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Preface

The European Commission (DG Trade) awarded a contract to Ecorys, signed in December 2013, to
conduct a trade sustainability impact assessment (Trade SIA) relating to the possible negotiations
of a Deep and Comprehensive Free Trade Area (DCFTA) between the EU and Egypt and of a
DCFTA between the EU and Jordan. This is the Final Report for the Trade SIA of an EU-Egypt
DCFTA. A separate report is available for Trade SIA of an EU-Jordan DCFTA.
ECORYS is aware of the important role of this study for the negotiation process as it would provide
direct inputs for the negotiators as well as recommendations for policy makers implementing the
agreement. The EU and Egypt had a first meeting on the possibility of a DCFTA in 2013 and the EU
and Jordan have started a preparatory discussion with the EC, before negotiations of a DCFTA
would be formally launched. ECORYS closely consults with the EC on the planning and scope of
this study to ensure optimal input in the process.
The set up of this Final Report (FR) is based on the Terms of Reference, the ECORYS proposal
that was submitted to DG Trade, the subsequent discussions with the Steering Committee, the EU
Delegation in Egypt and Civil Society in both the EU and Egypt, as well as progressing insights as
the study results emerged.
This report presents the main findings of the study, encompassing:


A summary of the applied methodologies;



Overall analysis of the economic, social, human rights and environmental sustainability impact;



A summary of the consultation process and main inputs received;



In-depth analysis of sustainability impact for a set of selected sectors and issues;



A synthesis of the main potential economic, social and environmental impact;



Policy recommendations and flanking measures based on the identified impacts.

Please note that the main annexes are available in a separate document.
We would like to thank all stakeholders who provide us comments, questions and suggestions,
which contributed to the quality of the study.

The Ecorys Team
30 September 2014
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Executive summary

This is the Final Report (FR) for the Trade Sustainability Impact Assessment (Trade SIA) in support
of possible negotiations of a Deep and Comprehensive Free Trade Area (DCFTA) between the EU
and Egypt. This study explores the potential economic, social and environmental (sustainability)
impacts of such an agreement. It is part of a larger study that also includes a Trade SIA of the
DCFTA between the EU and Jordan.
The objective of the study is to “assess how the trade and trade-related provisions under
negotiation could affect economic, social, and environmental issues in the EU and… in Egypt … (by
also taking into account the regional integration process and its potential impact), as well as in other
relevant countries. Furthermore, it should propose measures (trade or non-trade – the so-called
‘beyond the border’ dimension/issues) to maximise the benefits of the DCFTAs and prevent or
minimise potential negative impacts. […]”
This report presents the findings of the overall economic, social and environmental analysis (Phase
1), the four in-depth sector studies (Phase 2), as well as policy recommendations (Phase 3).

Approach and conceptual framework
Our approach is based on the two methodological components of a Trade SIA described in the
terms of reference (ToR) and the Trade SIA handbook1: 1) economic, environmental and social
assessments as such, applying both quantitative and qualitative analyses; and 2) stakeholder
consultations. The methodology consists of the following elements: screening and scoping analysis,
scenario analysis and quantitative modelling, additional quantitative social and environmental
impact analysis, and parallel stakeholder consultations. The objective of the consultations is to
receive relevant feedback and input from business, national administrations and civil society
including social partners. It also aims at ensuring better understanding of the Trade SIA process by
civil society both in Europe and in Egypt and better dissemination of research methods, processes
and results.

Definition of the DCFTA Scenario
We use a Computable General Equilibrium (CGE) model to assess the impacts of a DCFTA. This
model calculates the effects of the DCFTA provisions on the EU, Egypt and a selection of third
countries in the short and in the long run. The DCFTA scenario that is used to simulate the likely
outcome of the negotiations assumes the following changes with respect to current trade barriers:
1. tariffs are assumed only to be reduced in agriculture, as tariffs on industrial goods are already
eliminated. Agriculture tariffs in Egypt on EU imports are assumed to be reduced by 80 percent,
while tariffs in the EU on Egyptian imports are reduced by 95 percent;
2. non-tariff measures (NTMs) in services as expressed in trade costs equivalents (TCEs) are
assumed to be reduced by three percent for Egyptian services entering the EU, and five percent
for EU services entering Egypt;

1

Available at: http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127974.pdf.
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3. NTMs in goods are modelled either with a limited or ambitious level of regulatory approximation,
or no approximation at all, depending on the sector. In addition, for all agricultural and
manufacturing sectors benefits of trade facilitation are assumed;
4. spill-over effects are also taken into account, because if Egypt complies with EU rules and
regulations due to approximation, we expect that Egypt will also gain better access to third
country markets. This effect is expected to be 25 percent of the level of approximation of the EU
level (see previous bullet).
The CGE model only looks at the incremental effect of the DCFTA, leaving other developments and
policies as fixed and thus assuming that there will be no flanking or accompanying measures taken
by the governments. Accompanying policies could alter the results.
As indicated above, the model produces both short run and long run results, the difference being
that in the long run we allow capital to reallocate between sectors.

Expected economic impact of the DCFTA
Overall macroeconomic effects
Table 0.1 below summarises the main economic impacts for both the EU and Egypt in the short and
the long run, respectively.
Table 0.1 Main macroeconomic effects of the DCFTA for the EU and Egypt
Short-run effects

Long run effects

Variable

EU28

Egypt

EU28

Egypt

National Income, million €

595.46

2,343.08

511.76

3,374.32

GDP, % change

0.0

1.2

0.0

1.8

Consumer prices, % change

0.0

-1.4

0.0

2.7

Wages, less skilled %

0.0

1.9

0.0

-2.0

Wages, medium skilled %

0.0

4.8

0.0

3.2

Wages, high skilled %

0.0

0.1

0.0

0.1

Total Imports, % change

0.1

7.7

0.1

24.8

Total Exports, % change

0.1

8.3

0.1

26.7

Both the EU and Egypt are expected to experience a rise in national income from the DCFTA. In
the short run, national income is expected to increase by €2.34 billion in Egypt and by €0.6 billion in
the EU. In the long run, these increases are respectively €3.4 billion and €0.5 billion. This reflects
an increase of 1.2 percent GDP growth in Egypt in the short run and a 1.8 percent growth in the
long run, while for the EU GDP gains in relative terms are close to zero, due to the size of the
economies. The increase in GDP in Egypt is mainly due to an increase in productivity brought about
by the trade liberalisation in the DCFTA.
Analysis of the effects of the four different channels of liberalisation (tariffs, services NTMs, goods
NTMs and spill-over effects) shows that reducing NTMs in goods is by far the most important
contributor to the expected gains of the DCFTA, accounting for more than half of the gains. For
Egypt, the reduction in agricultural tariffs and spill-over effects, although much smaller, also
significantly contribute to the income gains.
Total trade is also expected to expand for Egypt, with an estimated increase of some 8 percent for
both exports and imports in the short run and 25 percent in the long run. Exports to the EU are
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expected to expand more, by almost 17 percent in the short run and even 50 percent in the long
run. Although for the EU the changes in total trade flows are negligible, exports to Egypt are
projected to increase by 25 percent in the short run and 47 percent in the long run.
In the short run, wages for low, medium and high skilled workers are expected to increase by 1.9
percent, 4.8 percent and 0.1 percent respectively. In the long run these expected wage changes
may be less positive, and for low skilled workers they even turn negative. This is mainly due to the
expectation that because of Egypt’s higher economic development, less efficient domestic
producers in Egypt will be driven out of the market, thereby reducing the demand for low-skilled
labour and increasing demand for somewhat more skilled (medium skilled) workers.
Estimated third country effects
The EU-Egypt DCFTA is also expected to have an impact on third countries, mainly due to trade
diversion. Although this effect is estimated to be negative for most third countries/country groups,
including Egypt’s partners in the Agadir Agreement (Morocco, Tunisia and Jordan), the effects are
very small, and even zero when expressed as a percentage of GDP.
Sector-specific changes in value added
Before going into the results at sectoral level, it should be noted that the model shows extreme
results for some specific sectors in the long run and therefore require a careful interpretation.
Primary and food sectors are relatively important for the Egyptian economy. All of these sectors are
expected to contract as a result of liberalising trade with the EU. The biggest relative declines in
both the short and long run occur in the output of Beverages and tobacco and Other processed
food. Grains and crops and Vegetables, fruit and nuts are currently even more important for the
Egyptian economy and are also expected to contract.
In the short run, the majority of the manufacturing sectors will experience a slight increase in value
added. In the long run, the most notable change is the significant expected increase (+376%) in the
production of Other machinery and equipment (a very diverse sector including mostly light industry
products and studied in more detail in this report) , although this is currently a small sector in Egypt.
One of the main reasons behind this increase is related to the high share of imported inputs in this
sector. By lowering the costs of imports (notably through a reduction of NTMs), this sector becomes
internationally competitive, leading to a substantial increase in both value added and exports in the
long run. Many developing countries have become strong in this sector in recent years, and the
DCFTA will allow Egypt to increase its competitiveness in this sector as well. The expected
decrease of most other manufacturing sectors in the long run will partly stem from the general
equilibrium nature of the model: expanding sectors attract resources (labour, capital), leading to a
lower availability of these resources to other sectors. Textiles is an important manufacturing sector
for Egypt, but is expected to contract both in the short and long run.
In the services sector, Air transport is expected to increase its value added most; however, the
sector is currently relatively small. The relatively large service sector Business and ICT is expected
to decrease its value added most, both in the short and long run.
Sector-specific changes in trade
Similar to changes in value added, also the results for changes in trade are extreme for some
specific sectors and need to be interpreted carefully.
The expected expansion of total Egyptian exports is driven, in the short run, by increases in exports
in almost all sectors. Only exports in Wearing apparel and some service sectors are expected to
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decline. In the long run, after a reallocation of capital has taken place, the results in terms of
exports are more divergent. Expansion of exports is expected to take place in Other machinery and
equipment (574%), Air transport (+75%) and Motor vehicles (+26%). The main reason for this is the
reduction in NTMs, notably affecting the costs of imports. Sectors that are expected to experience a
significant decline in exports in the long run include Textiles (-25.4%), Wearing apparel (-23.6%),
Business and ICT (-22.8%) and Communications (-20.5%).

Expected social and human rights impact of the DCFTA
Based on the results of the CGE model, and combining these with household survey data, we can
also estimate the effect of the DCFTA on certain social indicators. This analysis shows that in the
short run, the average disposable income at household level is estimated to increase by 1.2 percent
as a result of the DCFTA-induced changes in wages (income) and prices (expenditures). This figure
might in the long run turn slightly negative, although national income in Egypt is expected to
increase, also in the long run. Poverty is expected to show a small decrease in the short run, with
the absolute poverty rate going from 25.7 percent in the baseline to 24.3 percent after
implementation of the DCFTA; in the long run poverty is estimated to increase again, to 27.2
percent. The differences between income groups are limited, and therefore inequality is not
expected to change significantly as a result of the DCFTA.
The figure below presents the expected impact of the DCFTA on the pillars of the Decent work
agenda plus gender equality.
Figure.0.1 Social impact of the DCFTA

The model does not provide results for effects on employment. The model results for wages
suggest differences in demand for labour depending on the skilled group. As in the short run the
wage levels for both low, medium and high skilled labour increase, the model suggests higher
demand for labour at all skill levels as a result of the DCFTA, while in the long run this holds mainly
for medium skilled workers. Labour is also expected to reallocate between sectors (e.g. from
agricultural to industrial sectors), reflecting an upgrading of Egypt’s economic structure. It should be
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noted that moving to other sectors may be difficult for some groups, while at the same time the high
unemployment in Egypt may also affect the reallocation of labour between sectors. With respect to
labour standards, there are various (positive and negative) forces that could influence the current
situation, but overall the DCFTA is expected to improve the situation. We have not identified any
significant impact of the DCFTA with respect to social security and social dialogue.
With respect to human rights, the DCFTA is expected to mainly affect economic and social rights
and not cultural, civil or political rights. There are various channels through which human rights
could be affected, e.g. changes in food safety standards are likely to positively affect the right to
health, the loss in tariff revenues might lead to less budget for HR protection at least in the short
run, etc. The net effect is difficult to predict. Based on the results of the CGE model and additional
social analysis, it is expected that the human rights of vulnerable groups could be at risk, since the
possible increase in poverty and reduction in disposable income especially for the low-skilled
workers in the long run as a results of the DCFTA could negatively affect the right to an adequate
standard of living, the right to health (access to medical care), and the right to education for these
groups. These negative impacts can however be mitigated by flanking measures of the
government.

Expected environmental impact of the DCFTA
The quantitative analysis shows that air pollution is estimated to increase for all air pollutants
(ranging between +1.6 and 2.0 percent in the short run and 2.4 and 6.0 percent in the long run),
due to the scale as well as composition effect. The positive value for the composition effect
indicates that the DFCTA results in an increasing share of the more polluting sectors in Egypt,
leading to a relatively large increase in NOx and SOx emissions. When expressed in monetary
terms, the external costs related to the abovementioned increase in air pollution are expected to
increase by 49 million Euro compared to the baseline in the short run and 123 million Euro in the
long run.
Water use is expected to increase by 0.8% in the short run, however in the long run a decrease
of1.7 percent could be expected based on the economic modelling results, driven by the contraction
of agricultural sector. These results should be seen in the context of severe water scarcity problems
and a number of other factors contributing to these problems (growing population, agricultural
subsidies, dependence on water inflows from foreign countries, climate change, etc.). Municipal
solid waste is expected to increase in the range of 0.9-1.8 percent. With respect to other types of
environmental indicators, like biodiversity and the green economy, the DCFTA is likely to have
mixed impacts. The main environmental impacts are summarised in the figure below.
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Figure 0.2 Environmental impact of the DCFTA

In-depth analysis
Four sectors that are of particular importance to the DCFTA have been analysed in more detail in
phase 2 of the study in order to better understand the impact of the DCFTA. These are the following
sectors: (1) Vegetables, fruit and nuts; (2) Textiles; (3) Other machinery and equipment; and (4)
Business and ICT.
Vegetables, fruits and nuts (VFN)
The VFN sector is an important agricultural sector in Egypt, with a contribution to total value added
of 5.2 percent and a share of 21.5 percent in total low skilled employment. A large share of VFN
production is for the local market, but compared to other agricultural sectors, the EU is a relatively
important export destination. The modelling results show an increase in bilateral trade with the EU,
where exports increase more than imports. This largely stems from regulatory approximation under
the DCFTA, which reduces NTBs and thus increases market access. The increase in standards for
VFN production will pose a challenge to the sector, especially for the many small farmers that only
produce for the domestic market, where standards are currently much lower. The model shows a
decrease in both production and employment for the sector. It should be noted that this contraction
partly stems from general equilibrium effects, as other sectors which expand draw away labour from
the VFN sector. Given the high unemployment in Egypt and large share of informal labour in the
sector, this is unlikely to affect the sector much in practice, and results may therefore be less
negative than estimated. Nevertheless, if the sector would contract, it may be difficult for low skilled
workers to find jobs in other sectors.
Textiles
The textile sector is a traditional industry and one of the oldest manufacturing sectors in Egypt.
Egypt is particularly strong in high staple cotton, which is of good quality but an expensive type of
cotton. At the same time, productivity levels in the sector are relatively low compared to other
countries. The opening up of the market under the DCFTA will increase competitive pressure,
pushing out the least competitive producers, thereby increasing the average productivity in the
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sector. As a result, the sector is expected to contract both in the short and long run. The sector has
a large share of unskilled workers, for which it may be difficult to find employment in other sectors.
Increased competition may also put labour conditions under pressure, as producers try to keep cost
down or even lower them. Labour conditions in the sector are relatively poor, with a high rate of
informal employment and frequent strikes in protest against poor working conditions. On the
positive side, increased co-operation with EU companies due to the DCFTA could help to improve
labour conditions, given that these companies increasingly have Corporate Social Responsibility
(CSR) policies, which also require good working conditions at the companies supplying inputs.
Other machinery and equipment (OME)
The OME sector in Egypt has a lot of potential for development, but is still small with a contribution
to total value added of only 0.7 percent. International competitiveness is still relatively weak, which
is related to high trade costs in the sector. The DCFTA will reduce these trade costs, thereby
leading to a significant expansion of the sector as presented above (see sector-specific results),
which would make Egypt a net-exporter of OME. This is in line with observations for this sector in
other emerging countries. It should be noted that the results are based on full implementation of the
DCFTA, including regulatory approximation. In practice, this may be a challenge for a sector that is
still largely domestically oriented. In addition, the expansion of the sector will depend on the
availability of workers with the right skill sets, whereas industry representatives have indicated that
these workers are not readily available.
Business services and ICT
The business services sector is a very diverse sector. It is one of the largest sectors in the Egyptian
economy and employs a large share of the high-skilled work force. Egypt has a trade deficit in this
sector, although there are of course variations by subsector. Restrictions also vary by sub sector,
but in general, there are restrictions on mode 3 (FDI) and mode 4 (movement of natural persons).
As a result of more market opening, the DCFTA is expected to increase imports, thereby increasing
competition and reducing the size of the domestic sector.
In the analysis of the chapter, we looked at two subsectors in more detail: ICT services and
Accounting services. The Government of Egypt actively promotes FDI and exports in the ICT
sector, and restrictions to trade and FDI are therefore limited. The impact of the DCFTA on this
subsector is therefore expected to be limited. Only the increase of IP protection as part of the
DCFTA could possibly lead to more FDI in the sector. In accounting services, currently foreign
service providers need local partners to provide their services in Egypt. The firms fear that the
DCFTA may lead to changes in mode 3 restriction, which would in turn lead to dissolving of the
current partnerships, thereby also increasing foreign competition in the market.

Consultations with stakeholders
Consultation is a key element of the study. We have developed five main activities to involve
stakeholders in the study:
1. Electronic consultation and documentation, which includes a website(www.tradesia.com/Egypt), electronic newsletters, and social media (Facebook, LinkedIn and Twitter);
2. Two public meetings in the EU for EU civil society;
3. A Trade SIA Workshop in Egypt;
4. An SME survey;
5. Ad hoc consultations, including personal interviews.
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Through these activities, we received feedback and inputs on a range of issues, which have been
taken into account in the study as much as possible, and include:


General, for example the need to take into account the political climate in recent years in the
analysis as well as the results of previous trade agreements;



Stakeholder consultation, for example the request for diversification in tools, including interviews
to reach a wider audience; suggestions for additional stakeholders to include;



suggestions for specific issues to study in more detail, for example the investment chapter of
the DCFTA, and the related effect on human rights, and the impact of the DCFTA on the EU
fruit and vegetable sector, given the large increase of orange imports from Egypt in recent
years;



Economic analysis, for example that additional economic benefits may be expected from
increased FDI and technological progress, which are not taken into account in the model;



Social analysis, for example the remark that quality of education in Egypt is relatively low, which
may hamper the reallocation of labour across sectors;



Environmental analysis, for example the role that energy subsidies play in the Egyptian
economy;



Policy recommendations, for example the need for technical assistance and gradual phasing in
of some changes.

SME survey
The SME survey was filled out by more than 80 respondents, with over 20 percent from Egypt. The
majority of the respondents are SMEs. The results of the survey show relatively limited awareness
of possible negotiations of a DCFTA between the EU and Egypt. The main barriers (trade policyrelated as well as others) for exporting to the EU according to the respondents are the lack of
information on the foreign market, but also unfair competition in the export destination country,
access to finance including trade finance, customs procedures at the border, rules of origin and
SPS.
The EU SMEs that export to Egypt mention access to finance, administrative requirements (e.g.
licences, other formalities), corruption/lack of law enforcement, customs procedures at the border,
Egyptian import duties and rules of origin as barriers to export to Egypt. For EU companies the
most often mentioned priority topic for the DCFTA is the freedom of opening a company and of
investment and capital movement/payments. Egyptian respondents put most emphasis on fair
competition, energy pricing and co-operation between national administrations.
Benefits are expected from better export opportunities and cheaper imported inputs. The higher
level of standards resulting from a DCFTA is also expected to facilitate exports to third markets.

Policy recommendations
Table 0.2 Recommendations for the economic pillar
Policy measure

Potential to address
Within DCFTA

Outside DCFTA

Allow for phasing in of regulatory approximation and
remaining tariff reductions at sector level, especially for

√

those sectors where the economic impact will be high.
Facilitation of technical assistance and capacity
building in the regulatory approximation process,

√

√

based on a needs assessment.
Provide internationalisation support to SMEs.
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Policy measure

Potential to address
Within DCFTA

Outside DCFTA
√

Support to enhance productivity of business.
Stimulate improvements in the business climate.

√

√

Table 0.3 Recommendations for the social pillar
Policy measure

Potential to address
Within DCFTA

Outside DCFTA
√

Support education and training programmes to allow
easier updating and upgrading of human capital, with a
clear link to labour market requirements, and promote
life-long learning.

√

Support flexibility of the labour market - easing
reallocation between sectors while ensuring that
workers’ rights are respected in law and practice.

√

Further develop social protection system, with
attention for reaching those most in need and those
most likely to be negatively affected by the DCFTA.
Prevent risks of pressures to lower the labour

√

√

√

√

√

√

√

√

standards due to rising international competition, e.g.
through effective implementation of relevant ILO
conventions, and by approximating domestic
legislation to the EU acquis in the area of labour.
Effective implementation of HR treaties, with a focus
on vulnerable groups (e.g. children, women, minorities,
disabled, etc.).
Consider creating monitoring mechanisms of the social
(including human rights) impact of the DCFTA (and
more broadly EU-Egypt relations in these areas).
Promotion of civil society involvement.

Table 0.4 Recommendations for the environmental pillar
Policy measure

Potential to address
Within DCFTA

Outside DCFTA
√

Maintain / further improve incentives to improve
efficient use of energy and water.
Create incentives for environmentally friendly
production, including with respect to air pollution.

√

√
√

Improve waste collection and waste management
systems.
Consider creating mechanisms for monitoring of

√

environmental (and social) impact of the DCFTA (and
more broadly EU-Egypt relations).
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1

Methodology and approach

This chapter provides a summary of the methodology and conceptual framework that is applied in
the study. We start with an overview of our general approach to the study, followed by a brief
description of the quantitative and qualitative methods applied. A more detailed description is
available in the Inception Report2, which can be found on www.trade-sia.com/egypt.

1.1

General approach: three phases
The main objective of this Trade SIA is to assess the potential economic, environmental and social
(including human rights) impacts of a DCFTA to be negotiated between the EU and the Arab
Republic of Egypt. The findings of this study can provide important inputs for these future
negotiations.
The overall approach to the entire Trade SIA can be divided in three inter-linked phases:
1. Overall analysis of the sustainability impacts arising from the implementation of a future DCFTA
between the EU and Egypt;
2. Sectoral Trade SIA for the DCFTA between the EU and Egypt;
3. Policy recommendations and recommendations for accompanying flanking measures.
This Final Report presents the results of all three phases of the study.
Our approach is based on the two methodological components of a Trade SIA as described in the
Trade SIA Handbook (2006)3 and the Terms of Reference for this study:


Economic, social and environmental assessments;



Stakeholder consultations.

The three phases are characterised by both quantitative and qualitative analyses. Throughout the
three phases, we engage in continuous feedback and consultation with key stakeholders in both the
EU and Egypt, to obtain their inputs and feedback so as to complement and verify the results of our
analysis. This feedback thus enables us to place the results of our analysis in the proper context.

1.2

Six main methodological pillars
We apply a methodology that is based on six main methodological pillars, which we developed
based on the Trade SIA Handbook and the Terms of Reference, as well as on our own experience
and lessons learned from previous Trade SIAs. These six pillars are:
1. Scenario development and CGE modelling;
2. Additional social and environmental quantitative and qualitative analyses;
3. Screening and scoping exercise;
4. Sectoral analysis;
5. Causal chain analysis;
6. Dissemination and consultation with key stakeholders, including civil society.
2

3

The Inception Report includes in particular a more elaborated explanation on the quantitative approach in the overall
analysis that takes place in Phase 1 of the study.
Available at: http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127974.pdf.
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Below we briefly summarise the main elements of these six methodological pillars and how they are
applied in the study. Table 1.1 specifies in which phase of the study the different methodologies are
applied.
Table 1.1 Use of methodologies in the different phases of the study
Pillars:

Pillar 1

Pillar 2

Scenario/
CGE





Phase:

Pillar 3

Pillar 4

Pillar 5

Pillar 6

Additional

Screening

Sectoral

CCA

Consultation &

analysis

& Scoping

analysis

0: Inception
1: Overall analysis



2: Sectoral analysis

Dissemination























3: Recommendations
on policies & measures

Pillar 1: Scenario development and CGE modelling
Methodological Pillar 1 of the analysis covers the development of scenarios that most accurately
and realistically reflect the reality of the negotiations. The developed scenarios, in turn, serve as
inputs for the economic model that aims to simulate the outcomes of the possible negotiations so
as to ensure that the outputs of the model accurately reflect the real measures that are envisaged
to be taken as part of the DCFTA. The developed DCFTA scenario is compared to the baseline
scenario of a continuation of recent trends (i.e. a business-as-usual scenario). The model thus
compares the situation with and without the DCFTA.
The model
The model that is used to quantitatively assess the potential effects of the DCFTA is a Computable
General Equilibrium (CGE) model. It is a dynamic, non-linear CGE model. The data used as inputs
for the model are based on the most recent version of the GTAP dataset, which contains data
benchmarked to 2007, but which have been projected to 2011 using actual macro-economic data.
The DCFTA liberalisation scenario
In order to assess the impact of the DCFTA to be negotiated, we have designed a liberalisation
scenario to simulate a DCFTA between the EU and Egypt. This liberalisation scenario is presented
in Table 1.2 below. For more details on both the baseline and the liberalisation scenario, the reader
is referred to the Inception Report of this study (available at www.trade-sia.com/egypt). The
liberalisation scenario at sector level is provided in Annex E of this report.
Table 1.2 DCFTA scenario modelling
Element

Liberalisation

Tariff liberalisation



EU  Egypt: 80% liberalisation for agricultural sectors;



Egypt  EU: 95% liberalisation for agricultural sectors;



EU  Egypt: 100% liberalisation for all remaining sectors;



Egypt  EU: 100% liberalisation for all remaining sectors.



EU side: 3% reduction in tariff cost equivalents (TCEs) for services sectors;



Egypt side: 5% reduction in TCEs for services sectors.

Services liberalisation
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Other non-tariff

EU exports to Egypt:

measures



4% point reduction in TCE for sectors with an ambitious liberalisation scenario;



2% point reduction in TCE for sectors with a limited liberalisation scenario;



0% point reduction in TCE when there is no liberalisation foreseen;



2% point reduction in TCE for all agriculture & manufacturing sectors due to
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Element

Liberalisation
trade facilitation.

Egypt exports to EU:


8% point reduction in TCE for sectors with an ambitious liberalisation scenario;



4% point reduction in TCE for sectors with a limited liberalisation scenario;



0% reduction in TCE when there is no liberalisation foreseen;



2% point reduction in TCE for all agriculture & manufacturing sectors due to
trade facilitation.

Pillar 2: Additional social and environmental quantitative and qualitative analyses
In order to complement the results of the CGE model with relevant information that is not fully
included in the CGE model, additional quantitative and qualitative social (including human rights)
and environmental analyses are conducted. Below we present a short overview of the
methodologies for these additional analysis. For a full overview, the reader is referred to the
Inception Report.
Social quantitative analysis
The social quantitative analysis focusses on the impact of the DCFTA on the welfare of households.
According to the literature, the most important transmission channels between trade and welfare
are the consumption effect (related to prices of consumer goods) and the labour income effect. We
assess these two effects by combining the results of the CGE model with an analysis of household
level data from Egypt. The focus of our analysis is on the consumption structure of different
households, which determines the DCFTA impact on their welfare and resulting distributional
effects.
Environmental quantitative analysis
The quantitative environmental analysis assesses the DCFTA impact on airborne pollutants and
greenhouse gases. We compile emission data per sector for Egypt and link these to the expected
output changes as predicted by the CGE model. Subsequently, we monetise the effects on airborne
emissions and climate change based on default damage factors, thereby valuating the associated
welfare effects. The decomposition analysis of the emissions includes specifically the scale and
composition factors.
Qualitative analysis
To complement the above quantitative analyses, we carry out qualitative analyses on social and
environmental issues. In the qualitative social impact analysis, we pay particular attention to the
interaction between the DCFTA and social equality issues and the promotion of the ILO Decent
Work Agenda. The qualitative environmental analysis looks at the current situation of – as well as
the likely DCFTA impact on – the natural environment beyond air pollution. This includes e.g. water
pollution and use, waste generation and treatment, use of land and land degradation, biodiversity,
etc.; in addition we consider the implementation of multilateral environmental agreements.
The main methods applied for these qualitative analyses are literature reviews, consultations with
relevant stakeholders, review of official reporting schemes inscribed on respective international
conventions and causal chain analysis.
Human rights analysis
The human rights analysis is part of the social analysis. In carrying out the Human Rights (HR)
impact assessment of the possible DCFTA between the EU and Egypt, we base ourselves on our
experience in conducting other sustainability pillars of FTAs in previous studies (notably the HR
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impact assessment in the Trade SIA on the DCFTA between the EU and Tunisia/Morocco) and the
HR IA approach developed methodologically by Walker (2009). Our HR IA approach consists of
four steps that are closely aligned with the Trade SIA approach described in the DG Trade
Handbook (2006). First, we provide an overview of the current HR situation in Egypt. Second, we
analyse which HR aspects are relevant to the DCFTA. Third, taking the economic modelling results
as a starting point we turn to the impact of the DCFTA in terms of its general effect on the HR
landscape, and finally we assess the effects of the DCFTA on specific HR aspects.
Pillar 3: Screening and scoping exercise
The screening and scoping exercise serves to identify the sectors and issues that are significant
from the perspective of the DCFTA to be negotiated and its sustainability impact. A preliminary
screening took place in the Inception Phase in order to focus the methodology.
At the end of the current phase (Phase 1), we select up to four sectors or horizontal issues that are
most relevant for further in-depth analysis in Phase 2. The selection is based on the following
criteria:


Criterion 1: Initial importance of a sector or horizontal issue for the economy;



Criterion 2: Impact as a result of the DCFTA;



Criterion 3: Social / environmental importance or impact;



Criterion 4: Stakeholder issues of special importance;



Criterion 5: Strategic importance of sectors or issues in the DCFTA negotiations.

Pillar 4: In-depth analysis of sectors and horizontal issues
The aim of the in-depth analysis of sectors and/or horizontal issues is to provide deeper insights
into the effects of the DCFTA for sectors or issues that are important for a successful conclusion of
the DCFTA. Up to four sectors or horizontal issues are selected for further study, based on the
screening and scoping exercise (Pillar 3) and in consultation with stakeholders and the Steering
Committee.
For selected sectors, a more in-depth analysis is conducted by taking as a starting point the
quantitative effects resulting from the CGE analysis and the additional environmental and social
analyses (Pillars 1 and 2). The sectoral analyses aim to complement these findings through causal
chain analysis, literature review, interviews, and inputs from sector experts. Ultimately, the in-depth
analyses present more detailed insights into economic (including SMEs), social (such as
employment and wage effects in the sector), and environmental (including the effect of an increase
in transportation services) impacts resulting from the DCFTA at sector level and in relation to
specific horizontal issues.
Pillar 5: Causal chain analysis
Causal chain analysis (CCA) is a conceptual tool used to identify the relevant cause-effect links
between the trade measures proposed and the economic, social and environmental impact these
trade measures might have. It is imperative for a realistic impact assessment that the CCA is
applied only to significant links between trade negotiations and their impacts. We use CCA to
establish the effects of the DCFTA on sustainable development and the influence of additional
policy measures on these effects. CCA is one of the tools that is used to formulate
recommendations, and specifically flanking measures, in order to increase the positive and avoid or
mitigate the negative impacts of the DCFTA between the EU and Egypt.
Pillar 6: Consultation and dissemination
Consultation is a key element of the study since the inputs of all stakeholders to the negotiation
process (businesses, administration, civil society, industry, etc.) are needed to identify the main
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issues in relation to the sustainable development effects of the DCFTA. Hence, we aim to involve
these stakeholders as actively as possible throughout the study. Based on an extensive analysis of
the stakeholder landscape, we have developed and implemented a consultation plan, which is more
elaborately presented in Chapter 5. An SME survey is also part of the consultation process.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt

27

2

Quantitative economic modelling results

In this chapter, we present and discuss the estimated effects of the potential EU-Egypt DCFTA
using a Computable General Equilibrium (CGE) model.
First, we present the general macro economic effect at national level. We then proceed to take a
closer look at the economic results by examining the estimates at a more disaggregated level,
focusing on the effect of the different liberalising measures and effects at sector specific level. Later
in this chapter, we present the modelling results for environmental and social indicators. These
results are subsequently used as input for the sustainability analyses in Chapter 3 and 4.

2.1

Overview macroeconomic effects
We begin with the overall macroeconomic effects for the EU, Egypt and the rest of the world based
on the modelling results. The estimated effects on National Income, GDP, consumer prices, wages
and trade indicators for the short- as well as the long run settings are presented in Table 2.1 below.
The relative changes presented in the table, reflect estimated effects vis-à-vis the baseline thus
reflecting the expected economic changes due to establishing a DCFTA between the EU and
Egypt.
As can be seen from the first row of the table, liberalising trade between the EU and Egypt is
expected to lead to significant gains for the Egyptian economy. The long run gains (i.e. when capital
is allowed to reallocate between sectors) are more pronounced than those estimated for the short
run setting. This indicates that there are more gains to be reaped after investments have shifted to
more competitive sectors.
Due to the differences in size of the respective economies and relative importance as trading
partners for one another, the DCFTA can be expected to have a much more pronounced effect on
the Egyptian economy than on the EU; this is indeed reflected in the modelling results. While
national income in the EU is expected to increase between five (short run) to six (long run) hundred
million Euros, this translates into a negligible effect when viewed as a percentage of GDP, while
European consumer prices, wages and trade remain unchanged in percentage terms. This partly
reflects the difference in relative importance of the EU and Egypt as trading partners for each other.
For Egypt, the EU is a much more important trading partner, accounting for approximately 40
percent of all Egyptian trade, while only 0.4 percent of European exports are destined for the Egypt.
Given the size of the Egyptian economy its share in total European trade is small. This asymmetric
relationship implies that lowering the costs of trade will result in significantly larger economic gains
for Egypt than for the EU, which will only experience marginal impacts.
For Egypt, national income is estimated to increase by € 2,300 and € 3,400 million in the short and
long run setting respectively. This corresponds to a GDP increase of 1.2 and 1.8 percent
respectively. The increase in GDP is largely due to the higher productivity levels brought about by
the DCFTA. On the other hand, for the EU, national income is estimated to increase by € 600
million in the short run and slightly little less, € 510 million, in long run setting, when capital is
allowed to resettle across sectors (please note this difference is insignificant given the baseline
national income value).
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Table 2.1 Overview macroeconomic variables
4

Variable /Country

EU28

Egypt

Jordan

Morocco

Rest of

Gulf Co-

Rest of

Sub-

Rest of the

&Tunisia

North

Turkey

operation

Middle

Saharan

World

Africa

Council

East

Africa

(GCC)
Short run
National Income, million €

595.46

2,343.08

-6.06

4.59

3.75

2.50

-10.25

32.79

6.15

-196.78

GDP, % change

0.00

1.22

0.00

0.01

0.01

0.00

0.00

0.00

0.01

0.00

Consumer prices, % change

0.02

-1.41

-0.04

-0.03

-0.05

-0.01

-0.02

-0.04

-0.03

-0.01

Wages, less skilled %

0.01

1.86

-0.04

0.01

0.01

-0.01

0.00

0.00

0.00

0.00

Wages, medium skilled %

0.00

4.78

-0.01

0.03

0.04

0.01

0.01

0.03

0.02

0.00

Wages, high skilled %

0.00

0.09

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Terms of trade, % change

0.01

0.17

-0.03

-0.01

-0.02

-0.01

-0.01

0.00

0.00

-0.02

Total Imports, % change

0.05

7.73

-0.08

0.01

-0.02

-0.02

-0.02

0.00

0.00

-0.02

Total Exports, % change

0.06

8.27

-0.06

0.02

-0.02

-0.02

-0.01

0.00

-0.01

-0.02

Long Run
National Income, million €

511.76

3,374.32

-4.03

-10.46

61.97

-106.18

409.93

34.19

-166.78

-2,840.80

GDP, % change

0.00

1.79

0.00

-0.01

-0.04

-0.02

0.02

0.01

-0.02

-0.01

Consumer prices, % change

-0.01

2.74

-0.04

-0.06

-0.19

-0.01

-0.08

-0.02

-0.06

-0.01

Wages, less skilled %

-0.01

-1.98

0.00

0.00

-0.13

-0.03

-0.02

-0.04

-0.01

-0.01

Wages, medium skilled %

0.00

3.18

-0.01

-0.06

-0.25

-0.02

0.04

0.00

-0.06

-0.01

Wages, high skilled %

0.00

0.09

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Terms of trade, % change

0.01

-0.97

-0.01

0.02

0.17

0.00

0.06

0.00

0.00

0.01

Total Imports, % change

0.08

24.75

-0.04

-0.05

0.32

0.04

0.17

0.06

0.07

-0.02

Total Exports, % change

0.08

26.66

-0.04

-0.04

0.13

0.07

0.13

0.06

0.08

-0.01

4
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N.B. for GDP (as well as for sectoral changes in exports and imports) the numbers provided indicate estimated percentages changes in quantities. However, for aggregate exports and imports pertain
percentage changes in values.
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In order to take a closer look at the macro economic factors driving the estimated increases in
GDP, we have decomposed the changes in expenditure and income based GDP as presented in
tables 2.2 and 2.3 below. Overall, Egyptian GDP is expected to increase by 1.8%. As can be seen
from the first table, where this increase is disaggregated with regards to expenditures, all except
investments are expected to increase. The increase in GDP is driven by the increase of Egyptian
consumption.
Table 2.2 Approximate decomposition of Egyptian GDP, over type of expenditure, in millions of US$
Expenditure:

GDP base

New value, real

Real Change

Consumption

176,274.55

180,103.76

2,2%

Investments

37,936.27

37,803.16

-0,4%

Government

26,642.52

27,418.6

2,9%

Exports

64,913.30

79,885.03

23,1%

Imports

-71,287.34

-86,404.83

21,2%

TOTAL

234,479.29

238,805.72

1,8%

Table 2.3 Approximate decomposition of Egyptian GDP, over income source, in millions of US$
GDP base

New GDP, real

% change

share
breakdown

Income source:
Production Factors
Taxes
Depreciation
TOTAL

207,290.38

212,534.61

2.5

122.6

18,338.08

17,403.93

-5.1

-21.8

8,849.08

8,816.65

-0.4

-0.8

234,477.53

238,755.19

1.8

100.0

Liberalising trade with the EU will also have a notable impact on Egyptian trade. In the short run,
Egyptian imports and exports are estimated to increase by eight percent. In the longer run setting,
trade is estimated to increase by about 25 percent. This relatively large effect of bilateral
liberalisation on Egyptian total trade is due to the large share of Egypt's total trade with the EU.
Moreover, the liberalisation scenario assumes some significant reductions in barriers to trade in
several important trading sectors (see section 2.2).
Terms of trade for a country reflect how much its exports are worth in terms of its imports. As such,
an expected improvement (i.e. positive change) in a country’s terms of trade implies that for each
unit of exports sold, the country can afford to buy more imports. Liberalising trade with the EU is
estimated to marginally improve Egypt’s terms of trade in the short run, but in the long run setting is
expected to lead to a deterioration by one percent. This estimated deterioration of Egyptian terms of
trade is mainly driven by changes in export prices of the other manufacturing and air transport
sectors.
Wages for the Egyptian medium skilled labour force are expected to increase significantly as a
result of liberalising trade with the EU. In the short run, wages increase by approximately five
percent and in the long run the increase is expected to be around three percent. The DCFTA is
estimated to have a negligible effect on the more skilled workers’ wages. For the less skilled
workers, wages will increase by close to two percent in the short run. However, in the longer run,
less skilled workers are expected to experience a decrease in wages of around two percent. The
estimated decrease in wages reflects the fact that some skills-upgrading is assumed to take place
in the Egyptian economy as a result of trade liberalisation. As trade barriers are removed, the
competitive pressures increase in the economy, due to increased competition from European

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt

31

producers; this pushes some less efficient domestic producers out of the Egyptian markets. In turn
this results in overall higher demand for somewhat more skilled (medium skilled) workers, while
lowering need for less skilled workers in production in the long run. The changes in the demand for
workers of different skill levels, underlie the estimated changes in wages.
In the short run, the increased competition stemming from liberalising trade will also cause Egyptian
consumer prices to decrease by 1.4 percent. In other words, as trade barriers are reduced, cheaper
imports push down prices via increased competition. As investment effects take place and long run
growth effects materialize, consumer prices are expected to increase by 2.7 percent in the long run.
The increase in consumer prices in the long run is one the one hand due to direct effects. The
DCFTA gives Egyptian firms better access to the European market, which leads to an increase in
demand and hence price of some goods that were priory less traded. In addition, there is an indirect
general equilibrium effect: the expanding sectors will have an increasing demand for services,
leading to increases in consumer prices in these sectors.
Table 2.1 above shows that liberalising EU-Egypt trade will not have any significant effect on any
other countries. Although we observe some changes in national income, the second row in the
table shows that the estimated effect on GDP is se practically zero for all countries. The DCFTA not
estimated to have any significant effect on any of the other variables for the other countries either.
As discussed in Chapter 1, the proposed DCFTA contains a combination of different policy
measures taken in order to liberalise trade. In the modelling exercise, this is mirrored by the
lowering of tariffs, lowering of NTMs for both goods and services and estimating spill-over effects
whereby NTMs are also reduced somewhat in bilateral trade with third countries. Figure 2.1 below
presents the estimated changes in national income for Egypt and the EU, discussed above, but
here decomposed to reveal the separate direct and indirect effects from these different measures.
Figure 2.1 Changes in National Income million €, Divided by Trade Liberalisation Measure

Source: IIDE CGE modelling calculations.

As can be seen from the figure, the lowering of NTMs in goods is by far the most important
liberalising measure, accounting for half of the Egyptian gains and most of the European gains. In
the longer run, tariff reductions are shown to be the second most important measure for Egypt. The
estimated effect of spill-overs is shown to be different for the EU and Egypt. While the spill-overs for
Egypt result in a positive impact, albeit smaller than NTM reductions, for the EU, the spill-overs
from reducing NTMs causes some diversion of trade, resulting in a slightly negative effect to
European national income. Efficiency gains, due to tariff removals in the Egyptian economy, lead to
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positive welfare effects, both in the short and long run. For the EU, trade diversion dominates the
impact of tariff removals, thus implying a resulting reduction in national income. Nevertheless, given
the total size of the European national income, this change is insignificant.
Although the removal of tariffs contribute to an increase in national income in Egypt, removing
tariffs implies at the same time a loss in incoming tariff revenues for the national government. The
estimated changes in Egyptian tariffs are summarized in the table below.
Table 2.4 Egyptian and EU Tariff Revenue before and after the DCFTA, in € Million
Baseline

Short-run

Long-run

Egypt

4,248.39

2,525.86

2,939.23

EU

40,734.00

40,769.18

40,694.51

Total tariff revenues in Egypt prior to the agreement amount to € 4,248 million. In the short run, a
somewhat larger drop in tariff revenues would take place than that in the long run setting. Although
the liberalisation would be the same in the longer and shorter run setting, trade would increase
more over the long-run. The total amount of expected tariff revenues over the long run in Egypt
would be close to € 3,000 million. It should be noted that while tariff revenues decline, it is likely that
other sources of tax revenues for the Egyptian government will increase, given the increase in
income.
For the EU, the changes are very small, due to the relatively small share of imports from Egypt in
total EU imports. In the long run, tariff revenues are expected to decrease by almost €40 million.

Bilateral trade effects
In Table 2.1 above, we reported changes in overall trade for EU and Egypt. In this subsection, we
take a closer look at what happens specifically to EU-Egyptian trade flows. These effects are
summarized in the table below.
Table 2.2 Changes in EU-Egyptian bilateral trade, changes in percent
short- run

long run

Egypt's exports to the EU, % change

16.8

53.8

EU's exports to Egypt, % change

25.0

47.0

Source: IIDE CGE modelling calculations.

While EU overall trade is affected by the DCFTA (all estimated changes on European trade are less
than 0.1 percent), bilateral trade with Egypt is shown to increase considerably. In the short run,
trade between the two economies is expected to increase by 17 to 25 percent. As capital
accumulation takes place, and investment effects also materialise in the long run, the impact of
trade liberalisation is amplified; both imports from, and exports to Egypt are estimated to increase
by about 50 percent (i.e. 54 and 47 percent for EU's imports and exports to Egypt respectively).
Later on in this chapter, we will take a closer look at the most important sectors driving this
increased bilateral trade.

2.2

Sector specific effects
In order to better understand the underlying changes across the economies, we now move to the
expected disaggregated, sector specific changes in value added, employment, and trade as well as
resulting effects on EU-Egyptian bilateral trading patterns. Since for the EU no estimated change in
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sector specific output is bigger than half a percent, we will not discuss changes in the EU's output
here. However, all sector specific changes in EU’s value added are available in Annex B.
Before analysing the DCFTA induced sectoral changes expected to take place in Egypt, we start by
presenting an overview of the structure of Egyptian production and trade. Figure 2.2 below presents
Egypt’s current production structure, based on value added.
Production and employment
As can be seen from the figure, the primary and food sectors (which also includes processed food
products) are relatively important in the Egyptian economy, constituting about 28 percent of all
value added. Some 20 percent of total production is attributable to the manufacturing sectors, while
the remaining 52 percent of value added takes place within the services sectors. These figures
highlight the relative importance of primary production for the Egyptian economy prior to further
trade liberalisation.
Figure 2.2 Overview of Egypt’s production

Source: GTAP.

The patterns of employment for the different set of skill groups employed in these three broad
sectors are depicted in Figure 2.3. For the less skilled workers, the most important sectors for
employment are the primary and food sectors, which employ about 60 percent of all less skilled
workers. Meanwhile, around 80 percent of the medium and more skilled labour force is working in
the services sectors, which is responsible for 50 percent of total value added.
Figure 2.3 Employment by skill level in Egypt's production

Source: GTAP.
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Table 2.3 Sectors specific changes in Egyptian value added (VA) and employment, long run setting
Sector

Baseline

% change in

Baseline

% change in

Baseline

% change in

Baseline

% change in

share of total

VA

share of

skilled

share of

medium

share of less

less skilled

skilled

employment

medium

skilled

skilled

employment

skilled

employment

employment

VA

employment

employment
Grains and crops

4.5

-5.6

0.6

-6.4

0.7

-6.6

18.5

-4.9

Vegetables, fruit & nuts

5.2

-2.0

0.6

-2.6

0.8

-2.8

21.5

-1.5

Other agriculture and forestry products

2.8

-4.4

0.3

-5.0

0.4

-5.2

11.5

-3.9

Fish products

0.6

-0.2

0.5

-0.4

0.0

-0.5

1.1

0.5

Mining

8.9

-3.4

0.9

-4.1

0.7

-4.2

0.4

-3.2

Livestock and Meat Products

1.1

-7.1

1.5

-6.3

1.2

-6.9

1.9

-1.8

Vegetable oils and fats

0.0

-9.9

0.0

-10.0

0.0

-10.6

0.0

-5.7

Other processed food

2.7

-11.7

3.0

-10.1

2.4

-10.7

4.0

-5.8

Beverages and tobacco

2.4

-30.4

0.6

-26.0

0.5

-26.5

0.8

-22.5

Textiles

3.7

-11.2

2.3

-7.8

1.8

-8.4

3.0

-2.8

Wearing apparel

3.9

-4.4

2.7

-1.4

2.2

-2.1

3.6

3.9

Leather products

0.2

-1.1

0.4

-2.0

0.3

-2.8

0.6

3.2

Wood, paper, publishing

1.6

0.2

1.5

2.3

1.2

1.6

2.0

7.8

Petro-chemicals

0.4

-1.8

0.1

3.0

0.1

2.2

0.1

8.5

Chemical, rubber, plastic products

1.9

-5.2

1.6

-2.7

1.3

-3.4

2.1

2.5

Ceramics, cement, etc.

2.3

-4.1

1.2

-0.4

0.9

-1.2

1.5

4.9

Primary metals

1.9

-4.7

2.7

-4.2

2.2

-4.9

3.6

1.0

Fabricated metals

1.4

-10.7

1.1

-7.8

0.8

-8.5

1.4

-2.8

Motor vehicles

0.6

1.7

0.1

6.1

0.1

5.3

0.2

11.8

Electronics, computers

0.9

-4.7

0.9

-2.8

0.7

-3.5

1.2

2.5

Other machinery and equipment

0.7

376.2

0.1

344.8

0.1

341.6

0.1

368.6

Other manufacturing

0.1

1.9

0.1

5.8

0.0

4.9

0.1

11.5

Utilities

1.2

6.2

0.3

10.6

0.5

9.8

0.2

16.6

Construction

5.5

-1.9

2.2

-0.3

1.1

-1.1

13.9

5.6

Trade

9.2

-0.6

17.3

1.3

19.6

0.3

4.1

8.4

Other transport services

5.3

-4.0

6.7

-0.3

10.7

-1.3

0.9

6.7
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Sector

Baseline

% change in

Baseline

share of total

VA

VA

% change in

Baseline

% change in

Baseline

share of

skilled

share of

medium

share of less

less skilled

skilled

employment

medium

skilled

skilled

employment

skilled

employment

employment

employment

% change in

employment
Water transport

0.4

1.1

0.4

5.1

0.7

4.1

0.1

12.5

Air transport

0.5

41.9

0.6

44.4

0.9

43.0

0.1

54.5

Communications

5.5

-1.9

3.4

2.1

5.5

1.4

0.5

7.6

Finance and insurance

4.5

-2.1

9.6

-0.4

10.8

-1.2

0.0

4.9

Business and ICT

4.7

-6.7

10.7

-5.0

3.9

-5.7

0.5

0.1

Personal and recreational services

2.2

4.7

4.0

6.9

3.8

6.1

0.0

12.7

Public and other services

13.1

0.3

22.1

2.6

24.1

1.9

0.6

8.2

Source: IIDE CGE modelling calculations.
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Next, we move to the estimated sector specific changes in value added and employment, in the
long run setting, presented in Table 2.6 above.
The most pronounced sector specific change, which would take place in the Egyptian economy, is
the large estimated increase in the output of Other machinery and equipment.5 In the long run,
value added in this sector is expected to increase by 370 per cent. The sheer size of this increase,
given the fixed amount of resources available in the economy, causes many other sectors to
contract as the demand for production factor increases, resulting in the drawing of factors into Other
machinery and equipment from other sectors.
The underlying explanation of the significant increase in the Other Machinery and Equipment sector
can be understood from Table 2.4 below. The table shows the share of inputs being sourced from
domestic and imported inputs in the different sectors in Egypt. The share of domestic inputs is
highest for the Primary and Food sector. On average, 89 percent of inputs for this sector are
sourced domestically. For Services, on average 16 percent is sourced domestically. In the
manufacturing sectors, the share of imported inputs is higher- on average 35 percent of inputs is of
foreign origin.
Table 2.4 Underlying Production Cost structure. Share of Value Added attributable to Domestic and
Imported inputs
share attributable to
Group

Sector

Domestic Inputs

Imported Inputs

Primary and food

Grains and crops

89%

11%

Vegetables, fruit & nuts

95%

5%

Other agriculture and forestry products

92%

8%

Fish products

99%

1%

Mining

98%

2%

Livestock and meat products

99%

1%

Vegetable oils and fats

100%

0%

Other processed food

57%

43%

Beverages and tobacco

73%

27%

Textiles

89%

11%

Wearing apparel

83%

17%

Leather products

69%

31%

Wood, paper, publishing

53%

47%

Manufactured goods

5

"Other machinery & equipment" corresponds to ISIC Rev 3 sectors 29, 31 and 33, Division 29 Manufacture of
machinery and equipment n.e.c. 291 Manufacture of general purpose machinery (2911 Manufacture of engines and
turbines, except aircraft, vehicle and cycle engines, 2912 Manufacture of pumps, compressors, taps and valves, 2913
Manufacture of bearings, gears, gearing and driving elements, 2914 Manufacture of ovens, furnaces and furnace burners,
2915 Manufacture of lifting and handling equipment, 2919 Manufacture of other general purpose machinery) 292
Manufacture of special purpose machinery, (2921 Manufacture of agricultural and forestry machinery, 2922 Manufacture of
machine-tools, 2923 Manufacture of machinery for metallurgy, 2924 Manufacture of machinery for mining, quarrying and
construction, 2925 Manufacture of machinery for food, beverage and tobacco processing, 2926 Manufacture of machinery
for textile, apparel and leather production, 2927 Manufacture of weapons and ammunition, 2929 Manufacture of other
special purpose machinery), 293 2930 Manufacture of domestic appliances n.e.c., Division 31 Manufacture of electrical
machinery and apparatus n.e.c., 311 3110 Manufacture of electric motors, generators and transformers, 312 3120
Manufacture of electricity distribution and control apparatus, 313 3130 Manufacture of insulated wire and cable, 314 3140
Manufacture of accumulators, primary cells and primary batteries, 315 3150 Manufacture of electric lamps and lighting
equipment, 319 3190 Manufacture of other electrical equipment n.e.c.,, Division 33 Manufacture of medical, precision
and optical instruments, watches and clocks, 331 Manufacture of medical appliances and instruments and appliances
for measuring, checking, testing, navigating and other purposes, except optical instruments., 3311 Manufacture of medical
and surgical equipment and orthopaedic appliances, 3312 Manufacture of instruments and appliances for measuring,
checking, testing, navigating and other purposes, except industrial process control equipment, 3313 Manufacture of
industrial process control equipment, 332 3320 Manufacture of optical instruments and photographic equipment, 333 3330
Manufacture of watches and clocks.
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share attributable to

Services

Petro-chemicals

90%

10%

Chemical, rubber, plastic products

56%

44%

Ceramics, cement, etc.

77%

23%

Primary metals

65%

35%

Fabricated metals

81%

20%

Motor vehicles

31%

70%

Electronics, computers

63%

37%

Other machinery and equipment

40%

61%

Other manufacturing

52%

48%

Utilities

96%

4%

Construction

82%

18%

Trade

92%

9%

Other transport services

82%

18%

Water transport

65%

35%

Air transport

53%

47%

Communications

95%

6%

Finance and insurance

95%

5%

Business and ICT

92%

8%

Personal and recreational services

90%

10%

Public and other services

90%

10%

For Other machinery and equipment, the share of imported inputs is just over 60 percent, which is
significantly higher than the average for manufacturing. When looking at the sectoral decomposition
of inputs going into the Other machinery and equipment sector, close to 40 percent of inputs are
coming from the same sector. Other machinery and equipment is a sector where the reductions in
NTMs are relatively large, causing a significant lowering of the costs of inputs, hence implying
important cost savings in the Other machinery and equipment sector. The same is true for the other
sectors, which are shown to expand. Other manufacturing, Motor vehicles and Air transport all have
large shares of their inputs attributable to imports. As these sectors expand, they have a higher
demand for resources like labour and capital, which consequently shift away from other less
competitive sectors. This explains the contraction of other sectors (general equilibrium effects).
It should be noted that Other machinery and equipment is a sector that has become increasingly
important for many developing countries. While Textiles traditionally served as a gateway sector for
developing countries looking to break into international trade, in recent times - and largely due to
the evolution of vertical specialisation through global value chains - this role has shifted to the
production and export of Other machinery and equipment for the global market place. Thus, the
estimated large expansion of the Other machinery and equipment sector is especially important for
the further development of the Egyptian economy. In comparison to other countries of similar level
of development to Egypt, the a priori size of this sector is relatively small, due to high trade costs.
Liberalising trade with the EU implies lowering current levels of NTMs, adhering to global
standards, which in turn implies increased competitiveness and a resulting significant growth in this
crucial sector. Thus, in effect, liberalising trade with the EU will not only lead to initial increases in
national income but, also in increasing the speed of Egyptian development.
In contrast to the Other machinery and equipment sector, the primary and food sectors, which are
important in Egyptian production, are all expected to contract as a result of liberalising trade with
the EU. The biggest declines are expected to occur in the output of Beverages and tobacco (-30
percent) and Other processed foods (-12 percent). Other processed foods is accountable for 2.7
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percent of national output while Beverages and tobacco constitute 2.4 percent of total Egyptian
value added. This latter sector contracts more than other processed food, and as a result,
employment effects are also larger, with the employment of less skilled workers contracting by 22
percent, while those of medium and high skilled decreasing by 26 percent in the long run.
The underlying reasons for these changes lie primarily in the reductions of tariffs in these sectors.
The relatively big decrease in output is due to the very high initial tariff rate on Egyptian imports for
Beverages and tobacco (374 percent prior to the DCFTA) and Other processed foods (62 percent)
(see Table 2.5 below). In addition, imports prior to liberalisation in the Beverages and tobacco
sectors mainly originate from the EU (about two-thirds of total imports come from the EU), and the
resulting aggregate impact on the sector's output is consequently larger.
Table 2.5 Share of imports from the different regions in Beverages and Processed food
Beverages and Tobacco

Other processed food

EU28

57%

28%

Egypt

0%

0%

Jordan

0%

0%

Morocco & Tunisia

0%

0%

Rest of North Africa

0%

0%

Turkey

1%

2%

Gulf Cooperation Council (GCC) countries

1%

1%

Rest of Middle East

0%

2%

Sub-Saharan Africa

3%

1%

Rest of the World

38%

65%

380%

68%

374%

62%

Total ad-valorem initial trade barriers removed
of which, tariffs:
Source: GTAP.

The biggest estimated change in output within the services sectors is expected to take place in the
Air transport sector (+42 percent), as it is also expected to absorb some of the resources, which are
no longer used in the production of the contracting primary sectors. This sector has a high
concentration of high and medium skilled labour, which in addition to the fact that the estimated
changes in employment are higher than the changes in output, points to a relatively big increase of
labour. Utilities (+6%), Personal and recreational services (+5%), Water transport and Public and
other services are also shown to increase while the output of other services sectors are estimated
to decrease.
It should be noted that if we look at all sectors, the results indicate a negative change in total value
added, while the macro results showed a positive welfare change and increase in GDP. This
outcome may seem contradictory, but is due to the fact that by definition, value added is a quantity
index that tracks physical inputs of capital and labour. This measure should be interpreted as
"primary factor inputs"; it is not value added in a national accounts sense which would also include
Total Factor Productivity (TFP) growth. In other words, productivity and variety effects are not
included in the value added changes presented here. The figures presented here, like the
employment indexes, mainly help to track the reallocation of physical inputs across sectors.
For comparison, we also present the percent change in sector specific output based on changes in
value in Table 2.9 below.
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Table 2.6 Percentage Change in Sector Specific Value Added, based on changes in Value
Sector

Percentage Change in Value Added

Grains and crops

-3.3

Veg, fruit & nuts

0.7

Other agriculture and forestry products

-2.1

Fish products

4.2

Mining

-1.7

Livestock and Meat Products

-1.6

Vegetable oils and fats

-5.7

Other processed food

-5.4

Beverages and tobacco

-21.4

Textiles

-3.8

Wearing apparel

3.2

Leather products

3.2

Wood, paper, publishing

7.4

Petro-chemicals

7.6

Chemical, rubber, plastic products

1.6

Ceramics, cement, etc.

4.1

Primary metals

0.6

Fabricated metals

-3.8

Motor vehicles

11.1

Electronics, computers

1.9

Other machinery and equipment

409.9

Other manufacturing

10.9

Utilities

16.0

Construction

4.5

Trade

6.0

Other transport services

3.4

Water transport

9.1

Air transport

51.3

Communications

6.9

Finance and insurance

4.5

Business and ICT

-0.5

Personal and recreational services

12.3

Public and other services

7.8

Source: IIDE CGE modelling calculations.

The table shows that overall the estimated changes in value added are more positive when
calculations are based on values rather than quantities. For Vegetables, Fruits and Nuts and for
most manufacturing and services sector the percentage change is now positive. Also, the large
increase in the value added of Other Machinery and Equipment is even more pronounced when
calculations are based on value. Here the estimated increase is 410 per cent instead of the 376 per
cent presented above.
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Trade
A closer look at the current trading patterns between the EU and Egypt indicate that the relationship
is very unbalanced. While close to 40 percent of Egyptian trade is with EU, only around 0.4 percent
of EU trade is with Egypt.
The top five most important Egyptian sectors exporting to the EU are: Other transport services
(16% of total exports to the EU), Petro-chemicals (11%), Mining (10%), Chemicals, rubber and
plastic products (9%) and Primary metals. Meanwhile, close to two thirds of Egyptian imports from
the EU are concentrated in Chemicals, rubber and plastic products (27%), Other machinery and
equipment (21%), Motor vehicles (9%), Business and ICT (5%) and Grains and crops (3%).
Chemicals, rubber and plastic products represent the highest share in Egyptian imports from the
EU. About 30 percent of imported products in these sectors are used by the same sector in Egypt,
with some of the output then exported back to the EU after processing.
Table 2.10 Overview, EU's trade with Egypt (2011)
EU's exports to Egypt
Sector

Egypt's exports to the EU

in €

share of

share of

in €

share of

share of

million

total EU

EU's

million

total

Egypt’s

exp.in

total

Egyptian

total

this

exp.to

exp.in

exp. to

sector

Egypt

this

EU (%)

(%)

(%)

sector
(%)

Grains and crops

555.35

2.9

2.7

95.08

41.6

0.5

Vegetables, fruit & nuts

236.27

0.8

1.1

424.99

28.7

2.3

Other agriculture and forestry products

173.12

0.4

0.8

139.72

22.3

0.8

1.30

0.0

0.0

12.61

26.3

0.1

149.43

0.3

0.7

1,844.75

43.8

10.2

8.70

0.0

0.0

8.34

34.4

0.0

Vegetable oils and fats

24.31

0.2

0.1

7.31

3.2

0.0

Other processed food

400.12

0.2

1.9

298.05

14.4

1.6

Beverages and tobacco

139.24

0.2

0.7

57.72

26.7

0.3

Textiles

260.28

0.4

1.3

1,150.25

43.3

6.3

Wearing apparel

216.53

0.4

1.0

900.57

39.0

5.0

Leather products

88.35

0.2

0.4

190.85

78.7

1.1

1,269.24

0.7

6.1

232.02

24.7

1.3

284.58

0.3

1.4

1,977.16

71.6

10.9

5,527.63

0.7

26.6

1,674.29

32.8

9.2

175.07

0.3

0.8

198.73

20.6

1.1

1,502.23

0.6

7.2

1,120.13

23.9

6.2

551.76

0.5

2.7

121.17

18.4

0.7

1,850.09

0.3

8.9

107.16

40.9

0.6

362.02

0.2

1.7

53.09

28.1

0.3

4,286.27

0.6

20.7

1,172.64

38.1

6.5

112.24

0.2

0.5

31.88

37.3

0.2

Utilities

12.35

0.1

0.1

36.62

38.8

0.2

Construction

92.18

0.3

0.4

359.93

40.9

2.0

Fish products
Mining
Livestock and Meat Products

Wood, paper, publishing
Petro-chemicals
Chemical, rubber, plastic products
Ceramics, cement, etc.
Primary metals
Fabricated metals
Motor vehicles
Electronics, computers
Other machinery and equipment
Other manufacturing
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EU's exports to Egypt
Sector

Egypt's exports to the EU

in €

share of

share of

in €

million

total EU

EU's

million

exp.in

total

share of

share of

total

Egypt’s

Egyptian

total

this

exp.to

exp.in

exp. to

sector

Egypt

this

EU (%)

(%)

(%)

sector
(%)

Trade

117.17

0.1

0.6

268.06

45.1

1.5

Other transport services

224.53

0.3

1.1

2,963.68

42.3

16.3

9.19

0.0

0.0

79.41

44.9

0.4

Air transport

288.84

0.3

1.4

480.65

39.6

2.7

Communications

195.76

0.5

0.9

534.67

55.4

2.9

Finance and insurance

342.66

0.3

1.7

182.96

41.1

1.0

Business and ICT

941.12

0.3

4.5

640.24

50.3

3.5

Personal and recreational services

118.00

0.2

0.6

426.69

47.4

2.4

Public and other services

240.26

0.6

1.2

345.81

36.3

1.9

Water transport

Source: GTAP.

The sector with the highest share of total EU exports destined for Egypt is the Grains and crops
sector (3%). Exports in most other sectors represent a relatively small share of total EU exports of
0.5 percent or less.
With the exception of some of the food sectors (e.g. Vegetable oils and fats (3%), and Other
processed foods (14%)), a large share of total Egyptian exports is destined for the EU market. The
EU is most important export destination for most sectors, with the highest share of Egyptian exports
going to the EU within the Leather products sector (79% of all exports are destined for the EU),
petro chemicals (72%) and within most of the services sectors. These figures highlight the fact that
the EU is a crucial trading partner for Egypt, and as such, any policy change affecting the trading
between the two countries is likely to have a significant impact on the Egyptian economy.
We now turn our attention to the expected changes in trade as a consequence of the DCFTA, by
first analysing the estimated changes in Egyptian trade with the rest of the world and then to the
expected changes in Egyptian-EU bilateral trade. Table 2.11 below summarizes current Egyptian
trade patterns and presents the estimated percentage change in exports and imports for each
sector.
Table 2.11 Sectors specific changes in Egyptian trade, long run setting
Sector

Baseline

% change in

Baseline

sectors share

total

sectors share

total

of total

Egyptian

of total

Egyptian

Egyptian

exports

Egyptian

imports

exports (%)

42

% change in

imports (%)

Grains and crops

0.5

2.1

9.1

-0.6

Vegetables, fruit & nuts

3.1

-0.1

1.1

0.0

Other agriculture and forestry products

1.3

-1.2

2.9

-2.3

Fish products

0.1

-3.5

0.0

13.3

Mining

8.9

-5.0

3.5

14.2

Livestock and Meat Products

0.1

-12.7

1.3

10.3
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Sector

Baseline

% change in

Baseline

sectors share

total

sectors share

total

of total

Egyptian

of total

Egyptian

Egyptian

exports

Egyptian

imports

exports (%)

% change in

imports (%)

Vegetable oils and fats

0.5

-1.2

5.1

-11.9

Other processed food

4.3

7.2

3.7

111.1

Beverages and tobacco

0.5

-5.3

0.6

424.8

Textiles

5.6

-25.4

3.3

31.0

Wearing apparel

4.9

-23.6

1.4

28.7

Leather products

0.5

5.4

0.4

25.9

Wood, paper, publishing

2.0

-7.0

5.1

67.7

Petro-chemicals

5.8

-3.1

3.0

11.9

Chemical, rubber, plastic products

10.7

3.2

15.2

9.4

Ceramics, cement, etc.

2.0

-3.7

0.8

44.1

Primary metals

9.8

0.7

8.3

39.7

Fabricated metals

1.4

-13.8

2.3

53.5

Motor vehicles

0.6

25.5

6.8

4.4

Electronics, computers

0.4

3.7

2.1

58.7

Other machinery and equipment

6.5

573.8

12.7

19.8

Other manufacturing

0.2

7.8

0.4

68.1

Utilities

0.2

-17.0

0.0

81.6

Construction

1.9

-11.4

0.4

22.1

Trade

1.3

-15.5

0.5

20.9

Other transport services

14.7

-9.9

1.1

14.0

Water transport

0.4

0.7

0.1

2.3

Air transport

2.6

75.1

1.1

-10.5

Communications

2.0

-20.5

0.7

24.7

Finance and insurance

0.9

-17.4

1.3

18.2

Business and ICT

2.7

-22.8

3.3

28.1

Personal and recreational services

1.9

7.8

0.5

1.7

Public and other services

2.0

-14.3

1.7

35.5

Source: IIDE CGE modelling calculations.

Similar to Egypt's bilateral trade with the EU, baseline Egyptian total trade is concentrated in the a
few big sectors, albeit with minor differences in ranking. For total trade the top five Egyptian export
sectors are: Other transport services (15%), Chemicals, rubber and plastic products (11%), Primary
metals (10%), Mining (9%) and Other machinery and equipment (7%).
Aggregate Egyptian exports are estimated to increase by 27 percent in the long run. This aggregate
increase is driven by increases in Other machinery and equipment (574%), Air transport (+75%)
and Motor vehicles (26%). The main reason for expansion of exports in these sectors is the
reduction in NTMs. As large increase in the export of these sectors takes place, output in these
sectors also expands, which is accompanied by lower prices for these products in the domestic
economy. As the price of these products decreases, import demand from other trading partners
also increases resulting in higher overall exports of these products. The increase in bilateral exports
to the EU is driven by substitution effects, as the EU imports more from Egypt in these sectors,
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causing a substitution away from other import partners in these products. While there are important
increases in certain sectors, several other sectors' export decreases, with the biggest decrease
taking place in Textiles (-25%), Wearing apparel (-24%), Business and ICT(-23%).
Egyptian imports are largely concentrated to the manufacturing sector, in particular Chemicals,
rubber and plastic products (15%), Other machinery and equipment, Primary metals (8%) and
Motor vehicles (7%) and the additional exports of Grains and crops (9%) from the primary sector. In
the long run setting, total Egyptian imports are expected to increase by 25 percent. In contrast to
estimated sector specific export changes discussed above, imports increase across most sectors
(with the exception of Vegetable oils and fats (-11%), Air transport (-11%) and Other agriculture and
forestry products (-2%)) and for many sectors this increase is in the two-digit range. By far the
biggest estimated increase is the 400 percent increase in the Egyptian imports of Beverages and
tobacco, due to the lowering of very high initial tariffs (see Annex E for initial tariffs and NTMs per
sector). However, this sector only accounts for 0.6% of overall baseline imports, so the aggregate
effect of this increase is not very high. Other sectors with significant increases in imports are Other
processed foods (+111%), Utilities (82%,-albeit from base value corresponding to less than 0.1% of
exports), Wood, paper and publishing (+68%), Other manufacturing (+68%) and Electronics and
computers (+59%). For the five largest import sectors, the estimated changes are more modest.
These increases in almost all import sectors are a result of the reductions of trade barriers across
all sectors. The highest changes trigger the biggest increases in imports (notably Beverages and
tobacco). The aggregate changes are significant even if the measures implemented are mostly
bilateral in nature vis-à-vis the EU, because of the high importance of the EU as a trading partner
for Egypt. As import increases from the EU, in most sectors the expansion effects dominate. In
other words, as barriers are removed, Egyptian importers are not simply substituting away from
other import sources towards European ones, but importing more.
The importance of each sector’s contribution to the increase in total exports to the EU is depicted in
Figure 2.4. This graph is based on each sector's contribution to the estimated increase in the
volume of bilateral exports. The contribution of a given sector will be small - even if there is a big
percentage change in the sector's exports - if the sector represents a very small share of total
exports. On the other hand, sectors with relatively big changes and average export share, or
sectors which represent a big share of total exports and experience a smaller change could both
drive larger export expansion. As we can see from the figure, the sector with by far the biggest
contribution to export expansion is the other machinery and the equipment sector. This is due to the
very large increase in this sector of bilateral trade with the EU. The large increase is due on the one
hand to the removal of important NTMs in the sector and on the other hand to general equilibrium
effects leading to further expansion of this sector as some other sectors (mainly Beverages and
tobacco) shrink.
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Figure 2.4 Sectoral decomposition of the estimated DCFTA related expansion of Egypt's exports to the
EU in the long-run
Total DCFTA related expansion of Egypt's
exports

100,0%

Other machinery and equipment

83,7%

Chemical, rubber, plastic products

4,2%

Primary metals

3,2%

Air transport

3,2%

Other sectors

1,7%

Other processed food

1,2%

Mining

0,9%

Ceramics, cement, etc.

0,6%

Motor vehicles

0,6%

Vegetables, fruit & nuts

0,6%
0%

20%

40%

60%

80%

100%

Source: IIDE CGE modelling calculations.

2.3

Environmental indicators in the CGE model
The effects of a DCFTA on the environment can be measured in CGE through the effects on land
use and CO2 emissions. The effects on land use in Egypt and the EU, as well as the changes in
CO2-emissions for Egypt, the EU and the world in the long run setting, are presented in Table 2.12
below.
Table 2.12 Environmental variables, long run setting, emission changes measured in Million MT Co2.
Change in emissions

Change in land use intensity, %

1.1

0.02

Egypt

2.1

-0.86

World

-1.2

European Union

Source: IIDE CGE modelling calculations.

The resulting difference in production patterns, caused by liberalising bilateral EU-Egypt trade leads
to a small increase in the emissions of CO2, which is shown in the first column of the table. Egypt’s
emissions will increase 2.1 metric tones. The small increase of EU CO2 emissions amounts to one
metric tone. In relative terms, the total increase is shown to be negligible globally.
As can be seen from the second column, land use in the EU is practically unaffected, while the
resulting changes in Egyptian production causes a small decrease in land use of 0.9 percent,
mainly due to a decrease in agricultural production.

2.4

Social indicators in the CGE model
Some of the estimated variables from the CGE analysis, which are of special interest for the social
impact assessment later in this study, are presented in the table below.
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Table 2.7 Social Indicators, long run setting, changes in percent
Wage Change

European
Union
Egypt

Labour displacement

less skilled

medium skilled

high

less skilled

medium

high

workers

workers

skilled

workers

skilled

skilled

0.0

0.0

0.0

0.2

0.1

0.2

-2.0

3.2

0.1

12.8

12.2

12.2

Source: IIDE CGE modelling calculations.

The first column shows the estimated changes in wages for less skilled workers for the EU and
Egypt. European wages remain unchanged, while less skilled workers in Egypt could experience a
decrease in wages of two percent and medium skilled workers an increase of three percent in the
long run setting. These changes are driven by changing demand for labour in different sectors.
Output in some of the primary sectors contract due to increased competition from European
exporters, while the other manufacturing and air transport sectors expand; as a result, demand for
low skilled workers relative to other workers could decrease in the Egyptian economy.
The last two columns, containing labour displacement, illustrate how much average movement is
expected to take place between sectors within the EU and Egypt. Labour displacement is measured
as the share of the labour force that will relocate as production patterns change due to the DCFTA.
No labour relocation is expected to take place in the EU, since the relative changes are too small to
trigger any major shifts in employment. For Egypt, however, in the longer run about 13 percent of
less skilled and 12 percent of medium-, and high skilled workers are expected to change sectors for
employment. The short run estimates are roughly half (i.e. 6, 7 and 7 percent of the less, medium
and high skilled labour force respectively is expected to relocate across sectors). Liberalising trade
with the EU puts pressure on the Egyptian economy to adjust production to the sectors with
comparative advantage. This displacement is triggered by the same driving forces as those
changing wages. Demand for workers change as some sectors expand while others contract due to
trade liberalisation. The estimated significant wage increases point to the fact that the main reason
for changing sectors is workers’ opportunities to earn higher wages and find new job opportunities,
i.e. the expanding sectors pulling in labour from other sectors.

2.5

Synthesis and implications of the CGE results
The purpose of this chapter was to present and discuss the estimated effects of liberalising trade
between the EU and Egypt, using a CGE model. The model has incorporated trade liberalisation
assumptions regarding tariffs, NTMs in goods and in services. Both short and long run effects were
analysed. The main results are the following:


Positive national income effect for Egypt which in the long run setting would be close to a 2
percent increase in GDP;



The most important measure to reap the gains from liberalising trade with the EU for Egypt is
the lowering of NTMs in goods - about half of the Egyptian gains stem from this measure;



A significant increase in Egyptian trade is expected, especially bilateral trade with the EU;



Medium skilled workers in Egypt can expect wage increase, while wages for the less skilled
workers are estimated to decrease by 2 percent in the long run;



Over the long run, consumer prices in Egypt are expected to increase by close to 2 percent,
which in combination with lower wages puts pressure on the welfare of the lower skilled
workers;



Notable levels of labour displacement in Egypt (around 7 percent in the short run and up to 13
percent in the longer run across all workers), point to the need for taking action to ease the
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restructuring of Egyptian economy. The difference in the short and long run setting estimates of
labour displacements shows that there will be an initial strong impact to the employment of
labour across sectors, followed by a tiered continuation of displacement over time;


Estimated effects on environmental factors do not point to any specific concerns; no increase in
global CO2 emissions is expected, while a small decrease in Egyptian land use is likely;



The most pronounced increase in production in Egypt is expected to take place in the other
machinery sector. This sector has a high share of imported inputs and the DCFTA will lower the
costs of these inputs, making the sector internationally more competitive;



The most pronounced decrease in production in Egypt is expected to take place in the
Beverages and tobacco sector (-30%), due to the removal of current high tariff levels.
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3

Additional social analysis

This chapter contains the additional social analysis, using a mix of quantitative and qualitative
techniques. Sections 3.1 to 3.3 contain the results of the social analysis, while section 3.4 pays
specific attention to the impact on human rights. Throughout the chapter, we first present the
current situation and subsequently analyse the impact of the DCFTA.

3.1

Social status quo
With respect to the current social situation in Egypt, we start by looking at several quantitative
indicators (income, inequality, poverty), followed by an assessment of the current situation with
respect to the ILO’s Decent Work agenda, more specifically its four pillars: 1) Job creation; 2)
Guaranteeing rights at work; 3) Extending social protection; and 4) Promoting social dialogue.
Finally, we address gender as a cross-cutting objective.

3.1.1 Decent work in Egypt
Employment and job creation
Egypt’s labour market has a history of low employment. Over the last few years the situation on the
Egyptian labour market has deteriorated. Especially women, young people and those with higher
educational attainments are struggling to find jobs.
Employment in Egypt
The 2012 employment rate of 38.8 percent in Egypt is low in comparison to the average
employment rate in North Africa of 44.1 percent in 2012. The country has also seen a sharper
decrease since 2008; of 1.5 percentage points in Egypt compared to 0.2 percentage points on
6
average in North Africa.
Total employment rates ranged from 37.1 – 40.4 percent in the period from 2001 to 2012, as can be
seen in Table 3.1. Employment increased from 2002 until 2008, but has been declining since 2009.
In 2012 Egypt’s employment rate reached the 2004-level of 38.8 percent.
Table 3.1 also shows the difference in employment rates between men and women: over the whole
period the employment of men compared to women is roughly four times higher. Where male
employment rates hovered between 61.1 and 65 percent, the rates for women were between 13.4 –
16.6 percent in the last decade.
Table 3.1 Employment- to-population ratio, per gender and age groups (%)
2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

Total

37.5

37.1

38.0

38.8

39.2

38.4

40.1

40.3

40.1

40.4

38.7

38.8

15-24

20.4

22.5

23.7

24.8

25.0

23.3

24.7

25.0

24.8

25.1

22.0

21.9

25+

50.8

48.5

49.2

49.7

50.3

50.1

51.9

52.0

51.7

51.9

51.1

51.2

Female

13.8

13.4

13.6

13.8

13.6

14.1

16.6

16.4

15.8

16.2

14.9

15.0

15-24

8.4

12.7

11.9

10.9

8.8

9.0

10.0

9.6

8.6

9.0

7.0

7.0

25+

17.9

14.0

15.0

16.0

17.3

18.0

21.6

21.5

21.3

21.6

20.8

20.9

6

ILO 2013, World of work report, Snapshot of Africa.
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2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

Male

61.4

61.1

62.6

63.9

65.0

62.8

63.8

64.4

64.5

64.7

62.6

62.7

15-24

31.9

32.0

35.2

38.1

40.7

37.1

39.0

39.9

40.4

40.6

36.5

36.3

25+

84.5

83.9

84.2

84.2

84.1

82.9

83.0

83.3

83.0

83.0

82.3

82.3

Source: ILO KILM.

Another striking disparity is found between the different age groups, presented in both Table 3.1
and Figure 3.1. The employment rate among the age group of 15 to 24 is particularly low.
Furthermore, in this age group the difference between men and women is even larger than for all
ages, at around five times on average over the years.
Figure 3.1 Employment-to-population ratio total, per age group
60

50

40
15-24

30

15+
25+

20

10

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

2001

2000

0

Source: ILO KILM.

Unemployment rates by gender and age
Between 2000 and 2012 unemployment rates fluctuated within a relatively narrow bandwidth,
between 9 and 12 percent for the total population. There was a period of increase from 2000 to
2005, followed by a decrease up to 2008 and another period of increasing unemployment rates
since. The 2011-2012 unemployment rates are the highest in the given period, although only
slightly higher than in 2005.
Table 3.2 Total unemployment rate (%)
2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

9.0

9.4

10.2

10.4

10.7

11.2

10.6

8.9

8.7

9.4

9.0

12.0

11.9

Source: ILO KILM.

Similar to the employment rates, there are significant gender differences in the unemployment rates
in Egypt. Female unemployment rates are around four times higher than male unemployment over
the 2000-2012 period, as can be seen in Figure 3.2.
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Figure 3.2 Total unemployment rate (%)
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Source: ILO KILM.

The total unemployment rates are quite similar to the long-term unemployment rates, which is
defined as unemployment for a year or longer, as can be seen in Figure 3.3.
Figure 3.3 Long-term unemployment (%)
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Source: ILO KILM.

Unemployment by education level
Unemployment rates differ significantly per level of educational attainment. As can be seen in
Figure 3.4, rates are lower for persons with primary level or less education. There has recently
been an increase in unemployment among this group, from 2 percent in 2010 up to 5 percent in
2011. Persons with secondary level education only, faired worst up to 2006. Rates of unemployed
with this educational level, however, decrease substantially since 2005, declining to 11 percent in
2011. People with tertiary level education attainments currently face the highest unemployment
rates ever since 2007, with a peak at 19 percent in 2010, and a decline to 14 percent in 2011.
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Figure 3.4 Unemployment by level of educational attainment (%)
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Source: ILO, KILM.

Causes of unemployment
According to the 2006 Labour Force Sample Survey, unemployment was primarily a youth problem,
with almost 90 percent of the total unemployed placed in the 15-29 age group. (OECD African
economic outlook, 2008) This can partly be explained by Egypt’s population structure; the age
groups of15-19 and 20-24 years are relatively large, as can be seen in the figure below:
Figure 3.5 Population pyramid 2006

Source: ILO, 2010 Working children in Egypt.

According to the ILO the greatest threat to Egypt’s economic progress and social stability is the
tremendous lack of decent work opportunities for young people (aged 15-29). In 2012 the
unemployment rate for young people was 28.9 percent for men and 48.6 percent for women. These
rates however do not represent the complete picture; many young people have had to accept jobs
below their capabilities, which are low paid and insecure. This lack of decent work prevents a
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generation from gaining the experience and income they need and thus hampers further economic
7
growth of Egypt.
In the short run, the share of young people in the labour force is expected to decline. Long term
demographic projections however, indicate an increasing share of young workers from 2020
onwards. Factors contributing to stronger growth of the youth population include higher birth rates
and immigration. These developments make it essential that Egypt, and the entire North African
region, develop a labour market able to absorb the new entrants and as such benefit from the
8
demographic dividend.
In rural areas the situation is even worse than in urban areas. Especially young women suffer, as
they are not only facing high unemployment rates but also traditional, cultural constraints, through
which young women are hardly ever allowed to work. The majority of those young women working
are unpaid contributing family workers. Those who are in paid-employment often face disrespect of
9
their working rights and bad working conditions.
A further issue concerns the educated youth; unemployed rates for this group have swelled. Thus
though there is better access to education than ever, this has not led to better employment
opportunities. In fact, young people with high-level educational attainments have become a new
vulnerable group (see Figure 3.4 above). At the same time as 1.7 million young people are in
search of a job, employers claim they cannot find duly qualified workers. It thus appears that the
educational and training system of Egypt fails to provide for the skills in demand.10 Many young
people in the region are both overqualified and underqualified for available positions. According to
the World Bank’s Enterprise Surveys, labour skill levels are one of the key constraints in Egypt;
accounting for 31 percent of unemployment.11 Overall, almost one third of all employed youth were
vulnerably employed, in the sense that they were either working as unpaid family workers or on
their own account.12
Significant inflows of refugees from Syria and Libya put further pressure on Egypt’s labour market.13
Because it is difficult for these groups to find employment in the formal sector, they are likely to
work informally, which in turn leads to an expansion of informal employment.
Guaranteeing rights at work
Accidents at work
A first indicator on the level of rights at work concern the incidence of accidents at work. From 2011
to 2012 there has been an increase of around 53 thousand days across all sectors. However, there
are differences across sectors; in both years days lost were high for the manufacturing,
transportation, public administration and defence sectors. A decrease occurred in some sectors;
agriculture, mining, electricity and construction among others. A strong increase is found in
occupational injury in the sectors of water supply, transportation and information and
communication, etc. See Figure 3.6.

7
8

9
10

11
12

ILO 2012 Decent jobs for Egypt’s young people http://www.ilo.org/public/english/region/afpro/cairo/projects/djep-agri.htm.
ILO 2014 Global employment trends, http://www.ilo.org/wcmsp5/groups/public/---dgreports/---dcomm/--publ/documents/publication/wcms_233953.pdf.
ILO 2012 Decent jobs for Egypt’s young people.
ILO, 2010, Youth employment national action plan,
http://www.ilo.org/public/english/region/afpro/cairo/downloads/nap_e.pdf.
ILO 2014 Global employment trends, p.64.
ILO, 2010, Youth employment national action plan.
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Figure 3.6 Days lost to occupation injury
2012
A. Agriculture, forestry and fishing

4226
4407

B. Mining and quarrying

4184
5080
273128
267659

C. Manufacturing
29626
35160

D. Electricity, gas, steam and air conditioning supply
E. Water supply; sewerage, waste management…
F. Construction
G. Wholesale and retail trade; repair of motor…

51864
20462
21958
29243
7659
9764
81327
69558

H. Transportation and storage
I. Accommodation and food service activities
J. Information and communication
K. Financial and insurance activities

7344
6179
971
295
6036
6788

L. Real estate activities

1214
0

M. Professional, scientific and technical activities

2974
5088

N. Administrative and support service activities

1171
469

O. Public administration and defence; compulsory…
P. Education
Q. Human health and social work activities

2011

37608
28534
10422
7138
22652
15368

R. Arts, entertainment and recreation

1222
431

S. Other service activities

2406
3284
567992
514907

TOTAL. Total

Source: ILOSTAT.

Minimum wage
In 2011 Egypt increased the minimum monthly wage rate for civil servants. The implementation of
wage increases appear to be problematic. Over half a million temporary workers in the government
had not received the minimum wage promised to them earlier. Furthermore, there are legal
uncertainties about the applicability of the minimum wage on the private sector.

14

ILO Conventions ratified by Egypt
Egypt has been a member of the International Labour Organisation since 1936 and has ratified
eight fundamental ILO conventions; most recently (in 2002) no.182 regarding the worst forms of
child labour. There are 48 ILO conventions that Egypt has not ratified. One of them is no. 122
concerning Employment Policy, which falls in the Governance category and is regarded as ‘priority’.
The convention states that “each Member shall declare and pursue, as a major goal, an active
policy designed to promote full, productive and freely chosen employment”.

15

The ILO’s Committee of Experts on the Application of Conventions and Recommendations
(CEACR) has made several comments on Egypt’s national legislation over the last decade, as it
was in conflict with the ILO core convention on Freedom of Association and Protection of the Right
to Organise (No.87). After the revolution amendment of the law began, and currently the final draft

14
15
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African economic outlook http://www.africaneconomicoutlook.org/en/countries/north-africa/egypt/.
ILO Convention C122
https://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:12100:0::NO:12100:P12100_INSTRUMENT_ID:312267:NO.
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law on trade union organisations and protection of the right to organize is awaiting adoption. As was
repeatedly requested by the CEACR in previous comments, the new draft law abandons the former
single trade union system and recognises trade union pluralism, providing clear legislative
protection to the numerous newly formed independent trade unions.

16

However, several discrepancies between the Convention and the national situation in Egypt
persisted under the Trade Union Act. For decades a single trade union system was institutionalized,
with the law granting control to higher-level trade union organisations over the nomination and
election procedures of executive committees of trade unions, as well as over the financial
management of trade unions. Furthermore, workers were not allowed to join more than one
workers’ organization, which impeded on their right to freedom of association. A further impediment
on the functioning of unions was the removal from office of the executive committee of a trade
union, which has provoked work stoppages or absenteeism in a public service or community
services. Furthermore, prior approval from the Confederation of Trade Unions was required before
a strike.
Under the Labour Code there were more restrictions to the right to strike. Most importantly, the
exclusion of certain categories of workers; the majority of public servants, domestic workers and
workers who are members of the employers’ family. The Labour Code also prescribed the legal
17
obligation to trade unions, accompanied by a penalty, to specify the duration of a strike. The
amended law is expected to put an end to these impediments.
With regards to the Right to Organise and Collective Bargaining Convention (No.98) the CEACR
has also provided comments. Most importantly, in 2014 the Egyptian government is asked to
provide a response towards allegations by the International Trade Union Confederation on
legislative issues which were also raised by the Committee earlier. The main allegations concern an
impediment on collective bargaining; the public servants of state agencies including the local
government units and the public authorities are excluded from the right to collective bargaining. The
CEACR observes that this category of workers should be included, as all public service workers
other than those engaged in the administration of the State should enjoy collective bargaining
rights. Besides these legislative issues there are also allegations concerning cases of retaliatory
measures, including dismissals, taken against workers and trade union officials for exercising their
labour rights and trade union activities. So far, the government has not responded to these
18
allegations by the ITUC, nor to the request from the CEACR.
In 2014 the CEACR made several direct requests, one of them on the convention on Weekly Rest
(No.106). It concerns persons to which special weekly rest schemes apply; they should not work for
any longer than three weeks without receiving the rest period to which they are entitled. Under the
Egyptian Labour Code it is unclear what the exceptional circumstances and extraordinary work
needs under which rest days can be accumulated entail. The Committee requests the Government
to re-examine the appropriateness of authorizing the deferral or accumulation of weekly rest
entitlement for two months and to consider the possibility of amending the relevant provisions of the
19
Labour Code accordingly.
Furthermore, a direct request was put forward on the convention on Occupational safety and health
concerning Dock Workers (No.152). It is unclear in what way the government gives effect to the
16
17
18
19

CEACR comment http://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:13100:0::NO::P13100_COMMENT_ID:3148401.
CEACR comment http://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:3148398.
CEACR observation http://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:3148405.
CEACR Direct request
https://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:3150317.
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provision of arrangements under which workers can report situations of risk to their supervisor and
specific measures for safety, in law and in practice. Another aspect of the convention is the
consultation and collaboration between employers and workers, it is requested that the government
provides information on the provisions and arrangements made. The CEACR also askes about
other technical aspects, such as the width of passageways and the construction of hatch covers
20
and beams.
Another direct requests by the Committee concerns the convention on Tripartite Consultation
(No.144), the government is asked to provide relevant information on consultations held, including
21
the frequency and nature of consultations.
Child labour
The National child labour survey of 2010 reports 1.8 million out of 17.1 million Egyptian children to
be engaged in some type of employment, which corresponds with a rate of 10.5 percent.
Employment rates are more than three times higher for boys than for girls and also increase
significantly with age for both genders.
Share of children in labour force
In 2010 10.5 percent of children, aged 5 to 17, were employed, and 9.3 percent, or about 1.6
million, were engaged in child labour according to international definitions. Employed children are
designated as child labourers if they perform hazardous work, or are under the age of 12, or are
between the ages of 12 and 14 and work for 14 hours or more per week. Hazardous work includes
any work in designated hazardous industries or occupations, work for long hours (i.e. more than 43
22
hours per week) or work under hazardous working conditions.
As can be seen in Table 3.3, both the rate of employment and the rate of child labour increase
significantly with age. For children aged 15-17 the rates are respectively 23 and 19 percent.
Table 3.3 Incidence of employment and child labour, ages 5-17, by age and sex (%)

Boys

Girls

All

5 - 11

12 - 14

15 - 17

Total (5-17)

Employment

5.8

20.0

34.4

15.8

Child labour

5.8

18.2

29.8

14.3

Employment

2.2

6.5

10.0

5.0

Child labour

2.2

5.1

7.2

4.0

Employment

4.0

13.3

22.6

10.5

Child labour

4.0

11.8

18.9

9.3

Source: ILO & CAPMAS, 2012.

Boys’ rates of employment and child labour are over three times higher than those of girls. This
difference can be explained by the fact that many of girls engage in domestic jobs rather than
economic activity. Nearly 90 percent of employed boys are engaged in child labour. Although the
proportion of employed girls engaged in child labour is smaller, it is still substantial at 81 percent.
On average, children in Egypt work about four hours per day. A significant minority of children
(about a quarter) works 43 or more hours per week, which is more than full-time work. Again the

20
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56

CEACR Direct request
https://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:3127050.
CEACR Direct request
https://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:3146381.
ILO & CAPMAS 2012, Working children in Egypt.
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proportion of boys who do that is higher than that of girls. About 30 percent of employed children
are working in hazardous industries (7.7%), such as mining and construction, in hazardous
occupations (1.7%), or for long hours (20%).
The incidence of child labour increases with parents lacking education, with poverty, and with
households being exposed to both specific and community shocks. As education levels among
Egyptian young adults rise it might be expected that rates of child labour will further come down.
However, there remains a need for policies that reduce overall poverty levels by creating productive
and decent employment for adults and that build social safety nets to protect families from falling
23
into poverty as a result of either specific or community-wide shocks.
The ILO’s CEACR made several comments and requests to the Egyptian government with regards
to the Convention on combatting the Worst Forms of Child Labour (No.182), which Egypt ratified in
2002. Action was taken to combat child labour through the adoption of a National Action Plan. The
CEACR requested in 2010 that the government take the necessary measures to ensure this
24
National Action Plan includes measures to combat the worst forms of child labour. Some positive
developments with regards to child labour were seen earlier, in 2008 and 2010: In 2008 a law was
introduced which prohibits the sale and trafficking of a child, defined as anyone under the age of 18,
for labour exploitation. In 2010 the minimum age for admission to employment or work was raised
from 14 to 15 years, as such bringing it into line with what is prescribed at the international level.
However, key concerns remain. First of all with regards to the lack of protection and instances of
criminalization of child victims of domestic servitude, child prostitutes and street children. There are
credible reports that indicate that police sometimes arrest street children for prostitution or forced
begging and treat them as criminals rather than victims. And secondly, children working in
agriculture appear to be at special risk. Besides the year-round employment of children there are
over a million children hired each season to bring in the Egyptian cotton crop. These children
routinely work 11 hours a day, seven days a week, in 40-degree summer heat. The CEACR has
requested the Egyptian government to increase its efforts to ensure children are not engaged in
hazardous activities when working in agriculture. The capacity of child labour inspectors needs to
25
be strengthened and the tracking system for children working in agriculture is to be improved. This
request has been repeated in 2014, with regards to the Labour inspection (agriculture) convention
(No.129), with particular attention to any educational activities carried out by the labour
26
inspectorate.
Social protection
The Egyptian social security system is rated in the World Social Security Report (2010) as “semicomprehensive”. This rating is similar to Morocco but somewhat below other Maghreb countries like
Tunisia or Algeria, which have comprehensive systems including protection against unemployment.
The system in Egypt includes (at least one) statutory programme(s) on:


Sickness;



Maternity;



Old age;



Invalidity;



Survivors;

23
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ILO and CAPMAS (2012): Working children in Egypt: Results of the 2010 National Child Labour Survey,
http://www.ilo.org/ipec/Informationresources/WCMS_IPEC_PUB_21017/lang--en/index.htm.
Direct request CEACR
http://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:2337191).
Comment CEACR http://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:2337184:NO.
Observation CEACR https://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID:3150876.
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Employment injury;



Unemployment.

Most relevant for the Decent Work are the social security statutory provision for employment injury
and for unemployment. For employment injury there is a social insurance scheme, with
contributions from employers only. The estimate of legal employment injury coverage as a
percentage of the economically active population is 52 percent. It should be noted that legal
coverage is distinct from effective coverage; thus for 52 percent of Egypt’s population there are
existing legal provisions for coverage by social insurance for employment injury. For unemployment
there is also a social insurance scheme. Employees make no contributions, the state contributes
27
irregularly and there is some contribution by employers. The legal coverage rate is 52.5 percent.
Coverage rates
The ILO has no data available on the effective coverage rate of social insurance for Egypt.
However, estimates of 2006 coverage are provided below in Table 3.4 for workers and in Table 3.5
for the total population.
Table 3.4 Workers with current personal enrolment in social insurance (%) - 2006
Male

Female

Urban

Rural

Total

Total

40.6

38.7

56.2

28.4

40.2

Aged 20-29

20.0

25.9

33.6

19.7

22.0

Aged 50-59

62.5

44.6

77.3

40.8

58.2

Source: Population council 2012.

While the above numbers look quite positive, the coverage rates for the entire population are
substantially lower.
Table 3.5 Total population with current personal enrolment in social insurance (%) - 2006
Male

Female

Urban

Rural

Total

Total

20.1

5.7

18.0

9.1

12.0

Aged 20-29

12.3

3.7

11.1

5.6

7.8

Aged 50-59

55.5

11.4

42.0

23.1

32.3

Source: Population council 2012.

Coverage rates are substantially lower for the younger age group. This can partly be explained by
the fact that those in public employment are automatically enrolled in social and health insurance
systems and the decline in public sector hiring in Egypt. The high incidence of informal employment
28
is another reason for low coverage rates.
Social protection expenditure
Total social protection expenditure, as a percentage of GDP, has risen substantially in Egypt since
the 1990s, as can be seen in Table 3.6 below. The spending has consistently been above the
average levels of the North Africa area. Health care spending represents only a minor part of total
social security expenditure.

27

28
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ILO 2010, World social security report, http://ilo.org/global/research/global-reports/world-social-security-report/lang-en/index.htm.
Population council 2012 Social Protection in Egypt: A Policy Overview,
http://www.popcouncil.org/uploads/pdfs/wp/mena/23.pdf.
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Table 3.6 Total public social security expenditure and health expenditure; as % of GDP
1990

1995

2000

2005

2007

2009

2011

Egypt

4.4

5.3

8.6

8.8

12.9

14.2

13.2 (11.7 excl. health care)

North Africa

4.2

4.3

5.9

6.4

8.4

9.5

9.0

Source: ILO social security inquiry database.

Egypt’s social security expenditure mostly goes towards subsidies on energy (6 percent of GDP)
and food (2 percent of GDP). However, the subsidies are targeted in an ineffective and inefficient
manner as less than 25 percent of subsidies actually reach their intended targets. The distribution
mechanisms are untargeted and disproportionate across regions, resulting in the top 40 percent of
the population enjoying about 60 percent of energy subsidies, and the bottom 40 percent receive
only 25 percent of those benefits. In urban areas these disparities are even wider: the top 40
percent of the urban population receives about 75 percent of energy subsidies and over 90 percent
29
of petrol subsidies.
In contrast to the subsidies, non-subsidy social protection schemes (such as cash transfers,
microcredit and health benefits) accounted for only 0.11 percent of GDP in 2009. Inadequate
investment in these non-subsidy schemes led to low coverage, high leakage and limited benefit
levels: only 15 percent of the poorest income quintile benefits from non-subsidy schemes and they
make up only 10 percent of beneficiaries’ income. Despite the inefficiencies of the Egypt’s subsidy
schemes, simply removing them would have significant impoverishing effects according to the
Centre for Economic and Social Rights. Instead, according to this Centre, the government should
restructure its social protection framework to reach those that need it most. So far, successive
administrations have failed to address the comparatively low investment in social spending. Egypt’s
investment in key social sectors is low compared to other countries in the region and has
30
decreased in recent years; with no reversed trend following the revolution.
New social assistance programs were introduced as pilot programmes in Egypt in 2010. These
included for example a conditional cash transfer program in one of the slums in Cairo and a
31
program to improve living conditions in Egypt’s 1,000 poorest villages.
Promoting social dialogue
Up to 2011 there was only one legally recognized national trade union, the Egyptian Trade Union
Federation (ETUF). This federation had strong ties with the ruling party and controlled nominations
and elections of trade union officials. There is a strong anti-union approach among most employers.
Collective bargaining is practically non-existent, making strikes and street protests the only resort
for workers. The dismissal of workers for going on strike is a common response.
There is little information about the extent of social dialogue in Egypt. The ILO provides the below
estimates for 2008.
Table 3.7 Social dialogue indicators
Proportion of wage and salaried earners

Proportion of total employment

3.4

2.1

26.1

16.1

Collective bargaining
coverage
Trade union density rate
Source: ILO 2011 Social Dialogue Indicators.
29
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African economic outlook http://www.africaneconomicoutlook.org/en/countries/north-africa/egypt/.
CESR 2013 Factsheet Egypt, http://www.cesr.org/downloads/Egypt.Factsheet.web.pdf.
Population council 2012 Social Protection in Egypt: A Policy Overview,
http://www.popcouncil.org/uploads/pdfs/wp/mena/23.pdf.
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After the revolution in 2011, the Egyptian Federation of Independent Trade Unions was formed, and
as such broke a six decade state monopoly on the trade union movement. Many independent trade
unions have emerged since, hundreds according to Human Rights Watch. However, until the new
law on trade unions is in place, further discussed in 3.2.2, these new unions are in place without
32
any legal protection. No updated information on trade union membership and collective bargaining
coverage is available.
In 2010 the International Trade Union Confederation described collective bargaining as ineffective
or non-existent in Egypt. No effective tools exist for collective bargaining neither at the national nor
at industrial or work site levels. The government sets wages, benefits and job classifications for the
public sector, however in the private sector employers avoid collective bargaining and disregard
government decisions on minimum wages, social security and other issues.33
While there is little information on trade unions and membership, the extent of organisation of
employers is even less clear. Although there are some positive recent developments; a bipartite
agreement in the free zone of Port Said was signed in March 2014. It is aimed at strengthening
social dialogue, between the Egyptian Democratic Labour Congress and the Port Said Investors’
Associations.34 Furthermore, according to the British Council, involved in the development of
education in Egypt, there is substantial involvement of employer associations, as well as trade
unions, in training standards development for the industries of building and construction,
35
manufacturing and tourism and hospitality.
As described above, there are many issues regarding the laws and implementation of the right to
the freedom of association. The establishment of the independent trade union federation and the tobe-adopted draft law on trade union organisations and protection of the right to organize are
certainly positive steps. According to a Chatham House report there have been improvements in
workers’ rights since the revolution, however at the same time there have been reverses. Such as
the sentencing of an independent trade union activist to six months in prison for insulting a public
official in February 2012.

36

More recently, late in 2012 seven nurses were arrested for calling a strike after failed wage
negotiations. Around the same time a textile company failed to adhere to the wage increases
agreed in a collective agreement, workers who went on strike were dismissed. In January 2013,
there has been the forced resigning of a worker’s spokesperson who tried to conduct negotiations
regarding mass dismissals between the company and workers. In May 2013 a cement factory strike
was ended with the use of force by security personnel.

37

3.1.2 Gender equality
In post-revolutionary Egypt, the economic and political empowerment of women is uncertain and
their status may be deteriorating. Women’s participation in the democratic process remains
challenged by the emerging agenda of Islamist political forces. Recent political developments in the
32
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Human Rights Watch 2014: World Report 2014 Egypt, http://www.hrw.org/world-report/2014/countrychapters/egypt?page=2.
ITUC (2013): Survey of Violations of Trade Union Rights Egypt http://survey.ituc-csi.org/+-Egypt-+.html?lang=en#tabs-3.
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Chatham House, 2012 Bread, Dignity and Social Justice: The Political Economy of Egypt’s Transition,
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country demonstrate that it is difficult to guarantee the enforcement of measures to promote gender
equity in the current climate. Women remain marginalised in economic activities. Although women
make up 30 percent of the professional and technical workforce, only 9 percent of Egypt’s
38
administrators and managers were women in 2007.
As already described above, young women face additional challenges in finding (decent) work: as
they often do not get the chance to participate in labour markets and are reduced to their traditional
role to stay at home and have children. Alternative living concepts are rarely found in particular for
women in rural areas. And the few women who have a job complain about poor working conditions.
This is said to give families another strong argument not to allow their young girls to work.

39

Labour force participation rate by gender
The male labour force participation rate is around four times higher than the female participation
rate. As shown in Figure 3.7, the labour force participation rate has been increasing for both males
and females: for females from 21.1 percent in 2000 to 25.6 percent in 2012, an increase of 4.5
percentage points. During the same time male participation rates grew by 2.1 percentage points;
from 767 percent to 78.8 percent.
Figure 3.7 Labour force participation rate by gender (%)
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Source: ILO KILM.

Share of women employed in the non-agricultural sector
The share of women employed in the non-agricultural sector is quite low and has decreased since
2002, with little variation since, at around 18 percent.

38
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African economic outlook, Egypt 2013, http://www.africaneconomicoutlook.org/en/countries/north-africa/egypt/.
ILO 2010, Egypt: Youth employment national action plan,
http://www.ilo.org/public/english/region/afpro/cairo/downloads/nap_e.pdf.
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Figure 3.8 Share of women employed in the non-agricultural sector (as % of total non-agricultural
employment)
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Source: ILO KILM.

Gender wage gap
The total gender wage gap has seen substantial fluctuations over time, with a rather low 12.4
percent in 2004 and a high of 22.2 percent in 2007. However, there is considerable variation
between men’s and women’s earnings across sectors, as shown in Table 3.8.
Table 3.8 Gender wage gap per economic activity (%)

A. Agriculture, hunting and

2000

2001

2002

2003

2004

23.9

13.5

25

30.2

53.7

2005

2006

2007

forestry
B. Fishing

0

C. Mining and quarrying

4.7

45.8

26

15.8

44.7

16.8

11.5

22.3

20.3

65.8

D. Manufacturing

33.6

31.7

32.5

33.8

25

28.3

24.3

33.8

E. Electricity, gas and water

45.8

5.5

14.3

7.7

6.6

12.6

17.7

10.9

supply
G. Wholesale and retail trade

13.2

H. Hotels and restaurants

1.9

0

K. Real estate, renting and

29.2

23.3

21.5

25.8

11.4

18.5

5.1

33.1

22.6

27.1

11.8

22.2

11

9.6

5.2

29

27.7

26.9

63.2

30.2

26.5

43.5

28

9.9

7.7

13.2

6.5

12.4

22.3

20.3

22.2

0.4

business activities
M. Education
N. Health and social work
O. Other community, social and

14

personal service activities
Total

26

15.3

16.8

16.8

Source: ILOSTAT.

The total gender wage gap of 22.2 percent in 2007 is substantially higher than the world average of
40
16 percent.
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3.1.3 Informal economy
According to the ILO, the term informal economy refers to ‘all economic activities by workers and
economic units that are – in law or in practice – not covered or insufficiently covered by formal
arrangements.’ These activities are not included in the law, which means the workers are either
operating outside the formal reach of the law, or they are not covered in practice, which means that
the law is not applied or not enforced.41 Within the informal economy there can be no decent work,
as the informal workers are not covered by the labour law nor are they covered in the social
protection system.
With regards to the informal economy in Egypt, there is wide agreement on its importance and
substantial size, for the economy, employment and job creation. According to the ILO, 51.2 percent
of non-agricultural employment was informal in 2009.42 It is also estimated that the number of
informal enterprises constitutes 82 percent of the whole economy and that informal employment
accounts for 40 percent of the total workforce in Egypt.43

3.2

Scope for the role of the DCFTA and potential impacts on decent work and
equality

3.2.1 Possible implications of DCFTA on the informal economy
The link between trade liberalisation and the informal economy has been studied quite extensively,
however without a conclusive outcome. As shares of informal employment have been quite
persistent across countries, while trade has increased intensively during recent decades, it appears
that trade alone will not lead to a decrease in informal employment. The relation between trade
liberalisation and the informal economy is in fact complex and context-specific. Country-specific
characteristics such as labour market institutions, labour market rigidity, capital mobility, level of
economic development, heterogeneity of the informal workforce and trade composition all seem to
matter. Different methodologies and measures of informality used across studies also account for
some of the diverging outcomes of the research on the link between trade and the informal
economy.44
A first category of studies find trade liberalisation can lead to an increase in the size of the informal
economy, mostly ascribed to trade pushing formal firms to cut production costs and outsource to
the informal economy. A second category emphasizes the positive aspects that trade liberalisation
can lead to, such as capital mobility, the formalization of credit as well as the upgrading of skills,
which can make the informal economy benefit from trade and increase formalisation. Labour
markets that can facilitate the adjustment processes, low administrative barriers and forms of
regional trade integration can support this formalisation of the informal economy.45 A further
category of studies finds no, or a negligible, relation between trade and the informal economy at
all.46 And finally, some studies find an increase in overall employment, including an increase in
informal employment. It is argued that this latter increase is due to the entrance of formerly inactive
individuals. As formalization is associated with high costs, entry into the formal sector would be too
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costly for inactive persons. The shift from informal to formal employment within the same industry
are associated with lower costs, which points towards the possibility of informal employment as a
stepping stone to formal employment. Active measures should be taken to ensure the informal
economy decreases; informal workers should be enabled to take up jobs in the formal sector and
firms in the informal sector should get access to capital, to encourage the formalization of informal
activities.47
An increase and liberalisation of trade could have a formalizing effect and as such lead to an
improvement and increase in decent work. However, as described above, the impact of trade on
the informal economy is complex and depends on several country-specific characteristics. The
labour market in Egypt is characterized not only by substantial informal employment but also a high
percentage of inactivity among the working age population. Trade might lead to the activation of
these inactive individuals, likely into informal employment, leading to an initial rise of informal
employment. However, with the prospect of increasing formal activities the long-term perspective
could be an increase in formal employment and a decrease of the informal economy. Another
perspective is that informal employment is only a stepping stone for specific workers; highly
educated males. And in fact a dead end for female and uneducated workers.48 This implies that
measures need to be in place to ensure the transition to formal employment.
In 2013 initial research was conducted on the impact of trade reforms on informality in Egypt
specifically: the main findings show that trade liberalisation has indeed decreased informality in
Egypt. In fact, trade liberalisation has implied that some firms have found it more profitable to enter
the formal sector rather than to remain informal. It is expected that the least productive informal
firms will be forced to exit the industry and only the most productive firms will export to international
markets, leading to an increase in formal employment.49

3.2.2 Potential impacts on decent work
Job creation
The CGE model is not able to predict changes in overall employment. The model assumes a fixed
level of employment, consequently allowing only wages to change, whereas a significant shock in
the labour market in reality is likely to result partly in a change in employment and partly in a
change in wages. This combined effect is thus only captured with wage changes in the model.
Wage changes are estimated to be positive for all skill levels in Egypt in the short run, with medium
skilled workers benefitting most and high skilled workers the least. Because there is still relative
high unemployment (and therefore a relative large pressure from the supply of labour), it is likely
that the expected 1.2 percent increase in wages is in reality lower and part of the positive effect will
result in an increase in employment (i.e. job creation).
Although the wage changes in the long run for medium and high skilled workers are positive, the
change in wages for low skilled workers is negative, reflecting a lower demand for low-skilled
labour.
At sectoral level, the employment effect is taken into account in the CGE model using the concept
of labour displacement. This concept refers to the inter-sector labour movement, assuming a fixed
47
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employment at national level. These results are discussed in Chapter 2. However, the changes
between sector for each of the three skill level rest on the assumption of free labour mobility,
whereas in reality there might be obstacles to moving from one sector to another, due to a gap in
type of skills of the employees and the skills required. For example, most agricultural and food
sectors show a relative decrease in employment for all skill levels, indicating that a share of the
workers from these sectors are expected to move towards employment in other sectors like
industry, transport or services. This would require the facilitation of active skill adaptation of the
employees moving from sector to sector.
Rights at work
For certain sectors included in the possible negotiations, the DCFTA would lead/push Egyptian
producers to comply with the EU product and production regulations. While some of these
standards relate to the quality of products, others also directly affect working conditions (e.g.
restrictions on use of dangerous chemical substances).
The inclusion of a trade and sustainable development chapter in the DCFTA potentially helps to
prevent a race to the bottom in the area of rights at work. In addition, some pressure to improve
labour standards may arise from EU-based companies that intend to do business with Egyptian
companies.
Social protection
In the area of social protection, potential impacts from the DCFTA would be very indirect. The
coverage of social protection schemes may be expanded because of an increase in incomes and a
corresponding change in societal preferences. The higher average living standards resulting from
the DCFTA to be negotiated may lead to increased demand for more social security provided by a
more efficient and broader social security system. The DCFTA impact on social protection may also
be linked with potential impacts that the agreement may have on the existence and size of the
informal economy and either its increase or decrease.
Social dialogue
Social dialogue in Egypt is marked by a six decade state monopoly on the trade union movement.
Up to 2011 there was only one legally recognized national trade union, the Egyptian Trade Union
Federation (ETUF). This monopoly was broken after the Revolution in 2011 and hundreds of
independent trade unions have been established ever since. Employers seems to be only a bit
better organised. Collective bargaining however, is not a widespread practice in Egypt.
Given the rudimentary character of social dialogue in Egypt, it is unlikely that social dialogue
functions as catalyst for the development of decent work in Egypt. However, it may be the case that
societal interest in stronger engagement of the social partners in the design of employment and
social policies, societal reform processes, in legislative proposals, in assessing impacts resulting
from trade policy and dialogue about restructuring and flanking measures gradually increases as a
result of higher economic growth and higher average living standards that would be brought about
by the DCFTA. Yet, the strength of these impacts is probably small and social dialogue continues to
be influenced by factors not related to the DCFTA. In the Association Agreement between the EU
and Egypt, both parties agreed to cooperate in this field. It is not specified how this cooperation
should take place.
Gender equality
If at all, gender equality issues will also be influenced only indirectly by the DCFTA. The resulting
increase in living standards and changes in attitudes towards equality issues among Egyptian
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constituencies may yield more societal equality. Such changes may be reinforced by international
conventions that support equality and condemn discrimination.
On the negative side however, shifts in employment opportunities among sectors may
disproportionally affect the weakest groups of the workforce and women are often among these
groups, receiving unequal treatment and chances, especially if they also have low skills or belong
to ethnic minorities. Even though worsening of the current situation is not very likely, it is difficult to
predict the effects of the DCFTA on this issue.

3.3

Analysis of welfare: poverty and inequality effects of the DCFTA

3.3.1 Introduction
The quantitative social analysis is partly based on the results of the CGE model, which produces
both short run and long run results. It should be noted that the model only looks at the incremental
effect of the DCFTA, leaving other developments and policies as fixed and thus assuming that there
will be no flanking or accompanying measures taken by the governments. Accompanying policies
could alter or strengthen the results.
The CGE modelling results include an overall welfare impact indicator, the equivalent variation. This
indicator allows us to measure the monetary welfare impact of a macroeconomic shock. The
average welfare for Egypt is expected to increase as a result of the DCFTA with 1.5% in the short
run, and it increases even further to 2.2% in the long run.
Important drivers for changes in welfare are changes in income and changes in expenditures. A
higher income increases welfare through the increase of spending capacity, in turn improving
purchasing power; lower prices increase welfare because of lower costs of consumption, in turn
also improving purchasing power. Although the equivalent variation is positive in both the short and
the long run, each timeframe has different directions of these income and expenditure effect. Table
3.9 shows an overview of the effects for Egypt on equivalent variation, income and expenditures.
Table 3.9 CGSE estimated welfare effects for Egypt.
Variable

Short run

Long run

Equivalent variation

+ 1.5%

+ 2.2%

Income – Average wage change

+ 1.2%

- 0.1%

Expenditures – average consumer price change

- 1.4%

+ 2.7%

In the short run, income and expenditure effects are in line with the equivalent variation: higher
income from wages and lower consumer prices both have a positive effect on welfare. In the long
run however, the direction of the income and expenditure effects changes. Overall welfare change,
measured by the equivalent variation, however still increases.50
Despite the overall gains for welfare, the CGE model cannot estimates whether the impact differs
across various income groups and what the impact is on the incidence and depth of poverty. Price
and wage changes predicted by the CGE model affect households differently because of
differences in consumption baskets and sources of income across households. The heterogeneity
of households can also be an explanation for the counterintuitive results for Egypt on aggregate
level in the long run. Another explanation could be large capital flows initiated by the DCFTA.
50
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It can be noted that the impact on GDP and on consumer welfare run in a different direction. This is not unusual, as GDP
does not only reflect consumer welfare, but for example also captures productivity effects.
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To analyse these social effects in more detail, we supplement the CGE results with information on
expenditure levels and distribution across product groups at individual or household level. These
data stem from the 2010 Egyptian Household Income, Expenditure, and Consumption Survey.

3.3.2 Approach and assumptions
In line with the abovementioned welfare impacts, we identify the following channels through which
the DCFTA affects individual and household welfare levels:
1. Changes in purchasing power as a result of changed consumption prices. This reflects the
household as a consumption unit;
2. Changes in cash income as a result of changes in wages. This reflects household supply on the
labour market.
The way we incorporate these two channels in the impact on welfare is determined by the
information available from the household survey data:
1. The welfare impact of the price effect on consumption is analysed. We have matched the
sectors of the CGE model analysis to the 12 aggregated sectors in the household survey to
address price changes and their impacts on welfare;
2. The welfare impact of the wage effect on consumption is analysed. The wage income of each
household is linked to the average wage changes within the country. A distinction of wages
changes using skill levels has not been carried out, because the household data lists wage
income for the household, which allows for wage income from different household members
with a job with different skill levels. Households without data on wage income are treated as
having no wage income effect.
The welfare measure that we use is based on a translation of price and wage effects into a
monetary value. The overall effect on welfare can thus be interpreted as an equivalent variation in
income levels, but now at a more detailed level. This allows us to analyse the impact of the DCFTA
in terms of changes in disposable income of households.51 The outcomes of the analysis is a
change in disposable income as a result of the income and expenditure effect. The new disposable
incomes in the hypothetical situation after the introduction of a DCFTA are then used to recalculate
the number of people living below the poverty line as well as some inequality measures. The social
indicators used in the analysis include:


Poverty headcounts, to measure the incidence of poverty both in absolute and relative terms;



Dispersion of poverty, to address the incidence of population being just below or above the
poverty line;



Poverty gap, to reflect the depth of poverty for those that are below the poverty line;



The GINI coefficient that provides a measure of income inequality;



The decile dispersion ratio to reflect the impact on income inequality between the 10% richest
and 10% poorest households.

Poverty headcounts are provided separately for specific groups of the population in terms of sex,
age, education level and geographical region. In our calculations, we use expenditure and income
data presented at the household level. We have extrapolated these data to individual person
expenditures and income such that we can analyse poverty indicators according to the person-level
breakdown characteristics. To take into account scale economy effects within the households, the
OECD equivalence scale has been used in this extrapolation.
51

It should be noted that the when looking at disposable income, we only take into account wage changes, no changes in
other types of income (e.g. return on capital).
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3.3.3 Quantitative analysis of social effects of the DCFTA
Impact on disposable income
Average disposable income at household level is estimated to increase by 1.2 percent in the short
run as a result of the DCFTA-induced income and expenditure effect. Based on the model, it could
however be expected that there will be a decline by 2.2 percent in average disposable income in
the long run. This is in line with the overall found negative effects of lower wages and higher prices.
The text box below provides a short historical context of both measures.
Historical trends in poverty and inequality: Quantitative context
Despite an average significant GDP growth rate of 4.6 percent in the period of 2000-2011, the incidence of
poverty has been steadily increasing in the same period; the absolute poverty rate increased from 17
percent in 2000 to 20 percent in 2005 and 25percent in 2010.

52
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Regarding inequality , the GINI index has been declining from 33 in 2000 to 31 in 2010. Although poverty
has been increasing, inequality has thus decreased, indicating either that poor households are becoming
less poor and are therefore moving more towards the poverty line or that the average non-poor are also
becoming poorer.

Impact on poverty
Table 3.10 provides an overview of the overall impact of the DCFTA for the selection of poverty and
inequality indicators. The impact is presented for the combined price and wage effects as far as we
could explicitly analyse these on the basis of the available household survey data. The table
furthermore includes the social indicators when only incorporating the expenditure effect or the
wage income effect on disposable incomes. As such, we generate a range of effects to address
potential sensitivity of the outcomes to the assumptions that we need to make. This ensures careful
interpretation of the findings given the limitations to our analysis, which relies on assumptions
regarding, for example, wage effects.
Absolute poverty line
Poverty incidence can be expressed in terms of the absolute and relative poverty rate. The absolute
poverty rate used is the percentage of population with income or expenditure levels below the
poverty line of 2 dollar a day. For Egypt this is around 26 percent of the population in the baseline.
As a result of the DCFTA, in the short run this percentage is expected to be reduced to 24 percent.
In the long run however, the share of people living under the poverty line is expected to increase
with 1.5 percent-points to 27 percent. This increase in poverty is mostly driven by the expenditure
effect; due to the small average wage change in the long run, a change in poverty as a result of the
income effect is very small. The sensitivity of these findings to the definition of the poverty line used
can be checked using the dispersion of poverty incidence between 80 – 120 percent of the poverty
line. The table shows that around 14 percent of the population is living with a disposable income
between 80 and 100 percent of the poverty line and another 16 percent between 100 and 120
percent. For both the lower and higher poverty line, short and long run poverty follows a similar
trend as observed with the used absolute poverty line. Results are thus robust in terms of the level
of the poverty line.
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World Bank Indicator data.
2000 numbers are based on World Bank Indicator data, 2010 numbers are based on own calculations.
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Relative poverty line
The relative poverty remains almost unchanged after the DCFTA with a slight tendency to increase.
This indicator reflects differences in income distribution and poverty at the same time, as the
poverty line is defined as 75 percent of the median income. The median disposable income itself
changes due to the DCFTA.
Depth of poverty
Next to the incidence of poverty (i.e. the number of people living in poverty), the depth of poverty
(i.e. the severity of the poverty) is an important indicator, measured by the poverty gap. The poverty
gap tells how far the income or expenditures of the poor falls below the poverty line on average.
The results show that the disposable income level of the average poor person is 20.8 percent below
the poverty line. This figure is expected to slightly go up due to the DCFTA to 21.4 percent in the
long run. The findings thus indicate that next to the additional number of people living below the
poverty line in the long run, on average, the poor people will become poorer. The squared poverty
is a poverty gap where the very poor are given more weight in the poverty gap calculations. As with
the un-weighted poverty gap, the squared poverty gap increases slightly. The combined increase in
number of poor people and the increase in squared poverty gap indicates that the very poor are
also getting (slightly) poorer.
Impact on inequality
Regarding inequality between income groups, two indicators are used: the GINI index as a general
inequality measurement and the decile dispersion ratio, which measures the relative difference
between the income of the upper 10 percent and the lower 10 percent of the population. In Egypt,
the difference between the two most opposite income groups in terms of average income is a
multiplication factor of more than seven. The average disposable income of the bottom 10 percent
of the households decreases with 2.2 percent, whereas this is 2.3 percent for the top decile. The
differences between income groups in change of disposable income is thus very small.
Furthermore, with both the decile dispersion ratio and the GINI coefficient remaining at similar
levels in the long run, there is a clear indication the DCFTA does not have a strong effect (either
negative or positive) on inequality. In combination with the growing number of poor and a growing
poverty gap, this in turn indicates that most income groups are subject to a slight decrease in
average disposable income.
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Table 3.10 Social indicators: baseline and DCFTA effects
Baseline

Short run

Short run

Short run

Long run

Long run

Long run

Expenditure

Wage effect

Total effect

Expenditure effect

Wage effect

Total effect

effect
Poverty rate
Absolute poverty line

25.7

24.6

25.2

24.3

27.1

25.7

27.2

Relative poverty line

31.2

31.2

31.3

31.1

31.4

31.3

31.4

Poverty gap

20.8

20.7

20.8

20.5

21.4

20.9

21.4

squared poverty gap

0.066

0.065

0.066

0.064

0.069

0.066

0.069

Inequality indicators
Decile dispersion ratio (at household level)

7.3

7.2

7.3

Gini index

31.0

31.7

30.9

Dispersion of poverty headcount around poverty line
80% of the absolute line

11.8

11.1

11.5

10.9

12.6

11.8

12.6

120% of the absolute line

41.5

40.7

41.0

40.2

43.3

41.6

43.3

80% of the relative line

15.3

15.3

15.4

15.1

15.3

15.3

15.3

120% of the relative line

48.3

48.0

48.2

47.9

48.2

48.3

48.3

Male

24.9

23.7

24.4

23.5

26.3

24.9

26.4

Female

26.1

25.0

25.7

24.7

27.5

26.1

27.6

0-14

34.0

32.8

33.6

32.5

35.8

34.0

35.8

15-24

23.2

21.7

22.6

21.5

24.5

23.2

24.6

25-44

24.1

23.0

23.6

22.7

25.6

24.1

25.7

45-64

16.8

15.8

16.4

15.6

17.7

16.8

17.8

65+

18.8

18.1

18.4

18.0

19.7

18.8

19.8

Poverty headcount by sex (absolute poverty)

Poverty headcount by age (absolute poverty)
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Baseline

Short run

Short run

Short run

Long run

Long run

Long run

Expenditure

Wage effect

Total effect

Expenditure effect

Wage effect

Total effect

effect
Poverty headcount by education (absolute poverty)
None

32.2

30.6

31.6

30.4

33.5

32.2

33.6

Primary school

29.4

28.4

28.9

28.1

31.0

29.4

31.0

Secondary school (also lower and post)

17.1

16.2

16.7

15.9

18.4

17.1

18.5

University

4.2

4.1

4.1

4.1

4.8

4.2

4.8

Primary and preparatory

23.3

22.1

22.7

21.8

24.9

23.3

25.0

Government

12.8

12.2

12.1

11.7

13.9

12.8

14.0

Public sector

13.5

13.2

13.0

13.2

14.1

13.8

14.1

Private sector

12.8

12.2

12.1

11.7

13.9

12.8

14.0

Joint/Cooperative

13.5

13.2

13.0

13.2

14.1

13.8

14.1

Other

27.9

26.4

27.4

26.2

29.1

27.9

29.1

Rural

33.2

31.7

32.6

31.4

35.0

33.2

35.1

Urban

15.4

14.8

15.1

14.5

16.3

15.4

16.3

Lower Egypt

17.0

16.0

16.6

15.8

18.5

17.1

18.6

Upper Egypt

42.8

41.4

42.4

41.1

44.1

42.8

44.1

Desert

13.5

12.7

12.7

11.9

14.0

13.5

14.0

Poverty headcount by main sector of employment
of father of the household

Poverty headcount by place of residence (absolute poverty)

Poverty headcount by geographical region
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Impact on vulnerable groups and channels of impact
Table 3.10 shows the poverty headcount effects for different sub-groups of the population. Subgroups of the population with a high share of people in poverty are:


Youth and elderly. Age tends to be correlated with poverty: the higher the age group, less
people live in poverty, with the exception of 65+. It is a general phenomenon that young and old
are more at-risk of poverty, because people in these groups are not working, have become less
productive or still are relatively new to the labour market;



Educational background level. People with a higher educational level are likely to be less poor.
These differences are common due to the better position at the labour market for highly
educated and the correlation between the wealth of one’s family and the educational level
attained (due to the financial burden of completing education);



Rural areas. The share of the population in rural areas that is poor, is more than twice as high
as that of the population in urban areas;



Upper Egypt. The geographical region of Upper Egypt has the largest share of people living in
poverty. Almost 43 percent of the population in that area is living below the poverty line, mostly
due to the limited possibilities of agriculture, in turn leading to food insecurity.54

Table 3.10 shows that the abovementioned vulnerable groups are, in the long run, not affected
more severely by the DCFTA than other groups. As with income groups, all sub-groups show a
slight increase in poverty. However, a more detailed analysis of the results as well as the limitations
of the model show some indications that several relatively poor sub-groups are likely to be affected
more than became evident from the results so far. This will be shown by analysing the expenditure
and income effect in more detail for poorer households.
Food expenditure and the very poor
Regarding the expenditure effect, we can distinguish between food expenditure and non-food
expenditure. Egyptian households spend on average 40 percent of their income on food.55 As a
result of the necessity of nutrition, this share is generally higher for poorer households. Especially
for households with a high poverty depth, food insecurity is an important risk. The World Food
Programme found that 75 percent of the households in Egypt noted rising food prices as the main
shock affecting their economic situation in the previous years (if any). Although the fact that poor
households spend a larger share of their income on food is taken into account in the analysis, for
the poorest households within the group (i.e. those households with the highest poverty depth), the
share of spending of food will be higher. Therefore the expected overall increase in food prices as a
result of the DCFTA can have a significant impact on their welfare and food security. Households
tend to cope with such shocks by replacing part of the consumption of such expensive products by
consumption of cheaper calorie-dense foods with limited nutrient content. Other general coping
mechanisms tend to be moving from consumption spending to in-kind consumption; especially for
households in rural areas this is a commonly used strategy. Overall however, the lowest income
groups are likely to face significant difficulties due to increasing food prices.
Urban poverty
Although poverty levels in rural areas are clearly higher than those in more urbanised areas, there
are indications that the DCFTA-induced increasing food prices and increasing pressure on wages is
likely to have a significant effect in several urban areas as well. This is partly due to the
methodology for the measurement of poverty in urban areas and partly due to the strong presence
of the informal economy in urban areas. Regarding measuring poverty, the level of a poverty line
should be based on real living costs. Such costs differ between rural and urban areas. In a paper
54
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See WFP (2013). The status of poverty and food security in Egypt: Analysis and Policy Recommendations.
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on measuring poverty in greater Cairo, Sabry (2010)56 concludes that food prices in urban areas
are significantly higher than in other areas, drastically increasing the real cost of living. Using
absolute national poverty lines therefore underestimates urban poverty. The situation is further
aggravated by the fact that most of the urban poor work in the informal economy, in which there is
less protection of their rights and therefore their high employment vulnerability and possibilities for
exploitation can reinforce the negative effects of general decreasing wages and increasing food
prices.
Low skilled wages and employment
The CGE modelling results show different wage changes for the three different skill levels of
workers. Due to data limitations in the poverty analysis, all households were treated as subject to
the average wage change. As a result, low skilled workers are treated as receiving a wage
decrease which is higher than the estimated average wage decrease. Provided a strong correlation
between poor people and people with low skilled jobs, it is likely that the effect of the DCFTA is
underestimated. The high decrease in low skilled wages is thus likely to increase the number of
people moving into poverty and weaken the purchasing power of the poor.
Regarding poverty and employment at sectoral level, for all agriculture and food sectors, CGE
estimates show a reduction in relative employment. In rural areas, where poverty levels are already
relatively high, there is thus a risk of growth of unemployment for less skilled workers, putting more
pressure on rural welfare levels.
Medium skilled and high skilled wages are expected to increase in the long run. Provided that high
and medium skilled workers also tend to be found in high and medium income groups, the negative
welfare effects might be overestimated for these groups. The estimated wage increase can partly
offset the negative expenditure effects. The positive wage effects for high and medium skilled
workers in combination with the negative effects for low skilled workers is therefore likely to
increase inequality more than is shown in Table 3.10.

3.4

Human rights analysis

3.4.1 Introduction
Based on the guidelines for the external policy stated in the EC Communication of 19 October
2010, ‘Strategy for the effective implementation of the Charter of Fundamental Rights by the
European Union’57 the DCFTA between the EU and Egypt needs to take into account the impact of
the effects of this agreement on human rights. Since the DCFTA is having a substantial impact on
Egypt and only a marginal impact on the EU, the human rights analysis will focus on the Egyptian
side.
The methodology of our analysis is based on the guidelines set out in the EC Communication
‘Operational Guidance on Fundamental Rights in Commission Impact Assessments’,58 ‘Guiding
principles on human rights impact assessments of trade and investment agreements’
communicated in the Report of the Special Rapporteur on the right to food, Olivier de Schutter, from
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Sabry, S. (2010). How poverty is underestimated in Greater Cairo, Egypt. In: Environment.
EC Communication ‘Strategy for the effective implementation of the Charter of Fundamental Rights by the European
Union’, COM (2010) 573 final, available at: http://ec.europa.eu/justice/news/intro/doc/com_2010_573_en.pdf [accessed 3
February 2014].
SEC (2011) 567 final, available at: http://ec.europa.eu/governance/impact/key_docs/docs/sec_2011_0567_en.pdf
[accessed 3 February 2014].
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19 December 2011,59 research work carried out by Simon Walker,60 and our experience in the
analysis of the impact on human rights of previous TSIAs.61 Our approach consists of three steps
that are closely aligned with the TSIA approach of the DG Trade Handbook (2006)62 and that are in
line with the EU’s Impact Assessments guidelines:


Step 1: Present a concise overview of the HR landscape in Egypt;



Step 2: Pre-select the HR elements that are most likely affected by the DCFTA;



Step 3: Based on the policy (modelling) scenarios and additional analysis, look at the potential
impacts of the DCFTA on the stylised HR aspects.

3.4.2 Step 1: Overview of the Human rights landscape in Egypt
The 2013 UNDP Human Development Index ranks Egypt 112th out of 187 states, which
characterises it as having medium level of human development.63 Freedom House, an independent
watchdog organisation dedicated to the expansion of freedom around the world, in its 2014 report,
ranks Egypt as a ‘not free’ state, which has worsened since 2013 when it was characterised as
‘partly free’ state.64 The 2013 Corruption Perceptions Index surveyed by Transparency International
ranks Egypt 114th out of 177 countries.65
Based on the ratification status of the core International Human Rights treaties, Egypt has a fair
human rights record. Eight out of the nine core treaties have been ratified (except the International
Convention for the Protection of All Persons from Enforced Disappearance), some of them were
ratified with reservations (CEDAW, see in table below) and very few of the Optional Protocols to the
treaties have been signed and ratified (see Table 3.11 of ratifications below). All the 8 fundamental
ILO Conventions are ratified by Egypt (see also section 3.1).66
Table 3.11 Ratifications of the core International Human rights treaties
International Human Rights Treaty

67

Signature

Ratification

28 Sept 1966

1 May 1967

International Covenant on Civil and Political Rights (ICCPR).

4 Aug 1967

14 Jan 1982

International Covenant on Economic, Social and Cultural Rights

4 Aug 1967

14 Jan 1982

International Convention on the Elimination of All Forms of Racial
Discrimination (ICERD).

59

60
61

62

63

64

65

66

67
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United Nations, ‘Report of the Special Rapporteur on the Right to Food, Olivier de Schutter: Guiding Principles on Human
Rights Impact Assessments of Trade and Investment Agreements’, 19 December 2011, S/HRC/19/59/Add.5, available at:
http://www.ohchr.org/Documents/HRBodies/HRCouncil/RegularSession/Session19/A-HRC-19-59-Add5_en.pdf [accessed
3 February 2014].
Walker, S. (2009). The Future of Human Rights Impact Assessments of Trade Agreements, Intersentia.
See human rights sections in Ecorys (2013), ‘Trade Sustainability Impact Assessment of the DCFTA between the EU and
Morocco’, Ecorys (2013), ‘Trade Sustainability Impact Assessment of the DCFTA between the EU and Tunisia’, Ecorys
(2013), ‘Trade Sustainability Impact Assessment of the DCFTA between the EU and Armenia’, Ecorys (2012), ‘Trade
Sustainability Impact Assessment of the DCFTA between the EU and Moldova’, Ecorys (2012), ‘Trade Sustainability
Impact Assessment of the DCFTA between the EU and Georgia’.
EC (2006). Handbook for Trade Sustainability Impact Assessment, External Trade, available at:
http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127974.pdf [accessed 3 February 2014].
UNDP, 2013 Human Development Report, The Rise of the South Human Progress in a Diverse World, p.145, available at:
http://hdr.undp.org/sites/default/files/reports/14/hdr2013_en_complete.pdf [accessed 3 February 2014].
The scores on freedom rating counted to 5.5 (5 in 2013), civil liberties – 5 (5 in 2013), political rights – 6 (5 in 2013), based
on the scale where 1 is best and 7 is worst. See full reports: Freedom House, Freedom in the World 2014 - Egypt, 23
January 2014, available at: http://www.refworld.org/docid/52e77854b.html [accessed 3 February 2014] and Freedom
House, Freedom in the World 2013 - Egypt, 1 February 2013, available at:
http://www.refworld.org/docid/5113b8b028.html [accessed 3 February 2014].
Transparency International, Corruption Perceptions Index 2013, available at: http://www.transparency.org/cpi2013/results
[accessed 3 February 2014].
International Labour Organisation, Country ratification profile – Egypt, available at:
http://www.ilo.org/dyn/normlex/en/f?p=1000:11200:0::NO:11200:P11200_COUNTRY_ID:102915 [accessed 3 February
2014].
As of 3 February 2014, in line with the data provided by the UN database on ratification, available at:
https://treaties.un.org/Pages/Treaties.aspx?id=4 [accessed 3 February 2014].
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International Human Rights Treaty

Signature

Ratification

16 Jul 1980

18 Sept 1981

(ICESCR).
Convention on the Elimination of All Forms of Discrimination against
Women (CEDAW).
Convention against Torture and Other Cruel, Inhuman or Degrading

25 Jun 1986a

Treatment or Punishment (CAT).
Convention on the Rights of the Child (CRC).

5 Feb 1990

International Convention on the Protection of the Rights of All Migrant

6 Jul 1990
19 Feb 1993a

Workers and Members of Their Families (ICRMW).
International Convention for the Protection of All Persons from Enforced

Not signed

Disappearance (CPED).
Convention on the Rights of Persons with Disabilities (CRPD).

4 Apr 2004

Optional Protocol to the International Covenant on Economic, Social and

Not signed

14 Apr 2008

Cultural Rights (ICSECR-OP).
Optional Protocol to the International Covenant on Civil and Political

Not signed

Rights (ICCPR- OP1).
Second Optional Protocol to the International Covenant on Civil and

Not signed

Political Rights, aiming at the abolition of the death penalty (ICCPR-OP2).
Optional Protocol to the International Convention on the Elimination of All

Not signed

Forms of Discrimination against Women (OP-CEDAW).
Optional Protocol to the Convention on the Rights of the Child on the

6 Feb 2007a

involvement of children in armed conflict (OP-CRC-AC).
Optional Protocol to the Convention on the Rights of the Child on the sale

12 Jul 2002a

of children, child prostitution and child pornography (OP-CRC-SC).
Optional Protocol to the Convention against Torture and Other Cruel,

Not signed

Inhuman or Degrading Treatment or Punishment (OP-CAT).
Optional Protocol to the Convention on the Rights of Persons with

Not signed

Disabilities (OP-CRPD).

Political instability since the “25 January Revolution” in 2011, when – as a result of the democratic
uprising – president Hosni Mubarak was forced to leave his post, meant that there was no progress
made in terms of respect for basic human rights. 68 Under the rule of Mohamed Morsi and in the
period after his removal from power in July 2013, Egypt faced violence, use of force by the police
and the military, military trials of civilians, torture and other ill-treatment and restrictions on freedom
of expression. 69 70 Clashes between security forces and demonstrators led to many casualties, in
particular among the protestors. The military and police have witnessed several terrorist attacks on
their premises and personnel; the authorities have prioritised security and stability over respect for
basic human rights such as freedom of expression and freedom of assembly. This approach has
had backing in the majority of the population. The recent national referendum on the new
Constitution held in January 2014 is reported to have taken place in a climate of repression against
opposing parties. 71

68

69

70

71

SWD(2012) 113 final, available at: http://www.enpi-info.eu/library/content/egypt-enp-progress-report-2011 [accessed 8
February 2014].
BBC News Middle East, Egypt protests: Bloodshed as Pro-Morsi camps cleared, 14 August 2013, available at:
http://www.bbc.co.uk/news/world-middle-east-23691571 [accessed 8 February 2014].
Amnesty International, Egypt: Roadmap to repression - No end in sight to human rights violations, 23 January 2014, MDE
12/005/2014, available at: http://www.refworld.org/docid/52e22bb14.html [accessed 3 February 2014].
Amnesty International, Egypt: Roadmap to repression - No end in sight to human rights violations, 23 January 2014, MDE
12/005/2014, available at: http://www.refworld.org/docid/52e22bb14.html [accessed 3 February 2014].
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The new Constitution adopted in January 2014 contains a number of improvements on human
rights in particular on the issue of discrimination and violence against women; rights and protection
to children and the disabled; and socio-economic rights. It does however allow for military trials of
civilians,72 and many rights provisions are to be regulated by law. The Constitution leaves room for
restrictive interpretation of the rights to freedom of expression and assembly. The constitutional
process was not inclusive, although there were attempts to engage with opposition parties. 73
Challenges remain with respect to rights of women74 who generally face discrimination and
violence and are often the victims of human trafficking.75 They are discriminated particularly with
respect to marriage, divorce, child custody, inheritance, have a low representation in the workforce,
low wages and prevalent employment in the informal sector without adequate safeguards to protect
their basic rights.76 Egyptian women face domestic violence (which is not specifically criminalised
under the Egyptian legislation) and sexual violence; female genital mutilation is widely practiced
although prohibited by law.77 In Sinai, human trafficking of migrants and refugees, primarily from
Sudan and Eritrea, has been reported as a matter of concern.78
The rights of children remain under threat, especially rights of the girls and the most vulnerable
groups - children from poor families, children with disabilities, children of migrant workers and
refugees.79 A high number of children is engaged in economic exploitation, including child labour.80
The phenomenon of ‘street children’ is common in the country,81 many of these children become
the victims of sex trafficking 82 83.
The practice of violence and torture in the policy and security sector remained largely unchanged.
Many recent court proceedings have raised doubt about the right to fair trial and many civilians
reportedly continue to be tried by military courts. 84 Impunity and selective justice remain a
concern. The death penalty is not officially abolished.. 85 Prison and detention centre conditions
remain very poor.86
Freedom of expression has deteriorated and journalists have faced arrests and prosecutions.87
Restrictions on the right to freedom of association result in hindering the work of the foreign
NGOs. NGO staff have been charged with running “unlicensed” organisations.88 The new
72

73

74
75

76
77
78

79
80
81
82
83
84

85

86

87

88
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MEMO/14/223, European Commission, MEMO, ENP Country Progress Report 2013 – Egypt, 27 March 2014, available at:
http://europa.eu/rapid/press-release_MEMO-14-223_en.htm.
Amnesty International, Egypt constitution draft – improved text amid ongoing violations, 9 December 2013, MDE
12/076/2013, available at: http://www.refworld.org/docid/52a72a444.html [accessed 8 February 2014].
United Nations, CEDAW/C/EGY/CO/7.
United States Department of State, 2013 Trafficking in Persons Report - Egypt, 19 June 2013, available at:
http://www.refworld.org/docid/51c2f3c318.html [accessed 4 February 2014].
United Nations, E/C.12/EGY/CO/2-4.
Ibid.
MEMO/14/223, European Commission, MEMO, ENP Country Progress Report 2013 – Egypt, 27 March 2014, available at:
http://europa.eu/rapid/press-release_MEMO-14-223_en.htm.
United Nations, CRC/C/EGY/CO/3-4.
United Nations, CRC/C/EGY/CO/3-4.
United Nations, CRC/C/EGY/CO/3-4.
United Nations, A/HRC/14/32/Add.5.
United Nations, A/HRC/17/35/Add.2.
SWD(2012) 113 final, available at: http://www.enpi-info.eu/library/content/egypt-enp-progress-report-2011 [accessed 8
February 2014].
Death Penalty Worldwide, Country Profile – Egypt, available at: http://www.deathpenaltyworldwide.org/country-searchpost.cfm?country=Egypt#f7-2 [accessed 8 February 2014].
United States Department of State, 2012 Country Reports on Human Rights Practices – Egypt, available at:
http://www.state.gov/documents/organization/204569.pdf [accessed 4 February 2014].
SWD(2012) 113 final, available at: http://www.enpi-info.eu/library/content/egypt-enp-progress-report-2011 [accessed 8
February 2014].
Human Rights Watch, World Report 2013 – Egypt, available at: http://www.hrw.org/world-report/2013/countrychapters/egypt [accessed 4 February 2014].
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legislation on the freedom of assembly does not comply with international standards and hinders
the right for peaceful public assembly. In this law, the right to free assembly is controlled by the
government, the Minister of Interior has the right to ban any meeting of more than 10 people.
Furthermore, vague formulation give more power to police to forcibly disperse any protest.89
There has been a rise of sectarian violence across Egypt in 2013 targeting Coptic Christian
churches putting the rights to freedom of religion under threat, although in recent months it has
subsided. Further, since many churches were destroyed, this situation resulted in the fact that
Copts were restricted to fully enjoy their right to take part in cultural life.90
Migrants from Eritrea, Ethiopia and Syria were reportedly denied access to the Office of the United
Nations High Commissioner for Refugees (UNHCR), were detained in Sinai and faced torture and
rape in detention.91 Many of the migrants became victims of human trafficking.92 93
The population of refugees from Syria has increased to almost 300,000 by the end of 2013.94 The
government of Egypt lacks the capacity for providing protection for the refugees and does not
provide for the granting of asylum or refugee status in its legislation. Hundreds of refugees from
Syria have been reportedly detained without legal basis.95 Rights of the refugees, stateless
persons and asylum seekers reportedly continue to be violated in employment when these
categories of population mainly work on the low paying jobs in the informal sectors and are
vulnerable to exploitation by employers. Moreover, they have limited access to basic services like
housing, education and health services.96
Concerning the rights of the minorities, the situation of the Bedouins in the Sinai remains
problematic, they consider themselves marginalised.97 98 Bedouins are sometimes involved in
human trafficking of refugees from Syria and other African states.99 The situation with respect to the
Lesbian, Gay, Bisexual and Transgender (LGBT) rights in Egypt remains precarious.
As also indicated in section 3.1, Rights of the workers have been challenged by discrimination
against women in the workplace, child labour, poor working conditions of workers in the informal
sector, unequal remuneration for work of equal value between men and women (ILO Convention
No. 100),100 unequal treatment of the Egyptian nationals and refugees and stateless persons with
89

90
91

92

93

94

95

96

97
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100

Human Rights Watch, Egypt: Deeply Restrictive New Assembly Law, 26 November 2013, available at:
http://www.hrw.org/news/2013/11/26/egypt-deeply-restrictive-new-assembly-law [accessed 8 February 2014].
United Nations, E/C.12/EGY/CO/2-4.
Human Rights Watch, World Report 2014 – Egypt, available at: http://www.hrw.org/world-report/2014/countrychapters/egypt [accessed 9 February 2014].
Human Rights Watch, World Report 2013 – Egypt, available at: http://www.hrw.org/world-report/2013/countrychapters/egypt [accessed 4 February 2014].
UN High Commissioner for Refugees (UNHCR), Refugees and the Rashaida: human smuggling and trafficking from
Eritrea to Sudan and Egypt, March 2013, ISSN 1020-7473, available at:
http://www.refworld.org/docid/5142d9692.html [accessed 9 February 2014].
UN High Commissioner for Refugees (UNHCR), Inter-Agency Regional Response for Syrian Refugees (17-23 January
2014), 23 January 2014, available at: http://www.refworld.org/docid/52ea25384.html [accessed 9 February 2014].
Human Rights Watch, World Report 2014 – Egypt, available at: http://www.hrw.org/world-report/2014/countrychapters/egypt [accessed 9 February 2014].
United States Department of State, 2012 Country Reports on Human Rights Practices – Egypt, available at:
http://www.state.gov/documents/organization/204569.pdf [accessed 4 February 2014].
SWD(2013) 89 final, available at: http://www.enpi-info.eu/library/content/egypt-enp-progress-report-2012 [accessed 8
February 2014].
Amnesty International, Egypt: Roadmap to repression - No end in sight to human rights violations, 23 January 2014, MDE
12/005/2014, available at: http://www.refworld.org/docid/52e22bb14.html [accessed 3 February 2014].
UN High Commissioner for Refugees (UNHCR), Refugees and the Rashaida: human smuggling and trafficking from
Eritrea to Sudan and Egypt, March 2013, ISSN 1020-7473, available at:
http://www.refworld.org/docid/5142d9692.html [accessed 9 February 2014].
International Labour Conference, Report of the Committee of Experts on the Application of Conventions and
Recommendations (articles 19, 22 and 35 of the Constitution), Report iii (Part 1A), General Report and Observations
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respect to social security (ILO Convention NO.118).101 The legal minimum wage established by the
Egyptian government is reportedly too low and is not indexed to inflation. The Economic and Social
Council reports that Egyptian legislation provides for limited freedom to form trade unions. There is
one trade union, the Egyptian Trade Union Federation (ETUF), which has the authority to approve
the strikes. Moreover, anti-union activities are prosecuted. Independent trade unions that are not
affiliated with the ETUF are denied access to services and do not have legal protection. Labour
laws are not provided for agricultural and domestic workers who make up the informal sector in the
country that adds up to 40 percent of the workers.102 Child labour remains a concern.
Rights of domestic workers are often violated since they work in the informal sector and do not
enjoy the protection of their basic rights and face dangerous and exploitative conditions at work.103
Egypt did not ratify the ILO Convention No. 189 on Domestic Workers.
The right to health (including the right to water) has come under pressure due to the fact that
the budgetary resources spent on health have decreased. The health system in Egypt is
characterised as fragmented and increasingly privatised, whereby a large percentage of the
population, especially the most vulnerable groups, do not have health insurance and therefore do
not have access to health facilities. 104 In its Concluding Observations, the Economic and Social
Council reported that the rate of food insecurity increased due to the cut in food subsidies. 105 A
high proportion of the population in rural areas and population living in the slum areas does not
have access to safe drinking water and sanitation.106
The right to education has been put under threat because of the problem of unequal access to
education for girls and children from vulnerable social groups like poor families, refugees, migrants,
children with disabilities. The mismatch between education and the market demand has resulted in
rising unemployment rates for youth.
The right to adequate standard of living is closely linked to the right to health, the right to food,
and the right to water. The situation with these rights in Egypt is discussed above. Moreover, legal
minimum wage established by the Egyptian government is reportedly too low to guarantee a decent
standard of living and is not linked to the inflation rates.107

Egypt has been open to international cooperation in terms of promoting human rights and the rule
of law. Egypt has been active in cooperation with the UN organisations. Namely, it has participated
in a number of programmes by the United Nations Children’s Fund (UNICEF), the United Nations
Population Fund (UNFPA),108 the International Organisation for Migration (IOM), the United Nations
Office on Drugs and Crimes,109 the International Labour Organisation (ILO).110 Egypt is a partner
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Concerning particular Countries, 102nd Session, 2013, p.458, available at: http://www.ilo.org/wcmsp5/groups/public/--ed_norm/---relconf/documents/meetingdocument/wcms_205472.pdf [accessed 8 February 2014].
International Labour Conference, Report of the Committee of Experts on the Application of Conventions and
Recommendations (articles 19, 22 and 35 of the Constitution), Report iii (Part 1A), General Report and Observations
Concerning particular Countries, 102nd Session, 2013, p. 761-762, available at: http://www.ilo.org/wcmsp5/groups/public/--ed_norm/---relconf/documents/meetingdocument/wcms_205472.pdf [accessed 8 February 2014].
United States Department of State, 2012 Country Reports on Human Rights Practices – Egypt, available at:
http://www.state.gov/documents/organization/204569.pdf [accessed 4 February 2014].
United Nations, A/HRC/14/32/Add.5.
United Nations, E/C.12/EGY/CO/2-4.
United Nations, E/C.12/EGY/CO/2-4.
United Nations, A/HRC/15/31/Add.3.
United Nations, E/C.12/EGY/CO/2-4.
United Nations, CRC/C/EGY/CO/3-4.
United Nations, A/HRC/14/32/Add.5.
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country under the European Neighbourhood Policy and an Association Agreement (AA) with the EU
entered into force in 2004

3.4.3 Step 2: Human rights most likely to be affected by the DCFTA
General human rights record
In this step we will analyse the human rights in Egypt that are most likely going to be affected by the
DCFTA. We know that not all human rights will be affected by the DCFTA in the same way. Since
the DCFTA may lead to general changes in the country and since human rights are interconnected
and intertwined with many spheres of life, the impact might be very broad and cover some human
rights that may not be directly related to the DCFTA. But this broad effect is expected to be minimal.
For example, if the general economic welfare of Egypt will improve as a result of active trade with
the European Union, and if the country becomes more open and more linked to international
production networks, people could become more influenced by developments elsewhere and
increase tolerance to other religions and the government could as a result put less pressure on the
restriction of religious freedom. To avoid the total absence of this ‘broad’ factor in the analysis, we
create the element of “general human rights record” which we expect to encompass the indirect
effect on other human rights.
Below in Table 3.12 we look at the different issues of the HR landscape in Egypt and link them
either for the DCFTA, or the AA, or both. For each of the abovementioned elements of the HR
landscape, including its most important sub-elements, this link is made. The general relevance of
HR for any impact assessment carried out on EU policy has been made clear by the ‘Operational
Guidance on Fundamental Rights in Commission Impact Assessments’.111 Table 3.12 allows us to
focus on the pure DCFTA effects.
Table 3.12 HR landscape in relation to the DCFTA and the AA
HR issue

General human rights record (ratification of HR treaties, their implementation in

Relevant

Relevant

for DCFTA

for AA

√

√

the national legislation, level of corruption)
Civil and Political human rights
Right to fair trial

√

Police abuse and violence, practice of torture and other ill-treatment

√

Impunity and selective justice

√

Death penalty

√

Prison and detention centre conditions

√
√

Freedom of expression and media
Freedom of association

√

√

Freedom of assembly

√

√
√

Freedom of religion
Women’s rights

√

√

Children’s rights

√

√

Child labour

√

√

Rights of persons with disabilities

√

√

LGBT rights

√

√

110
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International Labour Organisation, Egypt: Youth Employment National Action Plan 2010-2015, Summary, January 2010,
available at: http://www.ilo.org/public/english/region/afpro/cairo/downloads/nap_e.pdf [accessed 4 February].
SEC(2011) 567 final, available at: http://ec.europa.eu/governance/impact/key_docs/docs/sec_2011_0567_en.pdf
[accessed 20.11.2012].
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HR issue

Relevant

Relevant

for DCFTA

for AA

Human trafficking

√

√

Rights of the migrants, refugees, asylum seekers and stateless persons

√

√

Rights of the minorities

√

√

Economic, social and cultural human rights
Worker’s rights:


The right to work;

√

√



The right to fair remuneration;

√

√



The right to social security;

√

√



The right to form trade unions.

√

√

Rights of the domestic workers

√

√

Right to health

√

√

Rights to education

√

√

Right to adequate standard of living

√

√

Right to take part in cultural life

√

√

Below we present the list of human rights issues that are likely to be affected by the DCFTA and
provide the possible impact explanations.
Table 3.13 Linking relevant HR elements to the DCFTA
HR issue

The way it can be affected by the DCFTA

General human rights record

The general human rights record is an important indicator for the attitude

(ratification of HR treaties,

of the Egyptian government towards the rights of the individuals. The

implementation of HR treaties in

better the record, the more potential a DCFTA will positively affect the

the national legislation, level of

population. The DCFTA leads to more market forces, less government

corruption, etc.)

intervention, less potential for corruption, and more active participation of
the civil society. These could all lead to more strict focus on social human
rights, more funds for maintaining a human rights record (e.g. in education,
health).

Freedom of assembly

Freedom of assembly can be reflected on the work of trade unions which
need to function freely and effectively after the DCFTA is put in place to
guarantee that the rights of the workers are protected. Through dialogue
on the DCFTA, other interest groups in society may develop.

Freedom of association

Civil society, NGOs, international organisation and their ability to operate
freely is essential to ensure human rights protection in the state – civil
society should assist government in communicating/mitigating the negative
effects caused by the DCFTA and in enhancing its positive effects.
Another important element is that civil society broadens the societal base
that is involved in the DCFTA, making the DCFTA more inclusive – an
effect that may rub off on society as a whole, outside the DCFTA domain.

Human trafficking

Social conditions stipulated in the DCFTA could help Egypt fight human
trafficking. The DCFTA could potentially provide additional enforcement
mechanism and through its effect on national income provide additional
resources for the Egyptian government to address the root causes of
trafficking determined in the Report of the Special Rapporteur on
trafficking in persons, such as poverty, unemployment, education, gender
112

discrimination and inequalities, including gender-based violence.
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United Nations, A/HRC/14/32/Add.5.
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HR issue

The way it can be affected by the DCFTA
Increases in government spending on education and health care, better
social conditions, including better access to education and health care
could affect human trafficking in a downward manner.

Rights of refugees, asylum

Rights of the refugees, asylum seekers and migrants in the workplace,

seekers and migrants

their right to work, right to remuneration, right to social security is directly
affected by the DCFTA since its introduction their rights may be affected to
respond to opening of new markets as well as stronger international
competition.

Rights of domestic workers

Domestic workers rights are not well covered currently in Egypt – focus on
domestic workers rights in the DCFTA may strengthen their position and if
also enforcement is included in provisions, matters could really change for
the better in terms of guaranteeing human rights.

Rights of persons with disabilities

The DCFTA may potentially affect the rights of the persons with disabilities
through their right to work – in the form of work placement. Here the
DCFTA effect is expected to be very limited.

Women’s rights

The DCFTA may affect the sectors of Egyptian economy that may lead to
changes in employment perspectives for women. Moreover, more
attention is paid to equal rights and through corporate social responsibility
of foreign firms women’s positions may be better defended.

Children’s rights

The DCFTA may strengthen mechanisms against economic exploitation of
children through conditional ratification of the relevant ILO Conventions,
for example the ILO Convention No.10 on Minimum Age (Agriculture). In
addition, the DCFTA may affect the causes for economic exploitation,
including forced labour and human trafficking – poverty, unemployment,
inequalities.

LGBT rights

The DCFTA may affect the LGBT rights indirectly through possible
discrimination at the workplace.

Right to health

The DCFTA may affect the economic sectors and their development as
well as the water infrastructure in the state both in urban and rural areas
which can be directly linked to the right of the people to safe drinking water
and sanitation. Moreover, the regulatory approximation as a part of the
DCFTA will result in the application of the EU SPS (including food safety)
standards in Egypt which will affect the health conditions. Also, budgetary
consequences of the DCFTA could affect funding availability for hospitals
and other health-related public services.

Worker’s rights (incl. the right to

Worker’s rights are directly linked to the DCFTA because the right to work,

work, right to social security, right

basic safeguards of the rights to work (minimum wage, hours of work,

to form trade unions, right to fair

holidays, etc.) as well as the right to adequate work conditions are directly

remuneration)

affected by the enhanced trade relations between the EU and Egypt.
Certain vulnerable groups like children, women, LGBT persons, migrants,
refugees, workers with temporary contracts may also be influenced by the
changes that the DCTA is bringing to Egypt. The DCFTA also affects the
Egyptian economy at sector level, likely leading to the reallocation of
labour. This could put pressure on labour and work conditions. Foreign
competition in some sectors may do the same without properly enshrined
protection mechanisms. On the other hand, more emphasis on Corporate
Social Responsibility may lead to potential improvements in labour and
work conditions.

Right to education

Right to education is affected by the DCFTA through the access to
education by children, use of women workforce while many women in rural
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HR issue

The way it can be affected by the DCFTA
areas are illiterate and do not fully understand their rights – their right may
be abused. Also budgetary consequences of the DCFTA could affect
funding availability for education.

Right to adequate standard of

Standard of living (which could include the degree and depth of poverty) is

living

affected by the DCTA – both in general for society as a whole and for
specific groups and regions.

3.4.4 Step 3: Based on the policy (modelling) scenarios and additional analysis, look at the potential
impacts of the DCFTA on the stylised HR aspects
To analyse the effect of the DCFTA on the enjoyment of human rights in Egypt, we rely on the
results from the modelling scenarios (CGE modelling), results from the analysis on the social
impact of the DCFTA and additional reports. The CGE modelling results identified the trade
measures in the DCFTA that are likely to affect the human rights situation in Egypt, as well as the
economic sectors that are involved. From the increase/decrease in growth of the certain economic
sectors we can see people from what groups will be most likely affected with respect to their human
rights. Moreover, the CGE results segregate the impact of the DCFTA on different groups of
population (low skilled, medium skilled and high skilled workers) which helps us to look at the poor
and the degree to what DCFTA can affect them.
Table 3.14 presents the potential economic and social effects of the DCFTA and how these may in
turn affect the different aspects of the human rights situation in Egypt.113 The basis of the
assessment is the Human Rights Impact Assessment methodology as developed by Simon
Walker,114 particularly, the ten categories of impact of trade agreements (in our case, DCFTA) on
human rights:


Trade law complements human rights law;



Trade agreements (DCFTA) promote the growth and resources necessary for the progressive
realisation of human rights;



Trade agreements (DCFTA) can breach human right in practice;



Trade agreements (DCFTA) can limit government capacity to promote human rights;



Trade agreements (DCFTA) lead to a ‘race-to-the-bottom’ in human rights protection as
countries try to compete on global markets;



Trade agreements (DCFTA) limit the use of trade measures to improve the enjoyment of human
rights abroad;



Trade law conflicts with human rights law;



Enforcement of trade agreements (DCFTA) is stronger than human rights enforcement which
could lead to a prioritisation of trade law over human rights law;



Trade agreements (DCFTA) and trade institutions fail to respect the right to take part in the
conduct of public affairs;



113

114
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Trade ‘values’ (values of the DCFTA) threaten human rights ‘values’.

According to the CGE modelling results, the effect of the DCFTA on the EU on all of the counts is minimal (on average
below 0.0 per cent), we do not report the effect of the DCFTA on the EU.
Walker, S. (2009). The Future of Human Rights Impact Assessments of Trade Agreements, Intersentia, p.61.
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Table 3.14 Potential HR impacts from the EU-Egypt DCFTA
Categories of impact

Potential Human Rights effects

Significance: HR stress; direction of change compared

of DCFTA on HR

to baseline; nature, magnitude, geographical extent,

overall

duration and reversibility of expected changes

Trade law complements

The legal text of the DCFTA is not formulated yet so it is not possible to analyse its effect

Theoretically, a positive effect of the ‘DC’ element of the

HR law

on HR law. The Association Agreement already addresses support to democracy, political

FTA is expected, in case strong legal provisions on human

stability and respect for human rights. As long as the DCFTA includes the legal provisions

rights are included in the agreement and especially if a

with particular obligations concerning protection and promotion of human rights and

sanction mechanism would be added in case of violations.

especially if it would provide for a strong sanction mechanism, it is expected to have a

The geographical extent runs across the country. The

general positive effect on human rights.

chance for reversibility of this change is likely to be low
since it needs to be enshrined both in the DCFTA and in the

In the process of negotiations the EU may put forward conditions to improve the human

national law of Egypt. However, in the current situation of

rights record in the country. In a volatile situation like in Egypt currently, labour rights (the

political instability, there are still many factors that can

rights directly affected by the DCFTA), are likely to be seriously at risk, without strong

influence the final size and direction of the HR effect.

mechanisms of monitoring and compliance. Vulnerable groups are at risk, since in the
current situation of political instability their interests and challenges have a relatively low
priority. To ensure the DCFTA has a real HR effect, a strong focus on the implementation
of human rights mechanisms in the national law is needed.

In the current political instability in Egypt, however, it is difficult to predict how the DCFTA
is going to contribute to the development of the HR situation in Egypt. Trade incentives
may serve as an imperative to improve the current situation but that depends on the
current government and their interest in developing the economic situation.
DCFTA promotes

The CGE model predicts growth in national income for Egypt (3.4 billion euros (2.2 per

In the short run, where there is a decrease in tariff

growth and resources

cent) in the long run). However, because of the tariff reductions, there will be a loss in

revenues, growth and resources for HR may be hampered

for realisation of HR

government tariff revenue which at least in the short run may not be immediately

by the DCFTA. In the long run the DCFTA could increase

compensated by higher revenues from other tax sources. This could result in less

income and corporate tax receipts outweighing the initial

resources in the short run for realisation of human rights, in particular less funds for

loss of government tariff revenue. In that case, in the long

healthcare, education, social programmes for vulnerable population groups like the

run, the DCFTA would be expected to have a positive effect

persons with disabilities, children, women, and refugees, although this will also depend on

on growth and resources for HIR.

the political choices that are made. Whether this problem of a reduction in tariff revenues
would be offset or even reversed in the long run would depends also on the structure and
efficiency of the Egyptian tax collection system.
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Categories of impact

Potential Human Rights effects

Significance: HR stress; direction of change compared

of DCFTA on HR

to baseline; nature, magnitude, geographical extent,

overall

duration and reversibility of expected changes

DCFTA can breach HR

More international trade resulting from the DCFTA is expected to lead to growth in national

While poverty rates might be negatively affected by the

in practice

income. This is a positive macro-economic effect, but more detail at some expected

DCFTA, inequality should slightly decrease in Egypt – the

changes is provided below.

most negative effects are felt by the low-skilled workers,
though also the high-skilled workers are facing reductions in

Wages are expected to decrease significantly for the low-skilled workers (-2.0 per cent),

real disposable incomes. Depending on the flanking

increase for the medium skilled group (+3.2 per cent), and increase marginally for the high-

measures to be taken this puts significant pressures on the

skilled workers (+ 0.1 per cent). At the same time, average consumer prices are expected

rights to a decent standard of living, education, and health.

to go up significantly (+2.7 per cent). Also we expect competition to increase due to more
international openness – which will especially affect those domestic sectors unable to

The effect depends on how the DCFTA is flanked by

compete due to competitive disadvantages. These facts suggest a significant negative

mitigating policy measures. The least-skilled – including

potential of the DCFTA on various human rights, especially for the low-skilled workers

vulnerable groups – will need protection and direct support

mostly active in agriculture as this sector will contract (human right to work, human right to

to move into different (job) directions.

adequate standard of living, human right to health, to education, etc.). The right to food will
become more dependent on international food production and is less catered for

The geographical extent of this measure is very broad. The

domestically.

competition, price and wage effects touch upon all sectors
in society and affect both internationally oriented and

Many sectors are expected to be affected by the DCFTA in terms of employment. The

domestic ones. The push-effect (shedding labour without

agricultural sectors are expected to decline. Combined with decreasing wages for the

enough jobs being available elsewhere) on average

least-skilled, this decline implies that employment is shed without alternative jobs being

dominates for the least skilled as it is shown by decreasing

readily available – which will negatively impact the right to work for the low-skilled workers.

wages, which implies that workers are pushed out of

The sectors ‘other machinery’, ‘air transport’, ‘utilities’ and ‘recreational services’ are set for

declining sectors without having growing sectors to move

significant growth which is positive for the right to work for mainly – as the sector skill-

to. The limited levels of education of the least skilled

composition indicates – medium skilled workers.

hampers their mobility to other sectors where they could be
earning higher wages.

Labour displacement (movement of people between sectors) is expected to be high
(around 12 per cent of the labour force is expected to change in the long run). Industries

Labour mobility and absence of the informal economy are

and companies that not able to compete may end up trying to decrease labour standards

two assumptions however, potentially giving rise to HR

and thus potentially violate human rights to cut the costs to remain competitive. This

violations that are larger than our analysis predicts.

potential effect would have most impact for the least skilled and most vulnerable groups in
society.
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Categories of impact

Potential Human Rights effects

Significance: HR stress; direction of change compared

of DCFTA on HR

to baseline; nature, magnitude, geographical extent,

overall

duration and reversibility of expected changes
Although in the short run, labour mobility and increases in labour demand are set to

The expected poverty increase could further contribute to a

improve because of the DCFTA, in the long run some strata of the population - may

deterioration of the HR picture on average, especially for

become marginalised if their skill sets, age, or location do not allow for adaptation, posing

the least-skilled. Also it needs to be noted that though

severe challenges to maintaining the human rights for those affected. In fact, the CGE

poverty effects are broadly felt: by the low- and highly-

model may even be underestimating these effects.

115

educated, by male and female workers, and both in rural
and urban areas.

From an HR perspective the expected wage developments mean that especially the lowskilled – but also to a lesser extent the high-skilled workers – right to an adequate standard

The impact is predicted to be long-run so duration is long-

of living, the right to health (access through medical care), and right to education, are

term and reversibility is low. This increases the need for

negatively affected because people have lower disposable incomes available to them.

appropriate national policies and structures (e.g. tax
system, education and health strategies and budgets, etc.).

Our analysis shows that – because of the DCFTA - income inequality – as measured by
the Gini Coefficient – is expected to marginally decrease (by 0.3 per cent in the long run).
Further social analysis (by region, gender, etc.) shows that the abovementioned HR
pressures are geographically and socially spread across society.

DCFTA can limit

As mentioned above, in the short run, the government is expected to have less funds to

Financial potential of the government to invest in the

government capacity to

promote HR because of loss in tariff revenue due to the elimination of tariffs as part of the

protection and promotion of the human rights is predicted

promote HR

DCFTA. This effect is likely to have its impact on the most vulnerable groups in society

by the CGE modelling results. They show that there could

who may face further marginalisation. Further this effect has a direct impact on a number

be HR stress in the short run due to a decrease in

of other human rights like the right to health, right to food, right to education, right to an

government revenue. In the long run, more funds could

adequate standard of living. In the long run total Egyptian government revenue could

become available. However, due to the current state of

increase as a result of the DCFTA based on an increase in economic activity that

political instability and the economy, as well as because of

outweighs losses in tariff revenue for the government (given that tax revenues go to the

imperfections of the tax collection system, it is impossible to

government, as discussed above). This implies that there are more funds available for

predict the direction of this change as well as its nature and

promoting human rights in Egypt. The DCFTA could encourage the government to promote

magnitude. The geographical coverage is nation-wide. The

human rights through more financial means available and through the necessity to raise

government of Egypt potentially being challenged by large

115

Two caveats here are that the CGE model assumes: labour mobility between sectors (which may in reality be much harder than the model suggests) and no informal economy (which in practice does
exist leading to less strong increases in wages than assumed, as sectors will first ‘absorb’ labour from the informal sector before shortages will lead to wage increases), thus potentially putting more
pressure on the human right to work than the model would suggest.
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Categories of impact

Potential Human Rights effects

Significance: HR stress; direction of change compared

of DCFTA on HR

to baseline; nature, magnitude, geographical extent,

overall

duration and reversibility of expected changes
labour standards to the international level but that depends also on the political will of the

firms entering the country (depending on whether there will

national government of Egypt.

be ISDS in the DCFTA and if so how these provisions are
formulated) is one that is irreversible. Even though the

Another element where the DCFTA may impact on the Egyptian governments’ capacity to

degree to which large firms may want to enter the current

promote HR is through the treatment of international businesses and investors. If the

volatile Egypt remains to be seen.

DCFTA will include Investor-to-State Dispute Settlement, depending on the exact
formulation of such provisions, the government’s space to promote HR could be reduced.

DCFTA can lead to

In case the DCFTA provides for legal protection of human rights with particular articles

The current economic and political situation of Egypt is the

‘race-to-the-bottom’ in

referring to sanctions as a result of non-compliance, the DCFTA may strengthen the

context in which the DCFTA currently will be negotiated.

HR protection to remain

situation of human rights. At the same time, as a result of an increase in competition, and

The economic results show a mixed picture for Egypt with

competitive

because of wage decreases and declining output levels in some sectors, labour standards

large increases in national income, some sectors growing,

are at risk of being eroded, which will affect workers in these sectors, especially vulnerable

and exports increasing. However, the results also show

groups like migrant workers and refugees, women, children and persons with disabilities.

increase pressures on poverty and loss in competitiveness

Mitigation of this effect, also illustrated by a high displacement ratio (of 12 per cent in the

in various sectors. The latter effect could cause a significant

long run) is important. It is also important that investments are monitored on compliance

degree of HR stress, especially in those sectors losing out

with the labour standards, as well as preliminary (before the DCFTA is implemented)

(e.g. agriculture). The pressure on labour standards in order

strengthening of the national labour laws through implementation of the international

to remain competitive is therefore expected to be

standards. Ex-post evidence from previous FTAs suggests that much depends on the

considerable. The geographical extent is related to the

degree to which the HR provisions are upheld and backed by clear sanction mechanisms

sectors that are expected to be negatively affected. For

in case of violations.

sure rural areas – with agricultural production – will be
affected.

DCFTA limits the use of

The DCFTA is not likely to change this situation. The EU with the use of its ‘trade

The EU only has a limited power to use trade measures (n

trade measures to

incentives’ could potentially affect the human rights situation in Egypt through creating a

the DCFTA) to improve the enjoyment of human rights in

improve enjoyment of

willingness to stabilise the current political instability, to ratify the Optional protocols of

Egypt.

HR abroad

many of the international human rights treaties and not ratified ILO Conventions, to ensure
proper implementation of the international human rights treaties in the national law of
Egypt, adopting Constitution that is in line with all the international human rights standards,
creating stronger mechanisms to combat violations of civil and political rights that are
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Categories of impact

Potential Human Rights effects

Significance: HR stress; direction of change compared

of DCFTA on HR

to baseline; nature, magnitude, geographical extent,

overall

duration and reversibility of expected changes
usually not directly affected by the DCFTA itself.

Trade law conflicts with

DCFTA and human rights treaties may regulate overlapping subject matter which may

There is a potential for HR stress emanating from the “Deep

human rights law

raise the possibility of the different bodies of law regulating the same subject differently

and Comprehensive” part of the FTA insofar a potential

which in turn may lead to a legal dispute.

agreement would include for example SPS or TBT
provisions. On the other hand, exactly these “Deep and

In principle the legal formulations of the human rights treaties and DCFTA are not

Comprehensive” elements can exert positive influence on –

necessarily inconsistent or contradictory with each other because of, for example, vague

for example – the human right to health or on the human

wording of the human rights treaties. The “Deep and Comprehensive” element in the

right to a decent living. The geographical extent is wide.

DCFTA goes beyond traditional trade agreements (i.e. beyond WTO law with its
international norms), especially when it touches upon, for example, Sanitary and Phyto
Sanitary measures (SPS), Technical Barriers to Trade (TBT), public procurement,
investment provisions, and competition law, and these provisions may venture much
further into areas where human rights could be directly affected, although we do not
directly foresee a conflict with human rights law.

The potential HR effects depend on what is or is not included in the Deep and
Comprehensive part of the FTA.

Enforcement of DCFTA

Potentially, trade agreements are considered to have stronger enforcement mechanisms

Based on previous FTAs, there is always risk that DCFTA

stronger than

than human rights. To avoid the threat of stronger trade enforcement procedures it may be

enforcement is stronger than the enforcement of HR law.

enforcement of HR law

suggested to integrate human rights in the DCFTA, as it has been done in the form of the

– DCFTA a higher

democratic clause as for example in the Trade Agreement between the EU and Mexico.

priority

However, based on that experience, strong legal mechanisms of the same binding nature
are necessary for the human rights just like for the trade relations. This option, in its turn,
presents political difficulty to agree to and to further implement.

DCFTA fails to respect

FTAs typically find it challenging to engage civil society into the process of negotiating and

The DCFTA may not have much influence on the right to

right to take part in

implementing though through social media we see improvements in the last years. In the

take part in the conduct of public affairs. It could set an

conduct of public affairs

current situation in Egypt, it is difficult to foresee what role civil society will play and what

example of how civil society and other actors could be
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Categories of impact

Potential Human Rights effects

Significance: HR stress; direction of change compared

of DCFTA on HR

to baseline; nature, magnitude, geographical extent,

overall

duration and reversibility of expected changes
role they are given in the negotiations on the DCFTA and to what degree the civil society

involved and would even be a show-case in case civil

organisations can participate in the monitoring and enforcement processes. Current

society was invited to actively monitor implementation and

restrictions in the freedom of expression, freedom of association and freedom of assembly

enforcement of the agreement. However, the current

are not likely to improve after the DCFTA is signed and should be addressed in the broader

unstable political climate does not facilitate this kind of

cooperation framework between the EU and Egypt.

involvement and is expected to have a much more
dominant effect on the right to take part in the conduct of
public affairs than a DCFTA would.

Trade ‘values’ threaten

Where trade values emphasise ‘efficiency’, HR values emphasise ‘human dignity’. This

Depending on the flanking measures to be taken this

human rights ‘values’

DCFTA is expected to be beneficial for the country overall but not for all citizens. As said

DCFTA could disadvantage the most vulnerable groups of

above, the human right to a decent living, the human right to work and the human right to

the population – the poor, migrants, refugees, women,

health and education could be violated if the DCFTA is not accompanied by flanking

people with disabilities. The geographical extent is spread

measures. For those affected negatively, alternative options need to be found, which is

through the whole of Egypt. Duration and reversibility of the

primarily the responsibility of the Egyptian government in the form of particular training

expected change is difficult to estimate.

programmes, unemployment benefits for those who lost their jobs and need to receive
training and to be able to cover living expenses. Depending on the flanking measures to be
taken the poor as well as low skilled workers could experience a deterioration in their
situation and are therefore likely to become further marginalised, and be confronted to
human rights violations.
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Additional environmental analysis

The environmental analysis follows three steps: The first part deals with the current state of the
environment and environmental policy in Egypt, introducing the key issues and developments to be
considered. The second step consists of a pre-analysis of how the DCFTA could affect the state of
the environment in Egypt, both in general and for each of the identified issues. The third and final
part looks at the likely impacts of the DCFTA on the environmental aspects described.
In the analysis of each of the issues and the impacts of the DCFTA on these, quantitative and
qualitative analyses are combined insofar possible. The quantitative analysis of air pollution, CO2
emissions and water use will be most detailed in this respect and can be most clearly linked to the
results of the CGE model (economic analysis).

4.1

Current environmental profile
Egypt comprises an area of approximately 1 million km2 of generally arid to semiarid conditions,
which can be divided geographically into four main parts. The smallest part, the Nile Valley and
Delta, is home to the major cities and fertile agricultural lands. The largest region, the Western
Desert, stretches from the Nile Valley to the Libyan border. The Eastern Desert is the area between
the Nile Valley and the Red Sea, Suez gulf and Suez Canal. It is marked by low mountain ranges
and is the store of Egypt’s natural (mineral) resources, particularly gold, coal, and oil. Finally, the
fourth region is the Arabian or Sinai Peninsula, the part of Egypt which lies in Southwest Asia on
the other side of the Suez gulf / Suez Canal. It contains Egypt’s highest mountains as well as desert
and coastline;116 the variable topography together with the number of influencing climatic factors
results in variable climate and irregular flash floods, making it “a harsh environment for the people,
fauna and vegetation”.117

4.1.1 Overview of issues and policies
Main environmental issues and trends
A useful starting point for the environmental analysis is the 2014 version of the Yale Environmental
Performance Index (EPI) – a proxy measure assessing the performance of a country in terms of
environmental indicators, in particular policy-related – which ranks Egypt as number 50 out of 178
classified countries118 Still, a number of issues are apparent or developing in Egypt: for example,
the country scores far below average on air quality, biodiversity & habitat, and agriculture.
The problem of air pollution, which is mainly caused by traffic and industrial emissions, is
exacerbated by the climatic conditions in Egypt. Erratic winds and sandstorms created over the
Atlas mountains are often laden with dust and sand and increase atmospheric pollution, even
damaging crops.119
The low score in agriculture is related to high agricultural subsidies (measured as difference
between global and domestic prices), which have been shown to increase resource use – in Egypt
116
117
118
119

http://www.eeaa.gov.eg/english/main/envprofile.asp.
H.M. Hasanean (n.d.): Middle East Meteorology.
A. Hsu et al. (2014). The 2014 Environmental Performance Index.
H.M. Hasanean (n.d.): Middle East Meteorology, p. 4f.
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this is primarily a water use problem, which is only partly made up for by a good score in
wastewater treatment. Water availability is another of Egypt’s key issues related to its geography.
As mirrored in population and economic activity, which is heavily concentrated around the Nile
River, the country relies almost entirely on this river’s water resources – while nine other countries
also depend on these, further upstream.120
The most significant ecosystem in Egypt, apart from the Nile and its delta, are the coral reefs in the
Gulf of Aqaba and the Red Sea. They provide a critical habitat for a large number of (often
endemic) marine species. Many human activities such as fishing and industrial pollution are
threatening these ecosystems, together with climate change (through sea temperature rise and
acidification). Egypt’s EPI score on fisheries is average, but shows a negative trend, which could
affect the coral reefs.
As the examples of water availability and ecosystems show, Egypt is a country expected to be
strongly affected by climate change through droughts, coral reef losses, and sea level rise.
Regarding its own climate change impact, the EPI reports a quite negative trend in carbon intensity
and CO2 emissions per kWh.
With waste production increasing in line with GDP and insufficient waste management, water, soils
and air are additionally polluted by waste.
Looking at both the main environmental issues and the largest expected FTA impacts (which go
through economic activity and thus affect air pollution, CO2 emissions, water use, and waste), we
have selected a few key issues to be covered in the following sub-sections, including:


Air pollution;



Water (availability, quality, and maritime issues);



Waste;



Climate change;



Ecosystems and biodiversity (focus on coral reefs);



Greening the economy.

Environmental policy
The main body to deal with environmental affairs is the Ministry of State of Environmental Affairs
(MSEA) established in 1997, with the Egypt Environmental Affairs Agency (EEAA) as its executive
arm. The Ministry sets the policy framework according to seven directives;121 in particular it
enforces the laws for protection of the environment and for natural protectorates, as well as all other
environmental regulation.
The Ministry of Environmental Affairs has defined Egypt’s strategic environmental objectives
separately for the short, medium and long term:122


Long term: To introduce and integrate environmental dimensions in all national policies, plans,
programs relevant to protection of human health and management of natural resources;



Medium term: To preserve the natural resource base, national heritage and biodiversity within a
context of sustainable development;



Short term: To reduce current pollution levels and thereby minimize health hazards and improve
quality of life.

120

121
122
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See also for the following paragraphs: Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and
the Russian Federation on social and economic benefits of enhanced environmental protection: Egypt Country Report.
http://www.eeaa.gov.eg/English/main/Policies.asp.
http://www.eeaa.gov.eg/English/main/objectives.asp.
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The Environmental Affairs Agency plays a substantial role in the implementation of the framework
and objectives, their mission being, amongst others, to prepare draft laws, norms and standards as
well as National Plans for Environmental Protection, and to guide environmental impact
assessments.123
Other relevant governmental entities for Egypt’s environmental issues are:


Ministry of Electricity and Energy;



Ministry of Water Resources and Irrigation;



Ministry of Agriculture and Land Reclamation.

In terms of Multilateral Environmental Agreements (MEAs), Egypt’s goals are mirrored in the
ratification of a number of key conventions, agreements, and protocols, including (ratification year in
brackets):124
MEAs related to nature conservation / biodiversity:


Ramsar Convention on Wetlands (1988);



Convention on International Trade in Endangered Species (CITES) (1978);



Convention on the Conservation of Migratory Species of Wild Animals (Bonn Convention)
(1982);



Convention on Biological Diversity (CBD) (1994);



International Tropical Timber Agreement (ITTA) (1986);



United Nations Convention to Combat Desertification in those Countries Experiencing Serious
Drought and/or Desertification, Particularly in Africa (UNCCD) (1995, entry into force 1998);



Convention Concerning the Protection of the World Cultural and Natural Heritage (World
Heritage Convention) (1974, entry into force 1975);



International Plant Protection Convention (1953);



International Treaty on Plant Genetic Resources for Food and Agriculture (2004).

MEAs related to climate change and atmosphere:


Convention for the Protection of the Ozone Layer (1988);



Montreal Protocol on Substances that Deplete the Ozone Layer (1988, entry into force 1989);



United Nations Framework Convention on Climate Change (UNFCCC) (1994);



Kyoto Protocol to the UNFCCC (2005).

MEAs related to hazardous materials / waste and chemicals:


Convention on the Control of Transboundary Movements of Hazardous Wastes and their
Disposal (Basel Convention) (1993, entry into force 1994);



Bamako Convention on the Ban of the Import into Africa and the Control of Transboundary
Movement and Management of Hazardous Wastes within Africa (2004);



Convention on Persistent Organic Pollutants / POPs (Stockholm Convention) (2003, entry into
force 2004);



Protocol on Biosafety to the Convention on Biological Diversity (Cartagena Protocol) (2003).

Egypt is not a party to the Convention on the Prior Informed Consent Procedure for Certain
Hazardous Chemicals and Pesticides on International Trade (Rotterdam Convention). The
Convention aims at promoting shared responsibility and cooperative efforts among Parties in the

123
124

http://www.eeaa.gov.eg/English/main/mission.asp.
Unless otherwise noted, all information on MEAs comes from http://www.eeaa.gov.eg/english/main/intlaw.asp and the
websites of the respective agreements, as well as UNEP (2010): Auditing the Implementation of Multilateral Environmental
Agreements (MEAs): A Primer for Auditors.
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international trade of certain hazardous chemicals in order to protect human health and the
environment from potential harm and to contribute to their environmentally-sound use.
MEAs related to oceans and seas:


International Convention for the Prevention of Pollution from Ships (MARPOL) (1986);125



International Convention for the Prevention of Pollution of the Sea by Oil (1963);



Regional Convention for the Conservation of the Red Sea and Gulf of Aden Environment; and
Protocol (Jeddah Convention);



Agreement for the Establishment of a general Fisheries Council for the Mediterranean;



Convention for the Protection of the Mediterranean Sea Against Pollution (Barcelona
Convention) (1978);



Protocol for the Protection of the Mediterranean Sea Against Pollution from Land-Based
Sources (1983).

Egypt is not a party to the Agreement for the Implementation of the Provisions of the United Nations
Convention on the Law of the Sea relating to the Conservation and Management of Straddling Fish
Stocks and Highly Migratory Fish Stocks (United Nations Fish Stocks Agreement). The objective of
this Agreement is to ensure the long-term conservation and sustainable use of straddling fish
stocks and highly migratory fish stocks. It sets out principles for the conservation and management
of these fish stocks and provides a framework for cooperation in the conservation and management
of these resources.
In the following, the status of the selected issues in Egypt is described in more detail.

4.1.2 Air pollution
As indicated in the introduction, Egypt scores far below average on air quality in the Environmental
Performance Index, especially due to the high exposure to particulate matter. In this section, we
describe the status quo situation for air emissions for a selection of air pollutants in Egypt. First, we
describe the context of air pollution in Egypt. The remainder of the section presents emission
volumes, emission intensities and a rough indication of the costs to society related to air pollution.
In step 3 of this chapter, the effects of the DCFTA on these baseline indicators are presented.
Introduction
The amount of particulate matter from all types of air pollution is exceptionally high in Egypt,
especially PM10 concentrations. According to the Egyptian Ministry of State for Environmental
Affairs, average daily PM10 concentrations can exceed the limit for clean air on 98 percent of the
time especially in industrial areas126. It should be noted that, although concentrations are highest in
industrial areas, natural background occurrence of PM10 in Egypt is already high. These high
background values are caused by wind blown dust from numerous arid areas.
The main sources of anthropogenic air pollution can be attributed to transport, energy, waste
burning, and industry. In industry especially the metal processing industry and brick factories are
important emitters of NOx and SOx emissions.127 Another important source of SOx in Egypt is
transportation. Almost all buses and trucks use diesel fuel running on old-generation diesel engines
without catalytic converters or diesel particle filters, and about 90,000 taxis in Egypt are over 20
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https://imo.amsa.gov.au/public/parties/marpol78.html.
http://www.eeaa.gov.eg/eimp/mainairproblem.html.
Sustainable Development Department Middle East and North Africa Region, 2013.
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years old. About two-thirds of all motorized trips are made by public transport, mainly taxis and
minibuses.128
Electricity production in Egypt is currently mainly based on natural gas129. Egyptian gas is
considered sweet, with low sulphur content and a low level of contaminants. Although decreasingly,
oil is still used in approximately 15 percent of the Egyptian power plants. Egyptian crude oil has a
high sulphur content, thereby contributing to the SOx pollution already caused by industry130.
Another source of air pollution is caused by self-ignition and open burning of urban and agricultural
waste. Especially the burning of rice husks can lead to so called black clouds in Cairo.131 Dark
clouds occur only in September and October and are far more intense then the average pollution.
The clouds can increase pollution levels up to ten times the limits set by the World Health
Organization, and can persist for days or weeks at a time.
Due to the widespread occurrence of deserts in Egypt high concentrations of PM10 are common in
the entire country. However, the highest concentrations for all pollutants occur near industrial areas,
which are mainly located near the larger cities, such as Cairo, Alexandria and Giza. Especially
Greater Cairo, where 50 percent of all industry is located, experiences high degrees of air pollution.
Problems with air pollution in the Greater Cairo region are further exacerbated by the surrounding
hills around Cairo and a lack of cleansing rainfall.132
The extraordinarily high amounts of particulate matter result in a high occurrence of lung infections
and asthma in Egypt. The dark clouds that occur in Cairo exacerbate this type of health problems
and contribute to cancer and other long-term health problems.133 Besides a negative effect on
human health, SOx and NOx emissions lead to acid rain, which damages agriculture and leads to
acidification of the limited fresh water reserves.
Since 1994 an environmental protection law has been in place, which includes some standards for
industrial pollution control. However compliance with these standards has been low due to a lack of
enforcement134. The government therefore resorted to a different policy of providing incentives to
the industry to comply and requested international donors like the World Bank and KfW to provide
such incentives. Recently the Egyptian government has tried to reduce air pollution from
transportation by promoting compressed natural gas (CNG) as the preferred transportation fuel135.
Rice husk burning has been banned since 2004, however it is still practised illegally at night to
reduce the chances of being caught.136
Current emissions volumes in Egypt
Table 4.1 presents the emission level of air pollutants divided by sector of economic activity. The
pollutants included are the classical air pollutants SOx, NOx and two types of primary particulate
matter (PM2.5 and PMcoarse).
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Sustainable Development Department Middle East and North Africa Region, 2013.
http://www.data.iae.org.
https://www.db.com/cr/en/concrete-egyptian-state-authority-and-dii-agree-to-work-together-closely-in-egypt.htm.
Marey et al. (2010): Study of the formation of the “black cloud” and its dynamics over Cairo, Egypt, using MODIS and
MISR sensors.
Khoder et al., 2007. "Black cloud reappears over Cairo".
Marey et al. (2010): Study of the formation of the “black cloud” and its dynamics over Cairo, Egypt, using MODIS and
MISR sensors.
Sustainable Development Department Middle East and North Africa Region, 2013.
http://www.un.org/esa/sustdev/csd/csd14/escwaRIM_bp1.pdf.
Marey et al. (2010): Study of the formation of the “black cloud” and its dynamics over Cairo, Egypt, using MODIS and
MISR sensors.
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Table 4.1 Baseline emission values per sector, thousand tonnes
NOx

SOx

PM2.5

PMcoarse

Agriculture

38.01

0.15

5.04

3.09

Industry

86.82

173.00

40.91

25.08

Transport

247.29

41.64

5.78

3.54

137

144.83

327.24

1.35

0.83

Utilities

Rest of Emissions

32.11

78.70

90.36

55.38

Total

549.07

620.72

143.44

87.92

Source: EDGAR database for NOx, SOx and particulate matter, aggregated to sectors that can be fit with the GTAP sectors
used in the economic analysis. Distribution of PM10 based on ENP Arab Republic of Egypt Country Report: PM2.5: 62%;
PMcoarse: 38%. Data are for the year 2008.

The sector structure available for the analysis of air pollution is unfortunately much less detailed
than the structure of the CGE model. The reason for this lower level of detail is the need to match
emission sources to the sectors of the economic model (for the precise aggregation approach, see
Annex D). Emissions from all types of vehicles have been allocated to the transport sector. The
Rest of Emissions sector consists of emission sources that could not be assigned to a specific
sector of economic activity – for example air conditioning, which includes emissions from
agriculture, industry, offices, transport and residential sources.
The utilities sector is the main emitter of air polluters in Egypt, especially due to the high emissions
of SOx. Other sectors with high emissions are the transport sector, followed by the industrial sector.
The transport sector has relatively low emissions of SOx and particulate matter, but is primary
contributor to NOx emissions. The rest of emissions category is responsible for a majority of the
emitted particulate matter. The high emissions of particulate matter in the rest of emissions
category is driven solely by the residential sector, potentially due to use of private diesel
generators. Agriculture plays a minor role compared to the other sectors, but still emits substantial
amounts of NOx.
Current emission intensities in Egypt
Emissions per Euro of value added can be a useful indicator of the emission intensity of the
Egyptian economy as a whole and for the four sectors discerned above. Emission intensity is by far
the highest for the utilities sector, Transport is mainly NOx intensive and the second largest energy
intensive sector. The ‘Total’ row indicates the average emission intensity per euro GDP for each
pollutant.
Table 4.2 Emission factors in baseline year (tonne of emission per EUR million output)
NOx

SOx

PM2.5

PMcoarse

Agriculture

2.88

0.01

0.38

0.23

Industry

2.43

4.84

1.14

0.70

Transport

16.64

2.80

0.39

0.24

Utilities

129.97

293.67

1.21

0.74

1.15

2.82

3.24

1.99

Total

Note: for the category ‘Rest of Emissions’, no value added has been assigned, because emissions can not be explicitly linked to
sectors of economic activity.

External costs estimates
By multiplying Egypt’s current emissions (baseline emissions) with an external costs factor per
tonne of emission an indication of the external costs related to the baseline emissions can be
obtained. The external costs values have been adapted from the NEEDS project and take into
137
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account the effect of air pollutants on human health. Table 4.3 depicts the estimates for the
baseline external costs derived.
Table 4.3 Benchmark externality associated with releases of air pollutants in Egypt (mill. €)
NOx

SOx

PM2.5

PMcoarse

Agriculture

€ 45.51

€ 0.32

€ 24.48

€ 0.67

Industry

€ 103.95

€ 375.42

€ 198.67

€ 5.46

Transport

€ 296.07

€ 90.36

€ 28.07

€ 0.77

Utilities

€ 173.40

€ 710.15

€ 6.55

€ 0.18

Rest of Emissions

€ 38.44

€ 170.78

€ 438.76

€ 12.05

Total

€ 657.38

€ 1,347.03

€ 696.54

€ 19.14

Note: emission data for 2008; external cost factors taken from WP1 of RS3a NEEDS project, http://www.needs-project.org.

The values from Table 4.3 only provide an order of magnitude of the external costs involved with
emissions, so that different types of air pollution can be compared across sectors. The derived
monetary values should be interpreted with caution. The external costs factors are typically
indicating the costs of extra emissions on top of the baseline situation, thereby indicating marginal
costs and not average costs.
Table 4.3 shows that SOx currently leads to the highest external costs due to air pollution, followed
by NOx and PM2.5. Coarse particulate matter has a relatively small effect on Egypt. It is essential to
keep in mind that only anthropogenic emissions are taken into account, this is especially important
for the externalities associated with PM2.5 and PMcoarse. Natural occurrence of particulate matter
is already very high in Egypt due to airborne dust that originates from the desert. Therefore the
external costs of particulate matter would be significantly higher if natural dust were to be
incorporated. The utilities sector followed by the industrial sector are the main sources of external
costs through air pollution. The rest of emission group as the main source of external costs for
particulate matter and also contributes significantly to overall SOx emissions.

Millions

Figure 4.1 Benchmark externality associated with releases of air pollutants in Egypt per sector (mill. €)
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PMcoarse
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Source: Own calculations based on emission data EDGAR for 2008; external costs taken from WP1 of RS3a NEEDS project.
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Millions

Figure 4.2 Benchmark externality associated with releases of air pollutants in Egypt per pollutant (mil. €)
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Source: Own calculations based on emission data EDGAR for 2008; external costs taken from WP1 of RS3a NEEDS project.

4.1.3 Water
Egypt is a seriously water constrained country where water availability is both an environmental and
a political issue. The fact that Egypt performs comparatively well in the EPI on “water availability
and resources” should not be overestimated, as the EPI only includes access and wastewater
treatment indicators, according to which Egypt is quite advanced – out of necessity.
Water resources / scarcity
Based on 2000-2002 data, Egypt uses (withdraws) 68.3 billion m3 of water per year, compared with
57.4 million m3 of water available. This translates into a water exploitation rate of 119 percent (while
these rates are between 29 and 109 percent in other countries in the region), indicating significant
water re-use. The yearly replenishment comes almost exclusively from inflows of the Nile, namely
55.5 billion m3 – the amount Egypt is entitled to according to the 1959 sharing agreement between
Sudan and Egypt. Some more renewable water is available from groundwater and internally
produced surface water. In addition, 2.97 billion m3 of waste water is treated, providing additional
sources. “Overall, water availability per person is on average about 860 m3/ year, which is below
the international water poverty line of 1,000 m3/capita”138.The largest water user is the agricultural
sector with 86 percent; industrial (6%) and municipal use (8%) are small by comparison.
Table 4.4 Baseline water use in Egypt by sector
Sector

3

Water use (billion m )

Agriculture

59

Industry

4

Municipal

5.3

Source: Environmental Benefits in ENPI countries study, available at http://www.environmentbenefits.eu/index.php?mid=5&smid=1&cid=0. Data for 2000-2002.
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Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and the Russian Federation on social and
economic benefits of enhanced environmental protection: Egypt Country Report, p. 51.
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The construction of a Nile dam in Ethiopia, which in Egypt is believed to threaten the country’s
water resources, is a topic of fierce debate between Egypt and Ethiopia at the moment and is both
an environmental and a political concern.139 The “Grand Ethiopian Renaissance Dam” (GERD) is
situated at the Blue Nile close to Ethiopia’s border with Sudan. It will be the largest hydropower
dam in Africa and at this stage is about 30 percent complete.140 Around 80 percent of the Nile’s
water supply originate in Ethiopia, but the 1959 water sharing agreement mentioned above does
not assign any water to the country.
Ethiopia has managed to forge an alliance with five other upstream states in the New Nile River
Cooperative Framework Agreement which challenges the 1959 treaty. After decades of siding with
Egypt, Sudan as another downstream state is now also backing Ethiopia’s plans, hoping for
benefits from electricity and increased irrigation capacity. Egypt, however, is opposing the initiative.
Referring to its historic rights to the Nile water, it claims that the construction of the dam is illegal,
and government talks on the dam have been suspended.
The actual hydrological impacts of the dam are unclear and heavily disputed; different groups of
experts arrive at different conclusions and are subsequently accused by the opposing parties of not
being objective.141 Egypt fears a loss in water availability especially in the construction phase of the
dam – with 63 billion m3, the dam’s reservoir holds more water than the yearly regulated inflow into
Egypt.142 With the filling likely to be spread over several years, the precise yearly impact on Egypt is
hard to foresee. Another of Egypt’s concerns is evaporation from the dam’s huge reservoir, further
reducing the downstream flow also in the long term. However, there are also claims that the net
effect of the dam may be positive: it will reduce the water stored (especially in peak times) at the
Nasser dam, which has much higher evaporation rates than expected for the GERD in Ethiopia.143
On the other hand, precisely this reduction in the reservoir of the Nasser dam could be a threat to
Egypt’s electricity supply.
Recently, the discussion in Egypt has also included voices suggesting it would be best to reach an
agreement with the upstream countries and create a win-win situation from the dam, e.g. profiting
from the electricity generation and at the same time securing regular water supply.144
Water quality and pollution of the sea145
The Nile River receives significant discharges of organic and inorganic chemicals and heavy
metals. As a result, its water quality is threatened. Although the quality of the main part of the Nile
River (from Aswan to the Delta barrage) is relatively good in terms of national standards (except for
139
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See for example http://www.al-monitor.com/pulse/originals/2014/01/egypt-ethiopia-renaissance-dam-negotiations-deadend.html#, http://www.sudantribune.com/spip.php?article48702, http://mondediplo.com/2013/08/04nile.
http://www.bbc.com/news/world-africa-26679225.
After the report from the GERD Panel of Experts was leaked, the IRN (International Rivers Network) NGO responded with
a report saying that the GERD study leaves many questions open, and suggesting to halt the construction activities until
more is known about the dam’s environmental impacts. The IRN was then accused by two of the GERD experts of
pursuing a campaign against Ethiopia. IRN in turn asserted their objectiveness and reconfirmed that they do not receive
funding from the Egyptian government. See http://www.dailynewsegypt.com/2014/04/12/ethiopian-panel-slamsenvironmentalist-ngos-report-dam-project/, http://www.eppf.net/5944/nile-dam-end-of-the-road-egypt-and-ethiopia-at-adeadlock/.
http://www.salini-impregilo.com/en/projects/in-progress/dams-hydroelectric-plants-hydraulic-works/grand-ethiopianrenaissance-dam-project.html.
http://www.dailynewsegypt.com/2013/06/03/regarding-the-dam/.
E.g. Lama el-Hatow on Al-Jazeera, http://www.aljazeera.com/programmes/insidestory/2013/05/201353081623734349.html
or Mahmoud Salem in the Daily News Egypt, http://www.dailynewsegypt.com/2013/06/03/regarding-the-dam/.
See for the following paragraphs: Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and the
Russian Federation on social and economic benefits of enhanced environmental protection: Egypt Country Report, and
Salem et al. (2012): Enhanced Removal of Dissolved Iron and Manganese from Nonconventional Water Resources in
Delta District, Egypt.
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dissolved oxygen, concentration of all main substances has been measured below the limits of
national legislation), this should not be overestimated as the Egyptian standards are relatively
weak, and the situation can quickly deteriorate particularly in times of low water levels. This has
happened recently, resulting in drinking water shortages.146 The picture is even worse in the Nile
Delta branches, Rosetta and Damietta, with especially high measures of organic compounds and
ammonia.
The Egyptian government started a monitoring programme for the northern lakes (Bardawil,
Manzala, Burullus, Edku and Mariut) in 2009 as a first step to protect these valuable resources of
fish and biodiversity. While most of the indicators turned out to be below the national limits,
significant concentrations of iron, pesticides, and fertilizers were found, which can be attributed to
uncontrolled wastewater discharge and agricultural activities. Recent studies showed a change
from moderate eutrophication to highly eutrophic water.
European cooperation projects on water pollution
“In November, the European Investment Bank approved funding for expansion of wastewater handling in
Kafr El Sheikh Governorate, as part of the integrated pollution reduction programme for Lake Burullus.
Egypt participated in EU-funded regional projects including the sustainable water integrated management
project, projects falling under the Horizon 2020 initiative for the de-pollution of the Mediterranean and the
shared environmental information system support project led by the European Environment Agency. Egypt
continued to participate in the technical assistance EU-funded project on the Integrated Maritime Policy in
the Mediterranean (IMP-MED).”

147

Both through coastal activities and via the Nile, Egypt’s marine environment receives many
pollutants. Another important source of marine pollution are seaports, adding pollution from ships
such as sewage water, emissions, garbage, oil residues, ballast water, or in extreme cases fuel
leakages and accidents. Given that the Mediterranean and the Red Sea are unique and important
areas for biodiversity, their de-pollution would greatly contribute to an improved environmental
performance of Egypt (see also section on ecosystems and biodiversity).
Maritime water quality
“A monitoring programme of coastal water quality was started in 1998. Overall, the analysis conducted
during 1998- 2004 showed that 10 out of 40 monitoring sites in along the Aqaba Gulf, the Suez Gulf and
the Red Sea proper were considered polluted - i.e. 20 percent of samples exceeded the acceptable levels
of bacteriological standards (El-Shenawy et al 2006). More recent results from 20 monitoring stations in the
Mediterranean coast revealed that in 2009 there has been an improvement in water quality compared to
previous years.”
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In Egypt the total discharge rate of wastewater is estimated to be between 3,760 and 4,380 million
m3 per year. The sources of pollution for the main part of the River Nile and also for canals and
drainages are industrial wastewater (especially from chemical industry) – containing heavy metals,
organic and inorganic components. About 129 industrial facilities are located along the Nile River or
other water courses. Among these, 102 industrial facilities discharge about 460 million m3 into the
River Nile every year. Overall, in 2008 27.15 million m3, or 5.9 percent, of industrial wastewater
discharges did not comply with national standards, although some were in the process of being
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http://www.al-monitor.com/pulse/originals/2014/03/egypt-nile-pollution-drinking-water-shortage.html#.
European Commission (2014): Implementation of the European Neighbourhood Policy in Egypt. Progress in 2013 and
recommendations for action. SWD (2014) 71 final. See for the EU-funded programmes: http://enpi-seis.ew.eea.europa.eu;
www.h2020.net; www.imp-med.eu; www.swim-sm.eu.
Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and the Russian Federation on social and
economic benefits of enhanced environmental protection: Egypt Country Report, p. 77.
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improved. The delta and lakes are mostly polluted from municipal wastewater and agriculture and
food industries’ wastewater, reflected in high organic matter contents.
Water management
According to 2012 data, there are 372 domestic wastewater treatment plants all over Egypt, treating
an average of 10.1 million m3/day of sewage.149 As of 2010, treatment plants were in operation in
23 governorates, serving about 31 million people and providing altogether 2.9 billion m3 of treated
water yearly, which corresponds to 4 percent of total water use in Egypt.150
The operation and management of these plants fall under the responsibility of the Egyptian Holding
Company for Drinking Water and Sanitation and its 23 affiliated companies. The overall
responsibility for water management (regulation, investment, and provision of services) currently
lies with the Ministry of Housing, Utilities and Urban Development – a dedicated Ministry for
Utilities, Drinking Water and Wastewater was created in 2012, but abolished in July 2013.151
In 2013, the first wastewater treatment plant in Egypt under a Public-Private Partnership agreement
started its operation - $200 million of private investment were mobilised in addition to $150 million
of public funds. The private partner, IFC, is convinced that the “demonstration effect attracted
regional and international investors to Egypt’s PPP market”152. Other projects have already started
to be commissioned, such as the extension of the Abu Rawash plant near Giza.153
Egypt has made good progress in providing access to drinking water, but some issues remain. For
instance, there is still a large difference in access between rural and urban areas; the water access
works do not keep pace with the population growth; and quality of drinking water is a problem,
especially in slums, due to the ageing of sewage networks, leakages, and pollution. A general issue
is the low price of water (which is far below the actual cost), thus not incentivizing efficient water
use. On the other hand, in places with severe water shortages, price spikes occur and people start
storing water privately, often also resulting in contamination.154
Connection to a sewage system was about 75 percent in urban areas and 10.5 percent in rural
areas in 2009,155 and respectively 90 percent and 10 percent in 2012.156 Better sewage connection
and collection would help the treatment of wastewater and thus reduce water pollution and water
use, especially in rural areas.
The European Environment Agency has recently published a report including updated
environmental data in Egypt: EEA (2014)“ Horizon 2020 Mediterranean report – Toward shared
environmental information systems”, EEA technical report No 6/2014.
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Global Water Intelligence (2012): Wastewater focus moves out of the city.
Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and the Russian Federation on social and
economic benefits of enhanced environmental protection: Egypt Country Report.
European Commission (2014): Implementation of the European Neighbourhood Policy in Egypt. Progress in 2013 and
recommendations for action. SWD (2014) 71 final.
IFC Advisory Services (2013): New Cairo Wastewater Treatment Plant is Egypt’s First Public-Private Partnership.
http://www.egec-xprt.com/infra-WW-05.htm.
Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and the Russian Federation on social and
economic benefits of enhanced environmental protection: Egypt Country Report.
Bassi, S. (2011): Analysis for European Neighbourhood Policy (ENP) Countries and the Russian Federation on social and
economic benefits of enhanced environmental protection: Egypt Country Report.
Global Water Intelligence (2012): Wastewater focus moves out of the city.
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4.1.4 Waste
Waste does not feature as a separate category in the EPI, but in many countries it is a concern
because waste production tends to increase with economic development, and insufficient waste
management can have detrimental consequences for water quality or ecosystems. Egypt is no
exception here with strong increases in solid waste generation (77 million tonnes in 2010), less than
65 percent of solid waste collected in 2008, and reported contamination of water supplies.157 A
study by the World Bank in 2002 estimated the cost of environmental degradation in Egypt due to
improper management of municipal solid waste at 0.4-0.7 percent of GDP per year.158 Poor
management of solid and agricultural waste and the overuse of chemical inputs have contributed to
environmental degradation in rural areas.159
Institutional framework
After many years without a solid waste management law in place, and with waste management
regulated in a number of separate laws and decrees, a National Solid Waste Management
Programme (NSWMP) is now being prepared and expected to start in mid-2014. With a total
funding of €41 million from the EU, Germany and the government of Egypt, it “contains a
comprehensive set of measures ranging from institutional reform and development of policy and
legislation, to investment programming and implementation, professional capacity development,
improving services and facilities and includes civil society participation”160.
The institutional reform entails the setup of one national waste management entity. This entity will
set national policy objectives, deal with the implementation of the national waste management
strategy, draft legislation, conduct investment planning, and manage programmes financed by the
government or international donors. From the information from different sources, it is unclear
whether this entity will be placed within the Ministry of Local Development or the Ministry of
Environment.161
On the ground, the governorates are responsible for solid waste management (SWM) activities and
either perform these themselves or contract private companies. Apart from setting the general
framework as described above, one of the tasks of the new waste management entity will be to
support the governorates in preparing bankable SWM projects. Below the governorates,
municipalities are responsible for monitoring, inspection and training. In addition, NGOs are active
in Municipal Solid waste (MSW) treatment and recycling as well as public awareness campaigns.
Municipal solid waste
Waste generation
In 2010, MSW generation in Egypt amounted to 20.5 million tons (about 27 percent of total
generated waste – the remainder consists of agricultural and industrial waste, and to a large extent
of waste from cleaning of water courses and drainage canals162). The per capita MSW generation
differs between urban and rural areas, with 255-365 kg/year and 146-182 kg/year, respectively.
According to the most recent Sweep-net report, total MSW generation has increased by more than
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See also for the following paragraphs: Sweepnet (2010): Country Report on the Solid Waste Management in Egypt, and
the update: Sweepnet (2012): Country Report on the Solid Waste Management in Egypt.
World Bank (2002): Arab Republic of Egypt. Cost Assessment of Environmental Degradation. Sector Note.
European Commission (n.d.): Action Fiche for the Joint EU Rural Development Programme under the ENPARD initiative.
http://europa.eu/rapid/press-release_MEMO-13-1028_en.htm. Note that the EU support is considered to contribute to the
implementation of the EU-Egypt Association Agreement, see Sweepnet (2012): Country Report on the Solid Waste
Management in Egypt.
In the Ministry of Local Development according to Sweepnet (2012): Country Report on the Solid Waste Management in
Egypt, in the Ministry of Environment according to European Commission (2014): Implementation of the European
Neighbourhood Policy in Egypt. Progress in 2013 and recommendations for action. SWD (2014) 71 final.
http://www.eeaa.gov.eg/english/main/accomp4.asp.
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36 percent between 2000 and 2010.163 This precisely coincides with the growth of GDP per capita
in the same time frame,164 demonstrating the strong link between economic development and MSW
production. Solid waste in Egypt is primarily organic (see overview of waste composition below).
Figure 4.3 Municipal solid waste composition in Egypt
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Other; 15%

Glass; 4%
Paper/
Cardboard
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Organic; 56%

Plastics; 13%

Source: Own representation based on Sweepnet (2010).

Waste collection
MSW collection ranges from 0-35 percent in rural areas and 40-90 percent in urban areas. Of the
collected MSW, only 2.5 percent is recycled, although some random sorting by scavengers takes
place in streets or at waste collection sites. 9percent is composted, 5 percent landfilled, and a
striking 83.5 percent open-dumped without effective treatment or control procedures (2010 data).
Waste and debris collection after the revolution
“Before the revolution, construction/demolition debris was transferred to dumpsites to avoid penalties
imposed by municipality supervisors. At present, household waste and debris are being brought down into
the streets by inhabitants. The rapidly advancing random building movement after the revolution is adding
complexity to the situation. It seems that now due to the absence of inspection and control; people choose
to do things the easy way regardless of the environment, hygiene or personal responsibility.”
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Payment for waste collection is made via the electricity bill, but covers only a share of the collection
cost (around 60-65 percent in the case of Greater Cairo and Alexandria). Despite some advantages
of this system for the communities (regardless of the numbers of household members, citizens pay
a flat fee for waste per electricity connection), they are dissatisfied with the level of service
provided. Moreover, they sometimes have to make double payments (via the electricity bill and
extra payments to informal collection groups, see below).166
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Ibid.
Source: World Development Indicators (WDI).
Sweepnet (2012), Country Report on the Solid Waste Management in Egypt, p. 11.
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Private sector participation (PSP)
In the follow-up of the waste strategy of 2000, privatization was encouraged and fifteen-year
contracts were signed with four international waste management companies in 2002, to provide
integrated solid waste management in Alexandria and parts of Greater Cairo; one of them pulled
out in 2006. In addition, some local private companies were contracted. In Alexandria and in the
Qena governorate, private sector involvement was regarded as successful in 2010. In other
governorates, conflicts were reported between international companies and authorities over
administration and payments. The underlying issue is that the “MSWM legal framework is lacking a
consistent model and guidance for PSP arrangements”167. Moreover, there is some tension
between the formal private sector and informal waste collectors (see below).168
However, private sector involvement and public private partnerships (PPP) have proven successful
especially in recycling, for example in the vehicle scrapping program aiming at a reduction of
emissions (due to ageing vehicles), where the old cars are recycled in a private sector facility.169
Informal sector
The traditional, informal “Zabbaleen” waste collectors and recyclers have always played a key role
in MSW management in Egypt. “Studies indicate that there are an estimated 100,000 members of
the ‘Zabbaleen’ communities living in Greater Cairo Region, the majority of which make their family
income mainly from informal waste collection and recycling activities.”170 Their door-to-door
collection system is preferred by many citizens and their experience in recycling is regarded as very
valuable. Nevertheless, informal waste collection also means a significant health risk for the
collectors, many of whom are children. In the privatization process, the Zabbaleen have partly been
replaced by private international businesses, and efforts to integrate them into the private
companies have been unsuccessful.171 Both systems are now co-existing in Greater Cairo,
reportedly resulting in a worse waste collection situation than before.172 The changes in waste
organization also had a social impact on the livelihoods of the Zabbaleen.
Hazardous and industrial waste
In 2010, 6.2 million tonnes of industrial waste were generated; the amount of hazardous industrial
waste was 0.2 million tonnes, and that of medical waste 40,000 tonnes. For medical waste, 151
incineration units and 48 sterilization units are in place. As of 2012, one treatment unit for industrial
and hazardous waste is operational. The facility in Nasreya / Alexandria is currently operating at 70
percent of its working capacity, due to insufficient information among industry, insufficient law
enforcement, and a perception among some industrial stakeholders that treatment prices are too
high. However, even the full capacity of the Nasreya facility would not be sufficient to cover all
hazardous waste generated in Egypt.
In the context of a twinning project in the framework of the Support to the EU-Egypt Association
Agreement Programme (SAAP), an Integrated Strategy on Hazardous Substance and Waste
Management (ISHSWM) was developed. In addition, a Strategy for safe disposal of hazardous
medical waste was prepared. The status of implementation is unclear at this stage. The strategies
are expected to be managed by inter-ministerial committees and advisory groups.173
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E-waste
The growing amounts of e-waste – both imported and generated by Egyptian users – are
increasingly recognised as an ecological threat and an additional issue for waste management. An
Egyptian Green ICT Strategy was adopted in 2010 by the Ministry of Communications and
Information Technology (MCIT) in close cooperation with the Ministry of State for the Environment.
Several private companies are now active in the e-waste management and recycling business,
including the first factory for e-waste recycling in the Middle East.174 Moreover, imports of used
personal computers older than three years were prohibited in 2010; a general import ban of used
computers followed in 2013.175
Political importance
Communities recognize MSW “as one of the priority problems”176 and waste is the topic of societal
debate. Waste collection featured in the election campaign of Mohammed Morsi, and the Minister of
Environment in the Al-Bablawi cabinet and in the current Mahlab cabinet is a waste expert with
connections to the Zabbaleen.177 As can be seen in the large EU project related to the National
Solid Waste Management Programme, it is also regarded as a key issue in Egypt’s advancement of
the Association Agreement.

4.1.5 Climate change
Egypt is one of the non-Annex I signatories of the Kyoto protocol. Therefore Egypt does not have
any binding targets but can participate in the Clean Development Mechanism (CDM)178.
Nevertheless, since January 2013, the EU Emissions Trading Scheme accepts only credits from
least developed counties; therefore, Egyptian CDM credits are not eligible anymore. CDM enables
Annex I countries (and resident companies) to reduce their emissions by investing in mitigation
measures in non-Annex I countries, and the system is currently being replaced by the New Market
Mechanism, which shifts from project-based to sector-based initiatives. The Ministry of State for
Environmental Affairs is in charge of administration of CDM projects.179 Most of the CDM projects
performed in Egypt have been fuel switching projects (substituting to a less carbon intensive energy
source), mainly from low quality oil to natural gas.180
Egypt is furthermore participating in UNDP's Low Emissions Capacity Building Programme, which
supports the development of several Nationally Appropriate Mitigation Actions (NAMAs), as well as
on Monitoring, Reporting and Verification system. These initiatives are focusing on energy, industry
and transport sectors.
Around 15 percent of the Egyptian energy consumption comes from renewable sources, however
nearly all of this derives from the Nasser hydro dam. Other sources of renewable energy play a
small role in Egypt. New initiatives in the renewable energy fields mainly focus on wind energy. A
wind atlas has been made for the country, and several wind parks are planned or in development
near the Gulf of Suez.181
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Egypt’s GHG emissions have increased from 193.3 to 318.2 million tonnes of CO2 equivalent in the
period of 2000 to 2010. Although the production of lime, cement, iron and steel is the biggest
source of Egypt’s GHG emissions, the most rapid increase took place in the nitric acid and
ammonia use in fertilizers manufacturing, namely 220 percent increase over the last decade,
compared to an increase of 129 percent for the cement, lime, iron and steel production. An
increasing population (18.5%) and rising GDP (60.5%) over the same 10-year period put additional
pressure on Egypt’s GHG emissions.182
Impacts and adaptation
Egypt’s population, land-use and agriculture, as well as its economic activity are all concentrated
along a narrow T-shaped strip of land along the Nile and the deltaic coast, making the country
extremely vulnerable to any adverse impacts on its coastal zones and water availability from the
Nile. Climate change poses significant risks through sea level rise on the costal zone, which is
already subsiding at approximately 3-5mm/year around the Nile delta. Further sea level rise will
require significant investments to prevent population displacement. Without any protective
measures, a one meter sea level rise displaces approximately 10 percent of the population and
would reduce the area of arable land in the Nile Delta by 12 to 15 percent.183 Even if direct
inundation can be prevented, rising sea levels will change the freshwater-saline interface, rendering
some of the fertile coastal agricultural areas increasingly difficult to cultivate. Egypt’s Mediterranean
coastal cities are particularly vulnerable, as climate change impacts will interact with ongoing
coastal erosion.184 Besides sea level rise, an increasing average temperature will result in a higher
occurrence of haze, humidity, sandstorms, turbidity and intensity of air pollution. Average
temperature in Egypt has risen by 0.34 degrees a decade from 1960 onward.185
Several potential adaptation measures to cope with climate change have been identified. Loss of
land and displacement of the population living in the coastal zone can be reduced with the
construction of sea walls and breakwaters as well as reinforcement of rocky coral reefs in the Red
Sea186. Some potential measures to cope with a reduced water availability are an improvement of
current irrigation systems to reduce evaporation loss, extracting fossil water from deep-water
reservoirs or the construction of desalinization plants. An efficient implementation of the best
combination of measures requires national coordination. Currently one of the main characteristics
of the climate research activities in Egypt is the fragmentation or non-coordination of objectives,
efforts and information.

4.1.6 Ecosystems and biodiversity
Egypt can be divided in three main ecosystems:


Desert, mainly rock desert, but also including sand dunes and several oasis;



The coastal regions of the Mediterranean and Red Sea, including coral reefs in the Red Sea;



The Nile valley and delta, containing large wetlands.

In the Environmental Performance Index, Egypt has a low score on biodiversity and habitat, mainly
due to the below-average score on terrestrial protected areas (which can also be related to the low
score on agriculture). On marine protected areas, Egypt performs comparatively well (ranked 18th).
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Egypt hosts around 3,102 species of plants, 111 species of mammals, 480 species of birds, 109
species of reptiles, nine species of amphibians, and more than 1,000 species of fish. Eighteen
indigenous coral species are considered to be the world’s best as a result of not having been
subjected to coral bleaching. The pressure on Egypt’s biodiversity is high: 51 species of mammals
are already endangered, along with 26 bird species and 26 reptile species. The coastal ecosystems
are considered one of the most threatened natural habitats with around 17 species of mammals, 20
species of shark, 300 species of birds, 150 species of fish and more then 200 species of algae,
coral, molluscs and crustaceans currently endangered.187
The main threats to Egypt’s biodiversity are habitat destruction, coastal development, hunting, air
pollution, water pollution in the Nile, invasive species and climate change.188
In 1983 Egypt’s first national park Ras Mohammed was created. Currently 29 national parks and
protected areas are in place, covering all types of ecosystems present in Egypt.189 Besides
protecting flora and fauna many of the protected areas contain other features of historical or cultural
importance, for example a 6th century cloister in national park Mount Sinai or the scientifically
important Valley of Whales in Wadi El Rayan protected area. Combined, Egypt’s reserves cover
approximately 12 percent of the country. Egypt has one of the best protected coral reefs in the Red
Sea. Most of the marine protected areas in the Red Sea are located in Egyptian waters.190
In 1998 Egypt adopted a National Strategy and Action Plan for Biodiversity Conservation, which
included Development of Egyptian scientific and technological capabilities in the fields of
biodiversity conservation and development of natural resources and a set of programmes of action
that aim at positive participation of people, as individuals and as organizations. Furthermore a
national gene bank and captive breeding centre for endangered animals have been founded191.
Measures addressing desertification in Egypt started as early as the 1960s. Most of the measures
aim to improve water efficiency in agriculture while simultaneously enhancing agricultural yields, for
example by modernizing agricultural methods and irrigation systems. Such measures have most
successfully been implemented in farming areas newly reclaimed from the desert, while the “old
lands [still use] surface flooding or gravity methods”192 Salinization of irrigated desert soils is
currently prevented through the prohibiting of surface irrigation practices in desert areas.

4.1.7 Greening the economy
While the relationship between economic activity and the environment is usually considered to be
negative – and this relationship underlies most of this analysis of effects of a DCFTA – increasing
efforts are made in Egypt, with international support, to change this relationship and to engage the
private sector in a process of greening the economy.
Egypt has long had a focus on heavy industry. According to CEDARE (2013), so far the efforts to
mainstream sustainable development in public policy and institutions have not been up to
expectations and there is still a long way to go. Egypt has so far not managed to de-couple
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economic growth and energy use, as shown in Figure 4.4. But there are examples of good
initiatives at policy and private sector level.193
Figure 4.4 Energy intensity in Egypt
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Source: World Development Indicators.

From the policy side, market-based instruments are popular: for example, an eco-labelling initiative
linked to ISO certification is expected to increase demand for sustainable products. Another typical
approach includes finance instruments for cleaner production; this also recognizes the need to
complement policies and regulations with providing the means for businesses to comply with them.
Egypt is particularly successful in leveraging private finance, and in combining and coordinating
donor activities, thus creating fewer, but larger projects:


The “Achieving Compliance with Environmental Regulation in Industry” (ACI) programme was
part of a larger, Danish-funded “Environmental Sector Programme” (ESP). It included a
revolving fund, awareness activities, loans, and technical assistance from an Environmental
Compliance office. The programme ran between 2000 and 2008 but it is unclear whether there
has been a successor;



The “Egyptian Pollution Abatement Project” (EPAP) develops financing systems in addition to
targeting pollution. Implemented by the EEAA, it provides soft financing packages to support
private and public sector industries in improving their technology and reducing their
environmental impact. Co-funding comes from several international donors. By end of 2012, the
total value of projects was 478.3$ million, with loan requests totalling 250.8 $ million;



The Egypt National Cleaner Production Centre (ENCPC), established in 2005, acts as a service
provider for industry: it provides technical assistance for industry, has an extra line of services
for chemicals regulation (covering EU regulation), and supports in securing financial assistance
from donors. Focus areas are resource efficiency, industrial waste valorisation, energy
efficiency & renewable energy, and transfer of environmentally sound technologies. Support
comes from UNIDO, UNEP, and the Swiss and Austrian governments.

In the private sector, Onera Systems can be mentioned as a successful business model, providing
renewable energy equipment and full (sustainable) energy solutions; 30 percent of the components
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used are locally manufactured. Onera is a profitable company which has already been expanding
into other Mediterranean/North African (MENA) countries.
Looking at micro, small and medium-sized enterprises (MSMEs), the picture is mixed. The study by
EIM Business & Policy Research / Oxford Research (2012) could not identify any green
components in SME support instruments. The informality of SMEs often goes hand in hand with
primitive technology, limited capital, and negligence of environmental rules and regulation. The
majority of SMEs do not receive environmental support for de-pollution or better waste disposal
(although sometimes small numbers of enterprises are targeted in singular projects).
A private sector promotion project is currently being carried out by the GIZ (commissioned by the
German BMZ), with a focus on increasing resource efficiency and promoting selected areas of
environmental technology, and thereby increasing competitiveness. To date, ten innovation
networks have been established with the help of the project, including representatives of the private
sector (currently 70 enterprises), technology centres and universities. The topics of the network
include the introduction of new composite materials (plastics and organic waste) and resourceefficient concepts for the construction sector in the Egyptian market. Moreover, an association for
solar energy (SEDA) has been set up from of the networks. The project also supported sustainable
tourism together with private sector partners.194
An important additional topic in the context of a green economy is the agricultural sector. Reports
note that in Egypt, inefficient irrigation systems still prevail, and the crop pattern is not optimized for
water use minimisation. This is due to the low price of water and subsidised energy – these two
inputs do not reflect costs, but instead incentivise “environmentally wrong” choices of crops such as
water-intensive rice. An interesting development especially in terms of water pollution is the
reported increase in organic agriculture (from 4,020 ha in 1998 to 19,211 ha in 2008), with products
mainly destined for exports.195 A successful example of agriculture minimising water use and
pollution is the SEKEM initiative for biodynamic agriculture. This social, profitable enterprise acts
(amongst other things) as a marketing platform for biodynamic products, which are delivered by 600
SEKEM suppliers. Through this type of farming, the initiative aims to reclaim land, avoid fertilizers /
pesticides, and reduce water use. Reportedly, the initiative achieved reduced pesticides usage,
contributed to CO2 sequestration in owned soils, and 20 to 40 percent water savings. Products are
marketed domestically and abroad.196

4.2

Issues relevant to the assessment of DCFTA impacts
We generally look at two impact channels of the DCFTA: A first channel is economic activity, which
is often related to negative environmental impacts (increased land use, pollution, water use, etc.).
Secondly, the expected impacts of the DCFTA need to be put into the broader perspective of the
Association Agreement (AA) between the EU and Egypt, which entered into force in 2004. It
contains important provisions on trade and environmental cooperation, which in itself already had
some effects, but are expected to be strengthened by the DCFTA. It is thus difficult, especially for
the qualitative analysis, to precisely single out the effect of the DCFTA. The DCFTA environmental
effects will be a combination of the effects of different sectors’ growth and technological, regulatory
and other transformations influencing the environmental pressure.
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The table below summarizes the likely impacts of the DCFTA on the issues outlined above.
Table 4.5 Expected scope of DCFTA environmental impacts by category
Environmental aspect

Why relevant for DCFTA

Air pollution

Direct consequence from economic / industrial activity; Influence from DCFTA:
Sectoral shift, change in economic activity.

Climate change

CO2 emissions are a direct consequence from economic / industrial activity;

mitigation

Influence from DCFTA: Sectoral shift, change in economic activity.

Biodiversity

Increased trade activity can make illegal trade of protected species easier.

Biodiversity

Increased land use and pollution can endanger species.

Ecosystems

Increased air pollution / acid rain or water use due to DCFTA can damage
ecosystems.

Waste

Changing activity in certain industries (e.g. industry) and changing overall welfare
can lead to a change in waste production.

Water

Changing activity in certain industries (esp. agriculture) can lead to a change in
water use.

Green economy

DCFTA may create a larger demand market for green products and foster
compliance with environmental product standards.

Most aspects

Environmental issues are influenced by policy, which can be affected by the
Association Agreement between Egypt and the EU. At this stage we cannot say
whether how the DCFTA will influence implementation of the Agreement.

Most aspects

4.3

Economic growth is usually associated with increased pollution.

Expected impacts of the DCFTA
The analysis of impacts follows the structure of the main issues identified in section 4.1.1 and relate
them to the relevant influence of the DCFTA identified in section 4.2.

4.3.1 Air pollution
This section provides a quantitative assessment of the impact of the DCFTA on Egypt’s emissions
of classical air pollutants, based on the results of the GCE model. Furthermore an estimation of the
cost to society of a change in air pollution will be presented.
The quantitative simulations only take direct effects of economic activity on emission of air
pollutants into consideration. Therefore indirect effects related to economic development, such as
improved technology or shifts in preferences towards emission abetment are not taken into
account. Since these indirect effects are expected to have a reducing effect on emissions, the
estimates below can be considered as the upper limits of DCFTA induced emission increase. In the
short run these mitigating indirect effects are probably not extremely large, because the Egyptian
GDP per capita has not reach the threshold for a downward sloping Kuznets curve yet197.
Assessment of the DCFTA impacts on emission volumes
The DCFTA will affect both the volume of economic activity for the different sectors as well as the
composition of the overall economy. Both these changes affect the emission volumes, therefore the
DCFTA-induced changes have been split into two components labelled the scale effect and the
composition effect. The scale effect expresses the increased volume of emissions due to an
197
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increase of economic activity. The composition effect expresses a change in emissions due to a
change in sector composition of the economy.
According to the GCE results and estimation of the impact of emissions, the DCFTA is expected to
have a small negative effect in the short run, which becomes more pronounced in the long run. The
overall impact of the DCFTA on the classical air pollutants, including baseline values for emissions
is presented in the table below.
Table 4.6 Baseline values and DCFTA-induced changes of emissions, in thousand tonnes
NOx

SOx

PM2.5

PMcoarse

Baseline level

549.07

620.72

143.44

87.92

Short run change

10.78

10.11

2.80

1.72

- in percentage change

1.96%

1.63%

1.95%

1.95%

Long run change

21.29

37.03

3.45

2.11

- in percentage change

3.88%

5.96%

2.40%

2.40%

Source: Own calculations based on GCE results and Edgar database, with 2008 as baseline year.

In the short run all air pollutant emissions seem to increase percentage wise at a more or less
similar rate. When comparing the long run with the short run, the increase of NOx and SOx
emissions accelerates, whereas the increase in particulate matter seems to slow down. The
difference in acceleration rates is explained by the composition effect, especially a decreasing
share of the rest of emission sector which is one the largest emitters of particulate matter and an
increased share of the industry sector with its high SOx and to a lesser extent NOx emissions (see
section 4.1.2).
The figure below shows the total effect divided into scale and composition effects. Both the
composition effect and the scale effect result in an increase of emissions. The positive value for the
composition effect indicates that the DFCTA results in an increasing share of the more polluting
sectors in Egypt. The scale effect clearly dominates the overall effect in the short run, in the longrun the composition effect becomes the main cause for the increase in NOx and SOx emissions.
Figure 4.5 depicts an overview of the DCFTA-induced changes in percentages. Furthermore it
includes the relative impact of the DCFTA on total external costs related to these classical air
pollutants. Shown in percentages, the scale effect is equal for all pollutants, because it is based on
the change in GDP. The composition effect is stable across the short and long-run for particulate
matter but shows a remarkable increase for NOx and SOx of 3.88 percent and 5.96 percent
respectively.
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Figure 4.5 Decomposition of DCFTA-induced change in emissions of classical pollutants in Egypt
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Source: own calculations based on GCE model outcomes and baseline emissions.

Figure 4.6 Decomposition of DCFTA-induced change in emissions of classical pollutants in Egypt (%)
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Assessment of the DCFTA impacts on external costs of air pollution
The external costs per tonne of extra emissions for each pollutant are taken from the NEEDS
project framework and estimated using the impact pathway approach. This approach assesses
emissions by location and source from a detailed geographical grid of Europe and its neighbouring
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countries. The spread of pollutants throughout this grid and beyond is estimated based on a spread
model. The model thus shows exposure changes across the grid, which are then translated into
total cost estimates assigned to air pollution point sources.198 The external cost per tonne for each
pollutant include external costs for several impact categories, including human health, loss of
biodiversity, crops and building materials. Because of data availability for Egypt, we include health
costs only. The costs to human health are typically around 90 percent of total costs.
As was shown in figure above, the external costs to society that arise from air pollution increase by
1.80 percent in the short run. This negative environmental impact becomes smaller in the long run,
0.82 percent compared to the baseline.
In the short run, the external costs are expected to rise by slightly less then 49 million Euro; in the
long run, the external costs are expected to increase to 123 million Euro compared to the baseline
level. The impact on the monetary value of pollution costs to society is presented in the figure
below. Most of the negative changes can be attributed to the increase of SOx, 22 million Euro in the
short run and 80 million Euro in the long run.

Millions

Figure 4.7 The DCFTA-induced changes in external cost for Egypt (without climate costs)
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Source: own calculations of emission impacts and external costs factors from NEEDS project framework.

4.3.2 Water
The impact of the DCFTA on water use through changes in economic activity was calculated in a
similar way to that of air pollution, but on a more aggregate level (three sectors: agriculture,
industry, and other)199, with some limited insight into scale and composition effects. The figure
below shows these effects for the short run and long run:
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For more information on the method, consult Preiss, P. et al. (2008) and other reports within WP1 of RS3a NEEDS project,
http://www.needs-project.org.
Available from data from the Environmental Benefits in ENPI countries study, available at http://www.environmentbenefits.eu/index.php?mid=5&smid=1&cid=0. Water data are available according to three sectors: agriculture, industry,
and municipal. We assign all CGE sectors to one of these sectors – all services are assigned to the municipal sector.
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Figure 4.8 Decomposition of DCFTA effects on water in Egypt, in million m
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As can be seen, an initial increase in water use due to the DCFTA is estimated to be followed by a
decrease in the long run. The reported values in million cubic meters correspond to percentage
changes between 0.34 percent (composition effect in the short run) and 3.51 percent (composition
effect in the long run), with the total effect seeing an increase in water use of 0.8 percent in the
short run, and a decrease by 1.72 percent in the long run. The results are largely driven by the
agricultural sector, whose share in GDP is estimated to decrease by 0.5 percentage points in the
long run according to the model.
Based on an analysis of purely economic changes, the DCFTA effects on water scarcity are thus
positive, but need to be seen in a context of severe water scarcity problems and a number of other
factors contributing to these problems (growing population, agricultural subsidies, dependence on
water inflows from foreign countries, climate change, etc.).
In terms of water pollution, it was clear in the baseline that the main pollution sources are
agriculture through organic compounds and nutrients, and partly industry through organic
compounds and iron. Municipal wastewater adds to this. In terms of the purely economic channel, it
is thus difficult to predict the impact of the DCFTA, since practically all sectors contribute to water
pollution. Nevertheless, it is interesting to note that agricultural production is estimated to decrease
due to the DCFTA, thus most likely resulting in less pesticides and fertilizers pollution, which is
positive news for the northern lake area characterized by eutrophication.
According to the economic model, water transport will increase as a result of the DCFTA (by 2.53
percent in the short run and 1.09 percent in the long run), mainly affecting the marine environment.
Looking at potential effects of the DCFTA through regulation, the Association Agreement in the
article on the environment contains the aim to collaborate on desertification, quality of
Mediterranean water, management of coastal areas, water resource management, the impact of
agriculture on soil and water quality, and salinization. These issues are thus in the course of being
addressed and regulatory action could be further triggered by the DCFTA. The Commission’s
Annual Action Programme 2013 in favour of Egypt made specific reference to sustainable
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agricultural production through more effective management of water resources;200 in the review of
the Action Programme, assistance by the EU is mentioned “for the Government’s introduction of an
innovative scheme to recharge treated wastewater into the Egyptian aquifer with a view to
enhancing water management”201. However, no payment was made in 2013 under the EU’s Water
Budget Support.
Egypt already is part of several EU-funded projects under the Neighbourhood initiative, such as the
sustainable water integrated management project “SWIM”202 or the shared environmental
information system support project “ENPI-SEIS” led by the European Environment Agency.203 The
project SWITCH-MED will also look into mores sustainable production and consumption patterns in
the sectors with more potential for growth in the country.204

4.3.3 Waste
Through the channel of economic activity, the main effects of the DCFTA are on municipal solid
waste and hazardous waste. The DCFTA is estimated to lead to an increase in GDP of 1.22
percent in the short run (1.79% in the long run). Extrapolating figures from the past,205 this could
lead to an increase in MSW by around 0.6-1.2 percent (0.9-1.8%). This means that, given the
already insufficient management of MSW, it will require significant improvements to cope with the
existing and additional amounts in a sustainable way.
Hazardous waste production is largely determined by few economic sectors, namely chemicals and
(petro)chemicals and pharmaceuticals, textiles and leather, and fabricated metal production. They
can thus be linked to DCFTA sectoral effects. According to the economic modelling, the DCFTA will
lead to a decrease in output in Textiles (-0.35% in the short run, -11.19% in the long run) and
Fabricated metals (-1.11% and -10.7%). The effects on the other relevant sectors are mixed: The
model predicts a short-run increase in output in Petro-chemicals (+0.21%), Chemicals, rubber and
plastic products (+3.05%), and Leather products (+3.42%) – but in the long run, these three sectors
will also decrease their output shares (-1.75%, -5.2%, and -1.08%, respectively). Of all these
sectors, only Textiles and Chemicals, rubber and plastic products have significant shares of the
Egyptian economy in the base year (4% and 2% of GDP, respectively). We can therefore conclude
that the overall impact of the DCFTA on hazardous waste production is expected to be negative
(i.e. it results in less hazardous waste) due to the decrease in output in the most important sectors,
but the short-run increase in chemicals production should be taken into account in near-term
hazardous waste management improvements.
The Association Agreement, whose implementation is likely to be enhanced by the DCFTA, already
contains some references to improved waste management: most importantly, Art. 44 on the
Environment foresees increased cooperation on waste management. Moreover, investment
promotion and the liberalisation of public procurement can contribute to increased investment and
knowledge transfer in the waste management sector. Looking at the current status of waste

200

See http://ec.europa.eu/europeaid/documents/aap/2013/aap_2013_egy_en.pdf and
http://ec.europa.eu/europeaid/documents/aap/2013/af_aap_2013_egy.pdf.
201
European Commission (2014): Implementation of the European Neighbourhood Policy in Egypt. Progress in 2013 and
recommendations for action. SWD (2014) 71 final.
202
http://www.swim-sm.eu/
203
http://enpi-seis.ew.eea.europa.eu/
204
http://ec.europa.eu/environment/marine/pdf/SWITCH-MED_project.pdf
205
MSW production increased in line with GDP per capita, and at half the rate of total GDP. Given that the DCFTA effects do
not include a population increase, we could interpret this increase as an increase per capita; but as it is not reported as
such, we will use both values as lower and upper bound of the estimated increase in MSW.
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management in Egypt, it will be important in this respect to take into account and involve the
informal sector in these activities.206

4.3.4 Ecosystems and biodiversity
Intensity of land use is expected to decrease a little in the modelled scenarios, by 0.07 percent in
the short-run and 0.86 percent in the long-run. This could lead to a small decrease in pressure on
habitats due to land conversion for agriculture. However, with the results above showing an
estimated increase in air pollution, a short-run increase in water scarcity and vulnerability to
desertification, and a likely short-run increase in water pollution, the net effect of the DCFTA on
biodiversity is ambiguous. On the positive side, the DCFTA could lead to enhanced cooperation
between the EU and Egypt on climate change mitigating measures, soil improvement projects or
water saving methods, which could result in some improvement of ecosystems.
The economic model predicts a small increase in fisheries production in the short run, followed by a
decrease in the long run in Egypt. However, the EU’s fisheries output, and exports to Egypt, are
expected to increase, so it is unclear what the overall effect of the DCFTA could be. The strain may
shift from Egyptian lakes and the Red Sea to the Mediterranean. For the conservation and
management of fish stocks there, the DCFTA could work towards integrating Egypt into the
Agreement for the Implementation of the Provisions of the United Nations Convention on the Law of
the Sea relating to the Conservation and Management of Straddling Fish Stocks and Highly
Migratory Fish Stocks (United Nations Fish Stocks Agreement).
Recreational services are expected to increase due to the DCFTA, which could have both a positive
and negative effect on ecosystems. On the one hand it could increase pressures an national parks
and other ecosystems due to increased recreational use, but on the other hand it could also
increase the incentive to protect ecosystems in order to exploit them sustainable for recreational
and tourism purposes.

4.3.5 Climate change
In the economic model, the impact of the DCFTA on the greenhouse gas mainly responsible for
global warming, CO2, can be established and thus the effect of the agreement on climate change.
In 2008, Egypt’s CO2 emissions amounted to 166 million tonnes. In tonnes emitted, CO2 easily
exceeds the classical air pollutants. It should be noted, however, that the effect of CO2 varies
widely from that of NOx, SOx and particulate matter. Unlike these air pollutants, CO2 has no direct
negative effect on human health and the environment. The external costs of CO2 emissions are
instead fully linked to the role CO2 plays as a greenhouse gas in global climate change. This can
include the impact of climate change on market sectors such as agriculture, forestry, and energy,
but also non-market sectors such as recreation or increased mortality.
In order to put a value on the CO2 emission increase due to the DCFTA, the costs of climate
change impacts need to be linked back to the amount of CO2 emitted, arriving at an estimated
value of the external cost per tonne of CO2. A uniform external cost estimate of an emitted tonne of
CO2 has not been established, but is considered by most economists to be in a range of $5 to
$35.207 The value derived depends on a lot of aspects, such as choices made in the calculation and
206
207
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See for potential win-win situations in this case: http://www.sweep-net.org/win-win-potential-creating.
Estimations of the social cost of carbon are a “price-based” approach, which allows to compare the social cost of
greenhouse gases to the marginal cost of abatement. They are usually based on a general quantitative modelling of
impacts (compared to a baseline without climate change, or to a situation with mitigation efforts). Different models include
different aspects, ranging from market sectors such as agriculture, forestry, and energy, to non-market sectors such as
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assumptions made in the effects of climate change. In line with the low estimates of the European
Environment Agency and with previous TSIAs, we assume a value of 20 Euro per tonne of CO2.
The impact of the DCFTA on climate change through an increase in CO2 emissions is relatively
small in the short-run, but might become more pronounced in the long-run; nevertheless, the impact
in the long-run depends on the processes used, technology development and use, and changes in
the energy mix towards less emitting sources (which are not explicitly captured in the model). The
CGE results indicate an increase of 0.58 percent in the short-run in Egypt, which corresponds with
an overall increase of 995 thousand tonnes of CO2 compared to the base year. In the long-run the
increase compared to the base year is calculated to be 1.02 percent, which results in an overall
increase of 2 million tonnes in Egypt.
When these values are expressed in monetary terms, with reference to the current situation in the
country, using the value of 20 euro per tonne for marginal external costs of carbon emissions, the
raise in costs would be approximately 19 million Euro in the short-run and 41 million Euro in the
long-run which will occur globally. These monetary values are of course highly dependent of the
value for external costs used; they are a rough estimate of the costs for global society which are
projected to occur due to economic changes in Egypt as a result of the DCFTA.
This estimation doesn't necessarily represent fully an additional cost to the society as the difference
in CO2 emissions in Egypt might not represent an increase in global emissions; it may at least
partially result in geographical redistribution of production and related CO2 emissions. In fact, the
CGE model predicts an increase in CO2 emissions due to the DCFTA in the EU-28, North Africa,
Turkey, Middle East, and Sub-Saharan Africa as well; at the same time, the rest-of-world country
aggregate is projected to decrease its emissions as a result of the DCFTA, at least in the long run
(by 1.23 million tonnes). The overall global effect in the long run would however still be that of a
global emission increase, namely by 3.21 million tonnes (mainly driven by the additional 2 million
tonnes in Egypt and 1.1 million tonnes in the EU).
Finally, it should be noted that the numbers derived for changing CO2 emissions only look at
impacts of the DCFTA through the changes in economic / sectoral activity that it induces. They do
not take into account potential positive effects from the DCFTA, such as increased trade in
environmental goods and services, or improved production techniques thanks to technology
transfer.
Adaptation to climate change is not likely to be affected by the DCFTA, except for increased means
for adaptation through DCFTA induced welfare gains. Vulnerability to desertification will increase,
due to a further reduction in rainfall in Egypt itself, but also in the countries that constitute the Nile’s
water shed.

4.3.6 Greening the economy
The composition effects reported in the sections on air pollution and water can give a first indication
of whether the DCFTA will make Egyptian production less pollution and resource intensive. The
quantitative analysis showed that sectoral shifts induced by the DCFTA mean increased air
pollution in the long run, and decreased water use – due to a relative shift of economic activity away
from agriculture, and into industry. The impact can thus be regarded as mixed.
recreation or increased mortality. See for example Stern, N. (2006). The Economics of Climate Change – The Stern
Review, and for a summary of different estimates of the social cost of carbon: Tol, R. (2005). The marginal damage costs
of carbon dioxide emissions: an assessment of the uncertainties. For further information on the calculation methodologies
and assumptions for external costs, please also refer to Annex D.
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However, the results of this quantitative exercise cannot take into account potential inner-industry
improvements in resource efficiency. Looking at the expected increases of agricultural exports from
Egypt into the EU (by around 10 percent in the long run), we can assume that especially the
marketing possibilities for sustainably produced and organic products will improve, which may affect
water use and pollution positively. Similarly, increased efforts to comply with the REACH regulation
will certainly be made in light of a 36 percent (20 percent in the long run) increase in exports of
chemical products to the EU, potentially reducing the pollution intensity of the Egyptian chemical
industry. However, it is worrying in this context that Egypt is not a party to the Rotterdam
Convention (Convention on the Prior Informed Consent Procedure for Certain Hazardous
Chemicals and Pesticides on International Trade), therefore provisions in the DCFTA regarding
trade in hazardous chemicals are called for.
By strengthening the stipulations from the Association Agreement (which mentions “Cooperation on
the impact of industrial development”), the DCFTA can further contribute to the process of greening
the economy in Egypt, for example by means of stimulating investments in resource efficient
technology.
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5

Consultations and communication

5.1

Stakeholder consultation plan and implementation
Consultation with relevant stakeholders is a key element of the Trade SIA Methodology and hence
of our study. The input from stakeholders contributes to a more relevant and higher quality impact
assessment. The stakeholder consultation plan is a living document, which is continuously adjusted
and updated during the course of the study, according to progressing insights and comments from
civil societies. The different instruments used as part of our consultation plan for this Trade SIA are
summarised below.

5.1.1 Electronic consultation and dissemination tools
Website
Among the many lessons learned from previous Trade SIAs, uninterrupted communication with
stakeholders has proven to be a key element to take into consideration when conducting the study.
Therefore, as in previous studies, Ecorys has built a dedicated Trade SIA website for the DCFTA
EU-Egypt: www.trade-sia.com/egypt. Through this website, stakeholders are constantly updated on
the different activities in each phase of the study and its results.
Visitors of the website can access the following information:


News items about the activities of the project team and the progress made so far;



Background information about the DCFTA, the TSIA, and the study team;



Information about the planning of consultation activities (local workshop, public meetings in
Brussels, etc.);



Reports, presentations and minutes of meetings, which can be downloaded from the website.
The Executive Summaries of each report are also available in Arabic;



Links to the social media channels (Facebook, Twitter and LinkedIn), to other TSIA websites,
relevant websites of the European Commission and EU Delegations, national government
websites, etc.;



Contact information for questions and feedback.

Up until August 31, 2014, there have been 1,593 page views, with a peak in page views in the
weeks of the public meeting in Brussels and the local workshop in Cairo. Of the total views,
approximately 20 percent is from Egypt.
Email
The feedback process is facilitated by the dedicated email address, available on the website,
through which stakeholders can directly contact Ecorys with questions, opinions, inputs and
comments. This email address is tsiaegypt@ecorys.com.
Social media
Social media not only contribute to strengthening the communication between the stakeholders and
Ecorys, but also provide stakeholders with a platform to interact with each other on issues relevant
to the study. Therefore Facebook, Twitter and LinkedIn accounts are used to update stakeholders
on the progress made during the study, e.g. after publication of the inception report and to provoke
discussion.
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Newsletters
In addition, Ecorys regularly publishes Newsletters to inform civil societies about new deliverables
and the progress of the project. A mailing list that includes NGOs, business associations, industry
organisations and special interest groups has been developed. The mailing list is continuously
updated and complemented during the course of the project.
The website, email address, social media and the newsletters together facilitate the feedback which
helps in validating the results, obtaining new information, adjusting the study’s focus, and placing
the results in a proper perspective.

5.1.2 Public meetings
The first public meeting has been organised on 18th of March in Brussels with the aim to meet and
to engage with European civil society and the key stakeholders. During the meeting, Ecorys has
presented the approach and methodologies applied in the study, as well as the assumptions and
the modelling choices made, as well as some initial findings. The public meeting was held after the
submission of the draft inception report (on the 26th of February 2014). The minutes of this meeting
are available in Annex C.
The second public meeting will be organised after the submission of the draft final report, on the
18th of September 2014. Additional meetings may be organised on an ad hoc basis.

5.1.3 Local workshop in Egypt
In line with our efforts to engage local civil society organisations in Egypt, a Trade SIA workshop
was organised in Cairo on the 22nd of May 2014, so that the results from the Interim Technical
Report could be discussed and inputs and/or feedback on this deliverable could be taken into
account for the final version of this report. In addition some of the feedback provided was taken up
in the last phases of the study (in-depth sector studies) and the final report.
The project team had over 20 participants present at the local workshop. A relatively restricted
workshop was preferred because it allowed for more discussion and thereby improved the
usefulness of the event. Translators were present during the local workshop for simultaneous
translations in Arabic and English.
During the workshop, Ecorys presented the modelling results from the Interim Technical Report, as
well as the results of the social and environmental analysis. It also presented the proposals for indepth sector studies. Local speakers on economic, social, environmental and sector issues were
present to discuss the issues and expected impact from a DCFTA from a local point of view. The
most important aspect of the workshop was to provide ample room for discussion. The main
objective for Ecorys was to obtain feedback on reports and further inputs for the study, but also to
raise awareness of the possible upcoming DCFTA negotiations and to identify key persons /
organisations for later interviews for the sector studies in Phase 2 of the study.
A full report of the workshop is available in Annex C.

5.1.4 SME survey
Involving SMEs in the study and assessing the DCFTA impact on these businesses is important as
SMEs represent more than 90 percent of the companies in Egypt. SMEs contribute to 75 percent of
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total employment and to more than 80 percent of GDP.208 The most important tool for obtaining
knowledge about SMEs and the expected DCFTA impact on them is the online SME survey. The
survey ran until the 1st of August 2014. The results are presented in Section 5.3.

5.1.5 Ad hoc consultations
In addition to the consultation activities above, ad hoc consultations have been organised. This
mainly included bilateral face-to-face interviews with selected stakeholders (including government
officials in Egypt), especially for the in-depth analysis in Phase 2 as well as for the qualitative
analysis in Phase 1. The local partner played a key role in conducting these interviews locally. We
strongly believe that such interviews are important means of receiving more detailed inputs of high
quality.

5.2

Overview of stakeholder inputs received
We are pleased with the inputs we have received so far from the stakeholders. Ecorys has
acknowledged and answered, to the extent possible, all suggestions and recommendations that
have been communicated.
An overview of the issues that have been raised by the stakeholders through the different
communication channels as well as our response to them is available in Annex C. A summary of
the main inputs and recommendations received so far from stakeholders are described below.
General:


The economic and political situation in Egypt and the limits to democracy should be taken into
account;



The findings of the EMFTA SIA should be taken into account.

Consultation activities:


There should be Arabic translations of the reports available online;



The set of stakeholder consultation tools should be diversified;



The local workshop should be free and open;



The workshop in Cairo should be postponed because of the presidential elections that take
place in the same period;



The SME survey should not be biased in the sense that SMEs should also be able to indicate
potential adverse effects and not only the benefits of the DCFTA.

Economic impacts:


The CGE model does not include technology spill-overs. According to Egyptian stakeholders,
many companies in Egypt are still using low-skilled knowledge and old technologies. Therefore,
they could benefit substantially from technology spill-overs from the EU after implementation of
a DCFTA, and hence results from the model could become more positive in practice;



Egypt has benefitted greatly from the Association Agreement. This is expected to happen again,
and FDI will play an important role in this;



Egyptian companies have an advantage in trading with countries from the region compared to
EU companies. The reason is the Arabic language which is often demanded by the market and
proximity to the markets.

208

EBRD Country Assessment Egypt, October 2012.
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Environmental impacts:


A DCFTA also means approximation to EU environmental legislations. This is not taken into
account in the quantitative environmental analysis. Companies will have to comply to these
environmental rules, so the results will be more positive than presented in the environmental
analysis;



The quantitative analysis can be seen as a worst case scenario. The DCFTA is expected to
make the Egyptian market more efficient, leading to relatively lower emissions of classical
pollutants;



Energy is subsidised in Egypt, and therefore companies and individuals do not have the
incentive to reduce their energy consumption. Rationalising the subsidies will introduce energy
efficiency, which would decrease the negative impact on energy and environment nationwide.

Social impacts:


Gender equality is an issue in Egypt. Increased development due to the DCFTA is expected to
positively affect employment, including female employment;



The quality of education is an issue as well. This could be a problem when workers need to shift
across sectors because of the DCFTA;



The investment chapter of the DCFTA, and the according effect on human rights, should be
assessed.

Sectoral issues:


The EU food and vegetable sector is damaged by imports of oranges from Egypt. Egypt offers
its citrus fruits below cost price, so it is almost impossible to compete for EU producers.
Egyptian exports to other countries (outside the EU) are also negatively affecting EU exports to
those countries. Also vegetables are offered at very low prices;



The aquaculture sector in Egypt could be an interesting sector to look at in the in-depth sector
studies. It has grown exponentially in the past years with 1 million tonnes every year. Growing
this sector further would have a positive social, nutritional and economic impact;



There are a lot of misunderstandings on vegetables, and therefore NTMs show up. Therefore a
sector study could be interesting;



Key important sectors which have not been studied so far are the consultancy, legal and
accounting service sectors.

Negotiations:


Certain food products are “untouchable” for Egypt because of religious arguments and it will
therefore not be possible to negotiate trade liberalisation on these products;



According to stakeholders, a change of government procurement procedures should be
postponed;



Sectors that have a substantial effect on the Egyptian treasury are the tobacco and liquor
industry. It is highly likely that these products will not be put on the table in the negotiations.

Policy recommendations:


There should be proper awareness raising on the DCFTA and facilitation of matchmaking
among companies. In the first FTA, too little attention was paid to these issues, which led to
missed opportunities;



Under the first FTA, the Industrial Modernisation Centre was set up as a TA programme. It
would be good to have a new IMC for the sectors to be affected, for example an AMC
(Agricultural Modernisation Centre). Even at present it is already difficult for a lot of sectors to
comply with EU legislation;
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There should be a sufficient period to adapt to the EU standards. In that period, Egyptian
sectors should be protected from low quality products that are coming from other countries than
the EU;



Also the Egyptian government should get enough time to adopt. Capacity building for the
government as a TA programme would be needed;



Flanking measures will be needed to accommodate the approximation towards EU standards;



A compliance office should be set up with strong connections and know-how regarding the
obligations and compliance requirements in terms of international standards.

5.3

SME survey results

5.3.1 Introduction to the survey
To obtain more knowledge about SMEs in Egypt and to analyse the impact of the DCFTA on SMEs
in Egypt and the EU, we have conducted an online SME survey. In total, 82 respondents filled out
the survey, of which 17 from Egypt. The link to the online survey was disseminated via the SME
Panel network of DG Enterprise & Industry and the project website www.trade-sia.com/egypt.
It should be noted that the representativeness of the survey results for Egypt is relatively
low due to the limited response.

5.3.2 Sector and size of respondents
The respondents that filled out the survey are active in different sectors and differ in size. As shown
in Figure 5.1, the survey respondents adequately cover all three broad categories of the economy,
i.e. agriculture, industry and services.
Figure 5.1 Distribution of survey respondents across sectors

When looking at the size of the responding companies in terms of employees, we see that the
majority of respondents represents an SME company according to the official EU SME definition, as
shown in Figure 5.2.
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Figure 5.2 Company size of respondents

5.3.3 The DCFTA
Only 30 percent of the respondents was aware of the fact that the EU and Egypt are considering to
start negotiations for a DCFTA.
When asked what trade barriers Egyptian SMEs that are involved in international trade with the EU
face, they mentioned in particular the lack of information on the foreign market, but also unfair
competition in the export destination country, access to finance including trade finance, custom
procedures at the border, rules of origin requirements and SPS.
The EU SMEs that export to Egypt mentioned access to finance (including trade finance),
administrative requirements (e.g. licences, other formalities), corruption/lack of law enforcement,
custom procedures at the border, import duties of the export destination country and rules of origin
as main barriers to trade with Egypt.
The EU SMEs that export to Egypt were asked which topics should be covered by the DCFTA.
Their priorities are presented in Figure 5.3.
Figure 5.3 Priority topics for the DCFTA according to EU exporters to Egypt

Egyptian SMEs that export to the EU mentioned the following as priority topics to be covered by the
DCFTA:
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Fair competition;



Energy pricing;

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt



Cooperation between national administrations.

A large part (49 percent) of the respondents is convinced that the DCFTA will help their company
expand without any costs. A somewhat smaller group (14 percent) thinks that next to the benefits
they will also face some costs. One fifth of the respondents do not expect any benefits at all. Figure
5.4 shows the benefits and costs of the DCFTA that are expected by the surveyed SMEs. The
number of respondents that mentioned a specific cost or benefit gives an indication of the
importance of benefits and costs.
Figure 5.4 Expected costs and benefits of the DCFTA

5.3.4 Internationalisation support measures
According to three respondents, the Government of Egypt needs to increase its export promotion
activities after the DCFTA. This should, according to these three respondents, involve:


financial support to export (e.g. insurance, export credits, subsidies);



information on exporting to the EU (e.g. trainings, websites, brochures);



support in meeting potential buyers of our products/services (e.g. through matchmaking events,
trade fairs, etc.).

Of the four Egyptian SMEs that filled out questions on the Enterprise Europe Network (EEN), three
said that they do not know the network. As EEN has contact points in Egypt, there could be some
scope for better promotion.
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6

Screening and scoping

6.1

Screening criteria and indicators
Four sectors or horizontal (cross-cutting) issues that are of particular importance to the DCFTA
negotiations will be studied in detail chapters, to enable us to understand more clearly how the
DCFTA is expected to impact not just at the macro level, but also within and across sectors and at
grassroots levels. In addition, it will allow us to identify specific areas of concern or interest that may
require specific attention in the negotiation process or warrant the development of flanking
measures and implementation support.
The selection of specific sectors and horizontal issues was done through a screening and scoping
exercise, based on the following criteria:
1. Initial importance for the economy;
2. Expected economic impact of the DCFTA;
3. Expected social, environmental and human rights impact;
4. Stakeholder issues of special importance;
5. Strategic importance of sector / issue in the negotiations.
Criterion 1: Initial importance for the economy
The potential impact of a DCFTA on economic sectors differs with the importance and position of
this sector in the economies under consideration. A small change for a significant sector might
cause more impact than a large change for a very small sector at national level. By taking into
account these considerations, negotiation efforts can be directed at the most relevant issues with
the potentially highest impacts.
The indicators used to screen the economic sectors in terms of their importance are:


Sector share in total value added;



Sector share in low-, medium- and high-skilled employment;



Sector share in total exports.

Data used for this analysis are based on the GTAP 9 database.
Criterion 2: Expected economic impact of the DCFTA
The second criterion for the screening and scoping exercise is the impact of the DCFTA for specific
sectors or in relation to specific horizontal issues. The outcomes from the CGE modelling and
causal chain analysis in Phase 1 are used to assess this impact resulting from the implementation
of the DCFTA. The dynamic nature of the CGE model will also ensure that the “enabling nature” of
certain catalysing sectors (such as transport) is taken into account in the results. Combined with the
first criterion, this criterion establishes a quantitative (economic) base for the selection of important
sectors and/or horizontal issues.
The CGE model uses the same data as under Criterion 1, which implies that data are fully
consistent along the different stages of the analysis.
Criterion 3: Expected social and environmental impact (including human rights)
The additional analyses of social, environmental and human rights impacts as conducted in
Chapters 3 and 4 also result in an identification of sectors or issues that are crucial in either one or
all of the above three areas. Using the results of these analyses as well as causal chain analysis,
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we assess the direct and indirect effects of the DCFTA in the three areas and flag issues relevant
for specific sectors or horizontal issues.
Criterion 4: Stakeholder issues of special importance
Through the consultation plan that was presented in Chapter 5, the study incorporates the input
from civil society and key stakeholders of the DCFTA negotiations and implementation. Their
feedback on sectors and/or horizontal issues is of vital importance for the sector selection.
Stakeholders are invited to indicate sector or horizontal issues that they see as specifically
important in relation to the DCFTA, and provide reasons for this.
Criterion 5: Strategic importance of sectors an/or issues in the negotiations
To ensure that the Trade SIA remains relevant to the DCFTA negotiation process, the importance
of specific sectors and/or issues to the reality of the DCFTA process and negotiations is the last
screening criterion. This fifth criterion takes into account specific offensive or defensive interest of
both negotiation parties, or sectors and/or issues which are perceived as vulnerable or in need of
special attention in relation to possible flanking measures.

6.2

Screening results

6.2.1 Criterion 1: Initial importance for the economy
To determine the initial importance of the different sectors of the Egyptian economy, Table 6.1
presents the ten largest sectors in terms of value added and employment. The sectors in the table
are ranked by their share in total value added.
Table 6.1 Top 10 largest sectors in Egypt, by value added and employment
Rank

Sector

Share in

Share in low

Share in medium

Share in high

1

Public and other services

total VA

skilled EMPL

skilled EMPL

skilled EMPL

13.1

0.6

24.1

22.1

2

Trade

9.2

4.1

19.6

17.3

3

Mining

8.9

0.4

0.7

0.9

4

Communications

5.5

0.5

5.5

3.4

5

Construction

5.5

13.9

1.1

2.2

6

Other transport services

5.3

0.9

10.7

6.7

7

Vegetables, fruit & nuts

5.2

21.5

0.8

0.6

8

Business and ICT

4.7

0.5

3.9

10.7

9

Finance and insurance

4.5

0.0

10.8

9.6

10

Grains and crops

4.5

18.5

0.7

0.6

SUM of top 10 sectors

66.4

60.9

77.9

74.1

N.B. Sectors are ranked based on their share in total value added.
Source: calculations based on GTAP 9.0 database.

These ten largest sectors in terms of value added together account for 66 percent of Egypt’s total
value added (GDP) and for 61, 78 and 74 percent of respectively low skilled, medium skilled and
high skilled employment.
The table shows that Public and other services is the biggest contributor to total value added,
accounting for more than 13 percent, followed by Trade which has a value added share of nine
percent. These two sectors are also the most important ones in terms of medium-skilled and highskilled employment. Vegetables, fruit and nuts and Grains and crops are the most important sectors
for low skilled employment. Together with Construction, these agricultural sectors employ more
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than half of the low skilled workers in Egypt. Mining is also a relatively large sector in terms of value
added (9%), but it does not employ many workers because it is a very capital intensive sector.
From this top ten of Table 6.1, it becomes clear that services sectors are important for the Egyptian
economy, as seven out of the ten sectors are services sectors. In total, services account for 52
percent of total value added. The other sectors from the table concern agriculture and raw
materials, so industrial sectors play a minor role in Egyptian GDP. Agricultural sectors are
particularly important for low skilled employment, together employing more than half of the low
skilled workers.
Table 6.2 below presents the ten biggest export sectors of Egypt. It shows the sector shares in total
exports as well as in bilateral exports to the EU. These ten sectors all export more than EUR 1
billion per year.
Table 6.2 Top 10 export sectors for Egypt, by value and share
Rank

Sector

TOTAL Gross value

Share in total

Share in bilateral

Rank

f.o.b. million euro

exports

exports to EU

in VA

1

Other transport services

7,002

14.7

16.3

6

2

Chemicals, rubber, plastics

5,101

10.7

9.2

19

3

Primary metals

4,681

9.8

6.2

18

4

Mining

4,211

8.9

10.2

3

5

Other machinery and

3,082

6.5

6.5

25

equipment
6

Petrochemicals

2,761

5.8

10.9

30

7

Textiles

2,656

5.6

6.3

12

8

Wearing apparel

2,307

4.9

5.0

11

9

Other processed food

2,064

4.3

1.6

14

10

Vegetables, fruit and nuts

1,479

3.1

2.3

7

SUM of top 10 sectors

35,344

74.3

74.6

N.B. Sectors are ranked based on their share in total exports.
Source: calculations based on GTAP 9.0 database.

The table shows that Other transport services is the biggest export sector, both in total exports as
well as in bilateral exports to the EU. Its share in total trade is 14.7 percent. It is followed by
Chemicals, rubber, plastics with a share of 10.7 percent. Petro-chemicals and Mining are relatively
important for exports to the EU.
The table also depicts the rank in share in total value added (see also Table 6.1). This gives insight
in how important export sectors compare to their share in total value added. Only three sectors from
Table 6.1 show up in Table 6.2, namely Other transport services, Mining and Vegetables, fruit and
nuts. In contrast to what was observed in Table 6.1, the above list is dominated by industrial
sectors.
For the sector selection, we take the ten sectors that are most important because of their
contribution to GDP, which are at the same time the most important employers for all three skills
categories. Additionally, we will include the seven other sectors that are important for overall trade
performance. These 17 sectors are together considered of highest importance for the Egyptian
economy (GDP, employment, exports).
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6.2.2 Criterion 2: Expected economic impact of the DCFTA
The quantitative results of the CGE model as presented and discussed in Chapter 2 are considered
under criterion 2 at sector level for Egypt to identify the sectors for which we expect the biggest
impact in economic terms. In addition we consider key horizontal issues that are expected to be
relevant to the DCFTA implementation and potential impact.
Sector level economic impacts
Table 6.3 below presents the sectors for which the expected change in value added and exports is
highest in percentage terms (more than 5 percent), either positive (expansion of the sector) or
negative (contraction of the sector). Sectors with high baseline values (more than 5 percent) are
also included, as the absolute change as a result of the DCFTA will be significant.
Table 6.3 Most important sectors based on economic impact of the DCFTA (long run effects)
Sector

Baseline VA

Change in VA

Change in

Change in

shares (%)

(%)

exports (%)

imports (%)

0.7

376.2

573.8

19.8

0.5

41.9

75.1

-10.5

Utilities

1.2

6.2

-17.0

81.6

Public and other services

13.1

0.3

-14.3

35.5

Trade

9.2

-0.6

-15.5

20.9

Construction

5.5

-1.9

-11.4

22.1

Communications

5.5

-1.9

-20.5

24.7

Vegetables, fruit and nuts

5.2

-2.0

-0.1

0.0

Mining

8.9

-3.4

-5.0

14.2

Other transport services

5.3

-4.0

-9.9

14.0

Chemicals, rubber,

1.9

-5.2

3.2

9.4

Grains and crops

4.5

-5.6

2.1

-0.6

Business and ICT

4.7

-6.7

-22.8

28.1

Livestock and meat

1.1

-7.1

-12.7

10.3

Other machinery and
equipment
Air transport

plastics

products
Vegetable oils and fats

0.0

-9.9

-1.2

-11.9

Fabricated metals

1.4

-10.7

-13.8

53.5

Textiles

3.7

-11.2

-25.4

31.0

Other processed food

2.7

-11.7

7.2

111.1

Beverages and tobacco

2.4

-30.4

-5.3

424.8

N.B. Sectors are ranked based on the expected change in value added. The baseline shares in the second column are the initial
value added shares of the sectors in total value added.
Source: calculations based on GTAP 9.0 database.

The table shows that the effect in terms of value added and exports is extremely large for the sector
Other machinery and equipment. This change is mainly driven by NTM reductions. However, in
absolute terms this increase is more limited as the share in total value added is only 0.7 percent. Air
transport is the second sector that will significantly benefit from the DCFTA, with a change in value
added of 41.9 percent and export change of 75.1 percent. However, this sector is also relatively
small with a baseline share in total value added of 0.5 percent. Public and other services, which is
the largest sector in Egypt, will slightly benefit.
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Not all sectors will benefit from the DCFTA. When looking at the sectors that are expected to
contract, we see that Beverages and tobacco, Other processed foods, and Textiles are expected to
decrease most in terms of value added.
In terms of exports, Wearing apparel and Finance and insurance show a considerable decrease,
however value added changes are limited so these sectors do not show up in the table.
For most of the sectors presented in Table 6.3, it holds that imports will increase considerably. This
is driven by NTM reductions.
For the sector selection table, we take all sectors from Table 6.3 as the impact on these sectors will
be big in absolute and/or relative terms.

6.2.3 Criterion 3: Expected social and environmental impact
The analyses of key issues in social and environmental spheres as well as of key channels of
potential social and environmental impacts of a DCFTA as presented in Chapters 3 and 4 suggest
several issues and sectors of importance.
Social impact
The table below shows the most extreme positive and negative changes in employment for all skills
levels. These changes are complemented by insights from Chapter 3 to determine which sectors
would deserve more attention in phase 2 of the study from a social point of view.
Table 6.4 % changes in low, medium and high skilled employment
Sector

Baseline share

Impact low-

Impact medium-

Impact high-

low-skilled EMPL

skilled

skilled

skilled

Other machinery and equipment

0.1

368.6

341.6

344.8

Air transport

0.1

54.5

43.0

44.4

Utilities

0.2

16.6

9.8

10.6

Personal and recreational services

0.0

12.7

6.1

6.9

Water transport

0.1

12.5

4.1

5.1

Motor vehicles

0.2

11.8

5.3

6.1

Other manufacturing

0.1

11.5

4.9

5.8

Business and ICT

0.5

0.1

-5.7

-5.0

Vegetables, fruit and nuts

21.5

-1.5

-2.8

-2.6

Textiles

3.0

-2.8

-8.4

-7.8

Fabricated metals

1.4

-2.8

-8.5

-7.8

Mining

0.4

-3.2

-4.2

-4.1

Other agriculture and forestry

11.5

-3.9

-5.2

-5.0

Grains and crops

18.5

-4.9

-6.6

-6.4

Vegetable oils and fats

0.0

-5.7

-10.6

-10.0

Other processed foods

4.0

-5.8

-10.7

-10.1

Beverages and tobacco

0.8

-22.5

-26.5

-26.0

N.B. Sectors are ranked based on the expected change in low-skilled employment.
Source: calculations based on GTAP 9.0 database.

The three biggest sectors in terms of low skilled employment are Vegetables, fruits and nuts, Other
agriculture and forestry and Grains and crops. In these three sectors, employment is expected to
decrease significantly at all three skill levels.
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Also the impact on employment in Business and ICT deserves attention, as it shows a relatively
large decrease in medium and high skilled employment.
The changes in employment between sectors assume labour mobility, whereas in reality there
might be obstacles in moving from one sector to another, notably due to a gap of type of skills. For
example, most agricultural and food sectors are expected to experience a relative decrease in
employment, indicating that a share of the workers from these sectors probably have to find a job in
other sectors like industry, transport or services. This would however require a facilitation of active
skill transformation of the employees moving from sector to sector.
For the sector selection table, we include the sectors with negative changes, as well as the sectors
that are likely to absorb part of the workers that have to move across sectors. We also take into
account labour mobility as a horizontal issue.
Environmental impact
Next, we consider the environmental issues from Chapter 4 that can be related to specific sectors
of the Egyptian economy. Thus we illustrate which sectors or environmental issues would deserve
more attention in Phase 2 of the study from an environmental point of view.
The main environmental issues that are relevant for screening and scoping currently are related to
air pollution, water use and quality, ecosystems and waste.
Air pollution in Egypt by classical air polluters (SOx, NOx, PM) is mainly caused by traffic and
industrial emissions. The utilities sector is the main emitter of air polluters in Egypt, especially due
to the high emissions of SOx, both in terms of emission intensity and external costs. Another
important source of air pollution in Egypt is (road) transportation. As a result of the DCFTA, output
of utilities will increase, but the output of other transport services decreases.
Water availability is one of Egypt’s key environmental issues. High agricultural subsidies have been
shown to increase resource use – primarily water. Agriculture uses 86 percent of the water. Reports
note that in Egypt inefficient irrigation systems still prevail, and the crop patterns is not optimised for
water use minimisation. However, in the long run, water use will decrease by 1.72 percent, which is
largely driven by a decrease in agricultural production due to the DCFTA. This also likely results in
less pesticides and fertilizers pollution, which is good news for water quality.
Both through coastal activities and the seaports, the marine environment receives many pollutants.
Water transport will increase as a result of the DCFTA, mainly affecting the marine environment.
The most significant ecosystem in Egypt, apart from the Nile and its delta, are the coral reefs in the
gulf of Aqaba and Red Sea. But coastal ecosystems are also considered one of the most
threatened natural habitats. These can be threatened by fishing, industrial (water) pollution and
climate change (sea temperature rise and acidification). Fisheries will see a small decrease as a
result of the DCFTA, however, water transport will increase.
Waste production is currently increasing in line with GDP. Together with insufficient waste
management, water, soils and air are additionally polluted by waste. Hazardous waste production is
largely determined by chemicals, petrochemicals, pharmaceuticals, textiles and leather and
fabricated metal production. All these sectors will in the long run face a decrease in output. So the
DCFTA is expected to lead to less hazardous waste.

130

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt

For the selection of sectors, we will recall Utilities and Water transport as important sectors from an
environmental point of view. These sectors will put additional pressure on the environment as a
result of the DCFTA.

6.2.4 Criterion 4: Stakeholder issues of special importance
Up to now, we have received input from the stakeholders through the public meeting in Brussels,
the dedicated email address, the stakeholder workshop that was organised in Cairo, and bilateral
interviews.
The stakeholders so far raised a few specific points that are relevant for the screening and scoping
exercise. The comments are included in Table 6.5 below. Because the DCFTA negotiations
between the EU and Egypt have not yet started, the DCFTA has not received extensive attention of
civil society in Egypt and inputs for sector specific issues are limited.
Table 6.5 Relevant stakeholder input
Comment

Relevant sector / horizontal issue to which
this comment relates

Several stakeholders have asked to pay special attention to



Investment protection;

the investment protection part of the future DCFTA, and the



Human rights.

One specifically asked to assess ISDS and take a look at



Human rights;

business and human rights.



ISDS.

The EU food and vegetable sector is damaged by imports of



Vegetables, fruit and nuts.



Implementation of international guidelines.



Fish products.



Vegetables, fruit and nuts.



Business and ICT.

effect of that on human rights and the local political space.

oranges from Egypt. Every year, Egypt exports 1 mln tonnes
or 50,000 trucks. Egypt is the biggest exporter of citrus fruits.
Egypt offers its citrus fruits below cost price, so it is almost
impossible to compete for EU producers. Spain and Italy are
suffering from the low prices. Egyptian exports to other
countries (outside the EU) are also negatively affecting EU
exports to those countries. Also early potatoes from Egypt are
very cheap. The EU is exporting seed potatoes to Egypt.
Then they come back as potatoes.
Ecorys should assess the way in which companies are
implementing the international guidelines, and what kind of
impact it has on human rights.
The aquaculture sector in Egypt could be an interesting
sector to look at in the study. It has grown exponentially in
the past years with 1 million tonnes every year. Growing this
sector further would have a positive social, nutritional and
economic impact.
There are a lot of misunderstandings on vegetables, and
therefore NTMs show up. Therefore a sector study could be
interesting.
Key important sectors which have not been studied so far are
the consultancy, legal and accounting service sectors.

6.2.5 Criterion 5: Strategic importance of sectors and/or issues in the negotiations
Based on inputs received from the Steering Committee, several issues of specific interest for the
DCFTA negotiations have been identified.
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Egypt already has an Association Agreement with the EU and on top of that there is a sectoral
agreement on agricultural, processed agricultural and fisheries products, which provides tariff
liberalisations for these sectors. Therefore, the Steering Committee has indicated during the Kickoff meeting that the largest impact of the DCFTA is expected in the area of NTMs, notably related to
public procurement, IPR, investments, GIs, competition, trade facilitation and more generally on
economic governance and on the business climate. Next to these horizontal issues, there is a
number of sectors that are candidates for more in-depth analysis, namely Textiles, Automotive
industry, Pharmaceuticals, Agriculture and in particular Fruits and Vegetables, and Services. Also
Cotton is mentioned as being important for Egypt.

6.3

Selection of sectors and horizontal issues
Having thoroughly reviewed the study results according to the five screening criteria for the various
sectors, below we summarise our assessment for all five criteria and present our proposed
selection of sectors and horizontal issues, which can be considered of highest importance for the
DCFTA negotiations between the EU and Egypt.
Selection of sectors
Table 6.6 summarises our assessment at sector level.
Table 6.6 Screening and selection of sectors
Sector

1. Initial

2. Economic

3. Social /

4. Stakeholder

importance

impact

environmental

issues

Grains and crops







Vegetables, fruit







5. Negotiations

impact





and nuts


Other agriculture



and forestry
products


Fish products


Mining







Livestock and meat
products
Vegetable oils and

















fats
Other processed



food
Beverages and
tobacco
Textiles



Wearing apparel





Leather products
Wood, paper,
publishing
Petrochemicals



Chemicals, rubber,





plastic products
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Sector

1. Initial

2. Economic

3. Social /

4. Stakeholder

importance

impact

environmental

issues

5. Negotiations

impact
Ceramics, cement,
etc.
Primary metals




Fabricated metals




Motor vehicles



Electronics,
computers
Other machinery







and equipment


Other
manufacturing


Utilities





Construction







Trade







Other transport







services
Water transport


Air transport
Communications



Finance and
















insurance
Business and ICT











Personal and




recreational
services
Public and other







services

Based on the five criteria and our assessment at sector level, we have identified four sectors that all
have at least four “ticks” as potentially relevant for further study in phase 2 of the Trade SIA. These
sectors are: Grains and crops, Vegetables, fruit and nuts, Textiles and Business and ICT. Given the
significant impact on the Other machinery and equipment sector (which experiences an increase in
value added which is more than 7 times larger than the sector with the second largest increase in
value added), we have given this sector two ticks on impact, which brings the total number of ticks
for this sector also to four.
In order to give a reflection of the three broad sectors of the economy, being agriculture, industry
and services, we selected the following four sectors for further analyses in phase 2 of the study:


Vegetables, fruit and nuts;



Textiles;



Other machinery and equipment;



Business and ICT.

The reason that we selected Vegetables, fruit and nuts instead of Grains and crops is that
Vegetables, fruit and nuts is larger in terms of initial value added, employment, and exports.
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Furthermore, in contrast to Grains and crops, the sector Vegetables, fruit and nuts has been
mentioned by a stakeholder (see description under Criterion 4).
Selection of horizontal / crosscutting issues
Several horizontal issues appeared under the five screening and scoping criteria, including Human
rights, Investment (protection), Labour mobility, Public procurement, IPR, GIs, Competition, Trade
facilitation and Economic governance and Business climate. Although these issues are very
important and interesting, many of them are already covered in the additional quantitative and
qualitative analyses of this study, and/or will to some extent also be addressed in the in-depth
sectoral analysis.
Final selection
Based on consultations with the Steering Committee and civil society, the final selection for the four
in-depth studies of the Trade SIA has been made as follows:

134



Vegetables, fruit and nuts;



Textiles;



Other machinery and equipment;



Business and ICT.
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Vegetables, fruit and nuts

7.1

The Vegetables, fruit and nuts sector in Egypt

7.1.1 Introduction
Agriculture is an important sector for Egypt, with a contribution to GDP of around 13 percent.209 It
has experienced considerable growth rates in the past. Due to recent political unrests, the sector
has experienced setbacks, but is expected to return to its former growth in the coming period.210
Although the sector is large, it is concentrated on only 3.5 percent of total land.211 As Figure 7.1
shows, agricultural production is concentrated on the lands around the Nile river and in the Nile
delta where the soil is fertile and where sufficient water is available.212
Figure 7.1 Map of land use in Egypt

Source: FAO Country profile Egypt.

Also desert land and salt-affected soils are increasingly being developed for agriculture. The
Egyptian government has been investing in the enlargement of cultivable land. Amongst others, it
gives incentives to set up wells and partnerships to develop groundwater projects.213 Many of the
recently reclaimed desert lands use modern irrigation techniques like drip and sprinkler
209
210
211
212

213

GAFI (2014), Agribusiness Value Proposition. Egyptian General Authority for Investment, 20 January 2014.
Embassy of Denmark in Cairo (2014), Egypt: Food, Agriculture and Agribusiness. Sector analysis. March 2014.
FAO (2005), Fertilizer use by crop in Egypt. Food and Agriculture Organisation of the United Nations, Rome 2005.
Ghanem (2014), Improving regional and rural development for inclusive growth in Egypt. Global Economy & Development,
Working Paper 67, January 2014.
Embassy of Denmark in Cairo (2014), Egypt: Food, Agriculture and Agribusiness. Sector analysis. March 2014.
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installations. Organic pesticide-free production represents about 0.2 percent of agriculture (60,000
hectare); more growth opportunities are expected for this sector in the future.214
The Vegetables, fruit and nuts (VFN) sector in an important segment of agriculture. According to
GTAP data, VFN are responsible for more than 5 percent of total value added and 3 percent of total
exports. The sector is a big employer of especially low skilled workers, accounting for a total of 21.5
percent of all low skilled workers. The shares of medium- and high-skilled workers are respectively
0.8 and 0.6 percent. The land use for growing vegetables and fruits is respectively 8.7 percent and
8.4 percent of total farmland.215
Table 7.1 below presents the ten most important products from the VFN sector in tonnes and in
values. It shows that the production value of tomatoes and potatoes are highest, followed by dates,
mangoes and oranges.
Table 7.1 Top 10 VFN products for Egypt in terms of production (2012 data)
Product

Tonnes

Value in mln USD*

Tomatoes

8,625,219

766.04

Potatoes

4,500,000

571.31

Dates

1,470,000

476.02

786,528

412.99

Oranges

2,786,397

392.83

Bananas

1,129,777

320.72

Grapes

1,378,815

299.07

Apples

541,239

196.89

Watermelons

1,874,710

148.06

Onions, dry

2,024,881

125.51

Mangoes, mangosteens, guavas

Source: UN FAOSTAT.
* constant 2004-2006 million US$.

Citrus is seen as a major cash crop in Egypt, both for domestic consumption and exports. Citrus
trees occupy 34.3 percent of total fruit crop area. About 70 percent of citrus is produced in the Nile
delta. There is also citrus production on newly reclaimed desert areas, which are suitable for
growing oranges, lime, mandarins and grapefruits, provided that the soil is free of lime or salinity
problems.216

7.1.2 International trade and trade relations
Figure 7.2 below presents the total exports and imports of vegetables between 2008 and 2013:
both exports and imports have increased in this period according to the same pattern.

214
215

216
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Embassy of Denmark in Cairo (2014), Egypt: Food, Agriculture and Agribusiness. Sector analysis. March 2014.
Ghanem (2014), Improving regional and rural development for inclusive growth in Egypt. Global Economy & Development,
Working Paper 67, January 2014.
Horticulture Research Institute Cairo (2007), National Citrus Sector Analysis – Egypt. Part of 6th FW Programme.
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Figure 7.2 Exports and imports of vegetables in Egypt, million USD, 2008-2013

Trade values of vegetables in million USD
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Source: UN COMTRADE.
N.B. Data in this figure correspond to HS commodity code 7 “Edible vegetables and certain roots and tubers”.

Figure 7.3 presents the total exports and imports of fruits and nuts. Also here, the has been an
increasing trend in the past years, where exports have been stabilised from 2011 onwards. Still,
there is a strong positive trade balance.
Figure 7.3 Exports and imports of fruit and nuts in Egypt, million USD, 2008-2013

Trade values of fruit in million USD
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Source: UN COMTRADE.
N.B. Data in this figure correspond to HS commodity code 8 “Edible fruit and nuts; peel of citrus fruit or melons”.
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Figure 7.4 Five most important export destinations for Egyptian VFN (HS codes 7&8), 2011-2013
Exports in million USD
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Source: UN COMTRADE.

Figure 7.4 above presents the five most important export destinations for VFN for the past three
years. Saudi Arabia, Russia and the UK appear in the top-3 for all three years, together receiving
on average about one third of total Egyptian exports of VFN. The reason that the Netherlands
shows up high in the list is that this country has a hub function for further distribution to other EU
countries, both for fruit and vegetables. In total, the Netherlands imports 1.9 million tonnes of fruit
and 332 thousand tonnes of vegetables from outside the EU, of which a large part is re-exported.217
The EU as a whole receives 33.8 percent of total Egyptian exports of VFN.218
When we zoom in at product level, we see that the most important export products are oranges,
grapes, kidney beans, onions and shallots, and potatoes (see Figure 7.5). Oranges are by far the
most important export product. In 2013, oranges were mainly exported to Russia, Saudi Arabia,
Ukraine, UAE and the Netherlands. Together these countries received about 60 percent of total
Egyptian VFN exports (UN COMTRADE).

217

218
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CBI (2013), CBI Tradewatch Fresh Fruits and Vegetables. Centre for the Promotion of Imports from developing countries,
Netherlands.
Source: UN COMTRADE.
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Figure 7.5 Top 5 export products of the Egyptian VFN sector
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7.1.3 The VFN suppliers
The available information on the specific number of suppliers of vegetables and fruits in Egypt is
limited. According to GAFI (2014), there are 5,296 companies active in the Egyptian agribusiness
sector in 2014. The FAO (2005) mentions that an estimated number of 3.5 million farmers owns
cultivated land of about two feddans (one feddan is about 0.42 hectare).
Figure 7.6 Ownership of agricultural land in Egypt in the year 2000

Source: FAO (2005).

Figure 7.6 shows that the majority of the farmers owns only a small piece of land. These small
farmers only produce for the domestic market. There is only a limited number of large enterprises
that could compete on foreign markets (such as the EU). Small local producers have limited
awareness and understanding of requirements. This issue is exacerbated by lack of availability of
information about international markets and their needs.
Ghanem (2014) mentions that farming typically takes place through small family farms, where
approximately 75 percent of the farms are less than one hectare. The fragmentation of land is still
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increasing because of demographic pressure, inheritance laws that prescribe that land should be
divided among all surviving children, and lastly a lack of a well-function market for land. A
consequence of this fragmentation is firstly that a substantial amount of land is lost due to
separations and boundaries between the parcels, and secondly that average farmer income is
limited.
According to UNIDO (2014), this land fragmentation is combined with a lack of sufficiently
integrated agribusiness value chains that could effectively and equitably integrate the small
farmers.
Ghanem (2014) mentions that most often, the family has several activities next no taking care of the
crops, namely animal production (on average two cows or water-buffalos per family) and off-farm
employment (for example on a larger farm nearby). In rural areas, there is very little industrial or
services production.
There are other issues, including lack of poor farmers’ access to services and agricultural inputs
(such as fertilizers), that add to the cost of agriculture and hence cost of export of vegetables and
fruits.219 For example, subsidized fertilizers provided by the state in agricultural cooperatives are
offered for landholders whereas most farmers are tenants so they are forced to buy fertilizers at
higher market prices, which adds to the production costs. Also access to credit, which is available
to large landholders (who have more than five feddans whereas most farmers in the old Nile Valley
have landholding of less than one feddan), constitute a major challenge for farmers.220

7.1.4 Up- and downstream relations
In general, the inputs for VFN production include the following:


Seeds;



Irrigation (civil works);



Chemical fertilizers and pesticides;



Agricultural machinery and hand tools.221

Because of the increasing population and increasing living standards in Egypt, the demand for food
is increasing. Fertilization is seen as the most important tool to meet this growing demand by
improving crop productivity and quality.222
The agricultural development, in particular on desert lands, leads to increased demand for
sophisticated agricultural equipment that is mainly coming from abroad.223
After harvest, fresh VFN can be distributed further in the chain through four channels:
1. Wholesale markets;
2. Kelala selling: this is pre-mature bulk sale at a stage when the fruits are still on the trees. A
contract is signed between the producers and the buyer and then the buyer is in charge of fruit
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harvesting, selection, grading and transportation at its own expense. This form is used by the
majority of small farmers;224
3. Selling at the farm to roving sellers: small scale retail sellers have direct contact with the
producer or Kelala merchant. These roving sellers sell directly to the consumers;
4. Contracting for exportation and processing: can be done directly between farmer and exporter,
or through commission agents of wholesalers or Kelala merchants.225
With the Kelala system, the farmer only gets a low share of the market value. For example, for
vegetables, the farmers’ compensation is only about 20 percent of the market price.226 In exchange,
the producer assures himself a price and does not incur in the harvest and post-harvest costs.
The harvest and post-harvest process is an important point of attention. Within the distribution
system, quite some damage is caused to fresh fruits and vegetables. It is essential for the success
of the producer and the satisfaction of the consumer that the quality of fruits and vegetables is
maintained during storage, transportation and marketing.227 It is estimated that some 15 percent of
Egypt’s total agricultural output is lost after harvesting. This also implies that the scarce water used
to produce this produce is ultimately wasted.228 UNIDO mentions even higher rates of 30 to 70
percent of crops that are damaged or lost because of for example deficiencies in transportation and
storage systems.229
The processed food sector is another important downstream sector for Egyptian VFN, in particular
for jams, juices and concentrates, but also dehydrated or frozen vegetables. The annual growth
rate of the processing industry is 34 percent. The rise in Egyptian living standards leads to an
increase in the demand for processed foods. The processed food sector is also seen by the
Egyptian government as an important sector for exports.230 However, it is also estimated that about
70 percent of agro-processing takes place within the informal sector, where quality as well as health
safety standards do not play a big role.231
Lack of enough space and refrigerated containers on large vessels and lack of small vessels
(1,000-2,000 tonnes) lead to delays in shipment and shipping lines often increase prices in
unreasonable ways. The inefficiency of Egyptian ports also means that they cannot adequately
absorb the export traffic. 232

7.1.5 Strengths and weaknesses of the sector
Strengths of the sector from a competitiveness view point
Egypt has a very favourable climate for agricultural production, which makes it possible for certain
products to harvest up to three times a year.233 The total cropped area has a cropping intensity of
about 180 percent.234 A particular strength is the possibility to cultivate winter crops from November
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to May, the period in which the possibilities for production in Europe and Northern Asia are more
limited.235
Another advantage for the Egyptian VFN sector is its strategic location due to the proximity to EU
markets, the GCC countries and Africa, and hence low transportation time, which is important as
freshness of the products can be ensured.236
The sector can make use of the very large local labour force. The large pool of cheap labour is
seen as very useful for labour intensive agricultural commodities.237 Cheap wages help for example
to reduce production costs of citrus fruits.238
Furthermore, as Egypt has a population of more than 80 million people, the domestic market is
large and holds a long-term potential for the sector. The population is expected to exceed 100
million by 2020.239 In general, some 95 percent of local agricultural production is consumed
domestically.240 For example, 81.3 percent of citrus fruits is produced for the domestic market (76,8
percent fresh sale and 4.5 percent for processing industry).241 According to data from GAFI (2014),
the market in Egypt is still unsaturated.
Constraints limiting the growth of the sector
Factors limiting the growth of the agricultural sector are: (i) water quantity and quality, (ii) land
resources, and (iii) human resources.
Although the Egyptian government is making efforts to increase its cultivable land, a big obstacle is
the limited availability of water to farmers. Already 81 percent of the total water available is used by
agriculture, with the Nile river as major source. Water availability is constrained by Egypt’s quota of
Nile water.242 Moreover, the water that is available is utilized inefficiently and quality could rapidly
deteriorate due to pollution and salinization. As there is no effective rainfall, most of Egypt’s
agriculture is dependent on irrigation.243
The availability of cultivable land is limited (only 3 percent of the country) and the available land is
very fragmented as discussed in the previous section, limiting productivity and efficiency. Another
factor that has limited productivity in the past is unsatisfactory management of land (FAO, 2005).
The fact that organic pesticide-free production is still very small (0.2 percent of total agricultural
production) is caused by the fact that the Egyptian producers do not meet the European or other
international standards for this type of production at the moment.244 Generally speaking meeting
international quality standards is a big obstacle for Egyptian producers to penetrate foreign
markets.245
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7.1.6 Social and environmental issues
Specific social issues
A very large part of the population lives in the areas that are also suitable for agriculture. About 31
percent lives in the Nile delta (Lower Egypt) and 50.3 percent in the Nile valley that is south of Cairo
(Upper Egypt).246 About 57 percent of the population in Egypt lives in rural areas, where poverty is
three times higher than in urban areas. The chance of being extremely poor in Egypt is four times
higher in rural areas compared to in urban areas. The situation is worst in Upper Egypt, where half
of the population is living. About 40 percent of Egypt’s poor rely directly on the agricultural sector.
Furthermore, in general it can be said that people living in Egypt’s rural areas have received less
education than workers living in urban areas.247
The share of informal workers is high in Egypt’s agricultural sector. Data show that informality,
estimated as the percentage of the working age population that does not contribute to social
security, is 94.1 for agriculture in Egypt. This rate is comparable to other countries in the region.248
Specific environmental issues
As discussed in the previous sector, the availability of water is the main environmental issue. As
there is a trend of growth in the agricultural sector, the pressure on scarce water will increase
further over time.
Furthermore, interviewees mention that throughout time the use of artificial fertilizers and pesticides
has decreased the fertility of soils.

7.2

Market access in the Vegetables, Fruit and Nuts sector

7.2.1 Market access in Egypt
Egyptian imports of VFN
Although Egypt is a net exporter of vegetables and fruits, these products are also imported as
indicated in Figure 7.2 and Figure 7.3.
In 2013, Egypt imported vegetables with a total value of USD 591,941,836. The United Kingdom
and Australia were the largest suppliers of vegetables with trade values of USD 152 mln and USD
122 mln respectively. Other countries that exported more than 10 mln USD of vegetables to Egypt
are France, Canada, the Netherlands, Turkey, Germany, Brazil, and India.
The total value of Egypt’s imports of fruits and nuts in 2013 was USD 400,381,727. The largest
supplier was Syria with a trade value of USD 90 mln. Other countries that exported more than 10
mln USD of fruits and nuts to Egypt were Greece, Lebanon, Turkey, USA, Italy, Ecuador, Iran,
India, and Vietnam. Together these ten countries are responsible for 86 percent of total Egypt
imports fruits and nuts.
In 2013, 34.6 percent of total Egypt VFN imports came from EU Member States.

246

247

248

Ghanem (2014), Improving regional and rural development for inclusive growth in Egypt. Global Economy & Development,
Working Paper 67, January 2014.
Ghanem (2014), Improving regional and rural development for inclusive growth in Egypt. Global Economy & Development,
Working Paper 67, January 2014.
World Bank (2012), Micro-determinants of informal employment in the Middle East and North Africa region.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt

143

Trade barriers
Due to the agreement between the EU and Egypt on agricultural, processed agricultural and
fisheries products which entered into force in 2010, almost all tariffs on agricultural goods have
already been eliminated and Egypt no longer imposes tariffs on VFN products from the EU.
Survey results from the International Trade Center (2013) show that about 55 percent of Egyptian
importers of fresh food products suffer from burdensome NTMs. Conformity assessment (mainly
certification and testing) constitute 41 percent of the reported cases, followed by 28 percent of
charges and taxes like consular invoice fees and customs valuation. For Egyptian agro-food
importers it turns out to be difficult to demonstrate compliance to Egyptian requirements, in
particular the testing requirements that are part of the import clearance process. The testing
requirements often delay the clearance process, which leads to relatively high costs. Furthermore
the testing facilities for agro-food imports are seen as inappropriate.

7.2.2 Market access in the EU
In recent years, the European production and consumption of fresh fruits and vegetables have not
shown major changes and large future developments in volumes are not expected. Overall, the
European market is more or less saturated so annual imports of VFN are not expected to increase
much. There are still some market opportunities, however, only for strong innovative products and a
few specific regions. For example, in Scandinavian countries there are still market opportunities for
specific exotic fruits and berries which are considered as particularly healthy. Also increasing
purchasing power of Eastern Europeans could still increase the demand there.249
The EU actively support its vegetables and fruits sector. The special “market-management scheme”
aims to create “(i) a more competitive and market-oriented sector, (ii) fewer crisis-related
fluctuations in producers' income, (iii) greater consumption of fruit and vegetables in the EU, and
(iv) increased use of eco-friendly cultivation and production techniques.” 250
Figure 7.7 Imports of VFN to the EU, by trade partner, % of total imports of the category, 2013

Source: UN COMTRADE, Ecorys calculations.251
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See http://ec.europa.eu/agriculture/fruit-and-vegetables/index_en.htm.
Although Eurostat also provides trade data (COMEXT), we use Comtrade here ito have the same source of trade data as
for Egyptt, to have maximum consistency.
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Figure 7.7 above shows the division of EU imports of VFN by trade partner, whereby vegetables
and fruits and nuts are presented separately. These figures do not show intra-EU trade. For
vegetables, Egypt ranks third after Morocco and China and has a share of 7 percent. The trade
concerns mainly potatoes and tomatoes. For fruits and nuts, the market share is way lower with
only 2 percent. This trade to EU concerns mainly citrus fruits and grapes.
Trade barriers
Due to the agreement between the EU and Egypt on agricultural, processed agricultural and
fisheries products which entered into force in 2010, almost all tariffs on agricultural goods have
already been eliminated. The average (seasonal) import tariff on VFN that the EU still imposes on
VFN from Egypt is 1.5 percent. This is assumed to go down to 0.1 percent after the DCFTA.
Figure 7.8 below presents the most important requirements of the EU markets that Egyptian VFN
exporters have to meet, before they can enter this market. The requirements can be divided into
musts (legal requirements), common requirements (often already implemented by most
competitors) and niche requirements for specific market segments.
Figure 7.8 Requirements for fresh VFN to enter the EU market

Source: CBI Netherlands.

“Musts” as set by EU legislation:


Pesticides: Maximum Residual Levels (MRLs) prescribe the maximum level of pesticides in and
on food products, see EC Regulation 396/2005;



Food control: documentary, identity and physical checks are carried out on the imports to check
if they meet the restrictions in terms of chemical use;



Plant health: the EU phytosanitary standards aim to prevent the introduction and spread of
organisms that could be harmful to plants and plant products within the EU;



Marketing standard: standards for all fresh fruit and vegetables in terms of minimum quality and
minimum maturity. These standards do not hold for imported products intended for food
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processing. See EU Regulation 1308/2013 which establishes a common organisation of the
markets in agricultural products;


Contaminants: there are limits on substances that have not intentionally been added to the fruit
and vegetables, but are present due to production, packaging, transport or holding. Also these
requirements aim to prevent the entry of substandard quality products and risks to human
health;



Labelling: packages should show the name and address of the packer and dispatcher, the
name of the product, the country of origin and the class and size.

Common requirements:


Certification and food safety management systems: often extra guarantees related to food
safety are asked by the buyers in the form of certification. The most common one is
GlobalG.A.P., which stands for Global Good Agricultural Practices. These are used by many
European supermarkets as a minimum quality standard. When VFN producers do not meet
GlobalG.A.P., market access is hardly possible;252



Quality standards: quality means both food safety and food quality, where food quality refers to
specific internal and external characteristics. The most common required quality standards are
UNECE and Codex Alimentarius.

Requirements for niche markets:


Organic. To label a VFN product as organic, the producer has to use certain production
methods as laid down in EU Legislation (Council Regulation (EC) No 834/2007), which should
have been used for at least two years;



Fair trade. These requirements focus more on social and environmental conditions in the areas
where the VFN are produced.

It is expected that shipping of fresh vegetables and fruits by sea will be increasingly required by EU
importers, because of sustainability aspects and the lower carbon footprint.253 This is an advantage
for Egypt thanks to its proximity to EU markets.
Company survey results from the International Trade Center (2013) show that Egyptian agricultural
producers / companies face more trade barriers from NTMs than manufacturing companies. About
36 percent of the consulted fresh food exporters indicated to suffer from burdensome NTMs, which
is higher than for exports of processed foods. The biggest challenge for Egyptian agro-food
producers exporting to the EU and EFTA turns out to be SPS and TBT, and in particular the strict
tolerance limits for pesticide residues or contamination by certain substances. Related to that, the
exporters reported the transparency issues linked to those technical requirements as challenging
(for example frequently changing tolerance limits and short implementation notices). Tests of
pesticides residues were seen as expensive and time consuming, and there would be limited and
inappropriate testing facilities and laboratories. Therefore, exporters of fresh food are sometimes
forced to send samples abroad for testing, which increases costs and delays the process.
The above indicates that Egyptian exporters experience the EU SPS standards as challenging and
they increase trade costs for them. However, it should be noted that these standards are not set by
the EU to protect domestic agricultural producers, but for ensuring food safety and quality for its
consumers and for human, animal and plant health. Furthermore, all relevant legislation and
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technical requirements (including MRLs) – including any modifications thereof - are published
online and accordingly accessible to third country exporters.

7.3

Impact assessment of the Vegetables, Fruit and Nuts sector

7.3.1 Economic Impact
Table 7.2 below presents the expected long run DCFTA effects for the Vegetables, Fruit and Nuts
sector as predicted by the CGE model.
Table 7.2 CGE results for the Vegetables, Fruit and Nuts in Egypt
Indicator

Baseline

Long run % change

Employment
Low skilled employment

21.5

% of total

-1.5

Medium skilled employment

0.8

% of total

-2.8

High skilled employment

0.6

% of total

-2.6

Output

5.2

% of total

-2.0

Value added

5.2

% of total

-2.0

Production

Trade
Total exports

1479.1

million Euro

-0.1

Total imports

608.2

million Euro

0.0

Egypt's exports to the EU

425.0

million Euro

10.1

EU's exports to Egypt

236.3

million Euro

5.3

Prices
Domestic producer prices

2.4

Consumer prices

2.4

Source: GTAP, IIDE Modelling results.

In general it could be observed that the sector is likely to contract as a result of the DCFTA; both
employment and production are expected to decline in the long run. Total exports and imports are
hardly affected in percentage terms, but for bilateral trade between Egypt and the EU the changes
are more significant and positive. Egypt’s exports to the EU will increase more in absolute value
terms than its imports from the EU, so the bilateral trade balance is expected to improve.
That both imports and exports will increase after implementation of the DCFTA is logical given the
fact that trade costs, including seasonal tariffs, will go down. However, to find out how the negative
effects on production and employment are caused, we show the effects per liberalisation channel in
Table 7.3.
Table 7.3 Effect of DCFTA on value added of VFN sector, % changes
Liberalisation channel

Short run

Long run

Tariffs

0.01

-0.61

NTMs for goods

-0.08

-1.22

NTMs for services

-0.02

-0.03

Spill-over effects

0.04

-0.17

Total

-0.06

-2.02
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Tariffs and spill-over effects are still positive in the short run. Directly after full implementation of the
DCFTA, the tariffs are reduced which leads to lower trade costs. However, the positive effect of
tariff reductions is dampened by the fact that many producers could still not comply with EU
standards (i.e. NTMs), implying they could not actually make use of the tariff reductions.
The long run effects are in general more negative than in the short run, in particular because of
NTMs. This has mainly to do with NTM reductions for sectors other than VFN. The CGE model
assumes perfect labour mobility and a fixed labour force. Due to the DCFTA, labour would be
pulled out of agriculture into those industrial and service sectors with a strong comparative
advantage and according increases in output, so that less resources are available for VFN
production.
In practice these results could be less negative for employment, as labour markets do not work
perfectly. There is a lot of informal employment in Egyptian agriculture. These informal workers
could partly pick up the work of the formal workers that are pulled towards more productive
industrial and services sectors. Furthermore, it was mentioned that in the rural areas, where VFN
production takes place, there is very little industrial or services production. Therefore, VFN workers
would really have to move to other parts of the country where the increasing sectors are located,
which is not expected to happen in practice completely.
Local stakeholders have indicated that the majority of local small farmers will not be able to comply
with exports regulations of the EU, and they will have to compete with imported products. Farmers
are already suffering from the low profitability of agricultural activities. Support to these farmers
would be needed to let them survive in the scenario with a DCFTA.

7.3.2 Social impact
Wages are expected to decline as a result of the DCFTA, as employment in VFN goes down and
hence demand for labour in this sector decreases.
Egypt had an unemployment rate of 13.4 percent in 2013, with a female unemployment rate of 25
percent and youth unemployment of 39 percent.254 This is not taken into account by the CGE
model. It could be that these unemployed can be used by the VFN sector. On the other hand, the
fact that formal labour is not perfectly mobile (as some people simply will not (be able to) migrate
halfway across the country to a city for a job or may be too old to transfer) could lead to increased
rural unemployment when the VFN sector is contracting as a result of the DCFTA.
Consumer prices of VFN products will go up after implementation of the DCFTA. Together with
declining employment and lower wages for VFN production, this means a negative social effect for
the relatively poor rural population of Egypt.
To the extent that Egyptian producers are able to adopt European standards, this could have a
positive effect on the health of consumers and workers but also on labour conditions, for example
when producers want to obtain a fair trade label. However, this is conditional on the capacity of
producers to comply with the standards, and the improvement of quality inspections or testing
laboratories.
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7.3.3 Environmental impact
The expectation that he VFN sector will contract as a result of the DCFTA will have a positive
environmental effect on land use but more importantly on the pressure on scarce water resources.

7.4

Conclusions and policy recommendations

7.4.1 Conclusions
The VFN sector is an important agricultural sector for Egypt, with a contribution to total value added
of 5.2 percent and a share of 21.5 percent in total low skilled employment. A very large share of the
VFN production is for the local market, where the standards are lower than for the EU market.
As VFN is an important and strong sector, it is still likely to grow after the DCFTA, however, at a
lower rate than without the DCFTA. The CGE results show a negative impact of the DCFTA on both
production and employment of the VFN sector. The DCFTA will likely contribute to the ongoing
structural processes of transformation from predominantly rural and agricultural society to
urbanised industrial society.
In practice it is expected that the impacts of the DCFTA on output and employment of the VFN
sector will be less negative than predicted by the CGE model. The model assumes perfect labour
mobility and a fixed labour force. Due to the DCFTA, labour would be pulled out of agriculture into
more productive industrial and service sectors. However, in practice this reallocation of labour
across sectors would be limited by imperfect labour mobility, which keeps a larger part of the
workers within the VFN sector.

7.4.2 Recommendations
Stakeholders in Egypt have advised to set upu an agricultural modernisation centre (comparable to
the current IMC) to help farmers and agricultural cooperatives to comply with standards with which
they are not familiar at this moment. This centre could at the same time enhance access to
technology, inputs and markets. Furthermore, the stakeholders call for support to organic
agriculture and measures against the massive use of artificial fertilizers and pesticides to save the
fertility of soils. Furthermore, this could give better chance to meeting the EU standards. Support to
VFN producers could limit to a certain extent the adverse effect on poverty of a DCFTA.
Given the limited availability of cultivable land and water for agriculture, there is also a need for
continuous agricultural research to expand food production for adequate supply of food of good
quality to be able to meet domestic demand of the growing population in the future. For example to
look for new crop varieties that require less water, adopt or improve irrigation methods, or other
ways to increase yields through technological enhancement, as land and water resources are
limited.
Another recommendation is to improve the post-harvesting process to reduce wastage (hence
improve efficiency) and improve the quality of products, which will make it easier to meet EU quality
standards, save water, and increase revenues for the poor population. Quality control systems are
an important aspect there. Currently there is a lack of good quality testing laboratories in Egypt.
With a DCFTA, the need for improvement in this field becomes even bigger.
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Table 7.4 Policy recommendations
Policy measure

Assist with adopting standards

150

Potential to address

Potential to address

within DCFTA

outside DCFTA





Continuous agricultural research



Improve the post-harvesting process



Invest in testing laboratories
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Textiles

The textile industry255 is one of the oldest manufacturing sectors in Egypt. Historically it has been
among the most important sectors for the economy. While the textile industry has been operating
for centuries in Egypt, the commercial production of luxury (long staple) cotton started in 1828 by
Mohammed Ali. 70 years later the first cotton mills were established. Nowadays, the textile (as well
as the clothing) industry largely depends on cotton fibres and mixtures with other natural and
manmade fibres. The textile sector has traditionally been characterized by substantial public sector
involvement. Even though this involvement has decreased over time, nowadays there are still
around 50% publicly owned companies. The textile industry is considered to be one of the main
employers in Egypt and it represents a high share of industrial value added.
In this chapter we will present an overview of the textile sector in Egypt in terms of production,
employment and trade flows. We will also shed some light on market access requirements both
imposed by Egypt a by the EU. The expected impact of the DCFTA is discussed along economic,
social and environmental dimensions. The chapter concludes with policy recommendations.

8.1

Industry structure and performance

8.1.1 Historical overview
Production of cotton has been one of the main areas of the industry focus for decades, especially
since nineteenth century when the long stapled cotton256 production started, which currently
represents 3% of the entire world’s cotton production257. Up until the 1970s the textile industry was
largely protected by the government. In the beginning of 1950s the government of Egypt adopted
an import substitution development strategy with a specific focus on the cotton market. Between
1950s and 1990s the government of Egypt was the main buyer of the cotton thus keeping the
domestic prices of the cotton fiber at a low level compared to international prices.258 This resulted in
production of largely subsidized and mainly low quality fabrics and clothing.259 The situation began
to change when in the 1970s a process of liberalization was started: the subsidy on clothing sold on
the domestic market
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was eliminated.

Textile sector is specified in this chapter as a Textiles and man-made fibres (sector 27) according to GTAP classification
(the sector specific estimations based on CGE model are calculated using this classification). For comparability reasons
we used this classification as a benchmark and the rest of the data provided from COMTRADE is matched to GTAP sector
Textiles and man-made fibres. Thus the following product codes are covered (HS product cod in brackets, HS2): Silk,
including yarns and woven fabrics (50), Wool and fine or coarse animal hair, including yarns and woven fabrics (51),
Cotton, including yarns and woven fabrics (52), Vegetable textile fibres, yarns and woven, etc. (53), Man-made filaments,
including yarns and woven etc. (54), Man-made staple fibres including yarns, etc. (55), Wadding, felt and nonwovens,
special yarns, twine, etc. (56), Carpets and other textile floor coverings (57), Special woven fabrics, tufted textiles, lace
(58), Impregnated, coated, covered, or laminated textile products, etc. (59), Knitted or crocheted fabrics (60), Articles of
apparel and clothing accessories-knitted or crocheted (only several product categories: 61091; 61099; 61101 - 61103;
61109; 6115; 63012 - 63014; 63019; 6302 - 6308), Parachutes and rotochutes (only product category 8804), Sleeping
bags (only product category (94043), Pillows, cushions and similar furnishings or cotton (only product category 94049).
The term ‘(extra) long staple’ cotton typically denotes a cotton fibre of (extraordinary) fibre length. This type of cotton is
recognized for its superior strength and better uniformity. However, even with all the benefits of the ELS fibre
characteristics and its apparent desirability, it is grown only in limited quantities.
http://www.cottonguide.org/cotton-guide/market-segments-types-of-cotton.
RATES (2005), Cotton-Textile Apparel: Value Chain Report Egypt, Regional Agricultural Trade Expansion Support
Program, Regional Agricultural Trade Expansion Support Center, Nairobi, Kenya, February.
For more information see El-Haddad, A. (2008), Vertical integration in the Egyptian garment industry: an economic and
institutional analysis, Research Papers Series # 30, Department of Economics, Faculty of Economics and Political
Sciences, Cairo University, Cairo, Egypt, 2008.
During that time it represented 80% of publicly owned weaving companies’ production.
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In 1995 Egypt became part of WTO and liberalization of the textile sector continued. In order to
comply with the WTO rules, the government lifted an import ban on most textile and apparel. A
timeline was set up to gradually eliminate quotas in the textile industry over a 10-year transition
period. But prohibitive tariffs were imposed instead. A couple of years later the tariffs were
reduced261.
In 2005 the Multi-Fibre Agreement expired which used to impose quotas on the quantity of textiles
and clothing products that the developing countries could export to developed countries. In 2004
Egypt together with Israel and the United States signed the Qualifying Industrial Zones (QIZ)
protocol. A year later, in 2005, the Euro-Mediterranean Partnership Agreement was signed with the
EU. As a consequence imports from the EU fall under the zero tariffs. Both of these events allow
Egyptian textile products duty- and quota-free access to the EU and US markets conditional on
rules of origin.262
According to the European Commission, besides having an Euro-Mediterranean Partnership
Agreement with the EU, Egypt is an active member of the Euro-Mediterranean Dialogue on textile
industry, the only industrial sector-based dialogue the European Commission carries out
successfully with Mediterranean partner countries. Since 2004, the dialogue provides a platform for
an exchange of experiences and information on available instruments and initiatives to improve the
competitiveness of the textile and clothing industry across the Euro-Mediterranean Area. The
participants represent national administrations, industrial associations, chambers of commerce,
enterprises, trade unions, and research and educational centres involved with textile and clothing
sector from EU Member States, Mediterranean partner countries and, recently, Western Balkans.
The financial crisis of 2008-2009 negatively affected the competitive position of the textile industry
even though the textile companies were the main users of the export subsidies introduced as a
mitigating measure263. El Haddad (2012) reports that production, domestic sales and exports
significantly dropped. Private sector lost around 25% of market share. Egyptian Revolution of 2011
had also a negative impact on the industry. Total textile exports as well as exports from QIZ regions
fell significantly264 (see Figure 8.5 in section 8.1.6below). ‘The weak security position (which led to
higher transaction costs at roads, port gates and the closing of Owga port dealing with QI) and the
associated labour problems (demonstrations, declining productivity and demands for wage
increases) have affected the industry which was partially accommodated by the devaluation
happening in December 2012’.265 The same demands were brought up by workers earlier as well.
Workers were going on strikes before the Revolution fighting for improvement in working conditions.
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Textile imports were liberalized in 1998 at a tariff rate of 54% ad valorem (World Trade Organization (WTO), Trade Policy
Review Egypt, Report by the Secretariat, WT/TPR/S/55, May 18, 1999, p. 86), while apparel imports were liberalized in
2002 with specific rates as high as $300 per item (45 U.S. Department of State telegram 21518, 2003 National Trade
Estimate Report For Egypt, prepared by the U.S. Embassy, Cairo, Dec. 16, 2002, pp. 3-4; U.S. Department of State
telegram 1307, January Surprise: Egypt Replaces Ban On Garment Imports With Exorbitant Tariffs, prepared by the U.S.
Embassy, Cairo, Feb. 5, 2002, pp. 2-3.).
Since 1990 Egypt concluded several Free Trade agreements: an agreement with the members of EFTA (the Republic of
Iceland, the Principality of Liechtenstein, the Kingdom of Norway, the Swiss Confederation, 2004), Turkey, and other Arab
countries, the Greater Arab Free Trade Area (GAFTA), the Common Market of Eastern and Southern Africa (COMESA)
and the Agadir Free Trade Agreement (with Tunisia, Jordan and Morocco).
El-Haddad, A., Klau, A. (2009), Implications of the Global Financial and Economic Crisis for the Textile and Clothing
Sector in Egypt, Study undertaken for ILO (mimeo).
Ghoneim, A. F. (2013), Ready Made Garments (RMG) Industry: Is There a Way to Save It? Egypt Network for Integrated
Development, Policy Brief 011.
Ghoneim, A. F. (2013), Ready Made Garments (RMG) Industry: Is There a Way to Save It? Egypt Network for Integrated
Development, Policy Brief 011, p. 7.
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8.1.2 Value chain of the textile sector
Egypt is home to the only fully vertically integrated textile industry in the Middle East.266 The textiles
value chain is divided into four discrete phases by outputs (Figure 8.1). The production of yarn and
fabric are usually capital-intensive and use more technological innovations like man-man fibers in
contrast to clothing production, which is highly labour intensive.
Egypt has a long history and tradition of cotton production, particularly of high-quality, long-staple
varieties. Thus the textile sector is dominated by cotton fibres and goods. Downstream industries
are oriented toward production of cotton items. Throughout the whole vertically integrated industry,
companies make use of local cotton fibres and imported other fibres (e.g., polyester, viscose, wool).
Until March 2013 companies were allowed to import cotton only if they operated outside of free
zone areas.267
The cultivated area of cotton has decreased: between 1990 and 2012 it dropped by around 30
percent. It continues to fall due to farmers’ reluctance to grow cotton while shifting to more
profitable crops like rice and corn. The key factors influencing farmers’ decisions are the
government’s new policy to avoid announcing support prices and difficulties encountered in
marketing the domestic crop.268 The government largely subsides the usage of locally produced
cotton allowing to reduce a gap between the locally produced and imported cotton.
Figure 8.1 The textile value chain
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Source: Abdallah et al. (2012)269.

The major players in the Egyptian textile value chain are the fiber growers (cotton farmers), and
processors that produce yarn, fabric and finished product (e.g. ginning factories, weavers and cloth
makers, and ready-made textile producers).
Spinning companies are one of the main consumers of domestically produced cotton. On average
75 percent of cotton is from the local production, while the rest is imported. The situation however
changed recently: imports reached 66 percent of total domestic supply in the season of
2013/2014270 mainly due to the increases in local versus imported prices of cotton.
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267
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GAFI (2014), Your Textiles Opportunity, Sector report: Egypt’s key sectors, General Authority for Investment, February
2014.
This ban on import was in place since 2010. USDA (2013), Egypt: Cotton and Products Annual 2013, USDA Foreign
Agricultural Service, GAIN Report, 4/25/2013.
USDA (2014), Egypt: Cotton and Products Annual 2014, USDA Foreign Agricultural Service, GAIN Report, 3/30/2014, p.2.
Abdallah, R., Barry, C., Beal, M., Said, A., Vartanov, S. (2012), The textile cluster in Egypt, Microeconomics of
Competitiveness May 4, 2012.
USDA (2014), Egypt: Cotton and Products Annual 2014, USDA Foreign Agricultural Service, GAIN Report, 3/30/2014.
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8.1.3 The size of the textile sector
The textiles sector accounts for almost one third of manufacturing value added and for around 1.68
percent of Egyptian GDP271. Between 2005 and 2010 the textile industry represented 18 percent of
industrial value added and the share in total non-oil export was 28 percent272. The share in total
exports was 5.6 percent, while the share in non-petroleum exports was 14.4 percent in 2013.
The textile sector is one of the main employers in Egypt accounting for 30 percent273 of the
industrial labour force.
In the beginning of 2010 the textile sector consisted of 3,243 companies. This number grew over
the years and in February 2014 it reached the level of 4,306274275 companies of which 5 percent
operate in free zones. The size of the companies varies from small (less than 8 employees) familyowned operations to very large companies (more than 20,000 employees). Small and medium
sized enterprises represent 14 percent276 of total number of textile firms in Egypt. Most of the
companies are located in Cairo region followed by El-Kaliobia and El-Ghabya regions (see Table
8.1).
Table 8.1 A geographic distribution of textile and clothing companies
Governorate

Alexandria

Cairo

679

1,053

Number of companies

El-Dakahlya El-Ghabya
216

732

El-Giza

El-Kaliobia

El-Sharkya

379

779

372

Source: SEAM Project (1999)277.

Several significant players in the textile sector are still owned by government. A reported 27
companies are publicly owned; these companies mainly specialise in spinning, weaving and
hemming278 and are in need of extensive restructuring and technical upgrading279. The public
enterprises are huge, and capital intensive. As a result the industry suffers from structural problems
related to continued use of older equipment and a general lack of technological improvements.280 In
2005 Egypt and EU concluded an agreement to support restructuring the state owned Spinning and
Weaving Sector (Labour Pool Project).

271
272

273

274

275

276
277

278

279

280

154

Data are retrieved from CAPMAS (2010/11).
Data are retrieved from Central Bank of Egypt and CAPMAS (2013). There is however some discrepancy in the reported
data as the Ministry of Trade and Industry reports that the share of textile export in total non-oil export is 14% in 2012.
The number of workers is estimated to be between 400,000 and 1.2 mln people and additional 0.8-1.2 mln people in
related sectors (see Ghoneim, A. F. (2013), Ready Made Garments (RMG) Industry: Is There a Way to Save It? Egypt
Network for Integrated Development, Policy Brief 011). Studies report different results: the labour force of the textile
industry accounts for a share in a range between 18 and 30% which might be due to the differences in the definition of the
textile sector (for example in Metwally, M., El-Makhrabil, N. (2009), The Financial Crisis and its Impact on the industrial
Sector’, paper presented at the conference ‘he Social Impact of the Financial Crisis on the Egyptian Economy and the
Means to Alleviate it’, organised jointly by CERFS, UNDP, Social Contract Center (IDSC) and Konrad Adenaur, Cairo,
April 2009; Pigato, M. and Ghoneim, A. (2006), Egypt after the end of the multi-fiber agreement: A comparative regional
analysis, ECES Working Paper Series, no. 114. Egypt: the Egyptian Center for Economic Studies. Abugattas, L..,
Moustafa, A. (2009), International Developments in the Textile and. Clothing Industries: Challenges for Arab Countries,
UNDP).
GAFI (2014), Your Textiles Opportunity, Sector report: Egypt’s key sectors, General Authority for Investment, February
2014.
The number of firms is almost back to the pre crisis level: in 2008 textile sector comprised of 4535 enterprises (Nugent, J.,
Abdel-Latif, A. (2010), A Quiz on the Net Benefits of Trade Creation and Trade Diversion in the QIZs of Jordan and Egypt,
Working Paper No. 514, Economic Research Forum).
Data were retrieved from www.sme-egypt.org/sites/Arabic.
SEAM Project (1999), Textile Sector Report, Technical Report, Cleaner Production Opportunities, Cairo, Egypt, Ministry of
State for Environmental Affairs and Egyptian Environmental Affairs Agency (UK DFD).
Nugent, J., Abdel-Latif, A. (2010), A Quiz on the Net Benefits of Trade Creation and Trade Diversion in the QIZs of Jordan
and Egypt, Working Paper No. 514, Economic Research Forum.
Nugent, J., Abdel-Latif, A. (2010), A Quiz on the Net Benefits of Trade Creation and Trade Diversion in the QIZs of Jordan
and Egypt, Working Paper No. 514, Economic Research Forum.
Other problems that the textile industry faces include financial struggles due to surplus labor and the burden of the debts
owed to banks, lack of spare parts and inadequate maintenance, there is some shortfall in skilled labor.
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Table 8.2 shows evolution of the distribution of the manufacturing capacities between public and
private sectors (in the table only the percentage of the publicly owned companies is presented).
The private sector dominates cotton fibre growing which is concentrated in the northern part of
Egypt around the Nile River Delta. Among privately owned companies, around 400 companies are
export oriented ones and approximately 4000 are local market oriented companies. The export
oriented companies are dominated by privately owned firms. They are mostly located in the free
zones and within QIZ (qualifying industrial zones).
Table 8.2 Distribution of manufacturing capacities, percentage of publicly owned companies
Manufacturing capacity

2001

2014

Spinning companies

90%

50%

Weaving companies

60%

60%

Hemming companies

40%*

60%

Garment companies

30%

10%

Source: Adopted from Gafi (2014)281 and GHERZI (2006)282.

8.1.4 Textile production
Cotton, the most important natural fibre planted and used in the textile sector, is the main cash crop
of Egypt, which is the largest producer of cotton in Africa. The total textile sector represents a
quarter of the total industrial production. Figure 8.2 shows that the largest part of the production
process constitute home textiles (48%) and cotton yarn (32%). The main strength of the whole
textile industry lies in the production of luxury cotton outputs: Egypt is the largest producer of long
and extra long staple cotton worldwide, accounting for 38 percent of world wide extra long staple
cotton (Figure 8.2). However, most of the produced long and extra long staple cotton cannot be
used by the majority of yarn factories in Egypt: many textiles and spinning companies have to work
at half their production capacity due to supply shortages (considering the fact that between 2010
and 2013 there was an import ban on cotton283, some factories have laid off workers to limit
losses).284 According to USDA (2014)285 report that this is because local cotton mills are equipped
with machines that only work with short and medium staple cotton, while Egypt does not produce
enough of it locally.

281

282
283

284
285

GAFI (2014), Your Textiles Opportunity, Sector report: Egypt’s key sectors, General Authority for Investment, February
2014.
Gherzi (2006), Strategy and action plan project for the Egyptian textile and clothing industry, Inception Report.
This ban was imposed on the import of cotton from all origins (due to issues in marketing its domestic cotton crop locally).
According to the US Department of State (2013, Investment Climate Statement of Egypt) this ban was disruptive for textile
mills that rely on imports of short/medium staple cotton for their production. Egypt, however, does not produce
short/medium staple cotton in sufficient qualities to meet local milling demand.
This also pushes companies to import more cotton varieties.
USDA (2014), Egypt: Cotton and Products Annual 2014, USDA Foreign Agricultural Service, GAIN Report, 3/30/2014.
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Figure 8.2 Production of cotton

Source: Abdallah et al. (2012)286; GAFI (2014)287.

Moreover, governmental policies largely affected the costs of intermediate products in the textile
industry, especially for cotton.288 In spinning domestic cotton represents around 70 percent of total
costs of the production process.289 Egyptian textile sector is specialized in long staple cotton
production while a vast majority of factories depend of other types of cotton. Therefore they import
short and medium staple cotton and cotton yarn which are also cheaper (and fit their production
needs better).290 The American Chamber of Commerce in Egypt (2004)291 reports that for many
years it was cheaper to import cotton yarn and fabrics from Pakistan and India than buying local
ones.
Compared to main competitor countries, wage costs in the textile sector are relatively high in Egypt:
costs per operator hour in Egypt are more than 1.5 times higher than that of China and Sri Lanka
and even three times that of Vietnam (Figure 8.3). Egypt has however a comparative advantage
over Morocco. In terms of wages, the textile sector is again on the top of the list among the
industrial sectors accounting for 25 percent of wages paid in the Egyptian economy.292 Even though
the wage costs are much bigger in Egypt compared to Bangladesh wage costs, the productivity is
25-50 percent lower293.
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Abdallah, R., Barry, C., Beal, M., Said, A., Vartanov, S. (2012), The textile cluster in Egypt, Microeconomics of
Competitiveness May 4, 2012.
GAFI (2014), Your Textiles Opportunity, Sector report: Egypt’s key sectors, General Authority for Investment, February
2014.
It is described earlier in the chapter that until almost 2000 the government was the only buyer of cotton.
USDA (2014), Egypt: Cotton and Products Annual 2014, USDA Foreign Agricultural Service, GAIN Report, 3/30/2014.
USDA (2014), Egypt: Cotton and Products Annual 2014, USDA Foreign Agricultural Service, GAIN Report, 3/30/2014.
American Chamber of Commerce in Egypt (2004), The textiles and clothing industry in Egypt, Business Studies and
Analysis Centre, Cairo, Egypt, August 2004.
Fawzy, S., Massoud, N. (2003), The future of Egypt’s Textile and clothing exports in light of new international trading rules,
ECES Working Paper Series, no. 114. Egypt: the Egyptian Center for Economic Studies.
Ghoneim, A. F. (2013), Ready Made Garments (RMG) Industry: Is There a Way to Save It? Egypt Network for Integrated
Development, Policy Brief 011.
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Figure 8.3 Cost structure in textile sector: wage per hour, $US
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Source: adopted from World Bank (2006)294.

The textile sector is one of the main contributors to GDP, however productivity in the sector is low.
Actually, it is amongst the lowest in Egypt (Figure 8.4). The productivity per Egyptian pound is
seven times lower than that of manufacturing of wearing apparel. Also compared to other countries,
labour productivity in Egyptian textile manufacturing is low. The American Chamber of Commerce
in Egypt (2009) states that where in Egypt it takes 6-7 minutes to make a basic shirt, in Sri Lanka
and Bangladesh it takes only 4 minutes—this implies 50 to 75 percent higher productivity in these
countries.295
Figure 8.4 Labour productivity for manufacturing activities, in Egyptian pounds for each pound spent in
annual wages
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Source: CAPMAS, 2009.

One of the explanations for this low productivity can be the already mentioned structural problems
related to continued use of older equipment and a general lack of technological improvement in
public companies. Moreover, Egypt has a relatively high power outage rate (reported at 17 days a

294

295

World Bank (2006), Morocco, Tunisia, Egypt and Jordan after the end of the Multi-Fiber Agreement: Impacts, challenges
and prospects. Washington, D.C., The World Bank, Social and Economic Development Sector Units, Report 35376, 2006.
American Chamber of Commerce in Egypt (2009), p. 3.
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year in 2004) compared to 3 days only in Turkey and 7 in Romania which result in 1–5 percent
losses of total sales for 70 percent of Egyptian firms.296
The limited amount of training offered in the textile industry could also affect the productivity level in
the sector. Compared to other textiles exporting countries (like China, Tunisia or Turkey), there is
almost no training offered for staff, with the exception of engineers who might have one training
session annually (American Chamber of Commerce, 2009) and Textile Merchandiser Training
Program297. While in textile sectors in China and Tunisia for examples machine operators and
management are trained frequently. This problem was stressed by one of the interviewees. This
might be also a reason why textile producers tend hire high educated labour fro abroad, an issue
that was highly stressed during the conducted interviews.

8.1.5 Social and environmental issues
Egypt has quite a large informal sector: 58 percent of total employment is informal.298 In the textile
sector the share of informal workers is high but lower than that national average. Data show that
informality, estimated as the percentage of the total number of workers in the industry is 32.86
percent for textile sector (without garment) in Egypt299 which is higher than in manufacturing and
construction sectors.300 However, in the garment industry an estimated 62 percent of employees
are not formally employed.
Usually the textile sector is characterised by high participation of women. In 2007 textile and
clothing sectors employed around 40 percent of women in private sector labour force.301 Cultural
norms regarding the role of women have translated into low female labour force participation
compared to other countries - a structural challenge for Egyptian producers given that women
typically compose a high proportion of the labour force in textile firms.302
The financial crisis has led to both production and exports decline in textile industry which led to
70,000 job losses.303 The decrease in employment was most pronounced for women and low
skilled workers, and among informal companies.
Strikes in the textile industry are a recurring issue. The lack of decent work, especially for young
people, was in fact one of the driving forces behind the revolution.304 Despite the agreements
reached and new programs initiated by ILO, these social priorities remain important as workers
continue taking to the streets to demand higher wages and better working conditions, permanent
contracts, the payment of bonuses and changes in company management.305
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El-Haddad, A. (2012), Effects of the Global Crisis on the Egyptian Textiles and Clothing Sector: A Blessing in Disguise?,”
ISRN Economics, vol. 2012.
It is implemented by Education for Employment Foundation in Egypt and financed by Department of State’s Office of the
Middle East Partnership Initiative, US.
World Bank (2012), Micro-determinants of informal employment in the Middle East and North Africa region.
Selwaness, I., Zaki, C. (2013), Assessing the Impact of Trade Reforms on Informality in Egypt, Working Paper 759, The
Economic Research Forum (ERF), Giza, Egypt.
For manufacturing and construction sectors the share of informal workers is 21.3%. World Bank (2012), Microdeterminants of informal employment in the Middle East and North Africa region.
El-Haddad, A. (2011), Female Wages in the Egyptian Textiles and Clothing Industry: Low Pay of Discrimination?, Gender
and Wok in the MENA Region, Working Paper Series, Number 13, Population Council.
Abdallah, R., Barry, C., Beal, M., Said, A., Vartanov, S. (2012), The textile cluster in Egypt, Microeconomics of
Competitiveness May 4, 2012, page 22.
Klau, A. (2010). “Impact of the economic crisis on trade, foreign investment, and employment in Egypt”, ILO SRO Cairo
Working Paper Series (Geneva, ILO).
ILO (2012), Country Brief Egypt.
One of the recent strikes happened early in 2014: ‘after a wave of solidarity strikes and sit-ins at textile operations around
Egypt, more public sector workers have walked out’. Al Monitor (2014), Egypt's new prime minister faces labor crisis,
strikes, February 2014.
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In 2005 Egypt and EU concluded an agreement to support restructuring the state owned Spinning
and Weaving Sector (Labour Pool Project). Social Fund for Development established the Labour
Pool in 2006 to implement the project services to assist redundant workers in making a choice for
their (sustainable) future and to develop and improve the skills of workers needed for restructuring.
The textile industry is energy, water, and chemical-intensive. Most of the processing involves
treatment with chemical baths and auxiliary steps are washing, rinsing, and drying steps. As a
result the sector affects the environment in a number of ways through water consumption and
wastewater effluents, air emissions, solid wastes, and energy consumption. Water is a scarce
resource in Egypt306 but approximately 200 liters of water are used to produce 1 kg of textiles.307 308
The effluents generated by the processing of textile are highly coloured (may contain nonbiodegradable compounds) that are characterized by high biological and chemical oxygen demand.
The presence of metals and other dye compounds may cause failure of biological treatment
systems. Due to the large amounts of generated wastewater, its toxicity, use of chemicals, etc. a lot
of pressure has been put on the industry with respect to environmental and waste-related concerns.

8.1.6 Trade in textiles
Textiles trade constitutes around 5 percent and 10 percent of total import and export flows
respectively. Figure 8.5 shows that imports were consistently higher than exports, in 2013 reaching
the level of $2.5 billion and $1.8 billion respectively. Over the past few years, the exports of textiles
have increased from $2 billion in 2008 to the $2.5 billion in 2013. The same trend is visible in
import: in 2008 it was $1.2 billion and in 2013 - $1.8 billion.

Millions

Figure 8.5 Trends in textile import and export (US$)
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Source: COMTRADE.
Note: Textile import and export according to GTAP sector Textiles and man-made fibres or HS02 codes 50 – 61309.
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Since 2005, Egypt is classified as a water scarce country.
SEAM Project (1999), Textile Sector Report, Technical Report, Cleaner Production Opportunities, Cairo, Egypt, Ministry of
State for Environmental Affairs and Egyptian Environmental Affairs Agency (UK DFD).
The specific water use varies from 60 to 400 L/kg of fabric, depending on the type of fabric wet application. El-Gohary, F.,
Ibrahim, N.A., Nasr, F., Abo-Shosha, M.H., Ali, H. (2013), A New Approach to Accomplish Wastewater Regulation in
Textile Sector: an Egyptian Sector Study, Cellulose Chemistry Technology, 47 (3-4), 309 – 315.
For exact specifications of what is covered see Footnote 255.
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Main trading products
In terms of main commodities groups traded by Egypt, the cotton textiles constitutes the largest
share in textile export, 57 percent of total textile export in the season 2012-2013. The carpets and
other floor coverings and synthetic fibres account for 12 percent each. Cotton, cotton yarn and
other textile products represent 9, 7 and 4 percent of textile export respectively. Cotton and cotton
yarn exports have lost their share significantly compared to that of 10 years ago, while the final
products (cotton textiles and synthetic fibres) have gain export shares.
Going into more details, the top-5 export products of Egypt make up around 53 percent of the total
export value. Carpets and other floor covering are the single most important export good,
accounting for 20% of textile export. The main destination country of Egyptian carpet export is EU
(34 percent of total carpet export). Among EU countries the main destination countries are
Germany, Italy and the UK accounting for 10 percent, 6 percent and 6 percent of total export of
carpets respectively. Other main export products include quilted textile products, t-shirts, quilted
textile products, toilet linen and cotton yarn.
Figure 8.6 Exports of textile by main commodity groups in Egypt

Source: Central Bank of Egypt.
Note: * is provisional data.

Table 8.3 Top 5 Egyptian exported products, 2013
Commodity

Commodity

Code

Trade Value

Share in total

(US$)

textile export

376,606,186

20%

201,702,580

11%

169,224,156

9%

122,773,159

7%

112,890,043

6%

Carpets & oth. textile floor coverings, knotted, whether
570190

or not made up, of ...
T-shirts, singlets & oth. vests, knitted or crocheted, of

610910

cotton.
Quilted textile prods. in the piece, composed of

581100

one/more layers of textile ...
Toilet linen & kitchen linen other than of terry fabrics,

630291

of cotton.
Cotton yarn, mult./cab. (excl. sewing thread), of

520548

160

combed fibres, cont. 85%/ ...
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Source: COMTRADE.
Note: Textile import and export according to GTAP sector Textiles and man-made fibres or HS02 codes 50 – 61310.

In terms of main commodities groups traded in imports, the same patterns are observed as in
exports. The cotton textiles constitutes the largest shares in textile imports, 43 percent of total
textile imports in the season 2012-2013. Synthetic fibres, though, have a much larger share in
imports (compared to export): 38 percent of total textile import. The other products, namely carpets
and other floor coverings, cotton and cotton yarn, together account for 14 percent of imports. Cotton
and cotton yarn imports have lost their share significantly compared to that of 10 years ago, while
the final products (cotton textiles mainly) have gain import shares.
Going into more details, the top 5 imported products includes woven fabrics, synthetic filament
yarn, textured yarn and woven fabrics. Cotton is mainly imported from Greece, US and African
countries (Burkina Faso, Benin, Sudan). China is the main importing country of synthetic and
textured yarn, as well as for the woven fabrics. Among EU countries Italy and Germany are among
top five countries of Egyptian import partners.
Figure 8.7 Imports of textile by main commodities in Egypt

Source: Central Bank of Egypt.
Note: * is provisional data.

Table 8.4 Top 5 Egyptian imported products, 2013
Commodity

Commodity

Code
551219

Woven fabrics of synth. staple fibres, cont. 85%/more

Trade Value

Share in total

(US$)

textile import

189,774,798

7%

161,659,164

6%

151,314,875

6%

by wt. of polyester, etc.
540249

Synthetic filament yarn other than sewing thread (excl.
of 5402.10-5402.43).

540233

Textured yarn other than sewing thread, of polyesters,
not put up for retail.

310

For exact specifications of what is covered see Footnote 255.
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Commodity

Commodity

Trade Value

Share in total

(US$)

textile import

Woven fabrics of cotton, cont. 85%/more by wt. of

111,731,450

4%

92,895,072

4%

Code
520942

cotton, denim, etc.
540772

Woven fabrics (excl. of 5407.10-5407.30), cont.
85%/more by wt. of synth, etc.

Source: COMTRADE.
Note: Textile import and export according to GTAP sector Textiles and man-made fibres or HS02 codes 50 – 61311.

Main trading partners
For the import of textiles, Egypt relies predominantly on China (37 percent). The second and third
places belong to India and Turkey representing 10 and 11 percent of total textile import. The EU is
on the forth place: all together Member States account for 8 percent of the total import of textiles.
The two largest import partners within the EU are Italy and Germany representing 3 percent and 2
percent of the total import of Egypt.
Figure 8.8 Egyptian import of textiles by originating country, 2013

China
India

3%
5%

Turkey

1%

Indonesia

26%
2%

10%
8%

2%

Pakistan
Rest of the World

11%

Italy
3%
37%

Germany
Spain
Rest of EU28

Source: COMTRADE.
Note: Textile import and export according to GTAP sector Textiles and man-made fibres or HS02 codes 50 – 61312.

In terms of the textile export, the picture is totally different. The EU is the largest export partner for
Egyptian textiles. 41 percent of the total textile exports were destined for the EU, where Italy and
the Germany are the largest markets. The US is the largest single export market for Egypt, and in
2013 Egypt became a net-exporter for the first time with their third-largest export partner Turkey.
Trade with EU
In terms of trade with EU, the import of Egyptian textiles increased by 20 percent between 2009
and 2013 reaching the level of $1.8 billion. However, the import of textiles in 2013 was lower than in
2011. The export of Egyptian textile to the EU also increased for the past 5 years by 5 percent
reaching the level of $2.5 billion.

311
312
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For exact specifications of what is covered see Footnote 255.
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Figure 8.9 Egyptian export of textile by destination country, 2013

USA
Turkey
20%

3%

5%
5%

Rest of the World
Italy

41%

16%

Saudi Arabia
4%

13%
14%

20%

Germany
United Kingdom
France
Rest of the EU

Source: COMTRADE.
Note: Textile import and export according to GTAP sector Textiles and man-made fibres or HS02 codes 50 – 61313.

8.2

Market access in the textile sector
Egypt has benefitted from accession to WTO, the end of the Multi-Fibre Agreement (MFA) and the
Association Agreement with EU since the mid 1990s. This has lead to phasing out of tariffs in textile
sector. Currently, most favoured nation rates (MFN) are 0–5% on yarns, 0–10% on fabrics, and
generally in the neighbourhood of 30% on carpets and other textile floor coverings, clothes, and
home textiles. Due to the Euro-Mediterranean Partnership Agreement tariffs in this sector towards
EU were completely liberalised. As such, this section only reports on non-tariff measures that
potentially restrict access to the EU and Egyptian markets, respectively.
Table 8.5 Ad valorem tax rates per product category
Product category

Ad Valorem Tax

Carpets & other textile floor coverings, knotted, whether or not made up, of ...

30

Quilted textile prods. in the piece, composed of one/more layers of textile ...

10

T-shirts, singlets & other vests, knitted or crocheted, of cotton

30

Men's/boys' trousers, bib & brace overalls, breeches & shorts (excl. swimwear).

30

Men's/boys' garments made up of fabrics of 59.03/59.06/59.07, n.e.s.

30

Source: WTO.

ITC survey314 results show that besides having NTM imposed by partner countries, domestic
regulation in Egypt also pose a problem. For example, Egyptian manufacturing exporters mention
the large number of documents that are required to export and the difficulty of obtaining them,
frequently changing procedures without prior notice. Also the export licencing is seen as an issue.

8.2.1 Market access in Egypt
EU exporters face a number of non-tariff measures (NTM) when exporting to Egypt. Table 8.6
presents non-tariff measures (NTM) that could hamper the access to the Egyptian textile market.
Data have been retrieved from the TRAINS database. The NTMs applied most often include:
traceability requirements (B859); assessment related to TBT (B890); product quality or performance
313
314

For exact specifications of what is covered see Footnote 255.
International Trade Centre (2013), Egypt: Company Perspectives on Non-Tariff Measures, International Trade Centre
Series on Non-Tariff Measures, May 2013.
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requirement (B840); service charges: Custom inspection, processing and services fees (F210);
direct consignment requirement (C200).
Table 8.6 Top 10 Egyptian market access requirements for textiles
NTM

NTM description

code
B859

Traceability requirements n.e.s.

B890

Conformity assessment related to TBT n.e.s.

B840

Product quality or performance requirement: Conditions to be satisfied in terms of performance
(e.g., durability, hardness) or quality (e.g., content of defined ingredients).

F210

Service charges: Custom inspection, processing and services fees.

C200

Direct consignment requirement: Requirement that goods must be shipped directly from the
country of origin, without stopping at a third country.

B310

Labelling requirements: Measures regulating the kind, colour, and size of printing on packages and
labels and defining the information that should be provided to the consumer: Labelling is any
written, electronic, or graphic communication on the packaging, or on a separate but associated
label, or on the product itself. It may include requirements on the official language to be used as
well.

B140

Authorization requirement for TBT reasons: Requirement that the importer should receive
authorization, permits or approval from a relevant government agency of the destination country,
for reasons such as national security, environment protection, etc.

A530

Fumigation: A process of exposing insects, fungal spores, or other organisms to the fumes of a
chemical at a lethal strength in an enclosed space for a given period of time: Fumigant is a
chemical, which at a required temperature and pressure can exist in the gaseous state in sufficient
concentration to be lethal to a given pest organism.

A830

Certification requirement: Certification of conformity with a given regulation that is required by the
importing country but may be issued in the exporting or the importing country.

A110

Temporary geographic prohibitions for SPS reasons: Prohibition of imports of specified products
from countries or regions due to infectious/contagious diseases: Measures included in this
category are typically more of an ad-hoc and time-bound nature.

B820

Testing requirement: A requirement for products to be tested against a given regulation, such as
performance level: It includes sampling requirement.

C300

Requirement to pass through specified port of customs: Obligation for imports to pass through a
designated entry point and/or customs office for inspection, testing, etc.

P300

Export price control measures: Measures implemented to control the prices of exported products.

Source: TRAINS Non-Tariff Measures.

8.2.2 Market access in the EU
Table 8.7 shows the type of market access requirements for the EU. Egyptian textiles exporters to
the EU mainly face labelling (B310) and testing requirements (B320). In addition, activities that
ensure the quality of the product need to be performed: testing requirements and product quality or
performance requirement. ITC survey results315 confirm that technical requirements are seen as
one of common barrier that exporters face. In addition the results show that Egyptian manufacturing
exporters are experience problems with rules and certificates of origin (30 percent of reported
NTMs). This largely affects textile industry as a number of strict preferential rules of origin are
imposed under the Association Agreement and the Pan-Euro-Mediterranean zone. More

315
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International Trade Centre (2013), Egypt: Company Perspectives on Non-Tariff Measures, International Trade Centre
Series on Non-Tariff Measures, May 2013.
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specifically, a double transformation (‘Yarn Forward Rule’) makes it hard to obtain a preferential
origin certificate.
Table 8.7 Top 10 EU market access requirements for textiles
NTM

NTM description

code
B310

Labelling requirements: Measures regulating the kind, colour, and size of printing on packages and
labels and defining the information that should be provided to the consumer: Labelling is any written,
electronic, or graphic communication on the packaging, or on a separate but associated label, or on
the product itself. It may include requirements on the official language to be used as well.

B320

Marking requirements: Measures defining the information for transport and customs that the
transport/distribution packaging of goods should carry.

B820

Testing requirement: A requirement for products to be tested against a given regulation, such as
performance level: It includes sampling requirement.

B700

Product quality or performance requirement: Conditions to be satisfied in terms of performance (e.g.,
durability, hardness) or quality (e.g., content of defined ingredients).

B830

Certification requirement: Certification of conformity with a given regulation: required by the importing
country but may be issued in the exporting or the importing country.

B840

Product quality or performance requirement: Conditions to be satisfied in terms of performance (e.g.,
durability, hardness) or quality (e.g., content of defined ingredients).

B110

Prohibition for TBT reasons: Import prohibition for reasons set out in B1.

A220

Restricted use of certain substances in foods and feeds and their contact materials: Restriction or
prohibition on the use of certain substances contained in food and feed. It includes the restrictions on
substances contained in the food containers that might migrate to food.

A830

Certification requirement: Certification of conformity with a given regulation that is required by the
importing country but may be issued in the exporting or the importing country.

A840

Inspection requirement: Requirement for product inspection in the importing country. It may be
performed by public or private entities. It is similar to testing, but it does not include laboratory testing.

Source: TRAINS Non-Tariff Measures.

Comparison
Comparing the market access requirements of the EU and Egypt it becomes clear that the EU is
focussing strongly on quality aspect of the products that are accessing the markets. Adhering to
these quality (including health and safety standards) and sustainability requirements is posing a
challenge, particularly for SMEs, to export their products to the EU.
In contrast, EU exporters to Egypt generally face charges that could not only restrict access to the
market, but also increase the final price to be paid by consumers as well as producers being
dependent on input sourcing.

8.3

Impact assessment of the textile sector
In this section we discuss the expected impacts of the DCFTA for the textiles sector. The findings
are based on the previous sections and the interim report (modelling results). The impacts are
described along the three sustainability dimensions: economic, social and environmental.
The CGE results included results at macro level and at sector level. Table – Table 8.10 presents
the results of the model calculations for the textile sector specifically, broken down by main source
of the effects (i.e. tariff reductions, NTM removals, services liberalisation and spill-over effects).
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8.3.1 Economic Impact
The DCFTA will result in a deeper relationship in terms of trade between Egypt and the EU. Further
increases in market openness between the two economies will affect companies operating on both
domestic and international markets.
Table 8.8 depicts a summary of the CGE results for the textile sector. The findings suggest that
when a trade agreement is fully implemented, output and value added of the textile sector are
expected to decrease both in the short and long term. Export is expected to increase in the short
run but to decline in the longer term. The import of textiles will increase from all the trading partners
and from the EU in particular. As a result competition in the textile sector will intensify. This can
have strong implications for cotton producers because already now it is rather expensive to buy raw
materials on the domestic market in Egypt. Moreover, currently productivity in the sector is quite
low. Thus increased openness of the market will mean that firms with very low productivity will be
pushed out of the market since they cannot compete. It would result in higher productivity on
average in the sector.
The implications for production and trade flows in textile industry most likely are not going to be that
large as predicted by the results of the model. One of the reason behind this is that the model
assumes full employment which means that any additional demand for products and therefore
labour will lead to higher wages in the whole economy and not in job creation. There are already
agreements in place allowing the textile sector taking advantages of low barriers to trade.
Therefore, the Egyptian textile sector will gain relatively less compared to other sectors. However,
this may mean that the sector will become relatively less competitive compared to other sector that
are expected to benefit more from the DCFTA. Employment is expected to decrease in textile
sector since workers might move to other sectors that are expected to experience growth in valued
added and production.
The trade relationship with the EU will intensify as a result of the DCFTA. Thus companies could
potentially improve on corporate social responsibility. As a result, some of the chemical might be
prohibited in the manufacturing process of textile production positively affecting safety and the
environment, thus improving both labour and environmental conditions.
The model assumption of full employment does not hold in practice. In 2012 the unemployment rate
in Egypt was 11.9 percent according to ILO KILM. Moreover, the model does not take into account
the informal sector of the economy. Therefore, according to the model the trade agreement would
more likely not significant change the overall wages but stimulate production and thus employment
at the economy level. Therefore most likely the competition for workers is not going to be as fierce
as predicted by the model thus leading to less drops in output and employment in the textile
industry. However, how much less it will be is hard to predict.
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Table 8.8 Summarised CGE results for Egyptian textiles sector
Indicator

Baseline

GDP

Short run

Long-run

Tariffs

NTBs for Goods

NTBs for Services

Spillovers

Total

Tariffs

NTBs for Goods

NTBs for Services

Spillovers

Total

Million €

266.01

1272.72

163.48

640.86

2343.08

794.45

1774.30

107.57

698.00

3374.32

Value added

0.04

share (%)

0.35

-0.31

-0.10

-0.29

-0.35

0.72

-8.74

-0.20

-2.98

-11.19

Output

0.04

share (%)

0.35

-0.31

-0.10

-0.29

-0.35

0.72

-8.74

-0.20

-2.98

-11.19

Producer price

100

Base index

-0.22

0.71

0.06

0.26

0.81

-0.27

4.18

0.10

1.34

5.34

Consumer price

100

Base index

-0.21

0.69

0.06

0.24

0.78

-0.26

4.06

0.09

1.30

5.19

Total export

2655.89

Million €

1.48

0.58

-0.42

-0.06

1.58

1.41

-19.71

-0.58

-6.48

-25.35

Total import

1764.03

Million €

-1.38

5.39

0.33

2.79

7.14

-1.47

23.41

0.52

8.54

31.00

Export to EU

1150.25

Million €

1.57

7.60

-0.43

-1.82

6.91

1.49

-14.13

-0.59

-8.21

-21.45

Import from EU

260.28

Million €

-1.50

12.35

0.34

1.16

12.35

-1.62

31.55

0.53

6.91

37.37

Export to EU

share (%)

4.05

13.37

1.64

-2.29

16.77

8.99

41.28

1.46

2.09

53.81

Import from EU

share (%)

12.86

12.13

0.97

-0.94

25.02

17.57

26.32

0.88

2.26

47.03

Source: GTAP, IIDE Modelling results.
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8.3.2 Social impact
Table 8.9 and Table 8.10 show the results of the impacts the DCFTA will have on employment
broken down by main source of effects.
The CGE model predicts that the employment is likely to decrease in the textile industry. Only lowskilled employment in the short run would increase. The predicted declines in employment may be
smaller due to the assumptions of the model. A potential negative impact of the DCFTA occurs if
domestic producers respond to increasing competition from EU producers by lowering prices and
costs. This creates a downward pressure on wages and typically affects such aspects as health
and safety measures. As a result the overall wages across the country are expected to increase.
Therefore, there is more domestic buying power, which works against the possible need for price
competitive advantage. Moreover, wages in other sectors increase as a consequence of the
DCFTA, and workers will most likely look for employment opportunities in these sectors if textile
producers reduce wages. Moreover, the model predicts inter-sectoral movement for workers which
means that they should have knowledge and skills suitable for the position in a different industry.
Moreover, most of the employment in the sector is low skilled (and well educated labour is often
hired from abroad), making it difficult for workers to switch jobs.
The textile sector has a high share of informal workers which is likely to remain a problem despite
the DCFTA. If more companies internationalise and enter the EU market as a consequence of the
DCFTA, they would have to comply with the specific codes of conduct and certifications. This might
result in the formalisation of currently informal employment contracts.
The wages are expected to increase due to the DCFTA and labour is likely to shift towards sectors
where output increases. Nevertheless, as explained above the full employment condition in the
CGE model in combination with the current unemployment rate in Egypt might lead to an
overstatement of labour shifting away from the textiles sector.
Table 8.9 Summarised CGE (social) results for Egyptian textiles sector, short run
Indicator

Baseline

Low skilled

0.03

share

0.02

share

0.02

share

employment
Medium skilled

NTBs for

NTBs for

Goods

Services

Spillovers

Total

2.27

-0.71

-0.23

-0.76

0.58

0.24

-1.23

-0.47

-1.1

-2.56

0.63

-1.18

-0.39

-1.06

-2

Spillovers

Total

(%)

employment
High skilled

Tariffs

(%)

employment

(%)

Source: GTAP, IIDE Modelling results.

Table 8.10 Summarised CGE (social) results for Egyptian textiles sector, long run
Indicator

Baseline

Low skilled

0.03

employment
Medium skilled

NTBs for

NTBs for

Goods

Services

1.64

-3.06

-0.11

-1.28

-2.8

-0.26

-5.71

-0.28

-2.18

-8.43

-0.08

-5.44

-0.22

-2.1

-7.83

(%)
0.02

employment
High skilled

share

Tariffs

share
(%)

0.02

employment

share
(%)

Source: GTAP, IIDE Modelling results.
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8.3.3 Environmental impact
The main environmental issues related to textiles stem from the use of chemicals and water in
several processes, such as washing, dyeing and finishing of textiles and leathers. If not adequately
discarded and treated, chemicals and waste water can leak into the surrounding areas and cause
pollution of ground and surface waters as well as soil pollution. This can not only directly affect
people’s health and quality of life, but also other industries such as the agricultural sector, which is
heavily dependent on the quality of the soil. Since CGE results predict that production is expected
to decrease in the textile industry, it is most likely that the impact on the environment will be less
pronounced in Egypt.

8.4

Conclusions and policy recommendations
The textile industry is one of the oldest manufacturing sectors in Egypt. Historically it has been
among the most important sectors in terms of both employment and production. Given the sector
developments and characteristics described in the previous sections as well as inputs received
from stakeholders the following can be concluded with respect to the competitiveness of the
Egyptian textile sector.
Strength:


Egypt has a comparative advantage in textiles in production of long staple cotton: Egypt is one
of the biggest producers of this type cotton;



Egypt is strategically located, at the crossroads of Africa, Asia and Europe, and thus well
located to export textiles around the world;



The implementation of FTAs with the European countries and with Latin America countries
opened new markets for country's exports.

Weaknesses:


Egypt is famous for high quality (luxury) cotton, however the raw materials are in general quite
expensive compared to international ones;



The labour costs are higher compared to China and the sector suffers from low productivity;



Companies also suffer from highly depreciated equipment along the whole value chain of
production. This is mainly a concern for public companies.

The CGE simulations predict that production and value added will decline in the textile sector in
combination with higher imports. This means that the Egyptian textile industry will provide less
inputs to the domestic clothing producers. The share of total production that is destined for the EU
will increase. As a consequence, the use of chemicals is likely to decrease, having a positive health
and environmental impact. The DCFTA could also lead to a diversification of the exporting
destinations in the EU. The social pressure remains high in the textile industry as workers have
been going on strikes demanding improvement in working conditions, increases in the salary,
permanent contracts and compensation of the workforce.

8.4.1 Recommendations
The main policy implications for the negotiations and implementation of the DCFTA for the textile
sector are summarized in the Table 8.11.
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Table 8.11 Policy recommendations
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA

Monitor social and environmental effects in the sector

√

√

Promote corporate social responsibility

√

√

Promote investment in the sector

√

Support measures for SMEs

√

Given the current (recurring) social issues in the sector and uncertainty about the impact that
DCFTA would have on the textile industry, it would important to monitor the social developments in
the sector. In this respect, promotion of corporate social responsibility would most likely increase
due to the DCFTA. The agreement might also provide stronger incentive for EU companies to ask
for proof of compliance with the social codes of conduct. Moreover, special attention could be paid
to training in the sector which could reduce the number of foreign employees in the sector thus
increasing level skill and potentially making the domestic labour cheaper compared to foreign one.
Since the textile sector has an impact on the environment throughout the whole value chain of the
production, monitoring the environmental developments would also be an important measure.
Promotion of corporate social responsibility could also improve environmental situation in the
sector. Another possibility for Egypt to increase the competitiveness of the Egyptian textile could be
to direct the focus of the industry to the organic products since lately the demand for such kinds of
products has been increasing, especially in the EU. This could also lead to improved environmental
situation.
Cotton production has experienced a downturn mainly due to the high prices and decreased
cultivated area. Moreover, public companies suffer from highly depreciated equipment, therefore
promotion of investment in them would help solving problems with recurring power outages and
also increase productivity of the cotton. This will also improve competitive position of the textile
sector on the international market.
Increased competition from the EU companies as a result of DCFTA might require support
measures for SMEs. Support measures will improve understanding of EU market access
requirements helping them to fully exploit the benefits of the agreement.
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9

Other machinery and equipment

9.1

The Other machinery and equipment sector in Egypt

9.1.1 Introduction to the OME sector
The reason that the Other machinery and equipment (OME) sector has been selected for further indepth study is the remarkably large expected impact of the DCFTA on this small manufacturing
sector. Before analysing the reasons behind this, we will first explain what type of products
generally belong to this sector.
The sector is a broadly defined manufacturing sector, as it is essentially a residual category
comprising all machinery and equipment products that do not fit into other, more specific sectors.
The products included under the OME sector definition range from small consumer products such
as contact lenses, sunglasses, bicycle speedometers, electric blankets, cooking appliances and
plate warmers, batteries, flashlights, hair dryers, microwaves, and even lighting sets for Christmas
trees; to larger machines and equipment such as turbines and air compressors, air conditioning
machines, refrigerators and freezers, dishwashing machines, agricultural machinery like milking
machines, printing machinery, and machinery for construction like tower cranes and bulldozers.
Lastly, it also includes shotguns and other weapons, war munitions, and rocket launchers.
However this does not mean that all these products are produced in Egypt. In the next sections we
will attempt to analyse which specific products or product groups in the OME sector are being
produced in Egypt and are important for the Egyptian economy.
Industrial development in Egypt
Although Egyptian manufacturing lags behind compared to key regional and global competitors, the
industrial sector is seen by the Egyptian government as having the potential to act as a driver of
economic development.316 The Ministry of Trade and Industry believes that Egypt’s industrial
potential can be realised through taking advantage of the accumulated experiences of others.317
As part of its Industrial Development Strategy, the Ministry of Trade and Industry has selected
among others the “Engineering machinery and equipment” and “Labour-intensive consumer
electronics” industries as niche markets to be targeted. These industries will get support in their
development to ensure the long-run competitiveness of the whole industrial sector.318
However, especially in Upper Egypt (which is the region south of Cairo where half of the Egyptian
population lives), opportunities for industrial development have so far been limited due to the poor
investment climate, limited demand for industrial products from the rural population and
bureaucracy.319
The size of the OME sector
The Other machinery and equipment sector is not a big sector in Egypt. According to GTAP data,
the contribution of the OME sector to total value added is only 0.7 percent. In terms of employment,
for both low-, medium- and high-skilled employment the share of the OME sector is only 0.1
316
317
318
319

UNIDO (2014), UNIDO activities in Egypt.
Ministry of Trade & Industry (2006), Egypt’s Industrial Development Strategy – Industry: the engine of growth.
Ministry of Trade & Industry (2006), Egypt’s Industrial Development Strategy – Industry: the engine of growth.
Egypt Network for Integrated Development (2013), Promoting manufacturing in Upper Egypt. Policy Brief 016.
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percent. However, the exports of the OME sector account for 6.5 percent of total Egyptian exports,
indicating it is strongly export oriented as its contributions to export far outweigh its contributions to
total value added and employment.
Table 9.1 below shows the value added of the three ISIC categories falling under OME for 2005
and 2010.
Table 9.1 Value added of Other machinery and equipment, 2005 & 2010.
320

ISIC Rev. 3 Industry

2005

2010

29. Manufacture of machinery and equipment n.e.c.

524

217

217

688

Including a.o. general and special purpose machinery, weapons and ammunition,
and domestic appliances
31. Manufacture of electrical machinery and apparatus n.e.c.
Including a.o. electric motors, wires and cables and lamps
33. Manufacture of medical, precision and optical instruments, watches and clocks
Total manufacturing

23

n.a.

8,278

20,153

Source: UNIDO Statistics.

The table shows that value added of Manufacture of machinery and equipment (ISIC 29) has fallen
between 2005 and 2010, while value added of Manufacture of electrical machinery and apparatus
(ISIC 31) has increased significantly. The manufacture of medical, precision and optical
instruments, watches and clocks (ISIC 33) appears to be of little relevance for the Egyptian
economy. However, the medical device industry, part of ISIC 33, is said to have increased by 400
percent from 2000 to 2007.321
According to the Egyptian National Trade Point, there are 1,412 companies active in the Egyptian
OME sector at this moment.
Table 9.2 shows the number of workers per ISIC category. Here we see that employment and also
wages have been increasing significantly until 2010.
Table 9.2 Employment and wages in Other machinery and equipment, 2005 & 2010.
ISIC Rev. 3 Industry

Number of persons
engaged

Wage per employee
(in USD)

2005

2010

2005

2010

29. Manufacture of machinery and equipment n.e.c.

38,565

50,765

1,944

3,444

31. Manufacture of electrical machinery and apparatus n.e.c.

22,047

45,598

2,600

3,626

33. Manufacture of medical, precision and optical

6,379

n.a.

1,936

n.a.

958,350

1,059,176

2,213

4,019

instruments, watches and clocks
Total manufacturing
Source: UNIDO Statistics.

Based on the above, we observe that while the OME sector is relatively small, it has been growing
and despite its small size it is a relatively strong contributor to Egyptian manufacturing exports.

320

321
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The GTAP sector 41 Other machinery and equipment is in concordance with ISIC Rev. 3 sectors 29, 31 and 33 according
to https://www.gtap.agecon.purdue.edu/databases/contribute/concordinfo.asp.
Navigant (xx), Egyptian medical equipment & supplies industry – Development Strategy Report.
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9.1.2 International trade and trade relations
Figure 9.1 below shows total exports and imports of the Egyptian OME sector for the period
between 2008 and 2013.

Egypt's trade in OME in million USD

Figure 9.1 Egyptian trade in OME with the world in million USD, 2008-2013
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Source: UN COMTRADE.
N.B. Data in this figure correspond to HS commodity codes 84, 85, 90, 91, 93 (completely) and 73, 87, 94 (partly).

Figure 9.1 shows that Egypt is a net importer of Other machinery and equipment. There is a
significant negative trade balance. The imports concern both OME final products as well as
intermediate inputs for the OME sector. The share of imported inputs in the sector is about 60
percent (see Chapter 2). The figure also indicates that there is a large domestic demand for OME
products.
Figure 9.2 Five most important export destinations, 2011-2013
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Source: UN COMTRADE.
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Figure 9.2 presents the five most important export destinations for the Egyptian OME sector for the
past three years. We see that for this sector, Saudi Arabia is the most important export destination
for Egypt, closely followed by the United Kingdom. Also other Arabic countries like the United Arab
Emirates, Qatar, Libya, Iraq and Algeria are important markets for the OME sector.

Exports in millions USD

Figure 9.3 Top 5 export products of the Egyptian OME sector
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Figure 9.3 above presents the five main export products of the OME sectors, compared to total
OME exports. It shows that cables and wires are the biggest export products of the OME sector,
followed by cooking apparels and plate warmers, water heaters and immersion heaters, and other
electric conductors. These five products together account for about 58 percent of total OME
exports.

9.1.3 The OME suppliers
The IMC (2008) reports that the majority (78 percent) of machine builders employs less than 100
workers and 56 percent of the companies employs 11-50 persons. Also the manufacturing of
medical devices is dominated by SMEs: an estimated 87 percent of companies in this industry can
be categorised as SME. This is said to adversely impact the industry’s competitiveness322 due to
the fact that e.g. economies of scale can hardly be achieved. Many of the Egyptian enterprises
operating in this industry act as agents of global manufacturers, or they import and assemble
components only.323 It is very likely that there is also a high level of informality in the OME sector,
as more than 83 percent of companies in Egypt are operating informally.324
In general it holds that Egyptian SMEs have to deal with some challenges and obstacles that occur
internally as well as due to the business environment. Internal obstacles are low productivity,
inconsistent quality and low innovation rates. Challenges from the business environment are
uncompetitive market structures, shortage of higher educated workers, uncertainty regarding
government policies and missing or excessive regulation.325
322

323

324
325
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Navigant (2008), Egyptian medical equipment & supplies industry – Development Strategy Report.
“The Horizons of the Industry of Electrical and Electronic Equipment in Egypt,” available at:
http://alphabeta.argaam.com/article/detail/30346.
UNIDO (2014), UNIDO activities in Egypt.
UNIDO (2014), UNIDO activities in Egypt.
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A survey by the IMC (2008) indicates that machine builders do not know their local competitors,
which indicates that the market is large enough to accommodate the machine producers without
competition being felt. This indicates that there is potential for growth. On the other hand, the lack
of exposure to international competition leads to a lack of understanding of Egyptian companies on
how to be internationally competitive. This is particularly mentioned for white goods producers.326
IMC (2008) shows that 60 percent of the know-how of machine producers comes from reverse
engineering. Only 28 percent of the machine builders provides in-house or on-the-job training for its
technicians.

9.1.4 Up- and downstream relations
As described in Section 9.1.1, the OME sector is very broad, so this also holds for the up- and
downstream relations.
Upstream, the sector does not depend on agriculture, but more on mineral raw materials. For
example, we have seen that cables and wires are important products. For the production, materials
like copper are needed. For its inputs, the OME sector is for 60 percent dependent on imported
inputs (see Chapter 2).
When looking downstream, white goods and other household appliances will flow to the consumers
through wholesale and retail trade. Machine builders serve other sectors with their products. Other
Egyptian industries, both manufacturing and agriculture, do need machines and equipment for their
production, so there is demand from the domestic market when industry expands.

9.1.5 Strengths and weaknesses of the sector
Strengths of the sector from a competitiveness view point
A strength for all sectors of the Egyptian economy is its geographical location, with proximity to the
European, Middle Eastern and African markets.327 Because of the relatively close location,
transport costs can be kept relatively low, which is reflected in the price that consumers need to
pay.
UNIDO (2014) reports a relatively advanced industrial infrastructure in terms of transportation,
energy, and the large number of public and private industrial zones.
The large and low cost Egyptian labour force can also be seen as a strength.328 Furthermore,
growing living standards and increasing population lead to an increase for example in the demand
for white goods.329 A large segment of the Egyptian population has preference to buy relatively
cheap low-tech white goods,330 which can be produced domestically.
The machine builders experience foreign competition as challenging, but for serving the Egyptian
market they see it as an advantage compared to foreign competitors that they can offer a lower
price and better after sales service including spare parts. This advantage is confirmed by the
Egyptian buyers of machinery (IMC, 2008).
326
327
328
329
330

GFA (2005), Strategic study on the Egyptian white goods industry.
UNIDO (2014), UNIDO activities in Egypt.
UNIDO (2014), UNIDO activities in Egypt.
LOGIC (2007), Egyptian white goods industry study.
GFA (2005), Strategic sector study on the Egyptian white goods industry.
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The market for medical devices is relatively stable, as demand for medical instruments is not
affected by economic cycles. Rather it is driven by the prevalence of diseases, unmet medical
needs, population growth and aging; as such, growth of demand is expected. Particularly due to the
aging population, the future direction of the industry is influenced through the requirement for more
sophisticated and longer-term healthcare. Based on that, the industry is expecting growing demand,
both for the domestic as well as for the export markets. Therefore it is an attractive industry for
development.331
Constraints limiting the growth of the sector
The Egyptian industry is characterised by low labour productivity and low manufacturing value
added per capita. There is declining competitiveness due to limited technological upgrading.
Furthermore, there is increasing global competition in low-wage industrial activities from countries
like China and India.332 333 Labour costs in China are expected to stay relatively low because of
China's abundance of labour force in the underdeveloped inland areas.334 Furthermore, Egypt is far
behind in terms of productivity. Evidence shows that for the white goods industry, productivity in
Egypt is less than half the level of the white goods sector of Turkey.
At the time of the survey of the Industrial Modernisation Centre (2008), machine builders have
indicated that they face difficulties in acquiring and retaining qualified workers for both production
as well as for sales and marketing. Also for the latter, it is important to have the technical
understanding. The same challenge is mentioned by the medical device producers.335 The sector
also suffers from poor quality of existing technical labour. Despite the urgent need for specialized
technical staff, vocational education attracts students of poor potential due to deterioration of
technical and vocational education in Egypt.336
Sales and marketing in the OME sector often depends on personal contacts and referrals rather
than on effectively employed sales and marketing initiatives. Only 34 percent of the producers have
sales people employed and only 19 percent of the companies have a catalogue with products (IMC,
2008).
Also access to capital is an important challenge, as banks are reluctant to offer credit to these
industries. When they do, a high interest rate applies that could reach 16 percent. Another
challenge is lack of availability of industrial land. The state has not offered industrial land with the
required infrastructure for more than three years, and the price per square meter of land in
industrial zones doubled more than once over the past 10 years. Factories seeking to expand also
face a challenge as the prohibits horizontal expansion for more than 15 m for factories inside
industrial zones.337
Another important challenge (mentioned by 60 percent of producers) that machine producers face,
is the (lack of) trust in Egyptian products and its manufacturers (IMC, 2008).
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Navigant (2008), Egyptian medical equipment & supplies industry – Development Strategy Report.
Ministry of Trade & Industry (xx), Egypt’s Industrial Development Strategy – Industry: the engine of growth.
Navigant (xx), Egyptian medical equipment & supplies industry – Development Strategy Report.
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9.1.6 Social and environmental issues
Specific social issues
In terms of regional spread of the companies in the country, only 50 percent of the machine builders
is located in industrial zones. The other half is dispersed over Greater Cairo and other
governorates, indicating that clustering is limited and the industry consists of more individual
entrepreneurial attempts rather than being part of a bigger plan like a cluster.338
As discussed in one of the previous sections, informality is high in Egypt. This means that a large
share of workers is generally not protected and it cannot benefit from social security.
Specific environmental issues
As indicated in Section 9.1.1, the OME sector is very broad in terms of the product range that is
produced. This also holds for the levels of energy intensity, pollution, and waste.

9.2

Market access in the Other machinery and equipment sector

9.2.1 Market access in Egypt
Because of the Association Agreement between the EU and Egypt, which entered into force in
2004, there are no tariffs anymore on the imports of OME from the EU into Egypt. There are tariffs
on the imports from other trade partners, which differ per exporting country and per trade
agreement.
The NTMs currently imposed by Egypt on the imports of Other machinery and equipment concern
traceability requirements and conformity assessments related to technical barriers to trade.339 The
value that can be assigned to these NTMs is 10 percent in terms of tariff cost equivalents (GTAP).
According to ITC survey results (2013), Egyptian importers of manufactured goods see conformity
assessments as challenging (42 percent of the cases), and mainly the certification and testing
requirements. Given the high import dependence for inputs of the OME industry, NTMs
experienced for these inputs add significantly to the production costs.

9.2.2 Market access in the EU
The Egyptian OME sector is not a big player in the EU market. In general, the EU’s main sources of
OME imports are China, USA, Japan, Switzerland, Vietnam, and South Korea according to
COMTRADE data.
The five products which are most important for Egyptian exports are presented again in Table 9.3.
While these products are important export products for the Egyptian OME sector, for the EU these
imports from Egypt are of minor importance. Only for water heaters and immersion heaters and
electric conductors, Egypt is remotely important for the EU as an origin of imports, as about 9 and 6
percent of all EU imports of these products come from Egypt.

338

339

IMC (2008), Machinery manufacturer development & modernization project – cluster mapping and pilot cluster
assessment.
UNCTAD TRAINS database, original source Decree no. 770 of Ministry of Trade and Industry (Egypt).
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Table 9.3 Egypt most important export products in USD (2013 data)
Products

EU's import from Egypt

EU's imports from World

Share

156,587

452,442,553

0.0%

40,682,037

462,409,523

8.8%

2,699,671

240,564,924

1.1%

42,497

516,727,789

0.0%

127,169,223

2076,778,804

6.1%

Cooking appliances & plate warmers,
for gas fuel/for both gas & other fuels.
Electric instantaneous/storage water
heaters & immersion heaters.
Winding wire, of copper.
Co-axial cable & other co-axial elec.
Conductors.
Electric conductors, for a voltage >80V
but not exceeding 1,000V, insulated, not
fitted with connectors, n.e.s.
Source: UN COMTRADE.

Because of the Association Agreement between the EU and Egypt, which entered into force in
2004, there are no tariffs anymore on the imports of OME from Egypt into the EU. However, the EU
imposes a lot of NTMs on the imports into the EU market of Other machinery and equipment
products, which differ per product.
When exporting to the EU, the OME exporters have to deal with regulations related to minimum
energy efficiency standards, product labelling, measures related to ozone protection, and product
recycling.340 Furthermore, regarding the exports of machinery to the EU, the Egyptian exporters
must fulfil the requirements from the EC Machinery Directive, 2006/42/EC and there are several
electrical safety requirements and functional safety requirements to protect workers and
consumers.341 Because the products falling under this sector differ widely, we will give examples of
NTMS for two big but different export products.
Winding wire (of copper):


Product quality or performance requirement: Conditions to be satisfied in terms of performance
(e.g. durability, hardness) or quality (e.g. content of defined ingredients);



Certification requirement: Certification of conformity with a given regulation: required by the
importing country but may be issued in the exporting or the importing country.

Cooking apparatus and plate warmers:


Restricted use of certain substances in foods and feeds and their contact materials: Restriction
or prohibition on the use of certain substances contained in food and feed. It includes the
restrictions on substances contained in the food containers that might migrate to food;



Labelling requirements: Measures defining the information directly related to food safety, which
should be provided to the consumer: Labelling is any written, electronic or graphic
communication on the consumer packaging or on a separate but associated label;



Certification requirement: Certification of conformity with a given regulation: required by the
importing country but may be issued in the exporting or the importing country;



Product quality or performance requirement: Conditions to be satisfied in terms of performance
(e.g. durability, hardness) or quality (e.g. content of defined ingredients).

The latter list shows that even for non-edible products, there are strict requirements related to
human health as the products will be in contact with food.

340
341
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GFA (2005), Strategic sector study on the Egyptian white goods industry.
http://www.sgs.com.eg/en/Industrial-Manufacturing/Services-Related-to-Production-and-Products/ProductCertification/Used-Machinery-Certification/EC-Machinery-Directive.aspx.
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Many of the Egyptian OME producers experience the EU requirements as challenging. ITC survey
results (2013) show that Egyptian manufacturing exporters are also experiencing problems with
rules and certificates of origin (30 percent of reported NTMs). Technical requirements and
conformity assessments were seen as the second-largest barrier, with the majority of cases in
product registration requirements. Also quantity control measures and pre-shipment inspections
were frequently reported. Not only the partner countries are responsible for NTMs, also Egypt itself,
notably the Government’s Export Support Fund. Egyptian manufacturing exporters mention the
large number of documents that are required and the difficulty of obtaining them, frequently
changing procedures without prior notice. Also the export licencing is seen as an issue.

9.3

Impact assessment of the Other machinery and equipment sector

9.3.1 Economic Impact
Table 7.2 below presents the expected short and long run DCFTA effects for the Other machinery
and equipment sector as predicted by the CGE model. Short run results concern the effect of the
DCFTA on the sector right after full implementation of the DCFTA, while long run results allow for
capital reallocation across sectors. Also the baseline shares and values from 2011 are presented.
Table 9.4 CGE results for the Other machinery and equipment sector in Egypt
Indicator

Baseline (2011)

Short run % change

Long run % change

Employment
Low skilled employment

0.1

% of total

19.5

368.6

Medium skilled employment

0.1

% of total

15.6

341.6

High skilled employment

0.1

% of total

16.4

344.8

Output

0.7

% of total

0.8

376.2

Value added

0.7

% of total

0.8

376.2

Production

Trade
Total exports

3081.5

million Euro

10.4

573.8

Total imports

6778.6

million Euro

1.0

19.8

Egypt's exports to the EU

1172.6

million Euro

44.5

801.9

EU's exports to Egypt

4286.3

million Euro

10.3

30.8

Domestic producer prices

3.7

-18.3

Consumer prices

3.7

-18.3

Prices

Source: GTAP, IIDE Modelling results.

The table shows that the results in the long run for all indicators are remarkably high. However, it
should be noted that these effects are relatively large; the effects in absolute terms are less
pronounced as the OME sector is currently very small. Furthermore, the long run effects are
conditional on resource reallocation.
We observe that in the long run, Egypt is expected to change from a net importer to a net exporter
of OME, as total exports in absolute terms change more than total imports in absolute terms.
Exports to the EU change more in percentage terms than total exports to the world.
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To find out how these effects can be so large in percentage terms, we will now check by which
liberalisation channels these effects are caused, see Table 9.5 below.
Table 9.5 The effects of DCFTA liberalisation channels on value added of Egyptian OME
Liberalisation channel

Short run % change

Long run % change

Tariffs

0.05

30.94

NTMs for Goods

0.60

277.52

NTMs for Services

-0.01

-3.17

Spill-overs

0.16

70.87

Total

0.80

376.16

Source: GTAP, IIDE Modelling results.

We see that the large expected impact on value added is mainly caused by the reduction of NTMs
on goods. This is logical given the fact that tariffs have already been liberalised in the Association
Agreement and because the EU has strict requirements related to the imports of OME products,
while NTMs for imported inputs of the sector are also high. Assuming (as the model does) that
Egyptian OME producers are able to adopt (higher) EU standards and requirements, it will be
easier for them to export more to the EU. However, this does not explain the big difference between
short and long run. As already explained in Chapter 2, the extreme results for this sector are related
to the following.
One of the main reasons behind the big expected increase in value added of OME is related to the
high share of imported inputs in this sector. Namely, the share of imported inputs is 60 percent and
about 40 percent of the inputs are coming from the same industry. Compared to countries with a
similar level of development, Egypt’s OME sector is currently still small due to the high trade costs.
By significantly lowering the costs of imports (notably through a reduction of NTMs), there will be
important cost savings which implies that the sector becomes internationally more competitive. This
leads to a very high growth in both value added and exports in the long run.
Hanson (2012) shows that low income countries have a comparative advantage in resource or
labour-intensive sectors like agriculture, apparel and shoes, and generally have negative net
exports in all other sectors. High income countries have positive net exports in (human and
physical) capital-intensive sectors. Middle income countries are on their way from labour-intensive
sectors to capital-intensive. During this transition, it can be observed that the net exports in
machinery turn from negative to positive; this is a normal development for emerging economies.342
The DCFTA will thus re-enforce this ongoing development.
Other specific explanations for the high expected positive impact could be:


Egypt could take advantage of its proximity to EU markets so that costs can be saved on
transport. Main competitors are located at larger distances from the EU markets;



There are opportunities in the domestic market, as end users are not aware of the existence
and potential quality of Egyptian OME, and therefore import. After the DCFTA, the trade
balance will change because of import reduction through substitution with local machines and
increasing exports;



It is said that the Egyptian industry has a higher elasticity of employment compared to
agriculture (of at least 0.9), as Egypt is industrially immature.

343

This means that for every 1

percent increase in GDP, employment in manufacturing grows by at least 0.9 percent;
342

343
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Hanson, G.H. (2012), The rise of middle kingdoms: emerging economies in global trade. Journal of Economic
Perspectives, 26(2): 41-64.
Egypt Network for Integrated Development (2013), Promoting manufacturing in Upper Egypt. Policy Brief 016.
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Because trade barriers go down, OME firms become productive enough to overcome the fixed
trade costs for exporting to the EU markets. Therefore it becomes more attractive to become an
OME producer, so new entrants will be attracted to the industry.

Likelihood of expected economic effects in practice
There are three factors that could lead to lower expected impacts of the DCFTA on the OME sector:
1. First, the growth of the sector depends on labour mobility, which in practice is not as perfect as
assumed by the model;
2. Second, the lack of skilled workers can put a brake on the growth of the sector. School and
university curricula are currently not adapted to the needs of businesses;344
3. Third, the assumed reduction in NTMs for Egyptian exports is based on the premises that
Egyptian OME producers will be able to adopt EU standards and meet EU market requirements;
especially for SMEs this will in actual fact be challenging as they often lack resources and
knowledge. Often they will not be willing and/or able to change the production process as they
probably mainly produce for the domestic market. Without any incentives or assistance, it is less
likely that particularly SMEs will be able to adopt (stricter) EU standards and thus be able to
compete and make use of the opportunities offered by the DCFTA.

9.3.2 Social impact
Table 7.2 showed that the effect of the DCFTA on low, medium and high skilled in the OME sector
is expected to be 368.6, 341.6 and 344.8 percent respectively. Because the demand for labour
apparently increases significantly, wages are also expected to increase in this sector.
There is currently a skills gap between the educational system and the requirements of the private
sector, which is amongst others driving suboptimal labour market outcomes.345
There is the scope for development of the OME sector in more rural areas, because metropolitan
areas suffer from urban congestion, soaring rents and higher wages.346 This would have a positive
effect on the rural, often poorer, population. However, especially for export oriented firms, but also
for domestic producers, this would of course depend on the degree of connectivity and quality of
infrastructure and logistics of these areas.

9.3.3 Environmental impact
Because the OME sector will expand, it is likely that industrial pollution will increase as well. Also,
more transport services will be needed to ship the additionally produced machinery and equipment.
This especially holds for the expected increase in exports.

9.4

Conclusions and policy recommendations

9.4.1 Conclusions
The OME sector in Egypt has a lot of potential for development, but is still small with a contribution
to total value added of only 0.7 percent. Most of the strengths of the sector are based on the
domestic production position, but international competitiveness is still relatively weak. This is
related to high trade costs. It will be challenging for the inward-looking OME companies to handle
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African Development Bank (2009), Egypt Private Sector Country Profile.
UNIDO (2014), UNIDO activities in Egypt.
Egypt Network for Integrated Development (2013), Promoting manufacturing in Upper Egypt. Policy Brief 016.
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the increased competition from abroad after the DCFTA and to adopt the European standards in
the production process.
The different industries falling under the OME sector experience some barriers to growth. Although
the products produced by this sector vary widely, many of the obstacles to growth are comparable
across industries.
As explained in Chapter 2, the estimated large expansion of the Other machinery and equipment
sector is especially important for the further development of the Egyptian economy as it increases
the speed of Egyptian development. The DCFTA can reinforce this development.
We have seen that the expected impacts of a DCFTA on the OME sector in percentage terms will
be substantial. In practice, the results will be less significant because the labour market is less
perfect than assumed by the model. Furthermore, it will not be easy for the average Egyptian
producer to meet the EU standards.

9.4.2 Recommendations
The policy recommendations resulting from the above sector studies are presented in Table 9.6
below. Most of the recommendations are not only to be addressed within the DCFTA, but also
outside the DCFTA. Because expansion of the sector is in general important for the Egyptian
economy, it is good to facilitate this, even without the DCFTA.
Table 9.6 Policy recommendations
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA


Investment in technical education
Assistance with standards and improving the quality





infrastructure
Assistance with marketing of Egyptian OME products



Many of the important OME industries need more educated technical workers. Therefore,
investments should be increased in education centres to facilitate the transfer of employees across
sectors and hence exploit the growth potential of the OME sector. Examples are Technical
Vocational Education and Training to develop the skills required for industrial production.
Most Egyptian OME producers do not yet export to the EU so they are not yet aware of the required
standards. This holds in particular for the companies that operate in the informal sector. Therefore,
assistance to companies to support meeting the requirements of target export markets (such as
minimum energy efficiency levels) is important, as well as setting up or improving the quality
infrastructure related to laboratories, certification, testing, etc.
Sales and marketing are also important points of attention. Many of the small OME producers do
not have resources themselves for this. For the domestic market, professional sales and marketing
is probably less necessary as personal contacts and referrals generate sufficient production.
However, for the competition with large countries like China, promotion of Egyptian products is
necessary in order to be able to stand a chance on the European market.
The OME sector still seems to be have a fragmented nature, with lots of SMEs, no real clusters,
dispersed structure, etc. Addressing this would generally strengthen the competitiveness of the
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sector as a whole. This is probably already taken into account in the implementation of the
Industrial Development Strategy.
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10 Business and ICT

10.1 Introduction
The business and ICT services sector consists of multiple sub-sectors as presented in the table
below. This sectoral classification follows the Services Sectoral Classification List (SSCL), which is
also used to map GATS schedules of commitments.
Table 10.1 SSCL-CPC mapping for the business ICT sector
Sector SSCL

CPC

Sector SSCL
E.

CPC

A.

Professional Services

Rental/Leasing Services without

a.

Legal services

86

a.

Relating to ships

83

b.

Accounting, auditing and bookkeeping

862

b.

Relating to aircraft

83104

863

c.

Relating to other transport

83101 +

equipment

83102 +

Operators

services
c.

Taxation services

83105
d.

Architectural services

8671

d.

Relating to other machinery and

83106-

equipment

83109
832

e.

Engineering services

8672

e.

Other

f.

Integrated engineering services

8673

F.

Other Business Services

g.

Urban planning and landscape

8674

a.

Advertising services

871

Market research and public

864

architectural services
h.

Medical and dental services

9312

b.

i.

Veterinary services

932

c.

Management consulting service

865

j.

Services provided by midwives,

93191

d.

Services related to management

88

opinion polling services

nurses, physiotherapists and para-

consulting

medical personnel
k.

Other

e.

Technical testing and analysis

8676

services
B.

Computer and Related Services

f.

Services incidental to agriculture,

881

hunting and forestry
a.

Consultancy services related to the

841

g.

Services incidental to fishing

882

installation of computer hardware
b.

Software implementation services

842

h.

Services incidental to mining

883+5115

c.

Data processing services

843

i.

Services incidental to

884+885

manufacturing

(except
for 88442)

d.

Data base services

844

j.

e.

Other

845 +

k.

Services incidental to energy

887

distribution

849

Placement and supply services of

872

personnel

C.

Research & Development Services

85

l.

Investigation and security

873

a.

R&D services on natural sciences

851

m.

Related scientific and technical

8675

b.

R&D services on social sciences and

852

n.

consulting services
Maintenance and repair of
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Sector SSCL

CPC

humanities

Sector SSCL

CPC

equipment (not including maritime

8861-

vessels, aircraft or other transport

8866

equipment)
c.

Interdisciplinary R&D services

D.

Real Estate Services

a.

Involving own or leased property

b.

On a fee or contract basis

853

o.

Building-cleaning services

874

p.

Photographic services

875

82

q.

Packaging services

876

822

r.

Printing, publishing

88442

s.

Convention services

87909*

t.

Other

8790

Business and ICT services are vital drivers of the economy. Not only do they generate value added
and employment themselves, but they also feed value chains of for example manufacturing
companies, consequently enabling seamless functioning of their operations. Due to its diversity the
sector also has rather heterogeneous barriers; naturally, also differing by mode of supply, i.e. for
cross-border supply (mode 1), foreign direct investment (mode 3), or movement of person (mode
4). Given the wide variety of sub-sectors hence of possible barriers, we will focus mainly on the key
barriers for as many sub-sectors as there are data retrievable from the World Bank STRI database.
Before turning to these, we provide a brief presentation and overview of the relevant sub-sectors,
based on available sector statistics and additional information on the sector in Egypt .Subsequently
we will present the impact assessment based on the CGE modelling results specific to this sector.

10.2 Business and ICT sector in Egypt
10.2.1 Basic statistics on business services and ICT in Egypt
There are no consistent data on business services and ICT and its subsectors in Egypt. There is no
business association for the entire sector, which is not surprising given its diversity in sub-sectors
and activities.

Table 10.2 presents baseline statistics from the GTAP database, which is the basis for the CGE
modelling exercise, and consequently also for the results presented below. The sector accounts for
almost five percent of value added in Egypt, making it one of the main economic sectors in Egypt.
With respect to employment, it becomes clear that the share of high skilled employees of total high
skilled employment is relatively high compared to other sectors. This means that business and ICT
services are dependent on well educated, and in some cases (e.g. certain ICT services) also highly
specialized employees.
Table 10.2 GTAP baseline statistics
Share in VA

4.7

Share in low skilled

Share in medium

Share high in high

EMPL

skilled EMPL

skilled EMPL

0.5

3.9

10.7

Source: GTAP 8 database.

Table 10.2 shows how employment is distributed over the different subsectors. Real estate, renting
and business activities still take a relatively small share. Overall, a lot of employment is generated
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in the ICT sector and in professional services, and to a lesser extent in administrative and support
activities. Summing up all available sub-sector data provides an overall employment number of
approximately 900,000 employees in 2012. Compared to 2010 this implies a decrease of
approximately 40,000 employees. This is most likely due to the generally difficult economic and
political situation in which Egypt finds itself. Most companies in the sector are SMEs, which
consequently also create most of the employment.
Table 10.3 Employment in sub-sector (in thousands)
Sub-sector

2010

2011

2012

Computer and information services

188

181

184

Professional, scientific and technical activities

231

214

198

Administrative and support activities

147

146

132

8

5

8

365

346

382

Real estate, renting and business activities
Other service activities
Source: WTO I-TIP Services.

Table 10.4 depicts import and export statistics for some of the sub-sectors for which data is
available. Since trade in services data are relatively poor (particularly when it comes to bilateral and
sub-sector statistics), these figures are only presented for total exports of Egypt. For this sector as
a whole Egypt runs a relatively large trade deficit, which is mainly caused by high imports in other
business services. Actually, for legal and accounting, as well as ICT services Egypt has a trade
surplus. These exports are most commonly not to the EU but to adjacent Arab states (e.g. Saudi
Arabia).
Table 10.4 – Trade statistics for sub-sectors
2010

2011

2012

% in total - 2011

Exports

1 091.70

454.60

500.70

2.3

Imports

1 489.60

1 964.60

2 602.30

16.7

Exports

151.90

163.20

203.20

1.0

Imports

161.30

88.00

104.00

0.7

Exports

317.20

239.20

234.40

1.1

Imports

298.30

162.80

138.30

0.9

Exports

632.40

62.70

92.40

0.4

Imports

1 191.30

1 801.80

2 464.00

15.8

Total business services

ICT

Legal and Accounting services

Other business services

Source: WTO I-TIP Services.

Based on their significance in the statistics above and local information, we elaborate on two sub
sectors in some more detail: ICT services and accounting services. ICT is an interesting sector as
Egypt present itself as an attractive outsourcing location for this service. Accounting is an
interesting example of a subsector with relatively high entry barriers.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt

187

10.2.2 A closer look: ICT and accounting services347
The ICT sector
Egypt is actively promoting is ICT sector to attract FDI to the country. According to a report of GAFI,
the General Authority for Investment in Egypt, the sector generated revenues of EGP 41.72 billion
in 2012/2013, accounting for 2.77 percent of real GDP. The sector covers a wide range of activities,
including e.g. call centres, software development and telecommunications, and employs close to
220 thousand employees. 348 Please note that these figures are somewhat higher than presented
earlier due to the fact that hardware and communications are also included in these figures. Egypt
has a significant IT and business-processes outsourcing industry, with foreign investors like Intel
and Orange. But there are also local companies that sell their services internationally. Most ICT
business in Egypt is located in technology or business parks, like Smart Village and the Maadi
Contact Centre Park.
The government has an active policy to promote inward investment as well as exports in the sector,
mainly through the Ministry of Communications and Information Technology (MCIT) and the
Information Technology Industry Development Agency (ITIDA). The Ministry was established in
1999 to promote the sector, as the sector was considered important in Egypt’s national
development strategy.
The policies to support the sector are wide ranging. For example, the government offers tax
exemption/reductions for the ICT industry, it actively assist investors in exploring Egypt as an
outsourcing location, and provides support with establishment. Import and export regulations have
been eased and there is a subsidy programme to promote exports. Although the EU has an FTA
with Egypt, Egypt has import tariffs to protect the industry from imports from other countries, i.e.
tariffs on products that are bundled with an ICT service, which leads to an “indirect” tariff on the
service, too The government further aims to reduce software piracy to attract more investment in
the sector. The government is also investing in education. Finally, it provides support for micro,
small and medium enterprises (MSMEs) in the sector in order to increase their competitiveness and
to further increase employment. Currently MCIT is in the process of developing a new National ICT
strategy for 2014-2018.
Due to continued investments, Egypt has indeed become an important location for ICT in the MENA
region. It offers itself as an attractive location because of its location that can serve various time
zones, because of its low costs, good ICT infrastructure, high education levels and good language
skills. The large domestic market is also considered an advantage by investors. Although various
other countries are also promoting their ICT sector for outsourcing, Egypt claims that it is cheaper
than popular outsourcing locations like India and the Philippines.
Looking at the weaknesses of the sector, the capacity of the workforce is a weakness according to
the UNDP.349 Especially the lack of practical skills is identified as a weakness, i.e. education is not
geared sufficiently at the demands of business in the sector. Although there have been efforts to
improve this, the challenge is that the supply of skilled workers needs to be able to increase in line
with higher demand when the sector expands. In addition, the sector has been affected in recent
years by the global economic crisis, which has lowered investment in the sector and decreased the
demand for outsourced services globally, while the instable political situation in the country made it

347

348

349
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Please note that it sometime is the case that services are linked to each other (e.g. computer and telecommunication
services), or linked to products (like actual computers and computer services). As such it is not always possible to give
separate explanations.
Source: GAFI (2014) Invest in Egypt, Communication and Information Technology, accessible at:
http://www.gafi.gov.eg/content/invsectorsdocs/CITValuProposition.pdf.
As indicated in http://www.undp.org/content/dam/undp/documents/projects/EGY/00060612_TIEC%201.pdf.
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less an attractive investment location altogether. The volatile political situation has for example led
to temporary shutdowns of internet and communication services, especially at the start of the
revolution, which has undoubtedly had a negative impact on the sector. Research by the London
School of Economics (LSE) Offshoring Unit in early 2013 found that among prominent outsourcing
destinations, Egypt’s risk profile was one of the most elevated in the areas of regulatory risks,
macroeconomic risks and political risks.350 This could affect future FDI inflow into the country.
Finally, due to the political and economic situation, government spending in the sector has
decreased in the past three years according to stakeholders, both as a client of ICT services and in
areas like training and education.
In a study by UNCTAD, the protection of intellectual property rights was also identified as an area of
concern that needs further attention for sustained investment levels in the sector.351
As indicated above, the ICT sector and infrastructure is concentrated in technology parks around
Cairo. ICT infrastructure and uptake Is much less strong outside these areas. Various sources
indicate that the sector could further expand if more local SMEs become active in the sector,
including in the region. In the interviews, it was indicated in the are of technology/knowledge
transfer, there is room for improvement, which is also very relevant for SMEs in the sector. New
entrants/international competition abroad make competition fierce, it is important that local
companies can also benefit from this entry in terms of knowledge and technology transfers. At the
same time, the continued growth in demand within and outside Egypt (e.g. in the Arabic region) has
provided opportunities for Egyptian companies, which allowed at least part of them to further
expand.
Accounting services
The accounting sector has undergone some important changes in the second half of the last
century in Egypt. In the 1960s, when large parts of the economy were nationalised/ state-owned,
the government played an important role in accounting (the Central Accounting Office) and
developed national accounting standards. This reduced the market for accountants considerably,
and the Egyptian Royal Society for Accountants and Auditors was even resolved in 1964. After the
war in the 1970s, the role of the public sector started to decrease and in 1977 the Egyptian Society
for Accountants and Auditors (EESA) was established. But the major change did not occur until the
1990s, when economic liberalisation took place and the stock exchange market was reactivated. At
that time, it became necessary for Egypt to adopt a set of auditing and accounting standards, which
are in line with international ones, to serve a wider range of customers: the Egyptian Accounting
Standards (EAS). It should be noted that these standards are in line with the International
Accounting Standards (IAS) up until 2005. They are not fully in line with the International Financial
Reporting Standards (IFRS), which are a further elaboration of the IAS. In the EU, IFRS is
obligatory for companies listed in the stock exchange.
ESAA currently has some 1400 members, while in 2009 there were 25,000 accountants who had
registered at the Ministry of Finance.352 While for the Ministry of Finance no exams are required,
only a relevant academic decree, for registration at ESAA, a training for a three-year period is
required plus exams.
In terms of foreign companies, it is important to note that accounting is governed by Law 133/151
which stipulates in Article 2 that to practice the profession, one has to be Egyptian and living in
350
351
352

As cited in http://www.oxfordbusinessgroup.com/economic_updates/egypt-builds-upon-its-outsourcing-growth.
UNCTAD (2011) ICT policy review Egypt, available at: http://unctad.org/en/docs/dtlstict2011d6_en.pdf.
Source: Farag, S.M. (2009) The accounting profession in Egypt: its origin and development, The international journal of
accounting, intacc.2009.09.001 and KPMG (2010) The auditing profession in Egypt.
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Egypt. There were some exceptions regulating foreigners work in this field in Egypt; however, they
were repealed by Law No. 457/1954, which is still in force. In other words, foreigners are not
allowed to practice the profession in Egypt. This is why big international accounting and auditing
corporation operate through local partners (see Table 10.5 below).
Table 10.5 Partnerships of international accounting firms
Foreign firm

Local partner

KPMG

Hazem Hassan

Ernst Young

Emad Hafez

PricewaterhouseCoopers

Farid Mansour

Deloitte

Magdy Saleh Kamel

Grant Thornton

Mohamed Helal

Mazars

Mostafa Shawky

BDO

Taha Khaled

Baker Tilly

Waheed Abdel Ghaffar

Crowe Horwath

Abdel Aziz Hegazy

In terms of how different auditing and accounting firms operate there is some market segmentation
in Egypt, similar to what is found in other countries. Big firms often have a large number of partners
and analysts and no less than 150 accountants and auditors. Some estimates put their market
share at 70 percent. As these firms handle big clients, they usually divide work by sector (e.g. oil,
construction, real estate, food industries, airlines, ICT, pharmaceuticals, etc.), where auditors are
specialized in one particular sector. Also there is a division between auditing, tax work and
consultancy studies. Medium size firms usually have one or two partners and no less than 100
employees. They often work with banks and financial companies but there is no specialization of
work in these firms. They tend to be found around large urban cities (mainly Cairo and Alexandria)
close to business centres. Finally, small auditing firms are individual businesses and usually have
20-25 staff. They cater for small clients.
Responsibility for quality control in the sector lies with the Egyptian Financial Supervisory Authority
(ESFA). The unit for quality control is in principle involved in the training of accountants, the
development of standards, the undertaking of periodic examination of quality of work of accountants
and in proposing mechanisms to deal with accountants who do not comply with the rules and
regulations in force.

10.2.3 Social and environmental issues in the sector
The sectors employ relatively high-skilled labour. The internationally oriented firms are
concentrated in the capital, which implies that there may be less access to high-quality services in
rural areas. Business services play an important role in the economy and can therefore have an
important indirect effect on the performance of other sectors, thereby indirectly contributing to social
and environmental issues. The ICT sector is an example of a sector that could play an important
role in addressing community challenges. According to the MCIT’s website, this will receive
attention in the strategy of the ICT sector for 2014-2018.
The business services sectors are in relative terms not very resource intensive and there are
therefore no significant environmental issues in the sector. In the IT sector, the main environmental
resource used is energy.
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10.3 Market access barriers
This section presents statistics retrieved from the World Bank STRI database, which are an
indicator for the applied level of restrictiveness in contrast to the bound level manifested in the
GATS schedule of commitments. Note, that Egypt did not make any commitments in this sector,
while for the EU the picture looks a bit scattered in terms of different rules and regulation among
member states.

10.3.1 Market access barriers in Egypt – STRI
Table 10.6 highlights the STRI scores for those subsectors available. Particularly, market access
for legal and other professional services is very restricted, while there is freedom to provide cross
border accounting and auditing services. Stakeholders, who stated that big international auditing
firms like KPMG control approximately 90 percent of the market, confirmed this.
Table 10.6 STRI for Business and ICT Services Egypt
Sub-sector

Overall

Mode 1

Mode 3

Mode 4

Professional

81,5

33,33

80

95

60

0

50

100

95,8

100

100

91,7

Accounting and Auditing
Legal
Source: World Bank

Table 10.7 provides some of the underlying detail of the STRI score depicted above and lists the
key restrictions to market access and restrictiveness regarding the operation of the business of
certain sub-sectors in Egypt. As such there are access barriers especially for mode 3 and 4 for all
sub-sectors. Other restrictions, typical for this sector, are licenses and nationality requirements
related to the persons carrying out the work.
Table 10.7 STRI Key Restrictions Egypt
Specific Area

Mode 1

Mode 3

Mode 4

Accounting

Allowed, as long as the

Allowed.

Not allowed.

Not allowed.

Not allowed.

Not allowed.

Not allowed. There is a

foreign firm is staffed with
professionals licensed to
provide the service desired.
Auditing

Allowed, as long as the
foreign firm is staffed with
professionals licensed to
provide the service desired.

Legal Advice

Not allowed.

Foreign Law
Legal Advice

nationality requirement.
Not allowed.

Domestic Law
Legal

Not allowed. There is a
nationality requirement.

Not allowed.

Generally, there is a

Representation in

nationality requirement. An

Court

exception may be made for
a foreign lawyer from a
country with reciprocity, to
plead a particular case
before an Egyptian court.

Source: World Bank
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10.3.2 Market access barriers in the EU – STRI
Similarly to Egypt see below the EU applied barriers in selected sub-sectors. While the EU market
is more open than the Egyptian one, there are barriers to the provision of certain business services.
Table 10.8 STRI for Business and ICT Services EU
Sub-sector

Overall

Mode 1

Mode 3

Mode 4

Professional

54

41,67

50

60

Accounting and Auditing

50

50

50

50

56,7

25

50

66,7

Legal

The key restrictions can be found in Table 10.9 below. It becomes clear that for many services the
EU market is rather heterogeneous, i.e. different market access and operation conditions apply
among member states. These conditions range from nationality and licensing requirements, to
operating formalities such as certain type of insurances.
Table 10.9 STRI Key Restrictions EU
Specific Area

Mode 1

Mode 3

Mode 4

Accounting

Allowed in all member

Policies range from being

EU/EEA nationality is

states, except France,

fully open in 6 member

required in 5 member states

Hungary and Italy.

states to some restrictions

(Austria, Belgium, Italy,

on entry forms (branches

Portugal, Spain).

not allowed) and ownership
or control by non-locally
licensed professionals.
Auditing

Policies range from being

Policies range from being

EU/EEA nationality is

open in 4 member states to

fully open in Spain to some

required in 5 member states

completely closed in 13

restrictions on entry forms

(Austria, Belgium, Italy,

member states where

and ownership or control by

Portugal, Spain).

commercial presence is

foreign nationals or non-

required.

locally licensed
professionals.

Legal Advice

Allowed, but in most

Policies range from no

EU/EEA nationality or

Foreign Law

member states, service

restrictions in 10 member

admission to the Bar in an

providers must comply with

states to being closed in

EU member state is required

local codes of ethics, use

Austria where only licensed

in 5 member states.

their home title, attend to

lawyers from EEA countries

insurance requirements,

may open branches.

complete simple registration
with the host country Bar or
a simplified admission to the
Bar through an aptitude test,
and have a legal or
professional domicile in the
host country.
Legal Advice

Policies range from minor

EU/EEA nationality or

Domestic Law

restrictions in some

admission to the Bar in an

countries to being closed in

EU member state is required

four countries (Bulgaria,

in about half of all member

Austria, Germany,

states.

Netherlands).
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Specific Area

Mode 1

Mode 3

Mode 4

Legal

Policies range from minor

EU/EEA nationality or

Representation

restrictions in some

admission to the Bar in an

in Court

countries to being closed in

EU member state is required

four countries (Bulgaria,

in about half of all member

Austria, Germany,

states.

Netherlands).

In contrast to Egypt though, the EU committed some of the subsectors. For three of those sectors
the GATS schedules are depicted as an example. Consequently, there is less uncertainty in terms
of setting boundaries how applied policies can change; i.e. the so-called water between applied and
bound rate.
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Table 10.10 EU GATS commitments in selected sub-sectors
Limitations on market access

Limitations on national treatment

b) Accounting services (CPC 86212 other than "auditing services")
1)

F, GR, I: Unbound

1)

F, GR, I: Unbound

2)

None

2)

None

3)

D: Provision through a "GmbH & CoKG" and "EWIV" is prohibited.

3)

DK: Foreign accountants may enter into partnerships with Danish
authorized accountants after obtaining permission from the Danish
Commerce and Companies Agency.

F: Provision through a SEL (anonyme, à responsabilité limitée ou en commandite par

4)

actions) or SCP only.

Unbound except as indicated in the horizontal section.
Bottom of Form

P: Provision through professional establishment only.
I: Access is restricted to natural persons. Professional association (no incorporation)
among natural persons permitted.
4)

Unbound except for A, D, L, NL, UK, S where: as indicated in the horizontal section
under (iii) and subject to the following specific limitations:
A, D, NL, UK, S: University degree and professional qualifications and three years'
experience in the sector.
A: examination before the Austrian professional body. The employer must be member of
the relevant professional body in the home country where such body exists.
D: Unbound for activities reserved by law in the "Wirtschaftsprüfer".

b) Auditing services *11 (CPC 86211 and 86212 other than accounting services)
1)

Unbound

1)

Unbound

2)

None

2)

None

3)

B: Provision through a "SA" and "Société en commandite" is prohibited.

3)

DK: Foreign auditors may enter into partnerships with Danish State
authorized accountants after obtaining permission from the Danish
Commerce and Companies Agency.

D: Provision through a "GmbH & CoKG" and "EWIV" is prohibited.

4)

Unbound except as indicated in the horizontal section and subject to the
following specific limitations:

F: For statutory audits: provision through any company form except SNC, SCS and

DK: Residence requirement.

secondary offices.
P: Provision through professional association only.
IRL: Provision through partnership only.
I: For access as "Ragionieri-Periti commerciali" and "Dottori commerciali", access is
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I, P: Residence requirement for individual auditors.

Limitations on market access

Limitations on national treatment

restricted to natural persons only. Professional association (no incorporation) among
natural persons permitted.
4)

Unbound except as indicated in the horizontal section and subject to the following
specific limitations:
DK: Citizenship condition, unless otherwise provided by the Danish Commerce and
Companies Agency.
E, GR: Conditions of nationality for statutory auditors.
E: Audit companies: Administrators, directors and partners of companies other than
those covered by the 8th EEC directive on company law, must fulfil a nationality
condition.
I: Nationality requirement for "Ragionieri- Periti commerciali". Audit companies:
administrators and auditors in "società di revisions" other than those covered by the 8th
EEC directive on company law, must fulfil a nationality condition.

Notes:

*11) Explanatory note: Given the fact that commercial presence is required to exercise any auditing activity, the cross-border mode is unbound. Only established statutory
auditors can be approved by the national professional bodies. Approval is a necessary pre-condition to exercising the activity.
Bottom of Form

c) Data Processing Services (CPC 843)
1)

None

1)

None

2)

None

2)

None

3)

None

3)

None

4)

Unbound except for B, DK, GR, I L, NL, S where: as indicated in the horizontal section

4)

Unbound except as indicated in the

under (iii) and subject to the following specific limitations:

Bottom of Form

B, DK, I, NL, S: Unbound, except for computer scientists, systems analysts,
programmers, software document analysts and field engineers where: university degree
and three years' professional experience in the sector.
I: Compliance with an economic needs test is required.
GR: Unbound, except for computer scientists, systems analysts, programmers, software
document analysts where: university degree and five years' professional experience in
the sector.
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Impact assessment
Table 10.11 depicts the modelling results for the business and ICT services sector. Overall, it is
expected that there will be a shift towards using more EU services highlighted by less exports, more
imports, and an overall loss in value added of 6.7 percent in the long-run. Expected changes in
employment correspond with these figures. While there is a slight increase in less skilled
employment expected, skilled employment is allocated to other sectors (full employment closure
assumed). Consequently and in line with expectations of interviewees, large international firms –
more competitive due to higher expertise – enter the market and will most likely outcompete local
firms; particularly when it comes to more lucrative, larger clients. To some degree this will create
increased employment opportunities for local employees, and given the expertise foreign firms
bring into the market, it might create pressure for local firms to train their staff in order to remain
competitive.
As can be seen the bulk of the impact is expected in the long-run, i.e. when capital is allowed to
reallocate. The major driver of the impacts are the reduction in goods NTBs, which highlights the
characteristics of the sector, i.e. these services are to a large extent linked to and to a certain
degree dependent on goods producing sectors. An example for this are accounting firms preparing
financial statements for a manufacturer. Here, it can be expected that with market opening a more
rigorous move towards internationally accepted financial reporting standards is initiated, potentially
leading to more comparable financial reports, which are more easily accessible for interested
international investors.
Table 10.11 CGE modelling results
Production
Sector

Change in

Employment
Changes in

Changes in

Trade
Change

Change

Change

Change in

value

unskilled

skilled

in total

in total

in EGY

EGY

added (%)

employment

employment

imports

exports

exports

imports

(%)

(%)

(%)

(%)

to EU

from EU

(%)

(%)

Short-run
Tariffs

0.2

1.9

0.3

-0.6

1.0

1.1

-0.6

NTBs for

-0.8

-0.7

-1.2

3.7

-5.1

-5.2

3.7

-0.3

-0.3

-0.5

2.9

2.4

5.5

6.7

Spillovers

-0.5

-0.4

-0.7

2.5

-2.1

-2.9

1.6

Total

-1.5

0.4

-2.2

8.5

-3.8

-1.5

11.4

Tariffs

0.2

1.6

-0.0

0.6

0.1

0.2

0.6

NTBs for

-5.0

-0.9

-3.4

18.2

-19.2

-19.5

18.5

-0.4

-0.3

-0.4

2.9

2.1

5.0

7.1

Spillovers

-1.6

-0.4

-1.2

6.5

-5.8

-6.6

5.5

Total

-6.7

0.1

-5.0

28.1

-22.8

-21.0

31.6

Goods
NTBs for
Services

Long-run

Goods
NTBs for
Services

Source: CGE modelling

Concerned with this expected increased international competition local auditing firms are now
resisting the DCFTA as it would probably involve changes to the laws (as part of the agreement
which entails regulatory approximation). They believe that if the market is opened to foreign service
providers, foreign firms are likely to operate on their own, eventually dissolving (current)
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partnerships with these local firms. Thus, they could lose the financial benefits they are reaping
from these partnerships as well as big clients, which are likely to prefer to use the services of
international firms. Furthermore, big local firms will find it more difficult to retain/attract highly
qualified staff because they will prefer to join international firms which will be able to offer them
better packages in addition to the prestige associated with working for these firms.
Furthermore, as mentioned above an issue, particularly in the ICT sector, is the proper
implementation and enforcement of IPR law. With respect to this it can be expected that the DCFTA
will entail stipulations that create a more safe ground for investments, thus spurring foreign services
provision via mode 3. Such stronger market presence of international ICT companies is expected to
feed productivity gains of those companies buying these services. On the other hand, Egyptian
incumbents will need to take measures upgrading their services to match international competition.
As indicated above, there are no major social (besides employment related displacement effects
explained above) or environmental issues in the sector, therefore also the sector-specific impact of
the DCFTA on these issues is expected to be small.

10.4 Policy recommendations
Data on business services in Egypt are scarce. This makes it difficult to assess the performance of
the sector. Nevertheless, the fact that Egypt is a net importer of business services, while many of its
subsectors benefit from trade restrictions, suggests that there is room for improvement in the
performance of Egypt’s business services. High quality services at low costs in this sector would
have beneficial effects for the overall economy, given the use of business services by other sectors.
Based on the analysis in this chapter, it is suggested to closer into the following policy options:
Table 10.12

Policy recommendations for the business services and ICT sector

Policy measure

Phase in periods for potential market liberalisation measures

Potential to address

Potential to address

within DCFTA

outside DCFTA



for the Egyptian services providers to prepare for
international competition
Support training and education initiatives



Assistance with implementing international and EU



standards for service provision
Assistance with regulatory approximation, e.g. regarding IP



environment
Collect more information on the sector’s performance in



order to develop targeted policies
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11 Conclusions

11.1 Conclusions
11.1.1 Expected economic impact of the DCFTA
Overall macroeconomic effects
Both the EU and Egypt are expected to experience a rise in national income from the DCFTA. In
the long short run, national income is expected to increase by €2.34 billion (€3.37) billion in Egypt
and by €0.6 (€0.5) billion in the EU. In the long run, these increases are respectively €3.4 billion
and €0.5 billion. This reflects an increase of 1.2 (1.8) percent GDP growth in Egypt in the short run
and a 1.8 percent growth in the long run, while for the EU GDP gains in relative terms are close to
zero, due to the size of the economies. The increase in Egyptian GDP is mainly due to productivity
enhancements brought about by the DCFTA.
Analysis of the effects of the four different channels of liberalisation (tariffs, services NTMs, goods
NTMs and spill-over effects) shows that reducing NTMs in goods is by far the most important
contributor to the expected gains of the DCFTA, accounting for more than half of the gains. For
Egypt, the reduction in agricultural tariffs and spill-over effects, although much smaller, also
significantly contribute to the income gains.
Total trade is also expected to expand for Egypt, with an estimated increase of approximately 8
percent for both exports and imports in the short run and around 25 percent in the long run. Exports
to the EU are expected to expand more, by almost 17 percent in the short run and even more than
50 percent in the long run. Although for the EU the changes in total trade flows are negligible,
exports to Egypt are projected to increase by 25 percent in the short run and 47 percent in the long
run.
In the short run, wages for low, medium and high skilled workers are expected to increase by 1.9
percent, 4.8 percent and 0.1 percent respectively. In the long run these expected wage changes
may be less positive, and for low skilled workers they even turn negative. This is mainly due to the
expectation that because of Egypt’s higher economic development, demand for low-skilled labour is
expected to decrease while demand for somewhat more skilled (medium skilled) workers is
expected to increase.
Estimated third country effects
The EU-Egypt DCFTA is also expected to have an impact on third countries, mainly due to trade
diversion. Although this effect is estimated to be negative for most third countries/country groups,
including Egypt’s partners in the Agadir Agreement (Morocco, Tunisia and Jordan), the effects are
very small, and even zero when expressed as a percentage of GDP.
Sector-specific changes in value added
Before going into the results at sectoral level, it should be noted that the model shows extreme
results for some specific sectors in the long run and these results therefore require a careful
interpretation.
Primary and food sectors are relatively important for the Egyptian economy - all of which are shown
to contract as a result of liberalising trade with the EU. The biggest relative declines in both the
short and long run occur in the output of Beverages and tobacco (-30 percent) and Other processed
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foods (-12 percent). Grains and crops and Vegetables, fruits and nuts are currently more important
for the Egyptian economy and are also expected to contract.
In the short run, the majority of the manufacturing sectors will experience a slight increase in value
added. Within the manufacturing sectors. In the long run, the most notable change is the significant
increase (+376%) in the production of Other machinery and equipment. This sector has a high
share of imported inputs. By lowering the costs of imports (notably through a reduction of NTMs),
this sector becomes internationally competitive, leading to very high growth in both value added
and exports in the long run. Many emerging economies have become strong in this sector in recent
years, and the DCFTA will allow Egypt to increase its competitiveness in this sector as well. The
expected decrease of most other manufacturing sectors in the long run will partly stem from the
general equilibrium nature of the model, which implies resources will be pulled away from other
sectors into the expanding sectors. Textiles and Wearing apparel are important manufacturing
sectors for Egypt, but are expected to contract (-11.7 and 4.4 percent respectively).
In the services sector, Air transport is expected to expand its value added (+41.9 percent in the
long run), although the sector is currently relatively small. Utilities (+6.2% in the long run) and
Personal and recreational services (+4.7% in the long run) are expected to expand, while large
service sector Business and ICT are expected to decrease both in the short and long run (-6.7
percent in the long run).
Sector-specific changes in trade
Similar to changes in value added, also the results for changes in trade are extreme for some
specific sectors and need to be interpreted carefully.
The expected expansion of total Egyptian exports is driven by increase in Other machinery and
equipment (574%), Air transport (+75%) and Motor vehicles (+26%). The main reason for
expansion of exports in these sectors is the reduction in NTMs. Sectors that experience a
significant decline in exports include Textiles (-25.4%), Wearing apparel (-23.6%), Business and
ICT (-22.8%) and Communications (-20.5%).

11.1.2 Expected social and human rights impact of the DCFTA
Based on the results of the CGE model, and combining these with household survey data, we
estimate the expected effect of the DCFTA on certain social indicators. This analysis shows that in
the short run, the average disposable income at household level is expected to increase by 1.2
percent as a result of the DCFTA-induced changes in wages (income) and prices (expenditures).
This figure might in the long run turn slightly negative, although overall national income is expected
to increase. Poverty is expected to show a small decrease in the short run, while in the long run it is
estimated to increase again, with the poverty rate going from 26 percent in the baseline to 27
percent after implementation of the DCFTA. The differences between different income groups is
limited, and therefore inequality is not expected to change significantly as a result of the DCFTA.
The model does not provide results for effects on employment. The model results for wages
suggests differences in demand for labour depending on the skills category. The expected wage
decrease in the long run for low-skilled workers reflects a decreased demand for low-skilled
workers (as sectors in which low skilled employment is dominant contract), while the wage increase
for medium skilled workers suggests a higher demand for this group of workers – in accordance
with increases in some manufacturing and services sectors in particular. Labour is also expected to
reallocate between sectors (e.g. from agricultural to industrial sectors), reflecting an upgrading of
Egypt’s economic structure. It should be noted that although moving to other sectors may be
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difficult for some groups, at the same time the high unemployment in Egypt may also affect the
reallocation of labour between sectors. With respect to labour standards, there are various forces
that influence the current situation, but overall the DCFTA is expected to improve the situation. We
have not identified any significant impact of the DCFTA with respect to social security and social
dialogue.
With respect to human rights, the DCFTA is expected to mainly affect economic and social rights
and not cultural, civil or political rights. There are various channels through which human rights are
affected, e.g. changes in food safety standards is likely to positively affect the right to health, the
loss in tariff revenues may lead to less budget for HR protection at least in the short run, etc. The
net effect is difficult to predict. Based on the results of the CGE model and additional social
analysis, it is expected that the human rights of vulnerable groups could be at risk, since the
expected increase in poverty and reduction in disposable income especially for the low-skilled
workers as a results of the DCFTA could negatively affect the right to an adequate standard of
living, the right to health (access through medical care), and the right to education for these groups.
These negative impacts can however be mitigated if adequately addressed by flanking measures of
the government.

11.1.3 Expected environmental impact of the DCFTA
The quantitative analysis shows that air pollution is estimated to increase for all air pollutants
(ranging between +1.6 and 2.0 percent in the short run and 2.4 and 6.0 percent in the long run),
due to the scale as well as composition effect. The positive value for the composition effect
indicates that the DFCTA results in an increasing share of the more polluting sectors in Egypt,
leading to a relatively large increase in NOx and SOx emissions. When expressed in monetary
terms, the external costs related to air pollution are expected to increase by €49 million in the short
run and €123 million in the long run.
Water use is expected to decrease by 1.7 percent in the long run, driven by the contraction of
agricultural sector, but this result should be seen in a context of severe water scarcity in Egypt, thus
the situation with respect to water scarcity will not significantly change due to the DCFTA. Municipal
solid waste is expected to increase in the range of 0.9-1.8 percent. With respect to other types of
environmental indicators, like biodiversity and the green economy, the DCFTA is likely to have
mixed impacts.
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12 Policy recommendations

This chapter presents proposals for policy recommendations. These are based on the results of the
sustainability assessment of potential economic, social and environmental impacts that were
discussed in detail in the preceding chapters of this report, and in previous reports. The
recommendations cover both supportive and preventative/mitigating measures, i.e. measures
needed to reinforce any significant positive sustainability impacts and measures to prevent or at
least mitigate negative sustainability impacts.
In formulating the policy recommendations, we distinguish between measures or initiatives that can
be addressed within the DCFTA (i.e. those recommendations that are directly related to the trade
provisions that are likely going to be included in the DCFTA) and those that would be addressed
outside the DCFTA (i.e. non-trade related (accompanying) measures). These flanking measures
could be implemented either by the EU, the government of Egypt or other partners. The
recommendations provided in this chapter (and report) are provided by the Ecorys study team and
do not reflect any commitment from the European Commission or the government of Egypt.
In this chapter, we first introduce the approach we use to support the formulation of policy
recommendations. The second section presents the context in which the formulated policy
recommendations should be viewed. Thirdly, the overall policy recommendations regarding the
economic, environmental and social pillar of analysis are presented. Finally, the recommendations
stemming from the sector-specific analyses are provided in Section 12.4.

12.1 Approach
The results from the Trade SIA as presented in this report have shown the potential of the DCFTA
to contribute to the sustainable development of the economies of the European Union and Egypt.
Specifically, the study has analysed and presented the positive and negative effects of the DCFTA
on the economic, social and environmental dimensions of sustainable development. To support the
thought process of formulating the policy recommendations, we use a tested approach. This
approach has first been applied during the Trade SIA for the FTA between the EU and Ukraine in
2007 and has continuously been updated and fine-tuned since.
The overall and sector specific analyses conducted during this study give rise to enhancing or
mitigating or preventing measures to realise the optimal outcome of the DCFTA. In order to
realise the optimal outcome of the DCFTA, these measures can be translated into specific policy
recommendations either through a legal approach or an economic approach. The legal approach
aims to enforce certain behaviour through regulation (‘the stick’), whereas the economic approach
aims to realise the outcome through economic instruments that stimulate certain behaviour (‘the
carrot’). The legal approach includes:
1.

Command and Control measures, which are measures that rely on “regulation (permission,
prohibition, standard setting and enforcement as opposed to financial incentives, that is,
economic instruments of cost internalisation”353;

2.

Negligence and liability rules;

3.

The enforcement of particular technical, sanitary and other standards.

353

The OECD definition of Command and Control (CAC) policy, available through www.oecd.org.
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The economic approach, on the other hand, includes:
4.

Financial measures; and

5.

Non-financial measures;

6.

Economic incentives to adopt certain technical, sanitary and other standards.

In order to formulate the appropriate policy recommendations we need to check whether these
measures create trade burdens or trade distortions. In case a certain measure would create a trade
burden or trade distortion, one needs to check whether the burden or distortion is justified.
Subsequently, the preventative, mitigating or enhancing measures that do not impose an
(unjustified) trade burden or distortion, qualify as policy recommendations. This process is
schematically presented in Figure 12.1.
Figure 12.1 Conceptual framework for the formulation of policy recommendations

Source: Ecorys.

Several preventative, mitigating and enhancing measures which do not create trade burdens or
distortions may be implemented. As indicated in the figure above, several environmental and/or
social regulations and economic instruments that may create trade distortions or burdens knowingly
could still be implemented, provided that they fit in the ex-ante agreed decision making framework
as ‘justified’.

12.2 Context
Before presenting the policy recommendations and flanking measures, a number of issues need to
be kept in mind.
Modelling assumptions
The impacts identified in this TSIA are partly based on the CGE modelling techniques and
additional quantitative analysis implying that they are influenced by the assumptions underlying the
model. An important example of this is that the results generated by the model are based on the
assumption that Egypt approximates to EU regulations and standards, in areas like SPS, TBT, etc.
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Whether these results are realised will therefore largely depend on the outcome of the DCFTA
negotiations (will the agreement indeed manage to include the level of approximation assumed in
the model) and subsequent implementation of policies (will the approximation also be fully
implemented and enforced in practice).
On-going structural adjustments and Egypt’s revolution
The impacts assessed in this TSIA for the DCFTA between the EU and Egypt should be seen in the
context of on-going structural transformation at country level and global level. In line with this, some
of the impacts expected by the DCFTA can be seen as a reinforcement or acceleration of already
on-going structural adjustments, while other impacts of the DCFTA may (temporarily) ease this
adjustment process. In addition to these structural adjustments, for Egypt in particular, the political
unrest in recent years has also had a significant effect on the economy. Likewise, policy
recommendations should take this situation, the ongoing processes of change and the ensuing
policies into account.
Enhanced relations and dialogue between the two parties
Finally, we should note that this DCFTA is clearly part of the general process of close economic,
political, social and cultural cooperation and dialogue between the EU and Egypt in the context of
the European Neighbourhood Policy (ENP). The DCFTA aims at upgrading existing agreements,
including the Association Agreement (in force since 2004) which established a Free Trade Area for
industrial products, and the additional agreement on agricultural, processed agricultural and
fisheries products (in force since 2010) which has eliminated and/or reduced tariffs on these goods.

12.3 Overall recommendations
The findings of this study indicate that the DCFTA can help deliver important economic benefits to
both the EU and Egypt. Before we present our policy recommendations, it is important to
understand that these benefits can only be achieved (and even be reinforced) if the DCFTA is
carried out as part of a comprehensive development strategy in Egypt. In addition, as indicated in
the previous section, the social, economic and policy context in which the DCFTA and its mitigating
and enhancing measures will be implemented need to be taken into account, as context factors
(including political pressure, silent resistance, geographical distribution effects, etc.) may lead to
different outcomes than expected. It is therefore crucial to:
1.

Involve relevant stakeholders (with varying interests being adequately represented) in the
process in order to achieve the implementation of effective preventive/mitigating and
enhancing measures for sustainable development;

2.

Clearly define the policy measures and develop them into action plans with clear economic
social and environmental goals and timelines for both parties;

3.

Establish an institutional framework for adequate monitoring and evaluation to review the
implementation of the actions plans and to ensure that policy measures are monitored,
reviewed and if necessary amended. This body would provide for regular consultation with
civil society in the EU and Egypt, and would be required to report regularly, in a transparent
manner, to high-level EU – Egypt Association Agreement meetings;

4.

Within these reviews, refine the plans as necessary to ensure that the specific
recommendations derived from the TSIA study are appropriately incorporated;

5.

Put in place flanking measures with appropriate pacing and sequencing of liberalisation and
regulation to address potential adjustment costs related to the DCFTA, with the aim to
achieving positive outcomes in terms of reconciling efficiency with social considerations.
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It should be noted that some mechanisms mentioned above are already in place, being established
as part of the Association Agreement and the existing FTAs between the EU and Egypt. An
independent evaluation of the mechanisms in force in terms of their efficiency, effectiveness, impact
and sustainability, could help to identify areas where improvements could be made.

12.3.1 Policy recommendations related to the economic pillar
Although the DCFTA is expected to enhance overall economic growth in Egypt, the study results
show that the benefits are concentrated in a few sectors. A number of sectors and individual
companies are expected to see their situation deteriorate, although the sector studies has shown
that the results may be less negative in practice. Table 12.1 summarises the economic policy
recommendations in the context of the DCFTA, which are subsequently explained in more detail
below.
Table 12.1 Recommendations for the economic pillar
Policy measure

Potential to address
Within DCFTA

Outside DCFTA

Allow for phasing in of regulatory approximation and
remaining tariff reductions at sector level, especially for

√

those sectors where the economic impact will be high.
Facilitation of technical assistance and capacity
building in the regulatory approximation process,

√

√

based on a needs assessment.
Provide internationalisation support to SMEs.

√

Support to enhance productivity of business.

√

Stimulate improvements in the business climate.

√

√

The effects at sectoral level show that a number of sectors are expected to contract as a result of
the DCFTA. Although for some sectors this may just speed up or enhance a process of structural
transformation already underway, it could have significant economic, social and environmental
effects in the short to medium term. Especially in the field of regulatory approximation this would be
important, as in general the level of standards in areas related to SPS and TBT in Egypt will
increase as a result of the DCFTA and it will be a challenge for many producers to adjust. By
phasing in regulatory approximation, the relevant sectors could get more chance to meet these
standards and therefore to prepare for increased competition. It could also allow to reallocate
resources into more productive sectors, while providing time for developing institutional
arrangements to meet the needs of a changing economic environment. Accordingly, it would be
important to establish a timetable for phased reductions in NTMs to allow for an orderly adjustment
period in these sectors that are expected to experience substantial adjustment costs. It should be
noted that while phasing in of regulatory approximation allows for gradual adjustments, it also
implies that the benefits from regulatory approximation will be delayed.
Although tariffs are already largely eliminated in the existing EU-Egypt agreements, in some sectors
there are still tariffs and a similar argument can therefore be made for phasing in the reduction of
tariffs. It should be noted that this phasing in is also relevant with respect to the social and
environmental impact of the agreement.
It should be noted that the regulatory approximation, while generating a large part of the economic
benefits of the DCFTA, will require substantial investments. Effective approximation requires the
change and enforcement of laws and regulations, a good quality infrastructure (e.g. laboratories),
awareness among producers of the changes and, as indicated above, adjustment of production

206

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and Egypt

processes at company level. Achieving effective approximation is therefore a timely and costly
process. Given the limited technical and financial resources of Egypt, donor support (EU or other
donors) would help to achieve effective approximation. This assistance should take into account
past and current initiatives, such as past EC technical assistance projects (e.g. Industrial
Modernisation Centre (IMC) and the Trade Enhancement Programmes) and be based on an
assessment of remaining needs.
The SME survey showed that in order to increase SME exports to the EU, market access issues
(tariffs, NTMs) are of concern, but other issues also seem important, like a lack of information on
export markets, or lack of access to credit. In order to reap the export opportunities provided by the
DCFTA, SMEs could therefore benefit from internationalisation support measures. Linking SMEs to
larger exporting companies may be part of these measures, or similar match-making initiatives.
These companies could also be prepared for increased competition in the domestic market, where
enhancing or mitigating measures may furthermore include training or support for innovation.
In the sector studies, we have found that some of the sectors have relatively low productivity levels,
where companies work with outdated equipment and/or have a lack of appropriately skilled staff.
Investing in innovation and its uptake as well as education (see next section) could help to increase
both productivity levels and product quality.
An attractive business climate is also crucial for enhancing the benefits of the DCFTA. It helps to
induce new investments, including foreign investment, and can also reduce the costs of doing
business. The sector studies as well as the SME revealed that there are still rules for company
ownership and the employment of foreign nationals in some sectors when doing business in Egypt,
which impedes foreign investment. The World Bank Doing Business report for Egypt shows that
there are a number of areas where Egypt scores relatively low, also compared to the MENA
average, and where the business environment could be improved, such as protecting investors,
enforcement of contracts and dealing with permits.354 It goes without saying that a stable political
climate and the rule of law are key requirements for an attractive business climate.
It should be noted that some of the recommendations presented here are taken up in existing
initiatives between the EU and Egypt, or could be further promoted through these initiatives. Some
of the main relevant initiatives include Euro-Mediterranean Industrial Co-operation and Missions for
Growth to Egypt.355 The Egyptian SMEs could take advantage of co-operation possibilities with EU
companies fostered through the Enterprise Europe Network (EEN).

12.3.2 Policy recommendations related to the social pillar
Table 12.2 present the social policy recommendations.
Table 12.2 Recommendations for the social pillar
Policy measure

Potential to address
Within DCFTA

Support education and training programmes to allow

Outside DCFTA
√

easier updating and upgrading of human capital, with a
clear link to labour market requirements, and promote

354
355

World Bank (2013) Doing business in Egypt 2014, understanding regulations for small and medium enterprises.
For more information on these initiatives, see: http://ec.europa.eu/enterprise/policies/international/promotingneighbourhood/mediterranean/index_en.htm; missions for growth: http://ec.europa.eu/enterprise/initiatives/missiongrowth/missions-for-growth/antonio-tajani/africa/index_en.htm.
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Policy measure

Potential to address
Within DCFTA

Outside DCFTA

life-long learning and skills transformation.
√

Support flexibility of the labour market - easing
reallocation between sectors while ensuring that
workers’ rights are respected in law and practice.

√

Further develop social protection system, with
attention for reaching those most in need and those
most likely to be negatively affected by the DCFTA.
Prevent risks of pressures to lower the labour

√

√

√

√

√

√

√

√

standards due to rising international competition, e.g.
through effective implementation of relevant ILO
conventions, and by approximating domestic
legislation to the EU acquis in the area of labour.
Effective implementation of HR treaties, with a focus
on vulnerable groups (e.g. children, women, minorities,
disabled, etc.).
Consider creating monitoring mechanisms of the social
(including human rights) impact of the DCFTA (and
more broadly EU-Egypt relations in these areas).
Promotion of civil society involvement.

The CGE results showed that to reap the expected benefits of the DCFTA in the long run,
significant reallocation of labour between sectors is required. The reallocation of workers across
sectors gives rise to social concerns. The modelling results show that the increase in economic
development that is expected as a result of the DCFTA will lead to an increase in demand for
medium-skilled labour, while demand for low-skilled labour will decline. Thus people with low
human capital and low skills may face problems when they need to find new employment
opportunities in other sectors. Education and training will therefore be crucial to facilitate the
reallocation of workers across sectors. Some stakeholders pointed out however that the quality of
education in Egypt is currently relatively low and that workers often do not have the skills required
in certain sector or companies, which was confirmed in our social analysis and sector studies.
Policy measures to increase quality of education and training are therefore crucial. This should
foster general competencies, which are essential for facilitation of labour mobility (openness to
change, basic IT skills, ability to work in teams). It is crucial that this training - and education more
general- takes into account labour market requirements. Focusing on skills transformation, by
helping people move from the agriculture to the manufacturing sector will be important, given the
expected DCFTA results. Training and education for workers (rather than only students) deserves
specific attention in this respect. The EU has focused on active labour market policies in recent
years and could provide assistance in this area to Egypt. Attention for entrepreneurship during
education may also help to create more opportunities for the labour force.
To allow for this reallocation between sectors, it is also important that the labour market is
sufficiently flexible. By creating more flexibility in the labour market, companies will be more inclined
to hire people. At the same time, it is important to ensure that workers’ rights are respected. This
balance between labour market flexibility while securing workers’ rights is also referred to as
‘flexicurity.’
Based on the model results, the additional social analysis has shown that poverty may increase as
a result of the DCFTA, while it also revealed that social spending often does not reach the intended
target groups, and that the intended beneficiaries receive relatively limited social support. A better
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social protection system that would focus on targeting those in need most would therefore be key to
mitigate possible negative impacts of the DCFTA. Regional differences (rural-urban, given that
many agricultural sectors are expected to contract as a result of the DCFTA) should also be taken
into account.
In sectors that are not internationally competitive, increased international competition as a result of
the DCFTA could put pressure on labour standards in Egypt. Specific commitments in this area
could be included in the DCFTA. Domestic measures could also help to prevent this, for example
by effective implementation of the ratified ILO fundamental, priority and other up-to-date
conventions, by ratification and effective implementation of other relevant ILO conventions, and by
gradual approximation of domestic legislation to the EU acquis in the area of labour. With respect to
human rights more general, effective implementation of human rights treaties will help to uphold
human rights. This is especially important for vulnerable groups, like children, disabled, women,
refugees, minorities, etc..
Given the scope for social and other sustainable development effects of the DCFTA (and EU-Egypt
relation more general) some monitoring mechanisms could be created in order to help both Egypt
and the EU in assessing policy implications of certain decisions and processes, preferably with the
inclusion of independent experts. Especially the effects on poverty and human rights of vulnerable
groups should be carefully monitored based on the results of this study. It could help to identify
essential policy measures as well as priorities for possible donor support (financial or technical
support). Consultations with civil society in the preparing for the negotiations as well as in the
implementation of the DCFTA will also help to prevent and mitigate negative social effects of the
DCFTA, while enhancing new ones.

12.3.3 Policy recommendations related to the environmental pillar
Table 12.3 present the environmental policy recommendations.
Table 12.3 Recommendations for the environmental pillar
Policy measure

Potential to address
Within DCFTA

Outside DCFTA
√

Maintain / further improve incentives to improve
efficient use of energy and water.
Create incentives for environmentally friendly
production, including with respect to air pollution.

√

√
√

Improve waste collection and waste management
systems.
Consider creating mechanisms for monitoring of

√

environmental (and social) impact of the DCFTA (and
more broadly EU-Egypt relations).

Due to the energy subsidies in Egypt, incentives to increase energy efficiency have been limited in
the past. A revision of this policy could help to increase energy efficiency, while the DCFTA would
at the same time facilitate imports of efficient and innovative equipment from the EU to Egypt.
Similarly, efficient use of water resources is key given the water scarcity situation in the country.
Even though we expect water use to decrease as a result of the DCFTA, the problem will remain
pressing, partly as a result of subsidies on water. The DCFTA can facilitate the imports of
equipment to increase water efficiency, but additional policies and/or initiatives (including technical
assistance on water management) could help address the problem.
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The DCFTA will lead to a reallocation of resources, with expected increases in outputs of those
sectors that are relatively more air polluting. Creating incentives to make production process in
particular in those sectors more environmental friendly, notably with respect to air pollution, will thus
be key to mitigate some of the potential negative effects of the DCFTA.
More general the extent to which the DCFTA between the EU and Egypt contributes to ‘greening’
the economy can be reinforced through trade and non-trade related provisions. Egypt can make
economic growth greener by promotion of green practices (e.g. through green public procurement),
reduction of barriers to green investment and innovation and reduction of environmental risks. In
policy terms actions supporting green growth should combine a range of instruments such as
specific education and trainings, smart allocation of resource and land rights, creating conditions for
behaviour change and facilitating businesses to fully integrate sustainability and equity concerns.
Other measures to foster the ‘greening’ of the economy include certification of sustainable
production and trade, reform of payments for ecosystem services and others.356 Egypt has
implemented various initiatives in recent years that increase the incentives for more environmentalfriendly production and greening the economy, which can further developed and expanded. Further
mainstreaming of sustainable development in public policy would also help in greening the
economy.
Thirdly, industrial, municipal and hazardous waste management is insufficient as currently
generated waste is not always collected and treated in an environmentally friendly manner. The
impact assessment has shown that the generation of industrial waste could decline after the
DCFTA, but municipal waste is expected to increase (in line with a growth in GDP). Effective
enforcement of existing regulation is needed to prevent possible negative impacts of the DCFTA in
this area, and possibly technical assistance could help to improve the situation. The observed
explicit support from the government and ongoing initiatives in this area are encouraging in this
respect.
Given the scope for environmental and other sustainable development effects of the DCFTA we
recommend considering the establishment of simple and efficient monitoring mechanisms that
would help both sides in assessing policy implications of certain decisions and processes. Lastly,
on a more general note, (technical) assistance could help Egypt in the design and implementation
of environmental policy.

12.4 Sector-specific policy recommendations
Chapters 7 to 10 presented the in-depth sectoral analyses, which also included policy
recommendations. These policy recommendations are presented here again, to provide a
comprehensive overview of all recommendations. For an explanation of the recommendations, we
refer to the relevant chapters in the report.

12.4.1 Vegetables and fruits
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See OECD, Green Growth and Developing Countries. A Summary for Policy Makers June 2012,
http://www.oecd.org/dac/50526354.pdf for more details.
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Table 12.2 Policy recommendations Vegetables, fruit and nuts
Policy measure

Assist with adopting standards

Potential to address

Potential to address

within DCFTA

outside DCFTA



Continuous agricultural research



Improve the post-harvesting process



Invest in testing laboratories
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12.4.2 Textiles
Table 12.4 Policy recommendations Textiles
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA

Monitor social and environmental effects in the sector

√

√

Promote corporate social responsibility

√

√

Promote investment in the sector

√

Support measures for SMEs

√

12.4.3 Other machinery and equipment
Table 12.5 Policy recommendations Other machinery and equipment
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA


Investment in technical education


Assistance with standards



Assistance with marketing of Egyptian OME products

12.4.4 Business services and ICT
Table 12.6 Policy recommendations Business services and ICT
Policy measure

Phase in periods for potential market liberalisation measures

Potential to address

Potential to address

within DCFTA

outside DCFTA



for the Egyptian services providers to prepare for
international competition
Support training and education initiatives



Assistance with implementing international and EU



standards for service provision
Assistance with regulatory approximation, e.g. regarding IP



environment
Collect more information on the sector’s performance in



order to develop targeted policies
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