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INTRODUCTION: EVOLUTION, ADAPTATION,
AND SURVIVAL

Mirette F. Mabrouk

Egypt is not alone in having been knocked into a pit by the fallout from the COVID-19
pandemic, but it will have to dig itself out on its own.

Right before the pandemic started shuttering businesses and wreaking havoc globally
with health and livelihood, Egypt's economy was seeing the fruits of a comprehensive
economic reform program backed by the International Monetary Fund (IMF) via a $12
billion loan in 2016, through the Extended Fund Facility program. Three years later, the
economy was growing at an impressive clip — 5.6 percent. The budget deficit continued
to fall, reaching 7.8 percent of GDP right before the pandemic hit.* Foreign reserves were
up, remittances totaled $26.8 billion, tourism revenues tipped an all-time high of $13
billion, and the Suez Canal poured $5.9 billion into the national coffers. Long considered
an attractive emerging economy market, Egypt was again rated the most attractive
country for foreign direct investment in Africa in 2019.2

These impressive macroeconomic gains, however, came at a heavy price for ordinary
Egyptians. An IMF-mandated devaluation of the Egyptian pound meant that people
woke up to prices that had doubled or tripled, as well as slashed fuel subsidies, in an
effort to bring down budget levels, leading to soaring prices on almost any product
one could care to name. Along with the introduction of a value-added tax (VAT), these
measures all drove up the inflation rate to unprecedented heights before it could be
wrestled down to a more manageable level.

By April, it was clear that those parts of the economy that had boosted Egypt's
performance had become a liability. Remittances, tourism, and even Suez Canalrevenues
are vulnerable to global market trends. The tourism business was losing over $1 billion
a month at the height of the fallout and remittances were at risk due to increasing
economic pressure on Gulf countries, where almost 4.5 million Egyptians are employed.
Unemployment, which had fallen to 7.7 percent by the beginning of the year, started
steadily inching its way back up thanks to the trade slump in general and lockdowns in
particular and is expected to climb to 11.6 percent by 2021.

“BY APRIL, IT WAS CLEAR THAT THOSE PARTS
OF THE ECONOMY THAT HAD BOOSTED EGYPT'S

PERFORMANCE HAD BECOME A LIABILITY."




Cairo'’s Tahrir Square on the first evening of a two-week-long night-time curfew imposed by the authorities to contain
the spread of the novel coronavirus, March 2020. (Photo by KHALED DESOUKI/AFP via Getty Images)

Egypt's informal economy has been especially hard hit. This sector absorbs almost
50 percent of all non-agricultural employment and accounts for 30-40 percent of
the country's economy. This sector tends to react to socioeconomic changes, often
favorably. It propped up its formal counterpart following the strain during the 1990s
reform program, again after the global economic crisis of 2008, and once more after the
Arab Uprisings of 2011. More flexible than its formal counterpart and less encumbered
by bureaucratic restrictions, it managed to absorb almost 1.6 million workers during
those two last crises. However, that flexibility comes at a cost: The lockdowns crippled
the sector and the lack of any insurance meant that workers had to put in longer hours
for diminishing returns and are extremely vulnerable to external threats.

Toits credit, the government moved fast to try to counteract the fallout from the epidemic.
Among other measures, the Central Bank slashed interest rates by three percentage
points, removed ATM withdrawal fees for six months, exempted non-performing loans
and late payments from fines, and told banks to provide credit lines for companies
to finance salaries and capital. Additionally, the cash cover exclusion period for some
foodstuff was extended for 12 months. The tourism industry, which employs about a
tenth of the population, has come in for special support, on both the employer side, in
the form of two-year credit facilities, and the employee side, in the form of a decree
forbidding the dismissal of any employees during the crisis.

The fallout from the pandemic meant that the government, which had previously
announced that it would only be looking to the IMF for technical advice but no loans,
had to retrace its steps. In June 2020, the IMF approved an unconditional loan of $2.77
billion under the Rapid Financing Instrument program,® and another $5.2 billion loan
under the Stand-By Arrangement framework.*



However, if Egypt is going to dig itself out of this hole, it needs to rethink its approach
to development, starting with looking for the silver lining to the pandemic. Is it
possible to address existing issues that have been brought home by the exceptional
circumstances?

In this report, several contributors dissect the weaknesses that make Egypt particularly
vulnerable to external threats and examine ways in which to address these vulnerabilities
and shore up the economy and the business and developmental environment.

Samer Atallah dissects how the Egyptian economy'’s reliance on tourism, remittances,
and the Suez Canal makes it so vulnerable to external shocks. Non-oil exports have not
expanded beyond traditional markets and still operate within very weak value chains, the
limits and vulnerabilities of which were exposed by the pandemic. Foreign investment is
still confined within the areas of portfolio investment in government debt instruments.
He targets social safety nets, the provision of equitable health care services, and the
improvement of job creation mechanisms as essential fixes.

Sherif Kamel explores how Egypt might have an opportunity to autocorrect via a digital
transformation. The technical and digital opportunities offered mean that Egypt can
change its mindset to become growth oriented, agile, and aggressively competitive.
Among other options, he suggests digitization could offer a seamless customs and tax
processes platform that can remove the impediments facing investors and businesses
as well as help attract foreign direct investment. The country, he says, may not be rich in
oil but it has enormous wealth in its young, tech-savvy population.

Expansion, however, is of little use if it isn't sustainable. Sarah El Battouty discusses the
importance of preserving, and stepping up, Egypt's Sustainable Development Goals
(SDGs), be they environmental or developmental. The pandemic hit Egypt's weakest
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“IF EGYPT IS GOING TO DIG ITSELF OUT OF THIS
HOLE, IT NEEDS TO RETHINK ITS APPROACH TO

DEVELOPMENT, STARTING WITH LOOKING FOR THE
SILVER LINING TO THE PANDEMIC."”

hardest, among them women and rural and impoverished communities. Reconsidering
the SDGs to enable resilience and equality requires flexibility in policy and shifting of
investments beyond the conventional growth of Egypt's economy. Above all, adaptation
must promote resilience.

As much as it looks inward, though, Egypt must also look outwards. Both Deborah Lehr
and Yasser Elnaggar explore Egypt's trade options. The chaos caused by the pandemic
has accelerated competition for business and investment between emerging economies.
Lehr takes a look at Egypt's trade relations with China, while Elnaggar dissects the
advantages, and vulnerabilities, of Egypt's investment and trade environment.

Last, but by no means least, Abla Abdel-Latif shines a spotlight on the major reason for
the economy's weaknesses. The Pavlovian response to external shocks has always been
an over-reliance on fiscal and monetary policies. The real solution is to tackle the urgent
need for basic structural reforms.

Mirette F. Mabrouk is a Senior Fellow and Director of MEI's Egypt Program.
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COVID-19 IN EGYPT: THE RETURN OF HARSH
REALITIES

Samer Atallah

We have witnessed the severe effects of the COVID-19 shock across the globe. These
have put a strain on all national economies, but, unsurprisingly, those resilient to shocks
have been better able to mitigate the impact swiftly and smoothly. More importantly,
they will most likely be able to rebound faster and end up healthier. In the case of
the Egyptian economy, COVID-19 has hit critical sectors hard, mainly services (above
all tourism), remittances, and the oil sector. It has also exposed the state's inability to
provide a secure, accessible safety net for most of the working population, who lack
formal contractual agreements. All of this happened after three years of harsh austerity
measures that were adopted as part of the economic program sponsored by the
International Monetary Fund. The program improved macroeconomic indicators, but did
not move the economy away from its traditional reliance on rent economic activities and
capital-intensive sectors, such as the oil and minerals extraction industries.

All of these factors combined left Egyptian policymakers facing a dilemma. On the one
hand, they could enforce a severe lockdown to preserve public health and protect the
ailing public health system from collapse; this would come at the cost of preventing
millions of Egyptians from working and generating income. On the other hand, they
could relax the lockdown measures, allowing people to work but risking high fatalities
given the inability of the health system to deal with the virus. Facing this difficult trade-
off, the Egyptian government attempted to strike a balance. Arguably, a lot of effort and
political will has been invested in ensuring a sound macroeconomic environment at
the expense of building a resilient safety net and providing equitable access to quality
medical services. One could also argue that such a trade-off would not exist in the first
place if public resources were directed toward programs that guarantee support for
the vulnerable and provide adequate and equitable access to public services. Instead,
scarce public resources went to mega-projects with questionable or unverifiable
economic and financial returns.

“A REVIEW OF EGYPT'S EXPERIENCE WITH
EXTERNAL SHOCKS SUGGESTS THAT ITS ECONOMY

IS VERY VULNERABLE AND LACKS RESILIENCE.”
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Container ships sailing in the Suez Canal, Ismailia, Egypt, November 17, 2019. (Photo by Gehad Hamdy/picture alliance
via Getty Images)

ECONOMIC VULNERABILITIES

At the onset of 2020, many believed that Egypt was finally turning the page on years
of turbulence, both political and economic. Yet, a closer look would have supported
the view that the path ahead was risky. A review of Egypt's experience with external
shocks suggests that its economy is very vulnerable and lacks resilience, primarily
due to its reliance on tourism, remittances, and the Suez Canal as sources of foreign
currency earnings. Non-oil exports have not expanded beyond Egypt's traditional
markets — mainly the southern EU countries, the UAE, and Saudi Arabia — and as a
whole exports are still the outcome of very weak value chains. Foreign investment is
confined to portfolio investment in government debt instruments. The COVID-19 shock
was unusual in that it affected all fronts at the same time and with severity. Having said
that, one imminent risk is the tendency to rely on relatively cheaper external financing
to compensate for the reduction in external sources of income. This is especially risky
given the high degree of uncertainty when it comes to tourism and remittances from oil
exporting countries.

The impact of COVID on the global economy was and still is very severe. But in the
Egyptian case, its severity is exacerbated by the lack of programs providing some sort
of safety net or social protection, such as unemployment benefits. The recent results
published by the Central Agency for Public Mobilization and Statistics (CAPMAS) are
very indicative of the severity of the impact. The supply shock has negatively affected
the employment conditions of 61.9 percent of workers, with 20 percent having lost their
jobs. Of those who are negatively affected, 41 percent can no longer afford their standard
of living. As is typical in Egypt, the young, the uneducated, and the rural population
are disproportionately affected. The impact on income generation has led Egyptian
households to turn to conventional coping mechanisms, such as informal borrowing
and reduced consumption of high-protein foods, such as meat. The government



programs to support informal workers have only reached 5.4 percent of households. The
difference between the impact on households and the reach of government programs
is staggering.

The general perception among Egyptian households is that their income and jobs were
affected because of the precautionary measures implemented by the government. An
estimated 60 percent of the change of income was due to these measures. It is therefore
easy to deduce that the motives for the recent government decisions to ease restrictions
on mobility and open up commercial activities are almost exclusively economic and
political in nature, overriding public health concerns.

WEAKNESSES IN HEALTH & INFRASTRUCTURE

In addition to Egypt's economic weakness, the weaknesses of its health system and
infrastructure have also become evident. Indeed, COVID-19 has been a moment of truth
for all nations’ health infrastructure. Egypt's ailing health system was forced to face a
harsh, yet simple, reality: It cannot deliver basic services. Not only is the infrastructure
inadequate and unequally distributed geographically, Egyptians end up paying a large
portion of their expenditure as out-of-pocket payments — among the highest rates in the
region. Another major problem is the inequitable access to pandemic-related medical
services, such as diagnosis and testing. Reports of families rushing to hospitals only to
be denied testing and sent away are well documented. At the same time, private clinics
and hospitals are able to charge a hefty price for tests, an indication of the government's
failure to regulate the private provision of health care. Most importantly, the pandemic
was, in a way, an opportunity for the government to address grievances that doctors
and health care providers had been expressing for years. Yet it was unable to meet even
basic demands, such as the provision of personal protective equipment.

?
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A medical worker is seen at a hospital in Cairo on July 14, 2020. (Photo by Ahmed Gomaa/Xinhua via Getty Images)




“FOR JOB CREATION TO SUSTAINABLY GENERATE
VALUE ... IT MUST BE TIED TO EXPORT-ORIENTED

FIRMS AND SECTORS BY CREATING LINKAGES WITH
EXPORTING FIRMS.”

Moving forward, thereisanurgent need to redesign social protection programs and safety
nets. The current program that the government has enacted is extremely limited in its
scope and does not provide the minimum means of subsistence. One policy that would
have an immediate effect is a wide, generous, and government-sponsored program for
unemployment insurance. This is a policy tool that could mitigate the effects of shocks
in the economy on a large scale. Such a program should be designed to target poorer
regions in particular. It should also be attached to periodically revised conditionalities,
including one or several of the following: vocational training, educational attainment,
and active pursuit of employment.

Another immediate and much-needed policy intervention is to reconsider public
expenditure on health in terms of scale and distribution. The government has recently
announced a 46 percent increase to nearly $16 billion for FY2021. This is commendable,
but there must be a guarantee that it is not merely a one-time response to the pandemic.
The health sector has long suffered from poor financing, and there is a pressing need
to sustain such increases over several years. This increase in resources must be
complemented by a plan to ensure a minimum Llevel of public health service that is
accessible, especially to the most vulnerable. To this end, the government should target
the most impoverished cities and villages, which are mostly located in Upper Egypt.
The allocation of public resources should be based on simple determinants such as the
per capita number of medical facilities, medical beds, and health care professionals. In
parallel,the government needs to expediteits rollout of the universalhealth care program
in order to cover the whole country within the next two years. This long-term program, if
implemented with the correct incentives for public and private health providers, should
substantially reduce the out-of-pocket expenses paid by Egyptians, with financing
provided by taxes and user subscription fees. These two policy interventions must go
hand in hand. Health facilities that few can afford is no solution, nor is a universal health
care policy with inadequate medical infrastructure.

THE NEED FOR RESILIENCE

Lastly, the Egyptian economy must become more resilient. This must be done through
job creation in formal, labor-intensive sectors. For job creation to sustainably generate
value not only for workers but for the whole economy, it must be tied to export-oriented
firms and sectors by creating linkages with exporting firms. To achieve this, investment
and trade policy must work together toward a common purpose. Investment policy
must incentivize investments in exportable, labor-intensive commodities and incentivize
larger firms to rely on smalland medium-sized enterprises for procurement. Trade policy
must target new markets and expand old markets for such goods. The government



“IF EGYPT FAILS TO ENSURE SOCIAL PROTECTION,
EQUITABLE HEALTH CARE SERVICES, AND JOB

CREATION ... THE INGREDIENTS FOR GROWING
SOCIAL UNREST WILL ALL BE PRESENT,”

should leverage its export subsidy program by fostering these linkages so that exporting
firms can expand their footprint in the international market and non-exporting firms can
expand beyond the domestic market. Overall, there is a need to improve the investment
climate so that the capital markets direct investments into employment-generating
industries.

Dealing with uncertainty is the daily task of policymakers. These are not easy times for
any of them, and Egyptian policymakers are no exception in this regard. The current
situation, however, also presents an opportunity. As long as they can learn lessons from
the pandemic, they have a chance to save Egypt's economy from severe downturns
caused by current and future shocks. Policy inaction vis-a-vis the harsh and deep-rooted
realities of the Egyptian economy carries considerable risks, especially after almost
five years of difficult economic conditions and a completely sealed political space. It
is impossible to sustain economic growth that, while benefiting a select few, leads to
increased poverty, low-quality jobs, and significant youth unemployment, especially
among the educated. Modes of social protection need to be revisited and redesigned.
Also, all other economic policies must be geared toward real employment generation.
Otherwise, a large part of the population will suffer tremendously. It is doubtful that
policymakers in Egypt have an appetite for such political costs. If Egypt fails to ensure
social protection, equitable health care services, and job creation for its citizens, the
ingredients for growing social unrest will all be present. Policy interventions in these
three areas willimprove the economic inclusion of large segments of society and reduce
political instability. Otherwise, dealing with COVID-19 will be just one of many worries for
the Egyptian government.

Samer Atallah, PhD, is an Associate Professor of Economics at the American University in
Cairo.

1. “Study on the Impact of COVID-19 on Egyptian Households," CAPMAS, retrieved from http:./www.
capmas.gov.eg.

2. lbid.
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DOES DIGITAL TRANSFORMATION PRESENT AN
OPPORTUNITY FOR EGYPT TO AUTOCORRECT?

Sherif Kamel

Since the turn of the 21st century, disruption has come in different shapes and forms. In
recent years, when people talked about disruption, they usually meant the impact that
information and communications technology (ICT) had on individuals, organizations,
and society. However, since the last few weeks of 2019, the world has been hit with a
perfect storm in the form of a disruptive pandemic that has affected both developed
and emerging economies alike.

The disruption caused by COVID-19 was invisible, resembling a stealth attack. It started
in Wuhan, China and in no time, it spread all over the world. The pandemic has caused
a global shock that has led to a slowdown in economies, affected financial markets,
and disrupted supply chains, requiring immediate worldwide coordination and the
development of collective measures to combat it. Meanwhile, the precautionary health
and safety measures including social distancing and the economic repercussions
have led to millions around the world being forced to work remotely or losing their
jobs.

Before these developments, in many ways, globally we were living in an age of pervasive
and unprecedented uncertainty, although it is nothing compared to what we have seen
recently. The current disruption is impacting societies around the world politically,
economically, and socially. It is affecting the way people live, work, study, travel,
communicate, stay healthy, and are entertained. It is still too early to tell, but the world
will most likely witness a U-shaped recession with a potential recovery that will take
around two years, and that will hopefully be followed by an upswing in the economy,
which will vary from one country to another. In the meantime, however, countries are
being hit by multiple rapid developments — falling oil prices, disruptions to trade, volatile
stock markets, and severe hits to businesses — that have forced governments to pass
comprehensive and extraordinary policies aimed at stimulating their economies and
preventing mass layoffs and business shutdowns, especially among small and medium-
sized enterprises (SMEs).

It goes without saying that there is nothing remotely good about societies being affected
by a pandemic, the magnitude of which has rallied countries around the world to
coordinate their efforts to work against a common enemy. However, can the coronavirus
have some collateral positives as well? Are there opportunities that can be created
through digital transformation? Could this be a wake-up call? Can emerging innovative
technologies such as artificial intelligence, big or rather smart data, the Internet of
Things, blockchain, 3D printing, robotics, drones, cloud computing, and the like be real
game changers for global society?

For starters, the current crisis is already forcing people around the world to adapt and use
different technology platforms much more than ever before. Furthermore, the merging
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of infotech and biotech is proving that there will be no boundaries to the prospects for
what lies ahead, and that it will take a brand-new leadership style as well as an innovative
approach to navigate the emerging realities of the fourth industrial revolution.

WHAT DOES THIS MEAN FOR EGYPT?

When it comes to Egypt, recent events have demonstrated the importance of assessing
its ability to adopt digital transformation in government practices, business transactions,
and across society to mitigate the impact of disruptions such as that caused by COVID-19.
Moving forward, building and regularly enhancing the necessary infostructure and
infrastructure to support and enable digital transformation will be indispensable for
individuals, organizations, and societies, Egypt included. This will allow them to stay
relevant, competitive, and agile, as well as support them in not just remaining healthy
and surviving the repercussions for the economy, but also in staying safe and thriving in
a post-pandemic world.

The disruption caused by the pandemic should push Egypt collectively as a nation
— including the government as an enabler, the private sector as a driver, and the civil
society as a supporter — to further coordinate its efforts, and to think more creatively
and ambitiously. This could include intensifying investments in infrastructure, such as
health care, pharmaceuticals, and ICT, as well as upskilling the technology-related
capacities of one of the country's most precious assets, its human capital, to meet
the requirements of digital transformation. This would, in turn, help to accelerate the
development of a number of key sectors and priority issues, such as health, education,
and financial inclusion, all of which have huge potential to boom. There is also an urgent
need to support micro-enterprises and SMEs, and integrate the informal sector into the
economy, while keeping an eye on issues like promoting food and energy security and
expanding social protection and safety net programs. In addition, there should be an
emphasis on job creation for the most vulnerable segments in society, including women,
youth, and day-to-day informal workers.

As society moves forward while visualizing and projecting the new normal, the policies
formulated and decisions taken should be thoughtful and purpose-driven to help
support a stronger private sector, improved productivity, more resilient businesses and
industries, and a digitally driven government. The future will be decided by the choices
and decisions made today by governments, organizations, and individuals. Egypt, like
many other countries, is facing a huge dilemma, in which the objective is to get the
economy back on track while safeguarding the health and safety of its people, which is
the nation's utmost priority. Egypt's action plan to control the impact of COVID-19 will be

“THE DISRUPTION CAUSED BY THE PANDEMIC
SHOULD PUSH EGYPT COLLECTIVELY AS A NATION

.. TO FURTHER COORDINATE ITS EFFORTS, AND TO
THINK MORE CREATIVELY AND AMBITIOUSLY."




A woman shops online via her laptop in Cairo, Egypt, on May 31, 2020. Online shopping websites have flourished
during the pandemic lockdown. (Photo by Xinhua/Ahmed Gomaa via Getty Images)

critical for navigating these difficult times, mitigating risks, protecting the economy, and
helping it rebound successfully.

Before the pandemic hit Egypt, the country had been doing quite well. Economic
growth came in at 5.6 percent in FY2018/19 and was projected to reach 6 percent in
FY2019/20. The economy was among the best performing in emerging markets, and the
macroeconomic indicators were all heading in a positive direction following a series of
macroeconomic and structural reforms. These have helped stimulate growth, generate
a solid primary budget surplus, reduce the debt-to-GDP ratio, lower inflation rates, and
replenish foreign reserves. Egypt was enjoying strong foreign exchange buffers as 2019
remittances stood at $26.8 billion, tourism revenues were at an all-time high of $13
billion, and Suez Canal receipts were $5.9 billion. Collectively, this put the country in
a better position to absorb the impact of the pandemic than it had been a few years
earlier.

RESPONDING TO THE PANDEMIC

Since the early days of the pandemic, the government of Egypt has taken several
measures to curb the spread of the virus, including health, safety, monetary, and fiscal
policy responses that aimed to protect the population and ease the economic impact.
These policy responses included allocating a budget of $6.4 billion (1.6 percent of GDP)
to stimulate the economy by providing easier access to credit to help households and
individuals, including informal workers, continue consumption, as well as providing
liquidity for employment protection and unemployment benefits, and offering
preferential interest rates to help firms, especially SMEs, survive the disruption. Other
policy responses included imposing curfew schedules, introducing remote working,
reducing staff working hours and limiting the number of staff per shift in necessary
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positions, reducing interest rates by 350 basis points, increasing liquidity in the stock
market by $1.2 billion, slashing tax dividends by 50 percent for listed companies,
reducing interest rates on housing for low-income and middle-class families, reducing
energy costs for the industrial sector, suspending the tax law on agriculture land for two
years, and expanding the social protection programs Takaful (Solidarity) and Karama
(Dignity) by adding 10 million beneficiaries. In addition, the government's plans include
increasing investments in the health care and education sectors during FY2020/21 and
raising pensions by 14 percent.

Despite the impact of the pandemic, Egypt's government is determined to continue its
progress in accelerating structural reforms. Judging by the developments of the first
quarter of 2020, digital transformation could play a major role in the government'’s future
reform plans as it navigates the current crisis while keeping an eye on launching another
wave of reforms that would not only build on the hard-won macroeconomic stability
achieved over the past few years, but also address the longstanding impediments to
a competitive private sector-led economic transformation. Consequently, the next
reforms should focus on issues like reducing bureaucracy, red tape, and non-tariff
barriers; making finance more accessible; and facilitating private sector access to key
economic building blocks, such as land and skilled human capital. Such access will
allow the private sector to expand given the diversified nature of Egypt's economy,
which could also lead to more job opportunities, economic development, and growth
that could improve the prosperity of society and reduce poverty levels.

Egypt's population is growing at an annual rate of 1.9 percent, or over 2 million people,
and technology access has been rapidly increasing across the country, with 59 percent
and 99 percent internet and mobile penetration rates, respectively. No less than 60
percent of the population is under the age of 30, reflecting a young society in a nation
that is home to more than 100 million citizens. Both elements provide a unique opening
for change and improvement. The intersection of youth, with its energy, ambition, and
passion, with technology dissemination and utilization and a growing interest in self-
employment could create a platform for a tech-based and tech-enabled entrepreneurial
space. Furthermore, the universal access to ICT across Egypt's 27 governorates could
be an effective contributor and enabler for digital transformation by providing unlimited
access to knowledge, opportunities, ideas, and the world at large for Egyptians,
regardless of time differences and distance.

"AS THE WORLD PREPARES FOR THE POST-
PANDEMIC NORM, EGYPT ... NEEDS TO CHANGE ITS

MINDSET AND THINK IN A COMPETITIVE, AGILE, AND
GROWTH-ORIENTED WAY THAT HAS AT ITS CORE
THE PRIVATE SECTOR AS A DRIVER."




‘WITH ITS GEOGRAPHICAL LOCATION AND PORTFOLIO
OF FREE TRADE AGREEMENTS, EGYPT CAN BE A

GATEWAY FOR AFRICA.”

DIGITAL TRANSFORMATION OFFERS PROMISE, BUT IT
NEEDS SUPPORT

Digital transformation offers ample opportunities for Egypt. However, innovation in
general, and ICT in particular, cannot solve all the problems or answer all the economic
and societal challenges that have developed over many decades. While digital
transformation represents an enabling environment that can make a difference, it
should be supported by the required infrastructure and skilled human capital, as well
as the proper legal, regulatory, investment, governance, educational, security, and other
support environments, in addition to an integrated ecosystem. The name of the game
is to invest in creating a pool of tech-savvy entrepreneurs and scale up the number
of innovative tech-based and tech-enabled start-ups through the establishment
of incubators across Egypt's universities and higher education institutions. In these
incubators, the role of youth, practitioners, academics, industry experts, policymakers,
business leaders, mentors, investors, innovators, educators, and trainers can never be
discounted. It is a collective effort in which everyone should be effectively engaged and
empowered.

For starters, as the world prepares for the post-pandemic norm, Egypt as a nation needs
to change its mindset and think in a competitive, agile, and growth-oriented way that
has at its core the private sector as a driver. Given current global developments, this will
be timely, because it is expected that capital inflows and investments from around the
world will be looking for countries that were less affected by the pandemic. This creates
a variety of opportunities for different countries, including Egypt — given the current
number of cases — that can act efficiently and expeditiously to create an environment
conducive to attracting such inflows of capital.

As a repercussion of the crisis, corporates will probably pivot away from current
business, manufacturing, and operating models, including global supply chains in which
companies found themselves vulnerable and exposed, not only in terms of business
and trade transactions, but also in the provision of health-related products including
ventilators and personal protective equipment. Accordingly, corporates will be looking
for more resilient and diversified alternatives, including sourcing and distribution
logistics that are more local or regional — in other words, closer to end markets. This
will lead to a trend of deglobalization, presenting a huge opportunity for Egypt's
industries and manufacturers. With its geographical location and portfolio of free trade
agreements, Egypt can be a gateway for Africa. In addition, with its diversified economy
and manufacturing base, as well as its skilled and competitively priced human capital,
Egypt has the potential to become one of the primary global manufacturing destinations
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and an integral component of the global value chain by offering the right incentives and
motivations, coupled with an enticing legal and regulatory environment.

Digital transformation can help reshape economies and societies, and improve their
competitiveness, by stimulating creativity and innovation, generating greater efficiencies,
and improving various services, as well as through offering a platform for inclusive
and sustainable development and growth. Accordingly, Egypt has an opportunity
to capitalize on digital transformation and work toward the goals of its Vision 2030
development strategy by: (a) unleashing the potential of the private sector; (b) digitizing
various government services, which can have the positive effects of facilitating access
to services for citizens, improving efficiency, reducing bureaucracy, and assisting the
government in combating corruption; and (c) leveraging human capital capacities,
with a focus on emerging technologies and investing methodically in building Egypt's
innovation capital.

In addition, digitization can offer a seamless platform for customs and tax processes that
can remove the impediments facing investors and businesses and help attract more
foreign direct investment; the latter has proven relatively difficult to achieve in recent
years, especially when compared to pre-2011 levels. There are many other opportunities
for digitization across different sectors that can improve efficiency and reduce costs,
including in health care, education, trade, retail, agriculture, manufacturing, and
transportation and logistics, to mention a few. It is important to note that while digital
transformation will result in many jobs being replaced by machines in the future, new
technology-related jobs will be created. Therefore, policies must be in place to provide
sufficient training, human capital development, and social welfare to enable the labor
force to embrace and adapt to the continuous changes taking place, and have the
capacities and skillset to understand and make the most of the prospects enabled
through emerging innovative technology platforms.
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Social entrepreneur Amr Sobhy, CEO of Pushbots, works in the office space at FlatéLabs in Cairo. (Photo by Ann
Hermes/The Christian Science Monitor via Getty Images)




“THERE ARE MANY OTHER OPPORTUNITIES FOR
DIGITIZATION ACROSS DIFFERENT SECTORS THAT CAN

IMPROVE EFFICIENCY AND REDUCE COSTS."”

LOCAL INNOVATIVE TECH-ENABLED START-UPS

Furthermore, timing could provide a unique break because it is often advisable to venture
into a new business in difficult economic conditions as it minimizes the cost and offers an
opportunity to be ready to thrive when circumstances improve. Accordingly, the growing
crowd of innovative and talented tech entrepreneurs in Egypt could be influential and
participate in the country’s digital transformation. The following is a sample of promising
tech-based and tech-enabled start-ups that address key issues of primary importance
to society, such as transportation, financial technology (fintech), health care, logistics,
and distribution.

In transportation, Swvl — established in 2017 and known as the Uber of buses — is a
premium alternative to public transport in Egypt. Through a mobile app, customers can
book fixed-rate and affordable bus rides on existing routes; thisis an effective solution that
is much needed, given the traffic and transportation challenges in Egypt's major cities.
Swvl is now operating in Egypt, Kenya, and Pakistan. In fintech, Paymob is an electronic
payment enabler established in 2013 that offers integrated infrastructure solutions
empowering the masses with instruments that increase financialinclusion. In health care,
Rology, established in 2017, is an on-demand teleradiology platform solving the problem
of radiologist shortages and high latency in medical reports by remotely and instantly
matching cases from hospitals all over the world with the optimum radiologist. Also, in
health care, Vezeeta, launched in 2012, is a digital booking and practice management
platform for physicians, clinics, and hospitals in the Middle East and North Africa region.
In logistics, MaxAB, established in 2018, is an e-commerce wholesale food and grocery
marketplace using data-driven technologies and innovative supply chains to best serve
its customers. Finally, in distribution, Brimore, set up in 2017, is a social commerce and
parallel distribution platform that allows local suppliers to have nationwide coverage
through a network of individual distributors, mainly housewives, selling products in their
circles using omnichannel (an integrated cross-channel retail strategy).

Egypt is a consumer of imported digital products and services as well as an exporter
of digital services, recording total exports of $3.67 billion in FY2018/19. However, post-
pandemic, there will be a clear opportunity to reap the digital dividends and increase
the contribution and expand the role of the sector with concerted, coordinated actions
by society at large, including the government, the private sector, and individuals.
For example, financial inclusion is a key pillar of economic growth. Using innovative
technologies such as fintech can help SMEs — which make up around 80 percent of the
country's firms — bridge financial inclusion gaps, move into the formal economy, and
effectively improve their capacity to grow and compete.
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Consequently, the Central Bank of Egypt is working closely with the government to
achieve financial inclusion through several projects, including promoting the notion of
a cashless society and disseminating the use of electronic payments. In Egypt, cash is
king and therefore represents one of the most attractive markets for unconventional
and innovative financial technology platforms such as fintech. The size of the population
— which includes a huge unbanked segment, with no more than 15 percent of the adult
population having a bank account, one of the lowest penetration rates in the world
— demonstrates the potential for growth. Fintech started growing in Egypt in 2008,
providing solutions including electronic payments for peer-to-peer transfers and bills,
payroll, and pension and social security payments; merchant and online purchases;
and the proliferation of smart wallets. Moreover, fintech has the potential to offer the
unbanked segment of society valuable services such as paying back their loans and
transferring money through kiosks across the country. It is expected that COVID-19
will accelerate the move toward mobile services, which will have positive implications,
including gradually integrating large segments of the informal economy.

CHANGING BEHAVIORS & THE SHIFT TO DIGITAL
PLATFORMS

Furthermore, there is no doubt that the habits, attitudes, and behaviors of people will
change as well. We are already seeing early signs of a general shift to digital platforms
by both individuals and businesses. Since the outbreak of COVID-19, Egyptians have
been using digital platforms to work, study, and shop like never before, and this trend is
expected to gain momentum in the future. During the last few months, statistics from
Egypt's National Telecommunications Regulatory Authority show a significant surge in
internetusage, including 87 percentand 18 percent increases in home and mobile internet
consumption, respectively. This is in addition to a 131 percent rise in web browsing, along
with significant growth in the use of mobile applications, with a 376 percent increase in
accessing educational portals and websites. On this note, the government has already
signaled that it will continue to invest heavily in ICT infrastructure to accommodate the
proliferation in digital transformation and help stimulate the economy, including the
volume of investments in internet speed — which is expected to increase to 40 Mbps
by the end of 2020 — which have reached $1.6 billion. In addition, the government is
targeting increasing internet access for both mobile and fixed internet to 75 percent of
the population by the end of 2020. The ICT sector is a growing contributor to Egypt's
economy, accounting for 4 percent of GDP in FY2018/19, an increase of 14.3 percent
from FY2017/18.

“SINCE THE OUTBREAK OF COVID-19, EGYPTIANS
HAVE BEEN USING DIGITAL PLATFORMS TO WORK,

STUDY, AND SHOP LIKE NEVER BEFORE."




“EGYPT IS NOT KNOWN FOR BEING RICH IN OIL, BUT

IT IS BLESSED WITH ONE PRECIOUS, INVALUABLE
ASSET: ITS YOUTHFUL HUMAN CAPITAL"

The impact of digital transformation is intended to go beyond connectivity to include
economic empowerment and growth, while also increasing competitiveness. This
includes the digital transformation of services through a state-of-the-art infrastructure
supported by a robust legislative framework that enables electronic commerce, proper
governance, data security, and the preservation of buyer and seller rights. For example,
some of the initial digitally transformed services nationwide will include notarizations,
driving license renewals, and utilities payments. The services will be available through
various channels, including the government portal and a portfolio of mobile applications.
Furthermore, Egypt Post can take advantage of the trust it has built up in society for more
than 150 years, coupled with its proximity to citizens across the country through its 4,000
premises, to support micro-enterprises and SMEs by offering a variety of digital services.
Otherdigitalservicesinthe pipeline include:(i)acomprehensive health insurance system;
(i) a farmers’ card to ensure the delivery of subsidies to their rightful beneficiaries, verify
land acquisitions and cultivated areas in order to develop an integrated agricultural
map, help measure the amount of water needed for agriculture, and clarify the gaps
between production and consumption; and (iii) a restructuring of the national tax system
aiming to achieve justice and order.

During the past few months, COVID-19 has changed the way many people live, businesses
compete, and economies function. Moving forward, those who choose to make use of
the opportunities enabled by digital transformation will be better positioned to adapt,
compete, and succeed; those who do not will continuously be disrupted and outpaced.
Sooner or later, pending the development and distribution of an affordable and globally
accessible vaccine, life will go back to some kind of normalcy. However, the world as we
know it may never be the same again, with digital transformation playing a major role in
our lives and livelihoods.

Egypt is not known for being rich in oil, but it is blessed with one precious, invaluable
asset: its youthful human capital. This resource can take Egypt forward through the
creation of a tech-enabled entrepreneurial culture that can be scaled up across the
country's governorates. A well-established, innovation-driven, government-enabled,
and private sector-led digital transformation strategy can be an effective platform to
help grow the economy in a more competitive and inclusive way and presents a unique
opportunity for Egypt to autocorrect.

Sherif Kamel is Professor and Dean of the School of Business at the American University in
Cairo and President of AmCham Egypt.
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AS EGYPT RECOVERS, SUSTAINABLE
GROWTH MUST REMAIN AT THE HEART OF ITS
DEVELOPMENT PLANS

Sarah El Battouty

Over the past few months, Egypt has been gradually reopening since it began easing
COVID-19-related restrictions at the end of June. After peaking at nearly 1,800 new cases
on June 19 and falling steadily during the month of July, the numbers have been largely
stable throughout August and September, reaching the symbolic 100,000-case mark in
early September.

This came after a difficult spring when the number of confirmed infections rose steadily
throughout the month of Ramadan, starting in late April; the month began with 5,000
cases and ended with just under 16,000 right before the Eid al-Fitr holiday. A partial
curfew starting at 5pm was imposed during Eid, with public restaurants, beaches, malls,
and non-essential suppliers all remaining closed. All workers were required to wear
masks and the public was encouraged to stay home and maintain social distancing.
The elite social strata took measures to work from home and most gatherings were
cancelled. Sporting clubs, cinemas, and arenas were closed, along with mosques,
churches, and schools.

Downtown, however, was a different story. In the Cairo slums and markets people
gathered in their hundreds in small buses, stations, and souqs, going about their daily
routines while police frantically tried to oversee the closure of makeshift vendors and
send youths gathered in groups home at gpm. No masks or social distancing were
evident. The government repeatedly cautioned the public, and a number of awareness
campaigns were run and measures implemented, to little avail.

As has been the case in many other countries, a clear division emerged in Egyptian
society: On one hand, there were calls for the government to enforce a complete
lockdown, and on the other there were those who viewed a lockdown as a luxury that
they and Egypt's economy simply could not afford. Policymakers once again faced the
dilemma of livelihoods versus lives.

“POLICYMAKERS ONCE AGAIN FACED THE DILEMMA

OF LIVELIHOODS VERSUS LIVES.”




People and vehicles crowd the popular street market of Al Ataba to shop in preparation for the upcoming Muslim
holiday of Eid al-Fitr, Cairo, May 15, 2020. (Photo by Gehad Hamdy/picture alliance via Getty Images)

LIVELIHOODS & LOCKDOWN

The pandemic has exposed a need to improve nationwide communication and crisis
management. Egypt released its three-phase plan for reopening with guidelines aimed
at both the private and public sectors. However, the majority of the unregulated and
informal sector was not addressed, and this contradiction posed a real threat. How can
livelihoods be sustained if a complete lockdown is enforced? The closure of schools
meant that half of the workforce was automatically confined by childcare, with parents
forced to stay home and businesses having to implement measures to accommodate
this. Compensation packages were introduced with the aim of reducing the impact of
layoffs on daily laborers.

The informal sector accounts for as much as 70 percent of Egypt's economy,* and 9o
percent of the totaleconomy is made up of micro and smallto medium-sized enterprises
(MSMESs).2 More than half of the Egyptian workforce is employed in the MSME sector,
and therefore the effects of the pandemic were felt most sharply by those who could
least afford it, at the bottom of the income pyramid. Efforts to mitigate the impact of
the pandemic on informal labor highlight the need for formalized data and incentives
to promote knowledge-based decisions and greater inclusion. As the past few months
have made clear, reliance on public awareness to make preventative and protective
measures work is not enough by itself to bring down the infection rate or buy time to
build new quarantine units and hospitals. All institutions, companies, and NGOs have
been mobilized to respond to the crisis with a goal of softening the immediate impacts,
and it is critical that the partnerships formed between them remain intact in the longer
term, beyond the current crisis.

Egypt's government may have been hesitant about enforcing an extended lockdown
due to the impact on employment, but this reluctance comes at the cost of denying all



Women are seen wearing face masks as they walk over a Cairo bridge amid rising concerns over the coronavirus
outbreak, April 2020. (Photo by Gehad Hamdy/picture alliance via Getty Images)

sectors the ability to plan ahead. For small businesses, efforts have been made to advise
on crisis management as Egypt's youth have taken online tutorials on how to survive
and plan for the worst-case scenario. How this collective effort is disseminated to the
majority of the Egyptian workforce who are not so familiar with digital resources is a
pressing question, however.

EGYPT'S ECONOMIC TRAJECTORY

While the International Monetary Fund projects? that the MENA region as a whole will
see a 4.7 percent decline in economic growth in 2020, Egypt's growth rate for the year is
expected to remain positive, falling from the previously forecast 5 percent to 2 percent.
So while developed economies may face the prospects of a deep recession, Egypt will
have to contend with a brake on its upward economic curve that may throw the country
off the path of reform and recovery it has been on since the economic devastation
that accompanied the Arab Spring in 2011. Just as tourism numbers and growth were
recovering after the floatation of the currency in 2018, and a slight increase was seen in
foreign direct investment in 2019, COVID-19 has knocked the country off course.

This brings us to the sustainable development pathway that has accompanied Egypt's
economic growth road map. Vision 2030* set targets for sustained livelihoods and the
provision of better services in health care, insurance, social protection, and education,
prioritizing them to promote Egypt's stability and paving the way for policies that
meet the demands of a predominantly young and growing population. COVID-19 has
undoubtedly affected economic and social planning, with crisis management and
unforeseen circumstances causing disruptions to both the public and private sectors.
The Ministry of Planning and Economic Development and the banking sector have acted
fast to assist entrepreneurs in developing models for which businesses and vulnerable



groups to prioritize. Winners and losers have emerged from the pandemic, with health
care, agriculture, and green businesses seeing opportunity, while manufacturing,
exports, and construction have all withessed losses. In short, the larger employers have
suffered the most.

The pandemic has exposed weaknesses in global health care and crisis management,
and it may not be possible for countries with lower resilience and economies that are still
recovering, such as Egypt, to achieve the UN's Sustainable Development Goals (SDGs)
by 2030. The vulnerability of low-income groups, women, laborers, and small businesses
has been magnified. Health care, jobs, and education have all been negatively impacted,
with government resources being dedicated to addressing the immediate and short-
term effects nationwide. What needs to be considered now are the wider and deeper
effects of the pandemic, such as vulnerable groups falling behind, water shortages, and
a slowing economy in the medium and longer term.

SOCIAL & ENVIRONMENTAL CHALLENGES

In the Middle East, and especially Egypt, lifestyles have to be taken into consideration
as well. Social distancing may not be as easy to adopt because of family structures.
Egyptians tend to have larger households, with grandparents, parents, and children
living together. Isolating senior citizens from children is difficult, as the elderly often
live at home and children typically do not leave the family home until they marry. Social
distancing is also antithetical to the norms of greetings, gatherings, and interaction
that are an integral part of life in much of the Middle East and North Africa. In addition,
reproductive health and awareness have seen a decline, with women and children
requiring social solidarity protection.

Another potential challenge is water shortages and growing domestic energy use as
people are confined to theirhomes. The Ministry of Environment confirmed that pollution
levels have decreased in cities and air quality has improved due to the lack of industrial
and transport activity, but food shortages, lack of imports, and slower production in the
agricultural sector will result in price hikes in the near future. The cycle of economic
shocks that is all too familiar in Egypt has suddenly intensified and accelerated. The
issue of waste management in poorer communities must not be ignored in efforts to
address the consequences of shifts in government spending priorities.

Proponents of the SDGs embraced globally in early 2020 argue that now is the time to
reinforce the commitments and revisit the challenges with a greater focus on prevention

‘WHAT NEEDS TO BE CONSIDERED NOW ARE THE
WIDER AND DEEPER EFFECTS OF THE PANDEMIC,

SUCH AS VULNERABLE GROUPS FALLING BEHIND,
WATER SHORTAGES, AND A SLOWING ECONOMY IN
THE MEDIUM AND LONGER TERM."
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and resistance. As a potential COVID-19 vaccine and recovery draw closer, maintaining
a social, economic, and environmental balance has never been as critical as it is today.
A global phenomenon like the pandemic has a unique ability to bring governments and
people together and the resulting opportunity to rebuild corrective measures must be
seized.

From another perspective there is a call to revisit or restructure the sustainable
development pathways, as new segments like employers and middle-income groups
now count themselves among the vulnerable, amid rising debts and loans. In the face
of this challenging environment, how can sustainable jobs be created? How will poverty
be universally eradicated? Where and how will human rights be promoted if basic
freedoms are hampered by lockdowns or restrictions? In a world of information, how can
we ensure marginalized groups also have access? What will the psychological effects
on children confined to their homes be?

The response to COVID-19 cannot be delinked from sustainable development entirely.
It is therefore critically important that governments adapt their responses to different
cultural and economic circumstances.

As Dr. Sherifa Fouad Sherif, executive director of the National Management Institute at
the Ministry of Planning and Economic Development, recently noted, “Human well-being
is the entry point for maximizing progress regarding the implementation of the SDGs.
Acceleration in implementation of the SDGs is needed now more than ever. Increasing
access to social protection, creating a strong health care system as well as investing
in our human capital [are] of top priority. Greater collaboration and global knowledge
sharing in science and technology is needed for the public good.

A view of the 6th October Bridge and surrounding buildings from the Cairo Tower, November 2019. (Photo by Wu
Huiwo/Xinhua via Getty Images)
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“A GLOBAL PHENOMENON LIKE THE PANDEMIC
HAS A UNIQUE ABILITY TO BRING GOVERNMENTS

AND PEOPLE TOGETHER AND THE RESULTING
OPPORTUNITY TO REBUILD CORRECTIVE MEASURES
MUST BE SEIZED."

Reconsidering the SDGs to enable resilience and equality requires flexibility in policy and
shifting of investments beyond the conventional growth of Egypt's economy. Planning
and adapting must promote social resilience for Egypt to continue its economic growth.
Engaging businesses and forming partnerships in planning are necessary parts of
creating stimulus packages that are truly sustainable and not just cosmetic. Egypt has
proposed a stimulus for some businesses, especially those in the tourism sector, yet
more needs to be done to bring back jobs and above all the focus needs to be on a
cleaner, less carbon-intensive growth plan, with an emphasis on innovation, renewables,
and agricultural revival. The SDGs that are interlinked with environmental targets should
take precedence in a post-pandemic recovery. For Egypt to evolve as it emerges from
the crisis, sustainable growth must remain at the heart of its long-term vision.

Sarah El Battouty is a non-resident scholar at MEI, an award-winning architect with 18
years'experience in the field of green and environmental building, and the founder of one of
Egypt’s leading environmental design and auditing companies, ECOnsult.
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OPPORTUNITY AMID ADVERSITY: COVID-19
COULD PAVE THE WAY FOR CLOSER EGYPT-
CHINA ECONOMIC TIES

Deborah Lehr

Egypt appears to be weathering the economic fallout from the COVID-19 crisis better
than many other emerging markets, but the global impact is still likely to take a heavy
toll. Egypt's key industries of tourism, construction, and retail have all been hard hit by
the global economic shutdowns and dramatic drop in demand. Job creation, financial
inclusion, foreign investment, and export promotion are key elements of any strategy to
reenergize the economy. As President Abdel-Fattah el-Sisi's government develops its
relief program, it might consider looking East instead of West for support.

GROWING TRADE TIES

Despite the onset of COVID-19, bilateral trade between China and Egypt increased by
3.2 percent year-over-year* during first four months of 2020 and reached a total of $5.2
billion as of the end of July. While the rise is due in part to the medical supplies and
other materials sent to Egypt as part of China's “mask diplomacy” to provide support in
fighting the virus, it is also a reflection of the opportunities that exist in Egypt for Chinese
exporters. Imports of Chinese products to Egypt grew by 5.1 percent in the first four
months of the year. Meanwhile, Egypt's real GDP growth is expected to reach 3 percent
in 2020, according to the World Bank,? which distinguishes it from many of its neighbors
as the only MENA country forecast to have positive growth rates.

China was also the first major economy to start fully functioning after the COVID-19
shutdown. While the United States slowly reopens parts of its economy, China has 98
percents of its factories running and almost 100 percent of its people back to work. And
even as Americans begin to return to work, the Trump administration is looking inward,
not outward, to stimulate growth. The administration's focus has not been on opening
new markets and promoting exports; instead, it has been to encourage the return of
industries to U.S. shores and to support domestic consumption.

“DESPITE THE ONSET OF COVID-19, BILATERAL
TRADE BETWEEN CHINA AND EGYPT ... REACHED

A TOTAL OF $5.2 BILLION AS OF THE END OF
JuLy.”




China’s President Xi Jinping welcomes Egypt’s President Abdel-Fattah el-Sisi at the Second Belt and Road Forum, April
2019. (Photo by Valery Sharifulin\TASS via Getty Images)

The worsening tensions between the United States and China will potentially benefit
Egypt as well. The rhetoric between the two countries has reached a new low, with the
Chinese state broadcaster accusing Secretary of State Mike Pompeo of being a liar
on the nightly news, and Pompeo holding up a G-7 communique® because U.S. allies
would not agree to call COVID-19 the “Wuhan virus." The rhetoric reflects growing and
deepening tensions over technological competition, trade and investment restrictions,
concerns over Hong Kong and China's treatment of Uighur Muslims, and issues related
to national security. And as the presidential campaign heats up ahead of the general
election, tensions will only get worse before they get better.

SOLIDARITY & OPPORTUNITY

Unlike the U.S. and Europe, governments in the MENA countries by and large have not
publicly been critical of China's initial handling of the coronavirus and, in some cases,
have even praised its efforts. Egypt sent its health minister to China® in a sign of solidarity,
while presidents Sisi and Xi Jinping spoke by phone’ about cooperating to handle the
virus. Egypt also sent medical supplies to China® during the initial outbreak, and China
returned the favor® as the virus spread to Cairo.

In addition to the goodwill generated, Egypt stands to benefit from China's own relief
program, recently announced at the National People's Congress, the country's most
important political meeting of the year. China is seeking to stimulate its economy in two
ways. First, by introducing policies and providing aid to create jobs. The private sector is
the largest engine of growth, providing 80 percent of urban employment, and therefore
is the vehicle for increasing employment. These firms, as well as some state-owned
enterprises, are being encouraged and supported financially to expand both athome and
abroad. Exporting and seeking new sources of investment are therefore key priorities.
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And with economies in the West slowing and the atmosphere unwelcoming, the MENA
region is an increasingly attractive destination for Chinese firms to expand.

Egypt willalso find the Chinese leadership's pledge to support the development of “new”
and “old” infrastructure® appealing. The build-out of “data” infrastructure to facilitate the
move to 5G will be transformational and disruptive across most major industries. Beijing
intends to spend up to $2.5 trillion®? over six years to support the building of China's
digital future — which they want to take global. Chinese firms lead the world in creating
the 5G networks that will allow growth of the “Internet of Things," fintech, smart cities,
self-driving cars, artificial intelligence, facial recognition technologies, and so much
more. For countries like Egypt, Chinese technology provides the opportunity to leapfrog
old technologies into the modern world at competitive prices.

SUSTAINABLE DEVELOPMENT & GREEN FINANCE

As Egypt looks to develop its own strategy for sustainable development and green
finance, Chinese capital and technology will be an attractive option. It should explore
ways to cooperate with China but also to develop projects and products that will attract
Chinese capital seeking green investments. President Xi has stated that he wants
China's new and old infrastructure growth to be “green." China is seeking to be a leader
in sustainable development and to promote this effort along the countries of the Belt
and Road Initiative (BRI), President Xi's signature foreign policy initiative.

In recent years, China has established over 600 green private-equity funds,® is how
one of the largest issuers of green bonds, and has launched* the largest carbon-
exchange market in the world. Chinese firms are developing cutting-edge applications
through the use of technologies such as artificial intelligence and fintech to support
sustainable small and medium-sized industries. China is also now the leading producer
of new-energy vehicles, and as its own market becomes competitive, these firms are
seeking new ventures overseas. Given that Egypt is just developing its own policies on
sustainability, it is an opportunity to be innovative. One strategy would be to establish
an Egypt-China green fund, for example, modeled after the successful U.S.-China
Green Fund, to facilitate the trade of sustainable products, know-how, and technologies
between the two countries.

As China's economy has slowed, there has been a corresponding drop in Chinese
investment to support BRI infrastructure development. Chinese state investors are less
willing to invest in countries with greater risk, especially risk stemming from political
uncertainty. Egypt stands out as an attractive market given its large population, stable

“AS EGYPT LOOKS TO DEVELOP ITS OWN STRATEGY
FOR SUSTAINABLE DEVELOPMENT AND GREEN

FINANCE, CHINESE CAPITAL AND TECHNOLOGY WILL
BE AN ATTRACTIVE OPTION."




‘CHINA AND EGYPT HAVE A LONG SHARED POLITICAL
AND ECONOMIC RELATIONSHIP, AND IT IS POISED TO

STRENGTHEN IN THE WAKE OF COVID-19."

political system, wired and technologically savvy population, and focus on major
development projects. President Sisi's intention to build new, modern cities like New
Alamein and the New Administrative Capital should be a draw for Chinese investors
seeking more stable investment opportunities.

EXPORT OPPORTUNITIES

Anotherway Chinais looking to grow its economy is by promoting domestic consumption.
At home, the government is finding ways to stimulate domestic demand and provide
greater access to supply factors, such as land, labor, and even data. As part of this effort,
it is opening major segments of the Chinese economy to foreign direct investment by
providing financial incentives and welcoming imports.

Among the many suitable sectors for Egyptian exports is agriculture. China is actively
making purchases abroad; citrus imports are expected to increase by 3 percent®
and Egypt is already one of China's main suppliers. As industries in China ramp up
production, energy needs will rise again, providing an opportunity to boost Egypt's
already significant exports of fuel and oil. There are also growing opportunities for retail
companies, with demand increasing for overseas fashion and designs, as well as for
services firms.

Lastly, as travel picks up, Egypt should take all necessary steps to reassure Chinese
visitors that they will be safe visiting the country. Over the past three years, the number of
Chinese visitors has been growing by about 30 percent® annually, but from a small base.
There is tremendous potential to grow these numbers if the tourism sector is developed
in ways that make it attractive and safe for Chinese visitors.

China and Egypt have a long shared political and economic relationship, and it is poised
to strengthen in the wake of COVID-19. During these difficult times, China can play an
important role in Egypt's economic recovery, and it will be seeking to build stronger
ties through its “mask diplomacy” efforts in an attempt to mitigate criticism of its initial
mishandling of the virus outbreak. There are still many unknowns in the weeks and
months ahead, but there is an opportunity to be seized now — if Egypt acts.

Deborah Lehr is the CEO of Basilinna, a strategic business consulting firm focused on
China and the Middle East; Vice Chairman and Executive Director of the Paulson Institute;
and the founder and Chairman of the Antiquities Coalition.
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EGYPT AND COVID-19: THE DAY AFTER

Yasser Elnaggar

The Egyptian economy has undergone a series of fiscal and monetary reforms over
the past four years. These reforms to eliminate subsidies, redesign the tax system,
and liberalize the exchange rates were implemented at a significant social cost, but
resulted in substantial improvements in macroeconomic indicators. However, some
of the deeper structural reforms necessary to improve the overall economic situation
were not realized. Now with COVID-19 impacting alleconomies around the globe, Egypt
has the opportunity to emerge as one of the few winners from the current situation if
it is willing to continue to push forward to better support the private sector, enhance
fair competition, focus on job creation, tie the country more closely into global supply
chains, and improve the climate for doing business in order to attract more foreign
direct investment.

According to the minister of finance, government revenues were down by $7.75 billion
while expenditures went up by $4 billion as a direct result of the COVID-19 crisis. The
Central Bank of Egypt paid back almost $20 billion in debts to international financialand
investment institutions over the four months through the end of June* and expects to pay
out another $5 billion over the course of the year. This is a significant and unanticipated
financial outlay.

While the health and economic impact of the crisis cannot be underestimated, it is
worth mentioning that the economic impact would have been even worse without the
reforms implemented over the past four years. Against this backdrop, the government
was able to adopt several measures to support the local economy, including a stimulus
of $6.4 billion as well as tax incentives and holidays.

On April 28, the Egyptian cabinet announced a series of tax relief measures? to stimulate
the economy. These included: deferring capital gains tax until Dec. 31, 2021; reducing
the withholding tax on dividends from 10 percent to 5 percent; and lowering the stamp
tax on securities transactions from 0.15 percent to 0.05 percent. In May, President Abdel-
Fattah el-Sisi approved Law 24 of 20203 postponing real estate and income taxes along
with workers' contributions to the state pension.

“THE ECONOMIC IMPACT [OF THE CRISIS] WOULD
HAVE BEEN EVEN WORSE WITHOUT THE REFORMS

IMPLEMENTED OVER THE PAST FOUR YEARS."
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People work in a factory to produce medical face masks in Cairo, April 14, 2020. (Photo by Wu Huiwo/Xinhua via Getty

Images)

The government also turned to the International Monetary Fund in May for rapid
financing worth $2.7 billion, while another $5.2 billion for structural adjustment programs
(to be disbursed over 12 months) was announced in June. In addition, the government is
seeking almost $9 billion from international lenders.

These funds will no doubt help bridge the growing finance gap and reduce the budget
deficit in FY2020/21, but such remedies are temporary in nature. If EQypt is to make a
full recovery, it needs to adopt policies that structurally reform the economy, improve
the business climate, support the private sector, reprioritize government spending in
order to overhaul customs and tax regulations, invest in industrial infrastructure, and
foster innovation.

As laid out below, there are some key structural challenges that must be addressed as
well.

LEGAL & REGULATORY UNCERTAINTY

Laws and regulations seem to change every year or few years, and as a result the
Egyptian economy lacks the necessary predictability and certainty for businesses to
make long-term investments. Domestic and foreign investors have said that new
laws and regulations that streamline the process of doing business are needed to
encourage the private sector. Businesses, and especially foreign investors, depend
on long-term planning, which is complicated when the regulatory structure changes
frequently.

Protecting investments is another crucial area where laws need to be streamlined and
simplified. The universalapplication of the rule of law and even-handed involvement from




the state as a credible arbitrator provide investors with the confidence and assurances
that they need.

INDUSTRIAL DEVELOPMENT

The industrial sector, which accounts for 16.2 percent of GDP* and at least 12 percent
of employment, has been the hardest hit by COVID-19. Supply chains, especially from
China, have been disrupted globally, which impacts Egypt's production. Demand for
Egyptian exports has fallen due to the general decline in global demand stemming from
the pandemic. Furthermore, domestic demand has also shrunk as a result of the drop in
Egyptians’ purchasing power and changes in consumer behavior.

While some food processing industries have benefited from the crisis, most other
sectors continue to suffer. Some factories are operating at less than 50 percent of their
capacity, resulting in greater unemployment. Some estimate that the industrial sector
could shrink by as much as 50 percent® in 2020.

In the garment and clothing industry, for example, almost 80 percent of export orders
have been canceled, with estimated losses reaching $800 million by the second quarter
of 2020. This is highly concerning as this sector is labor intensive and an important
source of income for women in particular. The chairman of the Readymade Garments
Export Council of Egypt, Magdy Tolba, told Egypt Today that the majority of the 350-400
garment factories in Egypt® will be negatively affected by the decision of international
brands to halt manufacturing worldwide.

While the government has been proactive in providing tax holidays and preferential
loan mechanisms for industrial facilities, the cash flow crisis makes it hard for major
sectors of the economy to continue operations. Enterprises large and small are feeling a
cash crunch due to shrinking demand for non-essential products. The revenues of many
companies have taken a severe blow, which makes it increasingly difficult to maintain
working capital.

The situation is disheartening, but it also provides an opportunity for the government to
implement long-awaited structural reforms that can mobilize domestic and international
investments in industrial production. The state could, for example, provide land for
industrial development at zero cost. It also should adopt policies to streamline permits,
allowing companies to obtain these after starting operations rather than mandating
prior approvals from numerous government entities.

“THE SITUATION IS DISHEARTENING, BUT IT ALSO
PROVIDES AN OPPORTUNITY FOR THE GOVERNMENT

TO IMPLEMENT LONG-AWAITED STRUCTURAL
REFORMS.”
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“THE GOVERNMENT SHOULD CONSIDER
REPRIORITIZING SPENDING IN SUPPORT OF THE

PRIVATE SECTOR, ESPECIALLY SMALL BUSINESS,
WHICH IS THE LARGEST GENERATOR OF JOBS.”

In addition, with excess electricity production and low international prices for natural
gas, the government should consider reviewing and potentially reducing the price of
state-provided energy for some, or even all, industries. It was to the economy's benefit
when the government lowered the price of electricity by $0.006 (EGP0.10) per kilowatt
hour,” but Egypt must do more to incentivize industries as they face severe competition
in export markets. Otherwise, relatively high prices for domestic inputs will harm the
competitiveness of Egyptian exports.

STATE INVOLVEMENT

Over the past few years, the Egyptian government indicated its intention to launch public
offerings for certain state-owned companies on the Egyptian stock market. However, as
the minister of the public enterprise sector noted, the current climate is not conducive
to initiating these public offerings; COVID-19 has impacted the stock market so severely
that the government has earmarked around $1.875 billion to stabilize it.

One can argue that such offerings are the best avenue for the state to scale back or exit
from certain economic activities, but this process should occur under favorable market
conditions. The concernis that these companies willnot turninto viable businesses if they
continue to be managed by government appointees. Another option is for state-owned
companies to offer strategic investors the controlling minority shares in subsidiaries that
focus on consumer products. This would help to significantly shrink state ownership,
while allowing investors to manage and operate those facilities.

PRIVATE SECTOR: TOURISM & TECH

Job creation, particularly for Egypt's youth, is a critical part of the economic recovery.
The government should consider reprioritizing spending in support of the private sector,
especially small business, which is the largest generator of jobs.

The tourism sector has been especially hit hard by the downturn, and the impact is
broadly felt because it is so interconnected with the rest of the economy. Tourism
accounts for about 12 percent of Egyptian GDP, and Egypt's minister of tourism estimates
that the country has been losing about $1 billion a month? since the shutdown and will
continue to do so until things return to normal. The government needs to be proactive,
especially in working long term with small and medium-sized enterprises (SMEs), which
make up the majority of the sector but have limited financial reserves.



Another sector that would benefit from government support is the tech sector, which
could become a major driver of growth through emerging technologies like artificial
intelligence and 5G development. The IT sector was estimated to grow at a rate of over 13
percent a year from 2017-20, although the pandemic will likely have at least a temporary
dampening effect on that.? Egypt has a young, tech-savvy IT workforce, which is one of
the largest in the world.

Since the Egyptian government has already implemented an important set of mitigation
measures, it must carry on its supportive policies and, more importantly, expand on
sector-specific interventions in ways that also include informal workers. As Mohamed
el-Dahshan laid out, there are successful models from around the world that Egypt
could imitate:*

The UK, for instance, has created a “Coronavirus Business Interruption Loan
Scheme,” whereby the government would cover the first 12 months of interest
payments and provide lenders with a guarantee of up to 80 percent on SME loans.
In Nigeria, the government suggested a one-year moratorium on all principal
repayments.” Singapore announced a co-funded $77 million package to support
taxi and private hire drivers.*

These are some ideas that the Egyptian government could consider adopting to help
see the domestic economy through this tough time.

The bathing beach of Hurghada is deserted, April 15, 2020. (Photo by Marcel Lauck/picture alliance via Getty Images)
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‘AS THE GOVERNMENT LOOKS TO ENGINEER A
POST-COVID-19 ECONOMIC RECOVERY, IT CAN TAKE

ADVANTAGE OF THE CURRENT SLOWDOWN ... TO
ENACT THESE NEW POLICIES."

GREEN RECOVERY

Egypt would also benefit from a green recovery. Government incentives to purchase
new energy vehicles (NEV), for example, would help ameliorate air pollution® in Cairo
and the surrounding areas. These incentives would promote purchases, and increased
demand for these clean cars would also attract foreign investors willing to assemble
and potentially manufacture them locally. The Chinese, leaders in the NEV sector, are
already exploring opportunities in the Egyptian market.*4

Applying green building standards to new construction would also address one of
the biggest sources of energy inefficiency. The planned infrastructure build-out in al-
Alamein and the New Administration Capital provides opportunities for the issuance of
green bonds?® to fund the sustainable development of these new cities. In this Egypt
can build on the issuance of its first sovereign green bonds — and the first in the MENA
region — at the end of September.’® Eco-conscious bonds are likely to attract foreign
financing, especially from China and the European Union, which are both pursuing their
own green recovery plans. Jobs and investment in the sustainability sector will grow if
the government puts in place the appropriate incentivizing policies.

CONCLUSION

The structural reforms laid out above are urgently needed. As the government looks
to engineer a post-COVID-19 economic recovery, it can take advantage of the current
slowdown in global, regional, and domestic economic activity to enact these new
polices. It is easier to make such changes in a time of crisis and rebuilding, especially
when the rest of the world is contemplating similar decisions.

Egypt must be prepared for the aftermath of the crisis. Just as foreign direct investment
rebounded after a sharp decline during the financial crisis of 2008/09, it is destined
to rebound again. Adopting these suggested measures will help Egypt to compete
in a flerce market and attract both foreign and domestic investors in sectors that
stimulate employment and generate revenue. Egypt is well positioned to seize this
opportunity.

Ambassador Yasser Elnaggar is CEO of EN Investment and a Non-Resident Scholar with
MEI's Egypt Program.
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THE SILVER LINING OF COVID-19:
INSTITUTIONAL REFORM TO THE RESCUE OF
THE EGYPTIAN ECONOMY

Abla Abdel-Latif

For decades now, Egypt has been over-reliant on fiscal and monetary policies in its
pursuit of economic growth. Solutions to all of the country's economic problems have
always emerged from these two toolboxes, with everything else remaining unchanged.
As a rentier economy, Egypt has primarily relied on four sectors driven by exogenous
demand since 1974 — tourism, labor remittances, the Suez Canal, and the oil sector —
leaving the country vulnerable to shocks. Egypt continued to record annual GDP growth
and foreign exchange revenues flowed in, belying the urgent need for deep structural
and institutional changes in the way the economy functions. The existence of a huge
informal sector and the fact that manufacturing industries and agriculture, along with
their supporting services, were not the core of the economy, even if they were the biggest
employers, also pushed in the same direction: toward more focus on the financial side of
the economy and a lot less on the real side.

Overtheyears, the exchangerate policy has been the government’'s most frequently used
tool. When the gap between the official and black market exchange rates reached levels
that literally paralyzed the economy, there would be a sudden measure of unavoidable
devaluation. The following scenario would then repeat itself: devaluation would provide
temporary relief of the problem, but within a decade the economy would once again
take a downward turn and the old symptoms would reemerge — an overpriced currency
and accumulated debt due to overreliance on borrowing. These symptoms of course
coexist with Egypt's persistent chronic problems of high unemployment, limited local
and foreign investments, overreliance on imports in everything, high trade deficits,
mediocre human investment levels in education and health, low social justice, and
increasing poverty.

We are stuck in a vicious circle of reemerging problems. Every time things go downhill,
we fail to address the roots of these problems. Instead, we only treat the symptoms,
and thus the impact is temporary. The objective of this paper is to present an evidence-
based argument that the root of all of Egypt's problems is institutional in nature. Unless

“WE ARE STUCK IN A VICIOUS CIRCLE OF
REEMERGING PROBLEMS. EVERY TIME THINGS GO

DOWNHILL, WE FAIL TO ADDRESS THE ROOTS OF
THESE PROBLEMS.”




“POST-COVID-19 EGYPT NEEDS TO BE FREE OF THESE
INSTITUTIONAL CONSTRAINTS TO, AT A MINIMUM,

REGAIN ITS COMPETITIVE POSITIONING IN THE
WORLD."

and until this issue is addressed, the country will remain stuck in this vicious circle of
poor performance, never living up to its potential, even if it gets positive ratings for its
achievements at the macroeconomic level from all the rating agencies.

It's important to raise this issue now because COVID-19 had showed how deep
these institutional weaknesses are in every sector, and that they are behind the poor
performance in terms of output, quality, employment, and linkages with other sectors.
Post-COVID-19 Egypt needs to be free of these institutional constraints to, at a minimum,
regain its competitive positioning in the world. In a slow growing global economy, the
total GDP pie remains almost fixed in size, and this is what is expected to happen in the
next few years. This would represent a near return to the era of mercantilism, when the
only way for countries to increase their share of global production and trade was by
taking part of somebody else's. While at the time these disputes were settled by wars
between countries, now they are resolved by fierce competition. Only countries that
are more efficient and have a bigger competitive edge over others can grab, or keep, a
bigger share of world production and trade. Achieving such a competitive edge is not
possible if a country is constrained by institutional obstacles, and thus there is a clear
need for institutional reform. This is especially true in the case of Egypt.

This paper consists of four sections: First, an explanation of what institutional reform
means, why it is perceived as the mother of all constraints, and how it could potentially
rescue the Egyptian economy, especially in the post-COVID-19 era; second, a quick
overview of institutional problems in Egypt with examples from a few sectors; third, a
proposed three-stage approach for implementing a comprehensive institutional reform
program; and fourth, a delineation of the preconditions for such an institutional reform
action plan, and the extent to which Egypt has satisfied any of them.

THE MOTHER OF ALL CONSTRAINTS

Institutional reform is defined in many ways by different people. Some focus on
organizations and how they function, others on the legal and regulatory frameworks,
and others still on corruption, while some see it as strictly about administrative reforms.
Institutional reform actually encompasses all of the above, and any attempt to focus
on one part and not the others makes the institutional reform incomplete and thus
ineffective.

Institutional reform requires looking at the structure of the state and its governance
system, how decisions are taken, and how the various components (government, private
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sector, civil society) connect. Table (1) presents the main questions that need to be
answered as we assess the impact of the institutional setup and need for reform.

Limited political commitment to institutional reform, limited inclusivity, and wide grey
zones in rules and regulations, combined with high informality and weak checks and
balances, are typically the main impediments to successful institutional reform.

Table (1): Question sheet to address the need for institutional reform

PRIORITIES +  HAS GOVERNMENT IDENTIFIED ITS PRIORITIES AMONG ITS DESIRED OUTCOMES AND
ALLOCATED RESOURCES ACCORDINGLY?

+  ARE ALLOCATIONS ADHERED TO?

+  \WHAT ARE THE CORE POLICY AND DECISION-MAKING STRUCTURES?

+  WHAT LEVELS OF EXPENDITURE CAN BE AFFORDED IN THE SHORT, MEDIUM, AND LONG
TERM?

+ \WHAT MECHANISMS ARE AVAILABLE TO ENSURE THAT POOR PEOPLE'S VIEWS ARE TAKEN
INTO ACCOUNT?

+ W/HO SETS PRIORITIES AND IN RESPONSE TO WHAT INTERESTS?

«  CAN PRIORITIES BE TRANSLATED INTO RESOURCE ALLOCATION?

PoOLICIES - HOw EFFECTIVE ARE THE CORE POLICY AND DECISION-MAKING STRUCTURES AND PRO-
CESSES?

+  ARE THEY BASED ON EVIDENCE AND DATA?

« WHAT IS THE AVAILABILITY AND QUALITY OF DATA?

« \WHAT IS THE IMPACT OF POLICY CHANGES ON THE POOR?

INCENTIVES + WHAT IS THE CURRENT FORMAL/INFORMAL INCENTIVE STRUCTURE?

+  WHO BENEFITS?

+  \WHAT ARE THE INCENTIVES FOR STATE STRUCTURES TO DELIVER SERVICES; FOR THE
BUREAUCRACY TO ATTRACT AND MOTIVATE STAFF; FOR THE DEVELOPMENT OF NATION-
AL SKILLED HUMAN RESOURCES?

+  \WHAT INCENTIVES DIRECT OR INDIRECT, IF ANY, ARE THERE TO MODIFY BEHAVIORS OF
KEY PLAYERS IN SUPPORT OF THE DESIRED OUTCOMES?

+ W/HAT INCENTIVES ARE THERE TO REVIEW AND IMPROVE PERFORMANCE?

RULES AND LAW |+ ARE FORMAL RULES AND LAWS RESPECTED?

+  ARE THERE INFORMAL RULES LEADING TO CORRUPTION, PATRONAGE, VICTIMIZATION,
EXCLUSION?

+  CAN RIGHTS BE ENFORCED THROUGH LAW?

*  ARE RULES AND LAW SUBJECT TO POLITICAL INTERFERENCE?

CULTURE . \X/HAT ARE THE NATIONAL ATTITUDES TO RISK, HIERARCHY, INCENTIVE SYSTEMS, PAR-
TICIPATION, DONOR INTERVENTIONS, ETC?

. IS THERE A WILLINGNESS TO ENGAGE IN CONSULTATION?

. IS THERE RESPONSIVENESS TO INFORMATION?

. ARE THERE ISSUES OF COMMUNITY AND INDIVIDUAL IDENTITY?

DRIVERS FOR +  \WHAT ARE THE KEY DRIVERS FOR CHANGE?
CHANGE +  SOCIAL, TECHNOLOGICAL, ECONOMIC, OR POLITICAL?
+  ARE THERE SPONSORS OR CHAMPIONS FOR REFORM? EXTENT OF THEIR POWER AND
INFLUENCE?

+  LEVEL OF COMMITMENT TO REFORM?

+ WHAT BENEFITS OR INCENTIVES DO THEY HAVE TO PUSH A REFORM PROCESS?
«  LEVEL OF POLITICAL STABILITY?

+  \WHAT ARE THE IMPLICATIONS OF THE CURRENT ELECTORAL CYCLE?

VOICE AND + WHAT MECHANISMS AND STRUCTURES ARE IN PLACE TO PROMOTE THE CONCERNS OF

PARTNERSHIP POOR PEOPLE?

+ AWARENESS RAISING, CAPACITY BUILDING, JOINT MANAGEMENT OF E.G. FORESTRY OR
WATER RESOURCES, PARTICIPATORY BUDGETING?

- HOW EFFECTIVE ARE THEY?

+  \WHAT VOICE DO PEOPLE HAVE TO HOLD DELIVERY ORGANIZATIONS TO ACCOUNT?

*  REPORT CARDS?

- PuBLIC AUDITS?

Source: GSDRC*



ENTRENCHED PROBLEMS

In the case of Egypt, institutional weaknesses are observed at all levels, both directly
and indirectly. They can be seen directly in the governmental structure, relations
between ministries, operations of different organizations within each ministry and their
interrelations, the level of decentralization, and the level of involvement of the private
sector and civil society in decision making (see examples in Table [2]).

Institutional weaknesses are also seen indirectly in the constraints and complications
in the business climate that the private sector complains about: policy inconsistencies,
spread of corruption, informal arrangements, and the weak rule of law.

Table (2): Examples of specific institutional weaknesses in specific sectors

SECTOR INSTITUTIONAL WEAKNESS

HEALTH . \WEAK GOVERNANCE IN THE DIVERSITY OF MANAGEMENT, REGULATION, FINANC-
ING, AND THE LEVEL OF QUALITY OF SERVICES PROVIDED BY VARIOUS ACTORS
THAT FOLLOW DIFFERENT ADMINISTRATIVE BODIES AND ARE GOVERNED BY
DIFFERENT LEGISLATION

MINISTRY OF HEALTH PLAYS FOUR ROLES SIMULTANEOUSLY: PLANNING
(THROUGH ITS PRESIDENCY OF THE SUPREME COUNCIL OF HEALTH), FINANCING,
EXECUTIVE, AND OVERSIGHT

ALTHOUGH NECESSARY MEASURES TO SLOW DOWN THE INCREASE IN THE RATE
OF POPULATION GROWTH ARE RELEVANT TO ALL MINISTRIES, THE NATIONAL POP-
ULATION COUNCIL IS UNDER THE MINISTRY OF HEALTH ALONE. AS A RESULT, ITS
ACTIVITIES FOCUS ON ONLY ONE DIMENSION OF THE PROBLEM: FAMILY PLANNING.

COMMUNICATION & . NO ANNOUNCED NATIONAL STRATEGY FOR DIGITAL TRANSFORMATION
INFORMATION . MONOPOLY BY TELECOM EGYPT OF ALL COMMUNICATION INFRASTRUCTURE
TECHNOLOGY . NO INFORMATION TECHNOLOGY REGULATOR TO OVERSEE ADHERENCE TO QUALI-

TY AND INFORMATION SECURITY STANDARDS

THE MINISTER OF COMMUNICATION AND INFORMATION TECHNOLOGY CHAIRS
NTRA, THE COMMUNICATION REGULATORY BODY, WHILE ALSO SERVING AS THE
PRESIDENT OF TELECOM EGYPT

TOURISM * MULTITUDE OF SUPERVISORY AUTHORITIES FOR TOURIST FACILITIES (ABOUT 32)
THAT ARE POORLY COORDINATED

CINEMA INDUSTRY . INSTEAD OF LYING UNDER ONE SPECIFIC MINISTRY, THE FILM INDUSTRY IS AFFIL-
IATED WITH FOUR DIFFERENT ONES: CULTURE, TRADE AND INDUSTRY, PLANNING,
AND FINANCE. DIVIDED RESPONSIBILITY LEAVES THE INDUSTRY WITHOUT ANY
REAL INSTITUTIONAL SUPPORT. THIS IS BELIEVED TO BE THE MAIN REASON FOR
ITS MODEST PERFORMANCE IN SPITE OF THE FACT THAT IT IS ONE OF THE OLDEST
FILM INDUSTRIES IN THE WORLD.

FOOD INDUSTRIES * DAILY ACTIVITIES SUPERVISED BY AT LEAST Q MINISTRIES

Source: Collected from a number of ECES studies?

IMPLEMENTING REFORM

Egypt should pursue comprehensive institutional reform as part of a four-stage
program. The rationale for this is threefold: First, to build momentum with quick wins
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before proceeding to tougher changes, as these are likely to face a lot of resistance;
second, to capitalize on the silver lining of COVID-19, which is the adoption of shortcuts
in bureaucratic procedures to facilitate business activities; and third, to allow for timely
interventions by positively influencing ongoing reforms, such as efforts to improve
database structure under the Administrative Control Authority and enhance data
collection on investors through the new investment service centers.?

The four stages are as follows:
Stage zero: Laying the foundation for improved policy making capabilities
Stage one: Completing the circle of ease of doing business
Stage two: Implementing sectoral institutional reforms
Stage three: Restructuring the government’'s governance system

Stage zero of the proposed institutional reform program focuses on building digitized,
comprehensive, interconnected, and up-to-date databases at all levels. Without
information and statistics, policymaking is haphazard and more error-prone. At present,
personal information remains scattered across databases in different ministries, namely
the ministries of Social Solidarity, Interior, and Supply. Complete profiles of individuals
do not exist since tax files and information on asset ownership, education, and skill level
are not available. The situation is similar for land and other resources and infrastructure.
While updated information on investments is supposedly available at the Investment
Authority, it is difficult to search and the results are of little use in policy making.

Egyptian MPs vote during a Parliament session in April 2019. (Photo by Lobna Tarek/picture alliance via Getty Images)




“MOST CRITICAL OF ALL ... THE GOVERNMENT NEEDS
TO RESOLVE ... THE COMPLEXITIES OF STATE-OWNED

LAND ADMINISTRATION, THE TOP COMPLAINT AMONG
BOTH LOCAL AND FOREIGN INVESTORS ALIKE."

Stage one focuses on facilitating all procedures associated with the ease of doing
business, including acquiring construction permits, getting electricity, registering
property, enforcing contracts, and resolving insolvency. The government has taken steps
to improve matters, but the process has been too slow and piecemeal for investors to
appreciate.* As shown in Figure 1, from 2019 to 2020 improvements in indicators like
starting a business and getting electricity were accompanied by a deterioration in other
critical areas, like registering a property and resolving insolvency, among others.

Figure (1): Egypt’'s Rank in Doing Business Indicators, 2019 vs. 2020

20

gypt's positionning

mprovement/ Deterioration in Egypt
o

o
3 H H
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-10

Starting a Getting Protecting Paying taxes Trading across Resolving Registering Dealing with  Enforcing Getting credit
business electricity minority borders insolvency property construction  contracts
investors permits
________ 2019 109 % i 72 159 171 101 | 125 | 68 160 60
2020, 90 ¥r_ 3 57 156 171 104 130 | 74 166 67

Source: Collected and analyzed by ECES

There is an urgent need to speed up and complete the process of reforming the business
environment. In addition, all steps taken to cut bureaucracy during COVID-19, such as
facilitating and expediting customs clearance, need to become permanent. Most critical
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of all though, the government needs to resolve, once and for all, the complexities of
state-owned land administration, the top complaint among both local and foreign
investors alike. At present multiple entities have the authority to own, use, or dispose
of state land, depending on its location, including governorates, ministries, or public
authorities reporting to specific sectoral ministries. Adding to the complexity, there
is a huge spectrum of laws and bylaws resulting in different regulations and pricing
mechanisms — and even different definitions of similar terms. The one key solution to all
these problems is to have a single unified entity in charge.®

Stage two involves restructuring a number of key entities regulating activities at the
sectoral level. For example, in the case of industry, the responsible entities are IDA, EOS,
ICA, and GOEIC.° All manufacturing industries are underperforming their potential in
terms of investment, production, exports, and employment because of impediments
related to these entities. The smaller the enterprise, the higher the transaction costs
involved in trying to deal with the vast amounts of red tape, antiquated procedures, huge
bureaucracy, weak human capital, unnecessarily complex procedures, and numerous
laws and ministerial decrees.

All sectors suffer from similar problems emerging from counterpart entities. If we add to
the institutional reform agenda at this stage the Egyptian Tax and Customs Authorities,
that would support businesses in all sectors.

Stage three tackles the crux of the problem. It focuses on restructuring the cabinet,”
involving all stakeholders in the decision-making process, introducing checks and
balances, and most importantly separating planning, execution, and assessment. Figure
2 illustrates the process. Each of the suggested specialized councils (health, education,
industry, etc.) is meant to set the sector's strategy and key performance indicators
(KPIs) for its implementation. The KPIs are measured by the Central Agency for Public
Mobilization and Statistics (CAPMAS) and assessed by Parliament and the president. In
its work, the council is relying on all available expertise in the country, but it does not
implement programs, it only sets the strategies and relevant policies. Implementation
is handled by ministries, the private sector, and civil society. In the case of population
control, for example, such a change would remove the National Population Council from
the purview ofthe Ministry of Health and place it at the cabinet level, while implementation
of population control programs would be handled by the Ministry of Health among
others, with designated roles played by the private sector and civil society.®

“SEPARATING THE SECTOR REGULATOR FROM THE
MINISTER IN CHARGE IS CRITICAL. THE ENTITY

THAT SETS THE RULES CANNOT BE THE ONE THAT
IMPLEMENTS THEM."




Figure (2): Institutional Structure that Achieves Good Governance (Separation of
Planning from Execution & Assessment)
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Source: Developed by Author

Three key concepts are implicit in such a structure: the decentralization of authority, the
separation of regulation from execution, and the maintenance of sector strategy at a
higher level than the minister in charge.

Decentralization of authority is enshrined in the 2014 Constitution. It is a precondition for
improved efficiency and governance as illustrated in Figure 2, especially for preparing
and implementing program-based budgeting. Such budgeting helps to better specify
targets and ensure implementation, and it also forces ministries to work together to
implement projects, not separately in silos as is the case now.

Separating the sector regulator from the minister in charge is critical. The entity that
sets the rules cannot be the one that implements them — that would effectively mean
overseeing itself. That's currently the case not only in the communication sector, as seen
in Table 2, but also in the electricity, utilities, and housing sectors as well.

Keeping the strategy above the ministerial level means that it doesn't change when
the cabinet is reshuffled. Ministers should implement an existing strategy, and if there
is a need to change it, that should be done through the specialized council, following
detailed study by government officials and experts and supported by close follow-up of
performance.

WHAT WILL IT TAKE TO SUCCEED?

In this last section, we attempt to answer two key questions: What are the preconditions
of success for such an institutional reform action plan? And to what extent has Egypt
satisfied them?
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Six pre-conditions for success are presented below along with the relevant steps Egypt
has taken in each case so far:

PRECONDITION OF SUCCESS THE CASE OF EGYPT

CASCADING POLITICAL WILL THROUGH THE ENTIRE GOV- | THE PRESIDENT AND PRIME MINISTER ARE INTERESTED
ERNMENT STRUCTURE. IMPLEMENTING INSTITUTIONAL | IN INSTITUTIONAL REFORM, BUT THIS COMMITMENT
CHANGE WILL OFTEN MAKE STAKEHOLDERS UNCOM- DOES NOT CASCADE DOWNWARDS AND DISAPPEARS
FORTABLE, ESPECIALLY SPECIAL INTEREST GROUPS IN THE BUREAUCRACY.

THAT BENEFIT FROM THE CURRENT SYSTEM.

EMPOWERING AUTHORITIES IN CHAMPIONING CHANGE. CABINET CHANGES MADE IN 2019 SUGGESTED POS-
\WW/HILE IT IS A STRETCH TO ASK MINISTERS TO FORGO ITIVE MOVEMENT IN THIS DIRECTION. FOR EXAMPLE,

THEIR PRIVILEGE AND PASS POWER ONTO OTHERS, THE ADMINISTRATIVE REFORM FUNCTION WAS MOVED
THIS CHANGE IS NECESSARY FOR REFORM AND NEEDS | FROM THE MINISTRY OF PLANNING UP TO THE PRIME
TO BE MADE AT A HIGHER LEVEL. MINISTERIAL LEVEL.

WORKING ON KEY DRIVERS OF CHANGE TO BENEFIT THE CANCELLATION OF THE MINISTRY OF INVEST-
FROM THE DOMINO EFFECT OF INSTITUTIONAL REFORM. MENT AND SHIFTING OF THE INVESTMENT AUTHORITY
IT IS BENEFICIAL TO START WITH REFORMS THAT AU- DIRECTLY UNDER THE PRIME MINISTER HAS ALLOWED
TOMATICALLY LEAD TO OTHER REFORMS, RESULTING IN | FOR WIDE IMPROVEMENTS IN THE EASE OF DOING
BROAD IMPACT. BUSINESS.

PuBLICLY ANNOUNCING CLEAR IMPLEMENTATION PLANS | THIS EXERCISE HAS NOT YET TAKEN PLACE IN EGYPT.
WITH KPIS FOR IMPLEMENTATION AS OPPOSED TO OUT- | MORE GENERALLY, BEYOND SMALL STEPS IN MANY
COMES. ANNOUNCEMENTS SHOULD INCLUDE CLEARLY | DIRECTIONS, THE OVERALL PLAN FOR INSTITUTIONAL
DELINEATED ACHIEVEMENT TARGETS THAT LAY OUT REFORM IS NOT CLEAR

SPECIFIC TIME PERIODS, UNACCEPTABLE CONDITIONS,
AND CORRECTIVE MECHANISMS.

ADOPTING CLEAR RULES AND REGULATIONS. GUID-
ANCE SHOULD ACCOUNT FOR DETAILS AT ALL LEVELS,
ELIMINATE ROOM FOR IMPROVISATION OR PERSONAL
INTERPRETATION, AND EQUALLY APPLY TO ALL ECO-
NOMIC AGENTS, WITH NO EXCEPTIONS.

ADDING AN ARTICLE TO THE BUDGET PROCEDURE

THAT AN INCREASE OF A CERTAIN PERCENTAGE OVER
THE PLANNED BUDGET DEFICIT WILL NEED APPROVAL
FROM PARLIAMENT, WHILE THIS IS AN INSTITUTIONAL
REFORM IN ITS OWN RIGHT, IT IS A PRECONDITION FOR
PROPER CHECKS AND BALANCES.

In conclusion, the answer to most of Egypt's current economic and social problems is
rooted in institutional factors. Every decade or so Egypt has struggled to deal with a crisis
by implementing fiscaland monetary policy changes, only to have it boomerang. It is time
for a new approach and Egypt needs to adopt proper institutional reforms once and for
all. Despite the massive fallout from the pandemic, it does have a silver lining: It forced
Egypt to push for urgent changes in that direction and actually take decisive action.
The positive impact has been clear and indicates that success requires commitment.
If sustained, the resulting increase in sustainability, resilience, and inclusivity will put
Egypt on the development path it deserves.

Abla Abdel-Latif is the Executive Director and Director of Research, The Egyptian Center for
Economic Studies (ECES).



“IT IS TIME FOR A NEW APPROACH AND EGYPT
NEEDS TO ADOPT PROPER INSTITUTIONAL
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REFORMS ONCE AND FOR ALL.

“Public Sector Institutional Reform: Topic Guide,” GSDRC Applied Knowledge Services, 2015, https:/
gsdrc.org/wp-content/uploads/2015/07/PSIR_TG.pdf.
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. At this point these centers are used for providing services to investors without benefitting from the
opportunity for collecting information about investors that can help in policy making

. According to the Doing Business indicators for 2020, Egypt's rank of 114 out of 190 with an improvement
of six positions in comparison to the previous year was due to a couple of new laws improving the
process of starting a business. It is still, however, a very low rank in comparison to other countries in the
region that are making huge jumps in this area, such as the UAE and Saudi Arabia. This immediately
translates into a receding of Egypt's competitive positioning in comparison to these countries.

. ECES's working paper number: 196-A, “The State's Land Management System: Current Situation and
Development Proposals,” August 2 2018, ECES, http:/www.eces.org. eg/Publlcat|onsDeta|ls7Lang EN

Proposals.

. The Industrial Development Authority (IDA), the Egyptian Organization for Standards and Quality (EOS),
the Industrial Control Authority (ICA), and the General Organization for Import and Export Control (GOEIC).

Involving a reduction of the number of ministries and having a strong technical office at the cabinet level

. A detailed analysis is presented in ECES's working paper number: 203-A, “Egypt's Population Policy:
Analyzing the Ingredlents for Successand the OptlmallnstltutlonalForm A Comparative Study,” August

Population%20Policy: "/zoAnalyzmg%onhe/ozo|ngred|ents%20for%zoSuccess/ozoand%onhe%zo
Optimal%20lnstitutionalZ%20Form%20-%20A%20Comparative%20Study.
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