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PREFACE

The UNCTAD Investment Policy Reviews are intended to familiarize Governments and the international
private sector with an individual country’s investment environment and policies. The reviews are considered
at the UNCTAD Commission on Investment, Technology and Related Financial Issues.

The Investment Policy Review of Egypt was initiated at the request of the General Authority for Invest-
ment and the free zones, and has received the full support of its President and staff. The UNCTAD missions
received the complete cooperation of all relevant Senior Officials and Ministries of the Government of
Egypt and the Permanent Mission of Egypt to the United Nations Organizations in Geneva.

The views of the international donor community in Egypt, the international private sector and domes-
tic business were canvassed at various stages of the project.

This report has been prepared in cooperation with the Economic Research Forum for the Arab coun-
tries, Iran and Turkey (ERF). The ERF staff include Heba Handoussa, Managing Director, Sherine Ghoneim,
Azza El Shinnawy, Maryse Louis and Dina El Halaby. The report has also benefited from the contributions of
a number of experts within and outside Egypt. The national experts include Mahmoud Mohieldin, Noha
Mahdy, Mahmoud Rezk and Adrien Swinscoe, and the international experts were Peter Buckley, Stephen
Young and AnnWalker. The UNCTAD staff include Antoine Basile, Khalil Hamdani and Fiorina Mugione. Gio-
vanni Nicola De Vito, Anna Joubin-Bret, Massimiliano Gangi, Pietro Pappalardo, Hector Rincon-Ortiz and
CharlesYeterian also provided inputs. Chiraz Baly, Diana Domenichini and Omar Pizzasegola were research
assistants. Comments were contributed by Rohini Acharya, Mohamed Cherifi, Ahmed Galal, Abdel Kader
Fathy Lashine, Costante Muzio, El Sayed Torky.

The United Nations Development Programme provided funding through the Support Services for Pol-
icy and Programme Development (SPPD) and the UNCTAD/UNDP Sectoral Support Programme. Finan-
cial support was also provided by the Government of Switzerland. Contributions by the Alexandria Business
Association and the Federation of Egyptian Industries also are gratefully acknowledged.

It is hoped that the analysis and recommendations of this review will promote awareness of the invest-
ment environment, contribute to improved policies and catalyse investment in Egypt.

Geneva, June 1999



INTRODUCTION

Business and professional analysts agree that Egypt is experiencing a take-off. Macroeconomics adjust-
ment and stabilization efforts, pursued since 1991, have successfully redressed internal and external imbal-
ances. Inflation is down to the one-digit level, while real economic growth is up in the 5 per cent range. The
sources of growth are also more broad-based, as public expenditure has shrunk and private sector invest-
ment has accelerated, particularly in the tradable sectors of agriculture, manufacturing and mining, transport
and tourism. There is a revival of private initiative and risk-taking among Egyptian enterprises, and a budding
entrepreneurial class. The Government has set a target of reaching 7 per cent gross domestic product (GDP)
growth by the year 2000, while maintaining low inflation, a stable exchange rate and prudent and predictable
monetary and fiscal policies. Export oriented manufacturing industry is expected to be the main engine of
growth. Other fast growing sectors are expected to be construction and tourism. The process of privatiza-
tion is being accelerated and capital markets are being strengthened, giving an important boost to foreign
direct investment (FDI) and portfolio flows into the economy. The target for 2000 is annual FDI inflows of
US$ 3 hillion.

Openness and foreign investment are not new to Egypt. At the turn of this century, Egypt was a totally
open economy. Trade, finance and industry were overwhelmingly concentrated in foreign hands, with more
than 90 per cent of the paid-up capital of joint stock companies in Egypt in 1914 held by French, British and
Belgian interests. The 1920s witnessed an industrialization drive, with tariff protection and public credit pro-
viding an enabling environment for the domestic private sector. There was significant growth and diversifica-
tion into textiles and food, building materials, pharmaceuticals, fertilizers, paper, publishing and the cinema
industry. FDI was encouraged, though it subsided in the interwar period and with the great depression. In 1958
the open door closed. All joint stock companies - domestic and foreign - were nationalized between 1960 and
1964. Central planning and budget allocations left little room for private initiative, even in the privately owned
agricultural sector which was subjected to controls on cropping, procurement and price setting. However, in
October 1973 the door reopened with President Sadat’s announcement of a return to a free market econo-
my. On the policy front, a more liberalized system of trade, investment and pricing was reintroduced. On the
institutional front, restrictive legislative rules and regulations were reduced and replaced by clearer and more
explicit property rights that protect and encourage domestic and foreign capital.

The period of State intervention was short in comparison with Egypt’s past record and subsequent return
to an open economy. It did leave a legacy of institutional rigidity, centralization and public-sector domination
which has proved difficult to shake off: the transition to a market economy has taken a full 20 years. But today’s
Egypt does appear to have largely regained the characteristics of a fully functioning market system, in terms
of achieving an equal level playing field for private and public activity, and for domestic and foreign enterprises.
In 1997, Investment Law No.8 was enacted to complement and to introduce more coherence in the pletho-
ra of laws governing investment and it represents a considerable improvement on the investment regulato-
ry framework that had evolved during the past two decades. Among the most essential provisions of Invest-
ment Law No.8 is the granting of national treatment to foreign investment.

In the years ahead, Egypt has the potential to attract FDI of higher quantity and quality, commensurate
with the fundamental strengths and opportunities that its economy offers. These strengths include a large
domestic market, a wide industrial base, a skilled and competitively priced workforce and a strategic loca-
tion in the region. These competitive advantages were identified by a survey conducted among major
transnational corporation (TNC) executives as well as managers of affiliates operating in Egypt. Based on
these findings, the report examines Egypt’s FDI potential and how it can be realized:



Chapter | summarizes recent FDI trends, situates Egypt in the world economy, and compares its FDI and
trade performance with that of other countries. In brief, FDI has flowed into Egypt at a steadily increasing
pace in the 1990s and the current level of inflow appears to be more stable than earlier. However, while FDI
flows to Egypt are increasing, flows to other developing countries have been increasing more rapidly.
Between 1990 and 1997, Egypt no longer ranked among the 20 largest recipients of FDI among developing
countries; it should. Perhaps the resurgence is already under way, as preliminary data for FDI flows in1998
totalled US$ 1.8 billions. FDI approvals also suggest a substantial increase in realized flows over the next few
years. Egypt currently boasts 26 out of the 100 world’s largest TNCs. Domestic firms also benefit from a
range of non-equity form arrangements with TNCs, including alliances, leasing technology or brand names,
marketing and so on.

Chapter Il reviews the investment policy framework. In brief, the economic reforms undertaken by the
Government have improved the business climate, boosting local and foreign investor confidence. Accord-
ing to companies interviewed by UNCTAD, a growing economy, liberalized rules for FDI, and the prospec-
tive free-trade agreement with the European Union have produced a favourable investment climate in Egypt.
However, the investment framework remains patchy and could be improved and further rationalized towards
the establishment of an equal level playing field for both foreign and domestic investors. In the past year, the
Government of Egypt has taken strides to further improve the country’s business climate. When international
business executives were asked whether changes to government policies in a country had improved com-
petitiveness in the past year, Egypt was first of the 58 countries surveyed by the Global Competitiveness
Report of the World Development Forum.

Table. Indicators of macroeconomics performance, 1990-1998
(Billions of US dollars and percentages)

Years 1990/91 1991/92 1992/93 1993/94  1994/95 1995/96  1996/97 1997/98
Real GDP growth, % 35 1.9 25 39 4.7 4.9 53 5.9
Inflation (CPI), % 220 211 15.0 6.0 9.4 7.2 4.8 3.8
Fiscal deficit, % GDP 17.7 5.4 35 2.1 1.2 1.3 0.9 1.0
CA balance, % GDP 3.1 9.5 10.4 9.8 0.3 15 1.2 0.1
External debt, % GDP 107.7 89.5 69.2 58.0 55.7 459 575 343
Official reserves, US$ billion 6.1 10.6 14.9 17.0 17.9 8.4 20.6 20.0
Investment, % GDP 23.3 18.2 16.2 16.6 16.3 16.7 17.0 14.2
Domestic savings, % GDP 16.0 17.0 16.7 15.1 16.9 13.9 12.0 n.a.
Real wages, index 85/86=100 70.9 66.4 64.4 65.3 67.8 n.a n.a. n.a.
Exchange rate LE/a US$1 3.33 3.33 3.37 3.39 3.39 3.39 3.38 3.43
GDP per capita, US$ 600 704 778 841 955 1060 1167 1223

Source: Central Bank and Ministry of Planning.
a LE = Egyptian pound

Chapter lll analyses the attractiveness of Egypt as a location for FDI, and sketches the larger role that FDI
may play in the Egyptian economy. In brief, Egypt’s large domestic market is a magnet for FDI. The industri-
al base extends from labour-intensive industries through technology-intensive industries, to energy-intensive
industries. There are a number of small but emerging high-skill service industries such as financial services and
software development. Egypt enjoys comparative advantage not only in natural resources but also in sever-
al manufacturing industries, including textiles, engineering, metals, pharmaceuticals and food processing. FDI
in manufacturing for the domestic market and labour-intensive export- oriented FDI offer the best prospects
and are likely to provide the bulk of FDI in the near future. However, the potential for export should also
be tapped and there are export niches in particular product groups in which affiliates based in Egypt could
develop global production in the future. A key strategic objective should be to upgrade FDI in Egypt and ori-



ent it into higher value-added production. Egypt has not yet attracted significant FDI involving integrated
international production; it can and it should. In encouraging expansion and upgrading of existing FDI into
the future, the policy emphasis must be on infrastructure investment, relating to physical, technological and
educational infrastructure. The development of concession or build-operate-transfer (BOT) type contracts
could also be further enhanced, facilitating the private management of infrastructure projects. Sector-spe-
cific policies are also significant, to promote clusters of related enterprises and self-sustaining development.

Chapter IV illustrates the potential for upgrading FDI in selected industries — pharmaceuticals, textiles,
tourism, electronics and software. These industries are expected to attract FDI in particular product groups
in which Egyptian affiliates may develop regional and global production in the future. The report concludes
with broad recommendations for improving the economic contribution of FDI in Egypt. These are intend-
ed to stimulate dialogue among policy makers, business and the international private sector on Egypt’s
investment environment, policies and future strategy.
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|.  Foreign Direct Investment in Egypt

A. Recent investment trends
1. Foreign direct investment inflows

Foreign direct investment (FDI) has been flowing into Egypt at a steadily increasing pace in the 1990s.1
Annual inflows were below US$ 200 million in 1990, they are now nearly US$ 2 billion. Although higher peaks
have been reached in the past, the current level of inflow appears to be more stable than in earlier years:a
moving average of annual inflows shows an upward trend (see figure I.1) Egypt attracts more FDI than any oth-
er country in the Middle East and North Africa (MENA). Egypt and Nigeria together absorb over 50 per cent
of the total flows to Africa, and three quarters of the flows to the oil-exporting economies of Africa.

However, FDI flows to Egypt are not particularly large relative to similar countries in other developing
regions. This is also true in comparison to countries undergoing similar transformation of their economic sys-
tems, such as the economies in transition of Central and Eastern Europe (see table 1.1)

Moreover, Egypt’s rank among the largest developing-country recipients of FDI has fallen, from 16 in
1994, to 19in 1995 and down to 18 in 1998 (see table I.1). While the share of developing countries in world
FDI rose from less than 10 per cent in 1985 to over 35 per cent in 1996, the share of Egypt and of the entire
MENA region declined from 3 per cent in the late 1970s to about 1 per cent in 1996. Thus, the growth of
FDI into Egypt has not been sustained in a period when the developing world has been attracting higher
inflows.

Figure 1.1. Inflows and stocks of foreign direct investment in Egypt, 1980-1998
(Millions of US dollars)
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Source: UNCTAD FDI and TNC database, 1998

Within Egypt, FDI flows are small in magnitude relative to domestic economic aggregates. They amount
to only 2 per cent of gross domestic product, and about 10 per cent of gross domestic investment (see table
1.2). These ratios in other developing economies are generally higher. Another indicator of the potential of
the domestic economy to absorb higher amounts of FDI is the profitability of FDI in Egypt. The available data
on the 1995 earnings of affiliates of United States companies show an average rate of return of 22 per cent
in Egypt, which is higher than the average rate of return of affiliates located in other developing regions, and
twice as much as the average income of affiliates located in Europe (10 per cent). Thus, the contribution of
FDI to capital formation in Egypt could be further expanded. FDI flows to Egypt are projected to reach
US$ 2.2 hillion by the year 2000 (IMF, 1997; World Bank, 1997). This expectation is supported by the trend
in investment project approvals.

1The FDI data in this section are taken from the balance-of-payments statistics, which underestimate actual investment in the view of
the Government and International Monetary Fund.
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The number and value of investment projects approved by the General Authority for Investment (GAFI) in
the past two years are more than double the approvals of earlier years (see table 1.3).2

The number of investment projects approved between 1995-1996 and 1996-1998 is larger than the total
number of approvals over the two decades from 1975 and 1995. In terms of equity values, approved projects
over the past two years represent between a quarter and a third of the cumulative stock of approved projects
to date. Overall, the approval rate has increased over time from an average of 33 projects per year, in the five-
year interval between 1970 and 1975, to 126 projects per year, between 1990 and 1995 (see table 1.4).3

Of course, the translation of investment approvals into actual investments is not automatic. The rate of
investment realization in Egypt is about 35 per cent, which is higher than the rate in other developing coun-
tries (see table 1.5). There also appears to be a lag of about three years between the approval and start of
operations of the typical investment project. These factors notwithstanding, it is likely that the implementa-
tion of approved projects will imply a tremendous increase in realized flows of FDI over the next five years.

Table 1.1. World foreign direct investment inflows in developing economies, 1990-1998
(Billions of US dollars)

Rank/Countr vy 1998 @ Average 1990-1997

More than 10 billion

1. China 42.0 25.0
2. Brazil 24.0 5.3
3. Mexico 10.0 7.3
More than 5 billion

4. Singapore 7.3 6.3
5. Argentina 5.6 4.3
6. Poland 55 2.2
7. Korea,Rep. of 5.1 13
8. Malaysia 51 4.4
9. Chile 5.0 2.3
More than 3 billion

10. Thailand 4.8 2.2
11. Colombia 45 19
12. Venezuela 3.7 15
13. India 35 1.2
14. Russian Federation 3.0 16
More than 1 billion

15. Saudi Arabia 24 04
16. Hungary 21 1.9
17. Peru 2.0 14
18. Egypt 1.8 0.6
19. Philippines 18 10
20. Nigeria 16 1.2
Total de veloping countries 155.4 89.4

Source:World Bank (1999) Global Development Finance and UNCTAD FDI/TNC database, 1998.
aProvisional.

2 GAFI's breakdown of inland projects is in two parts. The first part provides data on number of projects, authorized capital, invest-
ment cost and estimated employment by broad region (12 regions), subregion (24 governorates), major industrial cities (8 cities) and
industrial zones (16 inland zones). The second part provides data for main economic activities (manufacturing, agriculture, tourism,
services, construction and finance) for number of projects, authorized capital and investment cost for each of the same groupings.

3 Financial projects (a total of 517 of which 277 are in operation, with investment costs of LE 9 billion) are excluded from the analysis
so as to avoid double counting investment aggregates, since a good part of investment costs consists of loans or equity provided by
the financial sector.
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Table 1.2.  Foreign direct investment inflows in Egypt, 1990-2000
(Millions of US dollars and percentage)

1990 1991 1992 1993 1994 1995 1996 1997 1998 2000°
FDI,US$ million 136 141 359 453 1285 677 770 850 1800 2248
FDI % GDP 0.28 0.42 0.86 0.97 2.49 112 11 12 21 3.9
FDI % GDI 0.96 1.76 4.36 5.99 1181 5.43 8.66 8.70 10.0 19.5

Source: FDI from Balance of payments, Central Bank, GDP and GDI from national accounts, Ministry of Planning.
a Projections for the year 2000, World Bank (1997). Arab Republic of Egypt: Country Economic Memorandum, Report N°. 16207-EGT

The global economic environment will also affect FDI flows to Egypt. However, to the extent that Egypt’s
main sources of investment are Europe and the United States, flows may not be affected by the forecast damp-
ened investment by Japan and other Asian countries. In the immediate future, FDI into Egypt will be sustained
primarily by domestic economic growth. On the domestic front, investors, foreign and Egyptian, are respond-
ing positively to the improved business climate, economic stability and the reformed institutional environment.

The Egyptian private sector is increasingly playing a lead role on the investment front. The trend in investment
approvals shows that the average value of an investment project has not increased, but that the equity contribu-
tion of investment partners has shifted towards greater domestic participation. The foreign contribution to the
total equity of investment projects has decreased from 61 per cent to 24 per cent between 1991-1992 and 1996-
1997. Foreign investors are increasingly involved in non-equity arrangements and joint ventures with low-equi-
ty investment, and are also obtaining credit from the domestic banking system to finance investment projects.
Thus, while foreign investment is growing, its contribution is shifting from the provision of capital, and is increas-
ingly to be seen in terms of providing access to technology (tangible and intangible), markets and training.

Egypt currently boasts 26 out of the 100 world’s largest TNCs. The top TNCs in Egypt in electronics include
General Electric, IBM, Philips, Siemens, and Sony. Toyota, Nissan, Fiat, Daimler Benz and BMW have invested
in the automobile industry. In petroleum, the key players are Amoco, Royal Dutch Shell, Mobil, Exxon, British
Petroleum and the ENI group. Bayer, Glaxo, Hoechst, Novartis, Du Pont and Rhéne Poulenc are in chemicals
and pharmaceuticals. Unilever and Nestlé are in the food and beverage sector.

Table 1.3. Number and equity of approved projects, 1991-92 to 1996-98
(Millions of Egyptian pounds and percentage)

Total number Total equity Egyptian equity Foreign equity* Percentage of foreign

of projects LE million LE million LE million equity in total

1991- 92 100 1907 741 1166 61
1992 - 93 180 2 497 1586 908 36
1993- 94 164 3614 2522 1092 30
1994- 95 726 6 167 5092 1075 17
1995- 96 1432 13317 10 322 2995 22
1996- 97 1729 16 184 12 367 3817 24
1997- 98 2187 28 646 23242 5404 19
Total 1991 - 97 4431 43 686 32 633 11 053 25
Total 1974 - 90 1501 14518 14518 6 479 45
Stock mid-1998 6618 93 329 70 393 22 936 25

Source: GAFI, 1998. Calculated as change in annual cumulative stock figures from GAFI data sets.
Note:includes both inland and free zone projects.
* Foreign refers to Arab plus non-Arab investment.
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Table 1.4.  Number and investment costs of inland projects approved, in operation and

under execution, 1978, 1988 and 1998
(Number and millions of Egyptian pounds)

1978 1988 1998
Number of projects
Approved 591 1380 6 618
In operation 170 850 2441
Under execution 259 200 4177
Investment costs
Approved 2 967 14 302 182 289
In operation 467 7228 70 639
Under execution 1434 1939 111 650

Source: Based on GAFI tabulations for end 1978, 1988 and 1998.

2. The regional and sectoral distribution of investment projects

A feature of FDI in Egypt is the effort to diversify the geographical concentration of industry in Cairo. This
effortincludes the establishment of industrial zones, new industrial cities, free trade zones and technology parks.
They are administered by different entities and offer different incentives to potential investors (see chapter Il).

The first and second generation of eight new industrial cities established in the desert (Tenth Ramadan, Sixth
October, BorgAlArab, Sadat City, Amerya, Salheya, Badr and Obour) have been successful in attracting invest-
ment. In 1997, the eight industrial cities hosted a cumulative 1,093 projects (approved) valued at LE 28 billion (an
average of LE 25.6 million per project) and employment of 187,557 (an average of LE 149,290 of capital cost per
job created). New communities have also been launched recently in the SouthernValley.

Industrial zones, which are located adjacent to existing urban areas, have also attracted a large number of
investment projects. Recent investment projects are located in Upper Egypt, adjacent to the existing cities of Assi-
ut, Minia and Sohag. The total investment cost of 1,257 projects to be established there is estimated at LE 1,716
million (an average of LE 1.4 million per project) and total employment is forecasted at 62,148 jobs (an average
of LE 27,612 of capital cost per job created).

Thus, small- and medium-sized enterprises appear to be responding to the provision of supervised land and
related tax incentives in the less developed governorates of Upper Egypt. Hopefully, this policy will bear fruit in
encouraging investment in the rest of the Upper Egypt governorates, for instance in each of the two new indus-
trial zones in Aswan and Quina which have so far attracted less investment.

Table 1.5. Investment projects realization ratio for selected economies, various years
(Percentage)

Country Year Realization rate
MENA region

Egypt 1997 35

Turkey 1996 25

Asia

China 1995 41

India 1994 17

Indonesia 1996 21

Singapore 1994 47

Source: GAFI and UNCTAD database on FDI and TNCs, 1998.
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Investment in the free trade zones enjoys special incentives but they have been less successful than investment
made in other industrial zones in attracting investment projects (see chapter IV). The free zones (Cairo, Alexan-
dria, Port Said, Suez, Ismailia and Damietta) have attracted a larger share of foreign capital in terms of equity par-
ticipation (34 per cent, compared to 22 per cent inland), but most of the projects are small scale and have low-
er investment costs. In 1998, projects in operation in the free zones have a total registered equity capital of LE
3,388 million for a total investment cost of LE 7,190 million. More than half of the approved projects are for stor-
age and warehouse. New initiatives to facilitate export-oriented investment in the free zones are under way. Two
new private-sector run ports in special free zones are to be established within five years east of Port Said at Sharq
al-Tafria and the north-west end of the Gulf of Suez, north of Ain Sukhna. These free zones should function as
port hubs and enjoy export-oriented services infrastructure.

Figure I.2.  Distribution of foreign direct investment in Egypt by sector, 1997
(Millions of US dollars and percentage)
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Source: GAFI, 1998

The “technology valleys” programme has been designed to develop new zones with dedicated infra-
structure to attract investment in high technology industries. The first of this kind, the SinaiValley, has been
established in Ismailia. The first stage of the programme should develop 3,000 acres, including an “immedi-
ate area” of 220 acres already reserved by investors. Investment plans include multimedia, CD-ROM, satel-
lite dishes and computer components. The SinaiValley is expected to become fully operational by the year
2008 and other valleys are in the planning phase, including Sixth October, Sohag and Nag Hamadi (see fig-
ure 1.3 and chapter IV).

The sector list of approved projects by GAFI shows that investments in manufacturing are growing
rapidly (from a low base), and in 1997 accounted for 46 per cent of overall investment costs of inland pro-
jects, up from 35 per cent in 1978. Within manufacturing, the most important industries are chemicals, build-
ing materials, engineering, food, metals and textiles.

The second largest FDI sector in absolute value and growth is tourism, where investments tripled in val-
ue between 1978 and 1988. They grew dramatically - by a factor of 14.5 - between 1988 and 1997, but will
have slowed down after the 1997 terrorist incident at Luxor. Finance is the third largest sector for FDI. The
most successful investment locations have varied according to the sector of economic activity.# Manufacturing
has concentrated in Tenth Ramadan, Sixth October and Cairo (see table 1.6).

4 See statistical annex.
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The highest average capital cost per project is in Amerya at LE 67.8 million (due to the large size of the
Amerya textile complex) followed by Cairo, Sixth October and Tenth of Ramadan. In services, the highest
average capital cost per project is in Sixth October at LE 168 million per project (due to the large “Media City”
complex being developed), followed by the Red Sea, Cairo and South Sinai.

Table. 1.6. Sectoral and regional distribution of investment projects, 1998
(Number and millions of Egyptian pounds)

Projects No. of Investment Top 4 cities in terms of number of projects
projects cost million
Manufacturing 3343 54 320 Tenth Ramadan (442), Sixth October (360), Cairo (369), Assiut (268)
Agriculture 399 10 011 Albihera (52), Giza (44), Sharkia (29), Assiut (25)
Tourism 797 38 977 Red Sea (241), South Sinai (192), Cairo (138), Giza (78)
Construction 251 12 155 Cairo (124), Giza (61), Alexandria (15), Red Sea (11)
Services 506 10 995 Cairo (212), Giza (93), Alexandria (134), Sharkia (28)
Finance 392 15 555 Cairo (237), Giza (114), Alexandria (19), Port Said (6)
Grand Total 5 688 142 013

Source: GAFI, 1998

3. The main investors

There are three important Sources of investment in Egypt: Europe, the United States and Arab investors,
particularly the Gulf States. According to home country statistics, the United States holds the largest FDI stock
in the country — US$ 1.6 billion in 1996 and Italy, albeit at a low level, holds the highest average growth rate
of stock (50 per cent) between 1990 and 1996 (see table I.7). France, the largest investor in North Africa
(mainly in Morocco and Tunisia), does not have a significant investment presence in Egypt.

Table 1.7. Foreign direct investment stock of major investors countries in Egypt, various years
(Millions of US dollars and percentage)

Investor country Year Egypt

France 1994 na.a
Growth 1990-94 na.za
Egypt's share in total FDI in Africa 1%b
Germany 1995 102
Italy 1994 2
Growth 1991-1994 53
Egypt's share in total FDI in Africa 50%
United Kingdom 1995 116
Growth 1990-1995 19%
Egypt's share in total FDI in Africa 2%
United States 1995 1409
Growth 1990-1996 11%
Egypt's share in total FDI in Africa 27%

Source: UNCTAD database on FDI and TNCs, 1998.
a not available.

b Estimate.
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The geographical distribution of FDI in Egypt is similar to that of other countries in the MENA region.
Foreign investments in Egypt, Lebanon, Morocco, Syria and Tunisia are dominated by European firms (over
70 per cent). The United States is a very important investor in Algeria, Egypt and Israel, particularly in ener-
gy-related investments.

A striking difference between the MENA region and other developing regions is the relatively low level
of regional investment. However, in Egypt, Arab investors participate in a quarter of all approved projects.
But these tend to be more in construction and in industries with somewhat passive financial commitments,
and less in manufacturing or in industries with the potential to transfer technology and managerial experience.
A notable exception is the food industry, where regional investment play a leading role. Regional investment,
accompanied by industrial upgrading, was experienced in some Asian and, increasingly, in Latin American
countries.s

There is also a clear pattern of sectoral concentration for other home countries. For example: the Unit-
ed Kingdom has an above average presence in food processing and services (including tourism); Belgium in
building materials; France in agriculture; Germany in building materials, tourism and engineering; Italy in engi-
neering, metals and tourism, India in textiles and chemicals; Japan in metals; the Republic of Korea in build-
ing materials and metals; Switzerland in tourism, chemicals and engineering; and the United States in chem-
icals, building materials and engineering (see statistical annex, table 5). Overall, FDI in Egypt originates from
more than 35 foreign countries.

B. Impact of FDI in Egypt

FDI can stimulate exports, technology transfer and technological capacity building, as well as human
resources development. The following sections briefly review trends in these areas.

1. Egypt’s export performance

Egypt is centrally located in close proximity to the markets of Europe, North Africa and the Middle East.
This presents opportunities to serve as a hub for transport and other services, as well as to serve as an
export platform. Preferential access to the European Union market gives Egyptian exports an edge over
those originating in several developing Asian economies, including, for example, Malaysia and Thailand. How-
ever, most of Egypt’s neighbours also have preferential access to the European market, and some have gone
further in their integration process with the European Union, as in the case of Morocco and Tunisia. The
upcoming free trade agreements that Egypt is negotiating with the United States should also open new oppor-
tunities.

Egypt is only starting to reap benefits from these promising prospects. Export values have doubled
between 1990 and 1996 but are still low: the value of exports is less than 10 per cent of industrial output in
contrast to an average share of 15 per cent in developing countries (see table 1.8). Exports and imports as a
share of GDP remained relatively steady between 1990 and 1997 (World Trade Organization, 1999)5 .

Moreover, the volume of exports in products with revealed comparative advantage (RCA) is low. Egypt’s
export distribution shows a dependence on extractive or primary processing stages of raw materials (agri-
cultural raw materials, food, ores, metals and fuels), despite the growth of manufactured exports between
1986 and 1996. In 1996, more than 60 per cent of manufacturing exports were low skill products.

5 Peter Petri (1997). “The case of missing foreign investment in the Southerm Mediterrenean”, OECD development Centre, UNC-
TAD (1997). World Investment Directory: West Asia Sales N° E97.11.A.2; World Trade Organization (1999). Trade Policy Review of Egypt.
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Figure 1.3.

Number of investment projects in Egypt by sector and location, 1998
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The Southern Mediterranean economies (Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, Palestine,
SyriaandTunisia), all rely on the primary sector as shown by the RCA index for selected Mediterranean coun-
tries (see annex table 6).

Comparing Egypt’s export growth with the growth of international demand (world imports),t Egypt’s
competitive exports or “rising stars” are cotton, garments, pharmaceutical products and automobile parts.
At the same time, Egyptian exporters are gaining shares in markets that are declining or growing at below
average rates. These “falling stars” include petroleum products, vegetables, textile articles and clothing. For
these products, new market niches can offer opportunities to expand exports in spite of an overall decline
in world imports (see table 1.9).

In Egypt there does not appear to be a close association between FDI and exports. While manufactur-
ing industries receive more than half of all investment, manufactured products account for only a third of total
exports. Within manufacturing, textiles represent 38 per cent of total exports, followed by food (33 per
cent) and chemicals (16 per cent) (see figure 1.4). There is strong investor interest in chemicals and chemi-
cals have a growing share in Egypt’s exports. However, there is relatively little presence of FDI in textiles and
food. In addition, electronics and auto parts have positive RCAs but receive little FDI.

Figure 1.4. Distribution of trade in Egypt by sector, 1997
(Millions of US dollars and percentage)
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Thus, the question arises whether greater investment, both foreign and domestic, can be attracted by
industries in which Egypt has comparative advantage and where export potential remains largely untapped.
In addition, in some export industries such as textiles, FDI could perhaps contribute to upgrading exports,
by shifting from low value added textiles and yarn to higher value-added garments. Overall, Egypt’s export
pattern and trends suggest the need to encourage manufacturers to enter export markets and upgrade the
country’s production and trade structure.

6 “Egypt’s export performance and international demand ”, 1997, ITC, Geneva.
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FDI complements trade by enabling countries to gain from international specialization, by expanding the
size and scope of markets and by providing access to the trading and information networks of global com-
panies. How important are such linkages in Egypt? The value and the composition of intra-firm trade and the
export propensity of foreign affiliates are not known for Egypt; however, as intra-firm trade is generally char-
acterized by high levels of trade in intermediate products, inter-industry trade data can serve as a proxy for

intra-firm trade.

Table 1.8. Egypt’s export distribution by main categories, 1986 - 1997
(Percentage)

Type of export 1986 1990 1994 1995 1997

Agricultural raw materials and all food items 23 19 16 16 12
Ores and metals and fuels 57 38 44 44 59
Manufactured goods 20 43 40 40 40

Source: UNCTAD (1997). Handbook of International Trade and Development Statistics Sales No. E/F97.11.D.7

An inter-industry trade index has been calculated to estimate Egypt’s degree of industrial specialization.”
The index is low:0.17 in 1992-1994, compared to 0.89 for the European Union and 0.58 for Israel, 0.30 for
Tunisia and an average of 0.25 for 13 Arab countries. However, the index is rising fairly rapidly:it was 0.10 in
1984-1986, compared to 0.88 for the European Union, 0.47 for Israel, and an average of 0.16 for the 13 Arab
countries. Thus, while Egypt’s inter-industry trade is still limited, there appears to be potential for expand-

ing trade and investment linkages (as the index is low but rising rapidly).8

Table 1.9. Egypt’s portfolio of exports

Growth of world imports 1992-1996

Losers in declining markets Achievers in adversity
Petroleum oil & crude Petroleum products
LOW Textile yarn Vegetables
Cotton woven Men clothing
Works of art Textile articles nes
Women clothing
Chemicals
Underachievers Champions
Rice Cotton
Aluminium Coke
Electronics Men wear knit
HIGH Sugar, molasses
Pharmaceuticals
Motor vehicle parts, accessories
LOW HIGH

Growth of export of country 1992-1996

Source: UNCTAD, Comtrade database, 1998.

"The index in sector i is usually defined as: [ITi = 1- ABS (Xi- Mi)/ (Xi+ Mi), where Xi is exports of i and is imports of i.
8 Peter Petri (1997). “Trade strategies for the Southern Mediterranean”, OECD Development Centre, Technical Papers No. 127;
Havrylyshyn, O. and P. Kunzel (1997). “Intra-industry trade of Arab countries: an indicator of potential competitiveness”, Working

Paper of the IMF, Washington, D.C.



Investment Policy Review of Egypt

2. FDland technology

Technology has long received priority in Egypt, but emphasis has been placed more on scientific research
and less on technological innovation in the productive sphere or at the enterprise level.® Egypt’s technical skill
base compares favourably with that of its neighbours (see table 1.10 and 1.11). However, expenditures on
research and development (R&D) are relatively low, especially among productive enterprises (see table
1.12). Thus, relative to neighbouring countries, Egypt exerts considerable effort on the upkeep of scientists
and institutions, but significantly underspends on the actual conduct of R&D.

The Egyptian science and technology (S&T) infrastructure therefore has key strengths and weaknesses.
The strengths include: a ready supply of educated and specialized personnel; a network of R&D institutions;
some well focused industrial R&D; and a long tradition of Government commitment towards, and financial
support for, S&T institutions.

The weaknesses include: inefficient management structure; inadequate resources; weak links between
R&D institutions and industry; ineffective and non-motivating funding policies; and a relative isolation of S&T
institutions from larger socioeconomic activities. Egypt’s S&T institutional structure is extensive. Three
Government ministries deal with S&T: Industry, Scientific Research and Public Enterprise Sector. The Export
Development Bank and the Industrial Development Bank maintain technical departments to assist the private
sector. There are several universities and numerous institutes. Although these institutions maintain some link-
ages with product development and undertake joint research with the private sector, the interaction with the
private industrial sector is weak, and government institutions appear to provide general services to small and
medium enterprises in a passive way.

Seventy per cent of Egypt’s more than 300 S&T institutions are involved in higher education, and only 16
per cent are involved in the productive sector (see table 1.12). There is a lack of institutions for quality con-
trol, design, standardisation, etc. In addition, the private sector conducts little R&D, and both public and pri-
vate R&D are below the benchmark of 1 per cent of GDP set for developing countries. 10

Table 1.10.  Skills for technology development
(Number and percentage)

Numbers enrolled as % of age group Enrolments in tertiary education
Primary Secondary Tertiary Technical fields Engineering
1990
Country 1970 1990 1970 1990 1970 1990 No. % No. %
Egypt 72 98 35 82 18 19 66 610 0.12 42 354 0.08
Morocco 52 68 13 36 6 10 70 933 0.28 2275 0.01
Tunisia 100 116 23 45 5 9 13 939 0.17 4792 0.06
Turkey 110 110 27 54 6 14 144 446 0.26 96 633 0.17

Source:World Bank-IDF

Egypt’s base of trained and skilful technical personnel has attracted foreign companies involved in a range
of economic activities. Their operations have facilitated a diffusion of production technologies and manageri-
al practices (successful cases in a number of dynamic industries and services are presented in chapter 1V).
The variety of FDI in Egypt is illustrated in table 1.13. In scanning this list, it should be borne in mind that FDI
can take a variety of forms, and that no single form is ideal.

9World Bank-IDF (1997). “Egypt private sector assessment”, Washington, D.C
10World Bank-IDF (1997). “Egypt private sector assessment”, Washington, D.C
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Some forms (such as wholly owned subsidiaries) tend to be more conducive to the transfer of advanced
proprietary technologies to the host country, while others (such as joint ventures) are seen as more supportive
of technological learning by host country enterprises.

Table 1.11. R&D expenditures and personnel in Egypt, 1990

Country R&D (%GNP)  R&D Scientist/engineers  S&E in R&D
by productive in R&D (per (per million population)
enterprises (% GNP) 10,000 employees)
Egypt 0.2 0.04 15 439
Turkey 0.7 0.5 12 224

Source: World Bank-IDF, 1997.

The transfer of tacit technologies through informal exchanges between managers in the same firm (TNC
or joint venture) is likely to be far more intense than between firms, as in licensing arrangements. The more
integrated is an affiliate in a global company network, the greater are the possibilities for affiliates to acquire
company-wide best practices. The more stand-alone is an affiliate, the greater will be likelihood for the link-
ages with domestic firms and local R&D institutions.

Linkages with local suppliers can give rise to positive externalities. However, subcontracting is still not
very developed in Egypt. Supply linkages between large and small enterprises, and between local firms and
foreign buyers appear to be weak by international standards, even for linkage-intensive industries, such as
automobiles and consumer durables.! Most investment projects have taken the form of joint ventures with
the foreign partner often the minority shareholder. In most joint ventures, transfer of know-how is limited
to the production facilities in Egypt with little diffusion in the local market.

An obstacle to increased subcontracting is the limited availability of technically skilled (with shopfloor
experience) local suppliers. The majority of Egyptian manufacturing enterprises are small- and medium-size firms
which generally lack operating technology, and organizational and managerial capabilities, and have difficulty in
meeting the quality standards and delivery targets required by foreign companies. Local TNC affiliates rate pos-
itively the benefits gained from their parent companies. In the UNCTAD survey (see figure 1.5 and the annex
for full details) of firms operating in Egypt, affiliates acknowledged benefiting from linkages with foreign firms
through technology acquisition and training, and by association with an international brand name.

Table 1.12. Classification of S&T institutions according to sector of performance
(Number and percentage)

Sector performance Number Percentage

Higher education sector 223 70
Productive sector 51 16
General services 44 14
Total 318 100

Source: World Bank-IDF, 1997.

1 International Finance Corporation and Foreign Investment Advisory Service, (1993). “Linkages between Egyptian and foreign
firms”, Washington D.C..
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Table 1.13. Examples of types of foreign investment in Egypt

Type of investment Examples

Wholly owned subsidiary Oracle, Bechtel, IBM, Nestlé, 3M, Shell, Xerox
Majority owned subsidiary Glaxo, (90%) Novartis (70%) Lecico (75%) Eli Lilly (85%)
Joint ventures Ezz Group, Suzuki, GM

Minority foreign ownership P. Scherer (10%), Pharco (20%)

Licensing Cleopatra Ceramics, Baghat

Franchising Tefal, Benetton (retailing)

Management contracts Prevalent in hotel sector, Accor, Hilton

Embodied technology transfer Oriental Weavers

Turnkey projects, BOT Technip and other utilities, gas projects

Export/Imports Subcontracting, outward processing trade in textile and garments, electronics, distribution

Source: UNCTAD survey, 1998.

The three most important benefits cited are improvements in productivity, product development and
sharing R&D. The surveyed companies did not feel that their affiliation with foreign companies particularly
benefited the formation of linkages with local suppliers. This suggests the need for appropriate policies to
encourage greater linkages between foreign companies and local suppliers.

There may be potential to strengthen interaction between producers, suppliers and local R&D institutes in
certain industries with opportunities for innovation and investment, such as agronomy and textiles and garments.

Both sectors have a reservoir of natural resources, local expertise and a broad market base of economic
actors. Greater interaction among the actors would not only stimulate innovation in those industries but also
invigorate the ‘surrounding and complementary areas’ (i.e. down the supply chain, through distribution and
customer links, in supporting industries). Information technology could also be a catalytic industry, as the
country is a leading centre for Arabic language with a sizeable industry based on publishing literary works and
producing cultural by-products (see chapter V).

3. FDland human resources development

Investment projects with foreign participation have generated employment and have been particularly
successful in creating new employment opportunities in the new industrial zones, new communities and free
zones. In terms of job creation, a third of total employment (592 thousand jobs in the 5,113 approved pro-
jects up to 1997) is located in the desert industrial cities (193.3 thousand jobs), followed by 17 per cent in
the new industrial zones (100 thousand jobs), and 13 per cent in Cairo (78 thousand jobs). Together they
account for 63 per cent of all new employment. In Upper Egypt, the investment projects are small in size and
labour intensive, and are contributing to employment creation.

Skills relevant for investment projects are available and especially ample at the secondary level. In tech-

nical fields, Egypt boasts the largest number of skilled labour in the MENA region. In engineering, only Turkey
compares with Egypt.
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Figure 1.5.  Benefits from linkages with TNCs

Benefits from linkages Impr ovements intr  oduced
Technology Capital utilization
Brand name
Labour productivity
Training
Management Product development
Equity capital R&D
Export markets Development of local suppliers
I T T T T T T T T
1 15 2 25 3 35 4 45 5 1 15 2 25 3 35 4 45

Source: UNCTAD/ERF survey, 1998.
Note: Average score, from 0 to 5 (highest rank)

Nevertheless, some foreign companies operating in Egypt report a shortage of middle-level managerial
and supervisory personnel. In spite of these shortages, turnover is reported to be not high, perhaps
because these companies often offer higher wages and better employment benefits than other firms. Itis also
reported that the specialized training needs of industry and new services are not adequately met by existing
institutions, whose curricula are not geared to fast-changing skill requirements.

Thus, there may be need to emulate in Egypt the successful experiences of other countries (e.g. Malaysia,
Singapore) in developing specialized training led by the private sector. Such possibilities in services (tourism,
software) and in manufacturing industries (e.g. pharmaceutical, electronics, food processing) are presented
in chapter IV.

C. Overall assessment

There is substantial and growing FDI in Egypt. While recent trends may not be as spectacular as in oth-
er countries, the quantitative performance is encouraging on the whole and certainly within the Arab region
and in Africa (where Egypt is set to overtake Nigeria as the largest recipient among developing economies
of FDI inflows).

At the same time, the qualitative aspects of recent FDI trends warrant reflection. While current FDI
inflows have met the objectives of job creation and output expansion, most industrial projects have so far
failed to boost exports. In itself this may not be a problem:in a large economy production for the domestic
market is usually more profitable than for export. But with the broad range of economic reforms under way
to support export-led private sector growth, it is worth considering why Egypt does not appear to attract
much ‘offshore production’ aimed at advanced country final markets.

One reason arises from limited involvement of TNCs in manufacturing with export potential, such as
food, garments and electronics. The lack of FDI in such sectors also suggests the difficulty of achieving good
supply chain management when Egypt is a part of the international value chain. At the firm level, Egyptian
enterprises could suffer from low productivity, poor product guality or design, and limited ability in prob-
lem solving in repairs and maintenance. Improvements in these areas are essential for increasing the possi-
bility of Egyptian firms’ integration in international networks.
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The contribution of FDI to the development of the technological capabilities of domestic enterprises
could also be enhanced. For example, subcontracting should be facilitated. Egypt's extensive S&T infra-
structure needs to be more supportive of the private sector, and links between R&D institutions and indus-
try need strengthening. Proactive policies include support to domestic firms in the form of technical and infra-
structural services, and incentives or seed funds to provide for technology upgrading.

The longer-term objective in deepening linkages with foreign companies is to become more closely
integrated with the world’s S&T networks. Egypt needs to engage more closely with S&T suppliers and
upgraders internationally. International collaboration may necessitate a change of culture and outlook in the
domestic S&T institutions, and arguably a strong dose of international collaboration and competition may well
force a way forward.

The strong private-investment response which can be leveraged by substantial progress in the current
economic reforms and liberalization, needs to be supported by appropriate policies to improve the business
climate in order to enhance Egypt’s attractiveness for FDI, and to initiate effective policies to attract new
investors and to support capacity expansion and upgrading among the stock of existing investors. Against this
background, Egypt’s investment policy framework is reviewed in the next chapter.
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Il.  The policy framework

A. Government policy objectives

The Government of Egypt recognizes the importance of private investment for economic growth.
National policy objectives are aimed at achieving private-sector led, outward-oriented economic growth,
through the following:

o Maintaining a stable macroeconomic environment by ensuring fiscal and monetary discipline and by
strengthening monetary policy tools, thereby raising the rate of economic growth.

o Opening the economy to foreign investors and pursuing the process of privatization. At the macro
level, privatization provides substantially increased government resources and reduces the govern-
ment’s financing requirements. At the micro level, it improves the performance of enterprises both
directly and indirectly. Privatization in Egypt will also improve the business climate by sending a sig-
nal of confidence to both domestic and foreign investors (Box Il. 1).

o Creating a business-friendly environment, through the establishment of a comprehensive and transpar-
ent set of business regulations, improving the institutional and regulatory environment for investment.

o Developing capital markets. The Government has identified the need to increase competition in the finan-
cial sector and to strengthen financial market institutions and the Capital Market Authority (Box II. 2).

o Attracting foreign direct investment. The role of FDI is important in increasing the level of private
capital inflows in total domestic capital formation, in providing technology and in improving mar-
keting and management techniques. FDI could also contribute to increasing and diversifying manu-
facturing exports.

B.  Main regulatory issues

Since the mid-1970s, the Government has introduced various laws increasing Egypt’s openness to for-
eign investors. In 1997, Investment Law No. 8 was enacted to complement and to introduce more coher-
ence in the plethora of laws on investment and it represents, to a certain extent, an improvement of the
investment regulatory framework that has evolved during the past two decades (see table 11.1). Among the
most essential provisions of Investment Law No. 8 is granting of national treatment to foreign investment.
Other provisions regard guarantees for repatriation of profits and guarantees against expropriation.

After the enactment of the new law, UNCTAD conducted a survey of firms with foreign participation
operating in Egypt and a survey on potential international investors (see Box 1.3 and annex for full details).
The international business circles perceived the new investment law as a step towards granting an equal lev-
el playing field for domestic and foreign enterprises.

The survey by UNCTAD and ERF in Egypt shows that executives of TNC affiliates see a drastic improve-
ment of the business climate brought about by the adjustment and stabilisation programmes adopted by the
Government as well as by the enactment of the Investment Law No.8.

In addition, the survey on international investors conducted by UNCTAD has evaluated Egypt’s attrac-

tiveness to potential investors, considered a range of economic and policy variables. The results presented
in table 11.2 and confirmed those of other surveys. According to the companies interviewed, a growing econ-
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omy, liberalized rules for foreign direct investment, and the prospective free-trade agreement with the Euro-
pean Union have greatly contributed to a favourable investment climate in Egypt.

In this regard, the World Economic Forum “Global Competitiveness Report” (1997) ranked Egypt 28th
out of 53 countries, and highlighted both positive and negative features of business climate in Egypt. On the
positive side, Egypt ranked high in terms of the investment protection schemes available to investors, its geo-
graphical location, exchange stability and labour costs. Problems concern the size and efficiency of the admin-
istration, the extent of the country’s openness to trade, a lack of management skills, an insufficiently flexi-
ble labour legislation and the poor quality of institutions supporting commercial activity. However, the
Report states that when international business executives were asked whether changes to government poli-
cies in a country had improved competitiveness in 1996, Egypt was first in the 58 countries included.

Table 11.3. presents a comparative review of the legal framework for FDI in selected MENA countries.
Cautious interpretation is necessary because practices may differ from formal rules. Unlike other countries
in the MENA region, which have a long tradition of openness (e.g. Lebanon), Egypt has a specific regulato-
ry and institutional framework governing foreign investment while in other countries the general regime
applies both to foreign and domestic investors.

The conditions set by the new regulatory framework for investment in Egypt are as follows:

1. Investment treatment

(@) General regime

The basic law governing the establishment and operation of companies in Egypt is the Companies Law
No. 159 of 1981. It sets out the rules and procedures for incorporation in Egypt and regulates taxes, fees
and employment rules. Foreign companies may incorporate under the Companies Law, but there are some
articles that limit foreign ownership.

Thus, the majority of foreign companies choose to register under Investment Law No. 8, under the
administrative authority of the General Authority for Investment and the free zones (GAFI). The new law con-
solidates guarantees established by the Constitution and lists 16 areas which may benefit from automatic
approval and other incentives.

The activities covered are the following: land reclamation; fishing, poultry and animal production; indus-
try and mining; tourism -- hotels, motels, villages, tourist transportation --; maritime transportation;
refrigerated transportation and related services, air transportation and related services, housing ; real estate
development; oil production and related services; hospitals and medical centers that offer 10 per cent of their
services free of charge; water pumping stations, electricity, roads and communications; venture capital; com-
puter software production; projects financed by the Social Fund for Development; leasing; risk capital and
guarantees for subscription in securities. With the executive decree of August 1997, petroleum refining and
cinema production were added to the fields of activity for investment (Art.3 (a)).
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Box Il.1. Privatization

By 1991, in the context of the ERSAP, Law 203 (the public enterprise law) addressed public enterprise
reform. The law was designed to eliminate the difference in treatment between public and private enterprises.
The Government has adopted two approaches to reform the State Owned Enterprises (SOEs). First, it
granted autonomous management to SOESs, and secondly, it introduced regulatory measures for the SOEs
and the private sector. Public-sector companies were separated from their ministries and reorganized into
17 diversified and financially autonomous holding and affiliated companies. The holding companies were made
dependent on their economic viability and were prepared for privatization, restructuring or liquidation. The
selection of companies to be privatized is based on two different approaches: sales to the stock market; land
sales to anchor investors which could bring technology and access to markets. The criteria for selection were
the following: for stock markets: a choice of profitable companies avoiding the sale of strategic companies
or companies in need of restructuring; for anchor investment: tackling financial problems but not market-
ing problems; use of sales agents that help in identifying potential buyers.

Privatization through the stock market has achieved some success. Privatization through the mechanism
of strategic investors did not meet the expected demand, and the programme is now relying more on pub-
lic subscriptions as the lead strategy. Port services, telecommunications, electricity, banks and insurance
companies are all set to be privatized. The privatization programme encountered various difficulties such as
the regrouping of the companies to be privatized in specialized holdings in view of their financial restructur-
ing, unemployment concerns, the limited role of the securities market and the lack of involvement of for-
eign investors. Between 1995 and 1997, the privatization programme accelerated. Offers were made of
113 companies out of 314 and 80 per cent were offered in the past two years. Total cash proceeds reached
about 3 per cent of GDP (LE 9.2 billion).

Egypt’s experience during the last two years has shown that there is a two-way relationship between
financial sector development and privatization. The progress in the capital market has facilitated the privati-
zation process by mobilizing domestic and foreign funds. Privatization, in turn, has attracted portfolio
investment that revived the activities of the Egyptian securities market. Banks in Egypt have also played a vital
role in the valuation of SOEs offered for sale, introducing sub-custodian services, financing leverage and man-
agement buyouts. Some of the banks adopted the universal banking concept and have established investment
funds in dealing with shares of privatized companies, and penetrated the fields of venture capital, brokerage
and portfolio management.

Source: UNCTAD Survey, 1998.

Investments are approved automatically for projects in one or more than one area. The following cate-
gories still require prior approval from interested ministries before an investor contacts GAFI: all military
products and related industries; tobacco and tobacco products ; any investment in the Sinai.

The most notable change in the new investment law is the opening up of the fields of activity which were
previously restricted to foreign investors. These include infrastructure (electricity, water, transport), finan-
cial leasing, oil and gas services. The list of fields of activity is not exhaustive, as article 1 permits the Cabi-
net of Minister to add new activities to the list. In addition, the Executive Regulation, under Article 1, defines
more in detail the scope and nature of activities covered by Investment Law No. 8.
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Box 1.2.  Financial market reforms

In 1991, a 3 year programme to reform the capital market was designed, with the assistance and guide-
lines prescribed by the World Bank, to develop the securities market, a key intermediary institution that
mabilizes savings and channels them towards investment. This programme included implementation of a new
Capital Market Law No. 95 of 1992 (CML). The new Law aims at organizing and developing the securities
market, under the direction of the Capital Market Authority (CMA). The Authority is in charge of protect-
ing investors against unlawful and unfair practices, and guarantees the availability of relevant information,
through a prudential regulation scheme, that is to incorporate liquid capital requirements based on actual risk
exposure and a record-keeping and reporting system to facilitate supervision.

The Authority is given complete jurisdiction over the stock exchanges to monitor their performance, in
addition to assuring that all listed companies comply with regulations. The Executive Regulations stipulated
that both the Cairo and Alexandria Stock Exchanges link their trading floors, through an advanced commu-
nication system, in order to facilitate direct access to prices, trading clearance, settlement and the transfer
of ownership, as well as providing better information to the regulating agency and the public is in the process
of development. Previous market entry restrictions which were obstacles for international investors have
been eliminated. These measures, aimed to liberalize the capital market, have enabled foreign investors to
be treated as national firms, abiding by the same legal and administrative processes.

As a result, greater access to capital is expected to be forthcoming, allowing for more expertise and the
diversification of market intermediaries and investment services. Moreover, allowing international firms to
engage in the market, will help to introduce more capital, expertise and investment services. Different insti-
tutions to meet the increased demand for securities, especially for non-professionals, are warranted. Exam-
ples of these institutions are:

o Brokerage companies: Currently, there are 140 brokerage companies. One of their functions is to
increase the awareness of trading in securities and provide advice to investors;

o Portfolio and management firms: Approximately 20 of these companies presently exist in Egypt.
People interested in investing in securities may give power of attorney to these experts, who would
in turn design a diversified portfolio to help minimize risks for the investor’s account; and would
lower interest rates, improve savings performance, facilitate capital mobility, and boost investment.
The outcome of such a reform programme resulted in a more efficient securities market capable of
serving as a revitalized source of capital formation and risk management, broader ownership of eco-
nomic assets and new types of securities and financial service.

Market capitalization in Egypt has increased from a mere US$ 3 billion five years ago to US$ 20 billion in
1998. There is also an increase in the number of listed companies. Of the 90 companies listed, 57 showed
yearly profit increases above 11 per cent. The upgrading of the capital market facilities should continue,
including new financial legislation that would provide a satisfactory system of disclosure, improve informa-
tion services and support small and medium enterprises.

Source: UNCTAD Survey, 1998.
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(b) Ownership conditions

Egypt allows 100 per cent foreign ownership in investment fields specified under Investment Law No 8.
Businessmen investing in any other sector not covered by this law will operate under Companies Law 159.
Under the Companies Law, corporations must initially publicly offer shares of at least 49 per cent of the com-
pany to Egyptians for one month, and only if there are no subscriptions by Egyptians, may foreigners purchase
the majority of shares. Ultimately, under Law 159, companies may also have 100 per cent foreign ownership.
The Companies Law also sets minimum capitalization requirements for joint stock companies.

(c) Sectoral treatment

Investment in areas not covered by Investment Law No. 8 are subject to Cabinet approval. Specific con-
ditions also apply to some sectors. Thus, foreign investment in the petroleum sector is governed by con-
cession agreements between foreign investors and the Egyptian General Petroleum Corporation (EGPC).
Foreign investment usually takes place under a production-sharing agreement. The foreign company receives
up to 40 per cent of the oil produced.

Insurance Law 91 of 1995 allows foreign companies to access the local insurance market after a five-year
period (which the Government may waive). However, Law 91 limits foreign firms’ participation to 49 per
cent.According to provisions of Law 229 of 1996 and Law 3 of 1997, private investors including foreign firms
can build and administer highways and operate airports under BOT arrangements up to 99 years.

(d) Authorization procedures

Under the Companies Law, the investor first applies to the General Organization for Industrialization
(GOFI) for an industrial license authorizing the establishment of a new production facility, then seeks
approval from the Companies Department in the Ministry of Economy and ForeignTrade. The steps then tak-
en are the same as for the formation of a local company. The incorporation process for companies governed
by Law 159 was in principle significantly facilitated by the adoption of the Ministerial Decree 354 of 1996
which states that companies no longer need security clearance before registration. Furthermore, accord-
ing to Ministerial Decree 178 of 1996, GOFI services are provided free of charge and its procedure con-
straints alleviated. Investor’s requests for the temporary release of production requirements and controls
on listed imported inputs are processed within the same day. However, investors claim that the timetable is
not always met.

Under Investment Law No. 8, the General Authority for Investment (GAFI) automatically approves any
request as long as the project s in one of the 16 sectors listed. The potential investor must submit a two-page
“notification form”, giving detailed information on the project’s objective, location, capital, investment costs,
Source of finance, labour and wages. According to UNCTAD's survey, it seems that GAFI is efficient at car-
rying out its procedures and meeting deadlines and that, under normal circumstances, the registration
process can be completed within one week.
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Box II.3.  Obstacles to business establishment
and operations in Egypt

Foreign investors operating in Egypt (see annex for full details) identified various obstacles to business
establishment and operation.

For the majority of factors (13 of 16) a mean score of three or more was recorded, which indicates that

there is room for improving the business climate, especially for establishment and operations, so that they
can compete with other developing countries (figure ILI).

Figure 11.1. : Obstacles to business establishment and operations in Egypt

Political stability

Availability of business information
Predictability of macroeconomic conditions
Tax regime

Dispute settlements

Labour laws

Labour skills

Business establishment procedures
Adequacy of investment incentives
Customs procedures

Tariff levels

Scope/pace privatization
Distribution channels

Unofficial payments

Access to credit

Land tenure policy

Source: UNCTAD/ERF survey of foreign firms operating in Egypt, 1998.
Note: Average score, from 0 to 5 (highest rank)
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(e) Free zones regime

Law 43 of 1974 provided for the establishment of free zones in Egypt. The provisions of this law were
repealed by Law 230 of 1989. Provisions of Investment Law No. 8 of 1997 regarding free zones regime are
identical to those of Law 230. All kinds of investment are authorized in the free zones. The Cabinet of Min-
isters is given the power to establish public free zones, following a proposal made by the competent admin-
istrative authority (GAFI). These public free zones are managed by a board of directors, with a chairman
appointed by GAFI. GAFI also establishes the rules applying to the operations of free zones. Such free zones
enable enterprises to operate with minimal regulatory and administration constraints.

The approval process was greatly facilitated for projects in the free zones, Investment Law No. 8 appli-
cations are routed through the board of directors of the relevant free zones, which are normally headed by
the governor of the area where the zone is located. As of 1997, public free zones included Nasr City
(Cairo), Alexandria, Port Said, Sohag, Suez, Ismailia, Damietta and Safaga.

Private free zones can be authorized by GAFI for a single project. GAFI may also designate any factory
site a free zone (no longer for warehousing) if existing free-zone sites are impractical. Sites of already estab-
lished projects can be declared private free zones by GAFI. However, the executive regulations of the Law
stipulate that, inter alia, at least 50 per cent of production should be exported.

As a general rule, no performance requirements are set for foreign investors in Egypt, but some require-
ments may apply under Investment Law No. 8.

() Corporate governance and labour requirements

Under Companies Law 159, the majority of directors must be Egyptian and employees must be repre-
sented on the board. Investment Law No. 8 does not establish any requirement on the minimum percent-
age of Egyptian employees and GAFI has established its own manpower office to assist companies to obtain
work permits for expatriates. Although Egypt’s labour regulations are restrictive, enforcement is reported
by foreign investors to be flexible in some areas, but termination of employment is still a lengthy and rigidly
supervised procedure. Health and safety laws in the workplace are strictly enforced.

(9) Land ownership

Land ownership by foreigners is not explicitly forbidden by the Constitution, and is specified in the law. Law
15 of 1963 prohibits foreign ownership of agricultural lands, except for desert-reclamation projects. Law 143
of 1981 authorizes ownership of desert land by partnerships and joint-stock companies with Egyptian partic-
ipation of 51 per cent. Companies incorporated under Investment Law No. 8 regardless of the level of for-
eigh ownership, have the right to possess and own buildings and land as necessary for exercising and expand-
ing their business. The law also enables the Cabinet to allocate State-owned land free of charge to investment
projects. The construction of industrial facilities on agricultural land is banned and the Government has
stopped issuing licences for new industrial projects in greater Cairo and Alexandria. Foreigners are allowed
to own residential property, but some restrictions apply for historical sites and there is a maximum superficy
that can be bought by foreigners.
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2. Investment protection

GAFI is the only authoritative body to provide guarantees to foreign investors.

(a) Nationalization / expropriation

Article 9 of the Egyptian Constitution and article 9 of Investment Law No.8 provide that companies and
projects cannot be nationalized, confiscated or sequestrated administratively. Articles (8) and (9) of Invest-
ment Law 8 guarantee against nationalization or confiscation of investment projects falling in this domain. In
addition, the law offers guarantees against seizure, requisition, blocking, confiscation, and placing under cus-
tody or sequestration and against full or partial expropriation of real estate and investment project proper-

ty.
(b) Repatriation of funds

Egyptian legislation grants foreign investors the right to remit profits and to repatriate invested capital
(Foreign Exchange Law of May 1994). Transfers are generally made in a freely convertible currency at the pre-
vailing market rate of exchange on the date of transfer, with respect to spot transactions in the currency to
be transferred. However, repatriation of capital under Law 159 companies is subject to some restrictions
concerning the amount of capital transferred. Profit remittances are allowed without prior approval for both
sorts of companies registered under law No.8 and 159. There are no restrictions on loan inflows, repayments
and transfer of royalties and fees.

(c) Settlement of disputes

The domestic courts of Egypt are the competent judicial authority to settle investment disputes.

Egypt is also signatory to the following multilateral conventions relating to investment disputes: the
Convention on Recognition and Enforcement of Foreign Arbitration Awards (adopted in NewYork in 1958),
the Convention on the Settlement of Investment Disputes between States and nationals of other States
(adopted inWashington, D.C.in 1965). Bilateral treaties also provide general guarantees against expropria-
tion, and other investment risks, including repatriation of funds and international disputes.

According to Investment Law No. 8, investment disputes may be settled through conciliation, mediation
and arbitration and through the domestic judicial system. This law also recognizes the right of investors to
settle disputes within the framework of bilateral agreements, the Convention for Settlements of Disputes
between States and nationals of other States (1971) or through commercial arbitration. In addition, these
disputes may also be settled in accordance with the provisions of the Law of Arbitration in Civil and Com-
mercial Matters promulgated by Law No.27 of 1994. Investors may agree also to settle any dispute by arbi-
tration before the Cairo Regional Center for International Commercial Arbitration.

In addition, a committee for deciding on investors’ complaints has been established by the Prime Min-
ister in Decree no.64 of 1996. The Committee is under the Ministry of Justice and is composed of the Min-
ister of Finance, the Minister of Cabinet Affairs and two businessmen designated by the Prime Minister for
a period of one year at a time. The Committee is charged to solve disputes between investors and public
authorities (ministries, departments, administration, local government units, etc.).
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A key issue in settlement of disputes through arbitration is the execution of arbitral awards. If the arbi-
tral award is issued in English, it must be officially translated into Arabic for execution in Egypt. In order to
enforce a foreign arbitral award in Egypt, there are two laws under which it can be enforced, namely, Law
No0.27/1994 on Civil and Commercial Arbitration and Law No. 13/1968 for Civil and Commercial procedures.
The enforcement of an arbitral award is less difficult under the provisions of the Arbitration Law than under
those of the Civil and Commercial Procedures. In the latter case, the procedures are equivalent to those of
normal courts and can be appealed.

Eighty per cent of investment disputes were settled through arbitration since the Egyptian judicial system
is considered slow and its procedures cumbersome.

3. Incentives measures

(@) General regime

Investment Law No. 8 introduces new incentives in the investment regulatory framework of Egypt, while
maintaining those privileges already granted by previous laws or regulations. Earlier incentives and commitments
granted by the Egyptian Government will terminate in accordance with their normal expiration date.

The incentives contained in previous laws and those introduced by Investment Law No. 8 are mainly fis-
cal and deal with tax breaks. The use of land and access to infrastructures in remote areas are dealt with in
the same legislation.

The incentives mentioned in the Investment Law No. 8 are granted automatically and can be withdrawn
only if there is a violation to the established conditions and rules. In such cases, exemption can be revoked
only by a decree of the Prime Minister, at GAFI's request. Any company can appeal the decision to the Admin-
istrative Court.

Investment Law No. 8 exempts profits from the Tax on the Revenues of Commercial and Industrial Activ-
ities and the Tax on Stock Companies Profits for a period of 5 years (Section 3, art. 16) starting from the first
fiscal year of activities. The fiscal regime applies to enterprises operating in any activity expressly listed in the
law. However, a decision of the Cabinet of Ministers can extend the application of the law to additional sec-
tors and activities not explicitly covered (Section 1, art.1).

For enterprises located in new industrial zones, new urban communities and in remote areas - which are
determined by a decree of the Prime Minister and new projects financed by the Social Fund for Development,
tax exemption can be extended for 10 years. The exemption period can be extended to 20 years for activ-
ities located outside the Old Valley (a Cabinet Decree determines the precise geographic scope of these
areas).

A part of the paid-in capital (to be determined by the Central Bank) is exempt from corporate taxes, as
well as returns on securities issued by enterprises registered on one of the stock exchanges. Mergers are enti-
tled to continue enjoying exemptions granted before the merger took place.

Generally, foreign enterprises are given a free hand to import whatever machinery, components and
means of transportation they need for their activities, with no requirement of registration in the Register of
Importers. Machinery imported for new investment is subject to a 5 per cent rate. Companies can also
export freely without registering with the Register of Exporters.
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Table I1.1.

Matrix of investment legislation in Egypt, 1998

Categor y

General regime

Regime of exception

Covered areas

Egyptian
participation
in equity

Capital and profit
repatriation

Foreign ownership of land

Price controls
Exchange
Trade

Income tax holiday

Customs exemption

Worker

Implementing body

No restrictions by sector.

(Law 159/1981)

Minimum 49% equity to be offered
by corporations for a period of one

month to Egyptians

Restricted

Restricted
Possible
Subject to controls

Subject to licensing

50% tax relief on shares quoted

on stock exchange

Projects in “new communities”

enjoy tax privilege of Law 59/1977

No customs exemptions

10% of profit up to
ceiling of one year’s wages

Capital Market Authority

Reclamation and cultivation of barren and
desert land, industry, tourism, housing and real
estate development.

(Law 43/1974 as amended by Law 230/1989)

To the above, the Investment Law No.8 added:
Infrastructure (electricity, water and trans

port), oil services for digging and exploration
operations; transport and delivery of gas; financial
leasing, risk capital, and guaranteeing subscription to
securities. Executive Decree included petroleum
refining and cinema production.

No Egyptian participation required

No restrictions

No restrictions

None

No exchange controls

No export/import licensing

5 years

10 years for new industrial zones,

remote areas and new projects financed
by the Social Development Fund.

20 years for projects outside the Old Valley
A unified rate of 5% on value of machines, equip
ment, instruments imported

At discretion of company

participation in profit

The General Authority for Investment
and free zones.

Source: National legislation.
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Table 11.2  Strengths and weakness for FDI in Egypt

Fuanctors Evalnation
Mlarlcet o Morkel steefgrowth potentind y""
® Procamity to ether nearby markets v
® Strategic business location v
® Potential returm on investiment vy
® Fuoancial risk X
& [ow cost labour v
¥ Framewark & Cenerally fnendly regulatory environment v
® Preferential access o third markets 1""
® [olitical instabalin X
®  Llnrcancracy K
® [pvestment and business establishment procedures X
& Digpute scttlementaudicial system X
Infrastructure rumewosrk ® CGrood physical infrasiructure (pons, road.

lelecoummumienlyonms|
& Cualified personnel

LN

Business suppord # Linkages/parinerships
L H'.I:"\-'.I-I.'h:"\- I:I:.l\.'\IIIII:I|IIL"'II
v Sirengihs X Weaknesses

Saarree! LTMCTAD survey of infermational investors, 1998
Newe: Brengths mehade Factors ranked as competibve sdvantage by podential mrvestors, weaknesses

techde Pactors ranked as obstacles b direct investment. See the methodology in the annex For
further details
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Investment Policy Review of Egypt

According to the provision of Investment Law No. 8 no administrative authority can interfere on pric-
ing policies or profits.

(b) Export related incentives

Profits and dividends of public free zone projects are exempted from Egyptian taxes, and are subject only
to an annual fee of 1 per cent of the value of goods upon exit from the free zones, or 1 per cent of the total
revenues realized in services projects. For storage or warehousing projects, aduty of 1 per cent is levied on
the c.if. value of goods stored. Also, imports used for production in the public free zones are not subject to
the general taxation regime and are exempted from any duty or tax. Imports from the free zones are regu-
lated by the general rules for imports from abroad, and customs taxes are levied on goods imported from a
free zone to the local market as if they had been imported from abroad. Also free zones are exempted from
the application of certain labour legislation.

Free zones are constrained by minimal regulations and are managed by a board of directors, with a chair-
man appointed by GAFI. GAFI also establishes the rules on the basis of which public free zones will conduct
their operations. free zones are open to any type of investment, but priority is assigned to activities promot-
ing exports and to high-tech industries. Goods produced in public free zones and exported are not subject
to customs, general sales, or other types of tax. Maritime transport projects and ships operating in free zones
are not subject to the legislation concerning maritime trade and the registration of merchant vessels.

(c) Regional development incentives

New urban communities were established under Law No. 59 of 1979 with the objective of promoting the
development of specified geographical regions. In addition to tax breaks, projects located in the relevant
regions are exempt from all tax on property for a 10 year period and can benefit from subsidized public utili-
ties.

Investment Law No. 8 has facilitated and simplified the entry and establishment for foreign investors in
Egypt, but investment in some areas is still subject to Cabinet approval. Although approval procedures were
intended to provide a more liberal approach,notably by enlarging the field of activities open to FDI, some
investors feel that it may in fact introduce a discretionary power and a lack of transparency in the investment
regime.

Automatic approval granted by Investment Law No. 8 is consistent with the “free entry” investment
approach, while other countries in the MENA region still have restrictive investment screening mechanisms
in place.

The general regime maintains some restrictions to FDI. Companies registering under Companies Law
159 face limitations concerning ownership and management, and have to seek approval from different
departments. Recently, the registration process has been facilitated but changes were introduced by a num-
ber of different decrees without establishing a comprehensive and consistent reform of the business incor-
poration procedures.

As with other countries in the MENA region, Egypt offers tax incentives and customs duty exemptions
for FDI projects, as well as a special regime for the free zones. But some other countries offer in addition
incentives for project expansion, and research and development, and financial incentives in the form of
grants. Investment Law No. 8 has simplified the incentives regime and incentives are automatically granted.
While guarantees have been consolidated by Investment Law No. 8, dispute settlements, when not solved
through conciliation and/or international arbitration, have to go through the Egyptian judicial system, where-
cases may take years to settle and are automatically appealed. It is the same with arbitration awards which
are not enforced in the country. In any case, the judicial civil system needs to be reformed.
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C. Other policy issues
1. Fair market practices

(@ Competition policy

The Egyptian Government is in the process of enacting a competition law. The current working draft
includes provisions prohibiting anti-competitive agreements (cartels, etc.) and abuses of dominant position.
A non-exhaustive list of examples of anti-competitive practices is provided in the draft. Also, mergers and
acquisitions creating dominant positions are subject to advance notification and review. They could be pro-
hibited and, if necessary, partial divestiture imposed. The draft law would establish a competition agency
responsible for the enforcement of the provisions of the law.

The adoption of the competition law and the establishment of the competition enforcement agency are
expected to play animportant role in promoting a more competitive and freer environment for both domes-
tic and foreign enterprises operating in Egypt. In fact, there are still many sectors where regulatory and legal
barriers as well as enterprises’ anti-competitive practices appear to bar outright or make the entry of new
domestic and foreign firms very difficult and costly. In this connection, the competition agency could exer-
cise a multiple role, including the removal of anti-competitive practices, advising the government on policy
issues, and monitoring enterprise behaviour in specific sectors.

Enforcement by the competition agency would also promote closer integration of the country’s econo-
my into the international trading system, by removing artificial fragmentation of the national market due to
anti- competition business practices. Concerns regarding cross-border anti-competitive activities are also
addressed in the free trade agreement currently being negotiated between Egypt and the European Union
(part of the so-called Euro-Med Agreements). In the draft agreement several provisions refer specifically to
competition policy: anti-competitive agreements and abuses of dominant position are declared incompatible,
insofar as they affect trade between Egypt and the European Union. The agreement would institute a formal
and close co-operation between the competition authorities of the signatory parties. In the light of most
accepted practices in established competition agencies, the following recommendations could be made.12

o The importance of the competition advocacy statutory role exercised by competition agencies vis-
a-vis the Government and the Parliament in most jurisdictions.

o The growing trend in most jurisdictions to apply competition legislation to all entities engaging in
economic activity, with any exception as circumscribed as possible.

o The effectiveness of competition agencies in fostering a competitive environment is very much a fac-
tor of the degree of independence from political interference.

o Time limits are usually fixed for proceedings, specifically for review of mergers. They can be extend-
ed if the firms do not provide all relevant information.

Competition and efficiency of the public utilities play an important role in attracting FDI into all sectors
of the economy. Thus, the competition agency could also be expected to play a key role in privatization
schemes when exercising its merger review attributions. It would notably contribute to ensuring that the

transfer of ownership to the private sector would not lead to private monopoly practices.
As stressed above, competition agencies need to ensure a transparent, fair and rapid process when

12UNCTAD is providing technical assistance to the Government of Egypt. A workshop to discuss the draft law was organized in
Cairo in April 1998.
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investigating, prosecuting and adjudicating anti-competitive practices. Particularly, when reviewing mergers
and acquisition, it is important to establish stringent time deadlines. A non-transparent and time-consum-
ing review process, in fact, might discourage FDI.

(b) Environmental policy

The Government of Egypt and the public are slowly acknowledging the need for environmental protec-
tion, which has an impact on policies. The action plan designed in 1992 paved the way for the adoption of the
Environmental Conservation Law of 1994. The law amalgamates Egypt’s existing Clean Air Act, Marine Envi-
ronmentAct and the Penalties Act, while adding new sections on hazardous waste and environmental man-
agement.

Of particular interest is the law’s provision for a mandatory environmental review as part of the approval
process for all proposed investment projects. However, as Investment Law No. 8 does not mention the sub-
ject, some difficulties may arise with regard to the implementation of the environmental review amid efforts
to reduce the time span of the establishment process. Based on an initial environmental assessment, the
Egyptian Environmental Affairs Agency has, according to the law, 60 days within which to formulate an opin-
ion and the prospective investor has 30 days in which to appeal the decision. Investors are also required to
document the impact of their projects on the environment through a series of self-assessments, made after
the start-up, and throughout the whole life, of their projects. The procedures are set in the law’s executive
regulations (Prime Minister’s decree 338 of 1995, enacted on 18 February 1995).

2. Technology policy

Until its“open door” policy, the Government of Egypt had a restrictive policy on the importation of tech-
nology. However, Law No.43/1974 provided the basic legislative right for the Government of Egypt to autho-
rize, on a selective basis, technology transfer through joint ventures. Thereafter technology was one of the
main factors taken into account when evaluating applications for investment projects. Evaluation was based
on the kind of technology and training to be given in its use, the machinery and equipment to be imported,
employment by category and nationality, and the impact on the balance of payments of technology impor-
tation. With the trend towards liberalization of investment regulations in Egypt, greater reliance was
inevitably placed upon market mechanisms and the provision of a supportive internal environment for tech-
nology transfer.

Of major importance is the regime for the protection of intellectual property rights. Patent protection
in Egypt has been based on Patent Law N0.132/1949 which provides a standard term of 15 years from the
date of application (compared with the international norm of 20 years) and includes broad provisions for
compulsory licensing. Exceptions are made for pharmaceutical and food products for which the patent peri-
od is 10 years. Aside from the short patent terms, one potential problem relates to the fact that the law’s
definition of infringement does not include the use, sale or import of a product using a process patented in
Egypt, if the Egyptian law precludes patenting of the product itself. Such a situation creates some uncertain-
ty regarding the effectiveness of patents protection. A new patent law that meets international standards has
been drafted, but it will not be introduced before 1 January 2000, which meets the terms stipulated in the
TRIPs agreement of the Uruguay Round, allowing a 10 year period for the implementation of protection of
pharmaceutical products.

Egypt is a signatory of major international patents, trademarks and copyrights conventions. However,
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copyright piracy, in particular video and audio cassettes and disks, medical textbooks and computer software,
has been acknowledged as a problem both by business circles and the Government. As a consequence, Egypt
has been on the United States ‘watch-list’ and ‘priority watch list’ of countries with inadequate intellectual
property protection set out in Section 301 of the United States Trade Act of 1988. The protection of trade-
marks and industrial designs and models is a less crucial issue, although enforcement is weak and the courts
have little experience in handling infringement cases.

Science and technology policy in Egypt is the responsibility of the Ministry of State for Scientific Research.
Attached to the Ministry are 14 research centres and institutes, the largest being the National Research Cen-
tre that employs 6,000 people. As seen in chapter I, an evaluation of Egypt’s science and technology (S&T)
system highlighted a number of weaknesses including inefficient management structures, inadequate
resources, weak links between R&D institutions and industry, ineffective and non-motivating funding policy,
and relative isolation of S&T institutions from the national socioeconomic development activities (Egyptian
Ministry for Scientific Research, “Final Overview Report for Project on Improving the Science and Technol-
ogy Policy and Management in Egypt”, 1997). While foreign funds were substantial, they need to be coor-
dinated to maximize the benefits to Egypt in areas of technology transfer. Strategic action areas identified
included the following;

o Supporting innovation, competitiveness and marketing as a basis for an export strategy, e.g. remov-
ing legal, financial and other obstacles that hamper direct investment; providing tax incentives for pri-
vate sector investment in R&D; and redressing weaknesses of the patent system, particularly by
strengthening enforcement mechanisms.

o Accelerating technology transfer and enhancing international cooperation e.g. establishing joint ven-
tures, through international economic cooperation agreements, aimed at technology transfer to
Egypt and the training of Egyptian scientists and engineers.

3. Trade policy

Egypt was a member of GATT and thus participated in the negotiations leading to the Uruguay Round
Agreements. It joined theWorld Trade Organization (WTO) in June 1995. In joiningWTO, Egypt made few
liberalization commitments and mainly limited itself to locking-in past liberalization measures and making its
system rules-bound and transparent. Agreement was, however, reached to eliminate quantitative restrictions
on textiles and clothing and on poultry. Access to markets in industrial countries was not much improved,
except through the phasing out of the Multi-Fibre Arrangement where quotas should be eliminated by 2005,
though tariffs will remain fairly high in Europe and the United States. Import tariffs generally in Egypt are high
and sometimes have a negative impact on exports. Non-tariff barriers to trade in many services reinforce the
anti-export bias since they constitute, in most cases, an important input of production.

In respect of their comparative position, tariff rates are high and variable in most southern Mediterranean
countries: for example, maximum tariff rates in most sectors were 40 per cent in Morocco, 43 per cent in
Tunisia, 60 per cent in Algeria and 40 per cent in Egypt. Average tariff rates in Egypt were also at the top end
of countries within the region until a sharp tariff reduction was introduced in 1998.

Tariffs reductions and exemptions have been granted for intermediate and capital goods, while rates

remain high in food,beverages and tobacco and in some manufacturing industries such as textiles and leather,
and automobiles. Protection and tariff rates for automobiles, have encouraged FDI in cars’ assembly.
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Although most outright import bans have been eliminated, the Egyptian Government has implemented
some new measures which raised concern among investors. Decree 619 requires that all consumer goods
be imported directly from the country of origin. Decree 579 and 580 stipulated that automobiles must be
imported in the year of their manufacture.

Import transaction costs in Egypt are high. These include cumbersome drawback and rebate schemes,
expensive port and air cargo services, cumbersome import clearances, and a restrictive quality-control sys-
tem. Export transaction costs are not as problematic as those on imports because the Government has
determined separate charges for exports at an internationally competitive level and has eliminated nearly all
quality restrictions.

In respect of other areas of the Uruguay Round Agreements, Egypt's commitments to the General
Agreement on Trade in Services (GATS) represented a locking-in of the statu quo. In relation to the trade
related investment measures (TRIMSs), Egypt had already eliminated some local content requirements in 1994,
but certain industries still require local content of up to 60 per cent to qualify for customs duty reductions.
This is clearly a barrier to investment in Egypt, given the import requirements of foreign investment in the
early years of operation. However, these will need to be eliminated over a five year period to comply with
TRIMs rules.

IfTNCs are to be encouraged to play a role within regional trade, for example, the MENA region, or
preferably the Mediterranean region since this includes higher income European Union countries - regional
trade agreements become even more important. Egypt has a preferential trade agreement with the European
Union which commenced in 1977 and has been extended through a series of protocols. Essentially, the agree-
ment gives Egypt’s raw materials and industrial exports free access to the European Union market, except
for strategic products such as textiles and clothing

The obligations set up in the agreement are not reciprocal and the European Union’s exports to Egypt
receive only most-favoured-nation treatment. The desire to expand the European Union’s political and eco-
nomic relations with the Mediterranean countries led to the launch a European-Mediterranean Partnership
in November 1995. This is designed to create a free trade area and economic and financial cooperation
among the 27 partners (including 12 Mediterranean countries) by 2010. Five agreements have been reached
- withTunisia, Morocco, Israel, Jordan and the Palestine Authority - and that with Egypt is one of several cur-
rently being negotiated. The principal elements of the European-Mediterranean agreements are similar:
industrial exports from the partner country will still have duty free access to the European Union, while
duties on industrial exports from the European Union to the partner country will be phased out over 12
years; the European Union is expanding the opportunities it gives to agricultural exports from partner coun-
tries; arange of rules and regulations will be harmonised with the view to stimulate trade.

A European-Mediterranean Partnership offers significant opportunities to Egypt (and in a comparative
sense ensures that the country is not disadvantaged compared with neighbouring countries which have
already signed Partnerships) and current negotiations are likely to reach a successful outcome shortly.

Aside from these initiatives, some preliminary consideration has also been given to the possibility of an
Egypt-United States Free Trade Agreement, but it seems unlikely that this will progress given the current slow
progress of the Middle East peace agreement.

From the perspective of attracting TNCs, freer trade among the Arab States themselves should also be
a priority. At present, Egypt’s exports to the rest of the Arab\World represent only a small proportion of the
total. The League of Arab States agreed in February 1997 (Council 917) on a plan for the creation of a Free
Trade Area comprising 11 States ( the United Arab Emirates, the Hashemite Kingdom of Jordan, the Arab
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Republic of Egypt, the Syrian Arab Republic, the Republic of Irag, the Socialist People’s Libyian Arab
Jamahiriya, the Islamic Republic of Mauritania, the Republic ofYemen, the Palestinian Authority, the Repub-
lic of the Sudan and the Somali Democratic Republic) to be established within 10 years from 1 January 1998:
tariffs will be liberalized through a 10 per cent reduction each year and a special committee is to be respon-
sible for the implementation and dispute settlements. This agreement clearly needs to be coordinated with
others such as the seven countries (the Arab Republic of Egypt, the Syrian Arab Republic, the Republic of
Iraq, the Hashemite Kingdom of Jordan, the Socialist People’s Libyian Arab Jamahiriya, the Islamic Republic
of Mauritania and the Republic of Yemen) of the Arab Common Market which was initiated in 1964 but made
little progress and which was reactivated in 1997.

In November 1997, Egypt joined the Common Market of East and Southern Africa. It is expected that
the country’s trade within this regional area will increase to around US$ 1 billion by removing trade barriers.
Regional investment should also be encouraged to secure stronger ties with African partners. Egypt is also
strengthening economic ties with the South and is a prominent member of the G 15 and the D 8 groups. A
number of new initiatives in the areas of trade and investment are being considered by these groups.

Export-oriented TNCs could have a major role to play in generating faster and more sustained economic
expansion in Egypt, but attracting such TNCs in the first place requires trade access to overseas markets, a
regulatory regime which does not discriminate exports, and reductions in transaction costs for exports. Par-
allel improvements are required on the import side given that TNCs will also be significant importers.

The review of competition, technology, environment and trade policies shows that, in certain areas, the
reform process has proceeded at a different pace. Competition, environment and technology policies are
still being designed in certain areas. In trade, there is still the need to simplify import and export procedures,
and to pursue the integration process at the regional and international levels. The cornerstone of such poli-
cies consists of designing a coherent strategy and appropriate initiatives in all these areas.

D. Role of the institutions

Investment Law No. 8 has simplified to a certain extent the mechanism for investment entry and has also
brought under the same authority investment activities within the domestic market and those taking place
in the free zones. However, in Egypt there are still a number of governmental authorities responsible for issu-
ing certificates, licences, and lauthorizations. The main regulatory agencies in charge of investment projects
are:

o General Authority for Foreign Investment (GAFI)
o General Organization for Industrialisation (GOFI)

Figure I1.2 shows the procedures for establishing an investment project in Egypt. It also reveals that there
are many regulatory agencies in Egypt with an involvement in investment projects, although the principal ones
are the General Authority for Foreign Investment (GAFI) and the General Organization for Investment
(GOFI).

In the past, the activity of GOFI has been mainly to grant business licences and register and monitor
industrial investment in Egypt. The mandate of GOFI is in the process of being reoriented towards identifi-
cation of projects and opportunities, and enhancing the cooperation between technical institutes and indus-
try. Until January 1996, GAFI was a regulatory body. Its size - GAFI has approximately 1,400 employees with
branch offices throughout Egypt - was justified by the regulatory role the agency assumed when GAFI cre-
ated. Since its tasks were reduced by Investment Law No.8, attempts have begun to transform GAFI into a
facilitating and promoting body for FDI.
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Despite this redefinition and restatement of GAFI's role, Egypt’s Civil Service Reform Secretariat is work-
ing on plans for a new body and structure, which could involve investment service offices (“one-stop shops”)
at the governorate level. These would be staffed by project officers with responsibilities for pre-established
information and contacts, the facilitation of permits and clearances, and post-establishment information and
contacts. Key blockages have been identified, together with possible solutions. These blockages affect main-
ly company incorporation & registration, land allocation, building permits and operating licences.

Because of the changes taking place, it is difficult to compare Egypt with its Mediterranean neighbours,
either in terms of the functions undertaken by investment agencies or their performance (the time period
for project approval is a benchmark). A framework of the functions of GAFI and equivalent agencies in oth-
er countries is presented in table 11.4. While such agencies still have a regulating role, the priority for attract-
ing FDI is the time scale for project approval. The recent changes in Egypt are moving in the right direction,
but the procedures could be streamlined. The time-scale for approval is linked to the tasks of the authoriz-
ing body. Would the agency concerned have the sole authority of approval (“one-approval- shop”) or are mul-
tiple approvals are necessary? In the latter case, setting up a*“one-stop-shop” would be very helpful.

There is a trend to reorient the investment agency from regulatory to promotional tasks. The latter task
could be more developed by GAFI. It is the same with after-care services, which require an understanding
of TNC strategies and operations by the investment agency.

Investment promotion in Egypt and in most Mediterranean countries is still at the early stages of devel-
opment. More sophisticated strategies and marketing programmes are needed. At the regional level, a num-
ber of initiatives have been taken in different forums (Euro-Med, Mediterranean Forum ) to launch an“Invest
in the Mediterranean” plan. Such initiatives could be part of a comprehensive regional development plan to
attract FDI. In the Mediterranean countries, such a plan would be beneficial to all partners.

E. The international framework

Egypt has been very active in promoting bilateral investment agreements. By 1997 it had concluded bilat-
eral investment treaties with 43 capital exporting countries, more than any other country in Africa. Thirteen
of these treaties were concluded in the 1970s or before, 6 in the 1980s and another 24 in the 1990s, evi-
dence of the country’s consistent policy to provide guarantees and incentives for investors from an increas-
ing number of countries. About one third of these treaties are with OECD countries, 10 are with Arab coun-
tries and the rest are with economies in transition and with Argentina, China, Ecuador and Indonesia.

Egypt also has a leadership role in regional forums. Itis a party to a number of regional conventions (11
in total, mainly with other Arab States) related to investment and its protection; and has concluded tax agree-
ments with 23 States regarding double taxation and tax evasion.

This leadership also reflected at the multilateral level. Egypt is also a signatory to the following multilat-
eral conventions relating to investment: the Convention for the Protection of Industrial Property (adopted
in Paris in 1883 and amended in 1979), the Convention on Recognition and Enforcement of Foreign Arbi-
tration Awards (adopted in New York in 1958), the Convention on the Settlement of Investment Disputes
between States and nationals of other States (adopted in Washington, D.C. in 1965), and the convention
establishing the Multilateral Investment Guarantee Agency (MIGA, adopted in\Washington, D.C.in 1985). The
participation of Egypt in these international conventions gives TNCs confidence that the Government of
Egypt is willing to provide them with adequate protection for intellectual property rights, to admit the
enforceability of international awards and to guarantee appropriate insurance coverage against non-com-
mercial risks.
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Table 11.4  Foreign direct investment agencies:

MENA region, 1998

comparison of selected countries in the

Egypt Lebanon Morocco
Name of major agency GAFI IDAL FID
Type of organization: Governmental Governmental Governmental
governmental /
quasi-governmental /
private
Time scale for project approval Within a week Very flexible Variable
Investment promotion & attraction
* Promotion offices abroad Through Embassies Through tourism Washington and
abroad offices abroad New York
 Country / sector targeting yes no yes

* Missions abroad

* Exhibitions shows
« Direct marketing
« Advertising abroad

Promotion inside the country
* Presentations/information

« Site visits

* Pre-start services

After-care services

Some special agreements Egypt, Saudi Arabia,
with selected countries ~ Germany, United Kingdom
(e.g. Italy, Denmark)

yes
no
no

yes
yes
yes

no

yes
no
yes

yes
yes
yes

no

United States

yes
yes
yes

yes
yes
yes

yes

Source: UNCTAD survey, 1998.
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Egypt’s membership in the WTO in June 1995 also provides a number of additional advantages to
investors related to international trade transactions. Egypt is not required to introduce any specific legisla-
tion to conform to WTO rules, except for a new patent law.

Egypt, as a member of the international community, has played a leading political role in the Middle East
not only but also in Africa. In the investment area, Egypt has also been active as reflected in its participation
in a number of international and regional agreements. In fact, the country has adopted a bilateral, regional
and multilateral approach to trade and investment liberalization. These commitments will also support and
facilitate the domestic reform process.

F  Overall assessment

The Government of Egypt is making an effort to set an adequate investment regulatory framework and
it shows a commitment to improving its business environment. The streamlining of investment entry pro-
cedures by the Investment Law No. 8 is a positive step, but there is still room for improving business estab-
lishments. Other benefits of the new investment framework include the simplification of the incentives regime
which are now automatically granted, if conditions are met, and guarantees protection offered to foreign
investors. Unfortunately, the investment framework remains patchy and could be improved and rationalized
towards the establishment of an equal level playing field for both foreign and domestic investors.

In principle, foreigners are entitled to the same legal treatment as nationals under the Investment Law
No. 8 of 1997. Notwithstanding the general principle of national treatment granted by this law, some
restrictions still exist under the general regime. In addition, investors’ perception of the privatization pro-
gramme remains somewhat sceptical, although privatization guidelines claim to grant foreign investors
national treatment. Some investors have expressed concerns over the State’s commitments vis-a-vis Arab
investors and by some public officials who have indicated a preference for Egyptian investors, followed by oth-
er Arab investors, and then foreign investors.There is a concern that the regional integration process with-
in the Arab States, related to trade but also aiming to adopt a common investment policy in the future, would
consolidate preferential treatment to Arab States.

Other areas where improvements could be made relate to some aspects of FDI treatment, such as trade
and custom procedures, taxation and accounting, the judicial system, patents’ protection and competition
and environmental policy.

When examining the regulatory framework, it is important to take into account foreign investors’
assessment of the main difficulties in operating in Egypt. For example, the complaint by the private sector,
whether domestic or foreign, centres on how the tax system is implemented rather than on the effective
rate of taxation. The tax administration operates under a ruling that requires all businesses to be audited
every year. This is a heavy burden on companies in terms of time and money and resolving annual tax pay-
ments can take years. Moreover, the process is heavily dependent on the assessment of tax auditors. The
complexity of the tax regime is a major constraint for corporations, notably for those that have units that
are operating under different tax incentive schemes e.g.with one factory operating in a free zone and anoth-
er in Cairo. Not only do foreign investors have a difficult time in estimating their tax liabilities in any year,
but tax disputes can take up to 10 years to be resolved. It is not enough to introduce legal reforms if the
administration is not efficient.
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Egypt has signed some cooperation agreements at regional and international levels. These agreements
do not only imply commitments on the side of Egypt, but they also open a range of opportunities for TNCs
to produce in Egypt and to sell worldwide. If the investment framework is not able to meet the more exact-
ing requirements for locating export-oriented and intra-industry activities in Egypt, the country will be miss-
ing a golden opportunity to integrate into the global economy and host competitive enterprises with region-
al and global networks. With some more effort devoted to improving its investment regulatory and
institutional framework, Egypt can and should become a gateway to European and Middle Eastern markets.
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Figure 11.2. Business establishment in Egypt, 1998
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lll.  Foreign direct investment strategy

Egypt’s FDI strategy should build on the country’s competitive strengths, but also aim to attract new types
of investment that will enable Egypt to better integrate into the global economy.

A. Egypt’s attractiveness for FDI

Egypt has several strengths: natural resources, a large economy and proximity to regional markets.
Other developing countries are similarly endowed (see figure l1.1), including countries in the region. How-
ever, the Egyptian economy is growing at the highest rate in the region.

Figure I11.1. Real GDP growth rates and per capital income in southern Mediterranean
countries, 1997
(US dollars and percentage)

Real GOP growth Per capita income
Percent 5
cove: |, 5o  ebon sars
Syria 4,896
Tunisia 54 - 4 s
Swria 4.5 Turkey 2223
Algaria | 25 Tunisia 1,862
Libya 0.5 &lgeria 1,848
Egypt 1,223
-1.6 Maorocon e r 1 168

Source: International Monetary Fund, 1999

Egypt's large domestic market is a magnet for FDI. Although per capita income is relatively modest and low-
er than other Southern Mediterranean (US$ 1 223 in 1997), Egypt’s population of nearly 60 million is substan-
tial enough to attract major producers of consumer and industrial goods.

Egypt also has a wide industrial base which extends from labour-intensive industries (some textile and gar-
ments, food processing and agribusiness and tourism) through technology-intensive industries (pharmaceuti-
cals and cosmetics), to energy-intensive industries (steel, aluminium, cement and fertilizers). There are also a
number of small but emerging high-skill service industries such as financial services and software development.

Among other principal advantages offered by Egypt are a large competitively priced labour force and com-
petitive maritime and air freight rates. While costs vary considerably by industry, average data provide a rough
comparative measure of cost competitiveness (see table 111.1). Thus, the cost of electricity (measured as the
kilowatts per hour that a dollar buys) is competitive with other countries. Similarly, telephone tariffs are very
competitive for local calls and monthly business subscriptions (but the cost and delay in installation of a business
line may be a disadvantage).
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Wages are significantly lower in Egypt than in other countries: only a quarter of the wage rate inTurkey, a
third of the rates in Tunisia, Malaysia and Thailand and half the rate in Morocco. However, the productivity of
workers in these countries is also commensurately higher. Nevertheless, the US$ 3 daily wage rate of the Egypt-
ian labour force is competitive for capable and trainable workers.

Table 1ll.1.  Egypt’s cost competitiveness, 1995

(US dollars)

MENA region South-East Asia
Factors (1995) Egypt Morocco Tunisia Turk ey Indonesia Malaysia Thailand
Annual average wage 1971 4144 5658 8571 1021 4903 5389
(include bonus)
Productivity: 22 416 33570 54 677 90 992 20 472 71398 58 577
gross production/worker
Productivity: 7047 11 282 17 474 40 744 8 067 18 475 20 689
added value/worker
Electricity: 144 0.44 0.45 041 0.32 0.63 0.58
KW hr/US$
Shipping costs (US$ 000)
US$/40ft.container USA 18 n.a. 3.2 2.2 5.0 4.8 4.8
US$40ft.container EU 11 n.a. n.a. 15 2.8 2.7 2.8
Telephone tariffs US$
Local call 0.01 0.09 0.07 0.06 0.05 0.04 0.12
Monthly subscription 18 6.0 2.7 31 13.8 13.9 39

Source: UNIDO, World Report, 1997.

Egypt is well endowed with natural resources and an attractive investment location for petroleum, ener-
gy and agricultural projects. Availability of land, and of serviced land, is also considered by international
investors to be one of Egypt’s strengths.

Investors interviewed in the UNCTAD survey score Egypt positively on rankings linked to capital costs
and labour supply (cost, availability and productivity). However, investors view other business costs as a dis-
incentive to FDI. In fact, factor cost advantages are offset somewhat in certain industries by various con-
straints on business operations which tend to lower productivity and raise costs, directly or indirectly.
Some of these impediments (e.g. lack of a predictable regulatory and fiscal framework) are soft constraints
and amenable to policy correction.

Doing business in Egypt is taken in stride by large investors, particularly companies that have multiple
operations in the developing world. Observations by company executives located in Egypt stress the neces-
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sity of strong financial support from parent corporations; the danger of expecting too much too quickly; and
overall, therefore, the requirement for a long-term commitment.

Overall, Egypt ranks first in Africa when it comes to market growth (1996-98 index of the Africa Com-
petitiveness Report). Egypt's market growth prospects are also ranked high globally (by the World Com-
petitiveness Report), just after China, Malaysia, Chile, Brazil and Portugal, and ahead of all other countries
of the WANAZ region.

UNCTAD's survey of business executives also shows that foreign investors hold positive expectations
of potential market growth in Egypt (see box Ill.1). These expectations relate to the internal market as well
as to the wider regional market. Export-oriented investment, however, ranks second to domestic market-
seeking activities in the future investment plans of firms. As one of the positive indicators of the restored con-
fidence in the business climate in Egypt, investment expansion plans are set for a significant increase in the
next five years (table 111.2).

B. Attracting new types of FDI to Egypt

Egypt has been more successful in attracting resource and market seeking investment, and less success-
ful in attracting export-oriented FDI outside of the primary sector. In this respect, Egypt’s experience is no
different from that of many developing countries.

Resource-based investment is the largest component in United States and European FDI in Egypt. There
is a major presence in oil. There are also important energy, mineral and agricultural projects whose contri-
bution to economic growth is significant. However, a long-term issue is the degree of processing along the
supply chain that can be undertaken in Egypt. It is possible to envisage two extreme situations: one where
Egypt exports simple, unprocessed raw materials; and the other where the entire vertical operation is car-
ried out within the country. An example of retention of the complete vertical process in Egypt is ceramics,
where raw stone enters the integrated firm at one end and finished ceramic products leave at the other (tiles,
bathroom and kitchen fittings, etc).

Table I11.2.  Foreign investors’ expansion plans in Egypt
(Percentage of respondents)

Business plans Sales Exports Investments
Significant increase 43 25 32
Moderate increase 22 11 25
Standstill 1 4 5
Reduction - - -

Source: UNCTAD/ERF survey of foreign firms operating in Egypt, 1998.

13 WANA :The West Asia North Africa Region, with Morocco in the west, Pakistan and Afghanistan in the east, Turkey in the north,
and Ethiopia and Sudan in the south. Region characterized by high population growth, low and erratic rainfall, limited arable land,
and severely limited water resource.
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Box. Ill.1.  Egypt’ s strengths and competitive advantage factors

Executives ina number of major investor countries are positive of investment prospects in Egypt. A num-
ber of international investors interviewed (see annex for full details) have put Egypt “on the list” in consid-
ering their company’s future investment locations. They rank servicing local market as the major investment
pull factor, followed by regional and global exports.

Figure 111.2.  Foreign direct investment pull factors in Egypt

Local market

Global and regional exports

Source: UNCTAD survey of international investors.
Note: Average score, from 0 to 5 (highest rank)

Competitive advantages in Egypt are identified in access to primary resources, availability of land and low
cost labour. However, when comparing Egypt with other possible investment locations, managers indicate
that their main concern was not so much relative costs as the reliability of the business environment in the
broad sense, that is, including factors such as the guaranteed quality of supplies, the commitment and qual-
ity of the labour force, and a predictable regulatory and fiscal framework.

Reinforcing these findings are factors that give Egypt a competitive advantage in attracting FDI in the next
five years. At the macro level, political stability is of paramount importance. Of equal relevance are Egypt’s
relations with the European Union and the United States, and regional integration so as to enhance the
opportunities to expand markets at home and abroad. Finally, competitive wages and skilled labour are
regarded as key to Egypt’s competitive position for attracting FDI.

Figure 111.3.  Factors in FDI attraction to Egypt over next five years

Political stability

Rate of growth of the domestic market
Skilled labor

Trade agreement with the EU

Credit worthiness

Competitive wage

Trade agreement with the US

1 15 2 25 3 35 4 45 5

Source: UNCTAD/ERF survey of foreign firms operating in Egypt.
Note: Average score, from 0 to 5 (highest rank)
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The other main types of FDI in Egypt, and the key factors influencing such investment, are illustrated in
table 111.3. The categories are by no means exhaustive; other examples will be evident from the company cas-
es presented in chapter IV. However, they show the types of FDI potentially attracted to Egypt in the future.
Much of the FDI in Egypt is in manufacturing for the domestic market. Many of the major companies took
the opportunity offered by the open door policy to establish or acquire operations in Egypt to serve the
expanding internal market. This local market focus was reinforced by the inward-oriented development strat-
egy and lack of domestic competition. Industry examples of this type of investment include food, pharma-
ceuticals, automobiles and consumer electronics.

While import protection in Egypt had encouraged some foreigh companies to establish production oper-
ations to gain market access, many others will have decided against investing for the same reason. In some
cases, import barriers, which were lifted when firms export, impede foreign affiliate purchases of raw mate-
rials and intermediate goods from other group companies and third party suppliers when they produce for
the domestic market.

Reducing the level of import protection will stimulate competition and encourage firms to rationalize
their operations through reinvestments, and also stimulate economic growth, thereby attracting additional
market-oriented FDI.

Export-oriented FDI in Egypt, another category, has so far been associated with low labour costs and
free zone incentives, and to a lesser extent to gain access to regional and global markets. Most free zone
investment is in the textile industry. Using domestic cotton and foreign design, machinery and know how,
the foreign affiliates export garments and other textile production through the distribution networks of par-
ent companies. This mode of operation may encompass a wide variety of ownership relationships between
the Egyptian affiliate and the parent company, including foreign majority and minority ownership in joint ven-
ture agreements, and other non-equity arrangements, such as long-term contracts, subcontracting, con-
cessions and so on.

An important export-oriented industry in some developing countries is electronics (semiconductor chip
assembly and consumer electronics). It is fast growing and is characterized by globally integrated production.
As yet, Egypt has only limited presence in this industry; but consumer electronics may thrive in the growing
domestic market and of export opportunities, mainly in the European market.

The lack of FDI in manufacturing with export potential, such as food, garments and electronics, reflects
the difficulty of achieving good supply-chain management when Egypt is a part of the chain. At the firm lev-
el, Egyptian enterprises might suffer from low productivity, poor product quality or design, and problem solv-
ing skills in repairs and maintenance may be limited. Such weaknesses prevent easy integration of Egyptian
firms into international networks.

Attracting export-oriented FDI (such as textiles and electronics) is highly competitive and Egypt will need
to compete with MENA countries, some of which are well established in these industries, and with coun-
tries in other regions. Egypt’s low labour costs represent a strength for attracting this type of FDI but more
consideration needs to be given to the level and structure of incentives and other free zone characteristics.
Furthermore, international market access is critically important.

A further FDI category is services. Tourism is an important industry, with a large number of hotel man-
agement agreements. Hotels in Egypt are often locally or owned by Arabs and are operated by an interna-
tional chain through a management contract. The foreign partner provides a brand name, and ensures qual-
ity of service and quality of physical infrastructure; in return, he receives a management fee (which does not
necessarily depend on the profitability of the investment). There is substantial potential for FDI in tourism
in Egypt (see box lI1.2).
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Software development is also a potential source of FDI. Whereas resource endowments (e.g. historical
sites and beaches) are important for tourism, software projects are driven by human resources (both as
inputs and end users). Egypt has a large number of university graduates and a rapidly growing domestic
demand, and all the main international computer software companies are active in the country. Financial ser-
vices could also attract foreign involvement to a greater degree.

Box Ill.2.  Accor Hotels S.A.E.: a management partnership

In 1992, Accor Group of France took over the Wagon-Lit Group and its business in Egypt. Established
in August 1980 was known as Compagnie Internationale des\Wagons-Lits et Tourism - Egypt, its business in
Egypt comprised management contracts for a number of hotels and the on board catering and sleeper car
services provided for the Egyptian railway network. To develop and expand its operations in Egypt, the Accor
Group invited collaboration and active investment from the Egyptian private sector. The EI Maghraby Group
joined forces with Accor and in July 1994 Accor Hotels S.A.E. was launched as a joint stock venture spe-
cialized in hotels management and tourist development.

The company currently has capital of US$ 9 million. The tourist group manages 22 hotels, owns 3 hotels
and is part shareholders in 4 hotels under construction. They have 300 bed medical (mainly optical) hospi-
tals and a chain of opticians.

It currently employs 4, 755 people and sales have reached a value of US$ 74 million, which is expected
to increase to US$ 86 million in 1998. They have also allocated substantial investments reaching LE 90 mil-
lion to a number of projects including building a 120-room extension to the existing Winter Palace Hotel in
Luxor and to renovating the Sofitel Old Winter Palace Hotel and its gardens. They also plan to build a 152-
room extension to the Novotel Sharm El Sheikh Hotel and to renovate the Novotel Dahab Hotel and oth-
er projects.

In October 1997, Accor Group of France and Accor Hotels S.A.E. signed a Master Franchise Agreement
for a further 30 years, extending Accor Hotels S.A.E’s entitlement to operate all the hotels owned by the
Accor Group of France:there are Sofitel, Novotel - Ibis and Mercure. It also entitles them to establish a joint
investment fund between the two groups and other international and Egyptian private-sector investors. The
input from the French partner is largely in the form of human resources training for hotel executives as well
as access to the brand names.

The management believes that FDI flows from tourism into Egypt are likely to grow significantly over the
coming five years. The key issue is the quality of services which depends on the quality of training of the ser-
vice personnel. The company believes that the way forward is to develop two centre holidays with cultural
tourism mixed with resort tourism, to develop resort areas and encourage business travel with conference
business and golfing holidays.

Source: UNCTAD and ERF survey, 1998.
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A final FDI category concerns the potentially important area of partnerships. Typical of cases of other
emerging economies, a number of Egyptian private sector enterprises have developed a strong competitive
position based upon dominance of the domestic market. But their future expansion requires the techno-
logical upgrading of processes and products, and support for their own internationalization.

Box Ill.3.  The Ezz Group: a joint venture geared
to access technology and new markets

The Ezz Group has been the leading private Egyptian company in the iron and steel sector for the last two
generations and has probably the largest private steel producer in the Arab world. The company’s primary
activity of steel rolling is complemented by commerce and transport and by ceramic tile production. The lat-
ter together with the company’s new steel rolling plant, are located in Sadat City, 100 km away from Cairo.

The company started in the 1920s and operated as a supply, contracting and shipping enterprise until the
1980s. With strong import and export links to Eastern Europe, at one time the Ezz Group shipped around
1 million tons of steel locally and internationally on an annual basis. The business stagnated but was reacti-
vated with the establishment of a steel rolling mill in Tenth of Ramadan City in 1991 and a further facility in
Sadat City in 1996. Employment in the sector now totals 1300 people.

The first ceramic tile line went into production in the late 1980s and rapid expansion led to a growth in
production capacity and employment grew from 100 to 1200 over a six year period.

The Ezz Group has a commitment both to state-of-the-art technology and best business practices. The
company has been reorganized twice using the services of Arthur Andersen and Booz-Allen consulting
firms. There is also a strong commitment to training: 200 personnel are fully funded for two-year training pro-
grammes; the company has established its own training institute in collaboration with an overseas universi-
ty; and 13 people are on full time sabbatical enrolled in MBAs programmes in the United States and Europe.

An interesting recent feature of the group’s expansion has been the establishment of a joint venture with
the Italian company, Danieli. The two private enterprises had worked together over a 10 year period on three
projects involving technology and equipment importation from Italy. Through this collaboration, both firms
were able to understand each other:for Danieli, it meant an understanding of the quality of Ezz Group per-
sonnel and of the ethics of the company, and knowledge of the Egyptian environment. The joint venture
involved a steel project that was too large and technologically sophisticated for Ezz to handle on its own. It
is regarded as the first of a series of such ventures to assist the technological upgrading of the Ezz Group and
its expansion both in Egypt and overseas. As the joint venture has just been established, the evaluation of
changes occurring cannot be performed at this stage.

Source: UNCTAD survey, 1998.
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Partnership arrangements between such Egyptian enterprises and foreign companies offer opportunities
for mutual benefit. Where such arrangements are successful, they are likely to follow a lengthy period of
working together, building cultural understanding and so on. Partnership are found in subsectors such as met-
als, software development, food and confectionery. Box I11.3 provides an example of the Ezz Group which

took the initiative in establishing a joint venture with the Italian corporation Danieli.

C. Overall assessment

FDI in manufacturing for the domestic market and labour-intensive export-oriented FDI offer the best
prospects, and along with tourism (and possibly FDI in privatization) are likely to provide the bulk of FDI in
the near future. The immediate benefits will be primarily increased capital inflows, job creation, expansion
of exports with low skill content and, of course, economic growth. While these are important benefits, a
key strategic objective should be to upgrade FDI in Egypt and orient it into higher-value added production.
In the light of this diagnostic, it would be opportune to involve the private sector in a thorough review of the
incentives framewaork.

Anillustration of FDI upgrading is the evolution of the Egyptian operations of the SwissTNC Nestlé from
an exclusively domestic market orientation into exports, and the commencement of local product devel-
opment to meet Egyptian market requirements (see box I11.4). The example of Glaxo and other illustrations
are presented in chapter V.

Experience in other countries suggests that FDI upgrading is linked to the global strategy of the parent
companies for their affiliates, the policies of the affiliates (especially related to the drive and motivation of affil-
iate management) and host country policies. Thus, the attraction of FDI is not a one-off event. From a pol-
icy perspective, the objective must be to encourage expansion and FDI upgrading through reinvestments and
new investment in higher value added activities over the medium- and longer-term so as to enhance the con-
tribution of FDI to Egypt.

An essential feature of FDI (and TN C activities) in Egypt is that it encompasses a range of economic influ-
ences, not simply capital flows but also a variety of economic contributions in trade, technology transfer,
employment generation etc. In Egypt, as in most countries, the foreign affiliates are larger, faster growing
and more productive than equivalent domestic enterprises; under appropriate conditions, they can play a cat-
alytic role in private sector development. Table I11.4 highlights some of the differential economic benefits asso-
ciated with various types of FDI in Egypt, and shows how FDI may evolve, and be encouraged to develop,
over the medium and longer terms.

In attracting new FDI, improvements in the business climate in a generalized way are important, alongside
specific factors such as improving trade efficiency, ensuring competitive incentive packages, etc. However, in
encouraging expansion and upgrading of existing FDI into the future, the policy emphasis must be on infra-
structure investment, relating to the physical, technological and educational infrastructure. The development
of concession or build-operate-transfer (BOT) type contracts could be further enhanced, facilitating the pri-
vate management of infrastructure projects. Sector-specific policies are also significant in promoting clusters
of related enterprises and self-sustaining development. Finally, whereas the marketing emphasis for initial FDI
concerns promotion, for upgrading, after-care services to inward investors are of paramount importance.
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Box Ill.4.  Nestlé Egypt SAE..  asupporter of regional trade

Swiss TNC Nestlé commenced exportation of products from Europe to Egypt in the late 1930s. Encour-
aged by the Open Door Policy, however, in 1988 Nestlé purchased the minority share holding of Industrie
du Froid, a local ice-cream and yoghurt producer. Although the company’s strategy is to“go on our own” if
we can, the Egyptian partners were regarded as helpful in bringing local expertise and know how as well as
local distribution; subsequently Nestlé took 100 per cent ownership of this operation. In 1988 Nestlé also
constructed a new facility in Sixth of October City to manufacture Maggi Stock and Cereals infant-weaning
cereal. Finally in 1995, it acquired the Dolce Company for food, an ice cream and snacks producer located
in Sixth of October City.

Egypt was regarded as a strategic entry for Nestlé, reflecting its geographical position at a cross roads
and its large population and significant influence in the region. Although the company has taken a long-term
view of the profit and volume objectives, the market has been more difficult to enter than expected. Nestlé
Egypt is only beginning to generate profits. An important part of the process has been culture transfer and
the diffusion of Nestlé philosophy. The Managing Director of Nestlé Egypt is responsible for management and
development for Ethiopia, Sudan, Eritrea, Dijbouti and Somalia; the majority of products for these markets
are imported from Europe, with some from Egypt. Nestlé Egypt is a significant exporter, particularly of Mag-
gi products, where it has the market franchise for the majority of North African and Middle East countries.
Export opportunities for Maggi products may also be exploited in other countries, provided no conflicts arise
with the sister Nestlé affiliates. Limited exports of ice cream products are made to neighbouring countries
too. In the future, there may be opportunities for additional exports to the Gulf, as well as to countries such
as Turkistan, Pakistan and Israel. However, the strong view was that TNCs should not set up a manufactur-
ing operation initially with an export orientation because it is too risky. As a supporter of regional trade,
Nestlé Egypt imports from other group facilities, an example being Nescafe instant coffee which is import-
ed from the company facility in Morocco. The product range has been expanded, and a new product,
Nesquick, introduced to the Egyptian market in 1994. In a typical sequential approach, the finished product
was initially imported, followed by imports of bulk stock and local packaging. Nestlé Egypt is now in full man-
ufacture locally. Product development has emphasized local adaptation, improved efficiency and cost reduc-
tion.There are also plans to establish a formal product development department.

The company has faced a number of environmental and policy challenges in Egypt and had various obser-
vations to make on the investment climate. Tax holidays were considered to be of little value and preference
was given to the abolition of import duties. In addition, because of the different investments, the company
has to operate three corporate entities under two laws and three tax environments, which cannot be har-
monised. Although there is a highly educated elite in Egypt, there is a shortage of middle managers and skilled
labour. There are also major bottlenecks, particularly in terms of infrastructure, with difficulties encountered
in a new city, such as Sixth of October City. Because of extended family systems, workers are reluctant to
move from Cairo, a problem exacerbated by shortages of schools, hospitals and recreational facilities.

Source: UNCTAD survey, 1998.
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Competition between countries for FDI means that marketing and promotion programmes have a crit-
ical role, especially in ensuring that Egypt is“on the list” when investors search for locations for new FDI pro-
jects; but also in encouraging investors to choose Egypt from the short list of potential locations. In many
countries, marketing programmes are now highly sophisticated in terms of targeting countries, sectors and
companies, of utilizing promotional techniques, and of linking promotions to other aspects of the investment
attraction package, particularly incentives. The requirements for Egypt are, thus, for an institutional set-up
that undertakes such activities efficiently and competitively. Attention must be given to marketing the attrib-
utes of Egypt to the outside world generally and to potential inward investors specifically. To effectively ful-
fil the basic marketing and promotion function, the FDI body must have a strong link with the private sec-
tor, that is the professional staff should be able to talk to executives in terms they understand and appreciate.
The educational background and professional experience of the agency staff should adapt to specific needs
of promotion programmes by countries and sectors. Finally, performance measures would change from time
scale for project registration to the effectiveness of marketing programmes.

In seeking niches in export-oriented industries, Egypt is in a unique position to become an export plat-
form for two distinct regions: the Middle East and Africa. There are also particular product groups in which
Egyptian affiliates may develop global production. These opportunities in selected dynamic industries and ser-
vices are reviewed in the following chapter.
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IV. Investment Opportunities in Selected Industries

Egypt enjoys comparative advantage not only in natural resources, but also in several manufacturing
industries including textiles, engineering, metals, pharmaceuticals and food processing. These industries are
expected to attract FDI to meet a growing domestic demand, but the potential for export should also be
tapped. There are also exports niches in particular product groups where Egyptian affiliates could develop
global production.

Generally, Egypt’s proximity to the regional markets of the Middle East and Africa is as yet an untapped
strength which can be used to upgrade FDI.

This chapter examines selected industries - pharmaceuticals, textiles, tourism, and electronics and soft-
ware - to illustrate the opportunities to expand and upgrade FDI.

A. Pharmaceuticals

Pharmaceuticals in Egypt is a dynamic industry (see table IV.1), with an average annual growth rate of 14
per cent in the 1990s.14 The main stimulus for growth is domestic demand, which is fuelled by expanding cov-
erage of health-care services and rising per capita drug expenditure. Thus, manufacturers, foreign and
national, cater for the local market. In 1997/98 a strong upward shift was registered in pharmaceutical
exports, which achieved a 150 per cent growth rate.

1. Mark et structure and investment patterns

The industry comprises 9TNCs, 6 private companies and 8 public-sector enterprises. The domestic pri-
vate sector has become an important player and currently accounts for more than half of total output. The
TNC market share is 30 per cent. The traditional dominance of public-sector enterprises has been consis-
tently subsiding, from a market share of 76 per centin 1981 to 15 per cent today.1s

The presence of TNCs in Egypt dates back to the 1960s following government control of all imports and
distribution of pharmaceuticals, albeit leaving a low tariff structure intact. This move, and the limited patent
protection of imports of pharmaceutical products, created the incentive for foreign companies to set up pro-
duction facilities in Egypt.6 The Egyptian pharmaceuticals sector was thus among the first recipients of FDI,
when Pfizer, Hoechst and the Swiss consortium of Ciba Geigy, Sandoz and Wander (Swiss Pharma) estab-
lished joint ventures in Egypt. 7

Three decades of presence in the Egyptian market has allowed TNCs to enjoy a prominent position; Bris-
tol Myers Squibb and Novartis manufacture three of the top 10 products sold on the Egyptian market.
Hoechst Marrion Roussel and Pfizer market the most popular products.i8 The Novartis case illustrates the
integration of Egyptian operations with the European strategy of the campus (box IV.1).

Typical of the pharmaceuticals industry world wide, production in Egypt is characterized by a relatively
high degree of concentration. The top ten firms operating in the Egyptian market control over 44 per cent

14 Information Medical Statistics (1997).

15 Information Medical Statistics (1997).

16 Heba Handoussa (1974), “The Pharmaceuticals Industry in Egypt”, Unpublished Ph.D. Thesis. University of London. SOAS.
17 Handoussa (1974).

18 Information Medical Statistics (1997) .
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of market share, while the top 5 companies control 27 per cent of the market.1® The Government hedges
against possible oligopolistic behaviour by regulating the movement of drug prices. Drug prices in Egypt are
administered by a cost plus formula, which allows a profit margin of 15 per cent on essential drugs and 25
per cent on non-essentials.20

An additional feature of the Egyptian pharmaceuticals industry is that local production is concentrated
on end-use products for final consumption. The industry imports nearly 90 per cent of its raw material and
intermediate inputs with its total import bill reaching US$ 221 million in 1995.21

The industry has thus achieved limited success in developing backward linkages, with little local pro-
duction of intermediate inputs. Companies attribute this to unencouraging pricing regulations and inadequate
economies of scale (ESCWA, 1997).22 The absence of backward integration should not, however, eclipse
the fact that in terms of domestic resource cost (DRC) the contribution of the industry to foreign exchange
savings that would have otherwise been allocated to meeting the country’s drug needs has been substantial.

Owing to the nature of the governing patent law in Egypt (Law 132 of 1949) which allows patents to
expire after ten years, the Egyptian pharmaceuticals industry has excelled in terms of manufacturing gener-
ics (table IV.2). More than two thirds of the output of the public and private (national) sectors is accounted
for by generic products, while the remainder is produced under licence. Egypt’s pharmaceutical exports are
almost exclusively in the generic ( off-patent) category of drugs.

Table IV.1. Pharmaceutical output and sectoral distribution
(Millions of Egyptian pounds)

Year Public sector TNCs Private sector Total
1984/85 304 103 28 435
1985/86 331 118 72 521
1986/87 270 129 82 481
1987/88 442 158 146 746
1988/89 521 194 197 912
1989/90 554 216 284 1054
1990/91 628 225 335 1188
1991/92 748 n.a. 651 1398
1994/95 976 n.a. 1,232 2208

Source: CAPMAS (1994) Economic Census 1991/92. Final Results. Volume Two.
CAPMAS (1996) Output, Trade and Capacity Utilisation of Industrial Production 1984/85-1994/95.

19 Information Medical Statistics (1997).

20 Egyptian Financial Group (1996). “ Guide to the Egyptian Capital Market.”

21 Ministry of Economy and International Co-operation (1996). Egypt Economic Profile.

2 ESCWA (1997). “Challenges and opportunities of the new international trade agreements”, United Nations.
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2. Investment opportunities

Investment opportunities are closely linked to three main factors: market growth; privatization in the
pharmaceuticals industry; and the patent law. The domestic market is expected to continue to grow in the
double digit range, and is projected to reach LE 4.5 billion by the year 2005 (see table 1V.3).

The export market is small: only 5 per cent of total production is exported. In fact, Egypt spends twice

as much on pharmaceutical imports as she earns on pharmaceutical exports. Compared to other regional
manufacturers - Jordan, for example - Egypt seems well behind its potential export frontiers.

Table IV.2.  Product groups manufactured under each type of ownership

1985/86 1995

Under Re- Under Re-
Sector Generics license packaging Generics license packaging
Public sector 68.0 31.2 0.8 67.1 32.9 na.
TNCs 4.0 935 25 _ 100.0 n.a.
Private sector 87.1 79 5.0 68.2 31.8 n.a.

Source: Academy for Scientific Research (1995). “The Egyptian pharmaceuticals sector. A case study”.

Table IV.3. Projected demand for pharmaceutical products in Egypt
(Millions of Egyptian pounds)

Year Demand value
1998/99 3543
1999/2000 3718
2001/02 3901
2002/03 4093
2003/04 4 296
2004/05 4 508

Source: Academy for Scientific Research and Technology (1994). “The Egyptian pharmaceuticals sector: A case study”.

Nevertheless, Egypt’s pharmaceutical exports are growing rapidly (see table IV.4.): the export market is
more dynamic than the domestic market, the import market and even the world market.
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Box. IV.1.  Novartis (Swisspharma Egypt): joining Europools

The Novartis Group was created by the merger of Ciba and Sandoz in December 1996. Novartis is ded-
icated to serving its customers’ needs in the broad spectrum of the life sciences. Novartis operates in more
than 150 countries and employs about 87,000 people around the world. Health care is the core business,
accounting for 72 per cent of total operating income, complemented by activities in three other areas: con-
sumer health, generics and CIBA vision.

Novartis started its operations in Egypt in 1962, creating a joint-venture between Sandoz and Ciba
(before the merger). Production was established in Egypt while in other Middle East and African countries (with
the exception of South Africa) local agents distribute and market the company’s products. The Egyptian affili-
ate is a registered legal entity, with Novartis as the majority shareholder. It has developed into a full-fledged
operations, with management supervision by Novartis, which also maintains corporate presence in finance.

The development of Novartis's operation in Egypt had four major components:

o Total quality management system: a large-scale investment programme was launched to build up a
modern plant, and to train workers to operate in a plant conforming to world standards.

o Local management: the company is fully run by Egyptians, but the director, Mr. Sabet, was edu-
cated abroad, and is familiar with European management practices.

o Regional coordination: the Egyptian affiliate is fully integrated in the European area. It is considered
as a part of the European market, and it is one of its five production sites including Switzerland,
France, Italy and Turkey. The Egyptian affiliate’s mid-term objective is to become a supply point for
Novartis in Europe by joining the Europool programme. Europool will assign product lines to each
affiliate.

o Learning experience: In order to develop the principal segments of pharmaceuticals in which the com-
pany has a leader position (generics, innovation-driven products, and off-patent drugs), the company
conforms to “Good Manufacturing Practices” (GMP). Training of personnel to achieve high standards
was and still is performed also on the technical side with the purpose of operating high-tech equip-
ment and compact lines.

Novartis's future investment plans in Egypt include clinical testing and clinical trials, related research and
development, exploiting the synergy with the high-skilled local medical community and the medical schools.
By performing clinical testing, the Egyptian affiliate will benefit from international know-how, scientific
exchange and technology transfer. However, to launch this programme, some obstacles need to be removed.
Government regulatory support for the adoption of clinical and testing standards would facilitate the estab-
lishment of clinical testing in Egypt. The commitment of key members of the medical community is also crit-
ical to the success of launching such programmes in Egypt.

Source: UNCTAD survey, 1998.
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Table 1V.1.4. Egypt’s trade in pharmaceutical products
(Thousands of Egyptian pounds)

Year Exports Imports

1984/85 4713 64 437
1985/86 5338 55 015
1986/87 5 566 109 248
1987/88 14 951 163 745
1988/89 20 546 181 003
1989/90 24 542 181 768
1990/91 43 451 218 480
1991/92 69 671 217 208
1992/93 73782 279 517
1993/94 90 094 226 375

Source: CAPMAS (1996) “Output, trade and capacity utilisation of industrial production , 1984/85-1994/95”.

Box IV.2.  Eli Lilly: A strong partnership with a local company

Since 1991, Eli Lilly has worked in close cooperation with its local Egyptian agent, Alkan. In 1994, Lilly
and Alkan agreed to acquire the Egyptian plant and operations of Roussel Uclaf Egypt. In 1995, an expansion
was decided on a new injectable product, designed to produce human insulin, meeting the European Union’s
current standards“Good Manufacturing Practices”. This facility represents a capital investment of LE 45 mil-
lion (US$13.7 million) and will be the first in the Middle East. Lilly has recruited an Egyptian only manufac-
turing staff, who are undergoing extensive training. The Egyptian facility will be using Lilly approved raw mate-
rials and packaging components and analytical controls transferred by the affiliate located in France.

The products produced by Lilly Egypt will be initially for local use although there are plans to consider
products for export to satisfy Lilly’s increasing business in other Middle East and African markets. A key ele-
ment of the local plant’s development is the successful technology transfer of production and control system.
The growth of Lilly in Egypt has been built on a strong partnership with a local company, acquisition and
investment in a local manufacturing base and the development of a broad range of activities with the local sci-
entific and general communities. Along with expanding manufacturing activities, Lilly is developing clinical test-
ing and launched a number of research programmes in collaboration with the local community. It has begun,
and will continue, to develop and expand its support to medical education, scientific meetings and health-
care programmes in Egypt.

Source: UNCTAD survey.
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Pharmaceuticals have ranked on Egypt’s annual list of most dynamic export products for the last decade.
The indicator of revealed comparative advantage (RCA) also shows that pharmaceutical products account
for a larger share of Egypt’s foreign exports than their share in world trade, an indication that the industry
has a comparative advantage in exporting its products.23

This export performance is attributed to the quality and price competitiveness of Egyptian products. The
export market is projected to grow to LE 200 million by the end of the current decade, especially as a result of
the opening of new markets for Egyptian products in Europe, the United States and in the Russian Federation.24

The Government of Egypt is committed to a privatization programme, which cuts across all sectors of
industrial activity. Several public-sector pharmaceutical companies have been privatized, representing about
40 per cent of total proceeds from privatization. While a change in ownership status may be an investment
opportunity, it is not strictly a“new” investment.

The activation of the stock market in Egypt will, nonetheless, allow existing and newly established com-
panies to tap the capital market as a source of financing plans for capacity expansion as well as for new green-
field investments.

In 2006, Egypt is expected to extend the period of exclusivity of patent holders from 10 years to 20 years,
in line with abligations under the Uruguay Round Trade Related Intellectual Property Rights (TRIPSs) Agree-
ment. The current patent law has allowed the industry to build up and maintain a comparative advantage in
the manufacturing of generics.

That advantage will need to be sustained in the future on the strength of local technological capacities.
This appears feasible. The industry has a well-developed niche built on nearly 40 years of operation, as well
as a competent research staff which can be readily supplied by the country’s pool of people who are techni-
cally and scientifically skilled.

At the same time, Egypt should target FDI involving low and intermediate R&D activities. In general,
because industrial R&D can be conducted in developing countries at a much lower cost, there is potential
for the Egyptian pharmaceuticals sector to capture a portion of this expenditure. Egypt has more doctors,
engineers, pharmacists and skilled technicians than any other country in the region.2>

Also, technical and skill-intensive wage levels in Egypt are competitive by international standards.These
cost considerations, combined with the prospect of prolonged patent protection, should amount to an
important incentive for foreign companies when considering where to undertake R&D activities.

23 Ministry of Economy and International Cooperation (1996). Egypt Economic Profile.
24UNIDO (1994). Egypt Industrial Development Review UNIDO and the Economist Intelligence Unit.
25 Handoussa (1999). “Competitiveness of Egyptian manufacturing in the 1990s”, forthcoming.
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Box IV3.  R. P Scherer Egypt: winning a regional export mandate

R. P. Scherer is a United States company which has a dominant share of the world soft gels production.
Soft gels are a gelatine-based product into which active ingredients are injected. Essentially, the business
involves selling the product to the top management of the pharmaceutical company that produces the active
ingredient. Scherer (Egypt) then produce the capsules, either in bulk or in retail packs.

Scherer has a long relationship with Egypt which began in 1959 with an agency and bulk deliveries,
which ended when the socialist regime prevented importation, and began again in the early 1970s. The cur-
rent company is a joint venture with 10 per cent United States ownership and 90 per cent Egyptian owner-
ship. Scherer has 12 factories worldwide and its Egyptian partner, Pharco, has other pharmaceutical inter-
ests, notably drugs for tropical diseases.

Scherer Egypt has a new plant in New Borg al Arab which enjoys a 10-year tax holiday. The company has
good training procedures and has no difficulty in attracting skilled personnel. Only university graduates are
employed, even on production operations. Scherer’s contribution was to bring technology, brand names and
training methods. Many of the employees have been seconded for 3 months training period to the Scherer’s
plants in the United Kingdom and France. Scherer personnel have visited Egypt also for training. Itis, essen-
tial to comply with the appropriate regulations in the pharmaceutical industry and the training procedures
are designed to achieve this. The sophisticated machinery employed produces very low rejection rates and
the plant currently operates 7 days per week, 24 hours per day. The plant exports 15 per cent of its output
to some 35 markets. The major export market is Romania (where there are 25 sales representatives) with
Yemen, SaudiArabia and Uruguay following.

The Egyptian parent, Pharco, aims largely to satisfy the domestic market and part of its mission is to spe-
cialise in tropical diseases such as bilharzia. The future investment plans of the Egyptian company include an
entry into biotechnology. Some work has already begun and the company hopes to begin product develop-
ment based on in - house R&D. Expansion of the company is greatly facilitated by workers and middle man-
agers who are loyal to the company and who are growing up with it. Staff turnover is not a problem and
recruitment can continue.

Managers in the company see Egypt as having a comparative advantage if a good foreign partner can be
found who can run the company to international standards. Major assets include the low price of land, man-
power and electricity which reduces operating costs and can be combined with machinery and raw materi-
als whose price is the same all over the world.

This case illustrates inward technology transfer to an Egyptian plant given a de facto regional product man-
date (Middle East, Africa and part of Eastern Europe). The domestically orientated part of the company has
the opportunity to expand building from a strong and growing domestic market to develop export potential.

Source: UNCTAD survey, 1998.
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Box IV4.  Glaxo Egypt S.A.E.. total quality management system

In 1990, Glaxo entered the Egyptian market by acquiring a minority shareholding in a local pharmaceu-
tical company, Advanced Biomedical Industries, owned by the Amoun Pharmaceutical Industries. It enter late
the market and this delay meant that Glaxo has had to demonstrate a strong commitment to the market and
to technology transfer. The Glaxo equity stake has subsequently been increased to 90 per cent through cap-
ital investment and is valued at £140 million. As at 1998, Glaxo was one of eight TNCs in Egypt, five of which
had major investments, in an industry comprising 23 companies (9 State owned) with a market value of £440
million. Glaxo’s early years in Egypt involved substantial restructuring as well as investment, and Glaxo Egypt’s
products were not formally launched until December 1992. The employment in the company at entry was
741, but the public sector, ‘jobs for life’ culture proved highly problematic. Thus, although employment has
subsequently been increased to 1,000, 380 workers were made redundant and 700 hired. A large-scale pro-
gramme to retrain workers was also instituted, with a major shift of emphasis from assembly to other oper-
ations. As part of the restructuring, both manufacturing facilities and the distribution system were totally
rebuilt. As at 1992, the company was ranked 22nd in sales in Egypt; by 1997 it was ranked number 2 and had
a market share of 5 percent and a turnover of Egyptian pounds 3.7 billion. A loss making situation of Egypt-
ian pounds 2 million in 1992 had been converted into a profit of Egyptian pounds 30 million by 1997. The sig-
nificant company investment in Egypt reflects the Glaxo view that entry into an emerging market is a long -
term commitment and needs substantial support to overcome problems of infrastructure, distribution and
supplies.

Development of the Glaxo Egypt operation has had three major components. First, efforts to achieve
a total quality management system led to ISO 9002 certification from the British Standards Institution in 1997,
the first pharmaceutical company in the Middle East and Africa to achieve this; there was similar success in
certification for manufacturing resource-planning processes. Second, the company invested LE 2 million in
a development laboratory in 1995 with the principal objective of developing products off-patent. Sixty one
product forms have been registered since 1992. Four people are presently involved in development and 40
in quality assurance and control. Third, the company has taken its initial steps into exporting and is the first
pharmaceutical TNC in Egypt to market outside the country. Approval has been given to supply Qatar, Yemen
and Nigeria, and exports to Nigeria were worth around LE 3 million in 1997. There are hopes that Glaxo
Egypt will be granted the regional mandate to become one of two supply sources for GlaxoWelcome for the
Middle Eastern and African market.

The company moved into exports because it was a cost effective producer and production technology
could satisfy the limited demands of African markets. However, while Egypt is the largest supply source in
the region, the company also has facilities in South Africa, Kenya and SaudiArabia. No decisions have yet been
taken on any reallocation of market and product franchises to individual countries. In the short term,
exports from Egypt will focus on markets that are small or fragmented, where the maintenance of one man-
ual production line in the factory facilitates short production runs. Some bureaucratic obstacles have been
faced in export procedures. Glaxo is still in the early stages of a large development programme in Egypt and
its strategic plan envisages continual upgrading of existing facilities and capacity expansion. With the recent
acquisition of a second factory of Amoun Pharmaceutical Industries, Glaxo gained a 9 per cent share of
Egypt’s entire pharmaceutical market. The labour force in Egypt is as loyal, inexpensive and productive and
there are many graduates - for example, all 350 Glaxo agents are pharmacy graduates. Problems for the com-
pany include rigid pricing policies, more transparency is sought in this area and in drug registration and patent
protection.

Source: UNCTAD survey, 1998.
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A number of measures in response to the TRIPs agreement have been adopted in Egypt. In the field of
drug R&D, the steps include the setting up of a high-level “Steering Committee for Drug Technological
Development”, specialized working groups and the establishment of a national R&D network. The formu-
lation of a national R&D strategy can be complemented with parallel and mutually reinforcing actions pro-
moted by TNCs in the industry to develop, for example, clinical testing in Egypt (see boxes IV.1 and 1V.2).

Furthermore, the adoption of a national R&D strategy would be viable only if supported by actions that
would improve the competitiveness of the Egyptian pharmaceutical industry. This will help both to increase
exports and replace imports.

Egypt has built a position from which it can develop as a base to service regional markets in African and
Arab countries - and possibly also develop its foothold in Russia and Eastern Europe. This is true a fortiori
for generic drugs and drugs for the treatment of tropical diseases where regional product mandates can be
acquired. The area of medicinal plants can also be developed so that it can become a comparative advantage
for Egyptian pharmaceutical firms, targeting exports to other countries in the region.

Low wages are not a particularly significant inducement for inward FDI in pharmaceuticals due to the
industry’s low labour intensity. However, the large pool of highly trained doctors, pharmacists, engineers
and skilled technicians is an important inducement for TNCs to use Egypt as a gateway to the growing mar-
ket of the Middle East and Arab countries.

Technology transfer to Egypt and the building of a regional product mandate is illustrated by the R.P.
Scherer case (box 1V.3). Product quality is vital in pharmaceutical production, particularly for acquiring
regional product mandates. TNCs based in Egypt are working to raise quality standards, to achieve ISO 9000
certification and eventually aspiring to obtain full (United States) FDA approval. However, the quality
requirements necessary to penetrate the world’s key markets are extremely exacting, and it is likely that
TNCs will follow a step-by-step upgrading of their Egyptian facilities (see the Glaxo example in box 1V.4).

Thus, for the foreseeable future, Egyptian units will likely concentrate on their traditional markets (the
Arab world, Africa, Russia and Eastern Europe) whilst quality standards are raised. In this process, Egypt’s
FDI strategy must aim at finding key market and product niches.

Egypt faces competition from other national locations to attract FDI. Competition is particularly fierce
for TNCs that have technology and product mandates to offer. In the region, Jordan is an attractive alternate
location. While competitive in labour cost and availability, Egypt should improve its competitiveness in
terms of expanding R&D support services and reducing transaction costs. In addition, a strong and vibrant
domestic private sector is desirable in order to provide potential joint venture and alliance partners for
incoming TNCs. These challenges are summarized in the analysis of strengths and weaknesses of pharma-
ceuticals (see table IV.5).

3. Policy implications
A challenge facing the Egyptian pharmaceuticals industry in the coming decade is the global strengthen-

ing of intellectual property rights, to which Egyptis committed. Firms with innovative capacities will be able
to meet this challenge.
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Table IV.5. Egypt’s attractiveness for FDI in the pharmaceutical industry

Strengths Weaknesses

Low labour cost Quality standards
Supply of pharmacists/doctors Lack of local R & D
Access to Arab and African markets High transaction costs

Generics production

Regional product mandates from TNCs

Opportunities Threats

Domestic market growth Competition for TNC Investment (Jordan)
Export platform investment

Tropical drug market TRIPS

Source: UNCTAD survey, 1998.

The declining role of public-sector enterprises in the industry should be complemented by increasing
public support to private-sector firms undertaking indigenous R&D activities, especially since industrial
R&D related subsidies could be maintained under the stipulation of the Uruguay Agreement. A main imped-
iment facing R&D- activities in Egypt is the lack of financial support rather than the dearth of scientific skills
and originality.

The strategy of the Egyptian pharmaceuticals industry has been driven largely by a health policy related
target of providing affordable medicine to the population, rather than by an industrial policy which aims at
shifting the focus of the industry away from sheer manufacturing activities and towards higher value added
research-based production. Formal price controls are still in force and have led to some problems to firms
in price adjustment.

The Ministry of Health's Pharmaceutical Services Committee, which controls drug prices, bases its deci-
sion on a simple cost-plus formula. Once a product price has been set, however, it can be changed only
through a presidential decree. Overall, manufacturers assert that pricing of new-to-market drugs is admin-
istered fairly. Nevertheless, public policies should consider the economic dimension of new products and,
therefore, strike the right balance between health care cost-containment and strategic industrial planning.

Because of financial resourcefulness, FDI is expected to play an important role in integrating the Egypt-
ian pharmaceuticals industry into the network of world R&D, particularly in the aftermath of the TRIPs Agree-
ment. A starting point for Egypt to embark on reaping the industry and trade relating gains in the field of phar-
maceuticals is to launch a proper campaign to market the industry, with the constituency of such a campaign
being the world-wide research-based pharmaceuticals industry.

An important window of opportunity, which should be exploited by all the actors in the Egyptian pharma-
ceuticals industry national as well as foreign, is related to the industrial restructuring scheme to be financed by
the European Union. The Association Agreement currently negotiated between Egypt and the European Union
should provide the industry with an opportunity to receive technical assistance as well as financial support for
restructuring. Financial support earmarked for southern Mediterranean countries currently negotiating a free
trade area with the European Union, among which is Egypt has been put at ECU 4.7 billion.26

26 Friedrich-Ebert Stiftung (1996), “Europe and North Africa, Paranoia or Partnership?” FES Discussion Paper No. 36.
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B. Textiles and garments

Textile activity dates to more than a century. The regions which are particularly associated with thriving
textile activity are Mehalla, Kafr Al Dawar, ShubraAl Kheima (Cairo), Helwan and Alexandria. Textile oper-
ations have also been established recently in the new industrial cities of Amereya, Borg El Arab, Tenth of
Ramadan, and Sixth of October, which have been organised and promoted to attract domestic and foreign
investment.

The main strategic competitive advantage is Egypt’s abundant supply of cheap labour. New textile invest-
ment favours garment production which is typically characterized by high labour intensity. The largest num-
ber of new FDI projects is heavily involved in the supply of garments. Menswear and childrenswear attract
the largest share of new investment projects.

1. Mark et structure and investment patterns

The Egyptian industry includes all the major processing routes for main line textile production, com-
mencing with processing at the earliest stages, such as for fibres and including spinning and weaving capaci-
ty suitable for a wide range of products. Production ranges from the manufacture of carpets, fine cotton
woven and knitted fabrics, to the manufacture of garments and many types of household textiles and fur-
nishings. Knitting is used mainly for the production of fabric or garments.

Some 925 firms operate in the textile industry. Of these, 31 are public enterprises and represent close
to 100 per cent of spinning capacity and 70 per cent of weaving.

(@) Cotton spinning and weaving

There is a considerable market for cotton yarn and cotton substrates of various qualities in\VWestern and
Eastern Europe and the United States, but cotton textile activity has decreased in Egypt. There is a steady
decline in the mill consumption of cotton, and an increasing use of synthetic fibres to produce of blended
yarns and fabrics (see table IV.6).

Table IV.6. Spinning and weaving production

Product Unit 1990/91 1995/96
Cotton yarn 000 ton 306 250
Cotton textiles Mn LE 1375 1561
Wool yarn 000 ton 20 16
Wool textiles Mn metres 23 12
Synthetic textile Mn LE 108 129
Jute yarn 000 ton 24 20
Jute textile 000 ton 24 20

Source: CAPMAS, 1997.

Reportedly, most cotton enterprises are unprofitable. Their losses are absorbed by the Government to
avoid firing workers and overburdening the labour market. Nevertheless, a growing proportion of the cot-
ton manufacturing sector is being privatized, and the new owners are rationalizing production by reducing
the work force and upgrading the machine portfolio to meet quality and efficiency standards.
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Egypt’s available spinning capacity is characterized by lack of investment in new machinery and poor main-
tenance, resulting in high levels of down time, lower productivity and poor production quality. According to
the International Textile Manufacturers Federation (ITMF) data, Egypt’s available spinning capacity consists
mostly of ring spinning frames, of which a large proportion are short staple, cotton spinning spindles. There
are few open-end frames to spin cotton suitable for the weaving denim fabric.

The available weaving capacity (see table IV.7) also shows lack of investment for a considerable period of
time. Many looms are the old-fashioned and inefficient shuttles. The standard in other developing countries
is the swifter and more efficient shuttleless types, which improve quality and automation, and raise produc-
tivity.

Table IV.7. Structure and installed capacity of Egypt’s textile industry

Spinning * 1995 1996
Ring spindles 2925 000 2988 000
Open end 41500 41 200
Capacity utilisation 7 500 7 500
Weaving

Shuttle 13 000 13 000
Shuttleless 2 960 2 560
Capacity utilisation ** 7 500 7 500

Source: ITMF 1997.
* Public sector only.
** Hours worked per active spindle/year.

Table IV.8. Hourly labour costs in the textile industry in selected countries, 1993 and 1995
(US dollars)

Countr y 1993 1995
Brazil 148 1.98
Egypt 0.57 0.68
France 16.47 17.75
Israel 7.2 7.28
Malaysia 1.18 2.45
Philippines 0.78 1.06

Source:Werner International Inc.

Egypt’s public and private weaving operations are generally characterized by overstaffing, in spite of efforts
to encourage investment in new capacity and automation. However, the wage bill is low and compares
favourably with labour costs elsewhere (table V.8).

Synthetic textiles is the fast-growing segment of textiles in export markets due to increased utilization
in diversified segments ranging from automobiles (airbags, cars’ interior), to health care and leisure (sport
equipment, sportswear). However, Egypt does not have a competitive advantage in the production of syn-
thetic textiles. The spinning and weaving of synthetic fibres is very capital intensive, and the dyeing, printing
and finishing sectors need to be developed to support the move towards high value-added man-made fibre
products both in textiles and clothing. Other developing countries, such as Thailand, also have bottlenecks



Investment Policy Review of Egypt

in developing technological capabilities in these sectors.2” So far, Egypt's competitive advantage lies in the pro-
duction of fine cotton goods.

(b) The wool manufacturing industry

The wool manufacturing sector in Egypt is small compared to cotton. The annual mill consumption of
wool fibre (clean basis) has been estimated around 7,000 tons, much of which has to be imported.28 Local
supplies come from Egyptian sheep, notable for the primitive breeds and foals and coloured fleece wool,
which for textiles terms is of low utility and low value. Finer qualities are usually required in textile produc-
tion, even for floor coverings; white fleece wool is generally required for knitwear and woven fabrics (so that
finished dyed shades can be achieved without variation). Therefore, the wool manufacturing sector does not
rely on domestic resources as does the cotton sector.

(c) Garments

Garment manufacture isa prominent industrial activity in Egypt, and is growing swiftly on the strength
of its domestic textile industry and its high quality of cotton.

The manufacture of made-up finished products is a labour-intensive activity:it involves a sewing machine
and a ready supply of machine operators. Lay planning, cutting and packaging are probably the only process-
es which can be automated easily. In addition, a variety of labour skills are required in garment manufacture
(depending on fabric, stitching, and style). The global clothing industry has moved the sites of the various
activities in the manufacture of garments to a number of different locations in order to combine the advan-
tages of low-cost labour and necessary skills. Retailers and end-market suppliers, particularly those in
Europe, are exploiting outward-processing strategies in countries located around the Mediterranean basin.
In this respect, Egypt has a competitive location for a number of garment suppliers (and this is reflected in
the recent growth of approved investment projects).

However, Egypt could attract further FDI. Potential investors interviewed by UNCTAD stated that while
sampling made in Egypt is excellent, the lead time does not meet required standards. Strategically, investors
tend to play safe, by limiting the activities they establish in Egypt to those that have the least risk (Box IV.5).

Investors in the new industrial areas or new communities also express concerns. While in the new indus-
trial sites, the basic requirements of power, water, roads and telecommunications are provided, these essen-
tials however tend to be inadequate, requiring additional investment cost (e.g. water, sewage) particularly
critical to textile production. In addition, because of lack of services (restaurant, schools, entertainment)
or family ties, workers prefer to live at home and not in the new communities, so firms have to bus their
employees long distances, sometimes up to 2 hours away. Improvement of the railroad, would alleviate trans-
portation costs and reduce the time lost in traffic jams. In some cases, such as for example, the industrial
site of New Borg El Arab, this could be easily accomplished since the railroad is already in place.

27 Nipon Poapongsakorn and Pawadee Tonguthai (1998) “Technological capability builidng and the sustainability of export success in
Thailand’s textile and electronics industries” in Ernst, Ganiatsos and Mytelka Technological Capabilities and Export Success in Asia
Routledge.

28 PCI/Kidson Research.
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Box IV.5. A joint venture in garment production

A large European textile concern had invested considerable sums with its joint venture Egyptian partner
in a range of finishing capacity with the aim of differentiating substrate fabrics produced in Egypt, in order to
produce elsewhere a range of mass volume, lower market apparel goods destined for European markets. The
Egyptian firm concerned acts as a stockholder, and has six-month lead times, which are very long compared
with the brief lead times of Western European clothing manufactures - often of only two to three weeks. In
the context of this venture, a very considerable investment in Egypt thereby posed little risk.

However, it allowed the European firm a foothold in Egypt as a potential springboard for the nearby
developing markets in the Gulf and African regions, in the short and medium term. It also provided the Euro-
pean firm an entry into some Eastern European markets with whom the Egyptian firm had developed close
working relations.

Source: UNCTAD survey, 1998.

2. Investment opportunities

Egypt is one of the largest growers of cotton fibre and produces a third of the world’s finest cotton. Thus,
Egypt has a competitive advantage in the production of fine cotton goods which require high-grade cotton
(i.e.,“extra-long staples™). These products command premium prices in international markets.

Table I1V.9. Egyptian textile production profile, 1995 and 1996
(000 tonnes)

Fibre consumption 1995 1996

Cotton 280 210
MMF 35 32
Other 21 19

Spinning production

Cotton 214 200
Cotton rich blends 17.6 18
Other 40 39
Woven production 100 390
85% + cotton 13 85
Cotton rich blends 15 15
Knitted fabrics 16 1.23

Source: ITMF, 1997.
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Table IV.10. Growth pattern of Egyptian textile and clothing trade with the European
Union 2, 1986 and 1995

(Thousands of Ecu)

Trade 1986 1995 1986 1995
Imports Exports

Textile 50 743 87 472 102 008 299 725

Clothing 15 251 26 702 15 603 134 885

Total 85 994 114 174 117 611 434 610

Source: Eurotex, vol. 97/4
a 12 member countries.

However, farmers are planting less cotton and are shifting production to more valuable cash crops such
as vegetables and soft fruits. The resulting fall in acreage has been exacerbated further by a drop in cotton
yields. Cotton prices were liberalized in 1996, and some recovery in the volume of agricultural cotton pro-
duction is possible in the short to medium term (see table 1V.9).Thus, a revival of cotton production is impor-
tant for future investment in the textile industry.

The main market opportunity is to improve the exporting profile of Egypt's textile industry and to
exploit its relative proximity to\Western Europe, particularly the European Union. The United States also has
alarge market for Egypt, but trade barriers to this market are higher than those of the European Union. Egypt
is negotiating free-trade agreements with both the United States and the European Union.

Outward processing FDI is a logical starting point for targeting European investment. These are investors
interested in establishing export-oriented clothing manufacture in Egypt. Already, this strategy has repre-
sented the most swiftly growing export activity between Egypt and the European Union between 1986 and
1995 (table IV.10). Textiles remain Egypt’s most valuable export earner, although the rate of growth appears
to be slowing in comparison to exports of clothing to the European Union.

In spite of the evident growth in exports of textiles and clothing, Egypt has to maintain a competitive
advantage with similarly advantaged neighbours, such as Morocco and Tunisia. Egypt exports more textiles
than Morocco and Tunisia; they are far ahead of Egypt in the export of clothing (see table IV.11).

Increasing competition also comes from Turkey, where there is a growing, sophisticated and well-equipped
industry, and from newly developing business in the Eastern Europe and the Central Asia and hinterlands.
Greece and Israel are other sources of competition. Probably the greatest threat to Egypt’s trade with Europe
comes from Eastern Europe, where the European Union gives preferential assistance to some countries.
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Table IV.11. Comparison of Egyptian textile and clothing trade to the European Union2
with that of Morocco and Tunisia, 1996

(Thousands of Ecu)

Trade Egypt Morocco Tunisia
Imports

Textile 78 867 838 310 966 167

Clothing 42 371 178 074 332 343
Exports

Textile 245 647 79 569 100 966

Clothing 161 315 1674709 1877 575

Source: Eurotex, Vol 97/4.
2 15 member countries.

3. Policy implications

The Agreement on Textile and Clothing provides for a phasing out of all restrictions of the current
agreement on textiles and garments and the integration in four stages of the textiles sector into the GATT
1994. Egypt has already submitted to the Textiles Monitoring Body (the Authority responsible for supervis-
ing the implementation of the Agreement and reviewing all procedures within theWTO) a list of the textiles
to be liberalized in the first stages. By January 2005, all phases of the agreement should be completed and
all restrictions lifted.

There are concerns about the fullimplementation of the agreement in Egypt. Some have voiced its post-
ponement questioning the ability of the textile industry in Egypt to compete efficiently and meet the liberal-
ization challenge. The advocates of such views fear mainly an oversupply of textile and ready-made garments
in the domestic market, financial difficulties for domestic producers, and the absence of local production
improvements to meet export requirements.

Other trade agreements also move in the direction of trade liberalization. According to the 1997 Co-
operation Agreement with the European Union, the main trading partner of Egypt in textile goods, Egypt-
ian textile and clothing products should have duty-free access to the European Union markets, apart from
cotton yarns and fabrics, which are subject to quota restrictions.

To gain export competitiveness, the Egyptian textile industry should attract new investments and
upgrade technology. International market restrictions are an obstacle, but the main constraints are due to
domestic factors. In addition to improvements needed in infrastructure, enterprises engaged in large volumes
of intra-company trade, find the importing and exporting process to be time consuming, and see a need to
improve customs clearance and quality-control procedures. High transaction costs have an impact on the
exports competitiveness. For example, in knitwear, Egyptian manufacturers generally require a lead-time of
two to five months compared with only 15 to 25 days for firms from Brazil. The difference in this lead time
can erode Egypt’s advantage of its proximity to Europe.

While cheap labour is an advantage, high skills and productivity are necessary to maintain competitive-
ness on a long-term basis in international markets. Egypt has to ensure a sustainable competitive advantage
through better management, increased productivity and by improving the standards for the textile industry,
which would require new investment in machinery and maintenance and in management and marketing capa-
bilities. To improve quality, the establishment of research in textile and training for employees are important,
as welle as strengthening business support services in areas such as information and marketing.
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C. Tourism

Egypt has some impressive assets in tourism. It has several ‘must-see’ locations, including the only
remainingWonder of the Ancient\World - the Great Pyramid of Cheops at Giza, the wonders of Aswan and
Luxor, desert locations, sea coasts, an outstanding museum in Cairo and Nile cruises. Egypt is close to the
main tourism-generating hub of Europe and has good inter-continental linkages with Japan and the United
States. Egypt also has a long tradition of international marketing of its tourism assets and international pro-
jection of its cultural wonders is not difficult.

The problems of tourism in Egypt relate to safety, difficulties in developing segments of the tourism mar-
ket other than cultural tourism, the high transactions costs for visitors and training. It has had a roller-coast-
er ride - after each terrorist incident, inward tourism plunged to very low levels and then recovered again.

The change in the country’s economic orientation together with the signing of the Peace Agreement in
1973 brought increased investment. The number of hotels increased, servicing facilities sector improved and
the number of tourists rose substantially compared to previous decades (figure IV.1).

Figure IV.1. International tourist arrivals and receipts in Egypt, 1986-1996
(Thousands and millions of US dollars)
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Source: Ministry of Tourism, except for the tourism receipts for the period: 1986 -1991 from OSAF (Office for Studies & Finance, S.A.E).

This was also assisted by the gradual liberalization of civil aviation policy and efforts towards diversifica-
tion of tourism from a cultural to a leisure and cultural attraction combined. Between 1985 and 1989,
tourism measured by the number of international arrivals, grew on average by about 13.6 per cent per
annum, much higher than the world tourism growth rate of 5.9 per cent during the same period.2° Tourism
income from being the smallest contributor to foreign-exchange earnings of about US$ 300 million in 1986,
climbed to US$ 3.3 billion in 1996, becoming the single largest earner of foreign currency.

In addition to the significant increase in international tourist arrivals which grew from 3.2 million in
1992 to 4.1 million in 1996/97 (the last two peak years), domestic tourist traffic is estimated at about
another 2 million.

29 |nternational Tourism Report No. 1991, Economist Intelligence Unit.
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Although the losses incurred from the Luxor incident in November 1997 are significant, they do not
seem to be as severe as anticipated and the recovery of tourist flows is well under way, according to a recent
study conducted by USAID. The largest losses from revenues in tourism as a share of GDP amounted to 2.4
per cent in 1998 . Forecasts indicated a drop to 0.8 per cent of the GDP in 1999 and only 0.05 per centin
the year 2000. Several factors have mitigated the severity of the impact on the Egyptian economy including
the diversification of products and markets, image building and several new policy measures introduced to
atract private investment. One of these measures is the BOTsystem that allows the private sector to estab-
lish four new airports.

The tourism sector is now estimated to account for between 2 and 4.7 per cent of GDP. Tourism devel-
opment has had a substantial impact on direct employment in tourist establishments and on employment in
other sectors such as transport, food industry, textiles, cottage industries and the small-scale informal sec-
tors in manufacturing and services which are particularly labour intensive. This is relevant to unemployment
and the need to redeploy redundant labour from the government and public-owned enterprises. Direct and
indirect employment in the tourism sector is estimated by the Government at 1 million (implying a tourism
employment multiplier of 2.5).3° About 17 per cent of the work force in tourism are women, which is high-
er than the national average of 12 per cent.

The tourism industry is expected to become the largest source of world export revenues by the next
century. In 1995, according to the World Tourist Organization, international tourist arrivals numbered 567
million with revenues of US$ 373 billion. The Middle East* accounted for only 2 per cent of arrivals (11.1 mil-
lion) and 1.8 per cent of receipts (US$ 6.7 billion) in the global tourist market. However, the Middle East has
witnessed the fastest rate of increase in arrivals since 1990, led by Egypt which now accounts for more than
a third of inbound tourist flows to the Middle East. The World Tourist Organization forecasts that tourism
to the Middle East as a destination will surpass the world average.

1. Mark et structure and investment patterns

A significant part of investment in the tourism sector has been undertaken under the investment law
which is monitored by GAFI. The fastest growing subgroup of tourism projects are tourist villages, tourist
complexes and entertainment cities, as opposed to individual hotels. There are now as many as 205 tourist
villages under implementation (21 in operation) at a total investment cost of LE 9.4 billion and 21 tourist com-
plexes also under implementation (four in operation) at an investment cost of LE 3 billion. Whereas the total
investment cost of tourism projects in operation was 14 per cent of aggregate investment under various sec-
tors of economic activity in mid-1977, the share of the tourism sector has grown to 34 per cent of estimat-
ed investment for all projects under execution.

(@) The hotel market: ownership, management and profitability

In 1996, the total number of hotels registered by the Ministry of Tourism was 789, of which 486 were
hotels, 215 floating hotels, and 88 tourist villages. The total hotel capacity in that year was 70,471 rooms and
140,741 beds.

Hotel accommaodation varies, with a sharp increase in hotel capacity along the Red Sea. There are three
trends that have characterized the period since the early 1970s, when the total number of four-and five-star
hotels was limited to about two dozens, entirely owned by the public sector and managed mostly by TNC

30 Other estimates place the indirect employment multiplier for tourism at 3, with total employment from tourism at 1.4 million
(Samia Fawzy, “The tourism industry in Egypt”, mimeo, 1998).

* According to the WTO classification of regions, the Middle East includes Bahrain, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya,
Oman, Qatar, Saudi Arabia, Syria, the United Arab Emirates and Yemen. World Tourism Organization (1998). Annual Report.
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chains. The first trend was the investment of domestic private capital in hotel construction and travel agen-
cies. The second wasArab invesment, especially from Kuwait and Saudi Arabia towards the establishment of
four and five star hotels, mostly with foreign management, as well as in the purchase of state-owned hotels
under the privatization programme which started in 1991. The third was reputable TNCs in the hotel mar-
ket entering into agreements with private domestic entrepreneurs to manage and sometimes participate in
the design and equity of hotels.

Private Egyptian capital was first encouraged to set up tourist related investments under Law no. 1 of 1970
which provided the tourism sector with a number of significant concessions and incentives that were applied
to both domestic and foreign investors. These included a minimum five-year tax holiday, exemption from tar-
iffs on imported hotel and transport equipment and furnishings, low-cost land in virgin locations and easy
credit terms provided by specified banks including the Industrial Development Bank. The first wave of invest-
ments was in the middle class range of hotels, in floating hotels and in the import and operation of tourist
buses and limousine services. Even a number of restaurants and fast food chains were able to take advantage
of the fiscal concessions so that by the mid-1980s, Egypt had developed a highly diversified range of tourism-
related facilities and demand was surpassing the rate of supply.

The role of FDI is important in the tourism sector across all its segments. The majority of the 92 four-
and five- star hotels are operated by international hotel chains which typically have management agree-
ments with domestic and Arab owners.There are now at least 20 such international chains across Egypt, 12
of which operate four or more hotels. Management is delegated entirely to the international chain, which
recruits Egyptian professionals to serve in top management and applies its detailed organization and man-
agement procedures. A few other TNCs have entered into either part ownership agreements (for example,
French Accor) and hotel leasing (such as French Club Mediterranée).

(b) Tourism-related services

A recent assessment of the tourism cluster3t shows the strengths and weaknesses of the support ser-
vices which make up the tourism industry. Hotel capacity has doubled in less than 10 years, and the num-
ber of restaurants and cafeterias has increased 1.5 times from 1989 to 1994. The four-and five star- catego-
ry predominate, but the one-and two star- restaurants, need significant upgrading, especially outside of the
large governorates (Cairo, Alexandria, Giza and Canal Zone).

The number of travel agencies has grown significantly with an increase in their turnover from LE 158 mil-
lion in 1985 to LE 1.3 billion in 1995. General transport services are extensive but the quality of the public
sector buses and private taxis are a subject of tourist dissatisfaction according to CAPMAS survey. Howev-
er, the government’s incentives to tourist transport companies has had a very positive supply response, with
acurrent fleet of 6,652 tourist buses and 1,002 rental cars. The country boasts 15 airports serving 53 inter-
national airlines, but domestic flights are monopolized by the national carrier, and there are complaints from
tourists about the inadequacy of services and the common problem of delays.

TNCs in the travel agencies and transport services are well represented in Egypt, mostly through their
correspondent relations with domestic enterprises. TNCs have contributed to the quality of Egyptian
tourism services, providing the pool of Egyptian trained personnel with the most sophisticated tools for the
management of information and package tour operations. The market for hotel business and tourism services
is in general highly competitive, with a very large number of actors across locations, nationality of owner-
ship and management and level of services provided. Entry into the market has been relatively easy, except
for obtaining long-term credit for large scale and high cost projects. This feature has discriminated in favour
of the large Egyptian-owned ventures which, with their successful track record, can secure funding from
national and international financial institutions against their collateral. Today, there are a dozen such promi-

31S. Fawzy, op.cit., 1998.
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nent players in the Egyptian tourism market, all domestic private capitalists who started their operations in
the 1970s and 1980s. Their rapid growth in the tourism sector can be attributed to their success in diversi-
fying into new segments of the tourism product, appropriate combinations in the supply of facilities to cater
for local alongside foreign tourism demand, and entering into alliances with TNCs in the hotel and/or agency
business.

The government has undertaken several development activities related to tourism services, wich include:
improving on the existing airports and adding new terminals, and the construction of new airports; the con-
struction of a huge new centre for the production of movies and television programmes; building up the Nile
TV and the Egyptian Satellite channels as international channels hosted by Egypt; and encouraging interna-
tional sports tournaments, conferences and exhibitions, film and music festivals; (e.g. the ASTA conference
which was held in Cairo in September, 1992; the African summit held in June, 1993; the International Con-
ference for Population and Development (ICPD) 1994; the Peace conference in Sharm El Sheikh in March,
1996; the Arab Summit in June 1996; and the MENA Economic Conference in November, 1996).

Cairo has long been considered as a major financial and commercial centre in the Middle East and thus
attracts significant numbers of business travellers. Cairo is also the seat of several key regional and Arab orga-
nizations which host regular meetings and conferences. With the vastly improving investment climate and
regional relations, business travel has been significantly enhanced. Given the importance of media advertis-
ing as Egypt’s a window for the world, the Government has allocated US$ 40 million for global advertising.
The media’s role is demonstrated by how it overcame the temporary downturns and setbacks experienced
by Egypt’s tourism market as a result of terrorist attacks in the past five years. Television and newspaper cov-
erage of Egypt as a travel destination will continue to broadcast its positive image to the world.

2. Investment opportunities

The key element of Egypt’s strategy for the growth and development of tourism is to diversify from the
one-time visits to cultural sites towards leisure and recreational tourism which involves repeated visits and
has so far been hardly exploited. The Government thus plans to support the development of infrastructure
in a number of new locations to attract beach tourism, especially in the governorate of Sinai which is targeted
to enjoy an increase in hotel capacity of 200,000 by the year 2017. Another element to Egypt’s long-term
tourist strategy is to attract a larger share of tourists from tourist generating countries which are still poor-
ly represented. To date, the number of visitors from Japan, South-East Asia and the United States are still
insignificant in Egypt as compared to the potential these countries have.

Egypt is also striving to increase its receipts from tourism at an even faster pace than arrivals, both by
encouraging longer stays per average tourist and by offering up market services that increase the average
expenditure per tourist. In 1995, Egypt’s share of world tourism revenues (0.7 per cent) was already well
ahead of its share of tourist arrivals (0.5 per cent), evidence of the above average expenditure per tourist.
And yet, Egypt’s average income per tourist is still below that of several destinations in neighbouring coun-
tries. Average tourist receipts are estimated at US$ 599 for Middle East destinations (according to 1995WTO
figures), with the highest receipts per arrival recorded by Lebanon (US$ 1 766) as compared to Egypt’s figure
of US$ 862. The goal is to promote additional recreational facilities that result in longer tourist stays and larg-
er expenditures per tourist.

Table IV.12. shows that the tourist income multiplier for Egypt (at 1.23) is not particularly high (it is equiv-
alent to that of Jamaica, and well below that of Turkey). This illustrates that there is room to increase tourist
spending, and to retain more tourist expenditures within Egypt. Egypt is also trying to provide conference
facilities, to draw more tourists. The Government is also pursuing the goal of encouraging the growth in
incentive tourism, health and spa resort development and safari-related tourism packages.
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Table [V.12. Tourist income multipliers

(Percentage)

Destination Tourist income multiplier
Fiji 0.72
Hong Kong,China 1.02
Cyprus 114
Dominican Republic 1.20
Jamaica 1.23
Egypt 1.23
Ireland 1.72
United Kingdom 1.73
Turkey 1.96

Source: John E. Fletcher (1989) “Economic Impact” in S. F Witt and L. Moutinho, eds. Tourism Marketing and Management
Handbook (2nd Edition), London: Prentice Hall, p. 476.

Another component of Egypt’s strategy is to draw tourists to underdeveloped regionsin Egypt. The plan
is therefore to develop more of the archaeological sites in regions of low tourist concentration such as some
governorates in Upper Egypt and to provide adequate transport and infrastructural facilities to encourage
tourist visits to such underdeveloped regions. The target is to increase hotel capacity by 4000 rooms in the
Northern half of Upper Egypt by the year 2017.

Egypt’s ranking among the world’s top tourism destinations rose from 41 in 1985 to 36 in 1995, but its
achievement is still well below that of neighbouring countries in the MENA region such as Tunisia (rank of 30
with 4.1 million arrivals) and Turkey (rank of 21 with 6.5 million arrivals). Given Egypt’s tremendous attraction
as a cultural tourism destination and its untapped potential for attracting beach tourism to its 2,700 km coast-
line, itis clear that the growth trend of the 1990s in tourism demand and supply could continue over the fore-
seeable future. One feature that gives Egypt an advantage over other tourist destinations on the Mediterranean
is its significantly longer period of mild weather, at 9 months of the year.

Although Europe is considered a mature tourist-generating region with relatively low growth potential,
there is tremendous potential for attracting European tourists to the Middle East and to Egypt in particular.
One factor is the shift in European tourist demand from short-to long-haul destinations and the other is the
fast shift from cultural to beach tourism as expected over the next few years.

In the short-run, the Government has set a target for Egypt to achieve 6 million tourists by the year 2000.
This target is substantiated both by WTO forecasts and by local consultants. The target is also in line with
growth trends of the past three years and with significant growth on the supply side. The WTO forecasts an
increase in global tourism from 3.9 million in 1995 to 660 million tourist arrivals by the year 2000. Accord-
ing to OSAF (July 1996), the share of the Middle East is expected to grow from about 1.9 per cent in 1995
to 2.3 per cent in the year 2000 and 3.3 per cent in 2010, while Egypt’s share will rise from 0.5 per cent in
1995 to 0.9 per cent in 2000 (6 million arrivals) and 1.5 per cent (14 million arrivals) in 2010.

Over the coming 20-year period, OSAF consultants in fact do not expect a levelling out of the recent
growth achieved by Egypt, a growth which is led by demand and supply trends for beach tourism and is con-
centrated in the Gulf of Agaba and the Red Sea. The government’s long-term strategy report estimated
growth in tourism revenues is from the level of US$ 3.4 billion expected for 1996/97 to a level of US$ 32.4
billion in the year 2016/17. Egypt’s long-term vision is for a tenfold increase by the year 2016/17 in hotel
capacity and tourism revenue.

Large scale tourism developers are increasingly being attracted by the Government to undertake the
development of blocks of seaside lands for which they can provide and operate the infrastructure, plan and
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commercialise subprojects for investors and themselves implement and own parts of. A good example is the
Riviera Resort, a major tourist site to be developed over an area of 7.7 million square meters, south of Taba,
and extending over 9.2 km along the Gulf of Agaba. This project, which is not included in the approved capac-
ity estimates of the medium term, would alone provide an additional 14,000 rooms to attract 900,000 addi-
tional visitors by 2005. This would further grow to 17,000 rooms attracting 1.3 million guests by the year
2010 according to a realistic scenario.

In terms of attracting increased FDI, the preferred form of foreign involvement in hotels is through man-
agement contracts. Indeed, Egypt attracts two distinct types of foreign involvement - asset investment in the
form of ownership of hotels - largely from other Arab investors and management (sometimes with owner-
ship) contracts from\Western countries. Management contracts enable the foreign company to exercise con-
trol over the asset without ownership and often the hotel (asset) is sold ‘loaded with the contract’ (i.e. the
contract remains in place after the ownership changes. There is a great need to upgrade the management of
hotels and other tourist facilities in Egypt. Therefore, the management of many of the historic sites and attrac-
tions would benefit if their operations were subcontracted. Specific investment promotion policies should
be devised to facilitate international management contracts in the tourist industry.

3. Policy implications
A number of reforms are under way to support tourism development.

(@) Privatization

A major component of the Government’s privatization programme is in the tourism sector, including the
sale of single assets or packaged assets to investors and the sale of tourism companies on the stock exchange.
The Holding Company for Housing, Tourism and Cinema (HTC) currently has 4 affiliated companies in the
tourism sector, each of which owns a number of large hotels in Egypt. HTC is also a partner in more than
20 joint venture companies in tourism. The number of hotels to be privatized includes eight in Upper Egypt
(4 in Aswan and 4 in Luxor), seven in Cairo, three in Alexandria, two in the Red Sea area (Hurghada Shera-
tonand Ain Sokhna), and two in Sinai (Dahab Helnan and EI-Arish Oberoi). Several of these hotels are man-
aged by international chains such as Accor, Club Med, Helnan, Hilton, Mercure, Oberoi and Sheraton (see
table IV.13).

A variety of privatization styles are used. Assets are sold to an‘anchor investor’, sales are made via [IPOs
on the stock market or assets are partially sold to a strategic investor. The Holding Company aims to pro-
mote the business/ organization to be sold and aims both to improve the assets before sale and to package
the assets into an appropriate form for sale. The holding company’s executives say that they do not differ-
entiate between domestic and foreign investors, that they aim for complete transparency. An attempt is made
to“clean the house from inside” before sale. This involves preparation of the assets and training of person-
nel. Inthe case of hotels, the physical assets may be sold loaded with the appropriate management contract.

Table IV.13. Privatization activity of the tourism sector, 1998

Hotel Privatization Methods of privatization
Cairo Sheraton 1996 Sold as a company
Le Meridien 1993 Sold as an asset

El Borg April 1998 Sold as an asset
San Stefano Offered in April 1998 Not finalized

Nile Hotel Offered in April 1998 Not finalized

Source: Holding Company for Housing, Tourism and Cinema (HTC), 1998
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(b) Protection of the environment

In order to be economically sustainable, tourism development must be environmentally sound. Both the
Government and private-sector developers have an essential role to play in establishing and applying con-
servation standards and policies. This is true of Egypt’s cultural heritage as well as its natural wealth. The Gov-
ernment must enforce strict planning regulations to preserve historical sites and conserve the existing eco-
logical balance in newly developed coastal areas. The absence of sufficiently trained local authorities has
resulted in the decline of the environmental quality of a major beach tourist site at Hurghada and of Egypt’s
historical Pyramids Road in Giza, as well as in major problems of traffic congestion in some key historical
areas. The Government, including central and municipal departments must engage in a campaign to rally all
those in the tourism sector with the slogan that Egypt is marketing the world’s cultural heritage and is one
of the world’s most unique and attractive destinations.

The lack of regulations to ensure environmental sustainability and avoid the deterioration of tourist sites
has resulted in a number of sea side developments and cultural sites becoming of substandard quality because
of overbuilding, with structures built too close to each other and with no limits to height. With respect to
the future, it is of paramount importance that all competent authorities responsible for allocating land and
providing construction permits adhere to strict enforcement of urban plans and well-designed land use
plans for recreational resorts.

(c) Security and safety of tourists

Egypt’s tourism industry promises to be the leading growth sector in the next two decades, as it cap-
tures its rightful place on the Mediterranean tourist map. The disruptions to the overall growth trend in
demand as witnessed by the large cyclical fluctuations over the 1980s and 1990s (see figure IV.1) have most-
ly been caused by internal problems (with the exception of the Gulf War). Terrorists attacks aimed at
tourists have damaged entire tourism seasons and threaten to give Egypt a growing negative image of inse-
curity to foreign visitors. It is estimated that overall occupancy is currently 60 per cent of that same period
in 1997, five months after the worst of terrorist attacks on tourists occurred in Luxor in November 1997.

The Government of Egypt has shown its clear resolve and determination to provide increased protec-
tion both for tourists and for Egypt’s invaluable cultural sites. Improved security measures in airports, hotels,
tourist buses and tourist sites are essential in minimizing the opportunity for criminal activities. Another pol-
icy is to give a larger stake to small and micro enterprises in tourism-related manufacturing and services, espe-
cially in those tourist regions where the incidence of poverty and unemployment is high. Such a policy would
raise awareness of the value of tourism to livelihoods.

On the supply side, both Egyptian and foreign investors have to accommodate themselves to the cycli-
cal fluctuations in occupancy rates: many feasibility studies for tourism projects have calculated that one in
four years is a bad year for the estimates of cash flows and rates of return. Some regions such as Luxor which
are exclusively dependent on cultural tourism have witnessed much sharper downswings in tourist visits
throughout the past decade. In 1994, Luxor experienced a decline of 13 points in its occupancy rate and a
much larger decline in the Autumn of 1997 as a result of the attack in November. In contrast, Sharm EI-Sheikh
—a purely“Sun and Sea” tourist location — has consistently recorded one of the highest occupancy levels of
any market in Egypt or the Middle East. The overall occupancy rate in south Sinai has ranged between 75 and
82 per cent between 1994 and 1996.

There are anumber of proactive measures that are valuable in reacting to the threats of terrorist attacks.
One is for the tourist business community to better manage the foreign press and specialized media to
improve the demand response during difficult times. Another useful step is for local tourist agencies and
hotels to forge better links and alliances with their counterpart operators in tourist-generating countries.
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Such closer links give an incentive to the foreign located agencies to step up efforts to reduce the impact of
shocks and shorten the duration of down cycles.

(d) Employment and training policy

Staffing flexibility is needed to respond to seasonal shifts in demand and to the volatile nature of the busi-
ness. However, the dismissal of workers is an extremely time consuming and difficult process. If the tourism
sector is to be developed and managed efficiently, a flexible employment policy is required combined with
an adequate compensation framework to maintain social stability.

One of the problems encountered by tourists is the overall deficiency in the quality of tourist services
at many of the traditional cultural sites. According to a survey of tourist satisfaction, areas of deficiency includ-
ed the level of cleanliness and hygiene, the quality of guide services and the variety of tourist souvenirs.32 Sig-
nificant improvements are needed in the system of garbage collection, training and certification in hotel and
restaurant services, as well as the expansion of language schools to cater for the needs of specific national-
ities that are increasingly being targeted.

(e) Pricing and marketing policies

The Ministry of Tourism rates all tourist establishments and approves the prices for services. Hotels are
allowed to give discounts to groups and travel agents. Egyptian nationals and residents are given a mandato-
ry discount of 50 per cent to encourage domestic tourism, which is now accountable for about 24 per cent
of hotel occupancy. Until 1992, tariffs were set at levels that were based on the lowest performers, which
promoted inefficiency within the sector. In April 1992, the ceiling on prices of each grade of hotels was
removed by Ministerial decree.

Public expenditure on marketing is important to ensure successful tourism promotion. Egypt’s tourism
promotion budget is still modest (about US$ 20 million) (WTO, 1998). Well targeted publicity and media
marketing of Egypt as a tourist destination are of paramount importance. In view of the large sales taxes that
are imposed on hotel, restaurant and entertainment services in Egypt, the Government could find it prof-
itable to allocate more resources to the national tourism promotion budget and recuperate larger tax rev-
enues from tourism expenditure.

32 CAPMAS, 1994.
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D. Electronics and information technology

The electronics and information technology industries encompass a vast array of products and applica-
tions. They are the fastest growing industries in the world and often the most dynamic in terms of product
and process innovation and they provide impetus to the growth of other sectors. Exporters of high tech-
nology and information products and services include the economies of South-East Asia and China, and
countries in Latin America including Mexico and Brazil. India has emerged as a world supplier of software
services. Egypt has the potential to join these ranks. Egypt’s electronics and information technology is an
infant industry that is rapidly growing (see table 1V.14).

Established in the early 1980s, by 1996 the industry had more than 400 firms engaged in electronics pro-
duction and another 500 companies producing information technology products and services. The industry
employs some 50,000 persons, and electronics alone contributes 6 per cent to industrial production and
nearly 2 per cent to GDP.

Production is oriented around assembly operations and consumer products for the domestic market.
The Government is the large buyer and user in the market, but there are many suppliers and competition is
fierce. According to an UNCTAD survey, local producers have weak links with TNCs, and manufacturing is
dependent on the import of electronics components which are not produced domestically. The impact of FDI
has also been moderated by the pace and scope of the privatization process.

Thus, FDI could contribute to the further development of the industry in the following ways: injecting
capital, raising productivity, deepening production into higher value operations and expanding exports.

1. Market structure and investment patterns

The structure of the industry in Egypt is presented in figure IV.2 , and the different segments of the mar-
ket are briefly examined in the sections that follow.

Table IV.14.  Growth of electronics and information technology industry in Egypt, 1992-1996
(Millions of US dollars and percentages)

Indicator 1992 1996

Total production (million of dollars) 117 861.2
Electronics production as percentage of GDP 0.3 18
Number of companies in electronics 220 427
Number of companies in IT n.a. 500
Number of employees in electronics 16 000 45 072
Number of employees in ITa 1350 4 000

Productivity (per worker/year in thousand US$)
- in electronics 10.600 92.000

Source: Dataquest and IDSC.
aSoftware only
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Figure IV.2. Distribution of electronics on information technology by products in Egypt, 1995
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(@) Electronics

The electronics segment of the industry manufactures consumer goods, office and industrial products and
telecommunication equipment. In 1997, 200 large and medium-sized companies were established in this sector.

Transnational corporations entered the Egyptian market in 1980 with the set up of several plants in the
new industrial cities (e.g. Goldstar, Panasonic in the Sixth of October). Typically they operated under licens-
ing, such as the case of the Bahgat Group, which produces and markets Goldstar and Grunding products.

The tariff structure encouraged assembly operations. For example, until 1997, a duty of 80 per cent was
imposed on imported televisions sets, and a duty of 10 per cent on imported components. The tariff struc-
ture has since been revised and a duty of 5 per cent is now imposed on imports of consumer electronics.

Reduced protection of the domestic market was met by improved quality and competitiveness of local
production. Private sector and some TNCs in particular boosted the quality performance with the adoption
of international quality standards (ISO 9000) and started to export consumer electronics made in Egypt.
Although exports are small (about 5 per cent of total exports in 1996), they are following an upward trend.
Egypt’s dependence on imported components and kits, and the licensing requirements for brand name items,
have tended to fragment the market and created a proliferation of consumer-end products. In fact, consumer
goods electronics in Egypt represent 70 per cent of the total production in Egypt, while worldwide this seg-
ment represents only 22 per cent of the total world output.

Some TNCs produce consumer durables, such as Daewoo and the Research and Electronics Manufac-
turing (REEM) which is designing and manufacturing company electronics systems and their related software.

Egypt participates marginally in the production of the largest and fastest growing segments of the indus-
try: office and industrial equipment. In the latter segment of the market, TNC strategies are often based on
the development of regional integrated production networks. Xerox Egypt well illustrates such a strategy,
showing how its Egyptian affiliate moved from segmented to integrated production of office equipment to
cater for local and regional markets (box IV.6).
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The free zones have yet to develop their full potential. Most of the projects (50 per cent) approved are
for storage and warehouses and the average foreign capital registered is lower than that in inland projects.
In addition, the share of electronics in total investment projects is about 15 per cent and subcontracting
arrangements with TNCs are not actively sought by local investors. Among the free zones, those located clos-
er to Cairo (such as Nasr City and Greater Cairo) enjoy better access to air transportation and other ser-
vices support and because of that are preferred by foreign investors. Alexandria and Port Said, while offer-
ing proximity to ports and competitive sea cargo costs, do not offer adequate support services for foreign
investors, including appropriate infrastructure (school, hospitals, recreational activities) for expatriates.

Incentives offered to foreign investors in terms of land and taxation are considered as attractive in the
new industrial areas and communities as those offered by the free zones; and residential development and
support services are offered in the new communities, such as Sixth of October and Tenth of Ramadan, which
are located adjacent to established urban areas.

Based on these considerations, FDI in electronics has increased more rapidly in the new industrial
zones and new communities than it has in the free zones (see table 1V.15).

Private sector participation in the industry was encouraged by privatization of the main public sector
companies. Telesmir one of the large public sector consumer electronics companies was privatized in 1996,
followed by Nasr Electronics and Engineering in 1997. Telesmir shares were offered in the stock exchange
and there was no record of foreign participation. Nasr group as of 1998 was still under the supervision of
the Holding company for Engineering Industries, which is being restructured prior to privatization.

(b) Telecommunication equipment

This segment of the market includes telephone sets, switching equipment, facsimile machine, data
communication and transmission, broadcasting equipment and mobile communication. Thanks to the mod-
ernisation of government offices, large purchasing by banking as well as home consumption spurred by the
vogue of new communication equipment, this segment of the industry has grown in importance to account
for 33 per cent of total electronic market in 1996. This share almost equals that of telecommunication mar-
ket in Israel, where it accounted for 35 per cent of its total consumption in the same year.

In Egypt, the fastest growing demand is for mobile telephones. Until recently, FDI was restricted in this
area by the State monopoly on telecommunication. However, in 1996 the Government of Egypt privatized
the state-run mobile telephone network and awarded a second private GSM license to the French carrier,
Alcatel, to supply cellular phone lines. At the same time, Telecom Egypt has been, as a first step towards pri-
vatization. Telecom Egypt’s assets are worth around US$ 20 billion dollars and revenues were estimated at
US$ 774 million in 1996. Its privatization is expected to be launched by the end of 1998 through an initial 20-
30 per cent sale. There will be scope for involvement of foreign investors, as it has been the case in most
developing countries (see figure 1V.3). Indeed, in developed countries the number of foreign investors in
telecommunications can be very high. For example, in Germany more than 30 foreign entrants contest the
market. Similarly, in the United Kingdom about 25 foreigh companies either provide telecom services or have
invested in equipment manufacturing (Bohlin and Granstrand, 1994).33

Egypt suffers a severe shortage of available services and the growth in demand is exceeding supply. Wait-
ing lists and average waiting time are well above world average. Only 70 per cent of demand is satisfied and
there is a waiting list for new connections extends up to 5 years. Teledensity improvements take a long time
and,according to best practices monitored by the International Telecommunication Union, vary between 3
and 9 years. While income is the underlying determinant of telecom improvements, it would also rely on
increased investment that can be facilitated by foreign market entry.

33 Erik Bohlin and Ove Granstrand, eds. (1994). The Race to European Eminence North Holland.
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Figure IV.3. Telecom privatization in developing countries
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(c) Information technology
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Egypt is the largest market for information technology suppliers in the Middle East, involving sales of
about US$ 200 million in 1996, mainly for personal computer and other system hardware. The hardware
market is growing by more than 20 per cent annually, faster than the world market (see figure IV.4).

Thus, suppliers have an opportunity to expand operations and realize economies of scale. With adequate
and aggressively priced products, reputable and well established local partners and a long-term outlook, sev-
eral could become important players in the domestic and regional markets.

Table IV.15.
operation, 1993 and 1997

(Number and millions of Egyptian pounds)

Foreign direct investment in electronics: inland and free zone projects in

1993 1997
Investment Investment
Item Number Local FDI Number Local FDI
Total 570 6722 8 026 705 7777 8 348
manufacturing projects
Electronics 81 972 1158 102 1074 1197

Source: GAFI, 1998.

Note: Total of projects (foreign and Arab investors) in operation inland and in the free zones at the end of calendar year.
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BoxIV.6.  Xerox in Egypt: integrated regional production

Xerox has been operating in Egypt since 1978. Itis the major supplier of office equipment ranging from
laser printers to fax machines. In 1988, the Sixth of October plant was established as the only manufactur-
ing and assembly facility of office equipment in the Middle East. It assembles almost all the products that are
sold in Egypt and the new plant also began to export to Europe and the Middle East.

The company’s revenues have doubled over the past 8 years and totalled US$ 65 million in 1997. It aims
for a 20 per cent growth rate in 1998. In 1997, 7,000 machines were exported, which represents a large
share of Xerox’s total production in Egypt. The main export markets are European and Middle Eastern coun-
tries.

Xerox has captured 45 per cent of the local market share and it is diversifying its product mix and offer-
ing more services to its customers. For example, it offers the Facilities Management, which is a turnkey solu-
tion offered to enterprises to ensure all document handling . Advance Business Systems and Systems for Soft-
ware Solutions are also offered by the newly created Xerox Channels Group which is a partnership
agreement reached with dealers and sellers of Xerox equipment. Xerox provides leadership to its business
partners by providing strategic entry to new products and services.

Xerox's supportsiits business growth by a continuous investment in human resources development.The
company currently employs 650 employees, 150 of which are in manufacturing. Xerox has its own training
centre that offers managerial as well as technical training. There are 6 technical trainers and 4 full time man-
agement training groups. The company also sends employees abroad for higher level courses or for very spe-
cialized technical training. Xerox Egypt places managers to different countries around the world for istance
the United Kingdom, Saudi Arabia, United States, Kenya, Morocco, and Dubai.

The company’s organizational structure in Egypt is divided into business groups based on products’
lines. The division managers are responsible for a group of products, covering all different stages of the prod-
uct development going through marketing, pricing and advertising. The sales function is largely locally driven
whereas the financial management and management development and training are integrated in Xerox's
world-wide network.

Egypt is the strategic entry point into the Middle East market. Production plans have also been co-ordi-
nated with that of other manufacturing units in Europe and Xerox Egypt stands to develop further its role
in Xerox regionally integrated production network. Xerox production activities are in fact connected by func-
tionally and geographically integrated teams, which are responsible for developing and introducing new
products in all of Xerox’s sales areas. Procurement is drawn by all Xerox affiliates and production is stan-
dardized to facilitate cross-plants interactions and cost-efficiency.

Source: UNCTAD survey, 1998.
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Figure IV.4. Hardware market growth in Egypt, 1993-2000
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(d) Software and support services

Egypt’s domestic software sales were about US$ 60 million in 1996 and exports were an additional US$ 10
million, mainly to the Middle East. Out of a total of 500 computer companies in Egypt, more than 200 were
vendors and developers of software, and of those, there are only 10 that export. More than 90 per cent of
these companies are in Greater Cairo. The software industry employs some 4,000 professionals. Employ-
ment has risen by 35 per cent annually, and the workforce is made up of number of university graduates and
the popularity of information technology among educated young Egyptians.

Egypt is an attractive location for multinational software companies. The main international companies
are active in Egypt, with a strong presence of firms from the United States, including Microsoft, IBM and Ora-
cle (box. IV.7).They are able to recruit software engineers on starting salaries of US$ 300 a month. Oracle,
a leading suppliers of database systems to both banks and the Government, employs talented technical sup-
port staff at US$ 1,000 per month. Multinational companies also subcontract some data entry and software
development to the local software industry.

The software development industry market in the Middle East is small but growing, 40 per cent in
1996-97. The market is large enough to warrant custom applications and an Arabic version of major inter-
national software packages is available, including Microsoft Windows which has become the major operat-
ing system for PC users in Egypt and most of the Middle East.

Egypt dominates the regional market. More than 80 per cent of software development in the Middle East
is performed by Egyptians from Egypt or based in the Gulf. Arab companies such as Kuwaiti-owned Sakhr
Software have started to use Egypt as a base to develop educational software products for the entire Mid-
dle East. Egyptian firms are also pursuing opportunities in the European market and it is the only Arab coun-
try participating in international exhibitions in Germany and the United Kingdom.

Piracy is a concern. The Business Software Alliance, a non-governmental organization which has been
pursuing intellectual property rights compliance in the Arabian Peninsula, is addressing the use of illegal soft-
ware by both the private sector and the Government. TNCs are linking progress in the anti-piracy campaign
to further investment in the country. For example, Microsoft has announced plans to launch joint ventures
for software production, to offer software packages to both educational institutions and government depart-
ments at discount and to encourage training.
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Box IV.7.  Oracle: Becoming the market leader in Egypt

Oracle Corporation is the market leader in information management in Egypt. The com-
pany believes that the reform programme launched by the Government of Egypt has made infor-
mation technology a critical factor of success and that the growing local and regional markets
offer good business opportunities. The company is developing in Egypt a “subsidiary infrastruc-
ture” with the aim of becoming the largest multinational software company in the country. The
company’s focus of activities is on: the Government and public sector, defence and security, oil
and gas, private and banking and finance. The establishment of the Oracle Egypt subsidiary allows
the company to access the company’s world-wide network and resources. There is an on-line
network and a special international web site. The training system is under an international super-
vision in 5 authorized training centres selected among the best in Cairo and Alexandria. Oracle
Egypt has studied the Egyptian market and the key players and designed the “Oracle Partners
Programme” to create additional distribution channels. Oracle Egypt has leveraged the compa-
ny’s global strategy, developing an attractive Partnership Programme to ally with the markets’ best
breed of firms and create additional geographical spread. This is to cater for coverage not only
for Cairo and the largest cities but also for the new industrial and fast growing cities. Oracle cer-
tifies partners and assists in their technical and commercial development. It also entered part-
nership agreements with training centres and major training providers and also agreed to support
a Government initiative for the establishment of an information technology training institute.

Source: UNCTAD survey, 1998.

2. Investment opportunities

Egypt’s strengths in attracting FDI in electronics and information technology rely on :

o Demand: The domestic market is large, with growth in all areas: telecommunication, office equip-
ment and computers, and industrial electronics.

o Infrastructure: The basic infrastructure is in place, although improvements in airport services, bet-
ter serving particularly the new free zones, would help in the expansion of export-oriented elec-
tronic production. The low cost of utilities and land are an incentive for FDI, particularly for land
in the new communities. Utilities are at below world market prices and, similarly, natural gas and
gasoline are generally inexpensive.

o Human resources: Labour costs are competitive but productivity needs to be improved. There
exists a good university education system: 13 universities, 125 colleges, and numerous research
and training centres. Egypt offers a large pool of experienced technicians, researchers as well as a
large supply of semi-skilled work force.

o Support services. There are about 350 Egyptian registered companies and an estimated equal num-
ber of non-registered companies engaged in the high technology computer and electronic industries,
which is a large enough nucleus around which support services are beginning to mushroom.

Other regional economies have similar strengths, and Egyptian firms should differentiate their compe-
tencies and build niche markets. For example, Turkey has specialized in telecommunication services and most
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of the its exports are telecommunications equipment and services. In telecom services, Turkey has also been
active investor and, or service provider in countries in Eastern Europe and Central Asia. By the same token,
Israel has expertise in components, and industrial and medical systems. Table IV.16 presents the main indi-
cators for these economies.

Telecommunication equipment, software development, office and medical equipment are potential
areas where Egypt could attract increased FDI, and develop exports. Intra-regional trade and investment
should also be encouraged on the strength of Egypt’s central position in the Arab world. The UNCTAD sur-
vey indicates that local firms see opportunities in forging linkages with foreign firms and in improving orga-
nizational management practices and market intelligence. However, local firms are weakly positioned to
establish linkages. There are few qualified distributors in Egypt. The quality of domestic suppliers is also poor;
they have too small capacity and limited resources to support large TNC operations, and relatively low qual-
ity standards and delivery. Thus, there is need to support and encourage the development of linkages
between local enterprises and foreign firms.

Strategic alliances with international firms are crucial to develop subcontracting and other linkages, a
diversification of investment sources should be promoted. Asian investors is one target group to attract
increased export-oriented FDI in Egypt.

In certain areas, a mandating local content was introduced with the aim to support the development of
the local components industry. The tariff structure was also designed to discourage imports, but despite
these steps, the electronics components industry has not flourished. While the tariff structure has been since
revised for electronics and hardware, customs duties in software remain high (30 per cent plus a 10 per cent
sales tax). High tariffs encourage locally developed software packages, but raise the price of imported soft-
ware and thereby encourage piracy.

The UNCTAD survey shows that firms operating in the electronics and information technology sector
have difficulties regarding tax regimes and the availability of business information and support services.

3. Policy implications

FDI in electronics and information technology is attracted by local market mainly, but the regional mar-
ket is a potential pull factor. Market-oriented investment is welcome as it can develop the industry, improve
productivity and create linkages with local subcontractors and dealers. FDI strategy also needs to encour-
age an upgrading of operations, from the simple assembly of imported parts and components to the pro-
duction of components and exporting.

The experience of developing countries successful in creating a favourable environment for the devel-
opment of electronics and information technology point to the importance of liberalized trade policies, sus-
tained investment in manufacturing and human resource development and to the catalytic role played by
export processing zones and technology parks.

A review of the tariff structure would encourage firms in protected segments of the industry to ratio-
nalise and upgrade their operations. Firms in related segments would also gain, as would firms in the man-
ufacturing sector given the importance of information technology in improving total factor productivity
throughout the economy. For these reasons, a number of countries no longer protect the information tech-
nology industry. In India, hardware imports are facilitated for the purpose of software development for
export, and telecom imports are allowed duty free for hardware, and at reduced duty for software. Turkey
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encourages more widespread use of computer systems by levying very low import charges on computer
equipment and software.

Incentives offered to investment in Egypt’s free zones and new communities need to be accompanied by
the parallel development of technology parks and other support services. In 1989, the technology valley pro-
gramme was designed to support the industry’s development. Although programmed in the 1996 national
budget, the valleys have yet to become operational in all locations. Inaddition, the different valleys may com-
pete for the same kind of investment unless a clear differentiation of activities would be clearly encouraged
(see table IV.17).

Also important is increased support for R&D, in the public and private sectors, and strengthened links
between R&D institutions and industry. In Israel, investment in R&D is expected to reach 3 per cent of GDP,
in both the public and private sectors. InTurkey, public programmes to raise R&D investment to 1 per cent
of GDP are being accompanied by a planned increase of private sector spending in total R&D expenditures
from 8 per cent to 30 per cent by 2003.

Typically, TNCs in the electronics industry start their affiliates in assembly operations of imported parts
and components to serve local markets. Once the basic absorptive capacity is established, as in the case of
the Republic of Korea and Singapore, upgrading of operations takes place through licensing and other forms
of collaborations between TNCs and local firms with the aim to establish production of components and
exporting. This process could be encouraged in Egypt. Local companies should actively pursue partnerships
and linkages with global companies to implement the industrial and services transplantation of selected
trailing edge products to serve the regional and global market.

A number of the firms interviewed point to the lack of a national support institutions dealing with busi-
ness information support in information technology. The Information and Decision Support Centre (IDSC),
was established in 1985 to support the public sector but it has taken on additional roles over time, includ-
ing training and marketing .

It has ample financial resources, equipment and training facilities, and it should be encouraged to play a
more prominent role as service provider for technology support to business.

In telecommunications, a few market segments, such as mobile communications, can be attractive to
local investors. But other segments are dominated by giants: the largest global manufacturers, carriers and
services providers have, on average, activity in at least 40 countries and operate integrated networks,
including production and advanced services. Thus, internationalization of telecommunication networks is
linked to privatization through FDI.

There is a strategic advantage in liberalizing the Egyptian telecommunications market. The demand for

improved and expanded services is pressing, an capital requirements for upgrading and expanding infra-
structure can be considerable.
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TNCs are large, telecom intensive users and demand technologically sophisticated services. Their
demand for reliable, high-speed digital services and other innovations may outpace a national domestic car-
rier's ability to supply them. At same time, FDI in telecommunications can sustain the development of some
segments of electronics production (components and office equipment) and software development where
local and foreign firms with a regional base may gain their advantage in exporting by having greater access to

market information and being able to offer better consumer services.

Table IV.16. Main indicators in electronics and information technology in the MENA
region, 1996

(Millions of US dollars and percentage)

Indicator Egypt Turk ey Israel
Electronics production 222 1840 4728
Electronics market 675 3330 4928

- Technology Development
Programme

-Technology Valleys

- 6 new communities industri-
al zones

- expertise in arabisation,
starting regional exports and
investment in software devel-
opment

- 5 free zones in operation

FDI support
programmes

Telecom Investment: 2.8
- as percentage of GDFC 51
per inhabitant

PC per 100 people 0.58

Investment in R&D as % of GDP 0.34

Electronics exports 100.2

IT exports 145

of which, software 10

-Xerox located in Egypt the
only manufacturing and
assembly plant in the Middle
East

Regional strategy
of selected TNC

-20 industrial zones

-low import tariffs

-good infrastructure in tele-
com

- developed competencies in
telecom switches, serving
Eastern Europe and Central
Asia

31
6.8

0.67
0.3

747

620
18

-Microsoft installed in
Turkey an affiliate responsi-
ble for sales and support of
Middle East, Central Asia
and North Africa

-developed infrastructure

- strategic research pro-
grammes

-outward investment devel-
oped

27
97.1

17.04
3%

3750

1824
n.a.

-Intel has established in
Israel its only affiliate in
the Middle East. In addi-
tion, its regional sales
office is based in Tel Aviv.

Source: UNCTAD based on Elsevier, 1996 and IDSC, 1998.
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Table IV.17.

Policies that affected the Egyptian information technology industry, 1998

Year

Policy/Institutional de  velopment

Obijectives

1985

1985

1993

1995

1996

1998

Establishment of the Information&
Decision Support Centre

Establishment of the Information
Technology Institute (by IDSC)

Establishment of the Technology
Development Programme (by IDSC)

Business and Technology Development
Centre (established by IDSC)

Establishment of Technology Valleys Programme
In the first phase, the Sinai Technology Valley
was established in Ismailia. Other valleys are in
the planning phase, they will include:

- 6th of October

- Sohag

- Nag Hamadi

Trade policies— tariff structure

NGOs and regional organizations

1985

OThe Egyptian Business Software Association

OBetter Software Alliance

OAssociation of Owners of Computer Companies

OEgyptian High Technology Association

The Regional Information Technology
and Software Engineering Centre (RITSEC)

-develop information and decision support for the Cabinet and
policy makers

- develop an infrastructure for information and decision sup-
port systems in ministries and governorates

- develop a software service industry

-develop a high-tech industrial base

- training of IDSC personnel

- training of government and governorates officials

- training of software industry personnel

- training of university graduates

- new post-graduate training of distinguished graduates

- establishment of a strategy for the development of high tech-
nology in Egypt

- co-ordination between all entities related the development of
high tech in Egypt

-Encouragement of private sector investment in high technolo-

gy

-offer business information resources access to advanced tech-
nology solution to business development

- international marketing based on real approach
of investors need. An incentive package offered to
create a business attraction and promote transfer
of technology

-Effective application of copyright laws
-Encouraging acquiring original software

-Effective application of copyright laws
-Encouraging acquisition of original software

-Effective application of copyright laws
-Encouraging acquisition of original software

- Encouraging research and application of high-tech

A joint project of UNDP and the Arab Fund for Economic
and Social Development (AFESD). It assists in the develop-
ment and growth of the information technology and soft-
ware industry. It is hosted in Egypt. It can bid for govern-
ment projects and actually competes with local software
developers.

Source: UNCTAD survey, 1998.
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V. Conclusions and recommendations

The Government of Egypt has taken giant strides in this decade towards reviving the economy and busi-
ness environment. This, plus improvements in the investment framework, make Egypt an attractive investment
location inWest Asia and North Africa,and FDI inflows are increasing. But the potential exists for even greater
FDI inflows as well as for greater variety, going beyond resource and market-seeking investments and includ-
ing export-oriented operations and integrated international production.

Realizing Egypt’s full FDI potential will require efforts on several fronts. The Government recognises the
need to remove obstacles to trade, promote exports and develop new export markets. This process of trade
liberalization needs to be deepened and accelerated. The necessary actions include improved trade efficiency
and transportation,simplified customs procedures and improved national quality control systems and standards.

The Government attaches importance to privatization. Port services, telecommunications, electricity,
banks and insurance companies are all ready to be privatized. Their privatization is expected to improve the
performance of enterprises directly and indirectly (if service companies like banks and insurance providers
are privatized),and also improve the business climate by sending a signal of confidence to domestic and for-
eign investors.

The Government is committed to establish a comprehensive and transparent set of business regulations,
including the judicial, legislative and regulatory environment for investment. While Egypt scores well on invest-
ment protection, improvements in other areas are possible, particularly with respect to investment admis-
sion and company establishment. Also desirable are explicit assurances of non-discrimination and trans-
parency in the application of investment policies and regulations.

The Government is expected to provide enhanced support for the market economy. The needs here are
many, ranging from improvement of infrastructure and human resource development, to efficient governance
and administration. The possible areas of improvement in the legal system involve labour laws, intellectual
property rights protection,consumer protection, trade laws and competition policy. While the above list cov-
ers a formidable range of actions, these are challenges which the Government has already accepted. A hum-
ber of measures could facilitate the achievement of specific objectives related to three broad areas; the invest-
ment framework, private-sector development and regional cooperation.

A. Investment framework
Objective 1.  To facilitate FDI entry and simplify establishment procedures

As seen, at present, Companies Law 159 maintains restrictions on ownership and management of for-
eign enterprises. In the longer term, foreign companies should be entitled to the same rights and obligations
as domestic investors. In the immediate future, the primary concern of business people is the speed, pre-
dictability and transparency of the business establishment process and the issuance of permits, licences and
other necessary authorization. Speeding up this process is an important element to attract FDI. A number
of measures could be adopted:

o Define a time span for issuing notifications/registration.
o Establish a window in the Investment Authority to assist the investor to deal with the different reg-
ulatory agencies at the central as well as at the provincial and local level.
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In order to be competitive with other countries, Egypt needs to greatly simplify and unify company’s
establishment process and thereby reduce the time and duplication of effort.

Objective 2:  To strengthen the General Authority for Investment and the Free
Zones as a promotion agency

International investors operate in a globalising economy and adopt new strategies for international pro-
duction which have also changed requirements for investment promotion activities. Several measures would
help GAFI to meet the challenge of attracting increased FDI to Egypt.

GAFI should be a private-sector oriented organization and it should give a significant impetus to private
sector led development in Egypt. It is suggested that GAFI's new strategy would focus on:
o investment facilitation;
o business support; and
o after-care services.

These services should be demand-oriented, and partially users-supported.

To fully assume the role of an attraction and facilitating organization, GAFI should redefine the roles and
responsibility of existing staff. Subject to strategy requirements, staffing may be gradually reduced,and more
importantly the composition of skill of staff should focus on the marketing and promotion sides. Different
levels of management would benefit from special management training programmes especially designed to ful-
fil new missions and objectives.

GAFI should also consider locating investment promotion offices in a selected, small number of key loca-
tions abroad. As a first step, GAFI officials could join training programme sponsored by some inward/outward
investment agencies of other countries and gain experience in operating marketing programmes abroad.
GAFI should also monitor FDI flows and improve its information collection and retrieval. New information
material should be produced and existing ones redesigned.

New information technology should be adopted to upgrade information collection and retrieval, pro-
viding good tools to monitor new FDI flows and capacity expansion.

While recognising that export promotion is the domain of other ministries and agencies, the linkages
between exports and inward FDI is an important one and it should be strengthened.

As the administrative authority in charge of investment, GAFI should take the lead to ensure policy co-
ordination and transparency of the investment framework. It should be pro-active in working with other min-
istries, particularly trade and economy,as well as ensuring that foreign investors are consulted when new pol-
icy measures are under consideration.

Obijective 3: To focus investment promotion on export-oriented FDI

Investors are attracted to Egypt primarily to serve the local market and to exploit resources. These
investments are important and should be welcome. At the same time, promotion efforts should focus on
attracting export-oriented investment. Three broad target categories are proposed:

Regional and possibly global export-oriented FDI: Investment is designed to build from Egypt's exist-

ing activity in the free zones. Because of future potential, however, greater emphasis should be placed upon
labour-intensive, export-oriented operations in electronics rather than only in textiles. It is important that
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attracting this type of FDI is not seen as an end in itself, but rather as a way into the TNC-dominated electronics
sector. In the medium-term,fuller-line assembly operations of higher capital intensity would be the objective.

Reinvestment: It should centre on project expansion of established TNCs. As shown in the report, there
are a large number of investment activities in consumer and related product sectors, largely designed to cater
for Egypt's internal market requirements. In the medium term, the objective will be to encourage investors
to rationalise their operations and develop an export orientation, backed up by local product development
to meet the specific requirements and tastes of local and regional consumers. A number of measures could
facilitate project expansions:

o Provide same incentives to project expansion as for new, greenfield FDI;

o Reduce protection and increase competition in relatively closed industries;

o Involve and support TNCs in R&D and local product development (some successful examples have
been already highlighted in the report) and potential exists. This could be done through joint R&D
project, some specific R&D incentives etc.,;

o Create a regional advisory board with other IPAs in the region to develop complementary produc-
tion schemes (pharmaceuticals/food/textiles could constitute pilot projects).

Partnership: Egyptian-owned enterprises should be encouraged to enter in subcontracting and joint ven-
ture linkages with foreign firms for the purposes of technological upgrading and accessing export markets.
These firms, in the long term, may also become regional investors (either on their own or in partnership with
TNCs) in other countries of the MENA region. Sectors with identified potential include,among others, met-
al, ceramics, food processing, garments, tourism and software services.

Objective 4. To upgrade FDI in the free zones

Free zones have benefited from investment facilitation measures, including tax and tariff incentives,and to
some extent, of basic infrastructure. A number of new zones are being proposed for establishment,and there
could well be just too many of them. The priority should be to upgrade the infrastructure in existing areas.

Some free zones should evolve into technology parks and/or industrial parks. Upgrading of the zones
would require not only a more sophisticated infrastructure but the establishment of a“centre of excellence”
in business services. Towards that end, selected free zones should be:

o Privately operated

o Offer tailor-made logistic centres (packaging, unitizing, loading, unloading, transporting, storing, and
keeping track of handling, inventory, warehousing and transit costs);

o Host specialized investment promotion antennas

o Be actively marketed (information material, including, directory of foreign firms investing in the free
zones, type of investment existing and desired focus) to develop a name recognition e.g. “Made in
Damietta”.

o Constitute a network (e.g. providing dedicated transportation links among zones, communication etc.).

B. Private-sector development
Objective 1.  To increase foreign investors’ involvement in the privatization process

Privatization through the mechanism of strategic (or anchor) investors has not met expectations. An
alternate route is to encourage privatization through the stock market.
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Some specific measures could include:
o Encourage FDI in investment services;
o Improve information available to potential foreign investors on the privatization programme;
o Empower the competition agency (to be established) to review mergers.

Objective 2: To create new investment vehicles

As seen in the report, a number of initiatives have already been taken to revive the stock exchanges in
Cairo and Alexandria and to strengthen development of capital markets in Egypt. The stock market has an
important role to play in the privatization process and in order to encourage foreign investors’ participation,
the following measures could be adopted to overcome the lack of market breadth, depth and information.
o Create an independent accounting board to develop and monitor disclosure standards;

n Offer equal tax treatment to investment vehicles which should be similarly tax-treated as direct
portfolio investments for both individual and institutional investors;

o Allow financial institutions to engage in all financial activities provided that no conflict of interest or
anti-trust laws are violated. The competition authority which should be establishe should be
empowered to review such cases.

o Increase Egyptian corporate finance expertise by designing special training programmes.

New investment vehicles can help attract new entrants into the capital market and broaden the
service base of financial institutions, institutional and individual investors. These vehicles could include,
for example, mutual funds (multiple and open-ended funds) and venture capital. Banks should be
allowed to issue shares in the securities markets and financial intermediaries to use domestic public
liabilities (social securities, insurance and pension funds).

Obijective 3: To reform tax administrations

Egypt’s system of tax administration needs to be reformed to lower the burden on companies operat-
ing in Egypt. One of the major reforms that needs to take place is to move away from the present system of
comprehensive annual audits. With the present expansion of the private sector, the tax administration sys-
tem is unable to cope with the volume of audits in a timely manner. A simpler process for appealing tax assess-
ment needs also to be put in place to shorten the lengthy process of solving disputes.

Obijective 4: To reduce trade-related transactions costs

To attract export-oriented FDI requires easy access to overseas markets. It is necessary to strengthen
the trading infrastructure to facilitate imports and exports and reduce transaction costs. TNCs are engaged
in a large volume of intra-company trade, but TNCs in Egypt find customs, ports and quality controls do not
meet their global company-wide requirements. Specific improvements could include:

o Tariff reforms

o Reform of the process of estimating duties for importers

o Reduce inspection prior to admittance only to those necessary for health and safety
o Improve quality testing facilities and locate them close to ports.
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Obijective 5. Raise quality standards and support innovation

Egypt’s national system of innovation is not lacking in institutional development but the sum is less than its
parts: the various science and technology institutes and research centres are not responsive to the technological
demands of private industry, particularly small-and medium- size enterprises. As part of a systematic effort to
make the innovation system more integrated,a number of measures could include:

o Support the introduction of ISO standards through training and specific incentives
o Set higher standards of intellectual property rights
o Open national Science and Technology institutes to international networks.

Objective 6: To develop entrepreneurship

The lack of entrepreneurial dynamism is particularly constraining the development of small and medium-
size enterprises (SMEs), which make up the most of Egyptian industries. There is low awareness of the impor-
tance of quality to competitiveness with little or no design capability and lax attitudes to delivery. GAFI should
support the development of Egyptian SMEs through offering tailor-made specialized consulting services and
encouraging business linkages between Egyptian SMEs and foreign enterprises.

C. Regional cooperation
Obijective 1 : To support regional integration agreements

The signing of an economic partnership agreement with the European Union is of paramount importance
as a first step towards encouraging export-oriented TNC activity. Similarly, measures should be initiated to
progress the Arab League's Free Trade Zone plan for the region.

Obijective 2: To enhance Egypt’s regional leadership role

To successfully attract FDI to Egypt, it is also important to improve the region’s attractiveness for FDI. Fol-
lowing the example of other regional groupings, such MERCOSUR and ASEAN, Egypt should strengthen the
co-ordination of intra-regional trade and investment policy and custom harmonisation being one of the pri-
orities. In addition, the following measures could be promoted:

o Strengthen the regional coordination mechanisms to adopt common trade and investment policies;

o Identify with neighbouring countries strategic regional projects which would aid the integration of the
region as a single market;

o Participate to regional investment promotion events.
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What can we do more? Recommendations of the Cairo workshop

One hundred participants from public and private sector — both domestic and international — gathered
in Cairo to discuss the Investment Policy Review of Egypt. Participants recognized that the Government of
Egypt has exerted great efforts to set the economic and social stage to encourage the private sector’s invest-
ment. But these efforts need to be consolidated to ensure more coherence, more transparency and more
predictability of the investment framework. As among developed countries changes are constantly sought to
further improve the investment environment, so Egypt must continue to boost the attractiveness of the
country as an investment location and pursue a continuous process for legal and institutional reforms. Main
areas were identified:

o Bureac racy

The bureaucracy is one of the obstacles the government is fighting against. Making GAFI a one-stop shop
would create a very efficient response to the requirement of the prospective investors. Efforts should be
made to dismantle the bureaucratic procedures but also the bureaucrats’ mindset that often takes even
longer to change. New systems dealing with private businesses should have technical and procedural effi-
ciencies. The coordination between different government agencies dealing with investment issues needs to
be strengthened.

D Taxation

Tax rates in Egypt are considered by investors to be very high, although tax holidays are offered as an
incentive to FDI. Nevertheless, the cumbersome procedures for tax administration and the time-consum-
ing, inefficient process of filing tax returns adds a significant element of uncertainty to private investment in
Egypt. The business community recommended the establishment of a specialized institution to handle issues
related to taxation for transnational corporations. In addition, international investors supported the adop-
tion of a single tax treatment for greenfield (new investment) and brownfield (capacity expansion) investment

. The judicial and legal system

While business needs swift justice, the Egyptian commercial judicial procedures are slow and expensive.
Obstacles include inadequate litigation procedures, understaffing, low technical capacity of staff, poor facil-
ities and limited financial resources. Litigation is time-consuming and expensive in Egypt. Egypt legal institu-
tions and the profession must be upgraded and able to deal with the high end- such as privatization, project
financing — of the legal work.

0 Transaction costs

Exporters and importers still face a lengthy procedure to clear shipments through customs inspections
and port services. Cumbersome import procedures continue to delay deliveries from abroad. Exporters
have to cope with low-quality, high-cost support services, including air transportation and insurance. The
latter two sectors are still restricted partly to private investment. In order to achieve improvements in terms
of cost, efficiency and reliability of all transport and related services, the introduction of concession and/or
privatisation programmes in different segments of the transport system should be pursued.

D Human resources development

There is a clear shortage of middle-level management, which is the fabric of modern enterprises. Train-
ing of the middle management is a challenging task and private-and public- sector joint efforts would be wel-
come. Certain rigidities of the employment rules should also be eliminated since they cause the elimination
of all turnover in a company’s staff. As a consequence, opportunities for changes, career improvements and
entrepreneurship are reduced.

D Banking and finance

Banking practice are found by international investors to be highly conservative. State banks still dominate
the market but generally suffer from low capitalization, a high percentage of poorly performing loans and low
efficiency. The quality of banking supervision should also be improved. Financial institutions should support
capital market development. The rating of sovereign risks and investment entities, transparency and high qual-
ity of disclosure should be sought. Overall,information and surveillance should be improved.

0 Investment Promotion

Egypt should define its vision on what it wants to be in the next century to differentiate itself from its
competitors. Egyptian business community and the Government should share this vision, and identify
investment targets and a clear strategy to attract international investors, including not only large corpora-
tions but also SMEs to coach a similar breed of Egyptian firms. At the global level, the Egyptian business com-
munity recommended the establishment of a business network, to boost dialogue between business lead-
ers from the North and the South as way to strengthening private-sector participation to development issues.

Source: “The Investment Policy Review of Egypt”, workshop, Cairo, 21 March 1999.
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Promoting Alexandria as investment location in the Mediterranean

The Alexandria Business Association hosted a one-day workshop in the new industrial city of New
Borg-El-Arab, some 60 km southwest of Alexandria. Participants spoke openly about the challenges facing
the city as well as future opportunities.With around 5 million people, Alexandria has a large market, which
should attract investment. Within Mubarak Scientific City, numerous institutions of higher learning and tech-
nical colleges for vocational training, offer promising technological infrastructure and a skilled labour force.

There are problems specific to Alexandria and others which Alexandria has in common with the rest of
the country. Specific problems relate mainly to the city infrastructure, among them, the efficiency of the sea
cargo services, the access to the River Nile, the underutilization of the new airport.

Delegates at the meeting urged the Government to encourage the setting up of private airlines, and called
for the upgrading of the civilian airport facilities in New Borg-El-Arab. It was also suggested the separation
of the airport’s civil service from its military section, so as to allow cargo and passengers planes to leave
directly from Alexandria without stopovers in Cairo. Upgrading of infrastructure and social services in the
new industrial zones was also considered a priority. Industrial waste and environmental management are also
a concern to ensure the city’s long term, sustainable development.

FDI was identified as of key importance to Alexandria’s development projects. The city needs to target
upgrading of existing FDI and initiate new projects. In particular, ties between Alexandria and other Mediter-
ranean commercial hubs should be cemented to attract investment geared to better integrating Alexandria
into the Mediterranean economy.

When the Mediterranean was the Mare Nostrum, its business communities were linked together and
were amongst the richest economies on the planet. Over the centuries, the Mediterranean has disintegrated
rather than integrated and today its business communities do no communicate, and often do not even know
of each other or of business opportunities.

This shortfall greatly influenced the development of the Mediterranean economies and is the first factor
to be addressed in order to stimulate the Mediterranean renaissance. Alexandria has served as a gateway to
the Mediterranean for over two millennia, and should once again serve as a beacon and shed light on the
ample investment opportunities in the region arising from city-centred investment poles.

Towards that end, the Alexandria Business Association agreed to:

The establishment of a virtual “Mediterranean Business Forum” linking selected business communities
within the Mediterranean area. The forum should become a catalyst to improve communication, both
internally along an ideal Pentagon of Mediterranean Cities and externally to the outside world, to promote
the whole region as an ideal location for foreign investment, thus accelerating its economic development.

The city of Alexandria is also keen to support the development of local SMEs in the strategy of cluster
formation. In order to attract investment in the city, a local development agency should be established to
coordinate the territory, focus on local strengths and aggressively promote its uniqueness to attract foreign
investors.

The main task of the agency should be to:

- Actively promote its territory and its opportunities, following the existing economic policies and prior-
ities and feeding back on their fine-tuning;

- Support the implementation of investment projects, by intermediating between foreign investors and
local authorities; and

- Facilitate the development of local entrepreneurship, supporting local demand for start-ups and/or joint
ventures.

Source: UNCTAD and Mitchell Madison Group
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ANNEX

1. STATISTICS ON INVESTMENT PROIJECTS IN EGYPT

Table 1. Profile of total projects approved (Inland, Law 43/230)
(Number and millions of Egyptian pounds)

Estimated

Projects Number of projects Investment cost, LE million employment

1978 1988 1997 1978 1988 1997 1997
Manufacturing 243 574 3408 1047 7234 45 928 388 743
Textiles 33 82 391 295 976 4454 95 769
Food 32 93 639 67 678 5658 67 338
Chemicals 70 129 824 113 1610 12 754 70 256
Wood 11 13 198 16 56 649 12 284
Engineering 40 64 525 282 1120 6 647 58 344
Building Materials 27 104 365 222 15 35 8 603 37616
Metals 21 49 332 36 825 4 587 29 631
Pharmaceuticals 9 33 127 16 333 2344 16 789
Mining 7 7 101 232 716
Agriculture 33 106 255 251 764 3557 33049
Tourism 86 112 515 570 1867 27 148 109 240
Construction 92 202 178 513 1216 2172 33476
Services 51 121 240 261 875 8330 27071
Transport 10 10 28 61 76 550 1831
Health 13 36 84 52 252 1356 9676
Consultancy - 29 30 - 20 50 816
Petroleum 9 4 13 9 176 2700 4 050
Others 9 42 85 139 351 3674 10 698
Non Financial 505 1115 4 596 2642 11 956 87135 591 579
Einance 86 265 517 325 2346 13746 n.a.
Banks 37 72 52 130 690 3052 n.a.
Investment Cos. 49 193 465 195 1656 10694 n.a
Grand total 591 1380 5113 2 967 14 302 100 881 591 579

Source: Based on GAFI tabulations for end 1978, mid 1988 and mid 1997.
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Table 2.  Profile of total inland projects in operation
(Number and millions of Egyptian pounds)

Number of projects Investment cost LE million

1978 1988 1997 1978 1988 1997

Estimated employment

1978 1988 1997

6 937 93912 159294

982 51256 65922
1439 9002 20013
2488 10351 23521
134 2243 3404
818 4056 15812
85 6389 10187
961 8603 11137
30 2010 8725
368 573

541 6529 10721

2505 6192 15390
2137 29 848 2595

872 10587 15132

453 1035 892
2041 4142

417 446

349 2452

419 6 745 7200
12992 147068 233 132

Manufacturing 88 340 635 64 3359 15 100
Textiles - 55 98 - 867 3032
Food - 55 102 - 328 2095
Chemicals - 83 152 - 421 2498
Wood - 12 17 - 54 186
Engineering - 32 90 - 234 2 165
Building Materials - 47 72 - 566 1525
Metals - 42 54 762 2 045
Pharmaceuticals - 14 45 127 1338
Mining 3 5 16 216
Agriculture 7 45 79 37 358 1723
Tourism 22 66 131 84 880 4939
Construction 4 104 149 124 477 1665
Services 8 85 123 14 331 2762
Transport 3 8 10 8 65 189
Health - 19 42 23 572
Consultancy - 24 27 18 47
Petroleum 5 4 4 6 117 1527
Others - 30 40 - 108 427
Non Financial 129 640 1117 323 5405 26 189
Finance 41 210 277 144 1823 9 055
Banks 29 67 52 91 678 3052
Investment Cost 12 143 225 53 11145 6 003
Grand Total 170 850 1394 467 7228 35244

- n.a. n.a.
na na.
n.a. n.a.

12992 147068 233 132

Source: Based on GAFI tabulations for end 1978, mid 1988 and mid 1997.
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Table 3. Profile of total projects inland under execution
(Number and millions of Egyptian pounds)

Number of projects Investment cost, LE million  Estimated employment

1978 1988 1997 1978 1988 1997 1978 1988 1997
Manufacturing 100 93 2773 614 907 30828 31046 12244 229 449
Textiles - 3 293 - 234 1422 15924 8849 29847
Food - 19 537 - 116 3563 1560 1337 47325
Chemicals - 23 672 - 124 10 256 3369 1712 46
Wood - 12 181 - 539 463 455 - 8880
Engineering - 10 435 - 65 4 482 1576 1650 42532
Building Materials - 14 293 - 134 7078 6 966 1989 27429
Metals - 1 278 - 1 2542 916 35 18494
Pharmaceuticals - 11 82 144 1 006 280 2672 8064
Mining 2 2 81 16 - - 143
Agriculture 17 18 176 165 177 1834 2960 3668 22328
Tourism 48 25 384 327 449 22 209 14 947 9016 93850
Construction 22 35 29 83 237 507 8 028 7585 881
Services 39 14 117 86 109 5 568 3090 5911 11939
Transport - - 18 - - 361 355 - 939
Health 8 42 85 784 2 057 3702 5534
Consultancy 3 3 1 3 750 370
Petroleum 9 1173
1598
Others 3 45 - 13 3247 678 1459 3498
Non Financial 32 187 - 1303 1783 - 60071 28 072 358 447
Einance 27 13 240 131 156 4691 n.a n.a. na.
Banks 5 2 32 7 na na. na
Investment Cos. 22 11 240 98 149 4691 na na. na.
Grand total 259 200 3719 1434 1939 65637 60071 28072 358447

Source: Based on GAFI tabulations for end 1978, mid 1988 and mid 1997.
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Table 4. Arab investors in inland and free zone projects (approvals as of mid 1997)
(Number and millions of Egyptian pounds)

Project s Number of Investment Arab shar e The three top countries (by rank)
projects cost LE. million in equity , %
Manufacturing 687 15644 35 Saudi Arabia (155) Jordan (85) Syria (71)
Textiles 90 535 63 Syria (28) Lebanon (15) Palestine (11)
Food 102 2362 33 Saudi Arabia (37) Kuwait (9) Sudan (9)
Chemicals 214 2927 47 Jordan (38) Saudi Arabia (37) Palestine (26)
Wood 15 132 52 Saudi Arabia (6) Lebanon (3) Palestine (3)
Engineering 112 2025 36 Saudi Arabia (28) Kuwait (17) Jordan (14)
Building Materials 73 4869 29 Saudi Arabia (19) Jordan (11) Libya (9)
Metals 48 1770 24 Saudi Arabia (13) Jordan (7) Lebanon (7)
Pharmaceuticals 31 1008 15 Saudi Arabia (8) Syria (5) United Emirates (4)
Mining 2 16 40 Jordan (1) Oman (1)
Agriculture 84 1026 38 Saudi Arabia (33) Palestine (10) Jordan (8)
Tourism 126 7417 46 Saudi Arabia (50) Kuwait (27) Lebanon (12)
Construction 55 497 62 Saudi Arabia (14) Kuwait (12) Lebanon (5)
Services 60 1326.2 17 Saudi Arabia (20) Kuwait (9) Libya (8)
Finance 256 7007.8 32 Saudi Arabia (84) Kuwait (43) United
Emirates (22)
Banks 21 1391 7 Saudi Arabia (3) Kuwait (3) United Emirates (3)
Investment Cos. 235 5616.8 38 Saudi Arabia (81) Kuwait (40) United
Emirates (16)
free zones 164 11278 19 Saudi Arabia (27) Syria (21) Lebanon (20)
Total including
free zones 432 44196 31

Source: Based on individual country tables and aggregates prepared by GAFI. Status as of end June 1997



Investment Policy Review of Egypt

Table 5. Foreign investors in inland projects (approvals as of mid 1997)*
(Number and.millions of Egyptian pounds)

Sector Number of Investment Foreign Three top countries by rank
projects cost LE million share %
Man ufacturing 583 29 205 30 USA (107) Germany (66) United Kingdom(62)
Textiles 68 1890 50 USA (23) United Kingdom (7) France (4)
Food 85 36 21 40 United Kingdom(17) United States (15) Germany (7)
Chemicals 143 6391 40 United States (21) Switzerland (8) India (14)
Wood 14 187 20 France (2) Germany (2) Luxembourg (2)
Engineering 137 4310 30 Italy (12) United States (22) Germany (13)
Building Materials 49 6972 20 Germany (8) United States (6) Switzerland (6)
Metals 45 4054 10 Japan (3) Italy (4) Korea (1)
Pharmaceuticals 42 1780 40 United States (12) Germany (7) France (5)
Agricultur e 43 1317 20 United States (8) France (3) Germany (5)
Tourism 109 7103 30 United Kingdom (20) United States(11) Switzerland (16)
Construction 40 154 20 United Kingdom(9) Germany (8) United States (4)
Ser vices 86 1729 30 United States (23) United Kingdom (12) Switzerland (9)
Finance 142 6819 20 United States (18) United Kingdom(18) France (15)
Banks 34 2 680 20 United States (5) France (5) United Kingdom (4)
Investment Cos. 108 4139 20 United Kingdom (14) United States (13) France (10)
Grand total 1003 46 327 30

Source: Based on individual country tables and aggregates prepared by GAFI.
* Excluding Arab investors.
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2. SURVEY METHODOLOGY

In 1998, UNCTAD conducted a survey of potential foreign investors among TNCs from the follow-
ing countries, France, Italy, Germany, Japan, the Republic of Korea, United Kingdom and United States.
About 100 responses were gathered to identify investors’ interest and their assessment of the country’s
strengths and weaknesses. The method used was a postal questionnaire, with close monitoring and fol-
low-up interviews A number of organization have supported the survey namely, Invest in France Mission,
the ItalianTrade Centre, JETRO (Japan), Kidson Research (United Kingdom) and the Washington Business
Council (United States).

Table 2.2. draws on the results of the evaluation by international investors of negative and positive fac-
tors to investment in Egypt. The frequency distribution of the weighted average of responses has been cal-
culated and factors above the median value are considered strengths and those below as weaknesses to
investing in Egypt.

In the fall of 1997, ERF and UNCTAD conducted a survey among foreign investors in Egypt to identify
the key investment incentives and obstacles perceived by the affiliates of TN C operating in Egypt. 88 TNCs
operating across six industry sectors (Manufacturing, Agriculture, Financial Services, Tourism and Informa-
tion Technology) responded to the questionnaires. The method used was a postal questionnaire, with close
monitoring and follow-up, including direct interviews. The survey also covered a mix of nationalities includ-
ing France, Germany, Italy , Kuwait. Netherlands, United Kingdom, United States.

Assessment of the both surveys’ results was based on average grade of all responses received to each
guestion, ranging from 1 to 5. A mean value was then calculated and can be compared to a mid-range value
of 3. The degree of variation in responses was fairly limited, based on a one tail t-test with a null hypothesis
representing the mean score of 3.0. This indicated the reliability of responses to the questionnaires.
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Selected UNCTAD publications on transnational corporations
and foreign direct investment

A.Individual studies

Foreign Direct Invesment in Africa: Performance and Potential. 89 p. UNCTAD/ITE/IIT/Misc. 15.

The Financial Crisis in Asia and Foreign Direct Investment: An Assessment. 101 p. Sales No. GV.E.98.0.29. $20.
World Investment Report 1998:Trends and Determinants. 430 p. Sales No.E.98.11.D.5. $45.

World Investment Report 1998:Trends and Determinants. An Overview. 67 p.Free-of-charge.

Bilateral InvestmentTreaties in the mid-1990s. 314 p. Sales No.E.98.11.D.8. $46.

Handbook on Foreign Direct Investment by Small and Medium-sized Enterprises: Lessons from Asia. 200 p.
Sales N0.E.98.11.D.4.$48.

Handbook on Foreign Direct Investment by Small and Medium-sized Enterprises: Lessons from Asia. Exec-
utive Summary and Report on the Kunming Conference. 74 p.Free-of-charge.

International Investment Towards the Year 2002. 166 p. Sales No. GV.E.98.0.15. $29. (Joint publication with
Invest in France Mission and Arthur Andersen, in collaboration with DATAR.)

World Investment Report 1997: Transnational Corporations, Market Structure and Competition Policy.
420 p.Sales No.E.97.11.D.10. $45.

World Investment Report 1997:Transnational Corporations, Market Structure and Competition Policy.An
Overview. 70 p.Free-of-charge.

International Investment Towards the Year 2001. 81 p.Sales No. GV.E.97.0.5. $35. (Joint publication with Invest
in France Mission and Arthur Andersen, in collaboration with DATAR.)

World Investment Directory.Vol.VI:West Asia 1996. 192 p. Sales No.E.97.11.A.2. $35.

World Investment Directory.Vol.V:Africa 1996. 508 p. Sales No.E.97.1.A.1. $75.

Sharing Asia’s Dynamism:Asian Direct Investment in the European Union. 192 p.Sales No.E.97.1.D.1. $26.
Transnational Corporations and World Development. 656 p.ISBN 0-415-08560-8 (hardback), 0-415-08561-6
(paperback). £65 (hardback), £20.00 (paperback). (Published by International Thomson Business Press on behalf of
UNCTAD)

Companies without Borders: Transnational Corporations in the 1990s. 224 p. ISBN 0-415-12526-X. £47.50.
(Published by International Thomson Business Press on behalf of UNCTAD.)

The New Globalism and Developing Countries. 336 p.ISBN 92-808-0944-X. $25. (Published by United Nations
University Press.)

Investing in Asia’s Dynamism: European Union Direct Investment in Asia. 124 p.ISBN 92-827-7675-1.ECU 14.
(Joint publication with the European Commission.)

World Investment Report 1996: Investment, Trade and International Policy Arrangements. 332 p. Sales No.
E.96.1.A.14.$45.
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World Investment Report 1996: Investment, Trade and International Policy Arrangements.An Overview. 51
p.Free-of-charge.

International Investment Instruments: A Compendium.Vol.I. 371 p. Sales No.E.96.1.A.9;Vol.Il. 577 p. Sales No.
E.96.1LA.10;Vol.lll. 389 p.Sales No.E.96.11.A.11; the 3-volume set, Sales No. E.96.11.A.12.$125.

World Investment Report 1995:Transnational Corporations and Competitiveness. 491 p.Sales No.E.95.11.A.9.$45.

World Investment Report 1995: Transnational Corporations and Competitiveness. An Overview. 51 p.
Free-of-charge.

Accounting for Sustainable Forestry Management. A Case Study. 46 p.Sales No.E.94.11.A.17.$22.

Small and Medium-sized Transnational Corporations. Executive Summary and Report of the Osaka Con-
ference. 60 p. Free-of-charge.

World Investment Report 1994:Transnational Corporations, Employment and the Workplace. 482 p.Sales
No.E.94.1.A.14. $45.

World Investment Report 1994:Transnational Corporations, Employment and the Workplace.An Executive
Summary. 34 p. Free-of-charge.

Liberalizing International Transactions in Services: A Handbook. 182 p. Sales No.E.94.11.A.11.$45.(Joint publi-
cation with theWorld Bank.)

World Investment Directory.Vol.IV: Latin America and the Caribbean. 478 p.Sales No.E.94.11.A.10.$65.
Conclusions on Accounting and Reporting by Transnational Corporations. 47 p.Sales No.E.94.11.A.9.$25.
Accounting,Valuation and Privatization. 190 p. Sales No.E.94.11.A.3.$25.

Environmental Management in Transnational Corporations: Report on the Benchmark Corporate Envi-
ronment Survey. 278 p. Sales No. E.94.11.A.2.$29.95.

Management Consulting: A Survey of the Industry and Its Largest Firms. 100 p.Sales No.E.93.11.A.17.$25.

Transnational Corporations: A Selective Bibliography, 1991-1992. 736 p. Sales No. E.93.1.A.16. $75.
(English/French.)

Small and Medium-sized Transnational Corporations:Role, Impact and Policy Implications. 242 p.Sales No.
E.93.1L.A.15.$35.

World Investment Report 1993:Transnational Corporations and Integrated International Production. 290
p.Sales No.E.93.11.A.14.$45.

World Investment Report 1993: Transnational Corporations and Integrated International Production.An
Executive Summary. 31 p.ST/CTC/159.Free-of-charge.

Foreign Investment and Trade Linkages in Developing Countries. 108 p.Sales No.E.93.11.A.12.$18.
World Investment Directory 1992.Vol.lll:Developed Countries. 532 p. Sales No.E.93.11.A.9.$75.

Transnational Corporations from Developing Countries: Impact onTheir Home Countries. 116 p. Sales No.
E.93.1LA.8.$15.
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Debt-Equity Swaps and Development. 150 p.Sales No.E.93.11.A.7.$35.

From the Common Market to EC 92: Regional Economic Integration in the European Community and
Transnational Corporations. 134 p. Sales No.E.93.11.A.2.$25.

World Investment Directory 1992.Vol.ll:Central and Eastern Europe. 432 p.Sales No.E.93.11.A.1.$65.(Joint pub-
lication with the United Nations Economic Commission for Europe.)

The East-West Business Directory 1991/1992. 570p. Sales No. E.92.11.A.20.$65.

World Investment Report 1992:Transnational Corporations as Engines of Growth:An Executive Summary.
30p. Sales No.E.92.11.A.24.Free-of-charge.

World Investment Report 1992:Transnational Corporations as Engines of Growth. 356p.Sales N0.E.92.1.A.19.$45.
World Investment Directory 1992.Vol.l:Asia and the Pacific. 356 p.Sales No.E.92.11.A.11.$65.
Climate Change andTransnational Corporations:Analysis and Trends. 110p.Sales No.E.92.11.A.7.$16.50.

Foreign Direct Investment and Transfer of Technology in India. 150 p.Sales No.E.92.11.A.3.$20.

The Determinants of Foreign Direct Investment: A Survey of the Evidence. 84p. Sales No.E.92.11.A.2.$12.50.
The Impact of Trade-Related Investment Measures onTrade and Development: Theory, Evidence and Poli-
cy Implications. 108 p.Sales No.E.91.11.A.19.$17.50.(Joint publication with the United Nations Centre on Transna-
tional Corporations.)

Transnational Corporations and Industrial Hazards Disclosure. 98 p.Sales No.E.91.11.A.18.$17.50.

Transnational Business Information: A Manual of Needs and Sources. 216 p. Sales No.E.91.11.A.13.$45.

World Investment Report 1991:TheTriad in Foreign Direct Investment. 108 p. Sales No.E.91.11.A.12.$25.

B.1IA Issues Paper Series

National Treatment. UNCTAD Series on issues in international investment agreements. 104p. Sales No.
E.99.1.D.16.$12.

Fair and Equitable Treatment. UNCTAD Series on issues in international investment agreements. 64p. Sales
No.E.99.1.D.15.$12.

Investment-Related Trade Measures. UNCTAD Series on issues in international investment agreements. 64p.
Sales N0.E.99.11.D.12.$12.

Most-Favoured-Nation Treatment. UNCTAD Series on issues in international investment agreements. 72p.
Sales N0.E.99.1.D.11.$12.

Admission and Establishment. UNCTAD Series on issues in international investment agreements. 72p. Sales
No.E.99.11.D.10.$12.

Scope and Definition. UNCTAD Series on issues in international investment agreements. 96p. Sales No.
E.99.1.D.9.$12.
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Transfer Pricing. UNCTAD Series on issues in international investment agreements. 72p.Sales No.E.99.1.D.8.$12.

Foreign Direct Investment and Development. UNCTAD Series on issues in international investment agree-
ments. 88p. Sales No.E.98.11.D.15. $12.

C. Serial publications
Current Studies, Series A

No.30. Incentives and Foreign Direct Investment. 98 p. Sales No. E.96.1l.A.6. $30.
(English/French.)

No.29. Foreign Direct Investment, Trade, Aid and Migration. 100 p. Sales No. E.96.11.A.8. $25.
(Joint publication with the International Organization for Migration.)

No.28. Foreign Direct Investment in Africa. 119 p. Sales No.E.95.11.A.6. $20.

No.27. Tradability of Banking Services: Impact and Implications. 195 p.Sales No.E.94.11.A.12. $50.

No.26. Explaining and Forecasting Regional Flows of Foreign Direct Investment. 58 p.Sales No.E.94.11.A.5.$25.
No.25. International Tradability in Insurance Services. 54 p.Sales No.E.93.11.A.11. $20.

No.24. Intellectual Property Rights and Foreign Direct Investment. 108 p. Sales No.E.93.11.A.10. $20.

No.23. TheTransnationalization of Service Industries:An Empirical Analysis of the Determinants of Foreign
Direct Investment by Transnational Service Corporations. 62 p.Sales No.E.93.1.A.3. $15.

No.22. Transnational Banks and the External Indebtedness of Developing Countries: Impact of Regulato-
ry Changes. 48 p. Sales No.E.92.11.A.10. $12.

No.20. Foreign Direct Investment, Debt and Home Country Policies. 50 p. Sales No.E.90.11.A.16. $12.
No.19. New Issues in the Uruguay Round of Multilateral Trade Negotiations. 52 p.Sales No.E.90.11.A.15.$12.50.
No.18. Foreign Direct Investment and Industrial Restructuring in Mexico. 114 p. Sales No.E.92.11.A.9. $12.
No.17. Government Policies and Foreign Direct Investment. 68 p. Sales No.E.91.11.A.20. $12.50.

The United Nations Library onTransnational Corporations
(Published by Routledge on behalf of the United Nations.)

Set A (Boxed set of 4 volumes. ISBN 0-415-08554-3. £350):

Volume One: The Theory of Transnational Corporations. 464 p.
Volume Two: Transnational Corporations:A Historical Perspective. 464 p.
Volume Three: Transnational Corporations and Economic Development. 448 p.
Volume Four: Transnational Corporations and Business Strategy. 416 p.

Set B (Boxed set of 4 volumes. ISBN 0-415-08555-1. £350):
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Volume Six: Organization of Transnational Corporations. 400 p.
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Volume Nine: Transnational Corporations and Regional Economic Integration. 331 p.
Volume Ten: Transnational Corporations and the Exploitation of Natural Resources. 397 p.
Volume Eleven: Transnational Corporations and Industrialization. 425 p.

Volume Twelve: Transnational Corporations in Services. 437 p.

Set D (Boxed set of 4 volumes. ISBN 0-415-08557-8. £350):

Volume Thirteen: Cooperative Forms of Transnational Corporation Activity. 419 p.

Volume Fourteen: Transnational Corporations:Transfer Pricing and Taxation. 330 p.
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Set E (Boxed set of 4 volumes. ISBN 0-415-08558-6.£350):
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D.Journals

Transnational Corporations (formerly The CTC Reporter).

Published three times a year. Annual subscription price: $45; individual issues $20.
Prolnvest, a quarterly newsletter, available free of charge.

United Nations publications may be obtained from bookstores and distributors throughout the world. Please con-
sult your bookstore or write to:

United Nations Publications

Sales Section Sales Section

Room DC2-0853 United Nations Office at Geneva
United Nations Secretariat Palais des Nations

NewYork, NY 10017 CH-1211 Geneva 10

USA. Switzerland

Tel: (1-212) 963-8302 or (800) 253-9646 Tel: (41-22) 917-1234
Fax:(1-212) 963-3489 Fax:(41-22) 917-0123

E-mail: publications@un.org E-mail: unpubli@unorg.ch

All prices are quoted in United States dollars.

For further information on the work of the Division on Investment, Technology and Enterprise Development,
UNCTAD, please address inquiries to:

United Nations Conference on Trade and Development

Division on Investment, Technology and Enterprise Development
Palais des Nations, Room E-9123

CH-1211 Geneva 10

Switzerland

Telephone: (41-22) 907-5707

Telefax: (41-22) 907-0194

E-mail: almario.medarde@unctad.org
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QUESTIONNAIRE

Investment Policy Review Egypt

In order to improve the quality and relevance of the work of the UNCTAD Division on Investment, Tech-
nology and Enterprise Development,it would be useful to receive the views of readers on this and other sim-
ilar publications. It would therefore be greatly appreciated if you could complete the following questionnaire
and return to:

Readership Survey

UNCTAD Division on Investment, Technology and Enterprise Development
United Nations Office in Geneva

Palais des Nations

Room E-9123

CH-1211 Geneva 10

Switzerland

Fax: 41-22 907-0194

1 Name and address of respondent (optional):

2. Which of the following best describes your area of work?
Government Public enterprise
Private enterprise Academic or
institution research
International
organization Media

Not-for-profit

organization Other (specify)
3. In which country do you work?
4. What is your assessment of the contents of this publication?
Excellent Adequate
Good Poor
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How useful is this publication to your work?
Very useful Of some use Irrelevant

Please indicate the three things you liked best about this publication:

Please indicate the three things you liked least about this publication:

If you have read more than the present publication of the UNCTAD Division on Investment,Enter-

prise Development and Technology, what is your overall assessment of them?

10.

Consistently good Usually good, but with
some exceptions

Generally mediocre Poor
On the average, how useful are these publications to you in your work?
Very useful Of some use Irrelevant

Are you a regular recipient of Transnational Corporations (formerly The CTC Reporter), the Divi-

sion’s tri-annual refereed journal?

Yes No

If not, please check here if you would like to receive a sample copy sent to the name and address you have
given above



