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Healing the Egyptian Economic Structural Rigidities
A Long-Term Approach

A brief history of the Egyptian economic stress cycle

Egyptian Millennials have witnessed two previous major economic 
reform episodes in 1991/92 and 2002/03. In the former, the Egyptian 
government resorted to the International Monetary Fund (IMF) and the 
World Bank (WB) to help rebalance the economy. In the latter, the Central 
Bank of Egypt (CBE) floated the EGP, while the Ministry of Finance (MoF) 
undertook broad fiscal reform measures to rebalance the national budget. 
In both cases, the inflation rate peaked (+20% YoY in FY1991/92 and +8% 
YoY in FY2002/03), before stabilizing to single digit afterwards. Also, the 
economic growth rate accelerated following the implementation of the 
reform measures to c.7% in FY1997/98 and FY2007/08. Recently, the 
Egyptian economy has been going through almost identical conditions, 
leading to the implementation of similar economic reform measures with 
the assistance of the IMF (Chart 1). The key question remains whether 
these reforms would be sustainable or whether they are just part of a 
repeated cycle, similar to the aforementioned episodes, which should be 
expected every decade?

Changing the current structure of the Egyptian economy is 
the key determinant for the economic performance outlook 
over the medium/long term

Since the mid-60s, the structure of the Egyptian economy has been 
changing in one direction: lower share of the agricultural sector, stable 
industrial sector share and more contribution from the services sector 
(Chart 3). While this has been partly affected by political destabilizing 
aspects (i.e. three wars in 1965/67/73 and the post-2011 revolution), 
economic mismanagement is visible. We highlight two adverse 
interrelated outcomes over the medium/long term: 

•	 The persistence of a negative resource gap: The Egyptian key 
agricultural and industrial trade balances have remained in deficit for 
decades (i.e. food items, manufactured goods, etc.)

•	 High vulnerability to external shocks: It is not a coincidence that 
Egypt’s stress cycles starts with a major hit to tourism and Suez 
Canal revenues (i.e. Luxor in 1997 and Russian plan explosion in 
2015). Remittances, which represent a key source of foreign currency 
in Egypt, are vulnerable to oil price volatility, as the majority of 
Egyptian diaspora is located in the oil-dependent GCC. In addition, 
other international commodity price shocks do affect the Egyptian 
economy (i.e. the World Food and Swine Flu crises in 2007 and 2008 , 
respectively, led the inflation rate to accelerate significantly in Egypt).
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Chart 2| The recurrence of large fiscal and external imbal-
ances demonstrates a structural rigidity 

Source:  IMF, Pharos research

Chart 1| The Egyptian economy has been going through al-
most identical conditions to the previous reform episodes 

Source:  IMF, Pharos research

Chart 3| Real output sectoral breakdown reveals a dimin-
ishing share of the agricultural sector, while a nearly flat 
industrial sector share over the last 50 years

Source: WorldBank, Pharos research
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Structural rigidities led to low economic inclusiveness and 
sustainability over the last 30 years 

In a country with a large and a growing population, such structure rigidities 
led to the emergence of numerous negative consequences: 

•	 High income-inequality and low employment rate: Given the fact 
that 40 - 50% of employment is concentrated in the agricultural and 
industrial activities, the benefits of economic booms in terms of real 
wage growth were negatively affected by the low contribution of these 
sectors (Chart 4 & 5). The search for better job opportunities led to the 
increase of rural-to-urban migration. This added more pressure on the 
public infrastructure in the cities, in addition to suppressing the wage 
growth in the low-skilled service sector as the labor market grows loose.

•	 Low productivity growth and an unsustainable growth rate: In the long 
run, it is all about productivity growth. Failing to revamp the industrial 
and agricultural sectors’ real growth, in addition to the concentration 
of employment in low-skilled labor segments led Egypt’s average 
labor productivity growth to record 0.6% over the last 30 years (versus 
4.6% in India and 8.1% in China) (Chart 7). This partly explains the 
unsustainability of the high real GDP growth rates achieved separately 
over 1982-85 and 2006-08. We note that Egypt was nearly head-to-
head with China in terms of the share of manufactured exports (as % 
of total exports) in 1986. In 2015, the Egyptian manufactured exported 
share rose to 52.9% as the Chinese ratio tripled to 94.3% (Chart 8).

•	 Continued pressure on the exchange rate: The persistence of a current 
account deficit over decades implies that the EGP exchange rate is 
defined by foreign investors’ willingness to purchase local assets.

•	 High food inflation rate and price volatility as the declining contribution 
of the agricultural sector led to supply shortages, bottlenecks, in 
addition to the impact of imported food items price movements.

•	 A heavily stressed national fiscal position by the current expenditure: 
The aforementioned consequences partly explains the government 
reluctance to introduce various subsidy reform measures as the 
economic structural rigidities magnified the vulnerability of the low/
medium income groups. As a result, the already imbalanced national 
budget remained heavily pressured by the current expenditure (i.e. 
wages and subsidies) rather than the much-needed capital expenditure. 
Hence, the accumulation of public debt remained at unsustainable 
levels for a long time.

Chart 4| Services possesses the highest share of the real 
GDP growth

Source:  WorldBank, Pharos research
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Chart 5| The concentration of employment in both agricul-
tural and industrial sectors, in addition to their low contri-
bution in the real GDP growth, helped reduce inclusiveness    
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Chart 6| An accelerating poverty rate overtime, despite 
high economic growth rates, confirms low  growth inclu-
siveness 

Source:  WFP, CAPMAS, Pharos research
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The recent efforts to readjust the Egyptian economy structure 
include the newly introduced civil service law, the investment 
law and SME’s initiative 

Under the current economic reform program, we believe that there is a 
serious attempt to readjust the structure of the economy towards a more 
sustainable/inclusive growth dynamics over the medium/long term.

•	 The Civil Service law: The introduction of such an important bill helps 
readjust a major fiscal rigidity by capping the public sector wage 
growth. Over a longer term, it is expected to raise the productivity of 
the Egyptian public sector at large.   

•	 The Investment law: Attracting more foreign direct investment (FDI) is 
vital for the Egyptian economy in order to help fund the current account 
deficit. Moreover, more FDIs in the industrial/agricultural sector will 
achieve multiple targets, which include lowering the current account 
deficit due to lower imports and/or higher exports and raising the 
Egyptian labor productivity due to the technology transfer (i.e. Siemens 
has agreed to train Egyptian engineers and technicians as part of an 
accord with the Ministry of Electricity). Hence, the newly introduced 
investment law stated special incentives for specific industries (i.e. 
car manufacturing, pharmaceuticals, food products, furniture and 
other labor-intensive industries). Moreover, the designation of defined 
incentives to certain geographic locations (i.e. Upper Egypt) will help 
reduce the income inequality in Egypt.

•	 The Industrial license act: This is another key bill that is meant to ease 
the official procedures of establishing industrial facilities in Egypt, 
which will help raise the contribution of the industrial sector over the 
medium/long run.

•	 The Central Bank’s SMEs initiative: The CBE initiative includes assigning 
a preferential low nominal interest rate, in addition to setting a unified 
well-defined workflow for the SMEs lending. Easing the SMEs access to 
credit will help raise the economic growth, raise the employment and 
reduce income inequality in Egypt.

Chart 7| Egypt’s average labor productivity growth record-
ed 0.6% in the last 30 years, which explains the unsustaina-
bility of high economic growth rates over the same period

Chart 8| Egypt’s manufactured exports (as % of total ex-
ports) spread with China recorded c.40% in 2015, versus 
c.9% in 1986 

Chart 9| Egypt’s manufactured imports volatility is anoth-
er evident supporting the need for sustainable structural 
reforms
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As the implementation risk remains a major challenge, more 
to be done on the agricultural front and on improving the 
competition in the economy

•	 Given the long history of implementation flaws, the sustainability of 
efficient implementation of the newly introduced laws remains a key 
concern. However, we believe that the governmental commitment to 
a longer term strategy (Egypt Vision 2030) may help reduce such a risk

•	 The agricultural sector’s revival represents another major challenge 
due to the projected water shortages and the current scarcity of 
cultivated land (Chart 10). While the details/progress of the 1 million 
Feddan initiative still are unfolding, we believe that the introduction of 
a commodity exchange in Egypt should be considered more seriously. 
On one hand, the commodity exchange will help ease the volatility 
of agricultural product prices. On the other hand, the consequent 
improvement in storage capacity and transportation will support the 
productivity/efficiency of the agricultural sector.

•	 Another key structural reform necessity would be to further empower 
the Egyptian competition authority. While we understand the 
complexity of investigating various sectors on a micro level in an 
emerging economy, higher competition will help improve the ease of 
doing business, reduce the supply chain bottlenecks and stabilize the 
general price level in Egypt over the medium/long term.

•	 Given the stressed public fiscal position, we believe that public 
expenditure priority should be given to the more productive 
infrastructure spending (i.e. Railway, Cairo Metro, etc.)

How can equity investors benefit from all these structural 
reforms?
A successful economic structural revamp will support the sustainability/
inclusiveness of economic growth in Egypt, which in return would be 
translated into more initial public offerings (IPO), higher trading volumes 
and a better equity market performance over the medium/long run. For 
foreign investors, lower vulnerability to external shocks will help reduce 
the negative impact in case of economic downturn cycles, in addition 
to presenting Egypt as a more diversified alternative. Furthermore, the 
aforementioned newly introduced structural reforms support our positive 
long term stance on the industrial and the banking sector.

Finally, we reiterate that the recently implemented fiscal and monetary 
reform measures (i.e. energy subsidy reform and the exchange rate 
liberalization) have set the foundation for rebalancing the economy. 
Structural reforms are equally important in order to heal the rigidities in 
the Egyptian economy at large. In our view, an efficient structural reform 
requires an open/active governmental engagement in order to avoid the 
previous reform shortcomings.

Chart 10| The scarcity of cultivated land represents a major 
challenge to the agricultural sector revival

Source:  WorldBank, Pharos research

0%

1%

2%

3%

4%

-5%

-3%

-1%

1%

3%

5%

7%

9%

11%

13%

15%

19
61

19
63

19
65

19
67

19
69

19
71

19
73

19
75

19
77

19
79

19
81

19
83

19
85

19
87

19
89

19
91

19
93

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

Agricultural land, growth rate Agricultural land (% of land area) (RHS)



Sales and Trading
Essam Abdel Hafiez
Managing Director

+202 27393687
essam.abdelhafiez@pharosholding.com

Ahmed Raafat
VP Local Institutional Sales

+202 27393627
ahmed.raafat@pharosholding.com

Seif Attia
Head Local Sales
+202 27393682

seif.attia@pharosholding.com

Ahmed Abutaleb
Head Foreign Sales

+202 27393632
ahmed.abutaleb@pharosholding.com

Sherif Shebl
AVP Foreign Sales

+202 27393634
sherif.shebl@pharosholding.com

Omar Nafie
Associate Foreign Sales

+202 27393635
omar.nafie@pharosholding.com

Sally Refaat
Head Online Trading

+202 27393675
sally.refaat@pharosholding.com



6

This Report is compiled and furnished solely for informative purposes to be considered by the intended recipients who have the knowledge to 
assess the information contained herein. Pharos Research (‘Pharos’) makes no representation or warranty, whether expressed or im¬plied, as to 
the accuracy and/or completeness of the information contained herein or any other information that may be based on the data/ information 
enclosed. Furthermore, Pharos hereby disclaims any and all liabilities of any nature relating to or resulting from the use of the contents of this 
Report. This Report shall not be approached as an investment solicitation nor shall it be considered as legal or tax advises. Pharos highly recom-
mends that those viewing this Report seek the advice of professional consultants. None of the materials provided in this Report may be used, 
reproduced or transmitted, in any form or by any means, electronic or mechanical, including recording or the use of any information storage 
and retrieval system, without written permission from Pharos.
 
This report was prepared, approved, published and distributed by Pharos Securities Brokerage company located outside of the United States (a 
“non-US Group Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker dealer, on behalf of Pharos Securities 
Brokerage only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange 
Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S. customer in the securities de¬scribed in this report must 
be effected through LXM LLP USA. 
 
Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial Industry Reg¬ula-
tory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts. No non-US Group Company 
is registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. 
self-regulatory organization. 

Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual 
analyses, that (1) the views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2) 
no part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views ex¬pressed 
in this report. Please bear in mind that (i) Pharos Securities Brokerage is the employer of the research analyst(s) responsible for the content of 
this report and (ii) research analysts preparing this report are resident outside the United States and are not associated per¬sons of any US 
regulated broker-dealer and that therefore the analyst(s) is/are not subject to supervision by a US broker-dealer, and are not required to satisfy 
the regulatory licensing requirements of FINRA or required to otherwise comply with US rules or regulations regard¬ing, among other things, 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
Important US Regulatory Disclosures on Subject Companies. This material was produced by Analysis Pharos Securities Brokerage solely for 
information purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made 
available to any person other than the recipient. It is distributed in the United States of America by LXM LLP USA and elsewhere in the world by 
Pharos Securities Brokerage or an authorized affiliate of Pharos Securities Brokerage. This document does not constitute an offer of, or an invi-
tation by or on behalf of Pharos Securities Brokerage or its affiliates or any other company to any person, to buy or sell any security. The infor-
mation contained herein has been obtained from published information and other sources, which Pharos Securities Brokerage or its Affiliates 
consider to be reliable. None of   Pharos Securities Brokerage accepts any liability or responsibility whatsoever for the accuracy or completeness 
of any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this 
document. Emerging securities markets may be subject to risks significantly higher than more estab¬lished markets. In particular, the political 
and economic environment, company practices and market prices and volumes may be subject to significant variations. The ability to assess 
such risks may also be limited due to significantly lower information quantity and quality. By accepting this document, you agree to be bound 
by all the foregoing provisions.

 LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the U.S.  LXM LLP USA or its affiliates 
has not managed or co-managed a public offering of securities for the subject company in the past 12 months, has not received compensation 
for investment banking services from the subject company in the past 12 months, does not expect to receive and does not intend to seek com-
pensation for investment banking services from the subject company in the next 3 months.  LXM LLP USA has never owned any class of equity 
securities of the subject company. There are not any other actual, material conflicts of interest of LXM LLP USA at the time of the publication of 
this research report.  As of the publication of this report LXM LLP USA, does not make a market in the sub¬ject securities.

Disclaimer


