Moving Forward: Options to
Enhance Economic Relations

The United States has a strong stake in Egypt’s prosperity and with con-
tinuance of its economic reforms. New bilateral economic initiatives could
build on and help “lock in” nascent Egyptian reforms.! US companies
would benefit from Egypt’s enhancing its business friendliness to US
firms. They would also benefit from equalizing their access to the Egyp-
tian market with that currently enjoyed by European and Arab firms
under existing preferential trade pacts. For Egypt, deeper trade and in-
vestment ties with the United States mean not only expanded markets for
its exports but also access to financial and technical resources that could
help improve its economic infrastructure and create jobs for its young
workforce.

For reasons set out in the previous chapter, a free trade agreement
(FTA) between Egypt and the United States is unlikely, at least in the short
term. However, the goal of enhancing trade and investment ties remains
compelling and should be kept on the bilateral agenda.

This chapter sets out some steps that the two countries can take, outside
of a formal FTA, to bolster their economic relations. We start with recom-

1. Prime Minister Ahmed Nazif underscored this latter point in a speech in May 2005, say-
ing that an FTA with the United States would set a high standard for economic policy and
push Egypt to do better. He said the FTA would help set the context for fruitful economic re-
lations for the governments and business community as well as for other civil society actors.
See his remarks at the launch of the book Anchoring Reform with a US-Egypt Free Trade Agree-
ment at the Institute for International Economics, Washington, May 17, 2005.
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mendations to improve market access in goods both to enhance textile
and apparel exports and to stimulate export activity in other sectors such
as processed foods and stoneware. We also recommend directed opening
in the services sector, partly through a targeted services trade agreement
but also through modernization of the bilateral investment treaty (BIT)
with a view to attracting US foreign direct investment (FDI) in the services
sector.

Steps to enhance market access are important, and the above measures
could serve as steps toward a future comprehensive free trade agreement.
However, we consider as even more important to the US-Egypt economic
partnership supplementary steps to help Egypt become more competitive.
The second tranche of measures we recommend is in the area of trade fa-
cilitation. The US-Egypt partnership should identify the obstacles in the
trade logistics chain that undercut Egypt’s competitiveness. We focus on
three main areas: customs procedures, intellectual property rights (recog-
nizing that this has long been an active issue on the US agenda), and
transparency. We look at how Egypt ranks in related indicators compared
with other countries in the Middle East and North Africa (MENA) region
as well as with an important set of challengers—its main competitors in
the US textile and apparel market—and set out some suggestions.

Improving physical infrastructure and, especially, human capital—
including addressing the issue of gender inequity—will lay the founda-
tions for Egypt to enhance its international competitiveness and allow it
to move into higher value-added activities. This will allow Egypt to have
a more stable and sustainable economy and to play a reliable and robust
regional role. These measures will enhance the US-Egypt business rela-
tionship regardless of whether a free trade agreement ever comes to
fruition. Finally, we set out some ideas for how the US-Egypt partnership
can help tackle the new issue of climate change.

Enhancing Market Access in Goods: Expanding the QIZ

The United States is Egypt’s second largest market after the European
Union. Expanded access to US customers could help Egypt offer jobs to its
young and plentiful labor force and develop sustainable export indus-
tries. Increasing access to the US market could guard against a backlash to
the economic reforms that could overturn these important policies.?

2. Several studies suggest that countries that have increased their openness to trade have,
on balance, experienced higher annual growth rates. See, for example, Wacziarg and Welch
(2003); Wacziarg (1998); Alesina, Spolaore, and Wacziarg (2000); Ades and Glaeser (1999);
Frankel and Romer (1999); Sachs and Warner (1995); Edwards (1992, 1993); Ben-David
(1993); and Dollar (1992). Analysts who caution against attributing a causal relationship be-
tween openness and growth include Rodriguez and Rodrik (2000); Harrison and Hanson
(1999); and Levine and Renelt (1992).
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Figure 3.1 US imports from Egypt, 2000-08
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Source: US International Trade Commission (USITC) Interactive Tariff and Trade Dataweb,
http://dataweb.usitc.gov.

The qualifying industrial zones (QIZ) agreement allows Egypt to export
goods to the United States duty free provided that at least 35 percent of
their value is added through processing in a designated QIZ. Of that 35
percent, a specified percentage must be Israeli content. The agreement sig-
nificantly improves upon the duty-free access Egypt already enjoyed
through the Generalized System of Preferences (GSP), allowing textiles
and apparel, an important export sector for Egypt, to be imported duty
free. The United States and Egypt can take a constructive step toward en-
hancing their commercial relations by improving the reach of the QIZ pro-
gram to expand opportunities for additional textile and apparel firms and
to encourage other sectors to participate.

As figure 3.1 shows, US imports of Egyptian goods jumped signifi-
cantly from 2004 to 2005. In the first year of the QIZ, imports increased by
56 percent, largely as a result of purchases of liquefied natural gas (LNG),
which grew by 400 percent. Non-LNG imports increased by 10 percent,
with textiles and apparel growing by 8 percent. Textile and apparel im-
ports grew significantly the following year, however, increasing by over
30 percent from 2005 to 2006. Since then, growth has flattened out to 8 per-
cent in 2007 and 5 percent in 2008.

Egypt is one of the top 20 US suppliers of textiles and apparel.® Table
3.1 shows how Egypt compares with the 19 other developing-country top

3. According to USITC data, in 2008 Egypt was the 16th main foreign supplier to the United
States of items in HS chapter 62 (articles of apparel and clothing accessories, not knitted or
crocheted), the 26th main US supplier of HS 61 (articles of apparel and clothing accessories,
knitted or crocheted), and 16th in HS 63 (made-up textile articles, not elsewhere specified or
included).
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Table 3.1 Top 20 developing-country US apparel suppliers: Labor costs
and market access, 2008

Labor costs

compared
with Egypt’s Rank as
labor cost US supplier  Preferential
Labor costs (US dollars/hour,  of textiles access to
Supplier (US dollars/hour) Egypt = 1.00) and apparel US market?
China (Inland) 0.55 t0 0.80 0.81 1 No
China (Coastal 2) 0.86 to 0.94 1.08 1 No
China (Coastal 1) 1.08 1.30 1 No
Vietnam 0.38 0.46 2 No
Indonesia 0.44 0.53 3 No
Mexico 2.54 3.06 4 NAFTA
Bangladesh 0.22 0.27 5 No
India 0.51 0.61 6 No
Honduras 1.72t0 1.82 2.13 7 CAFTA-DR
Cambodia 0.33 0.40 8 No
Thailand 1.29t0 1.36 1.60 9 No
El Salvador 1.79 2.16 10 CAFTA-DR
Pakistan 0.37 0.45 1 No
Sri Lanka 043 0.52 12 No
Guatemala 1.65 1.99 13 CAFTA-DR
Philippines 1.07 1.29 14 No
Jordan 1.01 1.22 16 QIZ and FTA
Nicaragua 0.97 to 1.03 1.20 17 CAFTA-DR
Dominican
Republic 1.55t0 1.95 1.75 18 CAFTA-DR
Peru 1.78 2.14 19 FTA
Egypt 0.83 1.00 20 Qiz

CAFTA-DR = Central American Free Trade Ageement-Dominican Republic
QIZ = qualifying industrial zone
FTA = free trade agreement

Note: The table shows the developing countries in the top 20 grouping; Italy, the only advanced
country, is excluded.

Sources: Jassin O'Rourke Group (2008); US Department of Commerce, Office of Textiles and
Apparel, for data by category for all countries, total apparel imports.

suppliers of apparel. In 2008 Egypt was ranked 18th out of the 20, but
was one of only seven of these top countries whose US imports grew from
2007 to 2008.

Many of Egypt’s competitors in apparel, listed in table 3.1, are in the top
20 without enjoying preferential access to the US apparel market. Column

4. Ttaly and Canada are also top suppliers of apparel to the United States, but the tables in
this chapter focus on comparing the top developing-country suppliers.
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4 of the table lists preferential trade programs enjoyed by importers.
These include the North American Free Trade Agreement (NAFTA), the
Central American Free Trade Agreement-Dominican Republic (CAFTA-
DR), the US-Jordan Free Trade Agreement and QIZ, and the Egypt QIZ.
Of the top six importers, five—China, Vietnam, Indonesia, Bangladesh,
and India—enjoy no preferential access. Although Egypt’s labor costs are
five times the costs in the lowest-cost producer, in general they are low
compared with the other countries in the table. Table 3.1 also shows the
hourly labor costs in each country and how they compare with Egypt’s
labor costs (column 3). Egypt’s labor costs make it the eighth lowest-cost
supplier on the list. Egypt’s preferential access to the US market should
offer an additional cost advantage over the others on the list. Expansion
of the QIZ could help Egypt gain advantage over some of the lower-labor
cost countries in this table and increase its position in the US market.

The QIZ program has been expanded since the original agreement was
implemented. In October 2007 Egypt and Israel agreed to reduce the min-
imum percentage of Israeli components necessary for certain Egyptian
products to gain duty-free access into the United States from 11.7 to 10.5
percent. Further reducing the required Israeli content to a level commen-
surate with that of the Jordan agreement, which requires only 8 percent Is-
raeli content, could help to bolster the competitiveness of Egyptian QIZ
products. Jordan, whose labor costs are 20 percent higher than Egypt’s,
ranks higher as a US supplier of textiles and apparel.

Egypt has also requested the establishment of eight additional QIZs,
mostly in the southern part of the country. Israel indicated support for this
request, and both countries signed a letter requesting US approval. On
January 26, 2009, the USTR announced the designation of two additional
QIZs. As of November 2009, approval from the USTR on the other zones
was pending.

Approving additional QIZs would allow more firms to participate and
generate more Egyptian jobs. Increased geographic coverage would be
beneficial. A US Agency for International Development (USAID) study of
Egypt’s ready-made garment sector (Marello, O’Dell, and Salinger 2009)
cited the location of factories far from sources of appropriate labor supply
as one reason why Egypt has not fulfilled its competitive potential in this
sector. Additional QIZs could enable other firms to join the program, par-
ticularly in industries where transportation costs factor significantly in
the cost of production.

Another positive step would be to encourage firms that produce goods
other than textiles, particularly those producing higher value-added
goods, to locate in QIZs. Our assessment of Egypt’s revealed comparative
advantage (RCA), a measure of relative export performance, indicates a
number of industries that could benefit from expanded market access.
RCA is calculated by taking the country’s percentage share of a given sec-
tor in national exports divided by the percentage share of a given sector
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in world exports, thus comparing the national export structure with the
world’s export structure.> When the RCA equals 1 for a given sector in a
given country, that country’s share of the given sector is identical to the
world average. The country has neither an advantage nor a disadvantage.
Scores higher than 1 indicate that the country is specialized in that sector,
with a strength in that sector, and scores lower than 1 indicate sectors of
relative weakness or sectors in which the country is not specialized.

Egypt started off the decade with an RCA of nearly 3.5 in textiles and
textile articles. This advantage dropped steeply in 2005. Egypt’s textiles
score remains over 1 in 2007, but only slightly, indicating that while tex-
tiles remain an area of potential comparative advantage, this advantage is
very weak. Additional cost reductions, in the form of greater preferential
access to the US market, could help this sector remain competitive.

In addition to textiles, whose RCA has been eroding, Egypt currently
exhibits an RCA in vegetable products, mineral products, articles of stone
and similar materials, precious and semiprecious stones, and food and
beverages (table 3.2). While textile exports to the United States have
grown, other industries have not benefited the same way from the imple-
mentation of the QIZ agreement. Exports of food—an industry also iden-
tified in table 3.2 as an RCA sector—have actually contracted since the
QIZ was put in place. Its RCA value fell from a high of 2.59 in 2004 to 0.59
in 2007. Within this category, frozen vegetable mixtures show the greatest
dynamism, growing to a million dollars worth of exports in 2007.

In addition to enhancing Egypt’s access to the US market, a principal
goal of the QIZ program is to foster regional integration. The QIZ aims to
increase cooperation between Egyptian and Israeli companies, with Israel
providing inputs such as buttons, zippers, and patterns for clothes man-
ufactured by lower-cost Egyptian labor, then sent duty-free to the United
States.

In fostering greater regional integration, the United States could con-
sider, as part of an overall MENA trade strategy, revising the rules of ori-
gin to determine qualification for tariff preferences so that goods origi-
nating in other MENA partners are also covered. A MENA-wide QIZ,
built upon the Egypt QIZ, could benefit Egypt by allowing Egyptian firms
to source from potentially lower-cost suppliers. Of the small sample of
MENA countries with data on manufacturing wages—Bahrain, Egypt,
Israel, Jordan, and Qatar—Israel’s costs are by far the highest, with the
next most expensive, Qatar, at only 40 percent of Israel’s costs.® Such an
initiative could help boost regional integration in the MENA by encour-
aging enhanced private-sector ties among these countries.

5. The RCA was first calculated in Balassa (1965).

6. Data are from the International Labor Organization’s LABORSTA Database,
http:/ /laborsta.ilo.org.
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Some might raise a concern about the compatibility of such an arrange-
ment with rules of the World Trade Organization (WTO).” Under the
WTO'’s most favored nation (MFN) principle, countries must extend the
most favorable trade treatment granted to any WTO member to all other
WTO members. However, there are numerous exceptions for preferential
trade programs for developing countries. Some preferential schemes must
be endorsed by the WTO as legal exceptions to the MFN principle through
a time-limited waiver (the GSP as well as the SPARTECA programs are
permanent exceptions under the 1979 Enabling Clause). Others qualify
under the terms of GATT Article XXIV on FTAs and customs unions. The
United States could present a MENA-wide preferential program, similar
to the African Growth and Opportunity Act (AGOA).2 However, such
waivers have been increasingly difficult to obtain—particularly if the ben-
eficiaries are not least developed countries (LDCs).

A second route to obtaining WTO compatibility would be to see a
MENA-wide QIZ as part of a transition toward a US-MENA free trade
agreement. In this case the agreement would be subject to the conditions
of Article XXIV: It would need to cover “substantially all” trade; be en-
acted within a “reasonable” period of time, generally about ten years; and
not raise barriers to other WTO members.

A US-Egypt FTA may seem an unlikely prospect in the short run. Chap-
ter 2 details the steps taken earlier toward such an agreement, which did
not materialize, and the current political difficulties of initiating FTA ne-
gotiations. The economic benefits of an FTA remain compelling, however.
A US-Egypt FTA would increase Egypt’s real GDP by between 1.8 and 2.8
percent (Hoekman and Konan 2005), raising the return to labor in Egypt
by between 2 and 3 percent. The magnitude of the gains depends upon
whether the agreement eliminated only border barriers (the low esti-
mates) or also reciprocally removed all nontariff barriers to trade in goods
and services (the high estimates).” For that reason alone, this option
should remain open on the bilateral agenda, at least in the medium term.

In addition to the political difficulties of initiating new FTAs, it is likely
that the bar on any new FTAs will be higher than for previous partners.

7. See, for example, International Centre for Trade and Sustainable Development (ICTSD),
“US, Egypt, Israel Sign 3-Way Trade Pact; May Fall Foul of WTO,” Bridges Weekly Trade News
Digest 8, no. 43 (December 15, 2004).

8. In March 2009, the WTO Council for Trade in Goods approved a request to extend the
waiver for AGOA (as well as for other US preference programs, the Caribbean Basin Eco-
nomic Recovery Act and the Andean Trade Preference Act). AGOA was extended to 2015.

9. Dean DeRosa (2003) predicts even larger gains in terms of Egypt’s exports. Ahmed Galal
and Robert Z. Lawrence (2004) find Egypt to be a strong FTA partner in terms of relative po-
litical importance and the potential of boosting reforms in partner countries. Bernard Hoek-
man, Denise Konan, and Keith Maskus (1998) find that in the absence of an FTA with the
United States, EU and Arab country FTAs would result in trade diversion, to the tune of
about $1.5 billion.
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Table 3.2 Egypt’s revealed comparative advantage (RCA) index
by HS section, 1996-2007 (index value)

HS
section HS section description 1996 1997
| Live animals; animal products 0.25 0.17
Il Vegetable products 3.26 235
1l Animal or vegetable fats and oils and their cleavage 0.35 0.01
products; prepared edible fats; animal or vegetable waxes
\Y Prepared foodstuffs; beverages, spirits, and vinegar; tobacco 0.38 0.62
and manufactured tobacco substitutes
\ Mineral products 5.91 6.45
Vi Products of the chemical or allied industries 0.59 0.66
Vi Plastics and articles thereof; rubber and articles thereof 0.27 0.16
Vil Raw hides and skins, leather, furskins and articles thereof; 0.32 0.25
saddlery and harness; travel goods, handbags and similar
containers; articles of animal gut (other than silkworm gut)
IX Wood and articles of wood; wood charcoal; cork and articles 0.15 0.03
of cork; manufactures of straw, of esparto or of other plaiting
materials; basketware and wickerwork
X Pulp of wood or of other fibrous cellulosic material, waste 0.20 0.177
and scrap of paper or paperboard; paper and paperboard and
articles thereof
Xl Textiles and textile articles 336 3.42
Xl Footwear, headgear, umbrellas, sun umbrellas, walking sticks, 0.34 0.11
seatsticks, whips, riding crops and parts thereof; prepared
feathers and articles made therewith; artificial flowers; articles
of human hair
Xl Articles of stone, plaster, cement, asbestos, mica or similar 0.87 2.88
materials; ceramic products; glass and glassware
XIvV Natural or cultured pearls, precious and semiprecious stones, 0.90 1.37
precious metals, metals clad with precious metals, and articles
thereof; imitation jewelry; coins
XV Base metal and articles of base metal 0.96 0.80
XVI Machinery and mechanical appliances; electrical equipment; 0.01 0.01
parts thereof; sound recorders and reproducers; television
image and sound recorders and reproducers, and parts and
accessories of such articles
XVII Vehicles, aircraft, vessels and associated transport equipment 0.01 0.06
XVl Optical, photographic, cinematographic, measuring, checking, 0.14 0.00
precision, medical or surgical instruments and apparatus; clocks
and watches; musical instruments; parts and accessories thereof
XIX Arms and ammunition; parts and accessories thereof 0.00 5.10
XXI Works of art, collectors’ pieces and antiques 1.95 1.15

HS = Harmonized Schedule
Note: Figures in bold are comparative advantage and in italics are comparative disadvantage.

Source: Authors’ calculations based on UNComtrade Database via World Integrated Trade Solution; US
International Trade Commission (USITC) Interactive Tariff and Trade Dataweb, http://dataweb.usitc.gov.
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1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

0.17 0.31 0.14 0.14 0.23 0.30 0.27 0.30 0.22 0.23
4.30 3.38 3.41 4.06 3.61 3.13 4.08 3.92 3.30 3.62
0.01 0.02 0.02 0.01 0.01 0.02 0.01 0.02 0.01 0.19

0.66 0.63 0.81 0.99 1.52 2.07 2.59 2.37 1.86 0.59

5.30 5.48 4.18 4.54 4.10 4.74 4.32 4.68 5.17 5.15

0.87 0.94 0.77 0.81 0.62 0.67 0.61 0.59 0.62 0.28
0.19 0.24 0.22 0.38 0.31 0.16 0.18 0.15 0.06 0.78
0.25 0.20 0.23 0.24 0.14 0.10 0.13 0.15 0.20 0.46
0.03 0.02 0.02 0.02 0.04 0.02 0.02 0.02 0.01 0.13

0.32 0.27 0.23 0.39 0.29 0.26 0.16 0.28 0.20 0.21

4.57 4.21 3.47 3.14 3.16 2,63 2.49 1.37 0.98 1.06
0.44 0.80 0.36 0.48 4.24 0.49 1.79 0.63 0.75 0.02

1.65 1.94 7.48 2.07 4.24 2.78 1.89 1.07 2.84 1.61

1.74 1.08 1.53 1.86 2.89 3.36 3.65 3.16 3.53 0.35

0.88 0.83 0.67 0.81 0.77 0.46 0.52 0.48 0.31 0.96
0.01 0.01 0.02 0.02 0.01 0.01 0.01 0.01 0.01 0.01

0.02 0.02 0.01 0.00 0.01 0.01 0.04 0.04 0.01 0.01
0.00 0.00 0.11 0.12 0.00 0.11 0.00 0.14 0.00 0.01

5.11 5.67 0.00 0.00 5.73 0.00 5.81 0.00 10.06 0.00
0.88 0.88 0.75 0.81 1.37 1.71 0.92 0.33 0.00 0.01
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The Obama administration will almost certainly subject any new version
of trade promotion authority or future trade agreements to higher stan-
dards on labor and the environment than those in existing FTAs. Presi-
dent Obama has clearly indicated support for including environment,
labor, and other conditions in trade agreements, pledging to find ways in
which trade can help advance “a cleaner environment, a stronger re-
sponse to the challenge of climate change and more sustainable natural
resources and energy supplies.”!? The FTAs will likely also include addi-
tional conditions in areas such as democracy and human rights.!!

The US-Peru Free Trade Agreement is likely to set the stage for labor and
environmental provisions. Congress ratified the pact in December 2007
after Peru agreed to modify the agreement to incorporate provisions con-
tained in the bipartisan agreement on trade in May 2007 between con-
gressional leaders and the Bush administration.!> The Peru agreement
contains all of the provisions on labor rights found in previous trade
agreements plus additional obligations to implement the International
Labor Organization’s (ILO) core labor standards and augment enforce-
ment of domestic labor laws. It also incorporates a cooperation and capac-
ity building mechanism and ramps up transparency by tasking its Labor
Affairs Council to develop guidelines for public submissions on labor is-
sues.!3 Most importantly, these obligations are now subject to monitoring
and enforcement under the agreement’s dispute settlement mechanism.

10. Office of the US Trade Representative, 2009 Trade Policy Agenda and 2008 Annual Report
of the President of the United States on the Trade Agreements Program, February 2009, available
at www.ustr.gov.

11. On the former two issues, all recent US FTAs include provisions on labor and the envi-
ronment. The North American Free Trade Agreement (NAFTA) incorporated such provi-
sions through two additional side agreements negotiated after the original agreement had
already been finalized. The first US FTA to include labor and environment as part of the
agreement’s core text was the 2000 US-Jordan FTA, which mandated both parties to uphold
their existing laws and not relax those laws in order to encourage trade. Negotiators learn
by doing, and subsequent FTAs (US-Singapore 2003, US-Chile 2003, US-Australia 2004, US-
Morocco 2004, CAFTA-DR 2004, and US-Bahrain 2004) have built upon and improved the
original NAFTA model. The US-Chile FTA and CAFTA-DR both contain language stating
that domestic laws should not be weakened in order to attract trade and investment.
CAFTA-DR established new institutional mechanisms—a Labor Affairs Council and an En-
vironmental Affairs Council—to facilitate consultations and a capacity-building initiative.
The agreement set up rosters of experts who could serve as panelists for disputes in the areas
of labor or environment. The US-Bahrain agreement establishes the possibility of setting
up a Subcommittee on Labor Affairs as well as a Subcommittee on Environmental Affairs
and a Labor Cooperation Mechanism.

12. For an analysis of this agreement, see Destler (2007).

13. In an October speech, then-senator Obama stated that “The Peruvian agreement con-
tains the very labor agreements that labor and our allies have been asking for. . .. What I'm
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Like most developing countries, Egypt has traditionally opposed in-
cluding labor standards on the multilateral trade agenda, individually
and as a member of the Group of Fifteen (G-15) developing countries.!4
However, in a poll commissioned by the Chicago Council on Global Af-
fairs in August 2008, 93 percent of Egyptians polled agreed that trade
agreements should include minimum standards for the protection of the
environment and 77 percent felt that trade agreements should include
minimum standards for working conditions.!> Egypt has ratified the
ILO’s conventions on the four fundamental principles and rights at work.
However, critics claim that implementation of these conventions has been
less than complete.!® Such data suggest that US and Egyptian officials
could find common ground for pursuing initiatives to improve working
conditions in both countries.

Finally, before granting any extension of US trade preferences to Egypt,
the USTR would need to consider the impact on other beneficiaries of
development-oriented preference schemes, particularly the LDCs. Table
3.3 disaggregates the top 20 goods imported by the United States from
Egypt under the QIZ program. The first three, all apparel, comprise over
half of the total QIZ imports. The most significant item, in terms of value,
that Egypt exports under the QIZ is men’s or boys’ trousers, bib and brace
overalls, breeches and shorts of cotton, not knitted or crocheted (HS
620342). Egypt’s exports of this item to the United States have grown by
over 42 percent per year since 2005, and Egypt’s share of US imports has
grown from 1.2 percent in 2005 to 3.4 percent in 2008.

At the same time, imports from AGOA recipients declined by 16 per-
cent and imports from the Caribbean Basin Trade and Partnership Act

saying is that the same provisions that we fought for—and that the AFL-CIO and other labor
organizations had been asking for and that weren’t contained in NAFTA—they are in this
agreement” (Philip Elliott, “Obama says only outsider can bring changes that rivals have
failed to enact,” Associated Press, October 9, 2007, available at www.barackobama.com).

14. In response to President Clinton’s suggestion at the 1999 Seattle trade ministerial that
sanctions should be used to enforce labor standards, Egyptian Trade Minister Youssef
Boutros Ghali was famously quoted as saying, “If you start using trade as a lever to imple-
ment nontrade related issues . . . that will be the end of the multilateral trading system—
maybe not this year, but in 10 to 15 years” (Boutros Ghali quoted in Steven Greenhouse and
Joseph Kahn, “US Efforts to Add Labor Standards to Agenda Fail,” New York Times, Decem-
ber 3, 1999).

15. Muslims Positive About Globalization, Trade, WorldPublicOpinion.org, August 2008. The
poll was conducted by WorldPublicOpinion.org in six nations with predominantly Muslim
populations in different regions of the world including Egypt, Turkey, Azerbaijan, Iran, In-
donesia, and the Palestinian Territories, plus the Muslim population of Nigeria.

16. One study found that 16 percent of 83 textiles and ready-made garments firms employ
child labor and that firms with child labor export more than half of their output (Ghoneim
and Grote 2006).
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Table 3.3 Top 20 US imports from Egypt produced under qualifying industrial zones, 2005-08

Imports Growth Percent of

HTS (millions of US dollars) 2007-08 total, 2008

code Commodity description 2005 2006 2007 2008 (percent) (percent)

620342  Men'’s or boys' trousers, bib and brace overalls, breeches and shorts of cotton, 61 151 165 176 6.9 20
not knitted or crocheted

620462  Women's or girls’ trousers, bib and brace overalls, breeches and shorts of cotton, 51 117 143 155 8.2 18
not knitted or crocheted

611020 Sweaters, pullovers, sweatshirts, vests and similar articles of cotton, knitted or crocheted 30 58 68 69 1.5 8

270900 Petroleum oils and oils from bituminous minerals, crude 0 0 0 47 n.a. 5

271111 Natural gas, liquefied 0 0 0 43 n.a. 5

610910 T-shirts, singlets, tank tops and similar garments of cotton, knitted or crocheted 7 29 31 39 26.9 4

611030 Sweaters, pullovers, sweatshirts, vests and similar articles of man-made fibers, 8 29 27 37 35.6 4
knitted or crocheted

610510  Men'’s or boys'shirts of cotton, knitted or crocheted 12 36 38 34 -8.9 4

630260 Toilet and kitchen linen of cotton terry toweling or similar cotton terry fabrics 0 10 20 22 10.7 3

620520  Men'’s or boys' shirts of cotton, not knitted or crocheted 3 16 14 21 49.9 2

610462 Women's or girls’ trousers, bib and brace overalls, breeches and shorts of cotton, 3 16 20 20 1.9 2
knitted or crocheted

630231  Bed linen (other than printed) of cotton, not knitted or crocheted 11 18 17 16 -34 2

610711  Men'’s or boys' underpants and briefs of cotton, knitted or crocheted 2 6 10 12 20.8 1

620341  Men’s or boys' trousers, bib and brace overalls, breeches and shorts of wool or 0 0 2 12 464.1 1
fine animal hair, not knitted or crocheted

620343  Men'’s or boys' trousers, bib and brace overalls, breeches and shorts of synthetic 0 4 15 10 -32.4 1
fibers, not knitted or crocheted

620463  Women's or girls’ trousers, bib and brace overalls, breeches and shorts of synthetic 2 6 10 10 -4.5 1
fibers, not knitted or crocheted

611120 Babies’' garments and clothing accessories of cotton, knitted or crocheted 3 8 9 8 -37 1

610610  Women'’s or girls’ blouses and shirts of cotton, knitted or crocheted 2 4 8 8 -6.1 1

620530  Men's or boys’ shirts of man-made fibers, not knitted or crocheted 4 10 14 7 -49.0 1

620920 Babies’ garments and clothing accessories of cotton, not knitted or crocheted 5 16 10 7 12.0 1
Total West Bank, Gaza, and qualifying industrial zones 266 643 740 874 18.0

Source: US International Trade Commission (USITC) Interactive Tariff and Trade Dataweb, http://dataweb.usitc.gov.



Table 3.4 US imports of men’s or boys’ trousers, bib and brace overalls,
breeches and shorts of cotton, not knitted or crocheted, 2004-08
(thousands of US dollars)

2005-08
Import program 2004 2005 2006 2007 2008 (percent)
Preference programs
African Growth and Opportunity Act
(excluding Generalized System of
Preferences) 278,061 254,572 227,000 201,337 153,103 -16
Andean Trade Preference Act 97,165 156,473 140,815 98,714 85,918 -18
Caribbean Basin Trade and
Partnership Act 800,350 733,569 452,189 128,281 50,914 -59
West Bank, Gaza, and qualifying
industrial zones (QIZs)
Egypt 0 61,337 150,881 164,673 176,092 42
Jordan 47,839 46,139 27,401 4,214 2,253 -63
Gaza Strip 63 0 0 1,283 2,180 n.a.
West Bank 0 0 0 0 0 n.a.
Subtotal 47,902 107,476 178,282 170,170 180,526 19
US bilateral free trade agreements
Australia 0 149 120 66 51 -30
Bahrain 0 0 1,909 14,960 12,478 n.a.
Chile 4,018 2,839 2,109 316 0 -100
Israel 4,629 392 161 114 44 -52
Jordan 2,295 18,129 23,716 26,603 25,188 12
Morocco 0 0 2,287 1,871 1,359 n.a.
Singapore 165 2 61 2 24 129
Regional free trade agreements
NAFTA 1,412,559 1,427,581 1,322,107 1,210,211 1,175,379 -6
CAFTA-DR 0 0 145,526 343,848 328,449 n.a.
No program claimed
Bangladesh 185,535 307,149 529,870 625,832 817,419 39
China 115,478 390,104 420,186 559,391 590,372 15
India 88,256 131,430 183,360 226,111 216,339 18
Pakistan 90,391 115,094 134,372 201,690 221,081 24
Vietnam 135,794 135,742 201,983 233,082 254,135 23
Subtotal 2,172,885 2,408,717 2,847,764 3,076,809 2,099,347 -4
Total 4,820,029 5,109,898 5,344,046 5,273,300 5,188,296 1

NAFTA = North American Free Trade Agreement
CAFTA-DR = Central American Free Trade Agreement-Dominican Republic
n.a. = not available

Source: US International Trade Commission (USITC) Interactive Tariff and Trade Dataweb, http://dataweb.
usitc.gov.

(CBTPA) countries fell by 59 percent (table 3.4). While some of this decline
may be linked to Egypt’s extended preferences, AGOA and CBTPA coun-
tries are more likely to have been affected by the increase in imports from
non-preference-receiving Asian countries. Bangladesh sells 4.6 times
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more and China 3.4 times more than Egypt does to the United States; US
imports from these countries grew by 39 and 15 percent per year, respec-
tively. Another likely source of AGOA and CBTPA competition is CAFTA-
DR, which largely took effect in 2006.17 US imports from CAFTA-DR in
2008 were nearly twice those from Egypt, growing over 125 percent from
2006 to 2008. A more likely competitor for Egypt’s share of the US market
would be Jordan, whose exports under the QIZ program dropped 91 per-
cent from 2005 to 2007. This was partially offset by an increase in US im-
ports under the US-Jordan FTA, but in total, US imports of Jordanian
clothing of this type fell by 52 percent.

To complement the increased market access gained through an ex-
panded QIZ or GSP, Egypt and the United States should work together to
stimulate trade in areas other than textiles. Given Egypt’s low labor costs
relative to many of its textile and apparel competitors, plus its enhanced
market access through the QIZ, it is notable that Egypt occupies such a
low spot in table 3.1. It is clear that market access is not the only issue to
be considered in stimulating Egypt’s exports to the United States. In-
creasing market access can certainly help Egypt get more of a leg up on
other competitors and can, if coupled with appropriate complementary
policies, help create sustainably competitive firms and thus more jobs.
However, additional measures are needed to bolster Egypt’s competitive-
ness in textiles and apparel and to stimulate its export reach into other
areas. These will be examined in the next sections.

Stimulating Services Trade through a US-Egypt Services
Trade Agreement

Services comprise about 45 percent of Egypt’s GDP and account for more
than half of the country’s formal-sector jobs. Developments in the services
sector have a significant impact on the overall economy. Firms’ competi-
tiveness is determined in part by their access to high-quality and low-cost
services. Services are also fundamental to successful international inte-
gration. Particularly in a global economy, the access to and quality of pro-
ducer services such as telecommunications, transport, distribution, and
financial intermediation can have a profound effect on the competitive-
ness of domestic firms. Bernard Hoekman (2006) surveys the literature on
services liberalization and concludes that liberalization of services can
yield significant gains for the economy, potentially more than goods lib-
eralization. Hoekman finds that greater competition in services markets

17. The dates of implementation of CAFTA-DR are March 1, 2006 (El Salvador); April 1, 2006
(Honduras and Nicaragua); July 1, 2006 (Guatemala); and March 1, 2007 (Dominican Re-
public). Costa Rica implemented the agreement in January 2009.
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removes cost inefficiencies and produces welfare gains in the range of 6 to
8 percent of GDP.18

Services sector liberalization generally involves the elimination of mo-
nopolies, privatization of state-held firms, elimination of regulatory bar-
riers to market entry, and development of regulations appropriate to al-
lowing new domestic and foreign firms to compete. In liberalizing
services, policymakers aim to increase the number and type of services
and enhance the quality of services provided. Given the limited tradabil-
ity of services, expansion of the services sector can significantly stimulate
the demand for domestic jobs. The limited tradability of services also
makes attracting foreign investment key to bringing new technology and
management practices into the host country. Table 3.1 shows Egypt lag-
ging behind its competitors in the US apparel market. While market ac-
cess in goods is an important element in Egypt’s competitiveness in this
sector, it is clearly not enough. Nor is Egypt’s low cost of labor. Countries
with higher labor costs and with no preferential access to the US apparel
market outperform Egypt. Egypt must find ways to lower its costs, im-
prove its quality, and increase its efficiency. One sector to target is the ser-
vices sector.

Gains from liberalization in Egypt’s services sector are potentially sig-
nificant. Denise Konan and Karl Kim (2004) found that if Egypt liberal-
ized the services sector related to cross-border trade, welfare would im-
prove by 0.78 percent and real output would increase by 1.07 percent.
Improvement of the climate for foreign investment would net welfare
gains of 6.90 percent and output gains of 11.85 percent. This study was
conducted when Egypt was just beginning to undertake significant eco-
nomic reforms, so current gains would likely be less dramatic. However,
given the importance of the services sector to the Egyptian economy and
the continued existence of barriers in key sectors, gains could be expected
to be significant.

At the multilateral level, Egypt has made commitments in 4 of the 12
sectors covered by the General Agreement on Trade in Services (GATS)—

18. Hoekman (2006) cites Mattoo, Rathindran, and Subramanian (2006), who find that, con-
trolling for other growth factors, countries with open financial and telecommunications sec-
tors grew on average 1 percentage point faster than other countries; Eschenback and Hoek-
man (2006), who find that liberalization in financial and infrastructure services, including
telecommunications, power, and transport are highly positively correlated with foreign di-
rect investment; Arnold, Javorcik, and Mattoo (2007), who show that allowing foreign
providers into the domestic services market has a positive impact on the performance of
domestic manufacturing firms; and Arnold, Mattoo, and Narciso (2006), who find a statisti-
cally significant positive relationship between total factor productivity and the performance
of three services input industries. Konan and Maskus (2006) and Rutherford, Tarr, and
Shepotylo (2006) both find, through separate country studies, that gains from services lib-
eralization far exceed gains from trade liberalization.
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namely construction, finance, tourism, and transportation. Since 2004, it
has also unilaterally opened many sectors to foreign investment. With the
exception of defense-related industries, the manufacturing sector is gen-
erally open to foreign investors. Limitations on certain types of foreign in-
vestment remain, including sectoral exceptions to national treatment in
particular areas. These include construction, maritime and air transporta-
tion, courier services, foreign trading intermediation, and government
purchases (in which there is preferential treatment for domestic bidders).
Some public monopolies, such as in fixed-line telecommunications and
electricity production and distribution, remain in place.!

Egypt is currently negotiating services liberalization with the European
Union under the auspices of the Egypt-EU FTA. Negotiations on liberal-
izing trade in services and the right of establishment were initiated in Feb-
ruary 2008. Topics under discussion include regulatory alignment in in-
ternational maritime transportation services, postal and courier services,
financial services, computer services, and telecommunications services.
They have also included facilitating the temporary movement of natural
persons. It makes sense for Egypt to follow a similar path with the United
States so that it can access knowledge and capital from both major indus-
trial regions.

A US-Egypt services trade agreement should place priority on sectors
that would help Egypt gain international competitiveness. Sectors where
modernization is necessary and in which the presence of US firms could
either introduce necessary competition or bring new technology and man-
agement practices should be given priority. We identify transportation,
construction, electricity, and information and communications as priority
areas, but others could be included. Progress in these areas could help
Egypt better profit from its strategic geographic position and become a
more dominant player in regional transportation, communications, and
outsourcing. We also recommend inclusion of professional services so that
professionals in each country can more easily bring their ideas and talent
to the other country.

Transportation

Egypt serves as an important regional maritime transportation hub, with
the Suez Canal a main artery of global transport and trade. Egypt has
three major ports, at Alexandria, Damietta, and Port Said.?? These rank 37,

19. These are listed in Annex E of OECD (2007).

20. Alexandria handles over 55 percent of Egypt’s foreign trade; Damietta is the leading
container handling port, and Port Said is strategically located between the Middle East and
Europe near the entrance of the Suez Canal.
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93, and 100 in terms of container traffic in the 2007 World Port Rankings.?!
In total, Egypt has 15 commercial and 30 specialized ports—six for
tourism, fourteen dedicated to petroleum, seven for mining, and three for
fishing. The number of containers handled through Egyptian ports in-
creased significantly over recent years, more than doubling between 2003
and 2007, reaching an average of 5 million twenty-foot equivalent units.

Egypt currently retains certain limits on foreign ownership in maritime
transportation. There is a joint-venture equity limit of 49 percent, al-
though greater foreign investment, up to 75 percent, can be made in an-
cillary services, such as port services. Private-sector participation is not al-
lowed in the operation of the lucrative Suez Canal.??

Egypt also has regional potential in the air transportation sector. For-
eign investment in international and domestic airlines is limited to 49 per-
cent, and an economic needs test is required for foreign establishment in
courier services. National carrier Egypt Air’s domestic monopoly has
been progressively curtailed, but international airlines are still prohibited
from operating charter flights to and from Cairo.

Egypt and the United States have an Air Transport Agreement dating
back to 1964, which was modified in 1991 with the addition of a security
article and a limited cooperative marketing agreement in 1997. US and
Egyptian officials have discussed the possibility of an Open Skies air ser-
vices agreement to replace the Air Transport Agreement but talks have
not yet begun. Commercial links are proceeding, however: In 2008 Egypt
Air became a member of the Star Alliance, with United Airlines, Air
Canada, Lufthansa, and others.

Construction

Foreign participation in the construction sector remains limited by explicit
equity restrictions: FDI is allowed only in the form of joint venture com-
panies with foreign equity limited to 49 percent. In some subsectors, such
as electrical wiring and other finishing work, foreign participation is lim-
ited to contracts exceeding $10 million. The construction industry makes
up about 7 percent of Egyptian GDP and supports 8 percent of Egypt’s
employment. The housing sector is governed by Land /Real Estate Law 15
of 1963 modified by Decree No. 548 of 2005 to remove restrictions on for-
eign property ownership in various areas, but foreign individuals are still

21. American Association of Port Authorities, World Port Rankings—2007, www.aapa-
ports.org (accessed on November 8, 2009).

22. Private-sector participation does not seem likely any time soon: The head of the Suez
Canal Authority is quoted as saying that this would be “like privatizing the pyramids” (Fi-
nancial Times, December 17, 2008).
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limited to ownership of two residences in Egypt (although citizens of
other Arab countries are generally granted national treatment).

Electricity

The state-owned Egyptian Electrical Holding Company (EEHC) is re-
sponsible for the generation, transmission, and distribution of electrical
energy. It also owns and operates Egypt’s electricity grid. Electricity gen-
eration was liberalized through Law 100/1996, which allows private firms
to build, own, operate, and transfer electrical power generation plants.

Egyptian firms see the electricity sector as a bottleneck. Egypt experi-
ences on average 8.6 power outages in a month—far more than regional
competitors, as seen in table 3.5. Algeria experiences just over 5 and Jor-
dan about 2.6. Firms estimate that these power outages result in a loss of
nearly 5 percent of sales.

Obtaining an electrical connection in Egypt takes considerable time. An
Egyptian factory owner could wait 143 days to obtain electricity, com-
pared with 37 days for firms in the West Bank and Gaza (table 3.5). This
is high compared not only with MENA countries, where Egypt has by far
the worst performance, but also with the top competitors in the US ap-
parel market. For example, the average wait is 50 days in Bangladesh and
15 or fewer in Indonesia, the Philippines, and Vietnam.

This situation is not expected to improve if changes are not made. De-
mand for power is rising as a result of population and economic growth.
Enhanced competition, including from US firms, could help provide the
infrastructure needed for firms to operate.

Information and Communications

A second promising sector in which the two countries could cooperate to
help boost Egypt’s competitiveness is the information and communica-
tions technologies (ICT) sector. Egypt is already a world leader in pro-
viding wireless technology, with Egyptian company Orascom Telecom’s
operations extending throughout the Middle East, Africa, and South
Asia—reaching markets as remote as North Korea.??

This world class quality is not reflected in Egypt’s own domestic access
to telecom services. Table 3.6 sets out a number of basic communications
infrastructure indicators, comparing Egypt with the MENA region and
with its comp