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1. Introduction 

Forecasting Egypt’s economy is difficult compared to with what it was because Egypt has 

experienced substantial economic change over the past few years. Of course, the domestic turmoil 

since the fall and collapse of Mubarak’s long term regime in 2011 February had a negative impact on 

the country's economy. Ironically, what authoritarian rule collapsed has resulted in reduced capacity 

of the police to maintain Egyptian security and thereby the deterioration of security. As a result, the 

number of foreign tourists arriving in Egypt decreased, which has had a significant negative impact 

on tourism industry which is one most important parts of Egypt's economy. Nowadays, the security 

situation not only in the Sinai Peninsula but also at tourist sites in the suburb of Cairo is getting 

worse. In such a situation, domestic security needs to be addressed as a matter of urgency for the 

El-Sisi administration. There are such negative aspects, whereas there is good news including the 

initiation of the second Suez Canal and the discovery of a gas field. It is expected that foreign 

investment which fled from the country due to social unrest will flow once again in the country; 

however, because the Egyptian economy has had structural problems, it is also necessary for us to 

examine various policy challenges apart from examining the short-term economic trends. This paper 

outlines Egypt’ recent macroeconomic trends and examines policy challenges facing Egypt's 

economy. 

 

2. Characteristics of the Egyptian economy 

About 90 percent of Egypt is desert, whereas Egypt has benefited from the Nile River and has been a 

fertile granary. Agricultural plants such as the sugarcane, sugar beet, wheat, rice have been cultivated 

in the Nile coastal zone and Nile Delta Estuary. Egypt is one of the leading rice-producing countries. 

For instance, while the rice (paddy) production in Egypt is less than in Japan, the rice yield per unit 

of land area is more than in Japan. The agricultural sector contributes to about 14 percent to nominal 

GDP (for Fiscal Year 2013/14 [1]) and this sector is considered one of the main industries in Egypt. 

Also, in nominal terms, the share of mining and industrial sector and service sector in nominal GDP 

(for Fiscal Year 2013/14) is about 35 percent and 33 percent, respectively. This indicates a trend 

towards more industrial diversification. 

Egypt has a population of around 89.8 million and a large number of Egyptians must find jobs 

outside of the country because domestic industries cannot create enough jobs to absorb a growing 

labor force. Remittances from Egyptians living abroad have been a major source of foreign currency 

earnings in Egypt along with the revenues from Suez Canal tolls and tourism revenues [2]. The 

shares of worker’s remittances to Egypt, the revenues from Suez Canal tolls, and tourism revenues in 

Fiscal Year 2013/14 are 6.4 percent, 1.9 percent and 1.8 percent, respectively. Specifically, worker’s 
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remittances to Egypt are playing an increasing role in the Egyptian economy; however, these 

industries depending on external demand have always been susceptible to changes in the world 

economy and the changes of social situations in the country. Indeed, remittances from workers 

abroad and the revenues from Suez Canal tolls decreased as a result of the global financial crisis in 

2008. Also, Egypt’s growing social unrest in recent years has forced drastic reduction in these 

revenues. 

As previously mentioned, Egypt has a diversified industrial structure; however, Egypt’s economy 

has been susceptible to changes in the domestic and overseas situation. The next section outlines 

Egypt’s recent macroeconomic trends through a focus on the external sector. 

 

3. Egypt’s economy showing signs of picking-up 

GDP growth trend for the Egyptian economy has changed after 2011. The Egyptian economy 

achieved a 6.2 percent growth rate on average over the past five years from Fiscal Year 2005/06 to 

Fiscal Year 2009/10. However, the growth rate slowed to 1.8 percent in Fiscal Year 2010/11 and in 

the four years between Fiscal Year 2010/11 and Fiscal Year 2013/14, the annual average growth rate 

fall to 2.1 percent. As a result, it has become clear that the trend in economic growth since Fiscal 

Year 2010/11 bends downward. In particular, one of the causes of a growth trend bending downward 

is because the production value for exporting industries that are relatively less competitive declined 

due to domestic and political turmoil since January 2011. Also, according to IMF data, the country’s 

economic growth is projected at 4.2 percent in Fiscal Year 2014/15 thanks to an expansion of the 

domestic demand caused by domestic political stability and at around 5 percent in the medium term 

thanks to an implementation of structural reforms to improve investments and productivity [3]. 

Because the high unemployment rate of around 10 percent has annoyed Egypt for a long time, 

the challenges the country faces are to create and attract new industries to generate new jobs for 

accommodating the growth of the working age population. It is said that such high unemployment is 

one of the reasons behind Arab Spring which began in January 2011. Although Egypt’s 

unemployment rate was 9 percent in 2011 and increased to 13 percent in 2014, it decreased to 12.7 

percent in the second quarter of 2015. 

In addition to the unemployment rate, the inflation rate also has increased significantly in recent 

years. For instance, although CPI inflation stood at 10.1 percent in Fiscal Year 2013/14, it is 

decreasing again after it in June of 2015 increased to 11.4 percent from the same month of the 

previous year. This rise in inflation is attributed mainly to an increase in prices for Tobacco and 

energy and school tuition fees. Furthermore, rising food prices are one of the causes of a rising 

inflation rate. Specifically, the rise in energy prices is related to import price rise due to the 

depreciation of the Egyptian pound. Because the life of people is worse off under these conditions, 

people are increasingly dissatisfied with the rise in inflation. 

 

4. Robust revenues from Suez Canal tolls and worker’s remittances from overseas 

The revenues from Suez Canal tolls are not only a major source of foreign currency earnings in 

Egypt but also an important source of government revenue; however, the revenues from Suez Canal 

tolls have been susceptible to changes in the world economy. For instance, as the global financial 

and economic crisis was negatively transmitted to the Egyptian economy, the revenues from Suez 

Canal tolls declined to about 4.52 billion US dollars in Fiscal Year 2009/10. After that, these 

increased to about 5.4 billion US dollars in Fiscal Year 2013/14 because of the global economic 

recovery and the increase in Suez Canal toll fees. Furthermore, the government aims to achieve 

further increases in fiscal revenues thanks to an increase in the number of vessels and toll revenues 
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with the opening of the “New Suez Canal” in August of 2015. 

Egypt is sending large numbers of migrant workers to the oil-producing countries in the Arabian 

Peninsula. Such remittances from Egyptians living there countries also are affected by the economic 

conditions of the host countries. It is mentioned as an example the economic confusion of the Gulf 

countries due to the global financial and economic crisis in 2008. Indeed, worker’s remittances to 

Egypt decreased to around 7.8 billion US dollars in the same period (Fiscal Year 2008/09). After that, 

these increased to 19.33 billion US dollars in Fiscal Year 2014/15 thanks to an economic recovery in 

the Gulf countries with the re-rise in crude oil prices. However, because the fiscal space in the 

oil-producing countries in the Arabian Peninsula is shrinking due to the decline in global oil prices 

over one year, it is presumed that each government could be forced to review the expenditures if this 

situation continues as it is. And, there are concerns over a negative impact on the real economy due 

to the reduction of public spending, which has supported the growth of the region. Because the Gulf 

countries including Saudi Arabia are the major receiving countries of Egyptian labor migrants, there 

are concerns over a negative impact on the Egyptian economy due to a decrease in remittances from 

workers abroad overseas depending on the development of oil prices. 

 

5. Tourism industry and foreign direct investment sensitive to the security situation 

Tourism revenues have also been a major source of foreign currency earnings in Egypt and the 

tourism industry has significant impact on the labor market as it has broad related industries and is 

labor-intensive. Also, because the tourism industry absorbs much of the labor force, the government 

considers the industry as one of the most important sectors to promote further expansion. In Fiscal 

Year 2014/15, tourism revenues were about 7.37 billion US dollars higher than in Fiscal Year 

2013/14 (about 5.07 billion US dollars) but far less than in Fiscal Year 2009/10 (about 11.59 billion 

US dollars) before the collapse of Mubarak’s regime. Of course, it is considered that the worsening 

security situation after February 2011 is one of factors that influence decline in tourism revenues. 

The security situation at around the tourist sites is getting worse and attacks on the security guards 

and terrorist attacks by the so-called Islamic State group have noticeably been happening recently, 

indicating a situation that could not be called optimistic. 

Foreign direct investment (FDI) into the country had not been active as investment risks rise due 

to the worsening security situation; however, since Fiscal Year 2014/15, the net inflow of FDI has 

recovered to 6.14 billion US dollars higher than Fiscal Year 2009/10 (5.78 billion US dollars). 

Considering the net inflow of FDI by region and country of origin in Fiscal Year 2014/15, the United 

States and European countries still are not active in investment; however, the growth of FDI flows 

into Egypt has been boosted by the active investment of the oil-producing countries in the Arabian 

Peninsula (in particular, the United Arab Emirates). 

With regards to the future outlook of FDI into the country, it is thought that the domestic security 

situation affects an investor perspective on the Egyptian economy, as with the situation surrounding 

tourism industry. In addition, it is thought that, when investors make investment decisions, it is also 

crucial to improve the business environment, such as establishing the legal system to ensure 

protection of investors and market discipline. Because there has been growing investor concern in 

recent years about protection of investors and the actual operation of the legal system amidst 

domestic and political turmoil, tackling these challenges can contribute to improving investor’s 

outlook [4]. 

 

6. Countermeasures needed 

Before large-scale anti-government demonstrations began in 2011, some people expect that Egypt 
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continues on a robust economic growth path with advancing structural reforms amid stable political 

climate. At the time, Egypt was in favorable economic conditions where the country could obtain an 

investment-grade credit rating, which was comparable with the credit rating of Turkey in the Middle 

East and North Africa region. However, prolonged economic downturn from 2011 onwards indicated 

insufficient economic and fiscal reform as if external factor, such as the political turmoil and the 

worsening security situation, were considered. 

There are medium-term policy challenges addressed, whereas to develop and enhance social 

security are urgent issues precisely because the economy is sluggish. The worsening security 

situation is deeply related to the issues that not enough measures are taken against poverty and 

low-income classes to encourage the deterioration of the security situation. For instance, in regards 

to the fuel subsidies that have been the large fiscal burden of government, targeting users of smart 

cards which have been introduced is required to achieve a reduction in the fiscal burden and poverty 

reduction at the same time. In addition, it is necessary for the government to give companies an 

incentive to promote the employment and to strengthen vocational training system that reflects needs 

of the local market.  

 

7. Medium-term challenges to correct structural imbalances  

Reducing government expenditure and widening the tax base have been policy challenge in the 

medium-term as the national finance of Egypt remains in a chronic state of deficit due to the 

expansion of subsidies and social security-related expenditures. On the expenditure side, reviewing 

subsidies, which account for a large share of government expenditure in the country, in particular 

reducing fuel subsidies which account for about 80 percent of total spending on subsides, has been a 

major challenge facing public finance management and then liberalizing price and improving 

targeting of benefits are required to reduce and abolish subsides. In addition, the restraint of new 

hiring and revisions of the wage increase systems are necessary to reduce public sector wages. On 

the revenue side, the long-awaited introduction of value-added tax (VAT) [5] and the implementation 

of a progressive taxation system are considered to be as effective at broadening the tax base. Fiscal 

deficit can be reduced through such efforts. And, it is also necessary to continue efforts at preventing 

the government debt through reducing fiscal deficit [6]. Thereby, the reduction in interest payments, 

which is relatively difficult to implement, can be achieved. 

A chronic state of deficit causes cutting back private-sector credit in the country. It is because the 

banks purchase government bonds that are less risk and higher yields, rather than lending to the 

private sector. Private sector-led economic growth is required to achieve a sustainable growth in 

Egypt and this also require the development of financial market which matches financing 

requirements from the private sector. That is to say, a continuous commitment to eliminate fiscal 

deficit along with the promotion of further developing the financial market is policy challenge for 

Egypt’s steady growth path. 

 

8. Conclusions 

Although I had visited Egypt four times over the past year, I didn't feel there like a threat at all 

especially; however, there is growing concern that Egypt is facing security challenges. For that 

reason, the walls made from reinforced concrete were built around government offices and security 

agencies in Cairo, and guards have been arranged just inside the gates unlike before probably 

because of concerns about terror threats. Because the number of tourists visiting Egypt also is 

sensitive to this security situation, tourist arrivals in Egypt decreased to 7.968 million in Fiscal Year 

2013/14 from the previous fiscal year. In Fiscal Year 2014/15, these increased to 10.242 million; 
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however, with predictions of restoring security this uncertain, the economic conditions of the 

Egyptian tourism industry remain severe. 

While the security situation has become increasingly unstable, positive signs in Egypt's prospects 

for growth have been emerging. The economic growth forecast for Fiscal Year 2014/15 is around 4.2 

percent as, in spite of several complications, Egypt's political stability has been restored since 

President El-Sisi assumed office and private demand also is increasing. In addition, the successful 

“Egypt Economic Development Conference” (EEDC) which was held in Sharm el-Sheikh from 

March 13th to 15th 2015 resulted in about 12 billion US dollars pledges in financial support from 

three Gulf countries. It is believed that this has contributed to improvement in external confidence in 

the Egyptian economy. 

The Egyptian economy has suffered from a slowdown over the past four years. Eliminating the 

social unrest will require working to restore security and to develop and enhance the social safety net 

for the time being along with working to address the medium-term challenges to assure sustainable 

economic growth. 

 

Notes & References 

[1] The Egyptian fiscal year starts from July 1st and ends June 30th of the following year.  

[2] Details of current account in Egypt are given in this paper, but the trade deficit is financed by the 

services account surpluses including revenues from Suez Canal tolls and tourism revenues and the 

surpluses of the current transfers balance such as remittances from workers abroad. Current 

account balance had remained in surplus until Fiscal Year 2007/2008, but it has registered a deficit 

in recent years. Indeed, the deficit of current account balance in Fiscal Year 2014/2015 increased 

to 3.7 percent as a share of nominal GDP against 0.9 percent in the last fiscal year when the deficit 

had shrunk largely with budget support from the oil-producing countries in the Arabian Peninsula 

(GCC countries). 

[3] During July-December period of Fiscal Year 2014/15, real GDP increased by 5.6 percent over the 

same period in the previous fiscal year (source: Central Bank of Egypt), indicating signs of 

economic recovery. Also, as for recent review of Egypt's economy, see International Monetary 

Fund (2015), “Arab Republic of Egypt: 2014 Article IV Consultation-Staff Report,” IMF Country 

Report No. 15/33, 1-52. 

[4] In the World Bank’s Doing Business Report 2016 reports, Egypt is ranked 131st out of 189 

countries. In the 10 topics included in the ranking in Doing Business, Egypt has a characteristic of 

having high scores for the ease of starting a business and getting credit and on the other hand 

having particularly low scores for the ease of trading across borders, enforcing contracts, and 

paying taxes. 

[5] The introduction of a VAT was initially scheduled for spring of 2015, but it is predicted that the 

implementation of VAT will require more time as opinions within the government have not yet 

been coordinated. 

[6] The total public debt outstanding (gross public debt) to GDP ratio had decreased until Fiscal Year 

2009/10, but it increased to 90.9 percent in Fiscal Year 2013/14 from 87.1 percent in the previous 

fiscal year. 

 

 

 


