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Introduction

Egypt’s growth follows a “stop—go” pattern. Expansions rely mainly on labour-force growth and capital deepening, while total factor
productivity stagnates and output per worker lags peers (Zaki, 2022).

A large state footprint and structural dualisms bias activity toward non-tradables and the public sector. The export base is narrow and low-
complexity, and private fixed investment is only about 6.3% of GDP, around one-fifth of typical middle-income levels (World Bank, 2024).

Institutional frictions and weak governance weigh on the business climate. Egypt scores 30/100 in the Transparency International
Corruption Perceptions Index (Transparency International, 2025).

External vulnerabilities intensify productivity constraints. Public debt is about 92% of GDP in FY 2024/25, external debt 38.8% of GDP, and
repeated devaluations have increased debt-service costs (Central Bank of Egypt, 2024).

Since the mid-2000s, reform waves have tried to lift productivity. Key steps include early liberalisation and privatisation, the 2016 IMF-
supported stabilisation, post-2017 business and social reforms, and recent State Ownership Policy, Al, and climate strategies that aim to
crowd in private investment.



Table 1 — Major policy initiatives (2004-2024)

2004-2008 Liberalization Tariff cuts, new tax code (flat 20% rate), large-scale privatizations of state enterprises; Egypt—EU Association
Agreement enters into force.

2006-2010 Business Climate Reforms Simplified licensing and one-stop shop (Investment Law 2007); creation of industrial zones and “Smart Village” tech
park; streamlining customs procedures.

2014-2016 Fiscal & Energy Reforms Gradual fuel subsidy cuts (2014-); new VAT tax (2016); launched Takaful and Karama cash transfer programs (2015) to
replace generalized subsidies.

2016 IMF Stabilization Program Floated the Egyptian pound (November 2016); fiscal consolidation (deficit from 12.5% to 7% of GDP); foreign
investment laws and bankruptcy law (2017); Investment Law (2017) with incentives; Industrial Licensing Law (2017).

2018-2019 Human Development Initiatives Education reform “Education 2.0” (curriculum overhaul, tablets for students); Universal Health Insurance Law (2018)
to expand healthcare; Technical and Vocational Education and Training (TVET) strategy launched.

2019-2021 Digital and Logistics Upgrades “Digital Egypt” strategy (e-government services, fintech and telecom expansion); rollout of a National Single Window
for trade (NAFEZA) ; investment in ports, the Suez Canal expansion (completed 2015).

2022 State Ownership Policy & Privatization Adoption of the State Ownership Policy document (2022) delineating sectors for state exit; revival of privatization via

offering stakes in state-owned banks, energy and logistics companies; launch of the “Asset Monetization” program to
attract private investment into state assets.

2022-2024 Competition Reforms Amendments to the Competition Law (Dec 2022) introducing pre-merger control and higher penalties/8];
empowerment of the Egyptian Competition Authority; public procurement reforms (local preference limits eased).

2023 Macroeconomic Adjustments Successive pound devaluations (2022-2023) to correct overvaluation; interest rate hikes to counter inflation;
negotiations for additional IMF support; efforts to reduce external imbalances (e.g. import restrictions, then gradual
relaxation).

2023-2025 National Al Strategy National Artificial Intelligence Strategy (2023-2030) aiming to train 30k specialists and foster 250 Al startups;

2023-2025 Climate Strategies National Climate Change Strategy 2050 (LTS) and update of Nationally Determined Contributions (NDCs).
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Composition growth

Recent growth is suboptimal for productivity. GDP has relied on
public spending and household consumption, not high-productivity
private investment or exports (World Bank, 2024).

Private investment averaged only 6.3% of GDP over the past decade. oL | | | | |
This points to state-led megaprojects, construction booms, and 1980 1990 2000 2010 2020 2030
consumption as the main drivers, with weak spillovers to total factor ear

productivity (World Bank, 2024).

GDP structure by sectors (% of GDP) — Egypt (1980-2023) (Data: World Bank)
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Manufacturing is modest at about 15% of GDP in 2023. Higher-value
tradables are underdeveloped, while activity is concentrated in real
estate, construction, and other non-tradable services (World Bank,
2024).
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Services rose from about 42% of GDP in the early 1980s to just above
50% today, agriculture fell to roughly 11%, and industry stayed
around 15-18% with no clear upward trend (World Bank, 2024).

20F

10}

1980 1990 2000 2010 2020
Year



Export structure

Egypt's export base is narrow and dominated by low-technology

. : Egypt — Exports & Imports of goods and services (% of GDP
products, which limits learning-by-exporting and scale efficiencies 45 gypt — Exports & Imports of goods and services (% of GDP)

Exports (% of GDP)
Imports (% of GDP)

Exports of goods and services are about 16.38% of GDP(World Bank, %[

2024).
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Economic sophistication has improved only slightly, with Egypt’s
Economic Complexity Index rank moved from 72nd to 64th over two
decades (World Bank, 2024).
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Industrial competitiveness remains constrained with a rank of 68th
out of 153 countries, signalling limited diversification into medium-
and high-tech manufacturing (UNIDO, 2025).
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Egypt accounts for about 0.25% of global exports of goods and
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services in 2023(World Bank; The Global Economy, 2023).
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The exports-to-GDP ratio has stayed around 10-20% for several Exports and imports of goods and services as a percentage of GDP in
decades, while imports consistently exceed exports, creating a Egypt (1980-2023). (Data: World Bank)

persistent trade deficit.



Innovation capacity

Egypt’s innovation system mixes strong assets with structural gaps. It
has many young graduates, a growing tech startup scene, and R&D
centres in universities and public institutes.

R&D spending rose from about 0.72% of GDP in 2019 to around
1.02%. This is high for a middle-income country, but still below
advanced economies (UNESCO, 2020; WIPO, 2024).

The Global Innovation Index reports 841.4 researchers per million
inhabitants in 2022, up from the mid-2010s (WIPO, 2024).

Egypt ranks 89th of 132 economies in the Global Innovation Index
2022, and resident patent applications were 589 in 2022, indicating a
low conversion of research into patents and productivity gains (WIPO,
2024).

Startup funding reached about USD 491 million in 2021 (mainly
fintech, logistics, e-commerce)
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Human capital

Egypt improved access to education and health, but human capital remains
weak. The Human Capital Index is 0.49, so a child reaches only 49% of
potential productivity (World Bank, 2020; World Bank, 2023).

Enrolment is high, but learning is poor. Years in school translate into far
fewer effective learning years.

Health outcomes are better, yet stunting still affects about 22% of under-
fives, with long-term cognitive and productivity losses.

A strong skills mismatch persists. Employers report shortages in technical,
vocational, and digital skills despite many graduates.

Education 2.0 promote competency-based, digital learning, but gains will be
gradual (World Bank, 2024).

Women’s potential is underused: female labour force participation is about
15%. With population growth near 1.4%, Egypt must improve skills and
create high-productivity jobs to avoid a demographic burden (World Bank
Gender Data Portal, 2025).

Egypt — Enrolment & Completion Rates (Primary/Secondary/Tertiary)
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Labor and demographics

Egypt’'s demography is young: about 114.5 million people in 2023, with a
median age near 24.5 years (World Bank, 2025; UN DESA, 2024).

Job creation is slow. Overall unemployment is about 7.2% in 2024, while
youth unemployment is around 18.7% (World Bank, 2025a; FRED, 2025).

Around 66% of workers are informal, typically low-paid and without social
insurance. Overall labour-force participation is 42-43%, with female
participation near 15% (World Bank, 2025).

Public hiring is fiscally constrained, and SME/entrepreneurship programmes
remain too small to absorb new entrants.

Population growth slowed to about 1.4% in 2023, easing but not removing
pressure to educate and employ new cohorts.

Egypt faces a twin “productivity-and-jobs trap”: too few high-productivity
private-sector jobs and low participation of women and youth prevent
human capital from translating into sustained productivity gains.
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Egypt - Poverty headcount ratio (Living standard index)
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External transitions reshape the trap

Productivity Driver Al and Automation Impact Climate Change Impact Fragmentation Impact

Growth Composition

Export Structure

Innovation Capacity

Institutional Quality

Human Capital

Labor
Demographics

Automation shifts sector contributions
(risk to low-skill sectors, new digital
industries emerge).

Erosion of labor-cost advantage; need
for digital exports (IT services, Al-
enabled processes).

Opportunity to leapfrog via Al if
adopted; risk of widening tech gap if

not (Al frontier moves ahead).

Must regulate Al (data, privacy) and use

govtech (Al in public services) -
demands agile institutions.
Upskilling imperative (Al-ready

workforce); risk of job displacement for
routine skills.

& Job polarization (high-skill Al jobs vs.

loss of some low-skill jobs); need labor
reallocation programs.

Green transition redefines winning sectors
(need shift to sustainable industries; high-
carbon growth model unsustainable under
CBAM).

Carbon-intensive exports face tariffs (steel,
fertilizer hit by CBAM; must green export

mix); climate disruptions threaten agri-
exports.

Urgent need for clean-tech innovation
(renewables, adaptation tech); climate

finance can fund R&D if institutions can
absorb it.

Need institutions for carbon pricing, MRV,
and climate resilience planning (currently

limited capacity).

Health and education threatened by climate
stress (heat, disease, resource diversion);

new green skills needed (e.g. solar
technicians).

Large employment sectors (agriculture,
tourism) vulnerable to climate change;

potential climate-driven labor migration.

Geopolitical realignments alter FDI and trade
flows (potential loss of some growth engines,
need for diversified growth partners).

Trade blocs reshape export markets (e.g. pivot to
African & BRICS markets; risk of protectionism
reducing global demand).

Possible restricted tech transfer (great-power
tech wars); can leverage multiple partners for
technology (e.g. China for telecom, West for
pharma).

Requires diplomatic and regulatory agility
(manage multiple trade regimes, sanctions,
currency swaps under different blocs).

Migration of talent (brain drain or returnees)
fluctuates with global tensions; remittances
from expatriates at risk if host regions face
instability.

External job markets (Gulf, etc.) uncertain under
geopolitical shifts; need to create more jobs
domestically for growing youth population.



Al readiness and the diffusion gap

Egypt recognises Al’s potential, but diffusion is still limited. The National Al Al Preparedness Index (2023)

Strategy 2025-2030 targets 30,000 Al specialists and 250 Al-driven firms by 1.0y
2030 (ITIDA, 2025).
0.8
In 2023, Egypt ranked 62nd in the Government Al Readiness Index, showing "—:"
basic capacity in strategy, data, and digital government (Oxford Insights, S 0.6}
2023). 5
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Ecosystem visibility is rising. Cairo will host the Al Everything Middle East & E
Africa 2026 summit, highlighting Egypt’s regional convening role (Daily News 02
Egypt, 2025). '
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Talent pipelines are expanding through partnerships such as MCIT-IBM oyp
SkillsBuild, a five-year programme to train 100,000 Egyptians in Al and related
skills (OECD, 2025). Source: IMF, Government Al Readiness Index (2023).

Firm-level adoption remains uneven. OECD reviews point to digital gaps and
weak capabilities in SMEs that limit the uptake of advanced tools, including Al
(OECD, 2025).



CBAM - Carbon hurdles for exports and MRV readiness

Egypt - CO2 emissions (metric tons per capita)
2.4+

Egyptian industrial exporters will be directly affected by the EU

Carbon Border Adjustment Mechanism (CBAM) 20

Around 6% of Egypt’s total exports fall under CBAM. This includes £ 27|

about 75% of iron and steel exports, 70% of aluminium exports, and
50% of fertiliser exports, implying significant margin pressure unless
carbon intensity falls or markets are reoriented (Gritz & Zachmann,
2024).
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During the transition period, exporters must report embedded CO, ,,|
at product level using EU-standard templates and methods. This is a 1990 1995 3000 5005 5010 2015 3020
major challenge for firms with little experience in carbon accounting Year

These efforts need strong support through concessional finance and
clear domestic incentives. Otherwise, Egyptian exporters risk higher Source: World Bank, World Development Indicators.
reported emissions and rising effective carbon costs at the EU.



Fragmentation and Egypt’s geo-economic strategy

Global governance is shifting toward rival blocs. Egypt responds with a multi-aligned geo-economic strategy.
Egypt joined BRICS in 2024 to widen financing and South—South ties, while keeping strong links with Western and Gulf partners.

It aims to become a regional manufacturing hub in electronics and automotive, which requires a better business climate and
transparent, rules-based incentives.

Gulf partners have provided key finance and projects in crises, but Egypt must stay neutral on issues like Ukraine to avoid losing
support from any side.

Regionally, Egypt seeks to offset fragmentation by deepening AfCFTA and COMESA, expanding logistics to East Africa, and piloting
some local-currency settlements, while still relying on IMF programmes and global markets.

Strategic gains depend on securing energy flows, maximising Canal and port trade, and leveraging diplomacy, but rising polarisation

could narrow room for manoeuvre; macro credibility and regulatory predictability will decide whether this brings durable investment
and market access.



Policy recommendations

Rebalance growth towards tradables: Redirect public spending from low-return construction to export-oriented “missions” in electronics,
automotive components, and green chemicals, backed by plug-and-play supplier parks and a credible fiscal/FX framework.

Upgrade skills and use all talent: Complete Education 2.0, scale dual TVET and modular upskilling (50,000 workers/year, 70% in SMEs), and
raise female participation via childcare vouchers, safe transport, and payroll tax credits.

Crowd in private innovation: Introduce a 150% super-deduction for private R&D, matching grants for university—firm projects, and mission-
oriented hubs (Al for industry, clean-process manufacturing) targeting 100 pilots and 20 spinouts in two years.

Make institutions faster and more predictable: Enforce a 30-day golden licence decision, digitise key permits and tax interactions with
universal e-invoicing/e-receipts, strengthen competition powers, and roll out commercial fast-track courts with 180-day targets.

Leverage geo-economic positioning: Operationalise AfCFTA routes (two Ro-Ro corridors), negotiate an EU friend-shoring package with green
PPAs in SCZone sites, and build a targeted FDI pipeline (10 anchor projects, 300 certified suppliers in 24 months), all CBAM-compliant.

Formalise and protect workers: Move 200,000 viable informal firms into a three-year simplified regime (one-stop registration, flat tax, e-
invoicing, portable social insurance) and expand conditional cash transfers linked to attendance and skills.

Promote inclusive, green urban growth: Launch a youth employment guarantee in lagging regions and procure 1,000 electric buses with
low-emission zones in Cairo and Alexandria to improve health, mobility, and productivity.



Five key takeaways

Egypt is caught in a productivity-and-jobs trap, with growth driven by construction and the state rather than high-
productivity private investment and quality jobs.

The export base is narrow and low-tech, leaving Egypt only modestly integrated in global value chains and increasingly
exposed to CBAM and green standards.

Innovation and Al potential are underused, as rising R&D and startups are not yet matched by strong business R&D,
university—industry links, or SME adoption.

Human capital is not fully productive, because weak learning outcomes, skills mismatches, informality, and very low
female participation prevent the youth bulge from becoming a growth dividend.

Institutions will decide the outcome, since faster, more predictable rules and credible geo-economic positioning are
essential to crowd in private investment, green upgrading, and inclusive growth.
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