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The most urgent policy objective in Egypt today is to give citizens hope for
their future and the future of their children. This requires reducing poverty,
improving standards of living and creating better livelihoods for people. Achieving
competitiveness is a prerequisite for meeting these objectives.

The Egyptian Competitiveness Report (ECR) is emerging as a regular
publication that provides a comprehensive assessment of the competitiveness of the
Egyptian economy. It monitors the annual changes in Egypt’s ranking using many
global indicators. It tracks ongoing reforms and provides recommendations to guide
the policy-making process in light of the observed strengths and weaknesses. This
year’s ECR analyzes the change in rankings, presents an overview of government
policy reforms and their impacts and focuses on a few major issues crucial to
competitiveness, such as the role of industry and the importance of innovation.

The Report is divided into three parts: Part | presents multiple sets of
competitiveness indicators that provide an overview of Egypt’s competitiveness in
many different dimensions (Chapter 1). This is followed by an attempt (in Chapter 2)
to analyze the impact of ongoing reforms. Part Il focuses on industry as a locomotive
for growth. It begins in Chapter 3 with an analysis of industrial competitiveness, with
special emphasis on manufacturing exports, while Chapter 4 examines the threat
posed to Egypt in EU and MENA markets by China and Turkey. Part 111 looks to the
future. In Chapter 5, a leading thinker, Ismail Serageldin, provides an assessment of
Egypt’s technological achievements and proposes a national innovation system.
Chapter 6 cites the need to “institutionalize competitiveness” and proposes
restructuring the Egyptian National Competitiveness Council (ENCC) as a body that

could monitor Egypt’s competitiveness and engage broad sections of Egyptian society
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in a productive dialogue that would lead to a consensus on priorities for economic
reform and a comprehensive approach to achieving sustainable economic growth and

poverty reduction.

Egypt Competitiveness Rankings Reflect the Government’s Macroeconomic
Success

This year’s ECR records notable improvements in Egypt’s competitiveness
rankings, which reflect the impact of significant economic reforms. The Government
of Egypt should be commended for the very strong showing in Pillar 3 of the Global
Competitiveness Index, “macroeconomy index,” which made an impressive leap from
81% to 50" place. The Government’s economic management team lowered inflation,
lowered taxes and lowered tariffs. The ranking would have been even higher except
for the low ranking related to the continued large government debt as a percentage of
GDP, an issue the Government recognizes as an area of continued concern.

With regard to the other indexes, Egypt seems to be a typical example of a
country at the first stages of development: it does well on the more basic requirements
of institutions, infrastructure and the macroeconomy, whereas the scores worsen as
one progresses to the more advanced pillars such as technological readiness, business
sophistication and innovation. Egypt was especially weak in indicators related to
basic human resources, where there is continued high adult illiteracy and where the
productive sector reports that the educational system is not meeting the needs of the
economy.

Egypt does not perform as well on Michael Porter’s Business Competitiveness
Indicator (BCI) which focuses on the “micro foundations of competitiveness.” These

include the sophistication of company strategy and operations and the quality of the
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business environment. The results indicate that major work must be done at the
microeconomic level to improve the business environment if growth is to be
sustainable. Indeed, the latest figures available indicate that Egyptian productivity
has stagnated, suggesting that recent improvement in economic growth may not be

sustainable without microeconomic reforms.

Egypt Has to Reverse Loss of Competitiveness in the Manufacturing Sector

Using the UNIDO Competitive Industrial Performance (CIP) Index, the Report
also benchmarks the competitiveness of the Egyptian industrial sector. After growing
in the 1980s and 1990s, Egyptian manufacturing exports have failed to drive the
economy in terms of manufacturing value added and exports. Egypt’s manufactured
exports per capita remain quite low and these manufactured exports are largely
resource-based or have a relatively low technology content. Egypt underperforms in
medium- and high-tech exports which now account for more than 55 percent of
world’s trade and which are growing faster than low-technology exports.

The Report also explores the market and product diversification of Egyptian
manufactured exports. Egypt managed to diversity its markets geographically,
reducing its dependence on the EU while increasing its export presence in the MENA
region and Sub-Saharan Africa, and continuing to export to the USA. This market
diversification strategy may reduce Egypt’s exposure to possible demand slowdowns
in specific regions.

However, Egypt has not achieved product diversification and Egypt
manufactured export concentration remains worrisome compared to many other
countries. Egypt’s top five manufactured exports accounted for 66.6 percent of total

manufactured exports in 2004. What is more striking is that Egypt’s product
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concentration has increased over time—in 1990 its top five manufactured exports
accounted for 60 percent of the total.  Furthermore, this product dependency is
concentrated in resource-based products with petroleum-based clearly dominating the
scene. Refined petroleum is Egypt’s single major export to the US, the EU and the
Middle East and North African region. Analysis included in this report shows that
Egypt is vulnerable to export displacement by countries such as Turkey and China. If
Egypt is to avoid losing ground, an appropriate industrial strategy is urgently needed.
Such an industrial strategy, implemented through a comprehensive set of policies,
must avoid the mistakes of failed industrial policies tried by other countries and focus
on the approaches that have been successful among countries that achieved rapid
industrialization and successful export development. The new focus of industrial
policy will improve productivity while increasing employment. This will require a
focus on improving the productivity of Egypt’s human resources as well as its
business environment. It will require attention to boosting private investment, both

foreign and domestic.

Egypt Should Develop a “National Innovation System” That Bolsters Capacity in
Science and Technology

Innovation has become a key driver of the competitiveness of nations.
Innovation includes the ability to adopt and adapt imported technology to the
development of new technologies, products and processes. Fostering innovation goes
beyond simply boosting Egypt’s very low level of R&D compared to other countries.
It requires a rich set of human resource systems. In his insightful contribution, Ismail

Serageldin puts together a coherent vision for a “National Innovation System.” This
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vision leads to a comprehensive framework beginning with the inception of ideas,
translating ideas into reality and then moving them to markets.

The Report highlights the imperative of creating open tolerant societies,
conducive to the nurture of questioning and critical thinking. Yet, he argues that this
requires no less than a major revolution in the education system, for which curriculum
reform is only a partial solution. Overall school atmosphere and teacher attitudes are
just as important.

Having a climate that allows young people to generate ideas is a necessary but
not sufficient condition for innovation. Egypt needs a solid base in science and
technology (S&T). The development of an indigenous capacity in S&T is not a
luxury, but an absolute necessity if Egypt is to realize its potential in the coming
decades. This would include a variety of initiatives including human resources,
centers of excellence, sources of technology finance and creating the digital libraries
of tomorrow. It would focus geographically on industrial and high-technology hubs
centered around Cairo and Alexandria. These could better attract both domestic and
foreign investment. These hubs would become clusters including campuses, industrial

parks and business incubators.

For the hubs to actually attract multinationals and allow for the effective
technology transfer that Egypt needs, it is essential that they have a supply chain of
young talent to draw on and to train, and that some of the alumni of such training —
the more ambitious among them — would be encouraged to initiate their own start-up
activities. Technological incubators would support them with initial start-up loans,
with the possibility of setting up their labs in a close-by campus atmosphere.

Common services such as the legal, administrative, financial and auditing services
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could be shared in a way that would minimize the cost to young entrepreneurs and

allow them to focus on their own technological businesses.

Institutionalizing Competitiveness: A Concrete Proposal for the Next Year

This year’s ECR ends with a practical recommendation. Egypt needs to build
consensus around a common vision. Therefore it is proposed that the Egyptian
National Competitiveness Council bring together Egypt’s private sector, public
sector and civil society leaders to form a common vision and to unify action. The
Council would advise the Government on competitiveness-related initiatives. It would
set priorities, provide advice to the Government and monitor progress. It would make
recommendations based on the latest data, the best expertise, and the insights among
Egyptian experts from many parts of society, developing a set of measurable goals
and a manageable set of priorities. Over the course of the next 12 months, a set of 8-
10 key priorities for competitiveness would be addressed. Recommendations would
be assembled over the next 12 months to form a comprehensive Egyptian national

competitiveness strategy which would be included in next year’s ECR.

During the year, the Egyptian National Competitiveness Council would foster
dialogue among many groups in society and between these groups and government
leaders who are equally committed to improving Egypt’s competitiveness,
productivity and living standards. The Council would also improve broader public
understanding and support for competitiveness-related reforms. It would also
challenge the private sector to improve its competitiveness, recognizing that the
private sector also needs reform and that many Egyptian companies and industries

hold the key to prosperity and can reposition themselves in world markets. The
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Council would be open, inclusive and transparent, and would maintain a website
useful to many.

Egypt’s economic growth and competitiveness rankings have both improved
thanks to bold macroeconomic and trade reforms recently implemented by the
Government. However, it will only be sustained if these macroeconomic reforms are
extended to focus on microeconomic reforms in the business environment. Piecemeal
and incremental reforms will not be sufficient. There is a need for a comprehensive
approach, informed by good data, inspired by best practices and supported by broad
consensus. This in turn can be monitored annually by those who know that the real

challenge comes with implementation.
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