 Law 334/2004: General Authority for Roads and Bridges to be the regulator that issues licenses, sets 
tariffs and develops roads 

2004 Law 141/2004: On the Development of Small Enterprises  

2004 Prime Minister’s Decree 1247/2004 amending executive regulations of Investment guarantees and 
incentives Law 8/1997 

2004 Small Enterprise Law 141/2004 
2005 Law 3/2005 concerning the Protection of Competition and the Prohibition of Monopolistic Practices 

2005 Presidential Decree Establishing the Industrial Development Authority and Jurisdiction over Industrial 
Policy Implementation 

2006 Law 67/2006: Consumer Protection Law 
2007 Ministry of Communications and Information Technology Decree 109/2005 ,  amended by the 

Ministerial Decree 7/2007 (Executive Regulations of the Telecommunications Regulation Law 10/2003) 

2007 Presidential Decree 124/2007, Authorizing the Delegation of Construction, Operating, and Upgrading 
of Roadway Networks to Private Entities/Firms/Companies.  

2008 Economic Courts Law 120/2008 
2008 Law 190/2008 Amending Certain Provisions of the Law on Protection of Competition and Prohibition of 

Monopolistic Practices promulgated by Law 3/2005 

2008 Law 118/2008 concerning Regulation of Insurance Industry, Amending Law 10/1981 
2008 Presidential Decree no 354/2008 Establishing the Internal Trade Development Authority (ITDA)  
2009 Law 10/2009: Establishing the Financial Supervisory Authority for non-banking financial activities 

2010 Law 67/2010:  Regulating Partnership with the Private Sector in Infrastructure Projects, Services and 
Public Utilities 
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2013 Conflict of Interest of Public Officials Law 106/2013 
2013 Law 14/2013 concerning Permitting the Minister of Finance to Guarantee Financial Obligations of the 

EEHC arising from fianncial obligations with private sector entities 
2014 law 56/2014  Amending Competition Law 
2014 Law 203 on Encouraging Renewable Sources of Energy  
2014 Law 32/2014 Concerning Regulating Procedures for Challenging State Administrative Contracts 
2015 Electricity Law 87/2015 
2015 Law 5/2015 concerning Preferring Locally Produced Goods in Government Contracting 
2016 Civil Administration Law 81/2016 
2017 Investment Law 72/2017 
2017 Law 196/2017 concerning Regulation of the Natural Gas Market 
2017 Law 15/2017 concerning Facilitating the Steps for Issuing Industrial Licences 
2017 Law 84/2017 concerning Compensation in Public Procurement and Service Contracts 
2017 Law 1/2017 establishing the National Authority for Food Safety 
2018 Law 182/2018 concerning Government Contracting  
2018 Law 11/2018 concerning Restructuring and Bankruptcy Protection  
2018 Law 92/2018 concerning Regulation and Promotion of Mobile Food Sale Units 
2018 Law 20/2018 Permitting The General Rail Road Authority to Enter in Private Partnership subject To 

Minister of Transportation Approval 
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PART ONE  
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Chapter 1: Recent Corporate Performance 
	
Key	 Issues:	 Between	 20006	 and	 2013,	 about	 2 million new jobs were created. While jobs are 
largely in small firms, there is a recent shift to very large and old firms.	 Mid-size	 firms	 are	
however	 most	 productive.	 Their	 share	 of	 employment	 is	 small,	 but	 it	 has	 grown	 modestly	
lately.	Wages are higher in more productive firms. 	

1.1 Introduction 
Previous analysis of firm–level data on Egypt had revealed that a large share of the labor force in 
Egypt works in micro and small enterprises, and there was a dearth of employment growth 
among middle-sized companies.1 This chapter uses the newly available 2013 Economic Census 
prepared by the Central Agency for Public Mobilization and Statistics of Egypt (CAPMAS) to 
provide answers to the following two questions: 

• Which type of firms and which sectors have created more jobs? In particular, since 2006, 
how has the distribution of employment changed in firms with different sizes, age, 
sectors, location, and export status? And does the “missing middle” phenomenon persist? 

• How do firm characteristics such as labor productivity, average wages, capital intensity, 
share of female employment, and export intensity vary across firms and sectors?  

After providing a brief description of the data, we first explore whether the size distribution of 
firms has changed since the previous census, and how this compares to the distribution of 
productivity among firms. Second, we describe the evolution of the corporate sector according to 
firms' age, as a way of evaluating corporate dynamics. Third, we describe how mid-size firms are 
squeezed between a highly competitive group of small firms, and a seemingly oligopolistic set of 
large and old firms. Fourth, we look at the sector distribution of new jobs. Finally, we consider 
the effects of firms' characteristics, including their location, on the wages they pay, the extent of 
capital they manage to accumulate, and the share of female they employ. The last section 
concludes.  

Box 1.1: The 2013 Economic “Census”, and the 1996 and 2006 censuses of economic 
establishments  

The analysis in this paper uses the Egypt Economic Census of 2012/2013 done by CAPMAS (EC 
2013). Although officially called a census, the data are in fact a large sample of about 120,000 
firms. The sample includes fixed economic establishments, public and private. About 350 public 
enterprises are included in the sampling frame. Larger firms and certain sectors are 
comprehensively sampled, but smaller firms have a lower sampling rate. Weights are included to 
make the data nationally representative of establishments and to account for the sampling design. 
Researchers were given access to only a 50% random sub-sample of the firms in the data; weights 
are further adjusted to reflect this sub-sampling strategy. The 50% sub-sample results in 62,108 
unique firms (establishments). When we exclude in addition educational and financial 
institutions, the resulting sample size shrinks to about 120,000 firms. The EC13 includes a rich 
description of all Egyptian firms, including income statement variables such as: output, sales, 
taxes, exports, inputs used (local, imported, energy, subsidies), labor and type of employees 
(full/partial timers, profession); and balance sheet items such as: assets (real, receivables, 
inventories) and liabilities (ST and LT loans, paid capital). The data can characterize many key 
differences among firms, such as total employment, value added, market share in area of 

	
1	This	includes	for	example	Schiffbauer et. al. 2015, Diwan et al 2015, Ali and Najman 2016.	
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operation, capital intensity, leverage (short term and long term debt to assets). There are detailed 
industry (4 digits), sector (public/private) and governorate identifiers.  The data also includes 
several variables on labor inputs by type (male/female, perm/temp and by broad occupational 
group) and associated wages and in-kind benefits for all enterprises that hire outside labor.  We 
also have data on number of owners/unpaid workers by type.  
 
As will be seen below, part of the analysis below uses 2006 employment levels at the 4-digit level 
to calculate sector employment growth between 2006 and 2013. These come from the economic 
census of 1996 and 2006 collected by CAPMAS, which provide a complete view of private 
sector firms in Egypt but include only a few variables such as employment, location, and sector or 
operation. This allows us to compute the distribution of employment according to firm size and 
age in the 2006-2013 period. Due to the lack of sampling weights in the 10 percent samples, we 
were not able to use these files. Instead, we used tables prepared and used by the World Bank in a 
study on MENA carried out a few years ago.2 The tables contain number of firms, employment at 
the 4-digit level as well as distribution of employment according to groups of firm size and age 
for the whole economy covered by the census, both of which are used in the analysis below. 

1.2 Economic characteristics associated with firm size  
Between 2006 and 2013, about 2 million jobs were created in Egypt, according to the enterprise 
censuses of these years. About three quarters of these new jobs were created in the private sector. 
Overall, this cannot be considered a good performance, as unemployment and under-
employment remained rampant in Egypt. In 2017, unemployment rates were 12.5%, and higher 
among the youth, graduates, and females. Since labor is Egypt’s most important endowment, this 
phenomenon is quite costly in terms of production lost. Moreover, with only 42.8 percent of the 
working age population employed in 2014, Egypt falls in the bottom quintile of countries in 
terms of labor force participation. If Egypt were for example able to achieve the average 
employment ratio of Latin America during the last decade, even at constant productivity per 
worker, income per capita would be 40 percent higher than its current level.  

Patterns of Employment  
The 2013 census covers a total of about 2.4 million establishments with total employment of 
around 9.5 million. Table 1.1 provides information about the distribution of employment among 
all enterprises (public and private), according to their size class, for 1996, 2006 and 2013. The 
comparison suggests that there is a significant ongoing change in the distribution of employment 
across size classes:  
• Between 2006 and 2013 the employment share of small firms (employing less than 10 

employees) has decreased from more than 70 percent to 55 percent of the labor force.   
• The increase in the employment share of very large firms (1000+) is impressive.3 This share 

rises from about 6 percent in 2006 to 16 percent in 2013.  
• Finally, middle-sized firms only increased marginally their weight.  
 
This picture is however heavily affected by the performance of public enterprises. There is in the 
2013 dataset 810 public enterprises with employment of about 1.1 million. Of these, 176 
enterprises belong to the largest (1000+) size class, and they employ nearly 1 million workers. 

	
2	Schiffbauer,	et.	al	“Jobs	or	Privileges”,	The	World	Bank,	2015.	
3 The increase in employment share of 1000+ firms is higher than the increase in the 1000+ number of firms. The 
number of 1000+ firms was 227 in 1996 and 206 in 2006, and 370 in 2013.  
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Their effect is thus to boost the employment share of very large firms. It is not clear whether 
these firms grew proportionally relative to the 2006 census, or whether their relative growth is 
mainly the result of public sector-led consolidations.4 
	
Table 1.1: Distribution of employment across size classes, 1996, 2006 and 2013 

 
Source: EC2013. Note: The data for private firms includes all industries. 
 
To get a clearer picture of the developments in the private sector, Table 1 also provides 
information about the distribution of employment among size classes for private firms. Here too, 
the comparison of the 1996, 2006 and 2013 censuses reveals a similar change in the size 
distribution of employment, albeit in less dramatic ways, and with more of the change occurring 
during the more recent period (2006-2013):  
• The employment share of small firms (employing less than 10 employees) has decreased 

from more than 75 percent of all employment in private enterprises in 1996 and 2006 to 
about 63 percent in 2013. Most of the decline occurred among very small firms with 1-4 
employees (from 64 to 49 percent), and mostly in the second period.  

• The share of very large (1000+) private firms in total employment of private firms still show 
an increase, but in less dramatic way, rising from about 3 percent in 2006 to 6 percent in 
2013. The share of large firms (200-999 workers) increased from 5-6 percent in 1996 and 
2006, respectively, to close to 10 percent in 2013.  

• When looking at the private sector alone, the changes in the share of middle-sized firms in 
the second period is more impressive: the employment share of firms with 10-199 employees 
decreased from about 16 percent to 14 percent between 1996-2006, and it shot up to 21 
percent by 2013.  

 
Productivity 

	
4 There is some evidence of consolidation. For example, in the sewage sector (code 3700) while there were 259 
firms with employment of about 4 thousand in 2006, the number of firms dropped to 2 and at the same time 
employment increased to more than 18 thousand in 2013. It is not possible to tell whether this represents real 
economic consolidation or simply re-classification of entities and activities, though the latter seems highly likely. 
Similar types of consolidations seem to have taken place in several other industries. In the electricity generation 
electricity (code 3510) the number of enterprises dropped from 857 to 26 and average size in terms of employment 
increased from 47 to 3560. In gas (code 3520) average size increased from 72 to more than 3900. In air transport 
(5110) average size increased from 19 to 3726, in manufacture of consumer electronics (2640) from 80 to 2060, and 
in “other monetary intermediaries (code 6419, where the number of establishments was reduced from 2360 to 36), 
from 13 to 1908.	

1996 2006 2013 1996 2006 2013
1-4 53.60 58.59 43.41 64.70 63.88 49.04
5-9 10.50 12.52 12.11 12.60 13.03 13.67
10-19 5.10 4.86 6.47 5.34 4.52 7.28
20-49 5.30 4.70 5.28 5.00 4.15 5.92
50-99 3.40 3.03 3.56 2.89 2.64 3.95
100-199 3.00 3.20 4.05 2.50 2.71 4.46
200-999 7.20 7.31 9.26 4.84 5.98 9.62
1000+ 11.90 5.78 15.85 2.12 3.10 6.06

All firms Private firms
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It is well known that the productivity of public enterprises has been relatively low in Egypt. But 
how does productivity vary among different firms in the private sector? While the size 
distribution of private firms in Egypt is heavily skewed towards small firms, these firms have 
very low labor productivity, defined as value added per worker. The average productivity of 
firms with 1-4 employees is less than one fifth of weighted average of labor productivity of all 
firms covered in the census (Table 1.2). On the other hand, mid-size private firms that employ 
100-200 employees are 36 times as productive as firms with 1-4 employees.  
 
Table 1.2: Employment, value added, and labor productivity, private sector, by size groups, 2013 
 

Source: EC2013. Note: Private firms only, from all sectors, excluding public administration, agriculture, financial 
institutions, education and health.  Labor productivity is defined as value added divided by number of workers. 
Relative labor productivity for each size class is calculated on the basis of weighted (by employment share) average 
of labor productivity for each size group. The coefficient of variation is calculated as the within size-group standard 
deviation divided by the unweighted group mean. 
 
Indeed, productivity is highest among mid-size firms. More generally, size is not uniformly 
equated with more productivity, and the relation looks like a reverse U-shape. Very large private 
firms are in fact significantly less productive than mid-sized firms. The average labor 
productivity of firms with more than 200 employees is less than half of that of mid-size firms 
with 100-200 employees (and below those of size 50-100). Moreover, mid-size firms are more 
often more productive. While the variation of labor productivity within size classes is large (it 
varies between 2 and 17 across size groups), the 100-199 employees size group has the lowest 
coefficient of variation.5 However, the effect of these highly productive firms remain small in the 
aggregate as the employment share of firms with 50 to 200 workers is only 7 percent (and the 
100-200 group employs only 3.6 percent of the labor force).  
 
Regression analysis allows us to ask whether the inverse U curve relation between productivity 
and size also holds within industries provides (see Table A1.1). It turns out that labor 
productivity actually increases in a monotonic fashion with size, when we control for sectors. 
Viewed in conjunction with results in Table 1.2, this suggests that large and low productivity 

	
5	 The coefficient of variation is calculated as the standard deviation divided by the unweighted mean.	

size # firms employment

distribution 
of 

employment

distribution 
of value 
added

relative labor 
productivity 

("1-4" 
firms=1)

labor 
productivity: 
coefficient of 

variation
1-4 2,078,958 3,931,066    51.90          9.70 1.00 8.74
5-9 167,423    1,044,410    13.79          4.64 1.80 7.57

10-19 39,058      496,847       6.56            6.18 5.04 6.06
20-49 14,036      400,019       5.28            6.13 6.22 11.85
50-99 3,637        254,454       3.36            10.42 16.60 17.43

100-199 2,147        273,909       3.62            24.13 35.70 2.00
200-999 1,597        706,107       9.32            25.13 14.42 6.83
1000+ 194           467,505       6.17            13.67 11.85 3.63
Total 2,307,051 7,574,317.1 100.00 100.00 5.35
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firms are mostly concentrated in specific sectors. Anticipating more detailed discussion on the 
role of age below, this result suggests that controlling for region, size, and industry effects, 
productivity first increases with size, but the relation turns negative as firms grow very old. 
 
Egypt vs Turkey 
To gain some comparative perspective of the size distribution and productivity of firms in Egypt, 
a comparison with Turkey in 2013, for which a census exists, is useful (Table 2.3). The first 
important difference is that relative to Turkey, Egypt is suffering much more from a missing 
middle problem. This is reflected in a large the gap in the employment share of the mid-size 
firms: for example, the employment share of firms with 20-100 employees is 20 percent in 
Turkey, but smaller at only 8 percent in Egypt. This is due to the well-known fact that 
employment in Egypt is more concentrated among small firms: the employment share of small 
firms (1-19) is about 72 percent in Egypt whereas it is only 43 percent in Turkey. There is also a 
gap in the employment share of very large firms (1000+), but it is smaller: these firms employ 
about 12.5 percent of labor in Turkey, and only 6 percent in Egypt.  
 
Table 1.3: Turkey: Distribution of firms, employment and value added, and labor productivity by 
size groups, 2013 

Size 
Distribution of 
firms (%) 

Distribution of 
employment (%) 

Distribution of 
value added (%) 

Labor Productivity 
(overall mean=1) 

1-19 96.95 43.16 19.51 0.45 
20-49 2.00 12.77 11.94 0.93 
50-99 0.53 7.53 8.19 1.09 
100-249 0.34 10.73 13.14 1.22 
250-499 0.10 7.32 10.90 1.49 
500-999 0.04 5.95 11.02 1.85 
1000-4999 0.02 8.68 15.94 1.84 
5000+ 0.00 3.84 9.36 2.44 
Source: TurkStat, http://www.turkstat.gov.tr/PreTablo.do?alt_id=1035 (Accessed on 13 September 2017).  

The second important difference between Turkey and Egypt is the relation between size and 
labor productivity. As discussed above, in Egypt, the relation between productivity and size 
looks like a reverse U-shaped. In Turkey however, larger firms are (almost) consistently more 
productive than smaller firms. Thus, the small employment share of middle size firms in Egypt is 
especially costly in terms of overall productivity of the economy, since these firms are at the 
same time the most productive, and relatively scarce.  
 
1.3 Market dynamism (and the effect of age) 
The distribution of firms over age, and how this changes over time, gives a clue on how dynamic 
entry and exit are for firms in Egypt. Essentially, there was in 2013 a significant decline 
(compared to 2006) in the employment share of relatively young (and small) firms. The 
corresponding increase occurs in the share of very old (and especially large) firms. The share of 
mid-aged firms increased but only in small magnitudes. This is especially worrisome given that 
as we will see below, mid-aged firms also appear (like middle size firms) to be more productive 
than very young or very large old. The existence of many old firms or average productivity 
seems to reflect a lack of dynamism as they survive even when they underperform.  
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To look at these issues in some detail, Table 1.4 provides information on the distribution of 
employment according to size and age groups of private firms in 2013, and Figure 1.1 displays 
the change between 2006 and 2013 of percentage distribution of employment according to size 
and age classes among private firms.  

Table 1.4: Distribution of employment in private firms, according to size and age, 2013 (%) 

 

Source: EC2013. Note: the analysis covers all non-farm sectors except for public administration. 

Figure 1.1: Change in the distribution of employment in private firms according to size and age 
(2006- 2013, in %) 

 

Source: EC2013; Note: includes all private firms in non-farm sectors. 

Table 1.4 shows that employment is concentrated largely among small, and young firms on the 
one hand, and large and old firms on the other hand. At the same time, Figure 1.1 shows that the 
largest rise in employment shares have occurred among larges firms of all age classes (except 0-
4), but especially among the firms that are more than 30 years old, where the rise was over 2 
percentage points, a large increase for a single cell. There has been remarkably little rise of the 
rest of the size-age classes. The other side of the coin is the significant decline of the 
employment share of young/very small firms, which is specially marked among firms aged 5-9 (-

0-4 5-9 10-14 15-19 20-29 30+ total
1-4 20.29 11.46 7.50 3.33 3.99 2.79 49.37
5-9 3.70 3.23 2.31 1.64 1.40 1.47 13.75
10-19 1.60 1.44 1.21 0.77 1.03 1.23 7.27
20-49 0.85 1.05 0.90 0.63 1.27 1.14 5.84
50-99 0.30 0.96 0.84 0.56 0.65 0.58 3.88
100-199 0.78 1.02 0.51 0.82 0.71 0.56 4.40
200-999 0.46 1.33 2.98 1.50 1.61 1.59 9.47
1000+ 0.25 0.56 0.65 0.99 0.92 2.64 6.01
total 28.25 21.05 16.89 10.25 11.57 11.99 100.00
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9.5 percentage point). This reflects either low new entry over the preceding 7 years, or low 
survival rates of new entrants, or both. It is as if small firms age without growing, and die with a 
high frequency, while old firms age without dying (even as their productivity remains low 
compared to medium size firms).  

In sum, then, between 2006 and 2013, the employment share of young firms (age 0-9) decreased 
by 12 percentage points, that of old and large firms rose. Hence, Egypt did not benefit from the 
dynamism of entry by new firms. This relatively stagnant picture is qualified to a certain extent 
by the increase in the employment share of mid-sized mid-aged firms, an improvement relative 
to the period 1996-2006, when the employment share of firms with age 5-19 and employment 
10-199 actually decreased by almost 0.6 percent. The employment share of this group increased 
by about 3 percentage points, and the share of firms 10-14 years old and with 200-1000 
employees increased by another 2 percentage points (see Table 1.5). 

Table 1.5: Change in the distribution of employment in private firms according to size and age 
between 2006 and 2013 (%) 

	

Source: EC 2013. Note: the analysis covers all non-farm sectors except for public administration.	

Table 1.6 provides information on firms’ labor productivity by age groups. Average labor 
productivity first increases with firm age, with a jump at age group 15-19, but it then declines 
sharply. Firms older than 30 years are half as productive as firms with 15-19 years old.6 Thus, 
the increase in the employment share of old firm did not lead to as much rise in aggregate labor 
productivity than if the increase had occurred in middle age firms.  

The age/productivity situation in Egypt contrasts sharply with that of Turkey, where much of the 
growth in GDP and exports during the 2000s was generated by mid-size and relatively young 
firms (mainly those that got called the Anatolian tigers), which improved their productivity and 
grew over time. For example, the employment share of mid-sized firms (with 20-249 employees) 
increased from 22 percent in 2003 to 33 percent in 2014. As a result, while Turkey also suffered 
from a missing middle problem in the 1980s, there is much less of a missing middle by 2014. 
Analysts have indeed attributed the main source of growth during this period to the greater 

	
6 Regression analysis also shows that the relation between productivity and age resembles a reverse U shape, even 
when controlling for sectors (the coefficient on age is positive while that on age squared is negative). See Table 
1A1. 
	

0-4 5-9 10-14 15-19 20-29 30+ Total
 1-4 -1.73 -8.97 -0.38 -1.94 -1.04 -0.45 -14.51
 5-9 0.10 -0.71 0.52 0.38 0.05 0.38 0.72
 10-19 0.48 0.12 0.57 0.30 0.53 0.76 2.75
 20-49 -0.06 -0.12 0.29 0.14 0.73 0.71 1.69
 50-99 -0.26 0.26 0.41 0.25 0.28 0.31 1.25
 100-199 0.25 0.27 0.05 0.46 0.34 0.31 1.70
200-999 -0.51 -0.38 2.06 0.60 0.64 1.08 3.49
1000+ -0.23 0.07 0.12 0.73 0.08 2.13 2.91
total -1.95 -9.46 3.66 0.92 1.60 5.23 0.00
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inclusion, which has contributed to making the corporate sector much more competitive and 
innovative compared to the past (Atiyas and Bakis, 2018). 

Table 1.6: Firm characteristics by age groups, 2013 Private firms 

 
Source: EC2013. Note: Data covers all private firms and all industries, except for agriculture, private administration, 
financial institutions, education and health. Compared to Table 1.2, the total number of firms is lower because of 
observations with missing information about age. 
 
Figure 1. 2: Average employment of manufacturing firms by age group  

 
Source: Hsieh and Klenow (2014) and 2013 CAPMAS. Data for US, Mexico and India are weighted by value added, 
while for Turkey and Egypt they are weighted by employment shares. All values are relative to the 0-4 age group. 

Figure 1.2 extends the comparison to other countries where such data exists. It shows that the 
average firm size by age groups in manufacturing in Egypt, Turkey, Mexico, India and United 
States, relative to the average size of the youngest group of firms (less than 5 years old). The 
purpose is to provide an idea about what happens to a firm's size over its life cycle.  In the US, a 
40-year-old manufacturing plant is, on average, about seven times larger than a plant aged 0-4. In 
Turkey, this ratio is 1 to 3, and in Mexico 1 to 2. On the other extreme, in India, an average old 
firm (age 35-39) is only 40 percent larger than the youngest group. For Egypt, a 40-year-old 
manufacturing plant is, on average, about 3 times larger than a young plant (0 to 4 years old). 
Hsieh and Klenow (2014) claim that the plants in Mexico and India are accumulating less 
organization capital because of less investment, and returns to investments are low because of a 
variety of reasons (high taxes, high labor costs, contract enforcement problems, financial 
constraints, high transportation and trade costs, high transaction costs). Another interpretation is 
to see these figures as lack of exit. In India, say, a 40-year-old plant is able survive with almost 

Age
Number of 

firms % Employment %

Average 
employment 

per firm

Labor 
productivity 
(age 0-4=1)

0-4 956711 41.7 2171891 29.2 2.3 1.0
5-9 536752 23.4 1608068 21.6 3.0 3.3
10-14 326470 14.2 1278966 17.2 3.9 3.4
15-19 157820 6.9 741879 10.0 4.7 10.0
20-29 179280 7.8 830033 11.1 4.6 2.9
30+ 136371 5.9 817083 11.0 6.0 5.2
total 2293405 100.0 7447920 100.0
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the same number of employees as a 4-year-old plant. Normally, firms unable to invest and 
innovate should be pushed out of the market thanks to young innovative and productive firms.  

Figure 1.2 suggests that the relation in Egypt between age and size lies somewhere between India 
and Mexico on the one hand, and the US on the other. To understand what is going on more 
precisely, Figure 1.3 graphs the age-size relation across time, using the censuses of 1996, 2006, 
and 2006. It seems that in 1996 the average size-age profile of firms was quite similar to those 
reported for India and Mexico, and that the profile has improved over the next two decades, 
especially for mid-aged firms. 

Figure 1.3: Average employment of manufacturing firms by age group relative to 0-4 age group, 
Egypt 1996, 2006 and 2013 

 
Source: Calculated from CAPMAS 1996, 2006 and 2013 censuses.  

1.4 Double dualism 
It has often been said that both the goods and the labor markets are highly dualistic in Egypt, 
segmented as they are between a large, but very low productivity informal sector, and a smaller 
and more productive formal sector (for example, Assaad 2005, Hertog 2018). What our 
characterization so far suggests is that in fact the corporate sector suffers from a double dualism: 
not only between informal (low productivity) and formal (high productivity), but also, within the 
formal sector, between large/old, firms with medium levels of productivity, and middle 
sized/middle aged very high productivity firms. It is likely that the group of old/large included 
many firms that were protected from competition by privileges bestowed to them thanks to their 
political connections. In this structure, middle size firms are squeezed between competitive 
pressures emanating from a multitude of small firms, and unfair competition emanating from 
monopolistic behavior. Lets look at each of these corporate segments in turn. 
 
Informality 
Not all small firms are informal, but most of them are. According to several sources (eg. World 
Bank 2015), informal employment is very large, and has grown further in Egypt in the last two 
decades. Unfortunately, the EC2013 data do not allow us to distinguish between formal and 
informal firms and workers. The ELMPS database on the other hand allows for such a 
distinction. According to this data, informality rose between 1998 and 2006, and in a less 
pronounced way, between 2006 and 2012 as well (Figure 1.4). Ali and Najman (2017) have 
shown that competition by the informal sector has led to an increase in the productivity in the 
formal sector, but that at the same time, it has led to a decrease in the survival rate of medium 
size firms.  
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Figure 1.4. Share of Informal workers in total employment, in 1998, 2006 and 2012 

 
Source: ELMPS (1998, 2006, 2012). Note: Informality here means that the employee has a contract and/or a social 
security number.  

Politically connected firms 
A relatively large literature has explored in the recent past the mechanisms and impact of 
politically connected firms in Egypt (see Box 1.2). Diwan and Schiffbauer (2018) identify a 
group as a few large, old, and rising private firms, which they consider to have been the heavily 
favored by the government to become “national champions” in their fields (thereafter, "Large 
Privileged Firms", or LPFs). In the Orbis database, they identify 385 firms that were controlled, 
directly or indirectly, by 32 businessmen that were in close contact with the authorities.7 These 
firms were concentrated in tourism (hotel and restaurants, tour operators, transport), real estate, 
construction, wholesale & retail trade, mining, finance, business services, and manufacturing 
sectors. They show that these firms produced largely for the domestic market, and that over time, 
their market shares grew very fast, at the expense of middle size firms. By 2011, these 385 firms 
employed 11 percent of the formal sector workers, had 55 percent of total corporate income (in 
the Orbis sample). They also argue that their entry into a particular sector caused medium size 
firms to shrink (more on this in chapter 5). 
 
Box 1.2. The literature on the economic impact of politically connected firms 
• Chekir and Diwan (2014) show that among these, 22 that were traded on the Egypt stock 

exchange lost an extra 20% of their value around 2011, which they attribute to the loss of 
valuable connections, and thus, as a measure of the value of these connections.  

• Diwan, Keefer, and Schiffbauer (2015) find several mechanisms through which these 
privileges allowed these firms to make extra profits – including access to land and energy 
subsidies, protection from foreign competition, preferential regulatory treatment.  

• Malik and Eible (2018) show that non-tariff barriers rose in the sectors in which these firms 
had previously entered – especially after tariffs went down in 2004 due to WTO and EU 
Mediterranean membership.  

• Diwan et al (2015) show that after entry of privileged firms in a sector, sector growth slowed 
down. They attribute this to lower investment in innovation by leading and followers firms in 

	
7 About two-thirds of the 385 firms they identified as connected were owned or managed by businessmen who were 
either ministers in the government or members of the ruling National Democratic Party after 2001. The other firms 
were owned by either long-term friends of Hosni Mubarak from military times or co-founders of a large investment 
bank partly owned by a Cyprus registered company owned by the Mubarak family. 
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these sectors.  
• Shifbauer et al (2018) show that privileged firms invested less in innovation.  
• Ali and AbdelLatif (2018) shows that while politically connected firms grew fast before 2011 

(and can be termed from this perspective “gazelles”), they responded to the 2011 political 
shock of the fall of Mubarak’s regime by reducing their own job creation.   

• Ali and Najman (2018) finds that the presence of BPFs had a significant and lasting negative 
impact on formal firm-level productivity growth, shifting employment to smaller informal 
activities. Their findings indicate that the presence of privileges led to increased informality.  

 
Mid-size firms 
In this three ways depiction of the corporate sector, middle size firms are squeezed between the 
very large and very small firms. They are unable to get market shares away from the very large 
firms, even though they tend to be more efficient, because of the unfair privileges that their 
competitors enjoy. At the same time, they suffer from “unfair competition” from small low 
productivity firms, since their small size allow these to escape from the regulatory frame all 
together, which lowers their production cost. This double pressure must thus limit the size of the 
middle firms, which are unable to grow, and which must occasionally shrink and join the ranks 
of the informal firms. 

1.5 Job creation and productivity 
Which sectors have created most jobs? And are the new jobs associated with high productivity 
firms and sectors? Table 1.7 provides information on the distribution of number of firms and 
employment across broad industries, and it includes both private and public enterprises. The last 
column provides the share of each sector in the 2.3 million new jobs created between 2006 and 
2013. Overall, relative to 2006, employment is more evenly distributed across industries in 2013. 
The sectors that created the most jobs are trade, manufacturing, real estate, and construction. 
Several remarks can be made:  

• The very high share of the wholesale and retail trade industry is noteworthy, with 37 
percent of employment in 2013 (43 percent if one includes hotels and restaurants), a bit 
lower than the 41 percent reached in 2006. Nevertheless, most new jobs were created in 
this sector, accounting for about 25 percent of the net increase in employment (33 percent 
including hotels and restaurants). 

• The share of manufacturing in total employment declined from about 28 to 25 percent. 
The sector only contributed to about 17 percent of new jobs. 

• The employment share of real estate increased from about 4 to almost 7 percent, and it 
also generated about 14 percent of the new jobs. 

• The employment share of construction increased from 1 to more than 3 percent. The 
construction industry stands out in that even though its share in total employment in 2013 
was only 3 percent, its share in net increase of total employment was 10 percent. 

To evaluate the productivity distribution of new jobs, descriptive statistics on private 
enterprises in broad business sectors are provided in Table 1.8. The industries with the 
highest share of value added are wholesale and retail trade (28 percent of total value added), 
mining (25 percent) and manufacturing (19 percent). The manufacturing sector is the most 
export oriented with an export to sale ratio of about 11 percent, followed by mining at 7 
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percent. Average age is highest in the construction industry (with firms on average 20 years 
old) and in utilities, followed by mining, manufacturing, and hotels and restaurants. 

Table 1.7: Distribution of employment across broad sectors (2006 and 2013, %) 

 

Note. Data includes both private and public enterprises. All non-agriculture sectors are included except for public 
administration. 

Table 1.8: Descriptive statistics on broad business sectors; private enterprises (2013) 

Note: Private enterprises only. Capital measured by net fixed assets. Labor productivity calculated as value added 
per employee.  This table is computed from 4 digit industry averages using 4-digit industry employment as weights. 
MIN: Mining, MAN: Manufacturing, PU: Public Utilities (Electricity, Gas and Water), CONS: Construction, WRT: 
Wholesale and Retail Trade, H&R: Hotels and Restaurants, T&C: Transport, Storage and Communications, RE: 
Real Estate and business services 
 
Cross-sector variation in wage per worker is very high. It is highest in public utilities and mining, 
followed by construction, transport, and then manufacturing. The wholesale and retail trade 
industry, which has very high shares in total employment, pays low wages per worker compared 
to other industries. In terms of labor productivity mining is an outlier. Besides mining, labor 
productivity is highest in transport, storage and communications, utilities and real estate.  

We are now in a position to explore the characteristics of sector employment growth between 
2006 and 2013 using regression analysis. We are particularly interested in the relation between 
new jobs are labor productivity at the sector level. The analysis includes both private and public 

Sectors No. of firms Employment No. of firms Employment
Mining 0.02 0.23 0.04 0.52 1.39
Manufacturing 15.01 28.07 15.67 25.32 16.72
Electricity, gas and water 0.21 1.22 0.03 2.26 5.35
Construction 0.56 1.25 0.03 3.42 9.90
Wholesale and retail trade 56.57 40.75 57.80 37.00 25.25
Hotels and restaurants 5.31 6.35 6.17 6.75 7.84
Transport 3.92 4.03 1.20 5.13 8.38
Financial institutions and insurance 0.16 1.16 0.02 1.00 0.49
Real estate and business services 3.77 4.26 6.28 6.60 13.54
Education 0.62 1.70 0.57 2.74 5.81
Health 3.22 3.93 2.40 4.30 5.33
Other social services 10.61 7.04 9.79 4.96 -1.35
total 100.00 100.00 100.00 100.00 100.00

2006 2013 Share in 
change in 
employment

sector

Distribution 
of value 

added (%)

Share of 
exports in 
sales (%)

capital per 
worker

Total loans 
as a share 

of total 
assets

Average 
age

Wage per 
worker 
(1000)

Wages as 
share of 

value added 
(%)

Share of 
top 4 firms 

in total 
sales

Share of 
top 4 firm 

in total 
loans

Labor 
productivity

Relative 
Labor 

productivity 
(WRT=1)

MIN 24.8 7.0 1411244 1.82 14 85 6.6 43.5 4.0 5889605 70.0
MAN 19.0 11.3 103445 0.08 13 17 27.9 23.2 64.4 88720 1.1
PU 0.4 0.7 449936 0.14 17 127 53.7 80.8 62.1 270431 3.2
CONS 1.5 0.0 146090 0.15 20 48 45.3 67.2 91.5 102332 1.2
WRT 28.2 0.0 26988 0.05 9 6 13.2 4.5 14.7 84105 1.0
H&R 4.5 0.0 30396 0.02 13 12 20.4 3.3 9.7 73831 0.9
T&C 6.1 0.0 205385 0.16 10 17 20.7 48.0 62.6 382659 4.5
RE 15.4 0.0 123372 0.01 10 24 26.1 8.8 38.3 253852 3.0
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enterprises. The median growth rate per sector is 10 percent while the mean is 345 percent.8 The 
main results of this analysis are as follows. First, employment growth is positively correlated 
with labor productivity. This is an interesting and perhaps unexpected result.9 But the evidence is 
not inconsistent with the evolution of size and employment distribution of firms discussed above, 
namely the decline in the employment share of very small firms (with very low productivity) and 
the parallel increase in the share of very large firms (with higher productivity albeit still lower 
then mid-sized firms). Second, there is a positive but weak correlation between the job growth 
and average wage per worker. Third, employment growth is not significantly associated with the 
average age of the firms in an industry, or the extent to which a sector is export oriented. Forth, 
there is higher employment growth in industries with higher capital per worker. But the loan 
ratio does not seem to be correlated with employment growth.  
 
These results thus present a picture of mixed performance. On the one hand, job growth has been 
in sector of relatively high productivity, and in jobs with a relatively high wage rate. But on the 
other, they also have tended to be in sectors that are highly capitalized, and that are not 
necessarily geared for export. 

1.6 Other considerations: wages, capital, female employment, and location 
Do larger firms, or more productive firms, pay higher wages? Table 1.9 shows that on average, 
the wage per worker increases with size.10 Wage per worker is quite high for the size group 100-
199 which also had the highest productivity. It is even higher for firms with more than 1000 
workers whose productivity was below those of mid-size firms. The share of wages in value 
added in very large enterprises is also considerably higher compared to the rest of size classes.11 
Empirical analysis confirms these results (Table 1A2 in the appendix): we find that controlling 
for industry effects, average wages increase with firm size, that the relation between average 
wage and firm age has an inverted U shape, and that average wages increase with productivity.  

Large firms typically are better capitalized, on a per worker basis, which allows for larger 
productivity, and larger wages. To what extent does the unequal distribution of capital per 
worker, in firms of different size, explain the wage structure found above? Table 1.9 also reports 
capital per worker, in multiple of the amount found on average among small firms with 1-4 
employees (which is LE 15,902). The distribution is highly uneven, as the largest firms have 
about 16 times more capital per worker than the smallest ones. There seems to be three levels: 
small and medium firms (the 3 first categories, going all the way to firms below 20 workers), 

	
8 All regressions are weighted by the employment share of the industry calculated at the 4-digit level to ensure that 
industries with low employment share do not have undue influence on the results. Some of the very high 
employment growth figures may reflect reclassification of activities rather than real employment growth 
9	If anything, since employment appears in the denominator of labor productivity, we would expect a downward 
pressure in the correlation between employment growth and (end-of-period) labor productivity.  Apparently, the 
correlation is strong enough to dominate this negative effect.	
10	We report two indicators for wage per worker: the first is total wages divided by total employment. The second is 
total wages divided by total wage employment. The difference between the two is especially high for small firms 
(size groups 1-4 and 5-9), indicating larger presence of unpaid family workers in these groups of firms. The 
difference almost disappears with higher size classes.	
11 Nevertheless, wages as share of value added are especially low in Egypt. The share of value added going to 
workers is higher than 60 percent in developed countries and tends to be lower in developing countries. For instance 
in Turkey, it is above 40 percent at any size group.  
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where the multiple vary between 1 and 2.8; a second category (firms between 20 and 100 
employees) where the multiple vary between 4.5 and 6.0; and a third large category, for firms 
above 100 employees, where the multiple is between 14 and 24. Interestingly, while the very 
large firms (>1000 employees) are less capitalized as the medium large firms (100 to 1000 
employees), we will see later that they have much better access to finance – the group 100-1000 
financing itself much more from retained earning (see chapter 3). 

There is a special interest in seeing female labor force participation rise in Egypt, as this would 
contribute to overall growth. Do the rising firms and sector advantage female work? Table 1.9 
also reports the share of women in the labor force of firms, according to their size. The share of 
females in total employment is about 13-14 percent for very small firms, then drops to about 8 
percent for firms with 5-9 employees, then steadily increases reaching 17 percent in mid-sized 
groups (firms with 200-999 employees) and then declines again for the largest group of firms. 
Empirical works finds that this is partly due to industry effects. When one controls for industry, 
Table 1.A2 (in the appendix) finds that the share of female employees is highest in the size 
categories 20-50 employees. There is U-type relationship between female employment share and 
firm age. But the female employment share decreases with labor productivity (controlling for 
industry and size). These results resemble those of Galal et al (2017), who develop a much finer 
analysis of the determinants of female employment in particular sectors. 

Table 1.9: Firm characteristics by size groups, 2013 

Source: EC2013. Note: Private firms. Data includes all industries, excluding agriculture, public administration, 
financial institutions, education and health. 

The last dimension relates to geography. There is a suspicion that job creation is less dynamic in 
Egypt's lagging regions. Using the new EC2013, we thus ask if the lagging regions have 
continued to lag in the recent past, or whether instead they have started to catch up with the 
economic centers of the country (a has Anatolia in Turkey). Table 1.10 provides information on 
some economic characteristics across regions in Egypt. The 2013 Census provides information 
on 27 governorates. In the Table “Center” is defined as the sum of governorates of Cairo, 
Alexandria, Port Said, and Suez, with the rest of the regions defined as the “periphery”.  
 
It turns out that the periphery continues to lag behind. The center holds about 20 percent of all 
firms but about 40 percent of employment and 60 percent of value added. Labor productivity in 
the center is about 127 percent higher than that in the periphery. Wages are between 40 to 60 

size
Average 
age

K per 
worker    
(1-4=1)

Wage per 
worker 
(1000LE)

Wage per 
worker 
(wage 
employees 
only)

Wages as 
share of 
sales (%)

Wages as 
share of 
value 
added (%)

Share of 
female in 
employment

Share of 
female in 
employment 
(wage 
employment 
only)

Share of 
exports in 
total sales 

1-4 9.2 1.0 3.0 10.1 3.7 12.0 12.7 14.0 0.0
5-9 13.4 1.4 9.5 12.7 6.5 20.6 8.2 8.4 0.0
10-19 16.2 2.8 13.5 15.2 5.2 10.5 9.9 10.4 0.4
20-49 18.2 4.5 14.6 15.5 3.5 9.1 13.0 13.1 0.3
50-99 15.5 5.9 36.7 37.8 5.7 8.7 14.8 14.9 2.2
100-199 14.5 24.0 40.3 41.0 2.7 4.4 13.6 13.5 0.6
200-999 18.0 15.6 29.9 30.1 3.9 8.2 16.8 16.8 5.7
1000+ 25.0 14.1 44.2 44.2 9.2 14.8 11.3 11.3 7.9
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percent lower in the periphery.12 The center has a slightly higher share of female workers.13 The 
statistical comparison of productivity level among different types of firms reveals that firms in 
the center have higher productivity relative to those in the periphery (see Table 1A1). 
 
Table 1.10: regional characteristics (2013) 

 
Source: EC2013. Note: includes all firms, private and public.  

1.8 Conclusions 
One of the most important findings in this chapter is that the missing middle in Egypt continues 
to be missing. Over the seven years since the Census of 2006, there is a significant drop in the 
employment share of young firms (firms younger than 10), and the most significant increase in 
employment shares is among old and very large firms. On the regional dimension, firms in the 
center have higher labor productivity and pay higher wages compared to firms in the periphery.   

We have found that nevertheless, employment growth is positively correlated with productivity, 
average wages, and capital intensity. While the positive correlation between employment growth 
and productivity is good news, the fact that it seems to be primarily driven by reallocation of 
employment from very small and young firms to very large and old firms is concern for the 
future. 

The small employment share of mid-size firms is worrisome, as the evidence suggests that those 
are among the most productive firms. But the recent modest growth in the importance of mid-
size/mid-aged firms does however suggest that this sector can rise in the future if conditions 
allow. 

	
12 The table provides two estimates of wage per worker. The first is total wages divided by total number of workers. 
According to this statistic, wage per worker in the periphery is about 40 percent of that in the center. The second 
statistic is total wages divided by the number of wage employees. According to this statistic, the wage per worker in 
the periphery is about 60 percent of that in the center, possibly reflecting the large share of family workers in the 
periphery. The share of wages in value added is also higher in the center, about 16 percent versus 14 percent in the 
periphery. 
13 The table also reports two indicators on the share of female workers in total employment. The first is the total 
number of female workers in total employment. The second is the share of female wage employees in total wage 
employment.  
	

periphery center
No. of firms 1,855,309            535,488            
Employment 5,448,366            3,800,351        
employment share (%) 58.9 41.1
Value added share (%) 38.6 61.4
Labor productivity 89,188                  203,034            
Wage per worker (1000) 12.6 32.1
Wage per worker (1000), wage 
employment only

23.5 39.3

Share of female employees in 
total employment

14.3 15.3

Share of employees in total 
employment (wage workers only)

15.7 16.6

Share of wages in value added 13.8 15.7
Share of exports in total sales 2.7 2.3
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Appendix 1 

Regression analysis is used to explore correlates of the key firm and sector characteristics 
discussed in this chapter. We first examine the relation between labor productivity, wage per 
worker and female labor, with firms' size, age, and location, while controlling for industry 
effects. We then explore the relation between sectoral employment growth between 2006 and 
2013 and several sector characteristics. 
 
Labor productivity 
We first explore correlates of labor productivity, defined at the firm level as value added divided 
by the number of workers. 14  We run an ordinary least squares regression of log of labor 
productivity on a categorical variable of size, controlling for 2-digit industry effects. The base 
category is the smallest groups of firms (with 1-19 employees). The estimated coefficients show 
that labor productivity increases in a monotonic fashion with size (Table 1A1). Column 1 also 
shows that firms in the center have higher productivity relative to those in the periphery. Column 
2 adds age and age squared as explanatory variables - The coefficient on age is positive while 
that on age squared is negative.  
 
Table 1A1: Correlates of labor productivity 

 
Note: Labor productivity is defined as value added per employee. Size is a categorical variable; the excluded 
category is the smallest group of firms (1-19 employees). ”agesq” stands for age squared. The analysis covers 

	
14	Our definition of value added is slightly imprecise. Because of data limitations the definition includes “direct 
taxes on income” while, ideally we would like to omit it. The problem is that the variable "other expenses during the 
year" includes both "real estate rents" which we would like to consider as cost but also "direct taxes on income" 
which we would not consider as cost. Unfortunately, we cannot separate them. 

	

Coef Std. Err. Coef Std. Err.
size
20-49 0.36*** (0.022) 0.383*** (0.022)
50-99 0.515*** (0.036) 0.510*** (0.0368)
100-249 0.757*** (0.043) 0.745*** (0.044)
250-499 0.856** (0.066) 0.827*** (0.067)
500+ 1.014*** (0.066) 1.035*** (0.066)

region
center 0.314*** (0.010) 0.326*** (0.0099)

age 0.0047*** (0.0009)
agesq -0.00014*** (0.0000)

_cons 9.732*** (0.005) 9.716*** (0.0082)

No. of obs 51880 51,693
R-squared 0.1486 0.1486
 *** p<0.01, ** p<0.05, * p<0.1

(1) (2)
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private enterprises in all industries except for agriculture, public administration, financial institutions, education and 
health. Regressions include 2-digit industry controls. 

Wages 
How do wages vary across size classes and regions? Table 1.A.2 shows the results of a simple 
regression analysis of wages on firm size and region, controlling for 2-digit industry effects. The 
dependent variable is total wage compensation divided by the number of paid employees at the 
firm level. In column (1), the dependent variable is regressed on firm size and the region that the 
firm is in. The excluded category is firms with 1-19 employees in the periphery. In column (2) 
firm age and age squared are included in the regression. Column 3, in addition, includes the log 
of labor productivity.  

The results are in Table 1A2. They shows that, controlling for industry effects, average wages 
increase with firm size and age, are higher in the center, and these relations are robust to 
inclusion of additional variables. The second column includes age and age squared into the 
regression and suggests that the relation between average wage and firm age has an inverted U 
shape: average wages first increases with age, but then decrease as firms get older. The third 
column includes log labor productivity into the regression. Average wages increase with 
productivity. Inclusion of labor productivity also renders the coefficients of age and age squared 
statistically insignificant. This is very likely because labor productivity itself is strongly 
positively correlated with age and strongly negatively correlated with age squared as discussed 
above. 

Table 1A2: Average wage regressions 

 

Note: Standard errors in parenthesis. *** p<0.01, ** p<0.05, * p<0.1. The analysis covers private enterprises in all 
industries except for agriculture, public administration, financial institutions, education and health. The dependent 
variable is total wage compensation divided by the number of paid employees.  Lnlp is the log of labor productivity 

Dependent variable: Wage compensation per paid employee

Coef Std. Err. Coef Std. Err. Coef Std. Err.
size
20-49 4.292*** (0.399) 3.25*** (0.263) 2.041*** (0.252)
50-99 7.262*** (0.654) 7.462*** (0.431) 5.622*** (0.411)
100-249 9.467*** (0.775) 9.669*** (0.511) 6.934*** (0.487)
250-499 16.120*** (1.178) 15.159*** (0.783) 12.284*** (0.744)
500+ 19.351*** (1.169) 19.006*** (0.767) 15.352*** (0.731)

region
center 2.792*** (0.210) 2.592*** (0.138) 1.430*** (0.133)

age 0.023* (0.012) 0.0155 (0.0115)
agesq -0.00056** (0.0002) -0.000191 (0.00019)

lnlp 3.789*** (0.0586)

_cons 10.539*** (0.127) 10.487*** (0.127) -27.027*** (0.592)

No. obs 33233 33233 32,657
R-squared 0.0759 0.0759 0.2452

(1) (2) (3)
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defined as value added divided by total employment. The excluded category is firms with 1-19 employees in the 
periphery. All regressions include 2-digit industry controls. 

Female employment  
We next turn to regression models that capture some correlates of the share of female 
employment at the level of the firm. The dependent variable is the share of female paid 
employees in total number of paid employees. The excluded group is small (1-19) firms in the 
periphery. All regressions include 2-digit industry controls. Table 1A3 shows that the share of 
(paid) female employees is higher in size categories above 20 employees but does not further 
increase with size (the coefficients of the size are significantly different from zero but not very 
different from each other). Moreover, the female share decreases with firm age and increases 
with age squared, suggesting a U-type relationship between female employment share and firm 
age (columns 2 and 3). Finally, female employment share also decreases with labor productivity: 
controlling for industry and size, firm productivity is negatively associated with female 
employment (column 3).  

Table 1.A3: Correlates of female share in employment 

 
Note: Standard errors in parenthesis. *** p<0.01, ** p<0.05, * p<0.1. The analysis covers private enterprises in all 
industries except for agriculture, public administration, financial institutions, education and health. The dependent 
variable is the share of female paid employees in total paid employment. Lnlp is the log of labor productivity 
defined as value added divided by total employment. Agesq is age squared. The excluded category is firms with 1-
19 employees in the periphery. All regressions include 2-digit industry controls. 

Employment growth in sectors 
The 2006 census contains employment but not sales, wages or value added. We have chosen to 
explore the characteristics of sectoral employment growth and correlate growth with sectoral 
characteristics that can be calculated from the 2013 Census. Hence the analysis does not propose 
any causation but provides a systematic analysis of how sectoral growth varies according to 
sectoral characteristics in 2013. More specifically, we calculate the percentage change in 
employment between 2006 and 2013 at the 4 digit NACE Rev 2. We then regress these ratios on 
various characteristics of industries in 2013 (at the level of 4 digits). The distribution of sectoral 

Dependent variable: Share of female paid employees in total paid employment

Coef Std. Err. Coef Std. Err. Coef Std. Err.
size
20-49 0.031*** (0.006) 0.037*** (0.006) 0.042*** (0.006)
50-99 0.019** (0.009) 0.023** (0.009) 0.029*** (0.009)
100-249 0.024** (0.011) 0.028** (0.011) 0.036*** 0.011)
250-499 0.0144 (0.017) 0.021 (0.017) 0.031* (0.017)
500+ 0.0432*** (0.017) 0.050*** (0.017) 0.061*** (0.017)

region
center -0.006** (0.003) -0.00365 0.002994 -0.0009464 (0.003)

age -0.001*** (0.0003) -0.001*** (0.0003)
agesq 0.00001** (0.000004) 0.000009** 4.46E-06

lnlp -0.013*** (0.001)

_cons 0.119*** (0.002) 0.132*** (0.003) 0.258*** (0.014)

No. obs 33233 33050 32,657
R-squared 0.1467 0.1484 0.1515

(1) (2) (3)
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growth rates is highly skewed. The median growth rate is 10 percent, while the mean is 345 
percent. In 15 industries, employment growth is above 1000 percent. All regressions are thus 
weighted by the employment share of the industry (at the 4-digit) to ensure that industries with 
low employment shares do not have undue influence. The analysis includes both private and 
public enterprises because the 2006 data includes both.  

Table 1A4: Correlates of sector employment growth between 2006 and 2013 

Note: cr4: 4-firm concentration ratio, defined as the share of top 4 firms in total sales of the industry; av-age: mean 
age; wage_sh ratio of wages to value added; wage_pw: wage compensation per employee; wage_pw2: wage 
compensation per paid worker; lnLP: log of labor productivity, defined as value added per employee; exp_sh: share 
of exports in sales; K_pw: capital per worker; loan_ratio: ratio of total loans to total assets; av_size06: average firm 
level employment of the industry in 2006. Regressions include all firms, both public and private. 

Given extreme values in sectoral employment growth, it is preferable to use an estimation 
procedure that reduces sensitivity to such outliers. In 1A5 we report results of a similar exercise, 
but this time using robust regressions rather than ordinary least squares. These results are likely 
to be more reliable than those derived by ordinary least squares. The main results of this analysis 
are: 
• Employment growth is positively correlated with labor productivity.  
• There is a weak correlation between job growth and average wage/worker, defined as total 

wages divided by total employment. The correlation is higher when wage per worker is 
defined as wage compensation per paid employees.  

• Employment growth is negatively associated with average age of the firms in industries but it 
is insignificant.  

• The ratio of export to sales at the sectoral level is negatively associated with employment 
growth but the correlation is not statistically significant.  

• Higher employment growth seems to have occurred in industries with higher capital per 
worker. The loan ratio does not seem to be correlated with employment growth. 

Table 1A5: Correlates of sectoral employment growth, robust regressions 

 
 

cr4 av_age wage_sh wage_pw wage_pw2 lnLP exp_sh K_pw loan_ratio avsize_06

Coef. 57.45*** -57.90* 518,106 8.104* 9.157** 623.2*** -18.54 0.00481*** 32.88 -1.538
Std. Error (6.220) (31.54) (670,277) (4.167) (4.303) (170.9) (20.56) (0.000696) (208.7) (8.042)

Constant -491.5** 1,305*** 448.3* 420.0** 356.9* -6,128*** 632.2*** 131.5 583.9*** 603.1***
(198.1) (425.7) (253.8) (198.0) (210.2) (1,850) (186.4) (180.3) (180.2) (200.0)

Observations 332 326 329 332 324 329 332 332 332 332
R-squared 0.205 0.010 0.002 0.011 0.014 0.039 0.002 0.126 0.000 0.000
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

cr4 av_age wage_sh wage_pw wage_pw2 lnLP exp_sh k_pw loan_ratio avsize_06

Coef. -0.758*** -0.815 80,947*** 0.439*** 0.407** 17.22*** -0.489 7.40e-05*** 52.66*** 0.0185
Std. Error (0.167) (0.628) (18,058) (0.160) (0.162) (4.334) (0.642) (2.65e-05) (12.77) (0.201)

Constant 48.33*** 31.64*** 3.085 12.74* 14.82** -163.9*** 25.18*** 15.74** 18.58*** 22.18***
(8.951) (11.06) (8.579) (7.070) (7.501) (47.73) (6.478) (6.698) (6.224) (6.950)

Observations 331 326 328 332 324 329 332 330 331 332
R-squared 0.059 0.005 0.058 0.022 0.019 0.046 0.002 0.023 0.049 0.000
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Chapter 2: Constraints affecting firms  
	
Key	 issues:	 The	main	 constraints	 faced	 by	 firms	 in	 Egypt	 are	 not	 that	 different	 from	 those	
faced	 by	 other	 growing	 developing	 countries	 --	 access	 to	 credit,	 to	 efficient	 government	
services,	 and	 to	 infrastructure.	 What	 is	 striking	 however	 is	 the	 profound	 dualism	 in	 the	
corporate	 sector,	 with	 some	 constraints	 largely	 affecting	 small	 firms,	 and	 firms	 in	 the	
periphery,	 and	 others	 affecting	medium	 size	 firms.	We	 investigate	which	 constraints	 affect	
different	types	of	firms’	performance	most.	
 
2.1 Introduction 
The goal of this chapter is to examine the main constraints faced by Egyptian firms, based on 
international comparisons, and to test whether these constraints affect performance. 
Understanding which constraints affect various types of firms will help us outline the most 
important issues and institutions that hinder the expansion of Egyptian firms, or in other words, 
which are their binding constraint to growth.15  
 
Using data from the Enterprise Surveys, the chapter first highlights the main constraints facing 
firms in Egypt, before exploring how these constraints vary according to the type of firm, where 
firms are differentiated by size, age, location, and export status. It then highlights some of the 
main relationships between performance and constraints to discover which of the constraints are 
“binding”.  The hypothesis is that firms facing more constraints develop less, and that they tend 
to be small, in the periphery, and in sectors more leveraged on regulation. Thus, unequal access 
to opportunities plays a large role in explaining under-performance. The effect of these 
constraints is examined on the different measures of firms’ performance.   
 
The chapter is organized as follows. Section 2 displays the main constraints faced de facto by 
Egyptian firms (as measured by the Enterprise Surveys) and compares them to the de jure 
constraints (as measured by the Doing Business indicators). Section 3 relates these constraints to 
firms of different size, sectors, exports status, and geographical location. Section 4 examines the 
effects of these constraints on performance, and section 5 concludes. 
 
2.2 Overview of Constraints  
The Enterprise Surveys contain several questions that aim at providing business environment 
indicators that are comparable across all of the world’s economies and at assessing the 
constraints to private sector growth and enterprise performance. Roughly guided by the results of 
the Enterprise Surveys conducted for Egypt in 2007, 2008, 2013, and 2016 and with business 
environment indicator time-series, a short list of the main areas of focus offers plausible areas 
worth investigating for reform.  
 
Excluding the two obstacles that relate to the political environment and crime and safety 
conditions, which lie outside the domain of economic institutions, Figure 2.1 gives the 
percentage of respondents seeing any of the remaining thirteen obstacle areas as representing 
their top obstacle. The top obstacle question is useful because by allowing each firm only one 

	
15	As in Aghion and Durdauf 2009.  
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choice, it reduces various errors that can creep in compared to a situation where all the obstacles 
are evaluated individually. The charts provide comparisons of these percentages between 2008, 
2013, and 2016 for average firms in Egypt.  We will see later that there is a lot of variation 
among types of firms in their perception of obstacles:16 
 
These are the main aggregated results, averaged over all firms: 
- Access to finance: Top-ranking obstacle in 2016 and 2013 (after political instability) – 21 
percent in 2016, and 22 percent in 2013, compared to only 7 percent in the 2008 survey.  
- Electricity: second ranking top obstacle in 2016 with 14 percent in 2016, down from 20 percent 
in 2013, but still higher than the percentage in 2008 (8 percent). 
- Tax rates. Third top-obstacle in 2016 at 11 percent of firms, up from 8 percent in 2013. 
- Business Licensing: share unchanged in 2016 from its share in 2013 (at about 11 percent). 
- Labor regulations: a rising share at 9 percent in 2016, up from 5 percent in 2013 
- Corruption:  9 percent in 2016 down from 12 percent in 2013, and 8 percent in 2008. 
- Shortages of skills: 6 percent in 2016, up from 4 percent in 2013. 
- Customs and trade regulations: 6 percent in 2016, up from 2 percent in 2013. 
- Competition from the informal sector: down to 4.3% in 2016, from 9 percent in 2013 and a 
much smaller share in perceived biggest obstacles than in 2008 (26 percent). 
 
Several observations can be made by comparing the evolution of the top obstacle over time, and 
in comparison with other countries (Table 2.1): 
- The obstacles presented by business licencing, and by electricity are important constraints, 

yet those are areas that are less prevailing in other countries and that can typically be 
overcome more easily than other constraints. Business licensing, and corruption, have not 
improved, or not much. Electricity is a constraint shared by other MENA countries and it is 
connected to the prevalence of energy subsidies in the region, which has encouraged a 
growth in consumption faster than that of supply.  

- With the exceptions of these two areas however, the other top obstacles identified by 
Egyptian firms are broadly those of a typical developing economy country (access to finance, 
tax rates, competition by the informal sector).  

- There are important changes in the ranking of obstacles over time, including some 
improvements between 2013 and 2016 (electricity); and some more secular progress 
(competition from informal sector).  

- Some of the rising top obstacles can be actually interpreted as good news, as they suggest 
that firms are able to overcome more basic obstacles, and are now constrained by obstacles 
that are typically faced by more sophisticated firms (tax rates, labor regulations, shortage of 
skills, customs and trade regulations).  

 
 
 
 
 

	
16 The ranking of obstacles uses the raw data file that includes the full sample of manufacturing and services firms 
(1814 establishments in 2016).  The tables used in cross-country comparisons on the ES website use only data for 
manufacturing countries, which results in business licenses representing a larger share than electricity. 
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Figure 2.1:  Top Obstacles as perceived by businesses (excluding political instability and crime 
and theft)

 
Sources. ES 2008, 2013, 2016. Share of firms picking an item as their top constraint. 
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Table 2.1. Comparing the top three obstacles internationally 
  Obstacle 1 Obstacle 2 Obtacle 3 
Egypt (2016) Political instability (26.0) Access to finance (15.1) Electricity (10.0) 
Egypt (2013) Political instabilty (48.8) Access to finance (10.4) Electricity (9.2) 
Poland (2013) Tax rates (28.7) Access to finance (13.0) Labor regulations (9.4) 
Turkey (2013) Tax rates (37.4) Informal sector (20.2) Political instability(11.5) 
All countries Access to finance (15.5) Tax rates (12.4) Informal sector (12.2) 
Europe & 
Central Asia  Tax rates (20.7) Informal sector (14.7) Access to finance (13.7) 
LAC Access to finance (13.2) Informal sector (12.5) Inadequate labor (11.3) 
MENA  Political instability (27.0) Electricity (12.8) Access to finance (9.6) 

Source: ES. Notes: In parenthesis is the percentage of respondents choosing the corresponding 
area as the biggest obstacle. For country groupings, latest surveys available. The differences in 
the figures for Egypt relative to Figure 2.1 is due to the fact that political instability and crime 
and theft are included in this table but not in the Figure. 
 
Political instability and insecurity 
The perception that political instability is a main constraint to growth remains very high in 2016 
(33.4%), even thought it declines relative to 2013 (48.8%). While this obstacle also appears 
among the top 3 in other countries (Poland, Turkey), its level remains particularly high in Egypt. 
 
Moreover, the share of firms identifying crime, theft and disorder as a major constraint is much 
higher than other comparator economies.  As a result, a lot of Egyptian firms experience 
significant losses because of theft and vandalism (11.4% in Egypt vs. 2% in Poland). Yet, only 
20.4% pay for their own security services (Table 2.2). 
 
Political instability and crime increase overall uncertainty in terms of the safety of a firm's assets, 
its ability to continue attracting necessary factors of production, and the return on its investment. 
This can lead to shrinking the scale of operating as a risk-reduction mechanism, and to the 
postponement of investment projects. 
 
Table 2.2:  Security indicators, country and regional comparisons 
Economy/Region % of firms 

identifying 
political 
instability 
as the 
biggest 
obstacle 

% of firms 
paying for 
security 

average 
security 

costs (% of 
annual 
sales) 

% of firms 
experiencing 
losses due to 

theft a 

average 
losses due 
to theft (% 
of annual 

sales) 

Products 
shipped 

that were 
lost due to 
theft (% of 

product 
value)* 

Percent of 
firms 

identifying 
crime & 
theft as a 

major 
constraint               

Egypt (2016) 33.8 30.9 3.3 6.1 17.0 0.5 10.3 
Egypt (2013) 48.8 20.4 4.4 7.2 11.4 1.1 34.6 
Poland (2013) 11.0 66.5 1.8 16.8 2.2 0.9 8.2 
Turkey (2013) 11.5 58.2 3.3 6.8 4.7 0.1 5.7 
All  11.4 54.9 3.5 19.2 5.2 0.9 19.1 
Europe & Central Asia  11.9 55.5 2.4 14.5 2.8 0.3 9.0 
LAC  6.2 59.8 2.4 24.8 3.1 0.7 28.6 
MENA  27.0 35.9 2.8 9.5 8.7 0.7 21.5 
Source: ES. For country groupings, latest surveys available. 
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Severity of constraints 
The examination of the severity of constraints faced by firms is equally if not more informative 
that the analysis of their top constraint. Here, firms are asked to rate the severity of possible 
constraints on a scale of 1 and 5. We focus below on 12 constraints, excluding political 
instability and crime. The answer to these questions are much more informative that the answer 
to the top obstacle, since ne can evaluate the evolution of each obstacle over time, but the results 
are also probably much more noisy and thus, each statistic should be taken with a grain of salt. 
 
The comparison of the severity of obstacles reveals that between 2014 and 2016, the severity of 
9 obstacles has deteriorated, and that of only 3 have improved. In some areas, the deterioration is 
large, as on corruption, tax rates and administration, business licensing, courts, trade regulations. 
Progress is high on electricity. Compared to successful economies such as Turkey and Poland, 
Egypt scores particularly low on areas such as: corruption, business licensing, courts, access to 
finance.  Compared to the MENA average on the other hand, Egypt scores worse on corruption, 
tax rates, and business licensing; and it scores favorably on electricity. 
 
Table 2.3. Severity of obstacles  

Egypt 
2016 

Egypt 
2013 

Egypt 
2008 

Poland Turkey All  ECA LAC MENA 

Corruption 68.2 59.0 43.3 13.0 12.1 32.7 20.0 36.3 49.1 
Tax rates  47.8 20.4 46.3 37.4 24.2 31.5 28.1 37.0 30.7 
Business 
licensing  34.1 17.2 13.6 9.1 6.8 13.7 5.4 16.9 18.4 
Tax 
administration 29.4 14.9 28.8 22.7 11.8 21.7 15.1 24.2 20.5 
Courts  24.0 4.7 6.5 9.7 2.8 14.4 5.6 21.1 16.2 
Access to 
finance 23.4 28.5 31.0 15.6 8.7 26.5 16.6 27.1 31.9 
Competitors by 
informal sector      22.7 32.6 61.7 15.3 13.8 28.3 19.5 31.2 27.7 
Customs and 
trade 
regulations 20.1 8.8 22.5 7.4 5.0 18.0 7.6 20.8 21.1 
Labor 
regulations 19.8 13.3 27.0 14.9 5.6 10.9 6.1 16.2 11.8 
Inadequately 
educated 
workforce 19.0 11.7 50.1 13.7 10.4 20.9 15.2 32.1 20.3 
Electricity 18.8 35.7 14 13.8 18.4 31.7 19.2 36.0 35.3 
Transportation 17.8 13.6 14.9 11.2 6.4 19.5 9.6 23.3 20.1 
Source:	ES.	Percent of firms identifying area as a major or severe obstacle. 	Regional averages use the most recent surveys. 
Poland and Turkey indicators are for 2013	
 
De facto and de jure constraints 
Data from the Doing Business dataset shows that de jure results of recent reforms have 
fluctuated over the years. The biggest positive jump was recorded in 2008, when Egypt jumped 
26 ranks to126/178 countries. Since then, Egypt rank has fluctuated around a narrow bank, with 
a rank of 110 in 2012, 128 in 2014, and 128 in 2018.  
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Comparing the elements of the Doing Business index between 2014 and 2016 reveals some 
positive aspects (Figure 2.2). According to these indicators, Egypt improved its distance to 
frontier on several fronts especially in Resolving Insolvency, Dealing with Construction Permits 
and Protecting Minority Investors between 2010 and 2016. These seem to be important 
achievements, which have included new legislation, and improvements in the way particular 
institutions apply rules. However, Egypt experienced more difficulties for other indicators, which 
deteriorated over the period, and especially on Getting Credit, Getting Electricity, Trading 
Across Borders, and Paying Taxes.  
 
But It is important to note that there can be a significant difference in the de facto vs de jure 
rules. The de facto rules refer largely to rules on the books, laws, and the ways they are supposed 
to be applied. The de facto rules however are those experiences by firms on the ground, and they 
differ when particular services are overburdened, creating long delays, or when some services 
are more corrupt, demanding bribes to perform. Hence, we need to highlight some of these 
differences, for example, on dealing with government/obtaining a license, where the gap is very 
large.  
 
Figure 2.2 Doing Business Indicators, 2016, and change 2013-1016 

 
Source: Doing Business dataset. 
 
By comparing both the ES and the DB datasets, one can note that the de facto vs de jure 
converged only in two cases, which are the deterioration in the services of the tax administration, 
and the customs and trade regulation. However, while the working of he courts, and business 
licensing deteriorated de facto, they improved de jure as in the Doing Business data (Table 2.3).  
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Table 2.3. Comparison of de facto and de jure constraints - 2013 vs 2017 

 
WBES 

(de facto) 
Doing Business 

(de jure) 
Access to finance Improved Deteriorated 
Business licensing Deteriorated Improved 
Courts Deteriorated Improved 
Customs and trade reg. Deteriorated Deteriorated 
Tax administration Deteriorated Deteriorated 
Electricity Improved Deteriorated 
Source: Constructed using WBES and DB datasets.  
 
2.3 Constraints by type of firm 
While as seen above, the main constraints facing firms in Egypt are not that different from those 
facing other countries, there are large variations in constraints across firms types (especially 
smaller firms, and firms located in the periphery), which, like the results of chapter 1, are 
suggestive of a highly dualistic economy. To see this, we now look at the severity of particular 
constraints, broken down by firm type. Tables 2.4 to 2.7 provide a closer look at the 
concentration of obstacles along sub economic activity categories, large vs. small and medium, 
manufacturing vs. services, businesses in greater Cairo vs. other regions, and export-oriented vs. 
local market oriented firms.  
 
A positive statistical significance indicates a revealed greater occurrence between the perception 
of the problem as major or severe and belonging to particular groups, and a negative statistical 
significance indicates the opposite. If there is no statistical significance for the difference in 
observed problem severity, then the obstacle area affects all firms irrespective of their group.  If 
a relatively higher incidence of severity of the problem exists for a particular group, then the 
policy direction may be, as a starting point, to bring the more burdened group closer to the 
“frontier” group, as a way of equalizing opportunities.  
Effect of firm size on constraints 
Because the ES has a relatively small sample, it does not typically include very large firms, and 
as a result, it is not possible to discriminate by size in a fine manner. We opt here for the 
following classification: small (between 1 and 19), medium (20 to 99) and large (above 100) 
firms, recognizing that we will not capture the constraints faced by very large firms. We use 
regression analysis to find the correlates of the severity of each constraint with firm size, which 
at the same time controlling for sector of activity and firm age. The results of the regression 
model are in Annex Table 1.1. 
 
These empirical results show that firm size does not affect the perception of severity for only two 
domains - access to electricity, which seems to be a binding constraint for firms or all sizes, and 
political instability, which also seem to affect all firms equally. The rest of the obstacles get 
divided very clearly between smaller and larger firms.  
 
Large firms are affected by several constraints - the coefficient associated to their dummy is 
positive, high and significant compared to medium and small firms (Table 2.4). This occurs for 
tax administration, access to telecom services, customs, courts, labor regulations, and access to 
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skilled labor. Each of the obstacles is more constraining for large firms, compared to small firms. 
This is because large firms are more likely to be exporting, going to court, looking for skilled 
labor, managing a large labor force while abiding by labor regulations, or seeking improved 
telecom services than small firms. 
 
Small size firms on the other hand are especially affected by corruption, crime and theft, access 
to finance, tax rates, competition by the informal sector, and business licensing. In all these 
cases, the obstacle constrain the development of small firms, which are unable to develop coping 
strategies - such as the hiring of security guards. Their low access to finance, high tax rates, and 
high cost of business licensing are the factors that push them in the informal sector, as a way of 
coping and reducing operating costs. This in turn however creates unfair pressures on other more 
formal small firms - a sort of double tax that pushes even more firms into informality. 
 
While it is not possible to estimate separately what the constraints experienced by mid-size firms 
are (in the sense of firms between 100-200 firms), we can imagine that mid-size firms are 
affected to some extent by the constraints faced by both small and large firms. The only obstacle 
that most clearly hits medium size firm in our regression analysis are tax administration and 
business licensing. 

Table 2.4:  Perception of obstacles’ severity: Effect of firm’s size 
 Statistically significant* Statistically insignificant  
Hurts small 
and medium 
firms most  

Corruption, Crime and theft, Access to 
finance, Tax rate, transport, Competition 
by informal sector, Business licensing. 

Electricity,  
Political instability. 

Hurts large 
firms most  

Tax administration, Telecom, Customs, 
Courts, Skills, Labor regulations. 

Note: * At below 10% confidence level. Definition of size: small (below 20 employees), medium (between 20 and 
99), and large (above 100). For regression results, see Annex Table A2.3. 
 
Geographic location 
It turns out that like for than size, location deeply influences the perception of obstacle severity. 
There is only one obstacle that applies equally to firms in greater Cairo, and in the periphery, and 
this related to Competition by the informal sector. 
On the other hand, most obstacles hurt firms in the periphery more than they hurt firms in greater 
Cairo. Table 2.5 (summarizing Table A2.2) shows a higher correlation between locating outside 
Greater Cairo and Political instability, Electricity, Theft, Access to finance, Tax rate, Tax 
administration, Labor regulations, Transport, Inadequately trained workforce, Telecom, Customs 
and trade regulations, and Corruption. 
According to the survey results, the only constraints that are more binding in greater Cairo are 
the working of the courts system, and obtaining Business licenses and permits. 
This sharp divide suggests that for many of these constraints, the problem lies more in the 
application of rules and the delivery of particular services, rather than with the rule themselves. 
Improving service delivery nationally to the level obtained in Cairo would improve the national 
business climate in important ways, allowing firms located in the periphery to catch up more 
easily. 
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Table 2.5:  Perception of obstacles’ severity: effect of location - Greater Cairo vs. others 
 Statistically significant* Statistically insignificant  
Hurts firms 
outside 
greater 
Cairo most 

Political instability, Electricity, Theft, 
Access to finance, Tax rate, Tax 
administration, Labor regulations, 
Transport, Inadequately trained workforce, 
Telecom, Customs and trade regulations, 
Corruption 

Competition by the informal 
sector. 

Hurts firms 
in greater 
Cairo 

Working of the courts system, Business 
licenses and permits. 

Note: * At below 10% confidence level. For regression results, see Annex Table A2.2. 
 
Export-orientation  
This classification produces differences in firms’ perceptions that are somewhat similar to 
differences between large firms versus non-large firms, since export-orientation itself is 
correlated with firm size (Table 2.6).  Indeed, the results show that exporters are more 
constrained than non-exporters on several fronts, and especially with regards to Customs and 
trade regulations, Regulatory policy uncertainty, Transport, Telecom. Inadequately trained 
workforce, Courts. 
 
By contrast, exporters are less constrained than non-exporters for Political instability, Practices 
of informal sector, Tax rate, and Crime and theft. Political instability and informal competition 
affect non-exporters more than exporters as they serve only the domestic market.  

Table 2.6:  Perception of obstacles’ severity: effect of export status  
 Statistically significant* Statistically insignificant  
Hurts non-
exporters 
most 

Political instability, Practices of informal 
sector, Tax rate , Crime and theft 

Access to finance, access to 
land, tax administration, 
business licenses, 
corruption, Electricity, labor 
regulation.  

Hurts 
exporters 
most 

Customs and trade regulations, Regulatory 
policy uncertainty, Transport, Telecom. 
Inadequately trained workforce, Courts. 

Note: * At below 10% confidence level. For regression results, see Annex Table A2.1. 
 
Manufacturing vs. services  
The manufacturing sector sees access to finance, access to land, and inadequately trained labor as 
severe problems (Table 2.7). While, as can be expected, service establishments rank corruption 
and dealing with business licenses higher on their list of obstacles.  This may be an indication, 
however, of the limited need for access to finance and possibly limited need for land in many 
service activities, relative to manufacturing.  
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Table 2.7:  Perception of obstacles’ severity: sector effects (manufacturing vs. services) 
 Statistically significant* Statistically insignificant  
Affects 
mostly firms 
in services 

Political uncertainty, Corruption, Crime 
and theft, Business licensing and permits, 
Telecom. 

Customs and trade 
regulations, Transport, 
Electricity, Labor 
regulations, Regulatory 
policy uncertainty, Courts.  

Affects 
mostly 
manufacturing 
firms 

Access to finance, Practices of informal 
sector, Tax rate and tax administration, 
Inadequately trained workforce, Access to 
land. 

Note: * At below 10% confidence level. For regression results, see Annex Table A2.4. 
 
2.4 Constraints and performance 
The hypothesis is that firms facing more constraints develop less. In this sense, unequal access to 
opportunities plays a large role in explaining under-performance. But at the same time, different 
obstacles may affect different types of firms differently. Below, we focus on the impact of 
obstacles on labor productivity, and on the possible differential effect of these obstacles on firms 
of different size. 
 
Table 2.8 reports the results of a regression of labor productivity on all of the constraints, in 
order to gage which obstacle felt by firms at the micro-level most affect their labor productivity. 
The regression is run for the pooled data of 2013 and 2016, and in the sample of all firms, but 
also small, medium, and large firms. 
 
The results above underlie that some constraints apply to a large number of firms, while others 
affect particular types of firms. When constraints affect all firms, their effect on productivity is 
negative, and this can be more marked for a particular category of firms. For example, access to 
finance constrains labor productivity for all types of firms, although they especially affect small 
and medium size firms. In that case, low access to finance hurts performance. But in other cases, 
constraints are specific to a particular group of firms – for example problems with custom 
procedures hurt mostly exporters, which tend to be large firms. In this case, hitting the constraint 
signals that a firm has been able to become an exporter, resulting in a positive sign.   
 
The results in Table 2.8 show that different firms react to constraints differently. In particular, it 
is apparent that productivity in medium size firms is most affected by the constraints they face, 
compared to the other two groups. Small firms follow them, while large firms seem to be able to 
cope and are only affected by Tax rates. 
 
The obstacles that affect mid-size firms most are theft, access to water and electricity, access to 
finance, and political instability. In all these cases, a tighter constraint is associated with lower 
labor productivity. Medium size firms that rate skills, and customs, as tight constraints on the 
other hand tend to be more sophisticated firms, with higher level of productivity than those firms 
that rate these obstacles are non-binding. 
 
Small firms seems especially sensitive to tax rates, and to access to finance, and less affected by 
other constraints, perhaps because they rarely become binding for them.  
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Table 2.8. Effects of obstacles on firms’ labor productivity  
  Small Medium Large All 
Broad constraints     
Theft  -   
Water  -   
Electricity  -  - 
Tax rate --- - -- -- 
Access to Finance -- -  - 
Political Instability  -   
Specific markers     
Courts +    
Customs  +  + 
Skills  +   
Business Licensing +   + 
Telecom +    
Note: Significant at 10% or less. For regression results, see Annex Table A2.5. 
 
2.5 Did connected firms disproportionately benefit from the enforcement of rules?  
We have seen that large firms are less affected by several types of obstacles, compared to 
medium and small firms. This can be because of their financial ability to afford to pay bribes, a 
topic pursued in chapter 6. Bit it is also likely that the large and privileged firms (described 
earlier in box 1.2) use their political connections to lobby for a reduction in their own regulatory 
burden. To see if this is the case, we again employ the ES data, which contains firms’ 
assessments of the burden imposed by various government policies and regulations. We 
supplement the ES data with our information on the number of political connected firms per 4-
digit manufacturing industries, as estimated by Diwan et al (2015).  
 
Following Hallward-Driemeier et al. (2010), we examine within-industry variations of firm 
reports of the regulatory environment. If large and privileged firms (LPBs) influence regulator 
behavior, they should report a lower regulatory burden; for instance, LPBs should report lower 
waiting times to obtain permits and more predictable regulatory behavior than firms in other 
sectors. At the same time, non-connected firms that compete with them in the same sector should 
have the longest waiting times if connected businessmen use their influence to discriminate 
against their direct competitors. The (coefficient of) variation in regulatory responses within 
sector should therefore be greater in those sectors with more connected firms.17  
 
We look at two indicators from the ES in Table 2.9. The first is firm responses to the question, 
“What was the actual wait duration (from the day you applied to the day you received the 
service or approval)?” The second is the coefficient of variation, within the 4-digit sector, of 
responses to this variable. The Table summarizes the descriptive statistics among manufacturing 
sectors with at least one politically connected firm and all other sectors (with zero connected 
firms). It shows that firms in connected sectors wait, on average, 86 days less for their 
construction permit. At the same time, the (coefficient of) variation is significantly larger in 
connected sectors pointing to the fact that some firms in connected sectors have access to fast-
track regulatory services while the other firms in the same sector have not.  

	
17	The	coefficient	of	variation	per	4-digit	industry	is	the	standard	deviation	divided	by	the	mean.	
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Table	2.9:	ES	responses	among	connected	and	unconnected	sectors		

  
Sectors with at least one 

LPF Other sectors 
Share of firms acquired Land from Government 44% 30% 
Share of firms in Industrial City 41% 34% 
Share of firms with Bank Loan 19% 13% 
Waiting days for construction permit 610 696 
Covariance (waiting days construction permit) 0.53 0.30 
Source: Diwan et al 2015. 

2.6 Conclusions 

With the exception of political instability, and of access to business licenses, the investment 
climate in Egypt has improved between 2013 and 2016, and the main obstacles to firms’ growth 
increasingly look like those of other developing countries – access to finance, to electricity, the 
weight of taxation, and competition by the informal sector. The main specificity that we found in 
Egypt relates to the variation of the impact of these constraints on firms, depending on the group 
they belong to. In particular, we found that small and medium size firms, and firms on the 
periphery, are affected much more than large firms, and that this seriously dents their growth 
potential. We also find some evidence that these obstacles affect big and privileged firms much 
less than other firms. A main goal of policy and regulations should therefor be to create much 
more of a level playing field in terms of the services firms receive from the state, so as to reduce 
the pro-large bias that seems to exist, and therefore allow small and medium size firms to 
develop and grow faster. 
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Appendix 2 
 
Constraints and Export status 
Table A1 shows the association between each constraint and export status measured by a dummy 
variable that takes the value of 1 if the firms exports 10% or more of its sales and zero otherwise. 
Explanatory variables include sector and location dummies as follows: 
Consti=α+ β Expi+ αs+σg+εi     (1) 
with Consti constraint, Expi export status, αs sector dummies and σg location dummies and εi the 
discrepancy term.  

 
Table 2.A1. Firms’ Constraints by Export Status 
 

 Pooled 2013 2016 
Telecom 0.069*** 0.054*** 0.087*** 
Electricity -0.013 -0.005 -0.006 
Transport 0.050*** 0.043** 0.053** 
Tax rate -0.044** -0.053** -0.055* 
Tax adm. -0.021 -0.027 -0.017 
Customs 0.160*** 0.113*** 0.214*** 
Bus. Lic. 0.043** 0.033 0.031 
Lab. Reg. 0.003 -0.017 0.023 
Skills. 0.042*** 0.022 0.065*** 
Acc. Fin. -0.015 -0.028 0.013 
Pol. Inst. -0.037** -0.045** -0.033 
Courts 0.029*** 0.002 0.053** 
Theft -0.010 0.026 -0.034** 
Corruption -0.001 -0.002 -0.034 

Comp. Inf. -0.073*** 
-
0.084*** -0.055** 

Note: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1; N = 2897  
 
Constraints and Location  
In terms of geographical location, Table 2.A2 shows the association between each constraint and 
the firm location measured by a dummy variable that takes the value of 1 if the firm is located in 
Cairo (core) and zero otherwise (periphery). Explanatory variables include sector and size 
dummies as follows: 
 Consti=α+ β Loci+ αs+σg+εi     (2) 
with Consti constraint, Loci firm location, αs sector dummies and σg size dummies and εi the 
discrepancy term.  
 
Table 2.A2. Firms’ Constraints by Geographical Location 
 
 Pooled 2013 2016 
Telecom -0.057*** -0.033*** -0.112*** 
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Electricity -0.125*** -0.073*** -0.191*** 
Transport -0.070*** -0.032** -0.146*** 
Tax rate -0.024 -0.020 -0.085*** 
Tax adm. -0.022 -0.058*** -0.017 
Customs -0.013 0.014 -0.086*** 
Bus. Lic. 0.047*** 0.017 0.037 
Lab. Reg. -0.046*** -0.069*** -0.042* 
Skills. -0.036*** -0.038*** -0.060*** 
Acc. Fin. -0.092*** -0.069*** -0.133*** 
Pol. Inst. -0.134*** -0.151*** -0.111*** 
Courts 0.070*** 0.027*** 0.099*** 
Theft -0.043*** -0.033* -0.022 
Corruption -0.058*** -0.001 -0.166*** 
Comp. Inf. -0.008 -0.008 0.002 
Note: Standard errors in parentheses;  *** p<0.01, ** p<0.05, * p<0.1; Number of Observation: 2897 

 
Constraints and Firm size 
Table A3 shows the relationship between each constraint and the firm size measured by three 
dummies that take the value of 1 if the firm small, medium and large and zero otherwise, 
compared to micro firms (the reference category). Explanatory variables include sector and 
location dummies as follows: 
   
Consti=α+ β1 Smalli+ β1 Mediumi+ β1 Largei+ αs+σg+εi                                   (3) 
 
with Const constraint, Small whether the firm is small or not, Medium whether the firm is 
medium sized or not, Large whether the firm is large or not, αs sector dummies, σg location 
dummies and εi the discrepancy term.  
 
Table 2.A3. Firms’ Constraints by Size 
  Pooled 2013 2016 

  Small Medium Large Small Medium Large Small Medium Large 

Telecom -0.013 0.017 0.056*** -0.016 -0.007 0.016 0 0.074*** 0.121*** 

Electricity -0.010 0.017 -0.019 -0.035 0.013 -0.029 0.032 0.044 0.052 

Transport -0.016 -0.004 0.011 -0.054** -0.046* -0.068** 0.052 0.0834** 0.139*** 

Tax rate -0.016 -0.014 -0.047* -0.0565* -0.0663** -0.132*** 0.048 0.0707 0.032 

Tax adm. 0.006 0.018 -0.005 -0.0537** -0.059** -0.111*** 0.098** 0.138*** 0.119*** 

Customs 0.002 0.0390** 0.125*** -0.00676 0.00852 0.0174 0.0288 0.104*** 0.250*** 

Bus. Lic. 0.019 0.080*** 0.070** -0.0151 0.0306 -0.0342 0.0773* 0.151*** 0.158*** 

Lab. Reg. -0.000903 0.0251 0.0304 -0.0251 -0.000189 -0.0351 0.0441 0.0673* 0.099*** 

Skills. 0.0356* 0.0131 0.0300 0.00322 -0.0344 -0.0522** 0.0893** 0.0964*** 0.131*** 

Acc. Fin. -0.0218 -0.0592** -0.0665*** -0.0139 -0.0709** -0.0910*** -0.0404 -0.0316 -0.0119 

Pol. Inst. 0.00684 -0.00685 -0.0301 0.0248 0.000658 -0.0334 -0.0357 -0.0331 -0.0576 

Courts 0.00139 0.0237 0.0627*** -0.0123 -0.00178 -0.00201 0.0214 0.0477 0.105*** 
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Theft -0.0222 -0.0370 -0.0717*** -0.0571* -0.0698** -0.0973*** 0.0309 0.0227 0.0352 

Corruption -0.0370 -0.0464* -0.0619** -0.0520 -0.0607* -0.104*** -0.00410 -0.00773 -0.0267 

Comp. Inf. 0.0298 -0.0222 -0.0880*** 0.0398 -0.0156 -0.0972*** 0.0110 -0.0302 -0.079** 
Note: Standard errors in parentheses;  *** p<0.01, ** p<0.05, * p<0.1; Number of Observation: 2897; Micro firms 
are removed to avoid multi-collinearity.  
 
Impact of Constraints on Firms’ Performance  
Table A4 shows the impact of these constraints on several outcomes by running the following 
regression: 
 
Yi=α+ β1 Xi+ β2 ln(agei)+ αs+πs+ σg +ε               (4) 
 
With Y measured by TFP (that has been estimated using a Cobb-Douglas production function 
with labor and capital), labor productivity (measured by dividing sales on labor), total sales and 
the probability of becoming an exporter and the quantity of exports, X the vector of constraints, 
age the age of the firm (constructed by taking the difference between 2013 and the year of 
establishing the firm), αs sector dummies, πs size dummies and σg location dummies. 
 
Table 2.A4. Impact of obstacles on Average productivity  
  Small Medium Large All 
Telecom 0.268* 0.00347 0.110 0.106 
Electricity -0.0723 -0.235*** -0.138 -0.207*** 
Transport 0.00627 0.0679 0.162 -0.0580 
Tax rate -0.358*** -0.193* -0.227* -0.247*** 
Tax adm. -0.00533 0.0709 0.0691 0.0644 
Customs 0.0922 0.367*** 0.199 0.188** 
Lab. Reg. 0.0993 0.0677 0.0414 0.0544 
Skills. -0.0289 0.294*** 0.157 0.0520 
Bus. Lic. 0.185** -0.0741 0.123 0.127** 
Acc. Fin. -0.281*** -0.170* -0.155 -0.185*** 
Corruption 0.0363 0.0644 -0.0292 -0.0298 
Comp. Inf. -0.105 -0.134 -0.214 -0.0594 
Pol. Inst. -0.137 -0.288*** -0.156 -0.0274 
Courts 0.339** 0.0129 0.140 0.107 
Theft -0.103 -0.190** 0.134 -0.106 
Water -0.146 -0.277* 0.234 -0.00371 
Cairo 0.317*** 0.250*** -0.00790 -0.0531 
Ln(Age) -0.00135 -0.0919* -0.0730 0.0471 
Constant 12.62*** 11.80*** 12.45*** 10.02*** 
Sector dummies YES YES YES YES 
Observations 1,352 1,342 931 3,996 
R-squared 0.143 0.152 0.107 0.153 

Source: ES 2013 and 2016, pooled data. 
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Chapter 3: The performance of the financial sector  
 
Key issues: very few firms borrow in Egypt. This seems to be due to both lenders, and borrowers, being 
very risk averse in the face of inadequate institutions to support the credit relation. As a result, capital 
does not flow to where its productivity is highest, resulting in important allocative inefficiencies. What 
would it take to improve the workings of the capital market? 
 
3.1 Introduction 
Both the Enterprise Surveys, and the Economic Census of 2013, reveal an extraordinarily low 
level of financial penetration in Egypt. At the same time, the little lending that takes place to the 
private sector goes predominantly to a narrow group of large firms. Moreover, the situation with 
regards to access to finance has not improved in recent years.  
 
Access to banking services and other financial products is necessary for the expansion of the 
private sector activity, create jobs and improve household welfare. The chapter focuses on 
producing more evidence on the distribution of capital in the economy, evaluating the cost of this 
in terms of efficiency, and thinking about why this is so, and what to do about it.  
 
Our diagnostic reveals that the main culprits for the current situation reside both in the 
macroeconomic framework, which involves very high levels of government debt crowding out 
private credit, but also, institutional factors that increase unduly the level of risk involved in 
borrowing. In particular, the bankruptcy rules and procedures need serious reforms, a process 
that has been initiated, and which needs to be monitored closely in the next years to ensure its 
success.  
 
After a review of the role of finance in the macro framework, the chapter describes the 
characteristics of the loan market, and then evaluates how constraining it is for various types of 
firms. It then proceeds to analyze the reasons behind the low and concentrated lending in the 
economy, and concludes that it is related to both demand and supply considerations, both 
connected to the riskiness of the credit relation, in the face of the weakness of the institutions that 
regulate it.  

 
3.2 Macro aspects 
An examination of basic financial depth indicators in Egypt, compared to the rest of the world, 
and over time, reveals an unfavorable situation. While the deposit base of the Egyptian economy 
is not small at 60% GDP (Table 3.1), compared to lower and even upper middle income 
countries, the loan to deposit ratio is very low at less than 50% - which is less than half the 
average among the MICs. This already suggests that the banking sector does not play as much a 
dynamic role in the Egyptian economy as in the rest of the world. Banks are either too risk-
averse to lend in the current circumstances, or they are unable to find interested borrowers that 
are deemed to be creditworthy enough. Moreover, the little lending that goes on is given 
predominantly to the public sector, especially in the past few years. In 2014, it is estimated that 
lending by banks to the private sector was about 22 percent GDP, which is one third less than the 
amount borrowed in LMICs, and less than half of what firms get in UMICs (and in the MENA 
region on average as well).  
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Table 3.1. Banking sector characteristics, 2016 
 Deposit/GDP Loans/deposits Credit to 

government/GDP 
Credit to private 

sector/GDP 
Egypt 69 40 71 22 
MENA ES 95 59 25 48 
LMICs 35 102 7 31 
UMIC 49 100 78 47 
Source: Global Financial Indicators Database, World Bank 
In fact, credit to the private sector (as a share of GDP) has been falling at least since the early 
2000s, when lending to the private sector stood at 53% of GDP. This seems to be partly related 
to the crowding out of private debt by government borrowing, which has accelerated after the 
2007-8 global financial crisis, and especially after 2011 (see Figure 3.1), when the financing of 
an increasing budget deficit was done in part through bank lending. In addition, the bond market 
is also dominated by government debt, and the equity market is not very dynamic.  
	
Figure	3.1:	Net	claims	on	the	government	are	crowding	out	private	sector	credit	

	
Source: Ministry of Finance, the Financial Monthly, various issues. 
 
This image of an under-performing sector is confirmed by most recent reviews. For example, the 
financial market development pillar of the Global Competitiveness Report of the World 
Economic Forum provides a bleak picture of the overall performance of financial markets in 
Egypt. The assessment covers aspects such as cost of access to finance, ease of getting loans, 
regulation and overall trust and worthiness of aspects related to financial markets, which is 
consistent with ES results.  Table 3.2 gives both a comparison of Egypt’s indicators with those 
for MENA countries in the 2015-2016 GC report, as well as a time series of Egypt’s indicators 
between 2006- 07 to 2015 -16.  The comparison with MENA countries shows results similar to 
those of the ES Survey finance component.  Globally, Egypt ranks 129, 126, and 128 out of 140 
countries in affordability of finance, availability of finance, and access to loans, respectively.  
These ranks are comparable only to Algeria and Mauritania and are significantly behind other 
MENA countries.  Overall assessment of financial market development exhibits the same pattern 
with Egypt’s rank being 119; comparable again to only Algeria and Mauritania. The time series 
of Egypt’s indicators reflect the turbulent times that the country witnessed since 2011. Several 
indicators that relate to institutional aspects, rather than recent macroeconomic challenges, show 
that Egypt was rated low well before the change in the country’s macroeconomic environment in 
2011, especially in regulation, legal rights, and trustworthiness and confidence. 
Table 3.2. Financial markets development, 2006-2016 
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3.3 How constraining is the lack of finance? 
Access to finance was seen as the number one constraint by firms in the last two ES (of 2013 and 
2016, when political instability and crime and theft are excluded). As seen in chapter 2, the 
percentage or firms ranking access to finance as a major or severe problem has remained more or 
less the same, at between 25% – 30%.  
  
Low access to finance is likely to severely limit firms’ investment opportunities. Looking first at 
data from the ES 2016 (which includes more financing detail and allows for an international 
comparison, compared to the EC13), it appears that less than 7 percent of firms in Egypt have 
access to a bank credit line, much less than in comparator countries – the figure is about 4 times 
larger in Poland and in average in the MENA countries, nearly 6 times more in Turkey, and more 
than 10 times larger in Chile (Figure 3.2). There has only been a marginal improvement between 
2013 and 2016 (see Table 3.3).  
 
Figure 3.2. Firms with a bank loan or a bank credit line (share of all firms) 

 
Source: Enterprise Surveys Note: Regional averages utilize the most recent survey for countries included. 
 
This small amount of financing must have affected the levels of private sector investment, which 
has decreased from about 19% GDP in 2010, to close to 12% by 2016, a low figure by 
international standards.18 Part of this must have been due to liquidity constraints. Indeed, the 
ES2016 data also reveal that only 15% of firms report that banks have financed part of their 
investment, and on average, firms report that banks have financed 8 percent of their investments. 

	
18  

Table xx: Egypt 2006-07 to 2015-16 Global Competitiveness Indicators, Financial Market Development, Eighth Pillar
Indicator/Year 2015-20162014-15 2013-14 2012-13 2011-12 2010-11 2009-10 2008-09 2007-08 2006-07

           8.02 Affordability of financial services, 1-7 (best) Value 3.3 3.3 3.7 3.7 4.0 4.2
Rank 126 126 106 106 76 69

           8.01 Availability of financial services, 1-7 (best) Value 3.4 3.4 3.8 3.8 4.4 4.8
Rank 129 129 112 112 79 60

           8.03 Financing through local equity market, 1-7 (best) Value 3.8 3.6 3.9 3.9 4.3 4.2 4.6 4.7 4.8 5.1
Rank 55 60 46 46 30 29 22 49 62 61

           8.04 Ease of access to loans, 1-7 (best) Value 1.9 1.9 2.4 2.4 2.7 3.0 3.4 3.1 2.7 2.8
Rank 128 129 100 100 74 49 44 79 95 75

           8.05 Venture capital availability, 1-7 (best) Value 2.5 2.3 2.9 2.9 3.0 3.0 3.4 3.4 2.9 2.8
Rank 91 103 51 51 41 41 34 46 79 78

        A. Efficiency Value 3.0 2.9 3.3 3.3 3.7 3.9 4.0 3.8 3.6 3.4
Rank 115 118 83 83 56 54 54 72 83 74

           8.06 Soundness of banks, 1-7 (best) Value 4.8 4.2 4.0 4.0 4.6 5.3 5.0 4.7 4.7 4.6
Rank 70 110 125 125 102 61 86 111 106 99

           8.07 Regulation of securities exchanges, 1-7 (best) Value 3.7 3.5 3.6 3.6 4.2 4.3 4.3 4.3 3.9 1.0
Rank 102 107 105 105 69 67 69 80 95 115

           8.08 Legal rights index, 0–10 (best)* Value 2.0 3.0 3.0 3.0 3.0 3.0 3.0 1.0 1.0 3.1
Rank 106 113 118 118 105 103 98 123 123 120

        B. Trustworthiness and confidence Value 3.5 3.5 3.5 3.5 3.9 4.1 4.1 3.5 3.4 3.3
Rank 113 126 133 133 115 99 107 126 124 111

     8th pillar: Financial market development Value 3.2 3.2 3.4 3.4 3.8 4.0 4.0 3.7 3.5 4.0
Rank 119 125 119 102 92 82 84 106 113 71

Source: The Global Competitiveness Index Historical Dataset © 2005-2015 World Economic Forum 
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The respective figures for MENA, and the world, are about double (at 26 and 16 percent). As a 
result, nearly 90% of investment is now financed using internal funds in Egypt (compared to a 
global average around 70%).  
 
Finally, we look at the differential relation to the credit market by small, medium, and large 
firms. As expected, Table 3.3 shows that large firms have an advantage – more of them have 
bank loans, and they face a lower rejection rate when they apply for a loan. But it also appears 
that their position has deteriorated between 2013 and 2016, as less of them report that banks are 
financing their investments, and they have relied more on internal finance. It is interesting to 
observe in Table 3 that when it comes to the credit markets, medium size firms resemble small 
firms much more than they resemble large firms. Both groups have very low access to loans (5 to 
8 percent) receiving a loan, as they face very high rejection rates. But there seem to have been a 
marked improvement in their situation relative to 2013, albeit from a very low base, especially 
for small firms. It is not clear whether these dynamics are representative of the market as a 
whole, or reflect biases in the ES sample. They may reflect some progress in SME’s access to 
finance. But there is still along way to go to reach levels of access commensurate with those of 
comparator countries. 
 
Table 3.3. The financing of investment and working capital 
 Share of firms with a bank’s Share of investments 
 Loan Rejected 

loan 
Financing 

investments 
Working 
capital 

Financed 
internally 

Financed by 
banks 

Egypt 2016  6.6 20.9 14.6 2.4 82.1 7.9 
Small (5-19) 4.7 9.0 22.2 2.1 77.5 10.1 
Med (20-99) 7.8 32.9 7.7 2.4 84.9 6.4 
Large (100+) 18.1 14.7 5.7 4.9 90.9 4.0 
Exporters* 8.1 18.0 7.7 2.3 74.1 4.7 
Egypt 2013 6.0 42.2 8.9 6.3 89.1 5.2 
Small (5-19) 5.0 30.1 11.7 6.1 91.4 6.1 
Med (20-99) 5.6 75.8 3.1 2.5 92.8 2.5 
Large (100+) 17.8 48.1 13.5 8.3 75.0 8.3 
Exporters  11.3 17.6 13.7 10.7 73.8 10.7 
MENA 28.6 10.2 25.9 24.3 71.1 15.6 
All Countries 33.3 10.8 26.2 30.0 71.1 14.8 
Source. ES 2016, 2013 
 
An important aspect of the Egyptian credit market is its extreme concentration. Not only is 
overall credit to the private sector quite limited, but it addition, whatever credit there is goes 
disproportionately to only a handful of large firms. Using data from the 2013 Census, it appears 
that about 95 percent of all observations report zero loans. In 156 of a total of 342 (NACE Rev.2 
four digit) industries, total loans are equal to zero. The “loan concentration ratio”, that is, the 
share of 4 firms with the largest share of loans at the (4-digit) industry level is above 70 percent 
in 109 (4-digit) industries, and it is equal to 100 percent in 52 industries. Moreover, even among 
firms with positive levels of loans, the distribution of loans is highly skewed, with a long tail on 
the right, indicating that only a few firms took on large debts, while much of the firms that 
borrowed where only able to get relatively small loans (Figure 3.3).  
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Figure 3.3. Distribution of Log of loans (among firms with positive loans) 

 

Source: EC2013. Note: Kernel density estimate of log of total loans to private firms (excluding finance, agriculture, 
health, and education). Note that the figure does not include firms with zero loans, which make up more than 95 
percent of observations. 

This extraordinary level of loan concentration was noted before. The World Bank 2011 
“Financial Access and Stability” report on financial sector in the MENA region had calculated, 
based on data from Standard and Poor, that the top 20 loan exposure as a share of total loans, 
stood at 54% in Egypt, compared to an average of about 30 in the MENA region (itself a region 
with a high concentration). In more recent work, Diwan and Schiffbauer (2018) find that the 385 
firms that they identified as being “privileged” managed to grow very fast and to increase their 
market shares during the period 2003-2011 because they were able to literally dominate the 
formal loan market. They find that these firms invested more, were more capital intensive, and 
borrowed much more than their competitors. By 2011, these firms who employed 11 percent of 
the formal sector workers had contracted an extraordinary 92 percent of the outstanding net loans 
held by all the firms in the Orbis database. Similarly, Chekir and Diwan (2014), investigating the 
firms traded on the Egyptian stock exchange, find that 22 privileged firms had a debt to equity 
ratio of about 100 points above that of the other firms traded on the exchange. 
 
3.4 Debt and the productivity of capital  
Using data from the EC of 2013, we focus particularly on establishments that obtained loans in 
2013. We look at both the distribution of loans across types of firms, and the productivity of 
capital. In many countries, small firms have low access to capital, but they also use capital non-
productively, because their main constraints are elsewhere. But it might be that in Egypt, access 
to capital for small firms is so constraining, that its return is high. The question of interest is 
whether the return to capital is larger in large firms, or should capital be redirected towards 
smaller firms?  
 
We had found that from a labor perspective, and everything else staying constant (including the 
distribution of capital), middle size firms [esp. the 100-199 group] have the highest labor 
productivity, while small firms fare the worst (see Table x, column 5). The implication was that 
aggregate productivity would be enhanced if labor would move to larger firms.  
 
We now look at the average productivity of capital (Table 3.4, column 4). A first observation is 
that the capital to labor ratio rises with the size of the firm (with a small dip for firms size [200-
999] and declines slightly afterwards. The largest firms have 14 times more capital per workers 
that the smallest firms. A second observation is that the variability of the productivity of capital 
is much lower than that of labor productivity. This suggests that when making the less reversible 
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decision of investing in capital (compared to hiring), firms are highly sensitive to its cost. Thus, 
firms with higher labor productivity tend to invest more. The main result from the table however 
is that from a capital use perspective, the average productivity of capital has a reverse U shape: 
the middle size firms [size 100-199] have the highest average return, followed by the two groups 
around it. The largest firms fare worst than the smallest firms however. This suggests that capital 
should move to the medium size firms, but also to the smaller firms (that do not exit as they shed 
labor). 
 
But, much more debt goes to largest firms, with very little going to small firms. In fact, nearly all 
debt goes to the top group, not much goes to mid-size firms, and nearly none goes to small firms. 
This thus suggests that the loan market is characterized by a very low level of allocative 
efficiency. 
 
Table 3.4. Productivity	of	capital	and	loan	distribution	–	by	sector,	2013 

Size % of 
capital 

% of 
labor 

% of 
VA 

VA/K 
1-4 = 1 

VA/L 
1-4 = 1 

K/L 
1-4 = 1 

% 
loans 

% firms 
wt 

loans 

Av. 
Leverage* 

1-4 12.4 51.9 9.7 1.0 1.0 1.0 0.3 1.4 155.0 
5-9 10.2 13.8 4.6 0.6 1.8 3.1 0.5 1.5 158.7 

10-19 6.9 6.6 6.2 1.1 5.0 4.4 0.4 2.6 160.6 
20-49 6.1 5.3 6.1 1.3 6.2 4.8 2.9 5.2 217.5 
50-99 9.7 3.4 10.4 1.4 16.6 12.1 1.4 11.6 26.5 

100-199 11.4 3.6 24.1 2.7 35.7 13.3 5.3 13.1 38.4 
200-999 21.9 9.3 25.1 1.5 14.4 9.8 38.1 24.3 88.0 
1000+ 21.4 6.2 13.7 0.8 11.9 14.5 51.2 55.8 59.6 

Source: C13. Note: Private firms only, and excluding the financial sector, agriculture, and health and education. 
*=only firms with loans. 
	
Table	3.5.	Productivity	of	capital	and	loan	distribution	–	by	sector,	2013	
Size % 

capital 
% 
labor 

% 
VA 

VA/K 
Agr =1 

VA/L 
ag=1 

K/L 
ag = 1 

Share 
of 
loans 

% firms 
wt a 
loan 

Av. 
Leverage*   

AGR 0.5 1.0 0.4 1.0 1.0 1.0 0.0 1.6 45.8 
CON 6.7 3.4 1.7 0.3 1.1 3.9 5.1 12.0 56.0 
Pub ser 2.2 11.6 2.4 1.3 0.5 0.4 0.6 1.6 120.8 
Finance 9.2 7.6 22.3 3.0 6.4 2.4 3.5 1.6 128.5 
MAN 30.7 24.9 17.9 0.7 1.5 2.4 39.2 3.5 89.9 
MIN 5.6 0.5 20.3 4.5 81.1 21.6 12.2 0.9 747.1 
utilities 10.6 2.0 1.4 0.2 1.3 10.4 24.4 13.6 30.0 
transport 15.8 5.2 7.2 0.6 2.9 6.0 9.4 2.1 58.3 
trade 18.2 43.67 26.5 1.8 1.3 0.8 5.6 2.4 172.3 
Source: C13. All private and public firms. Note. Only for firms with positive loans. 
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Similarly, there is a wide variation in return to factors across sectors.19 When looking at average 
capital productivity (besides mining and finance), the largest returns to capital are in trade, 
services, and agriculture. Here too, these sectors get however a minuscule share of loans. In 
contrast, loans go predominantly to manufacturing, utilities, and transport, probably because 
these sectors are dominated by the large firms that manage to attract capital. So here too, it is 
apparent that the loan market is inefficient – it is driven much more by the nature of borrowers 
(large), than by the nature of sectors, unlike in countries with efficient markets, where a firm’s 
leverage is closely connected to the characteristics of its sector of operation.   
 
3.5 Why is the credit market so concentrated?  
How to explain the extremely high loan concentration in Egypt? Answering this question will be 
crucial in devising policy reforms that will allow the credit market to function more smoothly. It 
is clear that while most firms had no access to credit, one small group of firms managed to take 
massive loans.  
 
There can be two types of reasons for the high concentration rate – one related to demand, and 
the other to supply considerations. While we have no means of precisely separating empirically 
demand and supply effects, we can infer several aspects of this by examining several notable 
aspects of the several database used in the report. We find evidence of both demand and supply 
processes at play. First, we ask whether firms with no privileges had a strong preference to 
finance themselves from retained earning rather than from bank debt and investigate why this 
may be so. Second, we argue that the banks’ supply of fund has advantaged the large and 
privileged firms (LPFs) because of their superior profitability and/or lower risk, compared to 
other firms.  
 
Demand side explanations 
On the demand side, a majority of firms respond that they did not need bank credit (70% 
compared to 46 percent for all countries and 51 percent for MENA) – see Table 3.6.  Moreover 
only about 60 percent of firms have a bank account in 2013, as opposed to 73 percent in 2007, 
and to 87 percent on average globally. It is noteworthy that all these patterns seem to be 
magnified when it comes medium-sized firms. While a large share of medium sized firms have a 
bank account, this group is hit hard by the largest collateral requirement, and by far the highest 
loan rejection rate. 
 
Thus, it is clear that a high percentage of firms in Egypt are either not interested, or unable to 
develop a credit relation with a bank. They may be unwilling to do so for cultural reasons, or to 
remain under the radar screen if they operate informally. But they may also be uninterested in 
borrowing because they perceive borrowing to be too risky, or because they get discouraged by 
very high banks’ requirements in terms of interest and collateral. While the data at hand does not 
allow us to disentangle these possibilities, there are indications that the second type of reasons is 
very much at play. 
 
 
 

	
19	As	we	have	seen	in	chapter	1,	the	largest	return	to	labor	are	in	transport,	manufacturing,	utilities,	and	trade	
–	these	are	sector	that	should	receive	more	labor.	
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Table 3.6. Characteristics of the lending relation 
Economy	 % Firms with a 

bank account	
% Loans that need 
a collateral 	

Value of collateral 
needed for a loan *	

% Firms not 
needing a loan	

Chile 2010	 97.9	 51.1	 209.5	 30.8	
Poland 2013	 92.7	 59.5	 154.0	 64.3	
Turkey 2013	 78.7	 28.9	 199.2	 55.7	
MENA	 79.1	 77.4	 183.0	 51.8	
All Countries	 86.8	 79.0	 205.9	 46.4	
Egypt 2016	 68.9	 98.5	 158.2	 70.5	
Small (5-19)	 58.3	 100.0	 146.7	 68.5	
Medium (20-99)	 87.5	 99.4	 172.0	 72.5	
Large (100+)	 93.9	 94.1	 141.4	 80.1	
exports 	 94.3	 96.0	 129.5	 78.5	
Egypt, 2013	 59.6	 92.4	 272.5	 69.9	
Small (5-19)	 50.2	 88.3	 296.1	 67.5	
Medium (20-99)	 73.1	 99.9	 316.5	 73.6	
Large (100+)	 85.6	 93.7	 156.4	 75.2	
Exporter 	 87.7	 94.5	 255.3	 84.7	
ES 2016. Notes: *:% of the loan amount. 
	
A recent report by the EBRD and the World Bank (2017) attempts to disentangle the reasons for 
low demand for credit by separating firms, using information contained in the ES, according to 
whether they are connected to banks, disconnected, or discouraged. In their definition, connected 
firms are those that applied for a loan (which was accepted or rejected). Disconnected firms are 
those that did not apply for a credit as they had sufficient capital. Discouraged firms are those 
that did not apply for a bank loan because they found the terms too onerous. The report finds that 
only 4 percent of firms in the ES are connected in Egypt (compared to 17 percent in the Mena 
region – see figure 3.4). Of the rest, 26 percent were discouraged. The  “discouragement” effect 
can be related to the very high rejection rates (42 percent, compared to a global average of only 
12 percent).  
 
Risk aversion is also likely to be at play in deflecting the demand for loans, given that the legal 
penalties for not repaying loans is very high in Egypt, so that firms that risk being unable to meet 
loan service commitments risk exposing them to catastrophic penalties if they borrow. In 
particular, the way in which bankruptcy rules are applied push firms in trouble to liquidate too 
rapidly in order to satisfy their creditors, and that this expectation makes firms without deep 
pockets extremely risk averse when it comes to borrowing (see more below on the rules). 
Moreover, penalties for default include restrictions on travel and jail. In contrast, to the extent 
that LPFs can use their relationships in courts and during the bankruptcy process to their 
advantage, their demand for loans would be larger. A similar situation seems to occur in China. 
Li, et al. (2008) document how politically connected firms trust that the legal system will not 
discriminate against them, which boosts their demand for credit.20  
 
 
 

	
20	At the same time, greater legal protection also boosts their creditworthiness in the eyes of lenders. See more 
below on supply side consideration.	
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Figure 3.4. Degree of connection to the banking sector 

 
Source: EBRD and World Bank, 2015 
Supply side considerations 
 
The constraint is also likely to be partly on the supply side. On the credit supply side, banks are 
reluctant to offer finance that they perceive to be risky compared to safe government bonds. 
Banks may prefer to only lend to large firms, which may either have land or other collateral, or 
when they appear to be implicitly protected by the state (as in the case of the BPFs, see Chekir 
and Diwan 2014).21 At the same time, banks in Egypt may be particularly not be interested to 
lend to smaller firms because of excessive risk of non- repayment connected to the way in which 
the credit market functions.  
 
Coming back to the question of how the LPFs managed to get such a large share of private credit 
in Egypt, many studies that have found that politically connected firms have higher debt that non 
connected firms, focus on lending by public sector banks, which can be directly pressured by 
politicians to lend to politically connected firms, irrespective of profitability considerations.22 In 
the case of Egypt, where lending was largely private in the 2000s, profit-maximizing banks that 
care about the risk adjusted returns of their borrowers must have found that the favored LPFs had 
systematically higher return, and/or lower risks, than the rest of the economy, a realistic 
possibility on account of the privileges they received. At the same time, banks may have had 
little interest to lend to non-connected firms (thus increasing the advantage of the LPFs further), 
since their profitability, especially for those engaged in neck-to-neck competition with the LPFs, 
must have fallen, together with their market shares, exposing them to greater bankruptcy risk. 
This is especially the case as, despite its creditor bias, the bankruptcy process in Egypt is, as 
discussed above, both costly and highly uncertain. 
 
The main question is whether LPFs enjoy a debt advantage commensurate with their higher 
profitability, or irrespective of their profit levels. On this issue, the recent work by Diwan and 
Schiffbaueer (2018) shows that the borrowing behavior of LPFs, and other firms, are very 
different in Egypt: BPFs borrow more when they are more profitable, while non LPFs borrow 
less when they are more profitable, using more retained earning in their financing. This means 
that banks value profitability, but also, that LPFs tend to be less risk averse than non-connected 
firms, possibly because of their advantage in enforcing their property rights in court. The paper 

	
21 Chekir and Diwan (2014) show that the stock market value of BPFs went down in 2011 on account of a reduction 
of the price earning ration, which they interpret as a loss of implicit government guarantee connected to the change 
in regime after 2011. 
22 Cull and Xiu 2005; Khwaja and Miang 2005; Li et al 2008; Claessens et al 2008. 
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also shows that a large share of the supply of funds to LPFs was not connected to their 
profitability, but instead, to the implicit guarantees that they were perceived to have received 
from the government at the time.  
 
3.6 Institutional weaknesses in credit markets 
In order to explore if the credit market institutions and rules have particular weaknesses in Egypt, 
we look at data from the Doing Business report. The indicators for Egypt on this account tend to 
be quite good in general, indicating progress on several fronts. The getting credit ratings are 
somewhat low considering the major reform efforts that took place in corporate governance and 
banking and financial sector reforms in the past, but they are at least not off the chart.  On the 
other hand, the depth of the credit information is very high, and both the public and private credit 
registries seem well developed. A newly adopted law (Law 115, November 2015) has improved 
the legal framework governing security by creating a new regime for pledging a wide range of 
movable assets and centralizing security registration - it remains to be seen how and when the 
law will be implemented. 23 Non-banking financial institutions such as leasing and factoring 
companies are also playing a small role albeit with limited resources, and are mostly used by 
large companies and financial firms. 
 
The main weaknesses revealed in Table 3.7 concerns the strength of legal rights. The Strength of 
Legal Rights index reflects the degree to which collateral and bankruptcy laws protect the rights 
of borrowers and lenders and thus facilitate lending. In effect, these two areas of weaknesses 
interact negatively. The score for Egypt on the Quality of Legal Rights was 2 in 2015, compared 
to an average score of 5.2 for lower-middle-income countries (the measure is an index taking 
values between 0-12).24 That legal rights are difficult to enforce increase a firm’s bankruptcy risk 
if its debt levels are high, and the bankruptcy system magnifies these risks given its exaggerated 
focus on debt repayment, and a lack of emphasis on restructuring and enterprise viability. The 
Doing Business data indicates that compared to other regional averages, Egypt’s distance to 
frontier for resolving insolvency more than doubled (from 18% to 39.5%) between 2010 and 
2017, despite the absence of law change during this period.25  
 
Table 3.8 presents the resolving insolvency indicators for Egypt and MENA countries in 2017, as 
well as the time trend of Egypt’s Distance to Frontier (DTF).26 The main striking weaknesses of 
the bankruptcy process in Egypt, compared to other countries, is that it is extremely costly at 22 
percent of the estate, while at the same time, the recovery rate are among the lowest in the world 
(27cent of the face value of the loan). Even in other MENA countries, with the exception of 
Morocco, the cost is significantly lower and the recovery rate is higher.  For example, for 
Tunisia, which is ranked 58 as opposed to Egypt rank of 109, recovery rate is 52 cents on the 
dollar and cost of bankruptcy resolution is only 7%. 
 

	
23	The Electronic Collateral Register (ECR) will operate two systems in parallel: one for the inquiries, and another 
for registering security interest. After the launch of ECR in March 2018, financial institutions including banks and 
leasing companies have entered into agreements with the ECR for the registration of their security interest. 
24 Relatedly, contract enforcement is also rated is extremely low, compared to other regions. 
25 This can imply that the law does not necessarily create poor performance. Other institutional or implementation 
aspects may be more important. 
26 Distance to Frontier compares a countries performance to best performances not just in the current year but using 
previous DB results.  A higher DTF value indicates better performance. 
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The literature on economic institutions suggests that orderly and smooth market exit for 
lossmaking firms is an important feature of dynamic private economies. The existence of a sound 
bankruptcy protection and insolvency resolution system also encourages credit supply both by 
ensuring the repayment of debt obligations at low cost, and by protecting insolvent firms in hard 
economic times, and give them an opportunity to restructure and recover.  The main challenge in 
bankruptcy laws and procedures is, therefore, to maintain a balance between protecting the rights 
of creditors and maximize firms’ chances of surviving insolvency.  
Table 3.7. Doing Business getting credit indicators, 2016 
Economy Getting 

credit rank 
Strength of 
legal rights 
index (0-12) 

Depth of 
credit 
information 
index (0-8) 

Public 
credit 
registry 
coverage  
(% of 
adults) 

Private 
credit 
bureau 
coverage 
(% of 
adults) 

Egypt 79 2 8 7 21 
      

MENA ES 135 1.1 4.1 11 6 
Lower-middle-income 89 5.2 4.3 9 16 
Upper-middle-income 82 5.3 4.8 20 35 

High income: non OECD 91 4.6 4.7 15 34 
High income: OECD 55 5.8 6.5 12 66 

Source: Doing Business report, 2016. Note: GCR: low value better performance. SLRI and DCII: 
high value, better performance. 
 
Legal analysis demonstrates amply that the legislative philosophy focuses almost exclusively on 
debt repayment to creditors, with little regards for the preservation of businesses as the law 
leaves little leeway to restructure firms rather than just liquidate. 27  Moreover, company 
bankruptcy is tailored to the needs of trading entities, rather than to those of a modern 
corporation that engages in a multitude of activities (see appendix for the historical origins of the 
law). Despite the bias towards creditors, the bankruptcy process is moreover very complex, 
involves numerous parties that play different and sometimes overlapping and contradictory roles 
(example the bankruptcy court, the bankruptcy judge, the bankruptcy trustee, the creditors’ 
representative, etc.) where lack of coherent and conflict of interest or mandate result in delays 
and dysfunction resulting in demotivation for both credits and debtors to work together. 
Creditors therefore view the whole process as lengthy, unpredictable, costly and overall 
cumbersome. It is not surprising in these circumstances that the bulk of loans require huge 
collaterals. 
 
A new law was launched in 2018 and entered in force from March 2018. The objective of the 
law is to give firms a chance to restructure and survive an individual firm’s difficulty or an 
economic downturn. The law expands and allows parties to choose to adopt an out-of-court 
restructuring plan.  Furthermore, if all parties do not agree to a plan, the court may enforce a 
restructuring plan that is agreeable to the majority of parties involved. A new court supervised 
mediation system was introduced and institutionally a division in the economic courts is 

	
27	See	in	particular	The Arab Center for the Rule of Law and Integrity, 2016. 	
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established to be responsible for managing insolvency cases.  Once the restructuring plan is 
adopted the owners/managers are allowed to continue to manage the company within the agreed 
parameters of the plan. In addition, in terms of penalties, the new law abolishes imprisonment in 
cases of non-fraudulent cases and aggravates penalties when criminal behavior is established. 
The law established a list of court experts to be engaged in assisting the firms and the court 
through the restructuring process with the objective of returning the firm to market viability.  
Under restructuring, ordinary creditors will be prevented from filing law suits or ongoing law 
suits will be stayed.  The maximum duration of a restructuring plan is five years.   The Ministry 
of Justice is responsible for producing the executive regulations that will spell out several of the 
implementation aspects of the law as well as select the list of insolvency experts.28 
 
Table 3.8. Doing Business: Insolvency indicators, Egypt and others, 2010-1017 

 
Micro finance 
Very small firms tend to be disproportionality affected by financing constraints, but as we have 
seen, some of them use the little capital they have very productively. Given the owners and 
workers of these very small and informal firms are often below the poverty line, there has been a 
lot of interest and many initiative to help them improve their productivity. Initiative to improve 
access to finance can thus be valuable from both a welfare, and an aggregate productivity 
perspective as well. Around 450 microfinance institutions operate in the country (including four 
banks (Banque du Caire, Bank Misr, National Bank of Egypt and Bank of Alexandria), and more 
than 400 NGOs (the largest 15 serve nearly 85 percent of the beneficiaries). Offered products 
include individual loans (roughly 50 percent of the beneficiaries), and solidarity group loans 
(EFSA, 2010).  

Moreover, In January 2016, the Central Bank of Egypt (CBE) launched a scheme whereby banks 
are obliged to provide EGP 200 billion in loans to SMEs over a period of four years at a 5 per 
cent interest rate, offsetting the amount they lend against obligatory reserves at the central bank. 
Banks are also requested to allocate 20 percent of their portfolio to SMEs. However, this is likely 
to be an infeasible target for most commercial privately owned banks, and there are concerns 
about a potential weakening of banks’ asset quality given the high credit risks of SMEs. In 
March 2017, the CBE allocated an additional EGP 10 billion of short-term credit facilitations to 

	
28	For	more	details,	see	Riad	and	Riad	(2018),	Sharkawy	(2018),	Thebes	Consultancy	(2018).	

Table XX: Doing Business 2017, Resolving Insolvency Indicators, Comparisons and Egypt 2010-2017 Trends
Resolving 
Insolvency 

DTF

Resolving 
Insolvency 

rank

Recovery 
rate (cents 

on the dollar)

Time 
(years)

Cost (% of 
estate)

Outcome (0 as 
piecemeal sale 
and 1 as going 

concern)

Egypt, Arab Rep 39.51 109 27 2.5 22 0

Region Averages

East Asia & Pacific 40.33 N/A 33.9 2.6 20.6
Europe & Central Asia 51.65 N/A 38.2 2.2 13.1
Latin America & Caribbean 38.81 N/A 31 2.9 16.7
Middle East & North Africa 30.48 N/A 26 3 13.8
OECD high income 77.15 N/A 73 1.7 9.1
South Asia 31.61 N/A 32.6 2.6 9.9
Sub-Saharan Africa 30.16 N/A 20.1 3 23.1

Egypt's distance to frontier 2010 2011 2012 2013 2014 2015 2016 2017
18.10 18.77 29.52 29.42 39.39 39.30 39.49 39.51

Source:  Doing Business Database at: http://www.doingbusiness.org/data

Strength of 
insolvency 

framework index            
(0-16)

7.1
9.9
7.1

8

5.3
12.1
4.5
6.2
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finance medium-sized companies, and broadened its initiative to include more companies and a 
new sector; new and renewable energy. It prioritized the financing of export-oriented companies 
and those producing goods that replace imports. 
 
But while some small firms can use capital productively, others do not, and the weak bankruptcy 
code restricts the probability of repayments in case of insolvency. It is thus important to help 
resolve both moral hazard and adverse selection problems by improving the transparency of 
information, as well as by setting up institutions to can enhance commitments by firms to repay. 
This should include capacity building efforts that help micro firms such as financial literacy, and 
financial planning services. 

3.7 Conclusions 
Based on the chapter findings, four main policy recommendations emerge. 
 
First, reinstating macro stability remains a precondition for a more dynamic role of the financial 
market. As long heavy public borrowings crowd out the private sector, private investment is 
unlikely to pick up.  
 
Second, efforts must be made to reduce the huge concentration in credit markets. The goal of 
institutional reforms should be to push credit towards the productive middle size firms, who have 
managed to finance themselves so far largely from retained earnings, but who are unable to grow 
further in the absence of access to credit. This can be partly achieved by reducing the privileges 
of the LPFs (and not redirecting them elsewhere!) 
 
Third, micro and small firms can also improve their productivity with better access to credit. 
Microfinance should thus be seen not just as an instrument to reduce poverty, but also one that 
can increase efficiency. 
 
Finally, building up the institutions of the credit markets can be stuck on the missing O-ring. In 
particular, it is hard to expect credit market to function in the absence of a workable bankruptcy 
process. The new law is in this regard promising.  
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Appendix 3.1: Historical Origins of the Bankruptcy Framework 
Egypt’s bankruptcy regulations appear in Law 17 for the year 1999, known as the trade law or 
commercial law.  Law 17 replaced commercial law issued in 1983.  It abrogated Law 56 for the 
year 1945 that concerned “agreements that protect of merchants from bankruptcy declaration”.  
Law 56 for the year 1945 allowed parties to agree to reduce traders’ debt obligations and/or to 
grant a grace period.  The law had several requirement, including being registered in the traders’ 
commercial registry and abiding by all requirements in the three years prior to cessation of debt 
repayment. 
Currently, bankruptcy and reconciliation agreements protecting from bankruptcy declaration 
appear in Law 17, Part 5, Chapters 1 through 10 (Articles from 550 to 772). Most of the articles 
relate to a trader rather than a company with the exception of Chapter 7 that contains 14 articles 
addressing bankruptcy of companies. It states that all other bankruptcy articles related to traders 
apply in the case of companies in addition to the articles that apply specifically to company 
bankruptcies.  Bankruptcy articles detail bankruptcy declaration and who can be subject of a 
bankruptcy case (chapter 1), the persons involved in a bankruptcy case, their responsibilities and 
rights (chapter 2), consequences of bankruptcy for debtors, different types of creditors and 
various obligation (chapter 3), bankruptcy case management (chapter 4), conclusion of a 
bankruptcy case (chapter 5), expedited procedures (chapter 6), company bankruptcy (chapter 7), 
commercial rehabilitation (chapter 8), reconciliation preventing bankruptcy declaration (chapter 
9), bankruptcy crimes (chapter 10). Fraudulent activities of parties to a bankruptcy case result in 
criminal penalties; these may be due to simple negligence or intentional fraud.  The definition of 
crimes and associated penalties appear in the Egyptian Penal Code 58 for the year 1937 and 
amendments. Penalties include imprisonment, fines, and deprivation of deprivation of political 
rights or holding public office, etc., for a number of years until the offender gains rehabilitation.   
In general, according to Law 17, several specific activities are enumerated as “trade activities” 
and a trader in general is somebody who habitually performs such activities with the intention of 
making profits.  This distinguishes other activities that are not enumerated in the commercial 
law, which would be considered “civil activities”.  Law 17 restricts the application of bankruptcy 
procedures to traders registered in the commercial register and to companies.  In addition, the 
bankruptcy law does not apply to all transactions that a trader performs that result in default or 
cessation of payment of debt obligations.  Individuals who are not traders by profession or are 
not engaged on one of the activities that the trade law enumerates and are not registered in the 
commercial registry (and trades who default in a civil law financial obligation such as failing to 
make payments for a residence) are not subject to the bankruptcy framework but the civil code 
insolvency procedures.  In civil-law insolvency cases, a person is declared insolvent only if 
his/her net worth is negative.  To file a bankruptcy case against a trader for a financial debt 
related to business activity, all that is needed is that debt repayments to cease. The distinction 
between the two systems, originates from the assumption that a trader is more capable of 
managing financial obligations as well as the assumption that trade debts are crucial for the 
overall well-functioning of business activities and must be addressed with less leniency and more 
expediency than in civil law individual transactions. 
Bankruptcy filing has several consequences for the debtor, the most important of which is 
restricting his/her ability to continue managing the activity.  It may result in the court annulling 
some previous contracts that the debtor signed in a specified period close to the filing of 
bankruptcy, and consequences for creditors which differ depending on the rank of their debts 
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(guaranteed, preferred, etc.). The law requires the court to assign “a bankruptcy trusty” to 
manage the bankruptcy tasks, as well as for creditors to elect a representative to communicate the 
group’s interests.  
The court can supervise an agreement among creditors to reach reconciliation or settlement 
agreement that requires some majority of creditors and debtors’ approval or for debtor to 
exchange assets for debts to avoid the bankruptcy declaration. If no such solutions materialize, 
the remaining option is liquidation of the activity or company to satisfy debt repayment 
obligations. It is not clear how large is the percentage of cases where liquidation is the 
consequence vs. where creditors and the bankrupt trader managed to reach a reconciliation 
agreement in one of the two forms. In the case of corporations, according to the articles 
pertaining specifically to corporations rather than the general rules, managers and Board of 
Directors are subject to criminal penalties if their behavior constituted fraudulent or deceptive 
practices.  
In 2008, with the establishment of Economic Courts (Law 120 for the year 2008) and the 
assignment of several economic activity related law to these courts, the jurisdiction of hearing 
bankruptcy cases were transferred from regular first instance courts that hear civil and 
commercial disputes. At that point, no changes to law content occurred, just that more 
specialized courts as well as possibly faster dispute settlement time might occur.   

Appendix 3.2 
Effect of leverage 
First, a growth model (Mankiw et al., 1992) is chosen because it allows calculating return to 
capital (Solow, 1956). The model can be written as follows: 
 

                                                          (1) 
 
where Yit is total sales for firm i operating in sector k in governorate g, Ao a scale parameter 
representing total factor productivity, K physical capital, Li labor. By transforming (1) into a log-
linear equation, the specification of the regression becomes:  

 
                         (2)  

 
where α0 is the constant term and ε is the discrepancy term. 
 
Equation (1) represents a Cobb-Douglas production function where the exponents in the 
aggregate production function denote factor shares. Hence, β represents the return on capital that 
is estimated by governorate and economic activity. Growth regressions are estimated at the 2-
digit level for Egyptian establishments for 2013.  

 
Using the return on capital from the first stage as a measure of capital performance, we regress 
the following specification: 
 

   (3)  
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Where Exp is a dummy variable taking the value of 1 if the firm is exporting and zero otherwise, 
age measures the age of the firm, μg are regional fixed effects and σs are dummies measuring the 
size of the firm. Financial variables are measured by lev being the firm’s leverage (the ratio of 
loans to assets) and lev2 to capture the non-linear effect of leverage on capital performance. Other 
regressions are run by replacing leverage with short term loans, long terms loans and their 
squared terms to capture non-linearities. It is important to note also that we measure capital 
performance by two alternative measures which are the logarithm of the value of capital and the 
capital productivity (the ratio of capital to total value –added). Finally, we run regressions 
separately for micro, small, medium and large firms to distinguish the differential impact of loan 
types by firm size. 
 
Table 3.A1 shows the basic specification where capital performance variables are regressed on 
age and exports. Older firms seem to have a higher return on capital and higher capital 
productivity.  
 
Table 3.A1: Effect of Leverage on Capital Performance 
 Cap. Coeff Ln(Capital) Ln(Cap prod) 
Age 0.000326*** (0.00011) 0.000780 (0.00053) 0.00782*** (0.00053) 
Exports 0.0483** (0.0201) 1.759*** (0.0903) 0.490*** (0.0900) 
Constant 0.102*** (0.00259) 9.067*** (0.0116) -0.995*** (0.0115) 
Region dum. YES YES YES 
Size dummies YES YES YES 
Observations 61,424 61,008 60,104 
R-squared 0.001 0.474 0.041 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
 
A model of borrowing behavior 
In order to verify the relation between profitability and borrowing at the micro-level, we develop 
a model, which can be thought of as the final form of a full model specifying demand and supply 
considerations.29  
 
𝐷𝑒𝑏𝑡!" = 𝛽#	𝑃𝐶𝐹!," + 𝛽&𝐸!" + 𝛽' ∗ 𝑃𝐶𝐹!," ∗ 𝐸!" + 𝛽( ∗ 𝑐𝑜𝑛𝑛𝑒𝑐𝑡𝑒𝑑" 	 ∗ 𝐸!" + 𝛽)	𝑆 + 𝜀!"  
 
where the dependent policy variable Debt*+ represents the debt of firm i in sector j;  𝐸!"  is a 
measure of return of firm I; LPF is a dummy variable, which is equal to 1 for politically 
connected establishments and 0 otherwise; and Connectedj measures the number of politically 
connected firms in sector j. Both the PCF and Connected variables are also interacted with 𝐸!" 	to 
check if the debt ratios of non-connected firms, and of firms in sectors with PCFs, are related to 
profitability in different ways. S is a matrix of sector fixed effects. We measure debt by each 
firm’s long-term debt to revenue ratio, and profitability by each firm’s profit to revenue ratio, 
both calculated from the Orbis database.  
 
The results are in Table 3.A2. The first column confirms that LPFs have higher debt to equity 
ratios than firms without political connections that operated in the same 2-digit sectors, with an 

	
29	The	model	focuses	on	profitability,	rather	than	risk,	since	we	are	unable	to	measure	risk	on	a	yearly	basis.	
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advantage of 40 percentage points. Columns 2 shows that more profitable firms borrow less, 
which confirms the general preference for self-financing. We then separate the effect of firms’ 
profitability according to whether they are connected or not, and operate in sectors with or 
without LPFs. Column 3 reveals that BPFs borrow more when their profits rise. But the LPFs 
debt-to-equity ratio advantage also becomes higher when we control for profitability - the extra 
leverage of 74 percentage points that they enjoy over non-connected firms is independent of their 
profitability.  
 
Finally, column 4 reveals a sharp distinction in the borrowing behavior of non-connected firms 
in connected, and unconnected sectors. In sectors that do not include a LPF, firms do not borrow 
less when they are more profitable, in sharp contrast to firms in sectors that include LPFs. As we 
have seen in Table 1, in such sectors, non-connected firms are on average losing market shares 
and profitability, which must lower both their demand for credit, as well as the supply of credit. 
 
Table 3.A2. Borrowing and profitability 
 Ln (Long Term Debt to Revenue) 
 (1) (2) (3) (4) 
LPF (0/1)  .403* (1.89) .504** (2.31) .738**(3.53) .562** (2.69) 
ln(profits/revenue)   -.096** (6.03) -.115**(-7.25) -.020 (-0.68) 
LPF*ln(profits/revenue)    .071**(5.72)  
LPF sector * ln(profits/rev)     -.082** (2.4) 
No. of observations 589 589 589 589 
Sector FE Yes Yes Yes Yes 
Year FE Yes Yes Yes Yes 
R-squared 0.394 0.437 0.441 0.441 
Notes. Profits, long-term debt, and revenue as reported in Orbis establishment database, with data pooled over 2003-
2011. We report the coefficient and t-statistic on an OLS regression. BPF is a dummy variable, which is equal to 1 
for politically connected establishments and 0 otherwise. ***, **, * indicate that the coefficients are significant at 
the 1%, 5%, and 10% level. Sector fixed effects are at the 2-digit level.  
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Chapter 4: The performance of exporters 
 
Abstract. Firms that export tend to be, like elsewhere, larger and more efficient. While exports 
have grown in the past decade, they remain marked by a lot of churning – firms initiating exports 
of new products, and/or to new destination, which are unable to be sustained over time.  
 
4.1 Introduction 
Egyptian exports increased only marginally between 1970 and 2010, less than in many other 
countries (Figure 4.1).30 Turkey and Mexico were well below Egypt in the 1970s, but caught up 
by 2000s. Chile and Korea started at similar levels as Egypt in the 1970s, but they amply 
overtook it over time. In the past two decades, Morocco managed to grow its exports at nearly 
twice the rate of Egypt. While Egyptian exports have lagged compared to other countries, we 
will argue that this is more a symptom than a cause of its slower GDP growth, reflecting a slow 
process of innovation by firms, and the difficulties facing firms in exploiting market discoveries 
where they are made.  
 
Figure 4.1 Exports of goods and services (share of GDP) 

 
 
This chapter examines Egypt’s export performance during the 2005-2014 period. After a quick 
look at the macro-environment, we characterize the types of firms that engage in export 
activities, and the constraints they face. We then look at firm-level dynamics in the export sector, 
and decompose the evolution of export growth into improved performance by firms, products, 
and destinations. It turns out that while exports have grown in recent years at a faster rate than in 
the more distant past, exports have remained dominated by similar products and similar 
destinations, in spite of a dynamic rate of discovery of new products and of new destinations. 
The last part discusses the challenge of improving the rate at which these discoveries survive and 
grow.  
 
4.2 The macroeconomic and business environment 
The average annual growth rate of Egyptian aggregate exports during the 2005-2014 period was 
14%. This can be decomposed into a rapid growth period during 2005-08, when aggregate 

	
30	We include services, because it is often argued that East Asia may have a comparative advantage in the export of 
goods while North African countries, given their geography, location and history may have comparative advantage 
in services (i.e., Tourism).	
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exports nearly tripled, and a slower growth period afterwards, turning negative during 2012-
2014. All together, exports were only $20.9 billion in 2014.  
 
The performance of exports is determined by the performance of a multitude of exporting firms, 
and of their ability to discover products in which they are internationally competitive, discover 
new markets, and get organized to deliver these goods at competitive prices and in time to 
foreign markets. But the ability of firms to become competitive enough to do so depends also on 
their economic and institutional environment: exporters need to have access to trade credit (see 
chapter 3); the exchange rate needs to be close to its real value, so that their labor costs are not 
inflated by an over-valued exchange rate; their domestic market should not be overly protected, 
so that they can import inputs cheaply, but also, have incentives to export rather than to only 
focus on the domestic market; and finally, transactions at the border should not be too costly. 
 
The recent maxi-devaluation of 2016 has revealed that over time, the real exchange rate was 
allowed to appreciate by a large extent, which reduced the competiveness of Egyptian firms by 
increasing their real costs compared to international competitors. The challenge after is the 
devaluation is to support a dynamic supply response by the private sector, as exporting must 
have become more profitable. 
 
Despite trade liberalization efforts, impediments to trade remain important in Egypt, especially 
administrative costs and non-tariff barriers (NTBs). It is noteworthy that as tariff fell in the 
2000s, NTBs rose in parallel. Recent research has attributed the pattern of the rise in NTBs to 
lobbying efforts by the politically connected firms to protect their domestic market from foreign 
competition (Diwan et al 2015, Malik and Eible 2018). This is also evident in Figure 4.2. Since 
exporters tend to rely heavily on the imports of inputs for their production, it is likely that the 
rise in protection has hurt export sectors.  
 
Figure 4.2: Average tariffs, NTB, and presence of BCFs in protected sectors 

  
Source:  Diwan et al 2015. The graph used data from the WITS database. The NTBs data provides either the year 
when an NTM has been introduced or the latest year in which it is has been substantially revised. 

In 2004, the government of Egypt launched a wave of new reforms, with two objectives: to 
reduce tariffs and rationalize the tariff structure; and to reduce the number of products subject to 
NTBs. Those measures were meant to simplify procedures, minimize tariff evasion, and remove 
possibilities of discretion and corruption.  
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The payment of customs and taxes can be an important obstacle for some exporters, as seen in 
chapter 2. The question is how costly are trade transactions and red tape. According to the Doing 
Business indicators, Egypt has made important progress on this front in recent years. For 
instance, the (deflated) cost of exporting a container from Egypt decreased from $2447 to $625 
between 2006 and 2015, and the cost of importing a container to Egypt decreased to $790 from 
$2669 during the same period. The	 time	 necessary	 to	 complete	 all	 official	 procedures	 for	
exporting	and	 importing	goods	decreased	significantly	 (from	27	 to	12	days	 for	exporting	
and	 from	32	 to	15	 for	 importing)	between	2006	and	2015. When compared to MENA or the 
OECD countries, it appears that while Egyptian procedures entail a greater number of 
documents, the cost of exporting and importing is now quite low compared to MENA countries, 
and even to the OECD (Table 4.1). 
 
Table 4.1: Export and Import Procedures, 2015 

Indicator Egypt MENA OECD 
Documents to export (number) 8 6 4 
Time to export (days) 12 19.4 10.5 
Cost to export (US$ per container) 625 1,166.3 1,080.3 
Documents to import (number) 10 8 4 
Time to import (days) 15 23.8 9.6 
Cost to import (US$ per container) 790 1,307 1,100.4 

 Source: World Bank (2015), Doing Business Indicators. 
 
However, the Doing Business improvements are not reflected in firms’ perceptions, as measured 
by the Enterprise Surveys (ES) 2016 – another example of divergences between de jure and de 
facto rules. The ES 2016 data suggest that the perception by firms that customs and trade 
regulations have become a major obstacle by 2016, to reach 20.1 percent of all firms (up from 
8.8 percent in 2013). More damaging, this perception is highest among large firms – the group 
that includes most exporters in its midst, with 42 percent of firms reporting this as a major or 
severe obstacle (followed by medium firms at 19.8 percent, and small firms at 16.4 percent). 
Moreover, a large share of firms in the promising sectors also see customs and trade regulations 
as a major obstacle (47.3 percent in chemicals sector, 35.0 for the machinery sector, but also 24.5 
in garments).  

  
Thus efforts should go into reducing the cost of trading further. The port system remains 
complex and lengthy, with 15 main commercial ports (the main ports, by traffic volume, are 
Alexandria, Damietta, and Port-Said). These ports suffer from a low productivity, long document 
preparation times for importers, quality control inspections, and a high rate of physical customs 
inspection. Despite the fact that Egypt has Information and Communication Technology (ICT) 
systems and some procedures covering the movement of cargo, especially in the larger ports, 
there is room for significant adoption and (ICT)-induced improvement throughout the port 
system.  
 
4.3 Export composition and destination 
In standard trade theory, one way to think about how an economy could produce new and more 
sophisticated products is through stressing the importance of accumulating additional physical or 
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human capital or exploiting its current capital in better ways. Then, the policy recommendation 
would be to invest more in enhancing educational systems, financial infrastructure, and 
aggregate productivity.  However, this view of how to diversify an economy’s exports has 
limitations. For instance, market failures, industry externalities, sector-specific learning by 
doing, and technological spillovers among sectors are factors that limit export diversification 
process (Arrow (1962), Jaffe (1986), and Jaffe, Trajtemberg, and Henderson (1993)) and signal 
that export diversification process is not simply a function of accumulating capital.  In 
reality, some products are close to each other while other products are far from each other as 
shown in the product space (Hausmann and Klinger (2006 and 2007)). Economies shift to new 
products by moving to activities that are close to their current activities. The process of finding 
out which of the many potential products best express a country’s changing comparative 
advantage may create informational externalities (Hausmann and Rodrik 2003). These theories 
suggest that moving to new export products are not just about factor accumulation, but also about 
the development innovations and the construction of new capabilities, and the discoveries of new 
products and destination markets that affect the dynamics of firms’ productivity. In this view, as 
a country develops, it increases its capabilities, and thus the range of products that it produces 
and exports31 
 
We start by looking at the transformation of products exported over time from Egypt, Turkey, 
and Korea. Figure A4.1 present export tree maps for the three countries.32 The figures show the 
change in the product mix of Egypt between 1995 and 2014. The share of mineral products and 
textiles decreased while the share of machinery, electrical, and chemical industries enhanced 
within Egypt’s product mix. . The change was bigger within Turkey’s export basket as the share 
of machinery and transportation equipment increased while the share of textiles decreased.   
Among the 3 countries, the biggest change was in Korea. As Egypt’s shift to new export 
products was relatively slow compared to what Turkey and Korea experienced on this front, and 
given the existing evidence about importance of this shift toward more diversified and 
sophisticated export basket, it is important to understand how this shift could occur. 
 
To understand how export growth and diversification has been happening in Egypt at the firm 
level, we look now in more detail at the composition and destination of exports in the recent past, 
between 2005 and 2014. For this, we use the micro-trade data provided by the Egyptian Customs 
authority (see Box 4.1).  
 
 
Box 4.1. Transaction data (from Egyptian Customs) 
The data covers the universe of export transactions by all Egypt-based firms between 2005 and 
2014 collected by the Egyptian Customs Authority. The variables included in the dataset are the 
identification code of the exporting firm, the year of the transaction, the exported product code at 
the HS 12-digit level, the destination market, and the value of the transaction (in USD). Given 

	
31	Hausmann and Rodrik (2003) and Hausmann et al. (2007) show that while the so-called ‘economic fundamentals’ 
play a role, they do not pin down what a country will produce and export. Hausmann et al. (2007) develop a measure 
of export sophistication, calculating the average income per capita of the countries with an export basket similar to 
one’s own. They show that countries with a more sophisticated export basket, controlling for their initial level of 
income, grow faster.  
32 Tree maps for all countries are publicly available at www.atlas.cid.harvard.edu  
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that the exporting firm identification codes can be followed over time, our dataset is a panel of 
firms at the firm-product-destination-year disaggregation level. The export transactions cover 
agricultural, mining, and manufacturing products but we excluded from our analysis exports in 
HS Chapter 27 (hydrocarbons such as oil, petroleum, natural gas, coal). The cleaning procedures 
that were applied to the dataset are as follows. First, although the data is collected at the HS 12-
digit level, we aggregated it up to the HS 6-digit level which is a classification that is comparable 
to those used in other countries and will thus facilitate benchmarking of the stylized facts for 
Egypt.  Second, regarding the destination variable, we account for the changes in name that some 
statistical territories have undergone over time due to spatial divisions. After applying the 
cleaning procedures the dataset includes a total of 720,977 firm-HS 6-digit product-destination-
year observations for the 2005-2014 period. 
 
Table 4.2 shows the composition of Egypt’s aggregate exports across broad sectors and 
destination markets – for each cell, we compute the corresponding export growth figure. All 
sectors experienced very large export growth rates during the 2005-2010 period (above 95 
percent), but export growth rates decreased following 2010, and the decline was especially 
marked in some sectors than in others.  
 
Table 4.2: Egyptian Exports across Sectors - 2005-2014 

Sector Share of total exports Growth in export value 
 2005 2010 2014 2005 - 2010 2010 - 2014 

Vegetable & Animal Products 10.71 12.68 10.56 205.83 -9.19 
Chemicals & Allied Industries 10.06 14.75 14.15 278.72 4.61 

Plastics / Rubbers 7.29 7.14 10.31 153.23 57.36 
Wood & Wood Products 2.40 2.46 1.85 164.43 -18.22 

Textiles & Clothing 21.24 16.56 16.06 101.33 5.74 
Stone / Glass / Metals 30.92 34.40 29.20 187.35 -7.41 

Machinery / Electrical / 
Transportation 

8.19 6.20 11.24 95.52 97.75 

Miscellaneous 9.20 5.81 6.64 62.94 24.66 
Source: Egyptian Customs data 
 
Thus, over time, a structural shift has taken place in Egypt the past decade, with a rising share of 
more complex products (such as machinery and chemicals) is evident, and a decline labor 
intensive industries, such as vegetables and agro, wood products, textile and clothing, which 
were in the past the main traditional export sectors in Egypt. This rebalancing would be positive 
if the products that grew fast added to the exports of Egypt, rather than substituted for the more 
traditional and labor intensive products. Inspection of Table 4.1 reveals however that many of the 
labor-intensive sectors shrunk, or grew much less than in the past, and especially so in the second 
export growth period after 2010, even as some of the more skill intensive sectors continued to 
grow fast (machinery, plastics).  
 
A structural shift also happened in terms of Egypt’s export destination markets. Could it be that 
the developments of export type reflect the economic fortunes of destination market economies? 
Table 4.3 shows that Europe, Central Asia, Latin America, and Sub-Saharan Africa lost 
importance between 2004-2014. These declines were compensated by an increase in the 
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importance of new destinations in the MENA region – whose share of total exports increased 
from 37.5 percent in 2005 to 41.7 percent by 2014. Since besides a short recession in Europe 
around the global financial crisis of 2008-09, most of these markets were expanding (thanks to 
the commodity boom), the loss of markets in countries with established relations is again 
indicative of a loss in competiveness. On the other hand, the emergence of new regional markets 
is to be welcomed, and this must have been encouraged by the rise in income in the GCC during 
the peak of the oil price boom, but also by new regional trade agreements that took effect during 
this period.  
 
Table 4.3: Egyptian Exports across Destination Markets - 2005-2014 

Region Share of total exports Growth in exports 
 2005 2010 2014 2005 - 2010 2010 - 2014 

East Asia & Pacific 3.32 4.34 2.75 237.37 -30.78 
Europe & Central Asia 37.80 34.34 35.31 134.63 12.11 
Latin America & Caribbean 0.53 1.15 1.11 460.69 5.47 
Middle East & North Africa 37.54 38.80 41.69 166.92 17.18 
North America 9.85 8.09 8.62 112.26 16.13 
South Asia 2.79 2.77 2.62 156.37 3.28 
Sub-Saharan Africa 8.18 10.51 7.90 231.83 -18.03 
Source: Egyptian Customs data. Export values are in real terms 
 
Thus, Egypt has gained new markets in new products during this period, but it has also lost 
ground in established markets and established products. Ideally, both types of products and 
destinations would have grown fast in parallel. The challenges that we discuss below are two: 
how to maximize the gains in new more sophisticated exports, but also how to minimize the 
losses in terms of reduced exports of traditional products. It seems that some sector were 
dynamic, and were able to sustain a loss of competitiveness, while others where hard hit by 
factors such as the rise of the real exchange rate over this period, the rise in NTBs, and/or the 
more recent in the credit market discussed in chapter 3. The question then is about policies that 
can support the growth of both the extensive and intensive margins of exports. To examine these 
questions, we must turn our focus to the performance of firms. 
 
4.4 Exporting firms: characteristics and constraints 
Table 4.4 provides summary statistics from the dataset. Regarding diversification at the firm 
level, the average number of (HS 6-digit) products exported per firm decreased from 5.6 in 2005 
to 4.9 in 2014 while the average number of export destinations served per firm increased from 
4.0 in 2005 to 4.5 in 2014. Over the sample period, the maximum number of (HS 6-digit) 
products exported by Egyptian firms was 3,251 in 2005. This compared with 3,931 products 
from Turkey. The difference is however more striking when it comes to the number of exporters, 
which is quite low in Egypt. The number of exporters in Egypt has been stagnant in Egypt (7,220 
in 2005, 7,711 in 2007 and 7,317 in 2014).33 In contrast, Turkey had in 2010 48,609 exporters 

	
33	The data from the ES allows us to compare the frequency with which firms in Egypt engage in international trade 
compared to the average in the Middle East (i.e, export more than 10% of their output). Only 9% of Egyptian 
manufacturing firms engage in export, compared to 25% in MENA – and nearly 50% do not engage in any 
international trade transaction. 
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(Cebeci et al. 2012).34 And while the number of exported products from Egypt decreased over 
time, it increased in Turkey. The main variable of interest in the Table is thus the low number of 
exporter per product, which is close to 12, and falling. Normally, one would expect that medium 
size firms would imitate large firms and grow on the back of a large global market, as happened 
for example in Turkey, with the phenomenal growth of the Anatolian tigers (see introduction). 
 
Table 4.4: Summary Statistics on Egyptian Exporter-Level Dataset 
Year Total 

exports 
($bil) 

#  
exporters 

# products 
(HS 6-
digit)  

# 
destination
s 

Av. 
exports 
per firm 
($ Mil) 

Av. # 
products 
per 
exporter 

Av # of 
destination
s per 
exporter 

Av. # of 
exporter
s per 
product 

Av. # of 
exporters 
per 
destinatio
n 

2005 7.4 7220 3251 158 1.03 5.59 4.01 12.42 183.20 

2006 11.5 7720 3236 167 1.49 5.38 4.03 12.83 186.37 

2008 17.5 7603 3242 173 2.31 5.42 4.30 12.71 189.02 

2010 19.2 7172 3209 173 2.68 5.36 4.44 11.99 184.03 

2012 21.6 7250 3075 172 2.98 4.68 4.30 11.04 181.21 

2014 20.9 7317 3028 173 2.86 4.89 4.47 11.81 188.99 

Source: Egypt Custom Authority.  

The distribution of average exports per firm was skewed, which tends to be the norm 
internationally (Freund and Pierola 2015). However, this skewedness seems particularly large in 
Egypt.35 The figures for the share of the top 1% or the top 5% of exporters are indicative of a 
high degree of concentration across exporters - between 2005 and 2014, the top 1% of exporters 
(i.e., the largest 1% of exporters according to their export values) account to 44-55% of total 
exports, while just the top 5% account for close to 73-82% of total exports. 
 
Table 4.5: concentration in Egyptian Exports 

Year Share of top 1% of 
exporters 

Share of top 5% of exporters Share of top 25% of exporters 

2006 55.10 81.76 97.54 
2008 48.92 76.65 96.72 
2010 46.32 73.99 95.98 
2012 48.42 75.85 96.08 
2014 44.56 73.12 95.70 

Source: Egypt Custom Authority 

Another septicity of exporters globally is that they depend more on import for their inputs. The 
situation is not different in Egypt. Table 4.6, which uses EC 2013data, reveals that on average, 
exporters import about 32 percent of their inputs, against a national average of only 9 percent. 
Thus, they are hurt by trade protection, when the non-exporters may actually benefit. 
 
 
 

	
34	And Iran had 11,114 (Haidar 2017).	
35	Data from the Exporter Dynamics Database for 2007 shows for example that concentration is much higher in 
Mexico, New Zealand, South Africa, or Spain (Cebeci et al. 2012). 
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Table 4.6. Imports of exporting firms, 2013 

Size % of total exports 
(Exporters) 

% of output 
exported 

(Exporters) 

% of inputs 
imported 

(Exporters) 

% of inputs imported 
(All firms) 

All 100.00 59.69 32.09 9.23 
 1-4 0.01 63.12 31.07 9.16 
 5-9 0.02 53.62 11.83 8.83 
 10-19 0.76 68.45 30.36 9.78 
 20-49 0.68 66.51 28.08 16.34 
 50-99 5.68 59.73 42.78 12.25 
 100-199 4.31 59.67 19.04 23.69 
200-999 49.68 57.24 33.34 16.8 
1000+ 38.91 53.11 32.84 16.8 
Source: EC13. Notes: exporter group of firms with more than 10% of their output exported.  
 
The literature suggests that exporters typically look different from non-exporters in many 
respects. A growing body of empirical work has documented the superior characteristics of 
exporting plants and firms relative to those producing solely for the domestic market. Exporters 
are typically larger, more productive, more capital-intensive, more technology-intensive, and pay 
higher wages (Bernard and Jensen 1999). Indeed, data from the EC 2013 shows that exporters 
perform better than non-exporters, particularly in terms of employment and output per firm. 
They also pay higher wages and are much larger in terms of assets than non-exporters. However, 
non-exporters account for the bulk of employment given their large number.  
 
To get a sense of magnitude, we ran a simple regression to explain the variation in export 
behavior by private firms in relation to their characteristics (Table 4.6). The results demonstrate 
that differences between exporters and non-exporters in Egypt are very large. Average 
employment among exporters is about 54 times higher compared to non-exporters.36 This factor 
is reduced by a small amount when industry controls are included (column 2), but the coefficient 
is still quite large (a factor of 25). Hence the difference in the employment of exporters and non-
exporters is not simply due to sector effects. Similarly, very large differences exist with respect 
to other scale variables such as sales and value added. Differences with respect to labor 
productivity is smaller: exporters are about twice more productive than non-exporters,37 and 
about 130 percent more productive when industry controls are included. Exporters also pay 
higher wages, are more capital intensive and have higher share of paid female workers (the latter 
when industry controls are included). These differences are very large, but not unlike those in 
other countries.38  
 
 

 

	
36	Exp(4.00)-1= 53.6.	
37	100*(exp(1.12)-1).	
38		For example, Bernard et. al. (2007) report that exporters in the US have 229 percent more employment than non-
exporters.	



	 76	

Table 4.6: Characteristics of exporting firms 

 
Note: OLS regression. The dependent variable is an exporter dummy (column 1). Column 2 adds 2-digit industry 
effects. Data includes all private enterprises, but excluding agriculture, financial institutions and insurance, health, 
education. All coefficients are significant at the 1 percent level.  
 
Why is it that only very large firms manage to export? It is well known that exporting entails 
large sunk costs in information and contacts, which deter firms only interested in occasionally 
exporting their products from doing so. Moreover, transaction costs at the border can be quite 
high, allowing only firms that are extremely competitive globally to do so. Most likely then, 
these large differences between exporters and non-exporters reflect two interrelated facts - high 
entry costs to exporting, as well as the relative absence of middle-sized firms as reported above. 
In sum, relative to non-exporters, exporters in Egypt are very large, suggesting high barriers to 
exporting, or high obstacles to getting credit (an input necessary to finance the longer delays in 
payments involved in exporting), or both. The size differential between exporters and non-
exporters is much higher than differentials in labor productivity. 
 
4.5 Discovering new products and markets 
If it is not transaction costs that are deterring smaller firms in Egypt from exporting, can one go 
further and try to ascertain whether this is related to the difficulty of developing new competitive 
products, or finding new markets?  
 
More effort is thus needed to understand the micro-dynamics behind the Egyptian export growth. 
Ideally, we would want to understand the roles of the intensive margin - i.e., growth in the size of 
continuing exporters - versus the extensive margin - i.e., related to the entry and exit of 
exporters. This would a better appreciation of the role of continuous growth vs of churning 
among Egyptian exporters. To develop such measures, it is necessary to characterize the 
exporting firms according to their status as continuing, new entrants, or exiters. We define the 
following measures, in each year: 

• Exporter (t): any firm that exports in year t; 
• Entrant (t): a firm that does not export in any year before t, but exports in year t; 
• Exiter (t): a firm that exports in year t-1, but does not export afterwards; 
• Continuing (t): a firm that exports in both years t-1 and t; 

 

(1) (2)
Dependent variable
log employment 3.95  3.18
log sales 5.45 4.48
log value added 5.04 4.06
log lp 1.07 0.87
log wage per worker 0.59 0.52
log capital per worker 2.19 1.49
share of female in employment 0.09 0.11
share of paid female in paid employment 0.07 0.08
Industry fixed effects (2 digit) No Yes
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Table 4.7 provides the number of firms and average exports per firm across their status in the 
export market. The number of continuing exporters increased steadily by about 2.2 percent per 
year (from 4,994 in 2006 to 6,225 in 2014). This is because from 2007 onward, about two-thirds 
of firms that exported were also exporters in the previous year (continuing exporters). The rate of 
firm entry into the export market decreased from 29% in 2005 to 12% in 2014. The rate of firm 
exit from the export market also increased from 17 to 20% during the same period. Exporter 
churning has been observed in other emerging markets as well (Cebeci et al., 2012). Moreover, 
while the number of entrants was consistently larger than the number of exiters during 2006-
2008, this reversed from 2009 onward. Both entrants and exiters exhibit substantially smaller 
average exports than continuing exporters.39 Average exports per entrant and per exiter also 
increased by 90% and 121%, respectively, over the same period. There was therefore three 
parallel phenomena that took place between 2006 and 2014: the share of continuing exporters in 
total export value grew by 3% to 99%; more firms entered than exited the market; and entrants 
exported more than new exiters. 
 
Table 4.7: Characterization of Firms across Exporter Status in Export Market 

 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 
# Exporters (all) 7,237 7733 7727 7612 7298 7188 7023 7270 7393 7335 
# Continuing exporters  4,994 5,724 5,840 5,805 5,871 5,784 5,986 6,153 6,225 
Continuing exporters av. 
size (1000s) 

 2,419 2,581 3,138 2,856 3,411 3,942 3,706 3,514 3,483 

Continuing exporters in 
total export value (%) 

 96 98 96 97 99 99 99 100 99 

# Entrants  2,739 2,003 1,772 1,493 1,317 1,239 1,284 1,240 1,110 

Entry rate (%)  29 21 19 17 15 15 15 14 12 

Entrants av. size (1000s)  269 249 507 487 389 409 513 368 512 

# Exiters  1,590 1,686 1,708 1,674 1,447 1,368 1,301 1,512 1,813 

Exit rate (%)  17 18 18 19 17 16 15 17 20 

Exiters av. size(1000s)  112 162 125 163 188 216 298 342 249 
Source: Egypt Custom Authority 
 
Table 4.7 also shows that continuous exporters do account for the bulk of Egyptian exports, on 
average 98% in any sample year. The pattern in Table 5 of presence of a large number of 
entrants and exiters in every year that are very small in terms of their exports - thus in terms of 
their revenues in export markets - and account for a small proportion of total exports can only be 
rationalized by relatively small sunk entry costs into export markets.40  

	
39	This evidence is similar to that for exporters in Colombia (Eaton, Eslava, Kugler, and Tybout 2008), and Portugal 
(Amador and Opromolla 2012). The average exports per continuing exporter experienced a substantial increase of 
about 3.2 percent growth per year – from $2.4 million, to $3.4 million from 2006 to 2014.	
40	However, papers such as Das, Roberts, and Tybout (2007) estimate high sunk entry costs into export markets. 
Eaton, Eslava, Kugler, and Tybout (2008) argue that the only way to reconcile these two facts is if the costs of 
experimenting in export markets are low relative to the costs of guaranteeing major export contracts. Several 
theoretical models have emerged that explain such pattern of export dynamics by emphasizing the role of sunk entry 
costs in export markets and the importance of learning through a ‘testing of the waters’ – i.e., firms start by sending 
small shipments to foreign markets and then learn how profitable they are and how much demand there is for their 
products, and if successful they grow their shipment size, otherwise they exit export markets (e.g., Freund and 
Pierola, 2010 and Albornoz et al. 2012). 
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Clearly, there is a lot of churning in Egyptian exports – i.e exiters that offset gains made by new 
entrants. To get a better feel for this churning, we now ask whether there is more churning across 
firms, destination markets, or across products exported. To do so, we conduct a traditional 
decomposition along each of these dimensions.41   
 
Table 4.8 presents the decomposition for year-to-year aggregate export growth between 2005 
and 2014. Short-run aggregate export growth is entirely dominated by the growth of continuing 
exporters: the firm intensive margin accounts on average for more than 85% of year-to-year 
aggregate export growth in Egypt between 2005 and 2013. This pattern is similar to those found 
for rich countries.42 This pattern was strengthened during the global financial crisis as year-to-
year export growth in Egypt (negative in 2008-2009) was entirely dominated by the decline or 
slower growth in exports of continuing exporters. 
 
This finding, which is surprising at first given the degree of firm turnover in export markets, can 
be explained by the relatively small size of entrant and exiting exporters. Even if entrants and 
exiting exporters experience (on net) high growth rates, the larger size of continuing exporters 
implies that the intensive margin dwarfs the extensive margin in accounting for aggregate export 
growth. The positive contribution of new exporters is larger than the negative contribution of 
exiting exporters - hence the contribution of net exporter entry is positive. Entry in gross terms 
makes a particularly large contribution to aggregate export growth - about a fifth in 2005-2006 
and in 2006-2007 - and not surprisingly exit makes a large (negative) contribution to aggregate 
export growth in 2011-2012. The importance of entry in gross terms suggests that, conditional on 
survival, new exporters grow fast and play a key role in aggregate exports over the longer-term. 
In general, extensive margins are expected to contribute more to export growth over the long-run 
(if entrant and exiting exporters are small, as in Egypt – see Table 4.8).  
 
Table 4.8: Export growth decomposition across firms (%) 

 Aggregate export 
growth Continuing exporters New exporters Exiting exporters 

2005-2006 3.90 3.35 0.74 (0.18) 
2006-2007 2.46 2.23 0.50 (0.27) 
2007-2008 3.95 3.26 0.90 (0.21) 
2008-2009 (1.92) (2.37) 0.73 (0.27) 
2009-2010 3.23 2.99 0.51 (0.27) 
2010-2011 2.77 2.56 0.51 (0.30) 
2011-2012 (0.46) (0.74) 0.66 (0.39) 
2012-2013 (0.77) (0.70) 0.46 (0.52) 
2013-2014 0.17 0.06 0.57 (0.45) 

Source: Egypt Customs Authority 
 

	
41	See Eaton, Eslava, Kugler, and Tybout, 2008; Bernard, Jensen, and Schott, 2009; Lederman, Rodriguez-Clare, 
and Xu, 2011; Amador and Opromolla, 2012.	
42	Such as the U.S. by Bernard, Jensen, Redding, and Schott (2009) or Spain by Lucio, Minguez, Minondo, and 
Requena (2012), but also for emerging economies such as Colombia by Eaton, Eslava, Kugler, and Tybout (2008).	
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But while innovations account for a small share of exports over the short term, they do add up 
over time to an important new stream of exports. Table 4.9 shows in the first column the share of 
total exports across the years accounted for by firms that were exporting in 2005, the first year of 
our sample (thus those are firms for which we cannot determine whether they are continuing 
exporters or entrants) and in the rest of the columns the share of total exports across the years 
accounted for by entrants into export markets in each year between 2006 and 2014. For all 
cohorts the share of export entrants increases in the first two or three years in export markets but 
generally declines thereafter. For all cohorts the share of export entrants is less than 10%. 
Interestingly, entrants that survive in export markets for many years eventually account for an 
important share of total exports. For example, in 2014, 46.5% of total exports are accounted for 
by cohorts of exporters that entered from 2005 onwards and survived in export markets until 
2014 (the other 53.5% are accounted for by the firms that were already exporting in 2005). 
 
Given the importance of continuing exporters in accounting for short-run and long-run export 
growth in Egypt during 2005-2014, it is essential to understand whether their expansion came 
from serving established destinations with established products, or whether churning across 
destination markets and across products exported played a substantial role.  
 
Table 4.9. Share of Aggregate Exports Accounted for by Cohorts (%) 

 
Cohort of exporters 

in  Cohort of entrants in  
 Export year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

2005 100.0          
2006 94.2 5.8         
2007 88.0 8.7 3.3        
2008 80.0 9.0 6.3 4.7       
2009 69.8 10.6 6.3 9.1 4.2      
2010 67.3 9.3 5.6 9.1 6.1 2.5     
2011 62.4 8.7 5.3 7.8 6.6 7.0 2.2    
2012 59.0 7.4 5.1 8.2 5.8 8.1 3.6 2.9   
2013 56.4 7.1 5.0 9.1 5.3 6.8 3.7 4.6 2.1  
2014 53.5 5.7 4.7 8.5 5.1 6.0 3.4 4.5 6.1 2.6 

Source: Egypt Customs Authority 
 
4.6 Intensive versus extensive margin 
To answer this question, we can perform another decomposition that explores the role of 
destination dynamics. The main finding is that while continuing destinations account for the bulk 
of export growth, there is a high degree of experimentation by Egyptian continuing exporters 
across destination markets, and some diversification, suggesting a high degree of reallocation of 
resources within those firms. 
 
Table 4.10 reveals that the destination intensive margin accounts for more than 87 percent of 
short-run export growth of continuing exporters between 2005 and 2011. At the peak of the 
global financial crisis in 2008-2009 this percentage was even higher with the strong export 
decline for continuing exporters being almost entirely driven by a decline in their exports to 
continuing destination markets (mostly the EU countries, which were experiencing a severe 
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recession). The prominence of traditional destination markets for continuing exporters persists as 
Egypt recovers from the crisis after 2009. However, it is crucial to note that while the net 
contribution of new and dropped destinations for export growth of continuing exporters is small 
throughout, the degree of churning across destinations is high. In 2005-2008 growth in exports to 
new destinations in gross terms represents 37-50% of the export growth of continuing exporters, 
though this is counteracted by the negative contribution of dropped destinations, which 
represents between 14-31% of their export growth. 
 
Table 4.10: Export growth decomposition  

 Growth of continuing 
exporters Continuing destinations New destinations Exiting destinations 

2005-2006 3.35 2.60 1.24 (0.50) 
2006-2007 2.23 1.93 1.01 (0.71) 
2007-2008 3.26 2.42 1.61 (0.77) 
2008-2009 (2.37) (2.63) 1.49 (1.23) 
2009-2010 2.99 2.27 1.68 (0.95) 
2010-2011 2.56 2.53 1.35 (1.32) 
2011-2012 (0.74) (0.06) 0.71 (1.38) 
2012-2013 (0.70) 0.02 0.73 (1.45) 
2013-2014 0.06 1.06 0.76 (1.76) 

Source: Egypt Customs Authority. Note: sample restricted to continuing exporters. We decompose export growth 
along the destination dimension for continuing destinations for the cohort of 2005-2014 continuous exporters.  
 
Table 4.11 presents the decomposition focusing on products (at the HS 6-digit level). It indicates 
that the product intensive margin accounts on average for 60-100% of short-run export growth of 
continuing exporters in their continuing destinations between 2005 and 2011. The dominance of 
continuing products for continuing exporters declines in 2011-2012. Although on net the 
contribution of new products and dropped products is low throughout, there is a high degree of 
churning among (HS 6-digit) product. In 2005-2006 and 2006-2007, the growth in exports of 
new products in gross terms makes up about 88-95 percent, respectively, of the growth of 
continuing exporters in their continuing destinations, though this is counteracted by a strong 
negative contribution of dropped products. 
 
Table 4.11: Export growth decomposition across products  

 
Growth of continuing 
exporters’ continuing 

destinations 

Continuing product 
growth 

Entrant product 
growth Exiting product growth 

2005-2006 2.60 1.56 2.29 (1.25) 
2006-2007 1.93 1.95 1.84 (1.86) 
2007-2008 2.42 1.49 2.84 (1.91) 
2008-2009 (2.63) (2.23) 2.09 (2.49) 
2009-2010 2.27 1.76 2.03 (1.53) 
2010-2011 2.53 2.44 1.73 (1.64) 
2011-2012 (0.06) 0.22 1.50 (1.78) 
2012-2013 0.02 (0.05) 1.81 (1.74) 
2013-2014 1.06 1.91 1.37 (2.22) 
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Source: Egypt Customs Authority. Note: The sample is restricted to continuing exporters in continuing destinations. 
We decompose export growth along the HS 6-digit product dimension for continuing destinations) for the cohort of 
2005-2014 continuous exporters. 
 
In sum, there is a high degree of experimentation by Egyptian continuing exporters across 
destination markets and some diversification, suggesting a high degree of reallocation of 
resources within those firms, even if continuing destinations account for the bulk of growth. This 
pattern of turnover across export destinations for Egyptian exporters reveals greater importance 
of the destination extensive margin than is the case for Costa Rica for example.43  
 
4.7 Conclusions 
We have examined the micro dynamics behind the export growth experienced by Egypt from 
2005 to 2014, using several databases, including a novel and rich exporter-level customs dataset. 
Three main conclusions have emerged, which have implications for policy. 
 
First, it is apparent that macro stability, exchange rate management, and the openness of the 
economy all matter for exports. It is quite likely that the fall in the growth of traditional exports 
is in large parts due to the deterioration in these conditions. The recent maxi-devaluation offers a 
good opportunity to boost export, if it is accompanied with progress in regulation, logistics, and 
access to finance. 
 
Second, we found evidence pointing to a substantial degree of experimentation by Egyptian 
firms of new destinations and new products. This evidence of dynamic trial and error suggests 
that sunk entry costs into export markets seem to be relatively low, at least for large firms.44 This 
suggests that the goal of policymakers can be more ambitious in terms of industrial policy for 
example, seeking to expand traditional exports, as well as help firms expand their capabilities to 
innovate even more in terms of products/destinations. 
 
Third, it is predominantly large firms that export. Medium size firms seem to run against various 
obstacles preventing them from accessing export markets, including access to finance, and 
regulations at the border. However, many medium size firms may be able to grow on the back of 
export markets by simply imitating what large firms do, given their relatively high levels of 
productivity. Lowering the various barriers to exporting are thus crucial in order to expand the 
intensive margins of export. 
 
There is a also need to better understand the drivers of export entry and exit choices at the firm, 
destination market, and product levels, how learning about export markets takes place, and what 
helps survival in export markets. The key policy question is how to capitalize on the dynamism 
of product and destination discoveries, which appears to be an advantage in the case of Egypt. 
And on the other hand, how to protect exporters from dropping out from established products 
and markets. Assessing the roles of trade costs, exchange rate movements, and other policy 
dimensions for learning processes and for survival in export markets is a fruitful avenue for 
future research.  

	
43	Where exports to continuing destinations account for 95% or more of continuing exporters’ short-run export 
growth between 1998 and 2007 as shown by Lederman, Rodriguez-Clare, and Xu (2011).	
44	Freund and Pierola 2010; Blum, Claro, Horstmann 2013; Albornoz, Calvo, Corcos, and Ornelas 2012.	



	 82	

Appendix 4. Figure A4.1: Export of goods composition 
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Chapter 5:  Allocative and dynamic efficiency 
	
Key	issues.	Firm	dynamics	is	weak	in	Egypt.	The	unfair	pressure	coming	from	large	firms	with	
access	 to	privileges	 keeps	middle	 size	 firms	 from	growing.	 Small	 young	 firms	are	unable	 to	
grow	because	of	 the	myriad	constraints	they	 face.	Their	unfair	competition	also	adds	to	the	
pressure	on	middle	size	 firms.	As	a	result,	 the	economy	is	characterized	by	 low	competition,	
low	innovation,	and	low	growth.		
 
5.1 Introduction 
We have seen in the previous chapters that the corporate sector in Egypt is highly dualistic, 
dominated by very small and very large firms, with an important missing middle. We have 
argued that there are two types of dualism, one between formal and small informal firms, and 
second among formal firms, between large and privileged firms, and medium size firms that are 
struggling to expand, in spite of their higher productivity. In the most recent past, there was 
faster growth among the very large (and old) firms, at the expense of the very small (and young), 
with the middle remaining relatively stagnant. 
 
This is good news in some respect, since the new jobs created in large firms were more 
productive than those disappearing. But the current corporate dynamics remain problematic for 
long-term growth. In particular, higher levels of overall growth would have been attained if it 
were the younger and middle-sized firms that have grown most, since those also tend to be the 
most productive. A key question for the future is to understand what is preventing this from 
occurring. This chapter looks at the double dualism phenomenon in more detail by looking at 
how competitive markets are. 
 
Competition is a key driver of innovation and as such, an essential ingredient of dynamic 
efficiency. We argue that when very large firms suffer little competitive pressures, they have 
little incentives to innovate. On the other hand, middle size firm suffer from “too much” 
competition, both from large firms, and from the informal market, and this also reduces their 
incentives to innovate.  
 
The implication of the analysis is that to generate a more dynamic middle size cohort, policies 
should largely focus on resolving imperfections related to the very small and very large firms. 
Rather than attempting to re-instate their privileges, or at the opposite, to reduce the share of 
large firms in the economy, the goal of policy should be to bolster competitive forces that 
facilitate the growth of efficient and innovating large firms. When considering very small firms, 
and the issue of informality, we argue that the best way forward is to provide more incentives, 
and penalties, for the formalization of firms that reach a certain threshold (eg 10 workers). 
Efforts should in parallel focus on reducing the many constraints to growth that affect small 
firms in particular. 
 
The chapter discusses the issues related to allocative and dynamic efficiency as they affects mid-
size firms, coming from pressures created by competing large and small firms. To do so, we first 
evaluate in detail the performance of big business in Egypt, and discuss how unfair competition 
from the top squeeze medium size firms, focusing in particular on their investment in innovation. 
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We then examine the impact of competition from below. In the last section, we discuss the 
sequencing of reforms. 

5.2 Is there a problem with Big Business? 
A hallmark of successful and fast growing economies is a handful of superstar firms that support 
growth, exports and diversification.  In Korea, firms like Samsung and Hyundai, which together 
account for over 25 percent of both GDP and exports, have contributed to the country’s rapid 
growth. In China, companies like Foxconn and Huawei, are establishing the country as a nascent 
leader in hi-tech production. Morocco has benefitted from global multinationals, such as Renault 
and Boeing, setting up shop in the country.  Similarly, industry leaders like Dow Corning and 
Hewlett Packard have built important subsidiaries linking Mexican firms into US supply chains. 
The importance of multinationals is consistent with a growing body of macroeconomic work 
finds that large firms explain a sizable share of aggregate economic behavior even in large 
industrial countries.45 International trade magnifies these effects, especially in small countries, 
because the most productive firms grow larger when their market is the world (Di Giovanni and 
Levchenko 2012).46 Recent studies go further and find that the largest individual exporters matter 
for trade flows.  For example, the top 5 exporters account for one third of exports across 32 
developing countries (Freund and Pierola, 2015).  
 
We have seen in chapter 1 that according to the EC2013, very large firms in Egypt are more 
efficient than small firms, but less efficient than medium size firms. Despite the importance of 
large firms for economic growth and modernization, Egyptians strongly dislike big business. A 
2011 poll found that 69 percent disapprove of the business community in the country. The 
disdain is driven by historical policies, which offered some large firms privileged treatment 
relative to other economic actors.47 It is thus worthy to examine Egypt’s largest firms in more 
detail. To do so, and compare them to the large firms of other countries, we now use firm-level 
data from the Orbis database. The data covers 8 years (from 2006 to 2014), and a large number 
of countries around the world.  
 
Box 5.1. The Orbis Database 
The Van Dijk Orbis database containing a total of about 4000 Egyptian firms from 2006-
2014. It includes complete information on the 100 largest firms, and partial information 
on the rest. As a result, the analysis focuses mainly on the 100 largest firms in the 
country. The hope is that the data present an accurate, if sometimes noisy, picture of big 
business in Egypt. Unlike the EC2013, Orbis data covers most countries around the world 
and can be used to make international comparisons. 

	
45 Gabaix (2011) finds that idiosyncratic shocks to the largest firms in the United States explain about one-third of 
GDP fluctuations. Di Giovanni, Levchenko and Mejean (2014) find even more pronounced effects in France and 
show that input and output linkages between firms transmit shocks. 
46 Bernard, Jensen and Schott (2005, 2009) show that the top 1 percent of exporters in the US are responsible for 80 
percent of the total export value. Similarly, Eaton, Kramerz and Kortum (2008, 2011) display a highly skewed 
exporter-size distribution for French firms, where a small fraction of firms generates most trade.  Following these 
seminal papers, researchers have found similar patterns in all countries with firm-level data available.   
47 Chekir and Diwan (2013) estimate that political connections were worth on average about one quarter of the value 
of the firms owned.   

	



	 85	

 
We start by examining dynamism among the top 100 firms in Egypt in comparison to the 
situation in 5 other comparator countries.  Table 5.1 lists the countries, the average size of a firm 
in the top 100, and the number of foreign firms in the top 100 and their average size.  Egypt, 
Morocco and Romania have smaller firms on average, as compared with Turkey, Mexico, and 
Indonesia. While Morocco and Romania are small countries, and thus less able to benefit from 
returns to scale in production, Egypt is not. Clearly then, the largest firms in Egypt are not very 
large by international standards. 
 
Table 5.1: Summary Statistics of Top 100 Firms 
  Average size ($000s) # foreign firms Av. size of foreign firms 
Egypt 640,547 24 744,404  
Indonesia 2,018,735 n.a.   
Mexico 8,098,362 14 3,314,266  
Morocco 466,392 29 735,860  
Romania 346,773 23 275,251  
Turkey 3,673,275 17 3,265,086  
Average 2,540,680  21 1,666,973   
Source: Orbis and author’s calculations. 

How dynamic are these large firms? To examine corporate dynamism, we look at the stability of 
the top firms.  Is there a lot of churning, or are the top firms in 2006 still the top firms in 2014? 
Table 5.2 shows churning of the top 10 companies and the top 100 companies. In Romania and 
Mexico, competition from growing firms makes it difficult for large firms to maintain their place 
at the top. In contrast, in the period before the 2010, there was almost no change in Egypt’s top 
firms, suggesting that the business climate was stagnant at the top, especially as compared with 
the other countries. It thus seems that top firms in Egypt faced very little competition, either from 
foreign firms, or from growing domestic firms trying to take over their domestic market shares – 
at least before 2011. More recently, after the Arab Spring chaos, churning has increased in Egypt 
over the period from 2006-2014. 
 
Table 5.2: Stability Index of Top 10 and top 100 firms, 2006-2014 
  Top 10  Top100 
  2006-10 2010-14 2006-14 2006-10 2010-14 2006-14 
Egypt  0.9 0.6 0.5 0.64 0.54 0.47 
Turkey 0.6 0.6 0.6 0.49 0.6 0.45 
Indonesia 0.8 0.6 0.5 0.63 0.74 0.49 
Mexico 0.7 0.4 0.4 0.78 0.41 0.32 
Romania 0.3 0.5 0.3 0.53 0.62 0.34 
Average 0.66 0.54 0.46 0.61 0.58 0.41 
Source: Orbis. Note: the figures represent the share of firms that have survived, compared to 2006 
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There are several reasons why the super-large firms in Egypt face low levels of competition. 
Table 5.3 shows the share of the government and foreign firms in the top 10 and top 100 firms.48  
Egypt’s top 10 firms show a relatively high and increasing share of government-owned firms and 
a low share of foreign firms.49 With respect to the top 100 firms, Egypt is more competitive. 
Foreign firms operating in Egypt seem diversified –in 2014, 137 firms were active in 31 sectors. 
But recent research has shown that an important reason for the high level of FDI is the relatively 
high tariffs. As a result, FDI tends to be in products for local consumption (cement, IT, processed 
food), and not in exported goods (World Bank 2014). With a simple average tariff rate above 10 
percent, Egypt is on average relatively closed. Moreover, over the past decade, sectors with 
higher tariffs have received more FDI, both by size and number.50 Where a significant share of 
foreign firms in other countries are involved in exporting, in Egypt FDI is largely to serve the 
domestic sector—especially in products where the Egyptian market is protected. 
 
Table 5.3: Share of Public and Foreign firms among the top 10 and 100 firms 
 Top 10 Top 100 
 2006 2014 2006 2014 
  Public Foreign  Public Foreign  Public Foreign  Public Foreign  
Egypt 0.10 0.40 0.30 0.10 0.16 0.11 0.16 0.23 
Turkey 0.00 0.30 0.00 0.10 0.00 0.16 0.00 0.17 
Indonesia 0.20 0.00 0.40 0.00 0.09 0.17 0.15 0.12 
Mexico 0.10 0.10 0.20 0.00 0.01 0.11 0.02 0.14 
Morocco 0.10 0.40 0.00 0.40 n.a n.a 0.03 0.15 
Romania 0.00 0.30 0.00 0.20 0.01 0.32 0.00 0.23 
Average 0.08 0.25 0.15 0.13 0.05 0.17 0.06 0.17 
Source: Orbis.   
 
In sum, what stands out about Egypt’s big firms is their lack of dynamism, too much government 
involvement, and too little foreign investment in export sectors.  
5.3 Efficiency  
An efficient allocation of factors of production between firms is very important for growth and 
development.  One of the reasons that developed countries are able to produce more goods and 
services is that they use their resources more efficiently, and in particular highly productive firms 
have a larger share of resources. Studies find that misallocation of resources between firms is a 
critical element in explaining overall productivity. Wide heterogeneity in firm performance, 
which is common in developing markets, is an indicator of resource misallocation. The economy 
will be more productive when the more productive firms have a large and increasing share of 
activity. When firm performance and size are uncorrelated, resources are not being pulled into 

	
48	Unfortunately, in some countries the ownership data is not available, so the share that are unrecorded in the Orbis 
data is also listed. Based on the firm names, in most cases these unmarked appear to be largely domestic firms, 
though possibly government owned firms.	
49	To the extent military involvement in production is largely excluded from the statistics, the estimates presented 
here are underestimates.  	
50	Table A.5.1 shows results from a regression of the size of investment and the number of firms on the simple 
average tariffs. The results show that a one percentage point increase in the tariff leads to about 2 percent more 
investment.	
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their most productive uses. In contrast, when relatively unproductive firms grow large it can be 
an indication of public largess or crony capitalism, and their rise may be immiserating for the 
country.  
 
Firms are very different, even in the same country within narrowly defined industries.  Studies 
typically find that a firm at the 90th percentile, a very productive firm, is many times more 
productive than a firm at the 10th percentile.51 In other words, using the same inputs, a firm at the 
top of the distribution produces about 4 to 5 times as a firm at the bottom of the distribution. The 
situation in Egypt is not different, as seen in chapter 1 (with the exception that productivity falls 
again among very large firms). The share of resources controlled by large firms tends to increase 
with level of development. In 2010, high-income countries had between 35 and 50 percent of 
total employment in the business sector in large enterprises (over 250 employees) – as is the case 
in the US, France, or Germany. In comparison, struggling countries like Spain, Italy and Portugal 
had less than 25 percent. In all of the European countries, large firms account for a greater share 
of valued added than of employment (Figure 5.1). This implies that average labor productivity is 
higher among them. But large firms’ contribution to value added in Spain and Portugal, at 34 
percent on average, is over 10 percent percentage points higher than their contribution to 
employment, suggesting that if workers moved from the small and medium firms to the large 
firms, output would increase. In contrast, in the richer countries of Europe there is only a 3-6 
percentage point gap between employment shares and value added shares (Eurostat). 
 
Figure 5.1: Value Added and Employment in Europe 

Source: Freund 2016. 

What is the situation like on the allocative efficiency front in Egypt and in developing countries? 
We start by looking at what the Orbis data shows, since it allows for international comparisons. 
Figure 5.2 records the contribution to value added and employment of the top 10 percent of firms 
(by revenue), for the countries for which data on employment and value added are available 

	
51 Using data from the 1977 US manufacturing census, Syverson (2004) finds that a firm in the 90th percentile is a 
four-digit SIC industry (443 industries) is on average four times as productive as a firm at the 10th percentile, with 
several US industries seeing much wider differences.  This gap widens as you move out in the distribution; a firm in 
the 95th percentile is 7 times as productive as a firm in the 5th percentile. In developing countries, productivity 
differences tend to be even larger (Hsieh and Klenow 2009). 
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(Mexico and Morocco do not have data on value added). The ratio of value added to employment 
is largest for Egypt– at about 1.25 - than for Indonesia, Turkey and Romania, suggestive of 
relatively weak allocative efficiency. This means that in Egypt, more than elsewhere, the largest 
firms have too few workers (while in Indonesia for example, the reverse is true).   
 
Figure 5.2: Value Added and Employment Share of Top 10 Percent 

 
Source: Orbis  
 
To look in more detail at how the misallocation gap evolves with firm size distribution in Egypt, 
we go back to the census data. For the sake of comparison, we use the census of firms in Turkey. 
Table 5.4 compares the relative employment and value added shares for firms of different sizes 
in Egypt and Turkey, around 2013. What comes out is that the ratio between value added and 
employment is extremely high among medium size firms in Egypt (as 1.6 for firms 20-100 
employees, and 3.2 for firms 100-1000 employees). The corresponding ratios are much smaller 
in Turkey in both groups, but slightly large for the largest firms. This means that while in 
Turkey, value would be created by moving more workers into the largest firms, which is the 
usual global pattern, the situation in Egypt is different. Because the medium (large) firms are 
extremely efficient compared to other size groups, value can be created if workers moved to 
them – even from larger firms.  
 
Table 5.4 Labor productivity by firm size, Egypt and Turkey, 2013 
 Egypt 2013 Turkey 2013 
size % Labor % VA Ratio % Labor % VA Ratio 
1-19 62.0 17.4 0.28 43.2 19.5 0.45 
20-99 8.9 14.1 1.58 20.3 20.1 0.99 
100-999 13.3 42.1 3.17 24.0 35.0 1.46 
1000+ 15.8 26.6 1.68 12.5 25.2 2.02 
Sources: Egypt, EC 2013; Turkey: enterprise census of 2013. 
 
The question that arises is what is it that has prevented this from happening? We look below at 
competition, or the lack of it, as a possible reasons behind the unusual pattern of employment, 
production, and productivity in Egypt. 
 
5.4 Competition and market structure 
So far, we have found that in Egypt, firms are not very dynamic on the top of the distribution 
(with little churning), and extremely competitive at the bottom (with a high churning rate). The 
middle size firms are t squeezed between these two blocs, and the competitive pressures that they 
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face may explain why they are unable to expand, and why those that survive have a high level of 
productivity. We start by looking in this section at the possible impact of competition from 
“above” on medium size firms, while the last section o the chapter looks at the effect of 
competition from below. 
 
Our starting point is Aghion’s theory of competition. Aghion et al. (2001) analyze innovative 
activity in industries populated by high and low cost firms. Cost-reducing innovations allow 
firms to increase profits by lowering their prices and capturing a larger market share. Innovation 
allows firms to “escape competition,” at least temporarily. But the incentives to innovate depend 
on the extent of competition. If the leading firms enjoy a substantial cost advantage, the payoff 
to further innovation is low. Trailing (high-cost) firms too have little incentive to invest in 
innovation in this case because even successful innovation is unlikely to allow them to 
underprice the market leader and recover market shares. They instead chose to optimally remain 
small and operate in local market niches. Leading firms, in turn, are not incentivized to innovate, 
knowing that they face little competitive threat.  
 
This logical frame applies directly to the analysis of the growth impact of the type of privileges 
enjoyed by large firms in Egypt in the 2000s. LPFs had a broad access to state resources and the 
ability to avoid the costly regulatory, fiscal, and fiduciary obligations that other firms face, all of 
which reduced their operating costs relative to unconnected firms. If the wedge in a particular 
sector is small enough, LPFs would not deter investment by unconnected firms, and sector 
growth could in fact be faster in their presence. However, if large enough, this cost wedge 
weakens the incentives of both connected and unconnected firms to innovate. In this case, the 
entry of a LPF into a previously unconnected sector could reduce sector growth, and cause the 
unconnected firms to shrink, thus creating a missing middle of medium size firms in this sector.  
 
These ideas are consistent with evidence from Diwan et al (2015), who find crony entry tends to 
shift downwards the distribution of firm size. In sectors dominated by firms with large and 
exclusive cost advantages, the firm size distribution tends to exhibit a large crony market leader, 
a potentially large number of small firms using vintage technologies to serve local market niches, 
and a “missing middle”. While the LPFs firms create some jobs, the bulk of employment in these 
sectors will be concentrated in less productive, but more numerous small firms. Figure 5.3 
displays the results of this comparison. The distribution of employment became significantly 
more skewed towards small firms after the entry of LPFs (at the 1% level). Although the LPFs 
enjoyed privileges that encouraged them to grow faster, they only accounted for a small share of 
aggregate employment. On the other hand, the fact that many medium size firms were unable to 
compete with their politically privileged peers and, instead, shrank or stopped growing, implied 
that at the sector level, employment ended up being lower. 
 
The presumption is that more competitive sectors grow faster. To check if this is indeed the case, 
we need to first measure competition in sectors, and verify if this measure correlates with sector 
growth. We start by looking at concentration among large firms in the whole economy, using 
Orbis data, in order to be able to draw international comparisons, before looking more finely at 
concentration in Egypt using the EC13 data. 
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Figure 5.3. Firms’ distribution before and after a LPFs enters a sector 

	
Source.	Diwan	et	al	2015.	
 
A sample of the 100 largest companies, drawn from Orbis, is first used.52 Table 5.5 shows the 
share of the top four firms in the total revenues of the largest 100 firms over time. Concentration 
in 2014, the latest date available, does not look that different from other countries at a similar 
stage of development. But concentration was much larger before 2011, when compared to its 
levels in Turkey Morocco, or Romania, although it was lower than in Indonesia and especially 
Mexico, countries known for the dominance of large conglomerates over their economy.53 With 
the exception of Romania, all of the countries show decreased concentration.54  Freund and 
Moran (2016) investigates three cases – Malaysia, Costa Rica, and Morocco – in which host 
authorities were successful in using FDI to change the export profile of the domestic economy. 
Each case highlights the importance of first-mover firms, and clusters of follower firms, in 
oligopolistic industries, whose emergence changes the revealed comparative advantage of the 
domestic economy. But averages can hide more than they reveal. The absence of excessive 
concentration does not imply that large firms did not benefit from government privileges. It may 
be that concentration is excessive in some sectors, and not in others. Moreover, concentration 
itself is an ambiguous indicator of competition—on the one hand it could imply that the most 
productive firms are thriving, on the other it could imply that connected firms have excessive 
market power. In the case of Egypt, government affiliation likely kept competition at bay (which 
was reflected in very limited churning before 2010), but that did not result in relatively high 
concentration. The lack of international integration also limited competition, which meant that 
these firms did not have incentives to grow as large and access foreign markets.   
 

	
52 	Since coverage improves over time, focusing on all firms would be biased towards finding decreasing 
concentration over time.	
53	In Egypt, the decline was however also in part as a result of the breakup the fertilizer and construction arms of 
Orascom Construction Industries.	
54	The sharpest reduction occurred in Mexico, where the decline in the oil price dramatically reduced the revenues of 
Petroleos Mexicanos. The other country with a moderate decline, Turkey, experienced a sharp drop in concentration 
during the global financial crisis, as the largest companies all are highly dependent on foreign markets. Romania’s 
volatile concentration index is driven by a large amount of churning in the top 4—none of the top 4 in 2014, were 
top 4 in 2006.  The top company at the end of the period—Rompetrol—benefitted from the 2007 takeover by a 
Kazakh oil company and the subsequent nearly $400 million investment in the Petromidia refinery, making 
Rompetrol now 4 times larger than the second largest company. Romania’s experience with Kazakh investment is 
not uncommon. Foreign direct investment is a typical way for large firms to be developed fast.	
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Table 5.5: Four-firm Concentration Ratio, Top 100 Firms 
 Egypt Turkey Indonesia Mexico Romania 

2006 0.36 0.35 0.30 0.51 0.22 
2008 0.34 0.31 0.46 0.56 0.15 
2010 0.36 0.27 0.43 0.54 0.14 
2012 0.31 0.25 0.44 0.62 0.22 
2014 0.27 0.25 0.26 0.37 0.25 

Change 0.09 0.10 0.04 0.15 -0.03 
Source: Orbis  
 
Looking at computed concentration ratios at the detail sector level is more informative of the 
absence of competition. Using the EC13 (we also use Turkish census data again for comparison), 
we measure concentration by the share of top 4-firms in particular industries sales. Table 5.6 
provides data on the distribution of 4-digit industries according to their degree of concentration 
in Egypt and in Turkey 2013. The share of industries where 4-firm concentration ratios is very 
high is larger in Egypt (26 percent of all industries) than in Turkey (21 percent). Interestingly, 
the share of low-concentration industries is also higher in Egypt, and the share of medium-
concentration industries is low. Concentration seems highest in transport, storage and 
communications, construction, mining and public utilities. It looks relatively low in 
manufacturing and very low in wholesale and retail trade, which is expected. 
 
Table 5.6: Concentration in Egypt and Turkey (4 digit industries, 2013) 

Source EC16 

Do sectors characterized by higher concentration grow slower? This hypothesis can be tested by 
using an augmented version of the model used in chapter 1 to explain job growth, where we	 add	
sector	 concentration	 as	 an	 explanatory	 variable.	 The result of the bivariate regressions in 
chapter 1 (Table A4) shows that employment growth between 2006 and 2013 was lower in 
industries where concentration is higher. This suggests that indeed, too little competition can 
explain in parts why some sectors grew more slowly than others. 

Results from Diwan et al (2015) support this conclusion. They find that the entry into previously 
unconnected sectors of a BPF induced significantly slower employment growth in those sectors. 
The economic impact they found is large, implying a 15% (25%) reduction in employment 
growth over the 10 (15) years period. To illustrate the magnitude of the effect, an international 
comparison of the performance of the privileged sector in which privileged firm operated in 
Egypt is useful. It shows that in other countries, the sectors entered by the privileged super-large 

Number 
of 

industries %

Number 
of 

industries %
LOW: lower than 30 235 44.8 160 46.8

MEDIUM: 30 or above but below 50 107 20.4 50 14.6
HIGH: 50 or above and below 70 75 14.3 43 12.6

VERY HIGH: 70 or above 108 20.6 89 26.0
total 525 100.0 342 100.0

Turkey 2013 Egypt 2013
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firms in Egypt grew faster than the sectors where cronies in Egypt did not enter. UNIDO 
provides value added at the (4-digit) sector level for manufacturing sectors between 1996 and 
2006 for most countries. This allows us to calculate the average growth rate over this period of 
employment and labor productivity for the “treatment” group sectors (the sectors that crony 
firms in Egypt entered after 1996 that were previously unconnected) and the “control” group 
sectors (the sectors that remained unconnected in Egypt). If Egyptian BPFs entered sectors with 
intrinsically low growth potential, then these same sectors, in other countries, should have grown 
more slowly. But in fact, we found that the contrary is true: employment and productivity growth 
were, in fact, higher among all different country groups for the treatment group sectors. When 
comparing with all countries for which UNIDO has employment and value added data, in all 
cases, the unconnected sectors that experienced BPF entry in Egypt grew much more rapidly in 
other countries than those that did not experience entry. 

Table 5.7: Differences between privileged and non-privileged sectors, of treatment and control 
groups (manufacturing sectors, various countries) 

Employment growth 1996-2012 Wage growth 1996-2012 
All Countries MENA ECA All Countries MENA ECA 

1.53** .777** .285 5.96** 1.71** 8.21** 

Source: UNIDO (INSTAT4) and sample of politically connected firms in Egypt. Regressions control for sector fixed 
effects. “All Countries” include all 104 countries with available data (excluding Egypt), “MENA” all developing 
countries in the Middle East and North Africa (excluding Egypt), “ECA” all countries in Eastern Europe and Central 
Asia. *, ** denote significance at the 10%, 5% significance level. 

In sum, the impact of unfair competition by BPFs depresses the growth of middle size firms, and 
this effect was so large as to reduce growth in the sectors in which the BPFs operated. The 
remaining question that we can investigate is the mechanism through which this reduced growth 
took place, which in Aghion’s theory and as discussed above, relates to the incentives to 
innovate in order to escape competition. 
 
5.5 Innovation 
Conceptually, an important mechanism through which high concentration and low competition 
affect job creation is through the incentive they provide for firms to invest in innovation. Unfair 
competition by large firms reduces incentives of all firms to innovate and invest – along the 
Aghion hypothesis on the effect of market advantage on leading firms and its followers. Sectors 
with too little competitive pressures, or with too much of it, innovate less, hire fewer skills, and 
train less. The enterprise survey data shows indeed that relative to other countries, the use of 
technology and knowledge by firms is extremely limited in Egypt. In both medium tech, and 
high tech industries, no more than 3% of firms make, or buy innovative technologies (which 
include innovations in management and in product development). 
 
Between 2013 and 2016, innovation efforts have improved in Egypt, but only among large firms, 
and among exporters (Figure 5.4). The low use of technology gets reflected in a low demand for 
skills in the economy - only 2% of firms report the scarcity of skills as a main obstacle in Egypt - 
which also helps understand why unemployment is particularly high among young graduates. 
 
Data from EC13 allows us to get more precise information about the use of technology in 
production. Table 5.9 provides descriptive statistics on manufacturing subsectors classified 
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according to their technology content. About 77 percent of firms and 65 percent of employment 
is in low-tech industries. The share of high-tech industries in total employment is below 4 
percent. Interestingly, labor productivity in medium-low and medium tech industries is higher 
than that in high-tech industries. Also firms in medium-high tech industries as well as those in 
low-tech industries are more export oriented than firms in high-tech industries.  
 
Table 5.8. Proportion of firms that have innovated, in various sectors 
 
 High and medium-high-tech industries High and medium-high-tech industries 
 Make only Make and buy Buy only Make only Make and buy Buy only 
Egypt 1 2 3 0.5 1 1 
MENA 5 11 8 4 4 4 
ECA 9 7 9 4 5 6 
Source: ES 2013. Figures show the share of firms in sample in this category. 
 
Figure 5.4. Firms using technology licensed from foreign companies (by firm type) 

 
Source: World Bank Enterprise Surveys. Note: The variable on the y-axis represents the percentage of firms using 
technology licensed from foreign companies. 
 
The share of wages in value added is higher in low-tech industries but that seems to reflect low 
value added compared to industries with higher technology content. This can be seen by 
comparing wage per worker in the respective groups of industries. Finally, the share of female 
workers in total employment is much higher in high-tech industries (about 30 percent), whereas 
it is only 10 percent in low-tech industries and 4-7 percent in medium-low and medium-high 
industries. 

Can one relate the low level of innovation, and of technological content, to the low level of 
competition introduced by the large and well-connected LPFs? In a recent paper, Schiffbauer et 
al (2018) test directly this hypothesis by using novel information in the ES 2016 related to 
establishments’ innovation activities, and access to policy privileges. They find evidence that 
privileges reduce long-term economic growth by discouraging firms’ innovation activities. 
Despite innovating less, politically connected firms are more capital intensive due to the 
generous policy privileges they receive, including their exclusive access to government 
procurement contracts, input subsidies, favorable official exchange rates, and bank financing. A 
wide array of supporting evidence is presented to suggest that this effect is causal. These results 
show how policy privileges have acted in ways to divert economic resources away from 
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innovation activities and, instead, finance unproductive capital accumulation of a few large 
connected firms, reducing the county’s rate of technological change and thus its long-term 
growth potential.  
 
Table 5.9: Manufacturing industries classified according to technology content 

 

Soirce: EC2013. Note: Technology classification of manufacturing industries according to 
http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:High-
tech_classification_of_manufacturing_industries 

5.6 Competition from below: the impact of informality on medium-size firms  
As argued above, competition from below also puts pressure on medium-size firms. Was this 
unfair competition intense enough as to push these firms to downsize? Seen from this 
perspective, obstacles to firms that give rise to more informality constitute a double-tax for 
medium-size firms: they affect them directly, pushing them to stay smaller; and they increase 
informal competition, hurting them even more, and pushing them further towards remaining 
being small. 

It is revealing that competition from the informal sector is seen a major constraint in Egypt. 
Table 5.10 reports that firms complaining from informal competition as a major or severe 
constraint represented 21 percent of Egyptian firms in 2016, lower than in 2013 (33 percent), but 
still about twice the rate reported in Turkey or Poland. Moreover, this constraint affects 
disproportionately small and medium size firms (about 24 percent), as opposed to large firms (15 
percent only).  
 
The severity of this constraint can be related to the very large size of the informal market in 
Egypt. This characteristic has been described in numerous papers over the years (World Bank 
2014, Gatti 2015, Galal 2012) This is illustrated below in Figure 5.5, which shows that even 
using the ES, which tends to under-represented small and informal firms, Egypt has the lowest 
share of registered firms when they started operations and the highest number of years where the 
firms operate without formal registration.  
 
Recent empirical work by Ali & Najman (2017, 2018) has presented convincing evidence that 
competition by the informal sector affects the performance of middle size firms in the formal 
sector. By putting more pressure on firms to innovate in order to escape competition, 
productivity gets improved, especially among their immediate medium size competitors. 

tech low medium-low medium-high high total
No. of firms 290,373        82,533           6,334             533                379,773        

% 76.5 21.7 1.7 0.1 100.0
employment 1,560,153     582,477        186,024        91,422           2,420,076     

% 64.5 24.1 7.7 3.8 100.0
distribution of value added (%) 35.1 44.5 14.0 6.5 100.0

Share of wages in value added (%) 27.4 19.7 20.3 24.4
wage per worker (1000) 14.6 36.5 35.8 38.8
wage per worker, wage 

employment only 19.3 44.9 37.5 39.0

log capital per worker 11.0 12.1 12.1 11.4
Share of exports in sales (%) 10.4 5.0 16.7 6.7

Share of female in employment 10.1 4.3 6.6 31.3
Labor productivity 51,946           177,080        174,721        159,144        

labor productivity (low tech=1) 1.0 3.4 3.4 3.1
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However, the survival rate of medium size firms falls, reducing the size of this group of firms in 
the sector.  
 
Table 5.10. Share of firms rating competition from the informal sector as a major or severe 
obstacle 

Egypt 2016 Egypt Turkey Poland Morocco Chile 
All Large Medium Small 2013     
21.3 15.2 24.4 23.8 32.6 13.8 15.3 45.8 24.4 

Source: ES 2016.  
 
Figure 5.5. Informality Characteristics   

 
Source: World Bank Enterprise Surveys. Reference year for all countries is 2013 except for Chile 2010. 
 
In order to develop a policy agenda related to reducing informality, a closer look at the different 
types of informal firms is necessary. Firms chose to be informal, when the cost of formality is 
lower than its benefit. This happens when the regulatory framework is too costly for them, due to 
either high standards, or too high transaction costs due to inefficiencies in the application of 
regulation by government institutions. By going informal though, these firms are forsaking many 
benefits, such as access to the modern credit system in particular. In Egypt, the 2008 survey of 
informal firms revealed that their productivity was 17% of the average firm. Besides the issue of 
unfair competition, the macro costs of informality can be quite high. There is an active debate on 
this score. De Soto (1998) argues that the economy would grow if the productivity of informal 
firms was unshackled. In Egypt, the informal sector represents 44 percent of the labor force, and 
36 percent of GDP (World Bank 2016). On the other side of the debate, Shleifer and La Porta 
(2002) have argued that informal firms are poor and unproductive, and as such, they do not 
constitute an important source of macro growth – informality only comes down with 
development, as education levels rise. More recent contributions however stress the 
heterogeneity of informal firms. Kanbur (2014) argue that regulations tend to be size-
dependent.55 He shows (in the Indian context) that conceptually, firms will voluntarily divide up 
in four distinct sub-groups: 

	
55 In their model, respecting regulation imposes a fixed cost on the firm. In case of non-compliance, there is a 
probability of getting caught, and having to pay a fine. 
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A. Formal firms: covered by the regulation and comply (above 10 workers); 
B. Informal evaders: Covered by the regulation but do not comply –work illegally; 
C. Informal avoiders: Opt out of regulation coverage by remaining smaller than they would have 
been in the absence of regulations, in order to avoid registration costs; 
D. Informal outsiders: Outside the coverage of regulation - their “natural” size being less than 10 
workers.  
 
Typically, group D – the outsiders, is the largest group in poor countries. In India, Kanbur 
estimates this group to constitute 97 percent of the informal workers, and to include the vast 
majority of the Indian poor. In Egypt too, a large part of the informal sector is populated by poor 
individuals with low education and low productivity. Clearly, the regulatory frame does not 
affect the size of this group. Policies to reduce the size of this group are the typical anti-poverty 
programs that improve skills, assets, and knowledge (as argued for example in Galal (2014). 
 
Instead, it is the evader group B that introduces important inefficiencies in the economy: it does 
not respect regulations devised for the good of society; does not pay taxes; and it competes 
unfairly with formal firms, reducing their size by taking some of their market shares. The size of 
B is expected to be larger when standards are high, when the cost of registration is high, and 
when the intensity of non-enforcement is low. While we do not have the data needed to estimate 
the size of this group in Egypt, it is likely to be quite large for these three reasons: standards for 
operating formally seem high (chapter 7), the cost of registration is high in Egypt (chapter 7), 
and enforcement efforts are weakened by high levels of petty corruption in the administering 
agencies (chapter 6). Indeed, 50 percent of youth with tertiary education join the informal 
market in Egypt (World Bank 2016), and many of them are likely to be involved with more than 
the menial tasks that are commonly associated with group D. To reduce the size of this group, 
efforts to reduce the level of standards and registration costs, and efforts to improve compliance 
with the rules will be needed. 
 
Finally, the avoiders group C also introduce inefficiencies in the economy, as these are firms that 
intentionally stay small so as not to be subject to the cost of formality. But they do not hurt the 
formal sector as much (since they remain small). The number of adjusters (C) increases with the 
costs of registration, and the higher the intensity of enforcement. This group is unlikely to be 
very large in Egypt given low enforcement efforts. 
 
These considerations allow for the framing of a differentiated strategy to reduce informality in 
ways that boosts corporate dynamism. There are two angles: reducing the cost of regulations, and 
enforcing rules better.  
• Deregulation reduces the size of groups B and C, but they also reduce needed protections of 

consumers. Nevertheless, there seem to be many areas in Egypt where they may be too high, 
due to the inheritance of a socialist and controlling past, and they should be reviewed with a 
view to simplify them (for example requiring permit renewal every ten years, rather than 
every 5 years). More important, the cost regulatory cost borne by these firms can be reduced 
by tackling petty corruption in the administration of these rules. The development of e-gov 
rules can only help in this respect, by removing layers of human control from the equation, 
and clarifying the rules. Mechanisms of horizontal accountability can also help, including 
more transparent redress mechanisms also help. 
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• Better enforcement of rules will increase the size of C and reduce the size of B. As such, the 
net benefit will in general be mitigated. However, since group B is likely to be much larger 
than group C in Egypt, there will likely be a net gain. (Care should be taken however to 
ensure that efforts to lower the cost of enforcement do not lower enforcement).  Solutions to 
this problem involve providing better incentives for good performance in the administration – 
good salaries, more checks and balances – to ensure discipline.56  

 
5.7 Sequencing of reforms - Focusing on small vs large firms? 
The policy agenda discussed above is broad, as it focuses on setting up and strengthening all the 
institutions needed for a dynamic market economy. Some of these institutions will be more 
important for small size firms, such as those that lower the cost of enforcement of the regulatory 
system or fix the bankruptcy rules, while others will be more important for larger firms, such as 
those that ensure competitive markets, create an environment for PPPs. One question one can 
thus ask is about the sequencing of these measures. Which are more important to get in train 
rapidly?  
 
The answer depends on the developmental strategy that Egypt wants to follow, expressed in the 
language of the product space (see appendix). Consider the following three possible (heuristic) 
strategies: 
• Focusing on more jobs: This strategy emphasizes the quantity and not the quality of the new 

jobs that export diversification could generate. It puts little emphasis on product 
sophistication, meaning that it is willing to emphasize industries, such as garments, where 
international competitors are low-income and hence low-wage countries. This makes sense if 
there is ample involuntary unemployment or low-wage employment that is remunerated at 
rates below those that would be needed to make the new low-sophistication industries 
competitive. The strategy emphasizes industries that are very near the current set of 
productive capabilities, thus making the development of the new products faster and less 
risky.  

• Focusing on a gradual diversification: This strategy looks for products that are in the vicinity 
of a country’s current set of capabilities but that have higher sophistication. The strategy is 
willing to trade-off the difficulties involved with traversing greater distance against the 
benefit of having more sophisticated products that face less competition from low-income 
countries and hence would be able to expand in an environment of rising real wages.  

• Focusing on strategic bets: This strategy emphasizes sectors that are more sophisticated and 
provide a larger strategic value, even if they lie at significantly greater distance. The country 
may lack many of the requisite capabilities to support those industries and, therefore, the 
strategy must involve a concerted effort to coordinate the accumulation of the missing 
capabilities and the encouragement of pioneers into these industries. The strategy is 
obviously riskier and costlier than the previous ones but, if successful, could change the 
productive landscape, as it did in South Korea. Machinery, electronics and chemicals 
(including pharmaceuticals) tend to be the product communities that exhibit the highest 
sophistication and strategic value, but in terms of the product space are distant, from what 
Egypt currently produces. 

	
56	Recent work by Adly (2017), following on Bayat (1992), shows how the rents created by informality end up being 
shared with the institutions in charge of controlling it – such as security forces – which ends up weakening the 
reform efforts and reducing their effectiveness.	
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The product space maps the various goods that Egypt produces, and those that in may produce, 
where the distance between the first and second group depends on the capabilities that the 
country possesses. It is easiest for Egyptian firms to move to products that are at short distances, 
given that some of them already possess most of the requisite capabilities. These products are 
typically produced by small and medium size firms. But Egypt may prefer to move to products 
that are more sophisticated, since these are associated with higher levels of productivity and lead 
to faster future growth. Products with higher sophistication are made by countries that pay higher 
wages and may thus provide a cost advantage. These products are typically produced by larger 
firms. Finally, ceteris paribus, Egypt may rather move to products that have a higher strategic 
value because this would get the country closer to more densely populated and sophisticated 
parts of the product. These are the produced that very large firms may specialize in. The problem 
is that we seldom find products that are simultaneously near, sophisticated and strategic. This 
implies that there are important trade-offs that Egypt needs to face if it wants to prioritize the 
quantity rather than the quality of jobs to create in the short to medium term.  
 
To illustrate how such choices have diverse outcomes at the industry level, we need to look at the 
distance, sophistication and strategic value of various industries (see annex).  
• The nearby product communities for Egypt, such as Garments have low sophistication (in 

fact, below Egypt’s current average sophistication). The most sophisticated communities, 
such as Chemicals and Health Related Products, Electronics and Aircrafts are among the 
farthest away. The nearest communities with an average sophistication above Egypt’s 
average are Construction Materials and Metal Products.  

• With respect to distance vs. strategic value for Egypt, we find that Electronics, 
Pharmaceuticals and Machinery are the most strategic but also the more distant. However, 
among the most near there is a large variance in strategic value. For example, Garments and 
Fruits are at a similar distance, but the former is much more strategic than the latter in terms 
of the future opportunities they open up. A similar comment can be said about Construction 
Materials vs. Petrochemicals. 

• And, looking at sophistication vs. strategic value for communities that are relatively near 
allows us to explore the trade-off between these two criteria, disregarding the concept of 
distance. We find that petrochemicals are the most sophisticated, but the least strategic, while 
Garments are the most strategic, but have very low sophistication. Construction Materials 
appear as a community that offers a good balance between the two.  

One of the trade-offs Egypt faces is between more jobs vs. better jobs. A strategy that 
emphasizes more jobs would give less importance to product sophistication, meaning that it 
would accept for the country to compete with low wage countries because the industries involved 
would provide better jobs that those found in agriculture or the informal economy, even if this 
would mean moving towards goods that are less sophisticated than the current average export 
basket. On the other hand, if the strategic emphasis is on preparing the ground for medium term 
growth, Egypt would need to foster instead more sophisticated industries that can compete with 
richer countries, and can afford to pay higher wages, making them more suited for expanding 
employment among more skilled workers.  
 
It is possible to develop summary indices of the relative importance of these different possible 
goals, in order to sort out the relative attractiveness of the different product communities in each 
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case. To do so, we construct these indices by measuring the deviations of distance, 
sophistication, market size and strategic value. Using different weights for each of these possible 
goals can depict the three strategies considered. 57  Table 5.12 ranks the different product 
communities for the three strategies that Egypt could take according to the score in the relevant 
indexes. The “More Jobs” strategy prioritizes nearby communities where there is already a large 
presence, such as Garments. The intermediate approach ranks Construction Materials and 
Equipment first. The “strategic bets” approach puts an emphasis on more distant communities 
with more sophisticated and well-connected products, such as Machinery.  
 
Table 5. 12. Three diversification strategies 
Community Revealed 

comparative 
advantage 
(%) 

More 
Jobs 
Index 

Gradual 
diversification 
Index 

Strategic 
bets 
Index 

Cotton, rice, soy beans, and others 56 0.27 .44  
Garments 36 0.27 .38 .51 
Food processing 58 0.29   
Construction materials and equipment 45 0.31 .36 .43 
Other Agricultural products 55 0.32 .45  
Tobacco 17 0.34   
Fruits 75 0.34   
Fish and seafood 9 0.34 .45  
Leather 29 0.34 .46  
Textile and fabrics 41 0.37 .44 .54 
Food processing 58  .40  
Machinery 6  .40 .21 
Chemicals 42  .42 .40 
Pharmaceuticals    .34 
Electronics    .42 
Meat and eggs 4   .48 
Pulp and paper 18   .50 
Home and office products 17   .51 
Source: own computations 
 
 
 

	
57	For the “More Jobs” strategy, we assign weight 0.7 for distance, 0.2 for sophistication, and 0.1 for strategic value. 
By doing so, we emphasize the need for targeting sectors that are close to the current productive structure, and 
therefore easy to jump products, giving less attention to the other dimensions that characterize the product space. In 
the “Smooth diversification” strategy we assign weight 0.5 for distance, 0.3 for sophistication, and 0.2 for strategic 
value. This way we we give more weight to the sophistication and strategic value of products. Finally, the “Strategic 
Bets” approach focuses mostly on the sophistication and strategic value of products, so we assign weight 0.2 for 
distance, 0.4 for sophistication, and 0.4 for strategic value. The indices represent a valid comparison within each 
country, but cannot be used to compare between countries, because they normalize the distance to the within country 
variation.	
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5.8  Conclusions 
Prior to 2011, there was very little churning among the largest firms, suggesting that these firms 
had a protected status. While churning has increased since 2010, it has occurred because of 
expanding government production or falling private — but not as a result of private sector 
churning.  The data show that production by public sector firms, and large privileged private 
firms, has been on the rise, while foreign production has been in decline among the largest firms.  
Moreover, while foreign investment is present in all sectors and from a variety of countries, it 
tends to be tariff-jumping investment, as opposed to investment geared toward comparative 
advantage. 
 
There are two problems created by the presence of large firms with low levels of efficiency. 
First, their privileged access to capital (and possibly other inputs, such as land),  results in low 
allocative efficiency in the economy. Second, they compete efficient medium size firms out of 
their market, which reduces the incentives of all economic actors to invest in innovation, 
resulting in low dynamic efficiency in the economy. The implication is that a more dynamic 
economy requires a fair-level playing field, with mid-size firms in particular allowed to grow 
large when they are more efficient that other firms. The report focuses on three areas where rules 
and institutions need to be upgraded: finance (chapter 3), competition (chapter 8), and public 
private partnerships (chapter 9). 
 
Too much competition by small firms, which are likely to be largely informal, also creates 
competitive pressures on mid-size firms. Effort to increase formality among small firms, which 
would both equalize the regulatory playing field, and provide small firms with ways to improve 
their efficiency (such as access to the credit market), should be made along three directions: the 
simplification of rules, a more cost-effective regulatory environment, and a greater enforcement 
of rules, especially for firms above a certain size (say 10 employees).  
 
The chapter finally highlights that, if Egypt’s goal is more jobs, then its export diversification 
strategy need to emphasize more the quantity than the quality of the potential new jobs that 
export diversification could generate. Such a strategy could emphasize industries that are very 
near the current set of productive capabilities, thus making the development of the new products 
faster and less risky. However, if Egypt’s goal is a accelerate the export diversification process, 
then it may need to look for products that are in the vicinity of its current set of capabilities but 
that have higher sophistication. Such strategy is willing to trade-off the difficulties involved with 
traversing greater distance against the benefit of having more sophisticated products that face 
less competition from low-income countries and hence would be able to expand in an 
environment of rising real wages. 
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Appendix 5:  
 
FDI and Tariffs 

Table 5.A1: Foreign Investment and Tariffs in Egypt 

  Current Tariffs  2005 Tariffs 

  ln(operating revenue) 
No. of 
firms ln(operating revenue) 

No. of 
firms 

Average tariff 0.0180*** 0.129* 0.0200*** 0.134* 
 (0.00484) (0.0739) (0.00546) (0.0766) 

Observations 131 31 131 31 
R-squared 0.03 0.095 0.033 0.095 
*** Significant at the 1 percent level, * Significant at the 10 percent level.  Robust standard errors in parentheses. 
Regression coefficient on simple average tariff.  
 
The product space 
Hausmann and Klinger (2006 and 2007) investigated the process by which countries move to 
new export activities, and motivate the concept of a ‘product space’. In this space, some products 
are very near to one another, and others are far apart, and countries change their export mix by 
jumping to those new export activities that are near their current activities. This concept is based 
on the idea that every product involves a particular combination of capabilities. The combination 
is unique to the product but the capabilities are less unique. Other products may differ more or 
less in terms of the required capabilities. Established industries have already sorted out the many 
potential failures involved in assuring the presence of all the required capabilities, which are then 
available to subsequent entrants in the industry. But firms that venture into new products will 
find it harder to secure the required capabilities. For example, while some of their needs – such 
as power, water, corporate lawyers, human resource managers, and logistical services – may be 
easy to supply, these firms may not find workers with experience in the manufacturing of the 
product in question or suppliers who regularly furnish that industry. Specific infrastructure needs 
such as cold storage transportation systems may not exist, regulatory services such as product 
approval and permits may be underprovided, research and development capabilities related to 
that industry may not be there, and so on. 
 
Since the set of activity-specific capabilities do not yet exist, providing them involves a chicken 
and egg problem. Industry-specific capabilities will not exist until the industry does, but the 
industry will not be able to function until its pre-requisite capabilities exist. This coordination 
problem is bound to be more acute if the missing capabilities are several. This occurs because the 
provision of any missing capability will not be enough to trigger the appearance of the industry 
and hence secure its own demand. Entrepreneurs seeking to enter a new export activity like car 
manufacturing will not have access to trained engineers with experience in car manufacturing 
specific to that country’s growing conditions, nor will they find the particular set of inputs for 
their new industry. But if the country already exports cars, then the entrants to the car 
manufacturing industry will find necessary pre-requisites. Thus, moving to a new industry is 
easier if the capabilities required already exist, because they are demanded by another industry 
that uses similar capabilities. The broad set of capabilities required for car manufacturing exports 
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are rather similar to those required for motorcycle production, and therefore it will be easier for 
firms in the country to enter one industry if the other already exists. Cars and motorcycles are 
“close” to one another in the product space. On the other hand, firms trying to enter the 
motorcycle manufacturing industry in a country that didn’t have a car manufacturing industry, 
and instead had a large and technologically-advanced deep gold mining industry, will face large 
difficulties. The set of engineers, deep drilling equipment, and heavy rail from mines to ports 
used in deep gold mining are not required in the production of motorcycles and hence will 
provide no stepping stone. Cars and gold are therefore ‘far’ from one another in the product 
space. For this reason, it is more likely that a country will diversify its export basket towards 
motorcycles if it is a car exporter (i.e., Japan) than if it is a gold miner (e.g. South Africa).58 
 
The barriers preventing the emergence of new production activities are less binding for nearby 
products that require only slight adaptations of existing capacity. Hidalgo et al. (2007) map this 
product space empirically. Rather than attempting to define and measure the similarity of 
requisite capabilities directly, they measure the distance between two products based on the 
probability that if a country exports one, then it exports the other. This measure gives the 
distance between every pair of export activities, which creates the product space.59 Using the 
tools of network analysis, figure 7 shows the product space. Each node is a product, its size 
determined by its share of world trade. In these figures, physical distances between products are 
meaningless: proximity is shown by color-coding the linkages between pairs of products. A 
light-blue link indicates proximity of under 0.4, a beige link a proximity between 0.4 and 0.55, a 
dark-blue link a proximity between 0.55 and 0.65, and a red link a proximity greater than 0.65. 
Links below 0.55 are shown only if they make up the maximum spanning tree, i.e. they are the 
closer link between one of the products and the rest of the space. To give a sense of the sectors, 
products are color-coded based on their commodity group (Leamer 1984). 
 
This figure reveals that the product space is highly heterogeneous, with a core-periphery 
structure. There are products in the periphery of the product space that are only weakly 
connected to other products, and some groupings among these peripheral goods such as the 
garments cluster (the very dense green cluster at the bottom of the network). There is also a core 
of closely connected products in the center of the network, mainly of machinery and other 
capital-intensive goods, as well as a cluster of electronics (light blue products at the top-right of 
the space) that is well-connected to the core. This heterogeneous structure of the product space 
has important implications for export diversification. If a country is producing goods in a dense 
part of the product space, then the process of export diversification is much easier because the set 
of acquired capabilities can be easily redeployed to other nearby products. However, if a country 
is specialized in peripheral products, then this redeployment is more challenging because the 
distance in capability space is more substantial. Hausmann & Klinger (2007) and Hidalgo et al. 
(2007) show that countries move towards nearby activities over time, and it is infrequent to 
observe jumps across large distances in this space. 

	
58 	In more technical terms, the capabilities needed to produce one good may be more or less similar to the 
capabilities required to produce some other good. Correspondingly, the probability that a country will develop the 
capability to be good at producing one good is related to its installed capability in the production of other similar, or 
nearby goods from which the currently existing productive capabilities can be easily adapted.	
59	It is important to keep in mind that this is measured across all countries and is a technological feature of products, 
not of countries. There is therefore one product space in which countries move, rather than a product space for each 
country.	
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Figure 5A1 shows the product space for Egypt, Turkey and Korea, in 1995 and in 2014. (The 
opacity of a node indicates whether a country does not produce a product with comparative 
advantage). The figures allow us to compare the evolution of the revealed comparative advantage 
of each country in world markets. The product space reveals that the three countries are 
producing goods competitively in a handful of highly peripheral export sectors in natural 
resources as well as in the textile cluster. The presence in these clusters has been weakened 
because of the erosion of trade preferences. More important, the three countries have moved 
towards the dense and more connected parts of the product space, towards the production of 
more complex activities such as machinery and electronics. But Egypt remains completely 
absent from the products that are in the core of the product space, while Korea appears in a 
relatively better position, with many nodes in the Electronics sector and some in the Machinery 
sector, and Turkey has an intermediate position.  
 
What does this say about the strategic options that Egypt has in terms of future structural 
transformation. We use the communities of related products, which are families of products that 
are most likely to be co-exported, because they share many of the requisite capabilities (as 
highlighted in the Atlas of Economic Complexity, 2014). 60 For example, textiles and garments 
are quite distinct communities, because the capabilities that go into textiles are different from 
those that go into garments, even if the textiles themselves are used in garments, and thus belong 
to the same value chain. To look in more detail at x, we define three useful measures:  
(i) The distance between products (a characteristic of a country-product pairs), which 

measures how “far” a product is from the country’s current productive capabilities. To 
estimate the distance to a community of products we calculate the average distance of the 
country to all the products in that community. 

(ii) The sophistication (a product characteristic). It measures the weighted average of the 
GDP per capita of countries with comparative advantage in that product. To calculate the 
sophistication of a community we measure the average sophistication of the products in 
that community. 

(iii) The strategic value (a characteristic of a country-product pair). It measures how much 
would the position of a country in the product space improve if it were to develop the 
capacity to make a particular product, in terms of the reduction in distance to other 
products. We weigh this reduction in distance using the sophistication of the other 
products that the country would come closer to. As opposed to the other cases, to 
estimate the strategic value of a community we calculate the maximum rather than the 
average strategic value of the products that belong to that community. 

 
Figure 5A1. The product space 

	
60	It is important to highlight that the concept of communities is different from the idea of clusters -- the latter 
emphasize input-output connections in the value chain. By contrast, products belong to a community because their 
production in a given location requires similar capabilities.	
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Figure 5.A2: Egypt, Turkey, and Korea in the product space in 1995 and 2014 
1995 Egypt      2015 Egypt 

     
 
1995 Turkey      2014 Turkey 

    
1995 Korea      2014 Korea 
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Part II:  
 
Policies and Institutional reforms  
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Chapter 6: Fighting Corruption 
	
6.1 Introduction  
Corruption ranks high on the list of constraints as perceived by Egyptian firms. In 2013, putting 
aside political instability and crime and theft, corruption was seen as the top constraint to 
business operations. In 2016, 68 percent of firms reported that corruption was a major or severe 
problem for their operations, much more than in comparator countries (see chapter 2). However, 
when looking at specific areas where informal payments are requested or expected, in 
comparison with other countries, the statistics relating to actual incidents of informal payment 
show a less alarming picture.  
How bad is corruption in Egypt, and who is most affected? In this chapter, we use information 
from the ES to give a perspective on the magnitude and sources of the problem. These measures 
are largely based on surveys about perceptions. Even if perceptions may exaggerate actual 
incidence (which may or may not be true), perceptions of corruption are damaging to economic 
activity and must be adequately confronted.61 We first explore more the meaning of the contrast 
between a broad sense of high corruption, and a more limited sense of specific corruption. We 
then explore the type of firms most affected. Finally, we describe the existing rules and 
institutions to tackle the problem, including recent innovations, and conclude with suggestions 
for additional reforms. 

6.1 Analysis: corruption incidence and depth 
We first start by assessing how firms’ responses in Egypt fare compared to international and 
regional patterns, before comparing responses according to firms’ grouping – size, and location 
in particular.62  Table A1 in the Appendix lists the questions related to corruption in the ES 
Survey. Table 6.1 lists the main aggregates for Egypt and comparator countries. Several Egypt 
characteristics can be noted.  
First, the level of the corruption constraint is very high compared to other countries. The 
percentage of firms identifying corruption to be a major constraint is twice as large as all-
countries averages (68 percent vs. 33 percent), but at par with most countries of the MENA region. This is 
also in line with other opinion surveys such as Transparency International.  
Second, there is a wide disparity between the perception that corruption is a major constraint to 
doing business, and the personal experience with corruption when dealing with officials in 
various institutions. In the latter case, in 2016, between 13% and 28% of the firms interviewed 
reported that they were expected to give “a gift” to complete a transaction with various public 
sector entities. This contrast suggests that the extraordinary level of the perception is largely 
related to other aspects of corruption, and quite likely, given our discussion in chapter 5, of 
unfair treatment of their firms by regulatory authorities compared to the treatment received by 
favored firms. As noted earlier, this type of corruption – the unequal treatment of firms by 
regulatory authorities is likely to advantage large firms and hurt medium size firms. On the other 

	
61	Nevertheless, trying to understand the difference between perceived corruption vs. actual incidences of reported 
corruption is possible to some extent in some of the ES questionnaire.	
62 The overall (2016) sample size is 1814 observations. But for particular questions and subgroups, the sample sizes 
vary significantly - indicators with a small number of respondents need to be interpreted with caution. 
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hand, the petty corruption involved in dealing with government officials is likely to hurt mostly 
small firms, pushing them into informality. 
Third, when looking in more detail at questions relating to dealing with government, there is a 
wide level of variation among the various constraints, which suggests variations in the quality of 
the services offered by various institutions. Essentially, 20% of firms in Egypt find this to be a 
major or severe constraint in 2016, compared to a MENA and a world average of around 14%. 
Egypt’s performance compared to other countries is poor in the areas of operating license, import 
license and construction permit, despite the improvements in these figures between 2013 and 
2016. 
Table 6.1. Corruption in Egypt and Comparator countries 

 
In 2013, the worse rating was for obtaining an operating license (72% of firms say they are 
expected to pay a bribe). Clearly, this constraint can have a big effect on the entry rate into 
formal sector. In 2016, only 21% of firms reported the same – a big improvement, but still above 
the situation in comparator countries.  

• Compared to other economies, Egypt has also the highest share of firms likely to have to pay 
a bribe to get a construction permit (28% in 2016, 34% in 2013), or to get a water connection 
(26%).  

• But there are relatively good scores for some institutions. “Only” 13% report bribes to tax 
collectors in 2016 (from 9% in 2013), and “only” 14% give gifts to secure government 
contracts (stable over time). The most extraordinary gain was in the electricity sector: firms 
that had to pay a bribe to get an electrical connection collapsed from 42% in 2013 to 2% only 
in 2016.  

• On the other hand, the worst regression was related to the working of the court system: while 
in 2013, only 5% identify the courts system as a major constraint, by 2016, 24% of firms did 
so.  

 

Economy Egypt 
(2016)

Egypt 
(2013)

Chile 
(2010)

Poland 
(2013)

Turkey 
(2013)

Middle East & 
North Africa

Latin America 
& Caribbean

Europe & 
Central Asia

All 
Countries

% of firms identifying corruption as a major constraint 68.2 59.0 17.5 13.0 12.1 49.1 36.3 20.0 32.7
Bribery incidence (% of firms experiencing at least one 
bribe payment request) 15.2 17.4 1.3 1.9 5.4 21.4 8.7 13.1 18.0
Bribery depth (% of public transactions where a gift or 
informal payment was requested) 13.6 15.6 0.8 1.8 2.5 18.4 6.3 10.2 14.1
% of firms expected to give gifts in meetings with tax 
officials 13.2 9.4 0.4 2.1 1.2 17.4 6.0 9.7 13.3
% of firms expected to give gifts to secure government 
contract 14.2 14.3 1.0 18.7 18.6 36.4 14.4 22.4 28.8
Value of gift expected to secure a government contract 
(% of contract value) 0.0 0.5 0.0 0.9 0.6 0.8 0.7 1.6 1.8
% of firms expected to give gifts to get an operating 
license 20.7 71.9 1.2 ... 9.8 14.3 8.6 11.1 14.4
% of firms expected to give gifts to get an import license 

20.9 12.8 0.3 0.0 1.3 19.9 4.9 9.0 14.2
% of firms expected to give gifts to get a construction 
permit 27.9 33.9 1.5 0.7 2.5 23.1 11.7 19.7 23.5
% of firms identifying the courts system as a major 
constraint                         24.0 4.7 12.5 9.7 2.8 16.2 21.1 5.6 14.4

Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank.
Definitions:  
Bribery incidence is the percentage of firms experiencing at least one bribe payment request across 6 public transactions dealing with utilities access, permits, licenses, and taxes. The six 
public transaction questions are: electric connection, water connection, construction permit, tax official meetings, import licenses, and operating licenses

Bribery depth is the percentage of instances in which a firm was either expected or requested to provide a gift or informal payment during solicitations for the above listed public 
services For purposes of computation, a refusal to answer a particular survey question is considered. an affirmative answer.
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6.2 Which firms are most affected? 
We now investigate the incidence of the costs generated by corruption on various types of firms. 
Table 6.2 present indicators for “expected informal payments and gifts” when acquiring specific 
government services (or requirements necessary for the operation of any formal economic 
activity), broken down by business sector (manufacturing or services) as well as by firm size 
(small, medium and large).  
Table 6.2. Gifts expected in basic government services  

 
The distribution of answers across firms’ size is particularly illuminating in the 2013 survey. It 
shows clearly why small firms find it so difficult to become formal – getting an operational 
license was prohibitive in terms of corruption (75% have to pay a bribe, compared to 34% 
among large firms), perhaps because the requirements are so high as to make it always difficult 
for small firms to have a strong bargaining position (same for obtaining an electricity connection 
and a construction permit). On the other hand, it is the medium size firms that more often had to 
pay bribes to get an import license (22%, compared to 3% among large firms), perhaps because 
medium size firms only engage occasional in international trade. Finally, large firms payment of 
bribes is surprisingly low, given that they have the interest and the means to do so. This seems to 
suggest that they had more lobbying power that deters bureaucrats from requesting bribes, with 
the exception of areas where technical complexities are present (like for construction permits). 
In 2016, the pattern of bribery has however changed, suggesting for example that it hits large 
firms more often in some areas, such as tax, and import licensing. In both areas, it is as if 
corruption has been "democratized" This may reflect the break-down of the old system of 
privilege, and a passage to a bureaucratic mode of operation where corruption is more 
predictable.  
To explore the significance of this pattern of bribes, further analysis is needed. As suggested 
above, a useful analytical frame of the relation between firms and officials in charge of 
regulatory approvals is to consider that this interaction can take the form of deals, rather than 
rules. Following Hallward-Driemeier et al (2010), it is classify the relations along two 
dimensions: whether deals, once negotiated, are honored (“ordered” vs. “disordered”); and 
whether deals are widely available or limited to an elite (“open” vs. “closed”) – see Table 6.3.  

Economy percent of firms 
expected to give 
gifts in meetings 
with tax officials

percent of firms 
expected to give 
gifts to get an 
operating license

percent of firms 
expected to give 
gifts to get an 
import license 

percent of firms 
expected to give 
gifts to get a 
construction permit

percent of firms 
expected to give gifts 
to get an electrical 
connection

percent of firms 
expected to give 
gifts to get a water 
connection

All Countries 13.3 14.4 14.2 23.5 16.3 16.1
Middle East & North Africa 17.4 14.3 19.9 23.1 20.2 14.4

Egypt, All firms, 2016 13.2 20.7 20.9 27.9 2.0 ...

Manufacturing 16.2 27.9 26.6 16.1 2.5 ...
Services 11.2 12.8 19.4 44.6 0.4 ...
Small (5-19) 11.0 21.7 18.0 27.9 0.5 ...
Medium (20-99) 15.1 17.0 20.6 25.3 4.3 ...
Large (100+) 22.5 24.8 33.6 30.6 3.5 ...

Egypt, All firms, 2013 9.4 71.9 12.8 33.9 41.7 28.7

Manufacturing All 8.2 65.9 8.3 31.6 37.6 19.4
Services 11.1 76.6 20 41.6 56.9 47.3
Small (5-19) 7.7 74.8 11.7 40.9 53.1 27.5
Medium (20-99) 13.1 55.7 21.6 19.3 40.3 30.2
Large (100+) 8 34.5 3 44.7 20.4 30.6

Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank.
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Table 6.3: The Deals Space 
	 Disordered		 Ordered	
Closed	(deals	available	only	
to	specific	
individuals/organizations)	

Only	those	with	clout	can	make	
deals,	even	when	they	cannot	be	
certain	that	officials	will	deliver	

Only	those	wit	connections	get	
to	make	deals,	and	they	can	be	
confident	that	officials	will	
deliver	

Open	(deals	depend	on	
actions	of	agents	but	not	
identities)	

Anyone	can	make	a	deal,	but	no	
certainty	that	officials	will	deliver	
(petty	corruption)	

Anyone	can	make	a	deal,	and	
they	can	be	certain	that	officials	
will	deliver	

Hallward-Driemeier,	Khun-Jush,	and	Pritchett,	2010	
 
We would expect that closed deals are reserved to the larger firms with clout and a privileged 
access to decision-makers, and they are likely to be repeated interactions that involve relations 
with higher-level officials, contributing to the popular sense of high corruption, but not showing 
up as “gifts to officials”. In contrast, open deals would be bargained on the spot, and their 
outcome would depend on the bargaining position of the firm and the official involved. One 
could expect that firms that are in a position of illegality, like small (and partly informal) firms 
would be in a weaker position, especially when they strongly need the service (i.e electrical 
connection, vs an import permit – since they can also buy goods from a larger importers, while 
electricity is provided by a monopolist). On the other hand, medium sized firms that are 
occasional importers may be hit harder when they attempt to compete against large importers 
with clout. In any case, such speculations would require further research. 
 
An important change that may have occurred recently is the breakdown of privileged relations 
noted above. A more rule-based system would do much to generate dynamism in Egyptian 
markets. However, moving from ordered/closed deals, to disordered/open deals, which is the 
likely situation in the short term, is likely to make matters worse. This phenomenon of rising but 
democratizing corruption has also been observed in post-2011 Tunisia. An important implication 
is that there is both a pressing need, and an opportunity, to use the window of opportunity to 
enforce better a rules-based system. 
 
A second dimension of variability of interest is geographical location. Many government 
functions, even those governed by national level regulations are implemented at the local level.  
As a result, sub-national indicators may vary significantly in terms of corruption patterns.  
Several factors could play a role in expected differences.  First, the concentration of large firms 
in particular geographic location (Cairo, Giza, and Alexandria for example) can create fierce 
competition for local level services. But at the same time, the lower availability of services in 
Upper Egypt can create similar incentives.  The impact that the myriad of factors plays on the 
prevalence, or lack thereof, of actual or perceived corruption at the sub-national level is thus hard 
to anticipate. Small numbers of observations in some cases limit meaningful assessments for 
some localities. Table A2a and A2b present results for 2016 and 2013 respectively. 
While the incidence of corruption is comparable across all regions of the country, some values 
fluctuate from region to region. For example, the percentage of firms experiencing at least one 
bribe payment is an example where the indicator for greater Cairo is unexpectedly low. 
Alexandria indicators, on the other hand, are consistently on the high end. In Upper Egypt and 
Suez Canal cities, a large number of respondents identify corruption as a major constraint, even 
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though the perception of corruption is low. In general however, the indicators of corruption are 
higher in the main regions of economic activity.  

6.3 Historical Origin of the Current Framework 
Legal and institutional rules govern the behavior of government employees and render them 
accountable criminally or administratively in cases of infractions. But low expectations regarding 
the severity of penalties reduces the incentives of civil servants to avoid participating in corrupt 
practices, and this has generated what some have described as a culture of impunity. 
In its current form, the legal system differentiates between “crimes” that entail criminal penalty 
(these are the domain for Penal Code), and work-related misconducts that entail disciplinary 
actions and sanctions (in the domain of Administrative Law stipulations). Substantive laws, and 
the laws that establish regulatory bodies, are listed in box 6.1. 
The Penal code philosophy is strict about what constitutes a crime. Both a material component 
and a moral component are defined, where the former defines the acts that constitute a crime, 
while the latter requires the existence of a deliberate intention. Criminal acts include accepting, 
requesting, or facilitating the receiving or giving of bribes. They also include profiteering from 
public office or helping others to benefit.63 The Penal Code assigns various criminal penalties 
that include imprisonment, fines, as well as relief from office. Intentionally deceiving citizens 
through over-charging fees and taxes is also criminally punishable.  
On the other hand, the Civil Administration Law does not have strict definitions of acts that must 
result in disciplinary actions, besides complying with the laws and regulations of the civil 
service, and vague concepts of “respect for job obligations”. The law requires an investigation 
before issuance of any disciplinary decisions, where the employee has the right to defend his/her 
conduct, and provides upper limits on disciplinary punishments. Only disciplinary courts can fire 
employees. Small infractions are punishable by deprivation of a promotion, or temporary pay 
cuts, and even these disciplinary acts are subject to review by disciplinary courts. The 
Administrative Prosecution Authority ( ةیاردإلا ةباینلا(  is the entity with the responsibility to 
investigate financial infractions that result in financial harm to the state. 64 For administrative 
infractions related to not meeting job obligations, the story ends at most with job termination no 
matter what the level of incompetence was. For criminal cases, several laws and institutions get 
involved, depending on the seniority of the suspected employee.   
 

	
63	A public official can accept a bribe to break the law or to expedite performance of an aspect of his/her job 
responsibilities.  Conversely, he/she can accept or request a bribe to refrain from, or delay, performing a task that his 
position requires (example, impose a penalty or fine). 	
64	The	Administrative Prosecution Authority is a judicial entity that hears administrative infractions and imposes 
penalties and sanctions.  The decisions of the Administrative Prosecution Authority are subject to disciplinary court 
review, a branch of the administrative court structure.	
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One of these entities that is gaining significant attention these days is the Administrative Control 
Authority  (ACA- ةیرادإلا ةباقرلا ةئیھ ).  Criminal courts hear cases related to specific crimes that the 
penal code identifies. The ACA has jurisdiction to investigate potential corruption cases in all 
entities in which the state participates in any form.65 Thus, the ACA scope is wider than that of 
the Civil Administration Law. The General Directorate for Investigating Public Funds Crimes at 
the Ministry of Interior ( ةماعلا لاومألا ثحابمل ةماعلا ةرادإلا ) shares with the ACA several 
responsibilities. Both entities have the right to initiate an investigation, or to do so in response to 
a complaint. In practice, The General Directorate for Investigating Public Funds Crimes targets 
lower ranking employees, while the ACA investigates cases involving people in lead positions.  
The ACA, initially a department of the Administrative Prosecution Authority, became an 
independent entity under direct authority of the Prime Minister in 1982. It has a legal personality 
that is technically, financially, and administratively independent. 66   The President of the 

	
65 	Including Government administration sector and affiliations; General Authorities and affiliated bodies; State 
Owned Enterprise Sector and Affiliated Companies; and Private Sector Bodies that conduct public activities (unions, 
syndicates, etc.)	
66	Egypt’s Constitution lists four institutions as “Autonomous Organizations and Control Agencies” with a “legal 
personality [where] they shall be technically, financially and administratively independent”.  These entities are the 

Box 6.1 Laws pertaining to anti-corruption  
- Criminal Code Law 58 for the year 1937, and amendments; and Criminal Procedure Law 150 for the year 

1950, and amendments;  where the latter concerns the procedural aspects of criminal cases including 
defendant rights, appeal, witness calling, etc. 

- Law Concerning Illegitimate Gain no 11 for the year 68 as amended by Law 62 for the year 1975; 
- Civil employees Law number 47 for the year 1978, as amended by the civil administration law no 91 for the 

year 2016; 
- Law 5 for the year 1991 concerning Leading Positions Assignment (in government and public 

organizations, public banks and similar entities with moral identities); 
- Law 89 for the year 1998 Concerning Government Tenders and Bids, and amendments; 
- Money Laundry Law 80 for the year 20002 as amended by Law 36 for the year 2014; 
- Central Bank and Banking Sector Law 88 for the year 2003 and amendments; 
- Competition Protection and Prevention of Anticompetitive Practices Law 3 for the year 2005; 
- Conflict of Interest of Public Officials Law 106 for the year 2013; 

Laws that establish various regulatory entities that contribute to play different roles in monitoring, and holding 
accountable government and public employees to uncorrupt behavior include: 

- Judiciary Law 46 for the year 1972;    
- State Council Law 47 for the year 1972; 
- Law 117 for the year 1958 concerning reorganization of administrative prosecution and disciplinary 
courts, and amendments; 

- Law 54 for the year 1964 concerning reorganization of the Administrative Control Authority, and 
amendments; 

- Law 118 for the year 1958 concerning reorganization of the Central Authority for Organization and 
Management, and amendments; 

- Police Authority Law 109 for the year 1971; 
- Law 118 for the year 1988 concerning the Central Audit Authority, and amendments; 
- Law establishing Financial Regulation Authority number 10 for the year 2009; 
- Law concerning the Reorganization of the authority for state cases 75 for the year 1963, as amended by 
law 10 for the year 1986; 

- Law 47 for the year 1973 that organizes legal departments in public and general authorities and 
affiliated entities. 
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Republic appoints its head upon the approval of the majority of the House of Representatives, for 
a one-time renewable term of four years, and they cannot be dismissed, except in the cases stated 
in the law.67 The ACA's jurisdiction includes all crimes in the Penal Code associated with public 
office, in addition to fraud in government contracts. It also investigates crimes governed by the 
Illegitimate Gains Law, which allows investigation of public officials’ (and their spouses and 
minor children’s) enlarged net worth after holding public office. It collaborates with other 
agencies in crimes related to tax and customs evasion, commercial fraud, money laundry, and 
crimes related to public health. Substantive criminal code, sector or activity specific laws, and 
laws establishing regulatory institutions with specific supervisory and regulatory mandates 
define the legislative boundaries and scope of corruption investigation, bringing to court, and 
infliction of criminal penalties and sanctions.  

6.4 Anti-corruption efforts and civil service rules 
Egypt started addressing more frontally the issue of corruption at the national level in 2006 by 
establishing a Transparency and Integrity Coordinating Committee under the State Ministry for 
Administrative Development.  The Committee produced several reports during 2007 -2010, 
which culminated in the “Corruption Abatement Strategy”. The report innovates by classifying 
various types of corruption according to their likely economic, social, legal, and institutional 
causes. The strategy offered recommendations for reform that range from whistleblowing 
protection, transparency in statistics and information, adoption of more effective rewards and 
penalties in the civil service, better coordination among public authorities and between then and 
civil society (social and religious NGOs in particular).   
A positive development was the creation of the Corruption Abatement Committee in 2014. This 
committee is chaired by the Prime Minister (and includes a Technical Committee managed by 
the ACA), is an independent regulatory authority that has the authority to investigate and take to 
court corruption cases. The committee is also in charge of recommending and implementing a 
national corruption prevention strategy.  

The government further clarified its vision about anti-corruption efforts in its overall “Strategic 
Plan 2030” of 2016 (under the section Transparency and Efficient Government Institutions). The 
stated objective is to manage state resources, with transparency, fairness, and flexibility.  To do 
so, the government pledges to maximize “accountability, citizens’ satisfaction, and overall 
responsiveness to citizens’ needs”. The government’s vision for civil administration reform is 
based on three pillars: (i) improvement of administrative sector’s performance, (ii) increasing 
efficiency of the State’s financial, material, and human resources, and (iii) offering the necessary 
public services needed daily by citizens. The strategy pledges to accomplish its objectives 
“through a comprehensive governance system”. The plan develops added mechanisms for 

	
Central Bank, the Egyptian Financial Supervisory Authority (EFSA), the Central Auditing Organization (CAO), and 
the Administrative Control Authority (ACA) (Article 215). 
67 The Constitution states “[t]he State shall fight corruption, and the competent control agencies and organizations 
shall be identified by Law. Competent control agencies and organizations shall coordinate their activities in 
combating corruption, enhancing the values of integrity and transparency in order to ensure the sound performance 
of public functions and preserve public funds, and shall develop and follow up execution of a national strategy to 
combat corruption in collaboration with other competent agencies and organizations, as regulated by Law (Article 
218). 
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“fight[ing] corruption in the administrative sector, and increase[ing] the degree of transparency 
in the government.” 

Building on early reports of in the Ministry of Administrative Development, the government 
produced the National Strategy for Combating Corruption (in 2014). Ten principles underlie the 
strategy and emphasize the rule of law, the necessary synchronization of all government, private 
and civil society efforts, the adoption of good governance principles in government policies, a 
focus on prevention and early intervention mechanisms, and improved monitoring to rectify 
weaknesses as they arise. 

The strategy acknowledges the complexity of the issue and the fact that several government and 
non-government entities have necessary roles to play. It also recognized that such efforts need to 
be executed in a holistic framework, with different actors playing different but complementary 
roles that include strategy implementation, monitoring and continuous refinement, and effort on 
coordination.68  
On a broader front, the behavior of public servants is heavily influenced by the way they are 
hired, compensated, and fired. A new Civil Administration Law (number 81) was issued in 2016. 
Its implementation is still in its early stage, making a comprehensive assessment premature. The 
new law contains valuable additions to the old code. It introduced the first time in Egypt’s 
history job promotion based on performance, and it also set the ground for the layoff of 
government employees deemed “unfit for position held”. It also established a “Council for Civil 
Service” responsible for improving public service by defining norms for efficient service 
delivery and work ethic rules, and suggesting mechanisms for improvement, such as particular 
training programs. The law also requires each government entity to manage job promotion and 
pay raise according to performance, and it regulates job relocation and training.  For high 
ranking or “leadership and supervisory” positions, the new law imposes strict conditions to 
advertise vacant positions.69  
These are commendable drivers of accountability which can lead to sizable reduction in 
corruption if they are systematically applied. Together with high-standard norms of behavior, 
clear and transparent criteria in employee selection, promotion, and termination are important 
tools for creating an environment that repels corrupt practices. Such an environment needs to 
provide the necessary transparency, integrity, and consistency in public sector behavior that 
guarantees zero-tolerance of shady behavior, even in cases that do not rise to constitute a crime 
by legal standards. On the other hand, the new law leaves the treatment of criminal offences of 
public officials and government employees unchanged. 

 

	
68	The following parties contributed to the development of the Strategy: the National Coordinating Committee for 
Combating Corruption; Parliament and the Local Councils in different governorates; Government (ministries / 
bodies / offices) and public business sector units; Corruption combating and prevention offices and law enforcement 
authorities; Regulation and Control authorities over financial institutions, the banking system units, and the non-
banking financial institutions (the Egyptian Central Bank, Financial Control Body); National councils, universities, 
and specialized research institutes; Media and journalism institutions; Civil society organizations; Religious 
organizations. 	
69 	A selection committee evaluates applications and hires accordingly.  Hiring is for a period of three years, 
renewable only for another period of three years.	
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6.6 Recommendations on the way forward 
Recent developments attest that government assigns a high priority to the issue of corruption, as 
attested recently by ACA investigations that brought high-level officials to trial. But such efforts 
need to move beyond occasional mobilizations and become inscribed in better performing 
institutions. However, the prevalence of corruption is not necessarily related to a single 
institution.  
Checks and balances that originate in different social, judicial, and economic regulatory bodies 
are needed to provide a comprehensive framework for the prevention of corruption. For this 
reason, a big push tends to be needed to make a difference, because the incentives for agents to 
engage in corrupt practices tend to be high when corruption is high, and thus particular 
infractions are less likely to be detected and punished; and vice versa when corruption is low.  
These initiatives need to add up to a credible signaling of a zero tolerance stance, to have a 
chance of resulting in a substantive shift in incentives within a new low-corruption equilibrium.  
A signal of zero tolerance would be more credible if it goes together with credible plans to 
modernize the administration – improving its capacity, pay-level, performance results methods, 
transparency, and use of IT and e-governance methods.  
There appear to be two main dimensions that require new approaches in order to complement the 
current strategy, one related to the privileges that large firms manage to get, and one to the type 
of petty corruption that encourages informality.   
First, emphasis on anti-corruption efforts should not overshadow larger issues of quality of 
public service that do not strictly constitute a crime. The magnitude on business environment 
from this latter problem may be more damaging that corruption per se, as seen in the 
introduction. In particular, we saw that the issue of privileges to the few contributes to the 
gravity of the “missing middle” problem that characterizes Egypt corporate patterns. This form 
of corruption is likely to be the main reason behind the exaggerated perceptions of corruption in 
Egypt. These acts may not be formally classified as acts of corruption, and as such, this more 
subtle form of abuse of office is more problematic to deal with. Thus, there is a need to create 
mechanisms that can help provide all firms with equal and fair treatment by regulatory and 
service authorities. This can include relying more on simplification and elimination of ambiguity 
in sector or function laws and regulations.  Even in areas of government interaction with business 
that are prone to corruption in all countries, such as getting construction permits, there is a case 
for more transparency and accountability measures, especially since construction permits are 
necessary for operation licenses and industrial registration. We pursue this discussion in more 
detail in chapter 8, which focuses on competition. 
 
In particular, measures to “encourage investors” by introducing flexibility in the application of 
rules does not bode well for they often have the opposite effect of adding vagueness to rules, 
which opens the door for corrupt practices and the provision of privileges for the few, or even 
just the perception of such practices. A delicate balance between rules and flexibility must be 
established to reduce the sources of elevated perception of corruption, which in most cases 
should advantage rule over discretions. In particular, instead of fast-track procedures to resolve 
disputes between large investors, it would be more beneficial from a long-term perspective to put 
efforts into ‘drying the swamps’. For example, recent regulation (Presidential Decree no 4, 2012) 
was hastily adopted to prevent court cases filed by third parties (a practice that was magnified 
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after the 2011 revolution) that challenge privatization and the provision of public land. The 2012  
allows out-of-court settlement with investors “in any stage of the court case prior to the issuance 
of a final ruling”, and puts the General Authority for Investment (GAFI) in charge of defining 
the terms of the settlement. A better separation of roles would have required that the decision to 
exercise the settlement option to an independent regulatory authority, which does not have a 
conflict of interest in the matter, since the investment authority is an entity that was originally 
party in the contested deals. An even better long-term fix would have been to clarify vague 
crimes related to public funds such as “profiteering” and “harming” through stricter legal criteria 
on what constitutes either. Another example is given by the Investment Law 17 (2015), which 
allows government bodies to provide new incentives to investors in the form of below market 
rates for accessing public lands “for the purpose of establishing industrial projects or expanding 
existing ones”. Such vague discretion is a recipe for provision of privileges and related 
corruption. A more efficient and transparent perspective would be to present a comprehensive 
inventory of land available for various uses and utilization of Law 89/1998 for transparent 
bidding. 
 
The second challenge of rooting out petty-corruption is a complicated problem. It is related to 
ethical norms in society, public employment rules and their applications, the way rules and 
regulations of industry and commerce are established and applied, and the level of public 
servants’ wages. This complexity is also attested to by the long list of institutions involved in the 
development of the anti-corruption strategy of the ECA. Beside the challenge of coordination, 
the capacity and performance of a multitude of public institutions needs to be augmented over 
time, and rules need to be streamlined and simplified. Relying solely on vertical accountability 
methods alone through the administration is not sufficient. It is valuable to add as a complement 
horizontal accountability efforts that are initiated by civil society. This includes allowing citizens 
and citizen groups’ access to rapid redress mechanism, support for groups of citizens to put 
pressure on public officials for better performance (e.g. parent association in schools). 
Transparency-enhancing initiatives such as the establishment of a government procurement 
portal that publishes government tender contracts can help, but is not sufficient, especially when 
it is not clear what penalty is applied to entities that fail to abide by the law obligations.   
 
Another reason for concern is comprehensiveness of enforcement. In other words, while after-
the-fact investigation of incidences is necessary for deterrence, it cannot be the only mechanism 
needed to produce substantive results. In the absence of strong media whistle blowers or 
powerful accountable Parliament, it is very likely that the magnitude of corruption will persist.  
More importantly, lack of information and statistics strengthens the perception that enforcement 
is selective. We pursue this discussion, which is most relevant for small firms, in chapter 7, 
which focuses on obtaining and business license, and in chapter 10, when discussing government 
procurement. 
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Table A1: Corruption related questions ES Manufacturing and Services 2013
Question 

code: Question Text Answer Options

C.5 In reference to that application for electrical connection, was an 
informal gift or payment expected or requested?

yes, no, don't know, refusal (spontaneous)

C.14 In reference to that application for water connection, was an informal 
gift or payment expected or requested?

yes, no, don't know, refusal (spontaneous)

G.4 In reference to that application for a construction-related permit, was 
an informal gift or payment expected or requested?

yes, no, don't know, refusal (spontaneous)

EGY.G.15  In reference to that delivered allocation of land, was an informal gift 
or payment expected or requested?

yes, no, don't know, refusal (spontaneous)

J.5 In any of these inspections (with tax officials), was a gift or informal 
payment expected or requested?

yes, no, don't know, refusal (spontaneous)

J.6 When establishments like this one do business with the government, 
what percent of the contract value would be typically paid in 
informal payments or gifts to secure the contract?

XX%, don't know, refusal (spontaneous, less than 1 
percent, no payment

J.7.a It is said that establishments are sometimes required to make gifts or 
informal payments to public officials to "get things done" with regard 
to customs, taxes, licenses, regulations, services, etc.  On average, 
what pecentage of total annual sales, or estimated total annual value 
do establishments like this one pay in informal payments or gifts to 
public officials for this purpose?

XX%, don't know, refusal (spontaneous), less than 1 
percent, no payment

J.7.b Total annual informal payment value, don't know, refusal (spontaneous), no payment - 
provide either one but not both

J.12 In reference to that application for import license, was an informal 
gift or payment expected or requested?

yes, no, don't know, refusal (spontaneous)

J.15 In reference to the application for an operating license, was an 
informal gift or payment expected or requested?

yes, no, don't know, refusal (spontaneous)

J.30.f To what degree is corruptoin an obstacle to the current operation of 
this establishment?

no obstacle, minor obstacle, moderate obstacle, major 
obstacle, very severe obstacle, don't know, does not apply

H.30 To what degree are the courts an obstacle to the current operation of 
this establishment?

no obstacle, minor obstacle, moderate obstacle, major 
obstacle, very severe obstacle, don't know, does not apply

M.1.a Can you tell me which of the elements of business environment 
included in the list [on a card], if any, currently represents the biggest 
obstacle faced by this establishment?

1. access to finance, 2. access to land, 3. business 
licencing and permits, 4. corruption, 5. courts, 6. crime, 
theft and disorder, 7. customes and trade regulation, 8. 
electricity, 9. inadequately educated labor force, 10. labor 
regulations, 11. political instability, 12. practices of 
competition from informal sector, 13. tax administration, 
14. tax rate, 15. transportation

Source: The Joint Workld Bank/EBRD/EIB Mena Enterprise Survey (Manufacturing and Services Modules 2016)
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Table A2a. Corruption at the subnational regional level, 2016 

 
 
Table A2b. Corruption at the subnational level, 2013 details by governorate 

 
	 	

Region Bribery incidence 
(percent of firms 
experiencing at least 
one bribe payment 
request)

Bribery depth (percent 
of public transactions 
where a gift or informal 
payment was requested)

percent of firms 
expected to give 
gifts in meetings 
with tax officials

percent of firms 
expected to give 
gifts to secure 
government 
contract

Value of gift 
expected to 
secure a 
government 
contract (percent 
of contract value)

percent of firms 
expected to give 
gifts to get an 
operating license

percent of 
firms 
expected to 
give gifts to 
get an import 
license 

percent of 
firms expected 
to give gifts to 
get a 
construction 
permit

percent of 
firms expected 
to give gifts to 
get an electrical 
connection

percent of 
firms expected 
to give gifts to 
get a water 
connection

percent of firms 
expected to give 
gifts to public 
officials "to get 
things done" 

percent of 
firms 
identifying 
corruption as 
a major 
constraint

percent of 
firms 
identifying the 
courts system 
as a major 
constraint                         

All Countries 18.0 14.1 13.3 28.8 1.8 14.4 14.2 23.5 16.3 16.1 22.5 32.7 14.4

Middle East & North Africa 21.4 18.4 17.4 36.4 0.8 14.3 19.9 23.1 20.2 14.4 17.6 49.1 16.2
Egypt 15.2 13.6 13.2 14.2 0.0 20.7 20.9 27.9 2.0 ... 19.0 68.2 24.0

Egypt by sub-region

Greater Cairo 14.1 13.2 13.1 5.3 0.1 15.1 19.4 15.8 0.7 ... 27.6 57.6 29.0

Middle And East Delta 25.9 23.7 24.0 36.1 0.0 30.1 37.7 37.8 1.7 ... 22.0 68.5 9.1

West Delta 8.7 6.4 4.1 41.8 0.0 37.4 0.9 80.0 0.7 ... 2.6 77.1 21.8

Northern Upper Egypt 20.6 17.5 16.9 4.7 0.1 38.2 35.9 14.6 5.3 ... 10.6 78.1 38.6

Southern Upper Egypt 1.2 0.8 0.9 0.0 0.0 0.8 0.0 n.a. 27.9 ... 3.5 96.1 24.4

Suez Region 5.6 5.5 0.8 0.0 0.0 2.7 n.a. 1.3 n.a. ... 5.0 89.7 6.7

Frontier 0.0 0.0 0.0 0.0 0.0 0.0 n.a. ... ... ... 0.0 93.7 6.1

Region bribery 
incidence 
(percent of firms 
experiencing at 
least one bribe 
payment request)

bribery depth 
(percent of public 
transactions 
where a gift or 
informal payment 
was requested)

percent of 
firms 
expected to 
give gifts in 
meetings with 
tax officials

percent of 
firms 
expected to 
give gifts to 
secure govt 
contract

value of gift 
expected to 
secure a govt 
contract 
(percent of 
contract value)

percent of 
firms 
expected to 
give gifts to 
get an 
operating 
license

percent of 
firms 
expected to 
give gifts to 
get an import 
license 

percent of firms 
expected to give 
gifts to get a 
construction 
permit

percent of 
firms expected 
to give gifts to 
get an 
electrical 
connection

 percent of 
firms expected 
to give gifts to 
get a water 
connection

percen of firms 
expected to give 
gifts to public 
officials "to get 
things done" 

percent of 
firms 
identifying 
corruption as a 
major 
constraint

percent of 
firms 
identifying the 
courts system 
as a major 
constraint                         

Egypt 17.4 15.6 9.4 14.3 0.5 71.9 12.8 33.9 41.7 28.7 12.1 59.0 4.7

Cairo 13.6 11.5 7.4 14.5 0.4 68.9 3.5 59.6 16.9 40.1 11.5 53.3 4.7

Giza 16.3 15.2 16.2 19.0 1.0 40.3 8.2 28.8 40.2 26.3 12.3 85.0 0.6

Upper Egypt 19.1 15.7 13.1 4.9 0.3 10.7 0.0 30.1 17.3 16.0 8.7 64.1 4.0

Kafr-El-Sheikh\   
Menoufiya\Beheira       

6.7 6.2 5.6 4.3 0.1 n.a. 0.0 0.0 1.0 n.a. 12.2 56.5 6.8

Alexandria 40.9 40.7 3.5 9.4 0.2 90.0 n.a. 28.5 54.9 n.a. 36.1 45.0 6.9

Sharqia 42.2 39.8 18.0 10.0 0.3 97.3 87.1 2.3 36.9 0.0 2.5 68.5 7.0

Gharbiya 9.8 6.8 3.7 n.a. n.a. n.a. n.a. ... n.a. n.a. 21.9 23.3 3.6

Qualyubia 47.7 40.3 6.9 1.1 0.0 95.9 n.a. n.a. 81.0 78.5 5.1 22.8 0.1

Damietta 3.1 1.9 0.1 13.5 1.3 n.a. ... 32.9 46.4 ... 2.2 46.4 20.4

Dakahliya 20.7 19.8 19.2 57.9 1.2 ... n.a. ... n.a. n.a. 15.3 65.8 20.8

Port Said\Suez\Ismalia 3.3 3.0 2.4 14.4 0.1 22.8 n.a. 1.8 0.0 n.a. 4.2 38.8 0.1

Red Sea\Matrouh   \Wadi 
Al Jadid\Sinai      

0.6 0.3 0.0 n.a. n.a. ... ... ... n.a. n.a. 0.0 48.2 0.1

Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank.
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Chapter 7: Obtaining a Business License (and dealing with state agencies) 
 
7.1 Introduction 
The difficulties in obtaining licenses are likely to largely hurt smaller firms, preventing 
them from acquiring a “formal” status, and pushing them deeper into informality. This 
not only keeps their owners trapped in low productivity and poverty, but also creates 
unfair competitive pressure on middle size firms trying to operate in the formal system. 
Several initiatives to “formalize” businesses have failed in reducing informal activity as a 
result of its multi-faceted nature.  
 
Obtaining a license is a difficult, lengthy, and costly process in Egypt. The magnitude of 
the problem cab be illustrated using the ES data (Table 7.1). Aggregate indicators show 
that 36 percent of firms perceived business licenses and permits as a major or severe 
problem to conducting business in 2016, up from 16 percent in 2013. This is double the 
corresponding percentage for MENA countries and more than 3 times that of Poland or 
Turkey (see Table 2.3 in chapter 2).  

Moreover, the difficulty of obtaining a license affects several constraints facing firms, 
including corruption, practices of the informal sector, and access to land. There are clear 
synergies and interdependences between reforms in any of these areas and the 
requirements for obtaining a business license.  

It is noteworthy that all these constraints affect middle size firms more than small and 
large firms. It seems that when faced with government regulations that are costly to abide 
by, firms prefer to be either very close to government, especially when they are large, 
developing high level connections that help them avoid have to deal with petty 
corruption; or as far as possible from government, which is achieved by taking refuge in 
the informal economy, even at the cost of having to pay some penalties and bribes once 
in a while, but minimizing this by trying to stay under the radar screen. 

 

Table 7.1: Major/severe constraints, 2016 and 2013 (% of firms)
Obstacle area all firms manufacturing services GCairo** large medium small

business licenses and permits
2016 36 36 36 40 37 39 32
2013 16 15 18 16 13 19 15
access to land
2016 16 17 14 7 10 19 18
2013 10 11 7 10 9 12 9
electricity
2016 26 32 15 13 27 28 23
2013 42 45 35 38 42 46 40
corruption
2016 72 72 71 62 72 72 72
2013 55 53 58 56 51 56 56
practices of informal sector
2016 21 26 14 19 15 25 24
2013 25 28 17 22 19 25 27

Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank.
** For 2013, the regional indicator is for Greater Cairo (Cairo, Giza, and Qalubia Governorates) and Alexandria, which is not 
directly comparable to the Greater Cairo classification in the 2016 survey.
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After reviewing in more detail the cost imposed by licensing process on firms, this 
chapter reviews the current regulation, including recent innovations, and concludes with 
recommendations. 

7.2 Analysis  
Licensing is not a problem firms face once, but instead, it is a recurrent, and thus 
potentially expensive problem in the life of a firm. This is because there are many 
formalities involved for a firm to be able to obtain, and keep, a valid business license. 
Establishments require commercial or industrial registrations. These tend to be valid for 5 
years, and thus needs to be renewed regularly at great costs (time, fees, and exposure to 
informal payment requests). In addition, other requirements to qualify for obtaining a 
business license require interacting with government agencies, including: telecom 70 , 
electricity, water services, construction permits, municipal permits, import permits and 
card, industrial security and building safety, and environmental approvals.71   
 
According to the 2016 ES survey, 26 percent of firms in the sample applied for an 
operating license in the previous 2 years. 72  Obtaining a license remained mired in 
obstacles related to petty corruption, with 21 percent of firms declaring that they needed 
to pay bribes to obtain a business license. These demands tended to be highest for mi-size 
firms - presumably, they can afford to pay bribes, unlike smaller firms, and they do not 
have the connections of large firms that can protect them from bureaucratic predation. 
 
Figure 7.1. Informal payment requests when applying for an operating license 

 
Source: ES. Note: The minor discrepancy of informal payment requests compared to Table 6.1 is a result of 
the treatment of respondents “I don’t know responses”. 
 
For a closer analysis of the cost of some of these requirements, we take a more in-depth 
look at the Egypt ES surveys conducted in 2008, which probed Egypt-specific 

	
70 Telecom does not appear to be required for starting a business, but it is likely that firms will need to have 
phone and Internet connections to operate. 
71 For a presentation of the steps required to start a business in Egypt, refer to Egypt: Doing Business 2018 
for the detailed steps required for starting a business, obtaining construction permits, getting electricity at 
http://www.doingbusiness.org/content/dam/doingBusiness/country/e/egypt/EGY.pdf. 
72 The percentages are significantly larger for 2016 than for 2013 when economic and political conditions 
in the country were strained. Thus the 2016 estimates are more like to represent the norm rather than the 
exception. Also the higher estimates are more in synch with the percentages of firms that perceive business 
licenses and permits as major or severe obstacles even in the 2013 survey results. 
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institutional areas that regional and global standardized ES surveys do not capture.73 In 
doing so, we attempt to gauge the contribution of individual regulatory agencies in the 
cumulative cost that firms bear to maintain their operation licenses and permits. 

To prioritize reform areas, three indicators are needed: the share of firms having to 
conduct a procedure in any given year; the length of the wait to complete a procedure; 
and the extent of informal payment requests (Table 7.2). Agencies providing particular 
services may be common across sectors (manufacturing, retail, hotels and tourism), and 
may even deal with informal establishments.  

• The incidence of firms requiring various bureaucratic approvals is highest for 
obtaining an operating license (10%), and dealing with industrial security 
requirements (7.5%).  For formal establishments, the percentage is 10% for both 
functions.   

• In terms of time required to get approval, obtaining an operating license takes longest 
(7 months on average). The estimated time to obtain each of a landline, an electricity 
connection, a construction permit, or an industrial security approval is around 4 
months.  

• With respect to incidence of informal payments or requests, industrial security and 
municipal permits stand out with 27% in the whole sample (20% for formal 
establishments). For main operating licenses, the percentage is between 15% (formal 
establishment sample) and 20 percent (full sample).  

 

To operate formally, firms must renew their operating license to keep it valid. Renewal 
involves inspections to ensure that firms abide by various regulations, and this presents 
another potential interaction between firms and inspectors. Failure to meet operation 
requirements when inspected can result in various penalties including license revocation. 
Questions specific to inspection appear in the 2008 survey. Table 7.3 presents the number 
of inspection visits that firms in different sectors can expect and the likely request for 
informal payments.  While inspection incidence is function of the laws that govern each 

	
73 The questions were asked to 2199 establishments, of which 1666 establishments in the formal sector.	

Table 7.2: Dealing with Various Governmental Functions: Prioritization of Required Reform
telecom electricity water construction 

permit
main 

operating 
license

import 
license

import 
card

municipal 
permit

industrial 
security 
license

environment 
approval

Firms dealing with government authority (formal and informal firms surveyed)

% of total sample 6.14 2.59 1.96 2.23 10.19 1.41 1.41 2.91 7.46 4.00

Firms dealing with government authority (formal sample)
% of formal firms 
sample

7.12 2.88 2.30 2.83 9.71 1.82 1.82 3.77 9.65 5.18

Average duration for completion of function (Only formal firms dealing with government authority)
in months 4.80 4.18 1.59 3.48 7.32 0.70 0.57 1.62 3.59 1.72

Percentage Incidence of Informal Payment or Request (Only formal firms dealing with government authority)
14.20 11.56 8.26 13.23 15.60 4.95 9.08 20.68 27.45 8.28

Percentage Incidence of Informal Payment or Request (All firms dealing with government authority including informal ones)
13.46 11.84 8.88 11.86 19.92

Source: Egypt Enterprise Survey 2008
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sector, it appears that retail services are subject to high number of visits across entities as 
well as face higher possibility of facing a request for informal payment or gift.  For 
manufacturing firms, labor and social security and fire and building safety produce the 
higher incidences of inspection visits, while for retail services the highest expected 
number of inspection visits is associated with health and sanitary services.   Alternatively, 
when focusing on entities rather than an activity or a sector, it appears that a 
disproportional request for informal payments comes from municipal authorities.  

 

Informal establishments are also subject to inspections. These primarily relate to 
municipal authorities, health and safety, police, and (surprisingly) tax authorities.  
Informal firms seem particularly liable to on-the-spot fines, seizure of goods, closing of 
establishment, and the resulting larger potential for informal payment and gifts. Table 7.4 
presents data on inspection of informal businesses in 2008 and associated indictors of 
regulatory burden. Several observations are worth highlighting. First, we note that the 
benefits of informality cannot be huge, given the high costs in fines and seizure informal 
firms expose themselves too - and thus, relatively small improvements in the process of 
formalization can make a difference.74  Second, the high share of informal firms that had 
contact with tax and municipal authorities, and with health and sanitary services, suggests 
that these businesses are sufficient connected with state authorities to be likely candidates 
for some form of formalization. Third, the relatively good performance of the tax 
authorities suggests that progress is possible. This improvement - which can be seen in 
the low frequency of meeting with government officials, and the low incidence of 

	
74 	The incidence of interactions between informal firms and health and safety, tax, and municipal 
authorities is close to 60%. Interaction with police is rare (5% of the sample), but the incidence of informal 
payment is high (42%) - see Table 7.4. 

	

Table 7.3: Inspection Frequency and Incidence of Requests for Gifts or Informal Payments in 2008, formal establishments
Tax 

Inspectorate
Labor and 

Social 
Security

Fire and 
Building 
Safety

Health 
and 
Sanitary

Police Enviroment Municipal 
Authorities

Customs 
Clearance

Manufacturing (N = 1156)
average number of inspections or 
required meeting with officials

3.64 5.15 5.26 2.56 0.60 3.23 0.96 1.38

N 1066 1085 1092 1106 1128 1116 1120 1077

Incidence of gift or informal 
payment request (%)

4.83 8.73 9.06 9.23 17.34 6.97 14.94 22.81

N 1055 1042 1037 455 173 717 348 228

Retail Services (N = 374)
average number of inspections or 
required meeting with officials

3.60 3.86 2.62 6.40 1.53 1.9 0.75 0.04

N 311 348 356 338 351 353 344 364

Incidence of gift or informal 
payment request %

6.73 5.06 8.23 13.21 8.18 11.56 17.17 6.25

N 327 316 243 212 110 173 99 16

Hotels and Tourism Establishments (N = 170)
average number of inspections or 
required meeting with officials

4.65 4.52 3.4 7.21 7.15 2.91 0.93 0.06

N 150 159 153 144 91 153 160 166

Incidence of gift or informal 
payment request %

3.23 4.44 3.28 3.18 3.97 3.77 13.95 0

N 155 135 122 157 126 106 43 9

Source: 2008 Egypt ES questions 98 for manufacturing and retail and question 110 for hotels and touristic establishments
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requests for gifts and informal payments - is the result of simplified tax procedures that 
were adopted in the context of tax reforms during 2005-2010. This suggests that similarly 
structured licensing requirements that apply simplified templates for small businesses can 
also lead to improvements.  

In all cases, efforts are needed to streamline or reduce required inspections, to clarify for 
firms their rights and responsibilities, and to establish fast-track mechanisms for 
complaint and dispute settlement. But it is also possible to learn from the data the identity 
of the authorities that are in a more pressing need of reform. Inspecting Tables 7.3 and 
7.4, it appears that the areas of Health and Safety should be a priority, because of a 
coincidence of high frequency inspections, and a high incidence of requests for informal 
payments. In the manufacturing sector, inspections related to labor, social, and safety 
regulations represent another priority because of the large number of inspections. In the 
case of police and customs, the number of inspections is low, but the incidence of 
informal payments is relatively high. For informal establishments, the interaction with 
municipal authorities is important.  

 

A new law has been introduced in 2017 that standardizes and simplifies the issuance of 
some types of licenses is likely to have a positive impact on the process, including time to 
obtain a license, compliance inspection, and informal payments. It will be presented and 
assessed below, after a review of the overall legal framework underpinning licensing.  

 

Table 7.4:  Informal Establishment Inspection Frequency and Incidence of Gift or Informal Payment Request in 2008
Sample: N= 500 Police Health and 

Sanitation
Tax 

Officials
Municipal 
Authorities

Contact with Government 
Authority Incidence ( % of sample) 5.2 39.0 59.4 32.4

Frequency (Average number of times) 7.0 7.6 2.7 9.7
N 26 194 297 161

Average Value of fines or Goods 
Seized (LE) 82.7 29.8 6.3 53.7
N 26 193 297 160

Incidence of Requests for gifts or 
informal payments (%) 42.3 12.3 4.4 18.5
N 26 195 297 162

Average Value of Gifts and 
Informal Payments Requested (LE) 163.6 173.0 195.0 193.6
N 11 24 13 28

Average number of Days Business 
Closed 7.6 0.2 0.4 0.5
N 26 192 293 156

Source: 2008 Egypt ES questions 73-78
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7.3 Current Framework and recent reforms 

The initial law requiring licenses for shops and industrial and commercial establishments 
is Law 453 of 1954. This started as a means of regulating “shops” that “disturb peace and 
quiet, are harmful to health, or are otherwise hazardous in residential areas.  The law 
requires a license to operate for a wide range of manufacturing, services, and retail sub-
sectors, and for all firms that employ more than 10 workers or utilize mechanical or 
electrical machinery exceeding 1 horsepower, or electricity exceeding 700 watts. The 
general specifications are issued by local government bodies, while the special activity 
regulations are issued by the relevant technical authority. Modifications to the 
establishment need approval by the licensing authority. Penalties associated with non 
compliance are primarily financial (fines), but in case of “eminent danger”, the inspection 
authority can close the establishment until the infraction is removed.75 In case a court 
rules to close or demolish a shop or establishment, failure to comply with the ruling 
(through continued operation) results in punishment by either fines, imprisonment or 
both.  
During the socialist era, other laws and regulation tightened the regulatory framework 
more. Law 21 of 1958 extended the range of firms requiring licensing to all industrial 
establishments. The purpose of “regulating” industrial activity was to ensure that 
industrial establishments contributed to the country’s stated industrial development plan. 
Starting in the early 1970s, the Governor of Cairo and of Alexandria issued decrees 
prohibiting operation of industrial and commercial shops that “disturb peace and quiet or 
harm to health”, and restricting such establishments to “certified industrial zones”.  
 
The current business license regulation therefore originates from a variety of laws and 
fall under the jurisdiction of several institutions, which vary in some cases depending on 
the law under which a business is established. We focus here on three separate 
frameworks of required licensing: (i) licensing of Industrial Establishment; (iii) licensing 
related to internal trade regulations; and (iii) sector-specific licensing regulations. (Issues 
related to the General Authority for Investment (GAFI) registration, to benefit from 
investment law guarantees and incentives, are considered in chapter 8 on competition). 
 
Licensing of Industrial Establishment 
Recently, the Industrial Development Authority (IDA) was established (Presidential 
Decree 350, in 2005), to replace the General Authority for Industrialization. IDA became 
responsible for implementing the country’s industrialization strategy; it supervises and 
regulates all economic activities; and it is in charge of land development and allocation. 
In efforts to decentralize industrial registration procedures, IDA established regional 
branches to offer services related to license for industrial establishment, industrial 
Registration, and company establishment as per the Law 8/1997, Investment Guarantees 
and Incentives Law. In an effort to expand compliance with industrial registration, IDA 
offers to assist some industrial establishments to obtain industrial registration by 
supporting them in meeting local authorities licensing requirements aas long as they as 

	
75		 If the infraction is contested, the business to remain closed until the dispute is resolved. Contestation of 
administartive closure in eminent danger domains and/or court rulings to close the shop cannot be 
challenged (a stipulation that was deemed unconsititutional in 1998).	



	 125	

long as they were established prior to 2005 and are located outside rural areas or 
residential areas, which means that they existed (legally) prior to the establishment of 
IDA. These firms must supply all documents necessary for industrial registration; and 
fulfil all requirements at the local level; not an easy endeavour given the prevalence of 
corruption or lax enforcement of regulations in some areas.76  
 
Recent passage of Law 15 in 2017, concerning the simplification of the issuance of 
licenses for industrial establishments, and its executive regulations (Minister of Industry 
decree 1082/2017) are likely to the reduce the cost for industrial firms to acquire a 
business license. The new framework combines the functions of registration and license 
issuance, and delegates the roles of license issuance and inspection to accredited 
engineering/technical offices.77 The law applies to industrial establishments and shops 
inside and outside industrial zones, including those established in free or investment 
zones, and thus eliminates the existing duality.   

The law separates industrial activities into two categories: low risk and high risk (defined 
at the ISIC-4 level).78 For low risk activities, firms notify authorities, and are considered 
licensed upon receipt of the notification. The competent authority must inspect the 
establishment within 90 days and provide any changes that it must perform with 180 days 
adjust (360 days for small and micro establishments). For activities represent high risk to 
safety, health, or environment, approval from the competent authority is required before 
start of operation. The license produced according to this law is permanent - licensed 
firms need to obtain a new license only when expand, change activity, or relocate. The 
law provides several time limits that have to be met in responding to a license 
application.  In cases of delay, the applicant can resort to an appeals committee 
established for this purpose. In case the authorities deny an application a reason must be 
given to the applicant. In case the establishment does not meet a non-essential 
requirement, the competent authority may give the establishment a delay to conform. A 
committee including all concerned entities (such as industrial safety, fire and civil 
protection, health, worker health and occupational safety) convenes every 3 months to 
review and adjust license requirements. 

Ministry of Supply and Internal Trade Commercial Registry  
Law 453 of 1954 continues to govern commercial and service establishments. Similar to 
IDA, Presidential Decree 354 of 2008 established the Internal Trade Development 
Authority (ITDA) under the Ministry of Supply and Internal Trade with authorities 
similar to IDA to be responsible for policy formulation for commercial and service 
activities. The role of this entity in leading the streamlining of licensing, simplification of 
specifications and managing a service sector strategy is crucial for a parallel momentum 
in the establishment and operation of service activities and in formalization of small and 

	
76 	These	 include	 the Ministry of Health, Ministry of Local Administration, Ministry of Electricity, 
Ministry of Investment, Ministry of Housing, Representative of Public Safety Authority, Civil Defense, 
Industrial Safety Authority (Ministry of Interior), Ministry of Environment, Federation of Egyptian 
Industries, Industrial Development Center.	
77 Certification offices need to be accredited by IDA. Firms can also utilize these offices to conduct 
required inspections.  
78 IDA publishes manuals for high risk, low risk new licenses, and for micro and small enterprises.	
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micro enterprises through simplification of regulatory procedures related to the 
conducting of commercial activities.  
 
News about Parliament discussing amendment or abrogation of this appeared in the press 
in December 2017.  A similar risk-based regulation and reliance on delegation of license 
acquisition and inspection compliance can be a significant improvement for formal 
operation of service and commercial activities and encouraging small and micro-firms to 
establish formally or for existing ones to formalize.   
 
With respect to formalization of mobile food carts, Law 92/2018 required that these 
entities operate only if licensed by local authorities and that they comply with various 
health and sanitation requirements, abide by operating in zones specified in the issued 
license.  The license is issued for 3 years to be renewed for equal time intervals.  The law 
imposes fees on license holders and the issued license may not be transferred to others.  
While a good step towards formalization, many criticized the law as imposing burdens on 
operators of such entities while giving authorities the right to impose high fees relative to 
the typical income of operators of such food carts.  
 
Activity-Specific Licensing from Relevant Regulatory Authorities and Line Ministries 
Licenses for specialized activities are issued by regulatory agencies such as the National 
Telecommunication Regulatory Authority, the Tourism Development Agency, Ministry 
of Health, Ministry of Agriculture, Egyptian Electricity Regulatory Authority, etc., the 
Egyptian Financial Supervisory Authority, for financial services, and the Egyptian 
Environmental Affairs Agency, etc.  In addition, regulations imposed as per specific-
activity laws remain controlled by the competent regulatory authority (e.g. commodity 
standards and specifications by the Egyptian Organization for Standardization and 
Quality Control, Ministry of Health for Food and Pharmaceutical Products, Ministry of 
Health for food production conditions, building security and fire by, social security and 
labor regulation, etc.)  Refer to chapter 8 for the lines delineating jurisdictions for 
competition protection in utility vs. non-utility activities and markets.  
In this context, it is important that the approach adopted by Law 15/2017 of utilizing low-
risk vs. high risk regulation is expanded to reduce the regulatory (and inspection) burden 
that sector-specific laws impose.  For example, in the 2016 ES, when firms were asked 
about the agency granting the operating license in 2016, more than 18 agencies were 
cited ranging from local government authorities, ministry of industry entities, 
transportation, tourism, health, telecom, civil aviation, etc., highlighting the specifications 
that represent conditions for obtaining operating licenses. Firms will be able to obtain (or 
maintain) an industrial license under IDA regulations unless they comply with activity or 
sector specific laws. So unless there is a serious effort to reduce the burden of such laws 
and the frequent and sometimes unexpected change in their executive regulations, the 
expected impact of the new IDA licensing law will be limited. In other words, adopting 
the philosophy of differentiating between high and low risks must underlie the standards 
and specifications committee that the law establishes as well as attempt to reduce the 
unexpected changes in regulations.  



	 127	

GAFI and Investment Law 72 for the year 2017 
The Investment Law gives certain activities incentives and guarantees that are not 
available to investments governed by other legal formats.  Guarantees are primarily 
protection against nationalization and confiscation of property or administrative pricing 
of products, protection against criminal law suits except after consultation with GAFI and 
the option of utilizing arbitration or other methods agreed upon with the investor, 
applicable investment treaties between Egypt and investor’s country, or arbitration or the 
Washington Treaty for Settlement of Investment Disputes. Incorporation under 
Investment law, entitles GAFI to assist the investor with required licenses and 
registrations, however when it concerns land allocation for a project, one of the required 
documents that the investor must provide is proof of available location for the project.    

Limited liability and partnership by shares companies can also benefit from 
establishment under the Investment Law and even sole proprietorships and partnerships 
can choose to be governed by the Investment Law and thus become commercially 
governed by the companies law no 17 for the year 1999 in terms of incorporation and by 
additional requirements for qualifying for incentives or for establishment in the free 
zones while benefiting from the guarantees that the law offers. Additional paperwork is 
needed for compliance with GAFI regulations, both to benefit from  the Investment Law 
and in the context of Free Zone Projects, capital market regulations for listed companies.  

Two areas worth further investigation and justification are the selection of sectors 
for Investment Law coverage and why guarantees and why incentives cannot be extended 
to companies established under other legal formats for a fairer competitive environment 
and less dichotomy in economic activity.  Coverage of sectors appears to be wide enough 
to encompass practically all formal economic activity.  The origin of investment laws 
targeting foreign investment seems to be the origin of the dichotomous treatment of 
investment creating a source of fragmentation and overlap of jurisdiction of GAFI and 
IDA and other local investment authorities.   

A clearer boundary of the regulatory role of GAFI beyond its role as regulator of 
free zones, as opposed to the investment promotion role, is needed.  In addition, GAFI’s 
role in overall design of cross-sector investment prioritization that does not necessarily 
follow clear sector lines is more important and crucial in promoting key investment 
projects that serve a wide range of activities.  Law 72 (and its predecessor law 17/2015) 
introduced a mechanism for a clearinghouse process where matching of investment 
demands and available land and the country’s investment priorities will be utilized to 
allocate state private land to investors that meet relevant criteria.   

In this respect the law introduced additional incentives especially for labor 
intensive projects in terms of subsidized land pricing, energy cost, reimbursement of land 
servicing cost, subsidization of labor social security and benefits.  The law exempts the 
allocation of state land for industrial and developmental purposes from the application of 
the Government Procurement Law and devises a separate mechanism of evaluating 
competing offers targeting a particular investment opportunity. The executive regulations 
spell out investor qualification criteria and (non-bidding) assignment rules in case several 
investors qualify for the same activity and location.  It is likely that these rules may vary 
from one activity and/or location to another.  
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The law also allows GAFI to issue a unified project license for “strategic or 
national projects” that serve special economic development purposes, as per a Council of 
Ministers decision. This unified license supersedes any license requirements of individual 
sector or activity. A competent regulatory authority is not allowed under the law to 
introduce new regulatory requirements that negatively impact thee operation of GAFI-
licensed projects, without prior consultation.  In addition for these strategic projects, the 
law requires a competent authority to consult with GAFI before revoking project licenses, 
where GAFI has the opportunity to present an opinion.  It does not appear that GAFI’s 
opinion is binding.  However it appears to be an opportunity for intermediation between 
investors and authorities.  In case the dispute is not resolved, the law gives a grievance 
committee the authority to intermediate between investors and public authorities, with the 
possibility of the dispute being elevated to a Ministerial Dispute Resolution Committee 
Neither committee decision deprives investors from resort to court (Law articles 83- 85) .  

Except for companies considered “strategic”, companies established under 
Investment Law and where GAFI is involved in implementing and/assisting/simplifying 
their operation still have to abide by sector-specific regulatory authority and line ministry 
regulation. For non-strategic projects, and whether or not a company is incorporated 
under Investment Law, companies conducting business in a particular sector must abide 
by applicable establishment and operation regulations.  Thus for example, Industrial 
Licensing Law 15/2017, companies law 17/1981, Health Law 10 for the year 1966, or 
even law 453/1954 remain to be the source of various regulatory requirements, issues 
over which GAFI’s influence is limited to “front-desk” assistance at time of 
establishment and post-contractual involvement in disputes that arise between investors 
and regulatory authorities in the context of establishment and operation.  Thus we are 
back to square one where a need to address the origin of the problem persists when the 
problem originates in the multiplicity and lack of fundamental reform of activity 
regulation laws.  Intermediation of other institutions such as GAFI or IDA will not 
substitute for a comprehensive evaluation of weeding unnecessary requirements of 
existing regulation laws that such created institutions cannot bypass. 

 It is not clear, however, the extent of facilitation that GAFI manages to 
accomplish and how that varies from one sector to another depending on the extent of 
coordination with the relevant authority or line ministry.  Yet, the Investment law 
provides companies under the law under the investment law an important guarantee and 
an important incentive.  The guarantee relates to the requirement that a competent 
authority does not revoke a project license without guarantee that the law provides 
companies established under the Investment are the  

GAFI gives a list of the licensing requirements for some of the sectors and 
activities that the Investment Law covers.  The list, however, does not appear to be 
comprehensive, i.e. providing necessary documents for all Investment Law sectors or 
even in terms of covering all requirements for establishment and operation in a particular 
sector.  Areas that are notably missing include financial services, international and 
internal trade investments, real estate, medical and pharmaceutical industry, and private 
participation in infrastructure such as ports, airports, transport, roads, etc.   
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Recommended reform directions 
The main difficulty in reforming the area of licensing in ways that dramatically reduces 
the cost on firms that abiding by the rule is the existence of several authorities involved in 
the process.  In particular, coordination between the Ministry of Trade and Industry (in 
charge of industrial licensing), local authorities and the Internal Trade Development 
Agency (in charge of licensing of commercial establishments), and various sector 
ministries (in change of issuing and enforcing regulations related to their responsibilities). 
There have been some valuable reforms in the recent past, which bodes well for the 
future.  
 
To make more progress, the reform effort needs to continue along several parallel tracks. 
For all these reforms to work however there is a need to continue to enhance the 
accountability of civil servants, as discussed in chapter 6. First, the greater utilization of 
IT tools will help facilitate in inter-agency communication, as well as reduced cost of 
communication between regulatory agencies and firms, including by reducing the 
possibility of demands for bribe.  
 
Second, there is a need to continue simplifying existing regulations and their application. 
This can be done by eliminating redundancies, duplications, and excessive transactions 
stemming from the involvement of a multitude of different laws and of institutional 
actors. In particular, there is a need to address the issue of synchronizing, coordinating, 
and streamlining commercial registration and industrial business licensing During 
application, ex-post, rather than ex-ante checks reduce the cost of applying particular 
regulations. The recent innovation with risk-based inspection can work best if combined 
with more credible sanctions against non-compliance. 
 
Third, there is a need to make regulations more predictable. This can best be done by 
improving the transparency and institutionalization of the process of regulation. This 
involves the institutionalization of a transparent and systematic mechanism of proposing, 
assessing and adoption new regulations in a collaborative manner, and to also fix a 
reasonable calendar for particular reforms, so as to reduce uncertainty and build-in an 
expected timeframe to facilitate investors’ business planning.  
 
Fourth, there is a need for a more open mechanism of dispute resolution that works across 
ministries.  Such a mechanism will have to be owned by both IDA and ITDA, in ways 
similar to the dispute resolution of Law 159 (investment Law establishments in GAFI).  
An assessment of how effective GAFI dispute resolution mechanism is needed in this 
regard so as to learn how best to move from case-by-case post-contractual dispute 
resolution to ex-ante elimination of dispute potential. 
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Chapter 8. Competition  

8.1 Introduction 
The presence of monopolies results in lower welfare for consumers, and in reduced 
allocative efficiency in the economy. Moreover, as we have seen in chapter 5, 
monopolies reduce the dynamic efficiency of the economy by reducing the competitive 
pressure on firms to innovate. We have also argued that dynamic efficiency can be low 
both because of the presence of too little, or too much competition. On the one hand, too 
little competition can be caused not just by natural monopoly situation, but also due to the 
advantages possessed by some of the large firms in Egypt because of the privileges they 
received. And on the other hand, “too much” competition originates mainly from the 
informal economy, where a multitude of small firms compete unfairly with others in the 
formal sector.  
This chapter first explores what new evidence in the ES 2016 says about the nature of 
competition seen from firms' perspective - i.e. formal vs informal, internal vs external, 
and favored vs non-favored firms. The analysis shows that the issue of favoritism is 
predominant among Egyptian firms. With this caveat in mind, the second part of the 
chapter focuses on how to improve the level playing field between large and medium size 
firm by improving market competition. We look at the institutions responsible for 
ensuring competition, providing the historical origin of the current framework, the 
current anti-monopolistic regulatory framework, followed by an evaluation of the 
performance of the Egyptian Competitive Authority. The last section concludes with 
recommendations for improving existing institutions and procedures. 

8.2 Sources of anti-competitive pressures 
In this section, we explore the results of the newly introduced section in the ES2016, 
which sheds important light on the wider notion of competition, and on how unfair 
competition due to favored access or lax compliance with government regulations may 
exert a heavy burden on firms’ efforts to operate and grow. Areas and institutions 
addressing these issues fall outside the jurisdiction of the narrowly-defined focus of 
firms’ behavior in output and input markets and belong to other institutions and laws that 
other chapters of the report address.  Yet the insight into how firms consider and react 
and how they perceive the sources of restricting competition is eye-opening.79  
The ES2016 questionnaire on competition includes a new section that explores the nature 
of anticompetitive practices facing firms. A first question asks firms if they consider anti-
competitive practices to be a serious obstacle to their growth. The share of firms that 
answered yes, i.e that consider anti-competitive practices to be a serious obstacle to their 
growth turned out to be large, at 42% of all firms polled. Those that answered positively, 
were subsequently asked to identify up to 3 constraining anti-competitive practices they 
face in their market, from a menu of 9 possible anti-competitive practices (see Table 8.1). 
We have grouped these 9 practices into 3 analytically useful categories: (i) classical 
anticompetitive practices; (ii) favored access by competitors to services and subsidies; 
and (iii) non-compliance by competitors with government regulations, either due to poor 

	
79 	Unfortunately comparison with other countries is limited because the competition module is only 
available for a few countries at this stage.	
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enforcement, or due to corruption. While the first category represents the focus of 
competition protection laws, the latter two groups of practices are areas that the 
competition law does not address, but other accountability and transparency policies must 
target.  
 
The results of the survey are illuminating. First, among the firms that see competition 
matters as constraining, only about 23 percent identify anti-competitive and monopolistic 
practices as their main concern. These firms see that competitors conspire to limit their 
access to either output markets (12.5 percent), or input markets (10.5 percent). As can be 
expected, this type of constraint affects mostly medium and small firms (24-26 percent), 
and firms in the non-tradable service sector (31 percent).   
 
Table 8.1 Competition-related obstacles identified by firms  
  All Large Medium Small Manuf. Services 
Anticompetitive and monopolistic practices 22.9 17.9 23.7 26.1 20.0 30.8 
o/w Limit my access to output markets  12.5 9.7 12.0 15.4 10.9 17.0 
o/w Limit my access to inputs  10.4 8.2 11.7 10.7 9.1 13.8 
Favored access to: 32.9 33.2 36.4 29.0 36.8 24.1 
o/w Foreign exchange 7.7 11.8 7.2 4.9 10.5 0.0 
o/w Credit 9.9 7.4 10.9 10.7 8.5 13.8 
o/w Infrastructure services 9.0 7.1 11.1 8.2 8.4 10.3 
o/w Subsidies and government support or contracts 6.4 6.9 7.2 5.2 9.3 0.0 
Non-compliance with state regulations 44.1 48.9 39.9 44.8 43.3 45.2 
o/w Avoid VAT or other sales taxes 14.4 15.8 15.7 11.9 15.1 13.2 
o/w Avoid labor taxes or regulation 18.5 20.0 16.3 19.5 17.9 17.6 
o/w Do not pay customs/observe trade regulations 11.3 13.2 8.0 13.4 10.3 14.4  

100 100 100 100 100 100 
ES 2016. Note: Uses information on 3 top competition- related obstacles among firms that reported at least 
one obstacle. The percentages are calculated for each of the 9 areas, with the obstacles identified by each 
firms (at least 1, at most 3) receiving equal weight. 
 
Second, a large majority of firms that are hurt by anti-competitive practices, 77 percent, 
report that this is due to competitors benefiting from favored access to services and/or 
avoiding government regulation. This breaks down into 44 percent of firms seeing that 
other firms’ avoidance of government regulation as their main obstacle, and 33 percent 
seeing favored access to public services and contracts as their main problem. Mid-size 
firms complain most often of unfair favored access by competitors, and large firms 
complain most about unfairly applied regulations.  
 
To look in more detail at the effect of firm size, we also look at the average number of 
constraints reported by firms (although they are allowed to report up to 3 constraints, 
some reported less). Figure 8.1 presents these results. On average, mid-size firms face at 
least one obstacle more often than large or small firms. More over, medium firms report 
the highest average number of obstacles (2.5). While these differences seem small, it is 
likely that dealing with multiple constraints adds exponentially to the difficult 
environment that an individual firm faces. This suggests that anti-competitive behavior 
affects medium firms most, since the percentage of firms with 3 obstacles in this group is 
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more than 3 times the percentages for firms facing 1 or 2 constraints, while among large 
firms, a much smaller fraction of firms face 3 obstacles. This result reinforces the 
conclusion that there appears to be a threshold against which medium firms find further 
growth to be restricted as a result of the multitude of obstacles they face.  
Fig 8.1. Incidence of obstacles on individual firms 

 
Source: ES 2016. Percentage of firms reporting 0, 1, 2, and 3 competition related obstacles. 

To get more information about the type of firms that are seen as engaging in anti-
competitive behavior, we can consult other questions in the ES 2016. There are two such 
questions that provide complementary information. The first asks about the identity of the 
one main competitor (private local, private national, informal, foreign, state-owned). The 
second asks about the severity of the obstacle created by competition by firms from the 
informal sector; state-owned enterprises; and privileged firms with favored access to 
inputs and government contracts. The results are in Table 8.2. 
When asked who the identity of their (one) main competitor, close to 85 percent of firms 
indicate that it is a formal private firm, 23 percent identify informal domestic firms, 7 
percent a foreign firm operating in Egypt, 3 percent an importer, and less than 1 percent a 
state owned enterprise (Table 8.2). Clearly, domestic rather than foreign competition is 
seen as more constraining, especially among medium and small firms.80 This attests to 
the protected nature of domestic markets. Large firms are more concerned than smaller 
firms about competition by SOEs and foreign firms (23 percent of large firms, vs 8-10 
percent of small and medium firms).  
The second question measures the overall burden of various types of unfair competition, 
asking firms about the severity of the obstacle created by competition by the informal, the 
privileged, and the SOE sectors. (i) The first position is occupied by the informal sector 
(21 percent). While firms operating in the informal sector rarely represent the main 
source of competition, the competitive pressure they create collectively does represent the 
highest burden. This proportion is much larger among small and medium size firms (24 
percent), than among large firms (15 percent). (ii) Competition by privileges firms comes 
in second position (9 percent). This represents a much more important constraint for large 
and medium size firms (10 to 13 percent) compared to small firms (4 percent). (iii) 
Finally, competition from SOEs come way behind (4 percent). Looking across firm size, 

	
80	Small	 firms	 are	more	 concerned	 about	 competition	 by	 local	 firms,	 and	mid-size	 and	 large	 firms	
about	competition	by	firms	operating	at	the	national	level.	
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it represents a major or severe obstacle more often for large firms (6 percent) than for 
medium and small firms (3 percent).  
Table 8.2. Identity of main competitor, and severity of obstacles due to types of unfair 
competition 
  All Large Medium Small Manuf. Service 
% of firms where the main competitor is:       
Private firm -national  60.4 65.2 64.6 52.0 58.0 64.7 
Private firm - local 23.6 9.7 23.2 36.7 23.4 23.9 
Foreign firm in Egypt 6.7 10.3 5.8 2.7 6.1 6.4 
Imports 3.2 6.0 1.5 2.2 4.1 1.6 
State-owned enterprises 0.6 0.9 0.5 0.4 0.4 0.9 
Informal sector firms 2.8 2.1 2.5 3.6 3.8 0.8 
Don't know 3.3 5.8 1.8 2.4 4.8 1.7 
Total 100 100 100 100 100 100 
% of firms with major or severe obstacles from:     
Firms in the informal sector 21.3 15.2 24.5 23.9 25.6 13.6 
State owned enterprises 4.1 6.0 3.3 3.2 6.4 0.0 
Firms with favored access to inputs/markets 9.0 13.0 10.2 4.4 14.0 0.0 
       
Source: ES 2016 

In sum, the new ES data reveals the importance of privileges as a basis of unfair 
competition from the firms' perspective. The obstacle created by unfair competition come 
both from below and from above. The large burden that unfair competition from informal 
firms affects mainly small and mid-size firms. On the other hand, unfair competition 
from privileged firms affects mainly for medium and large firms. Mid-size firms are 
affected by both types of unfair competition. 

8.2 The Law on Competition & Prevention of Anti-Monopolistic Practices  
The socialist legacy in the good and services, and in housing sectors was the first to be 
dismantled, since the public and private ownership co-existed in these sectors during this 
era – indeed, even in the height of Nasser’s socialism, there was still some private firms 
engaged in agriculture, manufacturing, services, and housing. The liberalization approach 
was to relax strict licensing required to engage in any economic activity. But significant 
discretionary powers for the bureaucracy were maintained, using arguments such as the 
protection of national industry, infant industry, or the deepening of local content to justify 
escalating tariffs. Foreign direct investment continued to require licenses on a project-by-
project basis, and public sector firms continued to produce subsidized commodities. 
Private activity complemented economic enterprises and did not compete with then.  

In public utilities, liberalization was a lot harder because the socialist institutional 
foundation of these sectors embedded the provision of public services in public 
monopolies, hierarchical structures, and administrative decision-making tools. The 
government postponed reform in these sectors because political and social issues were 
more difficult to disentangle. Over time, shell regulatory bodies sprouted in electricity, 
transportation, airports, water and sanitation to the extent necessary to attract private 
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investment, but without deep reforms.81 These regulatory agencies however have limited 
independence to hold public or private players accountable without the permission of the 
parent ministry. Indeed, political accountability remained entangled in the overall 
accountability of the ministries as a whole, and each of these bodies belonged to a 
ministry, and were part of line-ministry policy formulation, regular government 
administration function, and their provision of public services.82 Only banking developed 
an independent regulatory body, the Egyptian Financial Supervisory Authority (EFSA), 
created in 2009, to regulate non-bank financial services.83 For intellectual property rights, 
enforcement belongs to several authorities.84   
Egypt’s efforts to produce an anti-monopoly law started late and took a long period of 
gestation before becoming law. Serious discussions only started after the second wave of 
market orientation in 1991. A first law draft was produced in 1995. Discussions of 
successive drafts continued for a decade. Law 3 (The Protection of Competition and 
Prohibition of Monopolistic Practices) was finally passed by Parliament in 2005, 
followed the same year by the executive regulations giving the implementation details.  
The Law introduced a completely new area of regulation. An important part of the 
innovation is that the law’s stipulations apply to economic activities, rather than the legal 
status of the establishment, an important step given the continued role of public 
enterprises in many sectors. Thus, not only private firms, but also public sector entities 
fall in theory under the ambit of the law. In order to enforce its regulations, the law 
established a new institution, the Egyptian Competition Authority (ECA), who was put in 
charge of enforcement. The ECA’s enjoys an independent juristic personality, and an 
independent budget as a services authority entity. Administratively, it belongs to the 
Ministry of Industry and Foreign Trade. A new amendment (Law 56/2014) provided 
more authority and independence to its Board, reinforcing the de-jure independence of 
the ECA, and provided strong signals of a change in approach.85 
The legislative philosophy of the law is to consider as violation only a behavior that the 
law clearly specifies. In particular, what is criminalized is abuse of a dominant position, 
and not its simple existence of one.86 The law limited activities that warrant reprimand to: 

	
81	The sectors that continued to be directly regulated by ministries include: food regulation, pharmaceutical, 
hospitals, education, product standards, agriculture’s sanitary and phytosanitary, industrial safety, IPR and 
trademarks, hotels and touristic establishments, construction and housing, cinema and theatre, publishing, 
broadcasting and media, environment, NGO and voluntary sector, endowments, gas, airlines, and trucking.	
82	Typically, the responsibility of these units is to implement stipulations of a particular law concerning a 
function of the parent ministry. Businesses can challenge administrative decisions in administrative courts 
as decisions that contradict the law (abuse of administrative power), or that are not equally applied to all 
businesses of equal legal standing. Decisions of these ministry authorities or units, as a result cannot be 
challenged on the basis of “competitive market” principles, hence the problematic regulatory philosophy 
that does not originate from the competitive market paradigm.	
83	Separate laws and supervisory units in different ministries used to regulate those before the creation of 
EFSA, which itself currently belongs to the Ministry of Investment.	
84	NTRA, “al mussanafat al fanneya”, the IPR trademarks, and Patents.	
85  The amendment changed the composition of its Board of Directors to involve less ministry 
representatives and more business and legal professionals and community representatives.  It also gave 
more independence to the Board of Directors in terms of their choice of a managing director, and protecting 
Board of Directors members from dismissal.  
86 Amendments to the law in 2008 and 2014 added to the list. 



	 135	

(1) horizontal agreements between potential competitors to set prices, restrict output, 
geographic division of markets, restrict production of inputs or components, synchronize 
positions to submit tenders or bids in procurement contracts, restricting manufacturing 
processes for particular products such as to reduce competition; (2) vertical agreements 
between upstream and downstream suppliers or clients that restrict its ability to enter a 
market or continue to operate in it, and in the case of operators who enjoy market 
dominance positions; (3) abuse of that position through practices that use unjustified 
requirements in contracting that are not related to core production process or quality of 
product needs, (4) refusal to allow competitors to use infrastructure, where the refusal is 
not justified based on economic efficiency grounds, (5) restricting quantity of output 
produced, (6) hoarding of output to raise price, and (7) predatory pricing.  
In case of proving a “monopolistic practice” ECA has the authority to impose a financial 
penalty (fines), to require removal of the infraction or violation, or deem the behavior as 
criminal and thus resort to the Public Prosecutor’s Office to file a suit in court against the 
violating company.87 The option to settle a criminal case in various stages of litigation is 
however allowed (various amendments changed the minimum and maximum limits on 
settlements over the years). In the 2014 amendment, whistle blower protection clauses 
allowed a participant that is involved in anticompetitive practice to report this activity 
and avoid penalty as well as for those who cooperate during an investigation or court case 
to have lighter penalties. Until recently, filing a criminal lawsuit in court however 
remained the prerogative of the competent minister, after presentation of ECA 
investigation results, including a decision to settle (or not). But the latest law amendment 
gave this authority to the Board of Directors of ECA as per a simple majority of votes, 
which represents a major step towards more institutional independence of ECA.  
From inception, the law excluded from ECA's ambit publicly owned utilities. Initially, 
most utilities were still government owned and not incorporated as autonomous 
companies. If utilities continue to be governed by a licensing mechanism under the 
competent ministry’s licensing scheme, then it behavior is not subject to the ECA and the 
only challenge in the context of competition protection is a challenge to a ministerial 
decision not abiding by transparency or consistency in license issuance.  However, 
several utility sectors were organized starting in the early 1990s (as will be discussed in 
more detail in Chapter 9), with Boards of Directors, and finances that are separate from 
the budget process.  For this latter group jurisdiction for competition protection was a 
grey area until recently, new sector laws, or amendments to existing sector laws clarified 
jurisdiction in favor of individual sector regulators and away from ECA jurisdiction.   
Especially in the Telecom sector, several private companies entered the mobile and 
Internet service market alongside the corporatized Telecom Egypt landline corporation. 
An amendment in 2014 clarified that public utilities were exempted from the scope of 
law. Privately-owned or operated utilities are required to refrain from activities intended 

	
87 The 2008 Law amendment 190 included harsher penalties and instated a legal obligation upon public and 
private parties to supply ECA investigators with information and documentation in competition 
investigation cases. Financial penalties increased in 2008 for company representatives not cooperating and 
then reduced in 2014.	
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to reduce competition in the market.88 A separate set of regulatory agencies were created 
to manage licensing of private companies for operation in these sectors, as well as 
competition (and consumer) protection. The 2014 amendment asks ECA to coordinate 
with sector authorities in areas of common interest.89 However, given the passing of the 
Electricity Law and amendments to the Telecom Law, it is clear that competition 
protection in utilities subject to sector-specific regulation laws falls under the sector 
regulators rather than under the horizontal competition protection jurisdiction of the 
ECA.  Administrative courts continue to have jurisdiction to hear disputes between 
private parties and government authorities, including regulators and thus play a central 
role in potential disputes in the context of private provision of utility activities. Private 
parties can challenge regulators’ decisions in administrative courts, such as the denial or 
revocation of licenses. A more detailed discussion of competition in utilities is in chapter 
9 on public private participation. 
8.3 Implementation experience 
After twelve years of operation, it is now possible to evaluate ECA’s performance in 
improving competition in Egypt by looking at its track record, which can be done by 
using information from ECA's website, including its annual reports from 2006 to 2015. 
Over a period of 10 years, only 99 complaints were submitted. The bulk of complaints 
came from private companies claiming harm from anti-competitive practices.  As early as 
2006, companies started approaching ECA, with over a dozen complaints coming from 
private parties in 2007 and 2008. The number surged in 2010 and 2011, before 
stabilizing. Nevertheless, given the public perception of high level of monopolistic 
practices, 9 complaints on average per year can be considered low. ECA dismissed 21 
complaints because they fell outside the scope of the Law and. 19 cases resulted in a 
violation of the Law, and in the remaining 59 cases, no infraction was found. In addition 
to these complaints, 54 market studies were undertaken by ECA, most of them requested 
by various parts of government,90 and some initiated by the ECA itself as it deemed some 
markets to warrant exploration of potential violation of the Competition Law.91  
Figure 8.2 gives the sector distribution of cases, complaints, and studies that ECA 
conducted during this period. The food products sector leads, followed by telecom, and 
then chemicals. While these aggregate statistics give a rough assessment of ECA’s level 

	
88 These companies can be exempted from such restrictions only if such utilities submit a request for a two-
year exemption to ECA and ECA grants it.  Furthermore, ECA can extend such exemptions for similar 
durations “if it deems it appropriate and necessary and as long as the benefits to consumers from these 
exemptions exceed the effect on the market that reduced competition entails”.   
89 This overlapping jurisdiction of ECA and sector regulatory bodies has also been acknowledged in the 
Electricity Law by requiring the head of ECA to be represented on the Board of Directors of the Egyptian 
Electricity Regulatory Authority.	
90	These	 entities	 include	 the Minster of Trade and Industry, the Ministry of Investment, and the General 
Prosecutor. In particular, the Minister of Industry requested studies on the iron and steel market, the cement 
market, and the processed meat market. The Minister of Investment asked for studies of particular markets 
where Law 203 companies suspected of possessing market dominance were candidates for privatization.  
91	Such as investigation of the domestic air transport market in 2009, investigation of the fertilizer market 
in 2007, and examination of cement marketing of Al-Jazeera Sports Channel obtaining exclusive rights 
from the African Soccer Federation to broadcast the African Soccer Cup and tying access to purchase of 
cable access to other channels in 2011	
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of activity, the specifics of each case, and the justifications for ECA’s decisions are more 
informative on what ECA was and was not able to achieve. In the majority of the cases 
that did not involve utilities, licensing, or concessionary agreements, ECA’s challenge 
was to identify the existence of a market dominant share, and to investigate attempts to 
use market power to restrict entry, fix prices, or discriminate against suppliers or 
distributors. Several cases resulted in instructions for firms to comply (which they 
generally accepted). In many cases, ECA’s analysis resulted in finding no evidence of 
market power, or of finding no violation despite the existence of market power. ECA’s 
distinction between the existence of a dominant market share, vs. the practice of anti-
competitive practice pushed it to shift its focus from the firm possible use of its dominant 
market position to earn above normal profits, to the question of the kind of barriers that 
prevent entry of new firms in a market that offers lucrative profit opportunities.   
Figure 8.2. Case studies undertaken by ECA, by sector 

 
Source:  CPA 2014-2015 Annual Reports. 
 
An analysis of a few influential cases will help us formulate policy recommendations for 
how to improve ECA’s performance. A case that received a lot of attention because it 
related to the issue of political connections and privileges relates to the iron and steel 
sector and helped clarify the specific conditions under which a company may be found 
guilty of anti-competition practices. The behavior of the Ezz Steel Company, and the 
overall structure of the rebar steel market, was investigated twice, first as a result of a 
request from the Minister of Trade and Industry in 2006, and later in response to a 
request from the Public Prosecutor in 2011. Both market studies highlighted the links 
between the dominant position of Ezz Steel, the imposition of anti-dumping duties, and 
the failure of government to issue new licenses for new steel factories to inject more 
competition in the market. The first report recommended the revision of international 
trade and licensing policies. The second report split the analysis into two periods, 2006-
2007, and 2008-2010. The ECA concluded that in the second period, the market 
dominance of Ezz Steel was significantly reduced by the elimination of anti-dumping 
duties in 2008, and the issuance of new licenses for two competitors in the second period. 
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Two cases tested whether ECA has de facto jurisdiction over anticompetitive behavior of 
state-owned enterprises active in the non-utilities sectors, an area where ECA’s de-jure 
jurisdiction is established clearly in the law. Both were inconclusive however. and as a 
result, the de facto jurisdiction of ECA over SOEs was never established clearly with a 
precedent involving an ECA decision or recommendation. In the first case, ECA's de jure 
responsibility was not challenged when it ruled in 2007 that a violation of competition 
law would occur if a molasses producing SOE was privatized, given its dominant market 
position. No complaints were subsequently filed to clarify if ECA should investigate the 
behavior of the company when it continued to operate under state ownership. In another 
case, ECA was unable to complete its report because the accused military production 
company refused to provide the necessary information.92   
Several cases demonstrated the weakness of the regulatory framework in utilities. The 
main uncertainty concerns the treatment of publicly owned companies that are 
incorporated as private law companies, and are not subject to a formal utility sector 
regulation framework.93 This issue arose in a case relating to the Holding Company for 
Water and Waste Water, in a complaint against the company acting as the sole buyer of 
aluminum sulfate for water purification. ECA found the complaint unjustified, arguing 
that while the Company enjoys a monopsony position, it was not found to practice 
anticompetitive behavior that is punishable under the law. This seemed like an important 
precedent, as it established that the exemption is not based on public ownership, but 
rather on the association with the public utility activity, i.e. the holding company is not 
exempted merely because it is publicly owned, but because it operates a utility activity.94 
The bottom line is that currently, in the absence of a sector-specific regulation law that 
gives a sector regulator clear jurisdiction over competition protection, ECA discovered it 
is able to exercise its jurisdiction to assess the behavior of the Water Company, although 
it found the company not guilty of monopolistic practices.	 
In its relation to government decisions that were potentially anti-competitive, ECA has, in 
many instances, recommended to particular public authorities that more efforts be exerted 
to enhance competition in their license granting behavior, and in their relations with 
suppliers. In these cases, ECA's role remained advisory as it does not have the authority 
to enforce these recommendations. 95  Several complains tested the limit of ECA's 
authority in this area, and ended up highlighting the ECA’s lack of jurisdiction over 
ministers’ administrative decisions, even when they result in curtailing competition, or in 
producing a discriminatory environment. In the tourism area, a private company 
submitted in 2013 a complaint against Egypt-Air, claiming that its flight to Karnak were 

	
92 This was part of a complaint submitted against a company affiliated with the National Authority for 
Military Production that is the sole licensed producer of bullets. 
93	Currently,	the	two	formal	sector	regulation	frameworks	exist	for	electricity	and	telecom	markets.	
94 In other words, if Egypt Telecom (which operates land lines) becomes majority privately owned, it will 
still qualify for exemptions from the competition law due to the utility nature of the services it provides. 
95 In its 2014/15 annual report, ECA included a wish-list with items such as: asking the Ministry of Local 
Administration and the Ministry of Internal Trade to reconsider a decision to restrict competition in the 
flour milling market; suggesting to the Ministry of Civil Aviation and Ministry of Tourism to reconsider 
their support for state-owned companies through financial subsidies not offered to private companies; 
recommending to the Government Procurement Authority and the Ministry of Interior that they allow for 
competition in tenders for license plates; and advising Al-Ahram Newspaper against price-setting.	
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subsidized, while the same treatment was not extended to privately operated companies. 
ECA found no violation by Egypt-Air. It placed instead the responsibility on the 
Ministries of Tourism and of Civil Aviation, because they did not offer the same 
subsidies to private firms, while recognizing that it did not have jurisdiction to challenge 
the ministries decisions. Another complaint was filed in 2011 against the Ministry of 
Civil Aviation for not ensuring sufficient competition in granting ground service licenses. 
ECA referred to the Civil Aviation Law that gives the competent minister the exclusive 
right to issue licenses in all related activities.96  

8.4. Recommended Reform Directions 

The Competition Protection and Prevention of Monopolistic Practices law was an 
important step towards the development of a competitive market environment. Over the 
past few years, the ECA’s structured approach to investigating claims has gained 
momentum, boding well for the extension of competitive forces in the economy. 
However, several improvements remain possible, now that the main mechanisms are in 
place.  
 
First, the de jure independence of ECA has been tested in the past and will continue to be 
tested in the future against de-facto political considerations. Overtime, credible 
performance in cases where it already has consolidated de-facto independence will 
strengthen its legitimacy, and will presumably highlight the importance of ensuring 
competition for effective economic performance. This expansion in legitimacy is crucial 
for ECA to be able to expand its activity to sectors for which it may not have de-facto 
authority now. Already, progress is noticeable in this respect. For example, until recently, 
a competent minister needed to provide approval for the initiation of criminal case (by the 
General Prosecutor). The amendment of 2014 clarified that the ECA has this authority. 
The recent progress also implies that any important widening of ECA’s role must be 
addressed at the legislative level, in order to expand its de jure jurisdiction, which as we 
have seen remains limited in important ways (see below).  
 
Second, the issue of privileges as a source of anti-competitive practice looms large, as we 
have seen, but it cannot be effectively attacked in the current legislative framework. The 
complexity of addressing “privileged” status as perceived by firms competing in the 
market originates from different sources. Some of these privileges are legal, in the sense 
of a regulatory authority exercising a discretionary power, subject to administrative court 
review and challenge. Other “privileged” status relates to lack of transparency in 
obtaining government services, which can be addressed through government efforts to 
enhance transparency and simplification of necessary government administrative 
functions.  Yet, another source of “privilege” which is more difficult to address is the 
apparent preferential treatment that large investors receive by virtue of the large addition 
to economic activity that their projects contribute.  This latter group is the hardest to 
address and presents the government with a delicate tradeoff between the need for these 

	
96 Similar lack of ECA jurisdiction over administrative decisions was invoked in complaints inter alia 
against antidumping duties (in the porcelain market), reliance on sole supplier agreements in procurement, 
and regulations on school uniform specifications.  
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large projects and the necessity to make sure that these projects do not represent a barrier 
to entry in these activities for smaller competitors. (Refer to the discussion of GAFI 
treatment of strategic projects in Chapter 7) 
 
Third, as apparent in several cases investigated by the ECA, it effectively has no 
jurisdiction when the restrictive practices arise from a decision by minister, or by an 
administrative authority, and not from the behavior of a private law entity. This limiting 
factor is thus an important obstacle to achieving a wider scope of competition promotion. 
In some cases, ECA’s lobbying has produced positive results. This approach, however, 
does not provide the predictability required for a stable economic environment, and a 
clearer and more structured solution should ideally be found.  
 
Fourth, ensuring competition in the utility sectors, where a formal sector regulatory 
framework has been established and where government expects to expand private capital 
remains problematic. In the current legal framework, the role of ECA is limited to 
providing advice to the sectoral regulatory authorities, even in the case of disputes among 
private utility providers.  But the lack of de-facto independence of sector regulators from 
government and the continued dominance of public utilities in most utility sectors reduce 
effective competition protection. ECA itself could be subject to lack of de-facto 
independence especially in these sectors where a few powerful parties operate. As a 
result, government’s success in attracting private capital in utilities will continue to be 
compromised until this problem is addressed. Regulation literature is not conclusive on 
where competition protection must be anchored to ensure the largest amount of 
competition in these sectors where high barriers to entry and capital intensity prevail.  
 
Finally, the new government procurement law has introduced a commendable referral of 
competition-related infractions in bidding for government projects or tenders to the ECA. 
In these cases, contrary to previous government procurement laws, government 
authorities suspecting anticompetitive behavior must report such behavior to the ECA.  It 
does not appear, however, that private parties have the right to complain to ECA about 
anticompetitive behavior in government procurement.  Thus, aggrieved parties must 
resort to administrative courts to claim harm. Consideration should be given to adding 
this function to ECA’s responsibility, in order to shorten the time lag of such disputes in 
administrative courts (six years on average).97   
 
	 	

	
97 See: Tohamy Hassanin, S. (2018). 
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Chapter 9: Private Participation in Infrastructure 
 
9.1  Introduction 
Infrastructure services are essential for growth and job creation, as they allow for 
productivity to increase, and for allowing laggard regions to converge. There has been 
some good progress on this front in the recent decade, but the existence of large 
variations among regions points to the limitations imposed on this progress by a tight 
budget constraint. In this regards, public private partnerships that allow private capital to 
be invested in infrastructures in an orderly manner can add both competition and 
financing in the sector.  
 
While the opening up of the telecom and electricity sector to private participation is 
relatively recent, this has already managed to attract a good deal of private funding. The 
passing of an electricity market regulation law in 2015 appears to underlie the recent 
increase in private activity in this sector, similar to the response in the telecom sector to 
the passing of a telecom market regulation law in 2005, which continues to govern public 
and private activity in the ICT market.  A draft market regulation for water and 
sanitation, which was announced recently, adopts a similar framework (not yet finalized 
in Parliament).  
 
The chapter starts by looking at the performance of the infrastructure sectors in the recent 
past, and the extent to which this constrains firms growth. It then describes the historical 
evolution of utility regulation, and the recent efforts to introduce private capital in these 
sectors, the main features of these frameworks, as well as an assessment of the Public-
Private Participation Law of 2010. An assessment of the strengths and weaknesses of 
these frameworks as well as recommended directions for further reform concludes.    
 
9.2	Performance	of	infrastructure	services	
The ES data on constraints facing firms related to the provision of provide a picture of the 
relative performance of infrastructural services in Egypt as compared to other countries, 
the evolution of services over time, and their access to different types of firms, and 
different localities. The examination of the data reveals several important characteristics 
of the sectors of electricity, transport, telecom, and water and sanitation. 

Averaging over all firms polled, it appears that significant progress has occurred in 
electricity, and some progress in telecom, but a deterioration in transport (Table 9.1).  
The percentage of firms that sees the provision of electricity as a major or severe 
constraint has fallen from 42 percent in 2013, to 26 percent in 2016. As a result, 
currently, Egyptian firms’ concern about electricity, while still important, is now less 
severe than in LAC and MENA. Transport, water, and telecom services seem at par with 
other regions of the world. But a growing fraction of firms, however, see transport 
services as a major constraint in 2016 (20 percent) as opposed to in 2013 (15 percent).  

An examination of the incidence of problem severity by firms' size and sector (not 
shown) reveals little variation. Medium and large firms, and firms in the manufacturing 
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services seem slightly more constrained than other firms, probably because their needs 
are larger (the exception is that service sector sees telecom as a larger constraint). 

Table 9.1  Major or severe obstacle 2016 (% of firms) 
  Electricity Transport Telecom Water 
Egypt 2016 26.0 20.2 11.0 9.5 
Egypt 2013 42.2 15.5 9.1 NA 
All countries 31.7 19.5 NA NA 
LAC 36.0 23.3 NA NA 
MENA 35.3 20.1 NA NA 
Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank. 

Data on delays in obtaining access to electricity and water connections (not shown) 
reveal that while this concerns a small number of firms, (4.4 and 1.3 percent 
respectively), delays have shortened but remain long in 2016: 83 days for electricity and 
28 days for water connection fell from 31 to 28 days between the two years. For the 
corruption associated with obtaining connections, the fraction of Egyptian firms facing 
requests for informal payments for both electricity and water connections fell 
significantly between 2013 and 2016, bringing the country’s ratios to below all- country 
and MENA region averages and closer to LAC indicators.  Thus, it appears that at least as 
compared to other countries, the main focus must be on reducing the delay in service 
provision and not necessarily on dealing with an abnormal level of corruption. 

The challenges related to new connections and corruption, thus, cannot be the underlying 
reason behind the higher percentages of firms perceiving utility sectors as being.  Service 
quality indicators on the other hand seem more important. Questions related to the quality 
of utility and infrastructure services in the 2016 ES shed light on how the evolution and 
relative global position of the performance of infrastructure sectors in Egypt (Table 9.2). 
For the country as a whole, the quality of services in electricity and water, but not in 
transport, is seen as having improved significantly between 2013 and 2016. This 
improvement brought Egypt’s share of firms experiencing electric outage to 38 in 2016, 
from 80 percent in 2013 - a solid performance by global standards. Water indicators 
appear to mirror what is happened in electricity as a result of the dependence of water 
plants on electricity for operation. 

Table 9.2: Service quality indicators in electricity and water utilities  

  Egypt 2016  Egypt 2013 All countries LAC MENA 
Electricity      
Percent of firms experiencing electrical outages in past 
fiscal year 38.0 79.3 59.4 64.1 53.4 
Number of electrical outages in a typical month 1.8 18.7 6.4 2.0 14.4 
If there were outages, average duration of a typical 
electrical outage (hours) 1.3 1.9 4.5 2.6 9.1 
If there were outages, average losses due to electrical 
outages (% of annual sales) 4.3 10.5 4.7 1.6 5.9 
Percent of firms owning or sharing  a generator 6.4 10.9 34.6 27.3 38.2 
If a generator is used, average proportion of electricity 
from a generator (%) 13.6 21.8 20.4 14.6 30.6 
Water      
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Percent of firms experiencing water insufficiencies 4.5 10.6 14.7 13.7 19.0 
Number of water insufficiencies in a typical month* 0.4 13.3 1.1 0.7 2.3 
Transport      
Proportion of products lost to breakage or spoilage 
during shipping to domestic markets (%)* 2.2 NA 1.4 1.1 1.6 

Source ES 2013, 2016, latest available for other countries, manufacturing only. 

The main variation in service provision however is at the regional level. Figure 9.1 shows 
that Greater Cairo and West Delta regions seem to be privileged compared to other 
regions, especially in the Upper Egypt and frontier regions, where half of the firms 
surveyed see electricity and transport to be major/severe obstacles. For water, few firms 
in the Greater Cairo and West Delta regions see access to water as a major or severe 
constraint, but a large fraction does so in the frontier and Upper Egypt regions. For 
telecom, percentages are small and differences across regions are not significant.    

Figure 9.1 Regional variations in the severity of infrastructure constraints 

 

There are similar variations in the quality of infrastructure across regions. About half the 
firms in the Middle and East Delta, Northern Upper Egypt, Southern Upper Egypt and 
Frontier regions experienced electrical outages in the two years prior to the survey (Table 
9.3). In several regions, firms estimate that electric outages cost around 5 percent of 
annual sales, with the ratio being highest for the West Delta region. Between 10 to 15 
percent of firms own or share generators in the West Delta and Suez Canal regions, and 
generators produce 15 – 20 percent of their electricity needs. The problem is more severe 
for Southern Upper Egypt and Frontier areas where, despite the high incidence of power 
outages, firms do not own generators while enduring more frequent disruptions with 
negative impact on sales. With respect to water, Suez and Frontier regions are the hardest 
hit where around 15 percent of firms face water insufficiencies.  

These disparities suggest room for improving infrastructure. These variations, given the 
holding company structure of these sectors, must be the result of investment prioritization 
decisions that are made centrally under severe fiscal pressures and not as resulting from 
differences in local government financial and institutional capacity. Thus, investment in 
Upper Egypt or in the frontier governorates is expected to continue to be small relative to 
these regions’ needs. As a result it becomes important to assess Egypt’s ability to attract 
private capital in utilities at the national level. 
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Table 9.3: Quality of Service Indicators in 2016, Different Regions 

 

Egypt has managed to attract private capital in the past few years with the bulk of 
investment directed to the electricity sector, followed by ports, ICT and water and 
sewerage (Table 9.4). Total investment in these sectors exceeded $5 billion between 
2010-2018. In most cases, the private sector contributed more than 90 percent of capital 
in these projects.  The number of projects recorded in the World Bank private 
participation in infrastructure (PPI) database, which covers the years 1990 - 2017 is 52.98  

  
Despite the recent surge in the number of projects in the electricity sector, Egypt has been 
a late-comer in to the PPP space. Limited participation of private capital in infrastructure 
appears to characterize the whole MENA region, where with the exception of Africa, 
private participation in MENA region in general is low and could reach as little as 10 or  
15 percent of private capital in infrastructure in other regions such as Latin America and 
East Asia and the Pacific.  

9.3 Historical Origins and Current Framework for Private Participation in Utilities  
Prior to the 1991 ERSAP, restructuring of utilities including electricity and telecom 
sectors was an internal government organization affair that merely changed the legal 
status from one form of public ownership to another.  The format of “economic 
authority” provided these agencies more independence than just belonging to government 

	
98 	The list of projects documented in this database do not appear to include private generation and 
distribution projects serving real estate, tourism and industrial complexes or projects as a result of the 
classification of the PPI data that focuses on projects that have a public service focus. 

Indicataor/Region
All Greater 

Cairo
West 
Delta

Middle And 
East Delta

Suez 
Region

Northern 
Upper Egypt

Southern 
Upper Egypt

Frontier

Percent of firms experiencing electrical outages 38.0 29.1 37.7 49.0 36.2 43.5 59.8 57.4

Number of electrical outages in a typical month 1.8 1.5 1.2 2.8 2.0 1.3 1.9 2.7
If there were outages, average duration of a typical 
electrical outage (hours) 1.3 0.8 0.9 2.6 0.9 1.1 1.2 1.2
If there were outages, average losses due to 
electrical outages (% of annual sales) 4.3 3.4 6.1 5.0 5.2 3.0 5.3 2.9

Percent of firms owning or sharing  a generator 6.4 5.9 10.5 4.6 16.0 7.3 0.6 0.0
If a generator is used, average proportion of 
electricity from a generator (%) 13.6 12.0 19.5 18.4 14.7 7.0 n.a. na

Percent of firms experiencing water insufficiencies 4.5 4.5 4.0 1.0 15.8 7.3 3.1 14.9
Number of water insufficiencies in a typical 
month* 0.4 0.1 0.9 0.1 0.3 0.9 0.6 2.3
Proportion of products lost to breakage or spoilage 
during shipping to domestic markets (%)* 2.2 0.4 0.9 3.9 0.4 5.9 0.0 0.2

Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank.
*manufacturing firms only

Table 9.4: Investment in infrastructure with private participation, 1990 - 2017

# of projects Invest ($ M) # of projects Invest ($ M) # of projects Invest ($ M) # of projects Invest ($ M)

Energy 2 634.0 3 1147.0 28 3096.7 33 4877.7

Electricity 1 414.0 2 678.0 28 3,096.7           31 4,188.7      
Natural gas 1 220.0 1 469.0 0 -                 2 221.0         

ICT* 3 767.6 1 892.0 1 1078.6** 5 2738.2

Transport 2 123.9 9 2191.1 1 498.0 12 2813.0

airport 2 123.9 3 274.0 0 -                 5 397.9
seaport 0 0 6 1,917.1           1 498.0              7 2415.1

Water and sewerage 1 NA 0 0 2 475.0 3 475
water utility 1 .. 0 0 1 -                 2 ..
treatment plant 0 0 0 0 1 475.0              1 475.0

Total 8 1,525.5    13 4,230.1           32 5,148.3           53 10,903.9    
Source:http://ppi.worldbank.org
** Value form World Development Indicators, investment in ICT with private participation

1990-1999 2000-2009 2010-2017  1990 - 2017

Note: Detailed information on particular projects, financing sources, type of contract, bidding process, government guarantees or subsidies, duration of 
contract etc. are available.  Data is not as comprehensive for projects signed in earlier years.
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administrations (ministries, local government and service authorities), but even then, de 
facto independence was limited. In addition, the bulk of funding of these organizations, 
and the pricing and investment decisions concerning them, were based on non-market 
criteria, but instead to social objectives, as determined at the Council of Ministers level.  
Public electricity companies were corporatized in the early 1990s under the Egyptian 
Electricity Holding Company (EEHC). In the water and sanitation sector, corporatization 
came in 2005, and the Egyptian Water Regulatory Authority (ERWA) was established. 
For these sectors, the introduction of private capital remained blocked by a legacy of 
subsidization and of protecting inefficient incumbents. The special nature of ICT allowed 
a more meaningful establishment of an ICT-telecom market regulation model.  
Thus, a particular legal tradition and political economy have deeply colored the approach 
taken in all sector.99 A comparison of the three sectors where a market-oriented approach 
applies (electricity, telecom, and water and sanitation) highlights several similarities and 
some differences in their framework as defined by the Telecom Act of 2003, the 
Electricity Law of 2015, and the Water and Sanitation draft law. The analysis below is 
divided into 5 themes: (1) regulators’ independence and responsibilities; (2) market 
regulation and structure; (3) treatment of public incumbents; (4) consumer protection and 
the level of tariffs (and subsidies); and (5) dispute settlement.  

Regulators’ independence. As in other countries, regulators’ responsibilities include 
issuing licenses, monitoring compliance, setting service prices, and ensuring quality and 
universal access. They also ensure that subsidies are endorsed by the Council of Ministers 
in accordance with its social objectives and budget constraints. Regulators in all three 
sectors possess independent judicial personality, and some measure of financial 
autonomy. 100  They have comparable administrative and governance structures (with 
minor differences in the composition and renewal of Board of Directors members). 
However, the three laws do not make the regulatory agencies autonomous. Instead, they 
define a pattern of interdependence between regulators, public sector owned operators 
delivering the services, and ministries in charge of devising and implementing sector 
policies.101  

Market regulation and structure. The three laws emphasize the objective of ensuring 
that sector regulation results in a competitive environment that balances the rights of 
service providers with those of users. All have established an operation licensing 
mechanism for private operators in the competitive segments of the market, and they also 
require public operators to obtain operating licenses.  

	
99	See Montoya & Trillas (2007), and Cambini & Franzi (2013). 	
100 They derive financial resources from a separate annual funds assigned directly from the treasury, fee and 
license revenues, services that they provide to third parties, return on financial investments, and loans, 
grants, donations and subsidies. 
101  In particular, sector ministers chair the regulator BoD. Each law assigns board membership to 
representatives from relevant ministries or agencies (for example ministries of health and water and 
irrigation in the case of water and sanitation regulatory agency, and security ministries in the case of 
telecom) and to other entities such as the consumer protection and competition protection agencies in the 
case of electricity.		
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The electricity law unbundles the transmission function from EEHC in a new company, 
the Egyptian Electricity Transmission Company, EETC. Public and private service 
providers in the electricity generation and distribution segments of the market will deal 
with two market segments: a competitive market where large operators negotiate 
contracts (that EgyptERA approves), and a regulated market for consumers who are not 
“qualified” to negotiate contracts. A “market operator”, which is a unit under the EETC, 
is responsible for managing the competitive market segment. EgpytERA determines the 
prices that “unqualified” consumers pay, which may not cover production cost for some 
segments of the population, as per Council of Ministers decision. This distinction 
between a competitive and a regulated market does not exist for the telecom and the 
water and sanitation markets. The law does not itself specify how long the transition to a 
competitive market will take, or whether the market will maintain a (declining) regulated 
segment in the future – the relevant Ministries are instead given three years to develop 
such a plan. 
For electricity and telecom, the laws state that public and private operators face unified 
rules, identify cases where treatment of public incumbents will differ, permanently or 
temporarily, in particular segments of the respective sector.  Most notable in this respect 
is the exclusive public ownership of the transmission network in electricity, the 
transitional obligations to which the telecom law bound Telecom Egypt, and the time 
commitments to complete aspects of restructuring of public incumbents.  Levels of detail 
and timeframes vary from one sector to another. 
The three sector laws delegate many details of the license management process to 
executive regulations. The electricity law, however, provides more substantive binding 
rules for license issuance followed by telecom then water and sanitation law draft. 
Executive regulations allow for significant additions to activity governing rules, 
especially when the law does not give sufficiently clear rules. Furthermore, while 
publication of executive regulations fulfills transparency requirements, this stipulation 
does not guarantee sufficient stability of regulations over time; a particularly important 
requirement in utility sectors’ capital-intensive investment.  
Networks, as strategic natural monopolies, remain exclusively publicly owned despite the 
joint-stock company status and, if capital expansion is needed, network companies can 
only rely on other public sector companies.  Recently, for telecom,  the government 
announced that it will rely exclusively on public resources to finance the broadband 
infrastructure to meet growing IT market needs (Alsahary 2015), choosing not to exercise 
the option of allowing  private  partial financing the broadband infrastructure that the 
Telecom Act does not prohibit. Later, the government announced putting off funding of 
network upgrading, rather than reconsider involving private capital in financing, due to 
increasing fiscal pressures (Shorouknews 2015); suggesting a strategic commitment 
against private capital participation in telecom networks. This position represents a de-
facto ideological position, which echoes exclusive public ownership and management of 
the electricity transmission network.  The telecom act obligates Telecom Egypt to make 
services that it exclusively provides available when requested “in accordance with 
company technical capabilities” (article 60); a requirement relevant to international 
gateways and fixed-line networks at time of law enactment.  
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With electricity transmission fees set according to “trade and settlement principles”, a 
weak commitment for of EEHC restructuring, and vague terms for “economic principles 
and legitimate competition” that characterize how EgyptERA sets prices and fees, it is 
possible that EgyptERA decisions disguise cross-subsidization; an issue that the law does 
not explicitly prohibit. The adverse effects are likely to manifest themselves not just in 
pricing of EETC connection fees, but also in EgyptERA’s market entry and pricing 
decisions in market segments where publicly owned EEHC companies and private 
competitors operate. This result underscores the importance of ensuring rigorous 
restructuring of EEHC as well as emphasizes the need for strict independence of the 
“market operator” responsible for managing the competitive market segment of the 
electricity market. This is an important necessary condition for the ability to 
operationalize the next phase of a spot market or futures competitive market for 
electricity sale. 
On the other hand, unless EETC eventually relies on a market-based, transparent, and 
predictable fee determination mechanism, it will be very difficult to predict pricing rules 
that govern connection fees.  This will be critical in assessing whether the electricity law 
espouses a clear commitment towards a fast transition towards a competitive power-
market framework. The current legal framework for the telecom sector leads to a similar 
conclusion; the Telecom Act does not provide sufficient rules that ensure transparent and 
efficient regulation of the monopolistic network, a requirement that utility liberalization 
literature emphasizes for successful experiences in network-utility sectors. 
The water and sanitation law draft does not address rules that govern access of private 
operators to networks or to treatment plants. However, neither regulation literature nor 
the predominance of reliance on concession agreements in water and sanitation give 
stresses the need to address network access issues. If the market for water and sanitation 
in Egypt follows international norms of relying more on concession and management 
contracts, then the law must focus more on the details of concessionary contracts, bidding 
procedures, standardization of terms in comparable projects and guarantees for capital 
transfer.  Delegation of authority to contract to local water and sanitation companies may 
be necessary to promote competition for private capital among governorates. In this 
setup, competition for the market will rely more on laws beyond the water and sanitation 
sector law per se.   

Restructuring and treatment of public incumbents: The electricity law requires EEHC 
to complete restructuring within eight years of law enactment to “be able to operate in 
competitive electricity market and that the state takes necessary steps to restructure EETC 
within three years for it to be able to perform its tasks”. The law does not give details or 
parameters that ensure financial unbundling of affiliated companies from the vertically 
integrated model that characterized operation before law enactment.   For Telecom, the 
law detailed several transitional obligations towards Telecom Egypt (the public 
incumbent) including its obligation to pay for license requirements and the removal of its 
monopoly of international gateways by the end of the five-year grace period.   
Public incumbents in all three sectors are joint stock companies, and are affiliated under a 
holding company framework in the case of electricity and water and sanitation services. 
Telecom Egypt and public incumbents in electricity sector are eligible for expanding 
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private ownership in companies’ capital, subject to a 49 percent ceiling that maintains 
majority public ownership. The law establishing HCWW assigns it Law 203 status which 
also allows private ownership to expand to up to a 49-percent ceiling.  
Consumer protection, tariff determination, and subsidy management. All sector laws 
assign sector regulators jurisdiction over protecting competition and user rights, and give 
them the authority to impose uninterrupted and universal service obligations on private 
operators. The electricity law further guarantees against uninterrupted service by 
stipulating that in some cases EgyptERA can manage a project on behalf of a provider 
who fails to deliver the commitment. All laws require that procedures be put in place (and 
approved by regulators) that explain steps to be taken in interrupted service situations. All 
laws emphasize obligations not to discriminate among users receiving the same service. 
Regulators approve tariffs in the context of license agreements in all three sectors.  
Furthermore, for electricity, and water and sanitation, regulators set standardized 
“economic/regulated” tariffs that cover cost of service production as a general principle.  
With respect to socially-motivated additional protection that entails a decision to provide 
some basic services or basic consumption quantities to some segments of the population, 
the electricity and water and sanitation laws explicitly assign the authority to determine 
subsidized “social tariffs” to the Council of Ministers. Due to the homogenous nature of 
electricity and water consumption, the subsidization decision entails a quantity 
determination and assignment of an associated subsidized per unit price. On the other 
hand, and because of the diversified nature of telecom services, the law assigns NTRA 
the role of identifying what it deems “a basic service” and the right to establish and 
manage a subsidy fund for subsidization implementation. For electricity and water and 
sanitation services, the laws assign the responsibility of subsidy compensation to the 
treasury, in the context of funding the Council of Ministers’ subsidy coverage decision.  
Dispute settlement and judicial review. Private operators in all three sectors face a 
similar dispute resolution and right to adjudication in court.  For disputes among sector 
operators that relate to the operation of the utility service, parties must present the dispute 
to the regulator before resort to court.  If the complaining party finds the regulator’s 
decision unsatisfactory, he/she has the right to take the dispute to court.   The Telecom 
Act explicitly addresses the potential for disputes regarding “connection fees, technical 
interconnection considerations, and the cost of provision of the service, and how NTRA 
when ruling in these disputes must ensure that its decision reflects “a reasonable return on 
investment” (article 29). Similar references to obligations ensuring “economic rate of 
return” appear in the water and sanitation draft. The electricity law and executive 
regulations establish a more comprehensive market framework for the introduction of 
private capital in the market. However, the same regulatory model adopted by telecom is 
adopted in electricity where the independence of the regulatory authority is not 
guaranteed by regulatory literature standards despite the intended formal setting that the 
new law seeks to portray.     

The PPP Law of 2010. In 2010, the Ministry of Finance introduced the Private 
Partnership Law 67 (formally, the Regulating Partnership with Private Sector in 
Infrastructure Projects, Services, and Public Utilities). The law gives the right to enter 
into a PPP contract with the private sector to ministries and to public authorities, in 
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projects that touch on the public interest. The objective of the law is to expand private 
participation to other public services than those already regulated, such as health, 
education, and other infrastructure. Contract agreements need to spell out provisions 
regulating the ownership of the assets during the contract duration (and the obligations to 
maintain them), and after its expiry. In addition, each contract must determine funding 
and financial obligations and risk allocation, including warrantees to back public sector 
commitments and/or compensation in various eventualities.  Also each project contract 
must set pricing rules, including subsidies and the means to finance them. The law 
created the Supreme Committee for Public Private Partnership Affairs (SCPPPA), headed 
by the Prime Minister,102 to set national policy and targets, endorse projects, and issues 
rules. It must get annual approval from Parliament for its PPP planned projects, and to 
obtain the necessary public financing.  

9.5 Status assessment and direction for further reform 

The electricity and telecom laws, as well as the PPP law, provide a legal and institutional 
format for utility market regulation in Egypt that embody the country specific legal and 
institutional setups, and that are thus likely to govern future regulatory models in other 
utility sectors. The following sub-sections provide status assessments and direction of 
reform for each of these two areas. 

Utility market regulation 
The electricity and telecom markets have seen a rise in private provider contribution, and 
an increased diversification of service providers (Table 9.5). The number of licenses to 
generate or distribute electricity was 84 as of November 2018 - 34 for electricity 
generation, and 50 for distribution. Public companies, who must also obtain licenses for 
to operate, have 7 and 9 of the licenses for generation and distribution. The private sector 
comprises the three 1990s BOOT projects, 6 new Feed-in Tariff (FIT) projects that 
supply electricity to the EETC, and an additional 18 private companies that generate 
electricity for industrial, real estate, and touristic sites. 103  EgyptERA regulates the 
fulfillment of these contracts, sets prices, and determines other service quality 
obligations. With respect to the main grid, EETC, the public sector transmission 
company, would remain under complete public ownership as stipulated in Law 87/2015. 
 
For ICT, NTRA publishes licenses for a wide range of services and activities.  A total of 
108 licenses cover fixed line services, international gateways, cellular phone services, 
data and Internet, and satellites. NTRA does not identify licenses along public-private 
lines. Public dominance in terms of full or partial public ownership is, however, hard to 
miss. Telecom Egypt has the sole license for fixed phone service, and it has the sole right 
to rent core infrastructure telecommunication structures. It also has one of two licenses 
for core infrastructures necessary for international gateways and one of two companies 
having the right to establish submarine cables.  Telecom Egypt is also 1 of 4 companies 

	
102	The	 members	 are	 the ministers of finance, investment, economic development, legal affairs, housing 
and utilities and transportation and the head of the head of the public private partnership unit in the ministry 
of finance (PPPCU).	
103	Private electricity generation companies typically require a distribution license to be able to transmit 
electricity to their clients which may extend to supplying electricity to other “qualified” customers.  	
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licensed to establish and manage a 4G network and provide mobile phone services.  For 
data services, TE-Data, a publicly owned company affiliated with Telecom Egypt, has 
one of seven “class A” licenses that give a firm the right to establish the necessary 
infrastructure for Internet services. Telecom Egypt and the National Company for 
Maritime Navigation (both public sector firms) are the sole licensees for Inmarsat 
(accounting services). Furthermore, Telecom Egypt owns around 45 percent of the shares 
of Vodafone, one of the 4 cellular phone companies. 
 
Thus for electricity and telecom sectors, the grid networks (electricity transmission the 
fixed phone infrastructure) and heavy incumbent-company presence exist in both 
markets.  While this setup is not unusual for these sectors in other countries, to guarantee 
a fair and competitive market for private operators, extra-transparent delineation of the 
finances related to the publicly owned companies’ activity in each service must exist. 
Cross-subsidization from one service to another hurts competition and fees charged for 
using common networks must not be used to disguise subsidization. Recent electricity 
price increases to eliminate/reduce subsidies to public companies are a positive step in 
this direction.  
 

 

The  commitment in these laws to restructure public holding companies remains weak, 
raising concerns of continued public sector dominance in the in the electricity and water 
and sanitation sectors. The expanded entanglement of Telecom Egypt in the market for 
data service provision, and its rising role in the cellular phone segment, blur the lines of a 
level playing field for the market. Similarly, the pace at which the electricity market 
reaches a mature, competitively functioning power market depends on the pace of the 
transition and the progress achieved in qualifying consumers to participate in the 
“competitive market”, private investors’ appetite for investment in the sector, and the size 
of subsidization of users that the government maintains to meet social objectives.  
For water and sanitation, gaps remain with respect to the role and autonomy of the 
HCWW or its affiliated companies in public sector investment decisions, and whether or 

Table 9.5: Private participation in utilities and basic services, as of Nov 2018

Telecom fixed services International services Data services Wireless 
28

Total telecom 108

Electricity total total
public private feed-in-tariff BOOT public private public private

number of licenses 7 18 6 3 9 41 16 68

Total electricity generation 34 distribution 50 84

PPP law 67 water and wastewater 1
Alexandria University Hospital 1
54 elementary school program (5 contracts to be signed- August 2018 announcement) 5

Total PPP Law 67 7
Sources: For electricity: EgyptERA at: http://www.egyptera.org/ar/license_comp.aspx

For telecom: NTRA at: http://www.tra.gov.eg/en/regulation/licensing/Documents/Glance-on-the-Licensing.pdf
For PPP:
 schools: http://www.egypttoday.com/Article/1/56326/Egypt-to-establish-1-000-schools-to-reduce-class-sizes, accessed Nov 10, 2018

1

water and wastewater: 
https://www.ifc.org/wps/wcm/connect/news_ext_content/ifc_external_corporate_site/news+and+events/news/impact-
stories/egypt-first-ppp, accessed Nov 10, 2018
Alex University Hospital: http://documents.worldbank.org/curated/en/728001468183562652/pdf/96888-P3Briefs-
EgyptAlexandriaHospitals-Box391454B-PULBIC-Colltitle-PPP-BRIEF.pdf, accessed Nov 10, 2018

Cellular
27

tetecom infrast. & 
leasing

Accounting 
Authorities

2

16

5

distributiongeneration

Satellite services
4

21

4
AVL
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not sector public investment will continue to be conducted in the general government 
public investment context; an issue that the HCWW establishment decree postponed 
addressing.104 The proposed water and sanitation law vaguely refers to status adjustment 
of HCWW in the context of “sector incumbents’ but it does not set a timeframe for such 
adjustment. Thus, similar to electricity, the likely outcome of sector regulation in the 
water and wastewater is to maintain dominance of the HCWW. In addition, from a 
strategic government policy perspective, reaching private ownership of 49 percent in 
currently public-owned electricity generation and distribution companies (which the law 
allows) appears unlikely. Judging by the experience of the telecom sector even after 
extensive liberalization of the sector, it appears that state agencies will continue to play 
an important role in the markets for all three utility sectors in Egypt.   
Most of the recent activity in electricity highlights important policy orientations. First, it 
appears that the future of most private participation in the electricity market will result 
from the growth of private Greenfield projects (with close to 100 percent private 
ownership), rather than the divestiture of the incumbent public company - which is the 
typical pattern in developing countries. Second, the government is providing generous 
incentives to private investment in renewable energy, especially in areas such as in Upper 
Egypt and Suez Canal.  

On the other hand, there are important patterns that warrant attention. First, the current 
system appears to rely exclusively on application for licenses rather than on a more 
competitive bidding framework.105  Second, government tariff or revenue guarantees as 
well as loans from multilateral and bilateral sources were utilized to expedite progress in 
this area.  While this approach may be necessary in the early stages of redirecting the 
country towards renewable energy sources, given the foreign exchange loans and with the 
depreciating currency then the risk that the government bears with the guarantees 
combined with foreign currency loans are similar to the conditions that thwarted the early 
introduction of private capital in electricity in 1990s. Third, detailed information on 
private sector projects serving resorts and real estate development is not available from 
either the EgyptERA or the PPI data. These are unlikely to include government support 
or guarantees and could lay down the foundation of more competitive market segment 
that is insulated from serving larger social or sector reorientation objectives. 

The targeting of private capital in electricity, but not in transport or water, raises the 
question of the government has simply prioritizes electricity, or whether it is against 
expanding private investment in other types of infrastructure. If it is a pure policy issue, 
then nothing stops the government from inviting private capital to participate in airports, 
sea ports, or toll roads under general administrative laws where ministers have authority 
to conclude such deals without necessarily a need for formally regulated utility market 
model. If however, government is more interested in the long-term goal of establishing a 
mature independently regulated utility markets, particular features of these markets must 

	
104 Currently, the National Organization for Potable Water and Sanitary Drainage is the entity responsible 
for design and implementation of water and sanitation projects in governorates. Upon investment 
completion, project assets are transferred to the water and sanitation company responsible for management.  
105 EgyptERA website does not clarify the mechanism for obtaining licenses for all private projects.  The 
PPI database, while not as comprehensive as the EgyptERA data, gives more detailed information on 
finance sources and government commitments. 
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be emphasized.  For example, clear emphasis on equal treatment of public and private 
companies that perform the same functions and that reduce the potential abuse of market 
power by natural monopolies must be present to reduce the perception of the 
discretionary authority that sector regulators may have.  Also, transparency in offering 
government investment or tariff subsidies and/or guarantees is crucial. In this context, 
perceived policy direction that underscores the commitment to restructure public 
incumbents and clear rules for network-operator interaction may provide signals to the 
private sector that are reinforced by precedents that extend beyond law stipulations.  

In addition, and because of the choice of regulator affiliation to sector-specific ministries 
rather than subjecting utility regulation to ECA, the cross-cutting competition protection 
authority, strengthening the role of the general legal framework must capitalize on 
institutions that can contribute to the credibility and predictability of the framework 
regulating utilities - such as Parliamentary oversight, and/or the administrative judicial 
review’s public interest concept.  These two tools appear to be underutilized in the 
present laws, as compared to the required Parliamentary approval for PPP law projects, 
for example. Government initiative a custom of explaining its underlying sector 
regulation policy philosophy may be important in augmenting the transparency and 
efficiency of private and public investment in these sectors. The good news is that 
electricity and telecom laws have sufficient room for these areas to be strengthened.   
 
The PPP law 67/2010 has introduced several improvements - such as the consolidation 
and streamlining of the process, the creation of an entity responsible for PPP projects, and 
the designation of Parliament to oversee public commitments related to PPP projects. But 
the law has some drawbacks. Most important, the targeted sectors are ones where limited 
regulatory reform has occurred to guarantee private investors that the rules will be set up 
and monitored by an independent third-party regulator. This creates a conflict of interest 
in that the public sector will be both a partner and a judge in its relation with private 
entities. As a result, private investors will be tempted to seek a full government - which 
raises the question of how the cost of these projects compares to direct public investment. 
The law also provides wide discretion to the SCPPA: it sets very little boundaries on the 
substantive content of projects, does not constrain the financial and quality obligations of 
public and private parties, and even exempts contracts from the obligations of the public 
procurement law. This reduces the transparency and predictability that generalized rules 
can provide. Moreover, assigning dispute settlement authority to a grievance committee 
does not eliminate administrative courts’ potential jurisdiction that extends to the PPP 
project companies. Yet according to administrative law interpretation, private companies 
established to operate these projects are representatives of public utilities in the sense of 
satisfying collective needs and in serving public interest concepts.106 All these factors 
blur the line between what is public and what is private and may result in adding to the 
cost of relying on private capital to finance these projects.  	  

	
106	Decisions of the High Administrative court emphasize the principles of “public interest” and “public 
utilities” as guiding administrative contracts pertaining to the supply of a utility service, which law 67 
acknowledges. In addition, administrative law still considers companies where public share in capital 
exceeds 51 percent “public property” even when they technically belong in the private law domain.  	
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Chapter	10:	Public Procurement 
	
10.1 Introduction 
Public procurement is the process of purchasing goods and services by the public sector 
from the private sector. In Egypt, public procurement represents between 5 and 10 
percent of GDP, and around 15 percent of total central government expenditure (2012-
2017 budgets). To this, one must add procurement by local authorities, public sector 
firms, economic authorities, and other public authorities. Public procurement also 
involves the disposal of the nation’s natural resource wealth. 
In the 2013 Enterprise Survey, 16.4 percent of firms surveyed attempted or obtained a 
contract with a government authority, up from 8.8 percent in 2013 (Table 10.1). The 
proportion of private firms bidding for public contracts can be much more significant in 
some sectors - the figure is 33 percent of firms in machines and equipment, 29 percent in 
real estate and construction, 26 percent in chemical products, and 25 percent in ICT.  
The sheer size of this pool makes the procurement process both an area that matters 
enormously for the efficiency of public spending, but also, a unique pool of business 
opportunities for the private sector. The existence of a clear and coherent government 
procurement process – involving both laws, and their implementation - is therefore of 
great importance from both a fiscal management and an economic growth perspective. A 
good process minimizes the cost and maximizes the quality of producing public services. 
Given its significant size, public procurement can also impact the functioning of markets, 
affecting the incentives of firms to compete and innovate, allowing efficient small and 
medium firms to grow, and providing domestic firms with the opportunity for learning by 
doing to prepare them to compete on the global markets. 
Egypt’s tenders and bids legislation has evolved over time and it covers virtually all 
government interaction with private or public parties where government acts as a party to 
an economic contractual relationship. The stated objective of the current law is to 
maximize the value of public assets that the government disposes of, the return for 
concessions it grants, and in general an optimal utilization of public resources. To 
achieve this objective, global experience has demonstrated that several principles are key, 
including competition, transparency, reasonable internal rules (on bid security and 
payment delays in particular), and complaint mechanisms that disciplines the process 
effectively. These principles aim to minimize corruption, risk, and uncertainty, which 
may discourage some firms from bidding for government contracts.   
This chapter first reviews the performance of public procurement as assessed by the ES. 
It then describes the current legislation and its historical origins, including the very recent 
new law. The main section then assesses of the overall procurement system, including the 
checks and balances that disciplines it. The final section offers suggestions for further 
improving the system. 

10.2 Perceptions of performance 
It is difficult to access the quality of the procurement process in Egypt. Tools exist to 
measure the inputs into the public procurement process such as the Country Procurement 
Assessment Reports led by the OECD, or similar evaluations. A recent report found the 
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system to be outdated and bureaucratic in 2012 (EBRD 2012, See Box 10.1). More 
precise evaluations would need to look at the outcomes of the system. Such approaches 
however require the use of micro-data, which have not been publicly available until very 
recently. As a result, an overall assessment of the cost of procurement has not been done 
to date. With recent progress on transparency (see below), knowledge about the efficacy 
of the process should hopefully increase over time.  

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
The ES contains information only on one aspect of the performance of the procurement 
process, which is the extent to which it discourages corrupt practices. The data is 
moreover restricted to the perceptions of businesses about public procurement. While 
perceptions can be quite different from reality, they matter in this context, since they 
affect the willingness of private agents to compete for these market opportunities.  
The ES 2013 and 2016 surveys asked respondents about their perception about corruption 
and informal payments in obtaining government contracts.  Between 14 and 16 percent of 
firms (depending on year and sector) stated that informal payments were expected to get 
a contract. Small and medium size firms reported more bribe incidence (16% vs 6% for 
large firms). Respondents were also asked to quote an average estimated percentage of 
contract value paid in bribes. The fraction of informal payment to contract value, if 
assessed with respect to all government contracts with government is "only" 0.5 

Box 10.1 EBRD (2012) Assessment of Law 89/1998 (2012) 

The assessment compares Egypt’s government procurement system with other countries at similar 
levels of development and rates that its public procurement system in the range of “low to medium 
compliance” with international standards. The study highlights the extensive monitoring by central 
agencies, which with limited transparency measures, results in bureaucratic complexity with no 
significant returns to process efficiency. The report concludes that legal protection for suppliers is 
weak. The study highlights a lack of transparency and a limited room for remedy as important 
weaknesses, both at the de-jure or the de-facto level. The study criticizes abuse of government 
resort to sole source or direct negotiations. The assessment also highlights the lack of time 
constraints on public authorities both during the pre-contractual bidding phase and in timely post-
delivery payment by government authorities. Overall, the report found the system to be “outdated 
and bureaucratic”, emphasizing procedures, rather than delivering efficiency. The new law appears 
to have addressed several of these criticisms.  

 Benchmarking  Egypt’s Public Procurement Law 89/1998 

	
Source: Commercial Laws of Egypt, EBRD 2015, accessed at: http://www.ebrd.com/downloads/sector/legal/egypt.pdf 
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percent.107 Compared to the corresponding global indicators, Egypt’s gift value is smaller 
than the 1.8 percent and 0.8 percent for all countries, and for MENA countries 
respectively. Compared to the MENA region, and even to global experience, corrupt 
practices in Egypt related to public procurement thus appear to be modest. 

 

10.3 Historical Origin of the Current Framework 

The current public procurement laws inherit several of their central principles from the 
past (especially Law 236 of 1954 and Law 9 of 1983). On the positive side, these laws 
governed procurement of goods and services for all ministries and public entities, and 
they emphasized public tenders as the primary mechanism. But they also explicitly 
developed the habit of extending a large number of exemptions. The law exempted the 
Ministry of Defense early on.108  Procurement of foreign-produced goods had to take 
place only through public sector companies responsible for importing. The laws 
permitted ministries and government entities to use negotiated tenders under some broad 
condition (such as for buying foreign produced goods, from public sector companies).  

More recent legislation continued the tradition of providing the tendering government 
entity with wide discretionary powers. Law 9/1983 allowed government authorities to use 
negotiated tenders when they determine that there exists only one producer, when the 
goods or services needed do not have clearly defined characteristics, for consulting and 
technical services that only particular professionals can perform, and for public works 
when the need is urgent. Entities were also given the unqualified right to cancel a tender 
if only one bid remained after rejecting all others.109 This would occur for example when 
the value offered was higher than the required pre-assessed maximum value that the 
government body predetermined. Law 9/1983 introduced a domestic preference clause, 
creating a category of tenders available only to local producers, and it introduced a 
margin of 15 percent of preferential treatment to tenders submitted by national producers. 
The law also introduced the need for bid winners to place a financial bond (public sector 

	
107	If the fraction of the gift is reported for cases where businesses reported non-zero payments, the ratio of 
gift to contract value rises to 7.8 percent for 2016 and 5.1 for 2013. However the numbers of observations 
are very small to render these estimates reliable.	
108	Both	 laws	 qualified such purchases as “cases of necessity”, and relegated the decision authority to the 
Council of Ministers on whether the Ministry of Defense should utilize public (local) tenders.  	
109	But	 the	 law	 of	 1983 also introduced the concept of the authority’s obligation to consider both “lowest 
price” and “best terms” when making its choice among bidders.	

Table 10.1  Percent of firms bidding for government contracts and incidence of informal payments, 2016 and 2013

All Small 
firms

Medium 
firms

Large 
firms

Bid for government contract in past 12 
month

16.4 7.5 15.5 27.1 8.8 n.a. n.a.

Informal gift expected 14.2 16.2 15.6 5.7 14.3 36.4 28.8
Value of gift (% contract value) 0.5 0.7 0.3 0.5 0.5 0.8 1.8

Source: Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank.
** Estimates are based on few observations. Therefore estimates must be adopted with caution

Egypt 2016 Egypt 
2013

MENA 
average

All 
countries
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firms are exempt from this requirement), which can be confiscated under various 
conditions. Delay penalties can be decreed without a need to resort to a court decision.  

However, public tenders have been the primary method of government contracting and 
successive laws expanded regulations on lease and purchase of public property, and 
required more scrutiny in resorting to other means of tendering. Detailed procedural rules 
were developed over time and executive regulations outline the boundaries of permitted 
actions by public authorities, from tender initiation, to selection of winners, and to the 
management of the relation between the private party and the contracting authority during 
project implementation or procurement delivery.   

The General Authority for Government Services (GAGS) was established in 1971, at the 
Ministry of Finance, to be the entity responsible for planning and monitoring public 
procurement. The role of GAGS evolved over time with its current responsibilities 
focusing on: (i) producing guidelines to cut waste; (ii) establishing inventory 
management procedures that ensure the efficient operation of government warehouses to 
meet the needs of various government agencies; (iii) managing procurement jobs for 
government agencies, and conducting training of the personnel responsible for 
procurement in public entities.   
In an effort to inject transparency in bidding for public procurement, Prime Ministerial 
Decree no 33/2010 required all government entities to publish information on their public 
tenders on a portal managed by GAGS. Additional laws strengthened the obligation to 
transparency. Law 5 of 2015 for the encouragement of the procurement of locally 
produced goods created an unintended boost to transparency by requiring that bidders 
must register centrally and provides a wide range of information. This resulted in the 
centralization of information on government-tendering entities and on contractors, and on 
the status of tenders, their results, and the reasons for exemptions.110 These gains were 
consolidated in 2015 when all government entities were required to provide a quarterly 
record of their procurement activity, and to publish the names of the contractors on each 
entity record.111 The current template for information that government agencies must 
provide to comply is comprehensive.112   
Compliance with these rules has slowly risen over time. As of October 10, 2018, a total 
of 1075 government agencies were registered with GAGS, up from 1008 in February 
2017, and these include ministries, governorates, public universities, and local 
government entities. Since its inception, the portal documented close to 40,000 tenders 
(as of Oct 12, 2018), with varying degree of information comprehensiveness. Several 
summary statistics are available online including the list of successful tenders that a 
particular supplier won. The portal also gives a size distribution of firms that bid and/or 

	
110 See Portal: https://www.etenders.gov.eg/  and http://www.gags.gov.eg/Book/Index/1-transparency for 
disclosure requirements.	
111	The Prime Ministerial Decree 122/2015 also expanded the obligation to report to GAGS to cover 
general authorities, public enterprise sector holding companies and companies, and also entities with 
independent budgets.	
112	This	 includes	 publication of the tender date, the status of review and the results of review appear to the 
public, as well as rejected bids and whether rejection is a result of the company/suppliers failure to meet 
technical or financial requirements.	
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win tenders in a specific sector or type of service.113 Table 10.2 summarizes the number 
of bids by status. In addition, searches by a specific government entity, a type of good or 
service procured, or a name of a particular supplier, are possible. Information about the 
winning supplier is occasionally available. For registered suppliers, information related to 
the status of their bids is also available.114  

  
The breakdown of records by type of bid (public tender or bid, negotiated public tender 
or bid, local bid/tender, sole source purchase, etc.) shows that close to 70 percent of all 
records are for tenders (public or limited115) and an additional 12 percent for negotiated 
tenders (Fig. 10.1).  Local tenders and bids (where bidders are restricted to ones from the 
same governorate) have ceilings and therefore can be construed to benefit small and 
medium jobs going to small and medium local contractors. These account for around 8 
percent. With respect to sole source purchase with the share of 5 percent, while not as 
significant as may be suggested by previous critiques of the law, it is likely to be 
concentrated in particular sectors, size, or types of services. In such circumstances closer 
attention to the impact of resort to sole source purchases may be warranted. 

A category where more information would be useful, from both policy and transparency 
perspectives, is the group of tenders “under review”. Around 85 percent of all recorded 
bids/tenders fall under this category and tenders published several years ago still belong 
in this residual category. All bids/tenders that were cancelled before a technical 
evaluation occurred, where no bids were submitted, or simply ones where the relevant 

	
113	These	are	given	in	the	form	of	charts	that	give	the	number	of	large,	small	and	micro	contractors	
engaged	in	procurement	for	any	government	entity	at	a	point	in	time.	The	commercial	registration,	
tax	 identification	 numbers,	 membership	 in	 contractors’	 union,	 etc.	 are	 fields	 that	 each	 contractor	
record	provides.		
114	Other information that the portal provides for the public is a complete sheet per government entity with 
the date of announcement of the bid, the date results were announced and other general information.	
115 Limited tender/bid is where the public authority only invites a set of pre-qualified group of bidders to 
submit offers.  

Table 10.2.  Etender statistics by status of government bid/tender as of Oct 12, 2018 and annual figures

records as of 
Oct 12, 2018 2018* 2017 2016 2015 2014 2013 2012 2011 2010

purchase order issued 4,092              891 954 557 214 422 658 289 96 39
technical review completed and 
decision made               1,137 166 199 153 89 183 200 105 31 11
tenders under review 33,136            5,586       6,612       5,642    4,010      3,716          2,817     2,804     1,751     439        
open 350                 374          -          -        -         -             -        -        -        -        
Total 38,715            7,017       7,765       6,352    4,313      4,321          3,675     3,198     1,878     489        

technical decision or purchase made 5,229              1,057       1,153       710       303        605             858        394        127        50         
 decisions % 13.5 15.1 14.8 11.2 7.0 14.0 23.3 12.3 6.8 10.2

tenders under review (%)** 86.5 79.6 85.2 88.8 93.0 86.0 76.7 87.7 93.2 89.8

Registered government agencies 1075

*As of October 23, 2018
** This category appears to be the residual for tenders where no purchase order or technical decision was made. i.e. it could be the residual which includes the pool 
of cases where tenders were withdrawn, no interest form contractors resulting in cancellation, or simply failure of entities to submit status of bid information.

Source: Ministry of Planning, Monitoring, and Administerative Reform, etenders at: 
https://etenders.gov.eg/Tender/DoSearch?TenderID=&selType=&tenderTitle=&status=3&selorganization=185&openDateFrom=01-01-2009&openDateTo=24-10 
2018&closeDateFrom=&closeDateTo=&endDateFrom=&endDateTo=&selactivity=&chapter=&section=&item=&txtCode=&srv=&contract=, different selections. 
accessed October 24, 2018
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government agency did not update the status information for the bid are lumped in this 
group. The share of this residual group would shrink over time with better compliance. 

 Figure 10.1 Government procurement records by tender/bid type 2010-2018 

 
 
10.4 The Government Contracting Law 182 of 2018 
The passage of the Law 182 in 2018 was an important step towards improving the system 
of government procurement in Egypt. The new law abrogates law 89/1998. Executive 
regulations with implementation details are to be produced shortly. The law's objectives 
emphasize enhancing competition, rationalization of public spending, facilitating small 
and medium enterprises participation, and combating corruption. In terms of coverage, 
the law maintains the wide coverage of all public entities and adds special funds 
belonging to government entities that were not previously covered.  
Especially in the area of transparency, consistent and comprehensive implementation of 
the publication requirements on etenders should, not only provide the transparency 
aspects that support fairer competition, it can also guide policy formulation to continue 
improving the system. It is nonetheless too early to predict impact especially that the 
executive regulations that provide implementation details are not completed. Linking of 
competition practices in procurement to the jurisdiction of the competition law and the 
ECA is also a welcome development. The application of general competition principles 
that cut across different economic activities and sectors gives a more homogenous 
backdrop for a consistent and stable competition protection foundation that the business 
community will learn to expect and protect. 
More specifically, the positive contributions of the new law are as follows:  
Transparency:  The law introduces several reporting requirements that ensure a more 
transparent and competitive environment for government. All public entities are required 
by law (and not just by the previous decree) to publish all tenders/bids on the dedicated 
portal, and to supply information about bid status and outcomes. Exemptions are only 
available when national security concerns exist. The law emphasizes the reliance on 
standard contract formats and tender documents to reduce ambiguity and potential 
conflicts. In addition, the law reduces public entities’ freedom to price tender/bid 
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documents and delegates the setting of prices for different contract types to executive 
regulations issued by the MOF. The possibility of E-contracting is also introduced. 
Protecting competition: The law brings under the jurisdiction of the competition law 
(3/2005) any anticompetitive behavior detected during bidding, and requires referring any 
infraction to the ECA. This is an important move as it allows for third party arbiter before 
the need to resort to administrative courts. It also to spreads the umbrella of the ECA to 
an important area where competition needs to be enforced. In addition, the law prohibits 
the interlocking of bids to increase winning chances. The law also brings under its 
jurisdiction, including in its transparency and competition requirements, contracting from 
public sector firms (albeit with some preferential exemptions). Finally, the law requires 
compliance with the conflict of interest law (106/2013), preventing public officials and 
their relatives from contracting with government. Other innovations include allowing 
procurement by competition for creative work, and the reliance on framework agreements 
for repeat procurement.  
Discretion: Competition and transparency will also benefit from rules that reduce 
government discretion. Law 182 gives more flexibility in setting preliminary bonds by 
the contracting authority based on the type of contract. The law provides rules for 
technical specification formulation; an area that was criticized as sometimes representing 
a means of curtailing legitimate competition. This requires relying on market and 
financial information (including those provided by various MOF entities) in the process 
of pre-setting reservation values which are currently responsible for rejecting a large 
number of offers if the reservation value is not met. Furthermore, the new law clarifies 
the conditions and/or ceilings for resort to restricted bid types, re-emphasizing the 
principle that public tenders/bids must be the default contracting mechanism.  Deviations 
from the primary mechanisms (public tenders/bids) must be justified and approved by 
competent authorities. The law determines the criteria for approving the deviation in 
various transaction types. It also permits (but does not require) authorities to cancel 
tender in case only one bid is submitted and it sets the maximum and minimum periods 
for evaluating bids/tenders. 
 
Public expenditure planning: The law requires that all public entities establish internal 
units responsible for planning, implementation, monitoring, and complying with all 
transparency requirements that the law mandates. Each public authority is to submit its 
annual procurement plan (and any modifications) in synch with its proposed annual 
budget. Once approved, the procurement plan is published on e-tenders to inform 
contractors of potential opportunities.  The law introduces adjustments for the impact of 
inflation on implementation costs of large contracts. In this context, the law requires 
three-month installment payments for completed tasks, timely receipt of completed work, 
and allowing any delay in payment to earn interest equivalent to the central bank discount 
rate. The Law requires all government authorities to register their real estate inventory 
with the GAGS. 
 
Dispute resolution: The law creates a central complaint office at the MOF. Complaints 
may be simultaneously presented to the contracting authority and to the complaint office.  
The public authority must comply with the MOF complaint office decision, while the 
contractor can still challenge the complaint office’s decisions in administrative courts.   
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Anti-corruption: The law introduces a built-in contractor evaluation and contractor 
surveys of public authorities fulfilment of obligations.  It also establishes a registry of 
contractors and allows GAGS to sanction those subject to criminal or administrative 
penalties.  On the other hand, employees responsible for contracting functions in 
government entities must receive training and be qualified to hold these positions.  It also 
requires authorities to conduct periodic survey of contractors to solicit and incorporate 
feedback from private sector partners. 
 
10.5 Possible reform directions for the future 
Some of the weaknesses of past laws have survived in the new law. It maintains several 
aspects of the preferential treatment granted to government authorities at the expense of 
private contractor rights, and would ideally go further into reducing harsh penalties and 
wide discretion that public authorities have during implementation.     
Discretion: Some aspects of the unbalanced nature of contractual rights remain. A public 
authority is still entitled to terminate a contract and/or confiscate financial bonds without 
the need to resort to court. It can still impose penalties for failure of contractors to deliver 
tasks on time as compensation for harm, with the penalties determined according to 
vague executive regulations. The authority can assign work to the next-in-line bidder, if 
the winning contractor does not present the full amount of the financial bond, without the 
need to submit a warning or to obtain a court order. When a contractor does not deliver 
obligations on time, the authority can assign the remaining work to other contractors, and 
oblige the old contractor to be financially responsible for additional costs incurred. The 
authority can still modify a contract by 15-25 percent of its value, and to increase the 
quantity of work by up to 25 percent under same terms and conditions, without a need for 
the contractor’s approval. It can still cancel the bid any time if the “public interest" 
justifies it, if only one qualified bid remains, if all bids include reservations, or if all bids 
fall short of an estimated minimum value. The financial and technical bid schemes of law 
89 also survived. Reliance on a point system that allows technical and financial aspects of 
offers to be evaluated simultaneously would be a better system that permits financial 
strengths to compensate for minor technical gaps.116 Moreover, the final financial bond 
obligation of law 89 remained. Given the adoption of contractor register and other 
mechanisms of monitoring contractor performance, it should be feasible to reduce these 
values especially for contractors in good standing. 
National preferences: Law no 5 of 2015 provided new preferences to local suppliers. 
The law obligates government authorities to buy locally produced commodities that 
contain at least 40% local content as well as relying on local companies for contracting 
public projects. All government entities, public authorities, and companies, where the 
state possesses a controlling share (51 percent), are subject to this restriction (except 
where national security considerations exist).  This restriction deprives government from 
achieving the lowest cost for procured goods and services and imposes unnecessary 
paperwork burden. It may be better to remove it especially given the recently introduced 
transparency that the new law imposes. 

	
116	And	indeed,	the new law utilizes this approach for assessing consultancies.	
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Exemptions: In anticipation of expanded private participation in utilities, the law allows 
public entities to contract directly (via sole source purchase) of basic services from 
entities in which the state has a controlling interest and for which prices are controlled by 
the state (including electricity, gas, water, etc.) without the need to submit bond and as 
long as the public entity accepts reasonable guarantees. In addition, the law exempts 
BOT, BOOT, EPC+ Finance and other long-term infrastructure finance projects. 117 
Law 67 of 2010 has excluded from the procurement law ambit PPP projects, which 
follow instead a PPP-specific track. Law 182/2018 maintains this exclusion. There is no 
reason for such exclusion especially when sufficient competition is necessary for 
government to receive the lowest bids for such projects and when the law states that 
principles of transparency and competition will guide the process.  It is likely that these 
projects will rely on arbitration clauses for dispute resolution, so delays in administrative 
court ruling cannot be an excuse for the exemption from procurement laws.  Bringing 
these projects under the umbrella of the government contracting law and competition 
protection principles enhances the integrity and transparency of these contracts, even if 
they relate to infrastructure and basic services where social aspects play a role in the 
selection process. 
The Investment Law 72 of 2017 (and its predecessor Law 17 of 2015) exempts the 
allocation of state land from the ambit of Law procurement laws. Instead, the Council of 
Ministers is empowered with issuing the parameters for disposal of such land.118 The 
rationale underlying this exemption is to allow more flexibility for large projects. 
However, this approach detracts from the objective of promoting transparency and 
predictability. In addition, the Investment Law assigns GAFI the prerogative to conduct 
the settlement terms, which represents a conflict of interest and raises concerns about the 
integrity of the objective of introducing such settlement option. A better separation of 
roles would have required that the decision to exercise the settlement option be delegated 
to courts or to an independent regulatory authority to eliminate such conflict of 
interest.119  
Dispute resolution: Law 89/1998 allowed resorting to arbitration in case of dispute, 
subject to competent minister’s approval.120 The new law maintains this. Irrespective of 
the efforts to introduce administrative dispute resolution tools in the Ministry of Finance, 
the delay in administrative court rulings and the antiquated principles of dealing with 
private contractors must be updated to match the sought-after expansion of private sector 
participation in all economic activities. Expanding complaint departments and by-passing 
administrative courts through reliance on arbitration is not a substitute for fair and speedy 
court dispute resolution. 

	
117 The same stipulation appears in the GAFI investment Law which targets the potential large real estate, 
industrial, infrastructure or touristic projects.  
118	In	coordination with other relevant state agencies such as the Ministry of Defense, of the Environment, 
Land Use Authority, and the Industrial Development Agency.	
119	In implementation of this principle in the amended investment law, Presidential Decree 158 for the year 
2016 assigned to the Council of Ministers the task of determining the necessary technical and financial 
requirements of investors to receive industrial land in several industrial zones, free of charge as per Article 
74 of Investment Law.   
120 The principle applies as per arbitration law amendment (law 9 for the year 1997). 
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