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• Egypt’s political transition, initiated in early 
2011, continued to negatively impact 
economic output throughout 2012 as growth 
remained muted at 2.2% in fiscal year 
2011/12, following a depressed 1.8% the year 
before. 

• Whereas by November 2012 a stabilisation of 
macroeconomic aggregates and an agreement 
on an economic reform programme, 
supported by the international community, set 
the basis for a much-awaited economic 
turnaround, Egypt’s backtracking led to a 
period of macroeconomic instability that 
lasted well into 2013. 

• Facing an unsustainably high fiscal deficit 
and a vulnerable external position, Egypt 
cannot afford further delays in implementing 
fundamental, if socially sensitive, economic 
reforms, as further postponements will only 
add to the necessary cost of adjustment. The 
difficulties in the political transition, 
highlighted by the situation created following 
the events of July 2013, make this task more 
challenging but also more important. 

Macroeconomic and financial developments 

Two and a half years on from the January 2011 
uprising, the Egyptian economy has yet to initiate 
a period of economic recovery. The political 
instability and uncertainty related to the Arab 
spring, combined with relatively high international 
energy and food prices, brought the economy to a 
standstill for much of 2011, with GDP growth 
decelerating to 1.8% for the fiscal year (FY) 
2010/11 (ending in June 2011). Despite a 
protracted political transition, the economy picked 
up some speed in 2012, supported by a low base of 
comparison. Some early signs of stabilisation were 
visible from the middle of the year, a process that 
was facilitated by some easing of political tensions 
and a moderate recovery of tourism inflows. 
Growth in FY 2011/12 reached 2.2% and 2.3% in 
the first nine months of FY 2012/13 (year-on-
year). However, this moderate pick-up of growth is 
expected to suffer from the renewed political 
instability. 
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The Egyptian economy’s inability to meet the 
employment demands of a young population, in 
the context of a social revolution, remains a 
fundamental concern. Unemployment rose to 13% 
of the labour force by end-2012, up from 9% prior 
to the revolution. Unemployment affects 
disproportionately women (rate of 24.7% 
unemployment despite a low participation in the 
workforce), the youth (77.5% of those between 15 
and 29 years of age are unemployed) and those 
with higher qualifications (31.4% of university 
graduates are unemployed, 85.4% if those with 
intermediate certificates and above are included). 
There are also significant regional disparities in 
unemployment. 

Egypt has traditionally suffered from high inflation 
(annual CPI inflation averaged 12% from 2008 to 
2012), reflecting in part supply-side market 
inefficiencies and uncompetitive market practices. 
While inflation had followed a downward path 
(averaging 4.6% in 2012) since the middle of 2011 
reflecting a negative output gap, it accelerated in 
early 2013 owing mainly to the depreciation of the 
Egyptian pound. As a result, the central bank of 
Egypt’s accommodative monetary policy started to 
be reversed in November 2011, when the Bank 
increased the key policy rate by one percentage 
point to 10.25%. The tightening of monetary 
policy continued in March 2013 as the rate was 
raised further by 50 basis points. Despite the 
central bank’s efforts, inflation is projected to 
increase in 2013 as the negative output gap 
narrows and the expected reform of the energy 
subsidies system – which takes about ¼ of public 
expenditure – allows the price of subsidised 
gasoline to progressively edge upwards. 

By the end of 2012, the Egyptian pound had seen a 
moderate 5% depreciation relative to the pre-
revolution rate. However, renewed political 
instability at the end of 2012 prompted a rapid 
build-up of external pressures leading to a fast 
depreciation of the currency that continued well 
into 2013, amid increasing pressures of 
dollarization of the domestic economy. In this 
context, the central bank established a series of 
controls on the use of foreign currency and 
introduced a new auction regime for foreign 
exchange, which sought to limit the loss of 
reserves while introducing some exchange rate 
flexibility and preventing the development of a 
black market for foreign exchange. Occasionally, 

larger auctions were allowed to facilitate the 
import of essential commodities. There is a clear 
risk that, if the Egyptian pound continues to 
depreciate, further inflationary pressures will build 
up. 

Weaker economic growth, higher energy and food 
subsidies, increases in social expenditure to 
assuage social tensions and higher interest 
payments had the effect of raising an already high 
fiscal deficit before the crisis. In FY 2010/11, the 
first post-revolution budget, the deficit rose to 
9.8% of GDP (up from 8.1% a year earlier), which 
was followed by a new increase in the deficit in 
FY 2011/12 to 10.9%. The FY 2012/13 fiscal 
deficit is estimated to have exceeded by a 
significant margin the level (10.4%) targeted under 
a programme agreed with the IMF at staff level in 
November 2012. By the end of FY 2012/13, the 
budget sector gross debt-to-GDP ratio is estimated 
to have risen by nine percentage points from the 
79% ratio in FY 2009/10. 

Egypt’s external position has mirrored the political 
developments during this time. The current 
account saw a moderate deterioration of the deficit 
to 3.1% of GDP in FY 2011/12. The deterioration 
of the two first post-Revolution years reflects a 
combination of factors, including higher import 
price of commodities, namely oil, but also a 
significant drop in tourism receipts. Oil imports 
alone doubled in two years, from USD 5.2 billion 
in 2009/10 (2.4% of GDP) to USD 10.5 billion in 
2011/12 (4.2% of GDP). Most of the original 
difficulties in the external sector emanated from 
the capital and financial account.  

These balance of payments pressures started to 
ease as of mid-2012 owing to the moderation of 
international energy prices, the resilience of profits 
from the Suez Canal and a gradual pick-up of 
revenues relating to tourism and remittances. For 
FY 2012/13, the current account deficit is expected 
to have declined to 2% of GDP. Also, the drying 
up of outflows of portfolio investments and a 
moderate recovery (although from low levels) of 
FDI had allowed the capital and financial account 
to return to a more comfortable position. 

While the external position was therefore pointing 
to certain stabilisation in the second half of 2012, 
Egypt’s external vulnerability was further tested in 
the context of the political instability that started in 
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November of that year. By end-June 2013, the 
international reserves position was very 
vulnerable, with reserves at USD 14.9 billion, 
down from USD 36.2 billion prior to the 
revolution, despite generous contributions by Qatar 
(USD 7 billion), Saudi Arabia (USD 1.5 billion), 
Libya (USD 2 billion) and Turkey (USD 1 billion) 
since 2012.  

Negotiations with the IMF on a 22-month USD 4.8 
billion Stand-by Arrangement (SBA) concluded 
successfully in November 2012, further to prior 
attempts in the middle of 2011 and in early 2012. 
However, in December 2012, President Morsi 
suspended some previously announced fiscal 
measures, which were agreed with the Fund, and 
decided to withhold temporarily the request for 
IMF assistance. By early 2013, the Egyptian 
economy was suffering, as noted, from fresh 
turbulence, with external pressure building up, 
which prompted the Egyptian authorities to renew 
their request for assistance to the IMF in the 
spring. On the basis of a newly-approved 
economic programme, technical talks were re-
launched with the IMF in April 2013, which 
served to advance, but not conclude the 
negotiations. While both parties were committed to 
reaching an agreement, political pressures, 
including the delay of the legislative elections, 
thwarted any compromise. 

In July 2013, a new phase of Egypt’s historical 
transition was initiated with the destitution of the 
democratically elected President and the 
appointment of the head of the Constitutional 
Court as President of a transitory administration, in 
a context of deep polarisation. It remains to be 
seen what reform programme the new authorities 
will put in place, and whether an agreement with 
the IMF will finally materialise. 

Such an agreement would unlock further financing 
by the World Bank, the African Development 
Bank and MFA and Budget Support from the EU. 
Egypt has officially requested MFA from the EU 
to complement the funds to be made available 
under the IMF programme. This request is under 
consideration by the EU, pending the completion 
of negotiations with the IMF (see also Annex 1 in 
Part II).  

Meanwhile, following the appointment of a new 
administration in July 2013, some GCC countries 

immediately indicated their willingness to provide 
additional financial support to Egypt in the amount 
of USD 11 billion. This includes USD 5 billion 
from Saudi Arabia, USD 4 billion from Kuwait 
and USD 3 billion from the United Arab Emirates. 

Structural reform challenges 

Provided that a national consensus is built around a 
structural economic reform programme that 
guarantees macroeconomic stability and fiscal 
sustainability, Egypt has the potential to bring up 
its growth potential to pre-crisis levels. However, 
in contrast with the pre-crisis years of high 
economic growth, which resulted in little 
employment creation and deepened the unequal 
distribution of income, Egypt’s future economic 
model needs to support a job-friendly, inclusive, 
economic environment, led by the private sector, 
which meets the economic aspirations of a young, 
and growing, population.  

In addition to the abovementioned pressing 
macroeconomic problems, the Egyptian economy 
suffers from a number of structural weaknesses 
and market distortions, which have constrained for 
decades the country’s capacity to grow and 
generate employment opportunities for its fast 
growing population. The labour market, in 
particular, is inefficient owing to rigid laws for 
hiring and firing, a large informal sector, low 
participation of women in the labour force, and 
significant skill mismatches between supply and 
demand, not helped by a poorly developed 
educational system. Public finance management 
standards are weak, in particular relating to budget 
transparency, statistical coverage and governance, 
public procurement, internal and external audit. 
Egypt must reform its inefficient system of energy 
and food price subsidies while strengthening the 
social safety net. There is also the need to reform 
the tax system in order to increase tax collections 
while increasing progressivity. 

Two waves of financial sector reforms carried out 
since 2004 were successful in consolidating and 
strengthening the banking sector. At the same 
time, however, financial intermediation in Egypt is 
still underdeveloped, and corporate lending is 
uncompetitive, having traditionally focussed on 
large bankable projects, at the expense of SME 
financing. In addition, some industrial sectors 
where oligopolistic market structures prevail – 
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mining, textiles, cement or steel – have benefited 
from implicit subsidies through under-priced 
energy inputs (recently eliminated) and from 
below market rate loans.  

The difficult political transition process has limited 
progress with these structural reforms. A window 
of opportunity opened after the democratic election 
of a new President and his appointment of a 
Cabinet in the summer of 2012, and the Egyptian 
authorities’ determination to come up with a 
home-grown economic programme that would be 
the basis of the arrangement with the IMF. Indeed, 
the programme agreed with the IMF at staff level 
in November 2012 included reform measures in 
the tax area (e.g., the harmonisation and 
broadening the income tax, the unification of the 
corporate tax rate, and the reform of the general 
sales tax with a view to introducing a value added 
tax in due time). It also included a two-stage 
reform of the energy and food subsidies system, 
starting with some relatively uncontroversial prior 
actions, before a full reform of the gasoline and 
mazout subsidies system would be launched in 
April 2013. These reforms would have been 
accompanied by a revised social safety nets 
system, supported by the World Bank and other 
donors, to limit the impact of the reforms on low 
income households. However, the implementation 
of much this reform strategy has, as noted, been 
delayed and now it remains to be seen what 
strategy the new administration will put in place. 

Risks and outlook 

Despite multiple challenges, Egypt’s economy had 
managed to regain some stability by the autumn of 
2012. Crisis management measures had allowed 
Egypt to avoid falling into recession – Egypt 
recorded only one quarter of negative growth 
(Jan-Mar 2011) – and to prevent the development 
of a black market for foreign currency, a bank run 
on domestic deposits, or a disorderly depreciation. 
Given the circumstances, these were no small 
achievements. 

However, by mid-2013, political instability, the 
backtracking on the economic reform programme 
and the postponement of the SBA with the IMF 
steered the economy back into a vulnerable state. 
International reserves levels are critically low 
despite generous contributions from foreign 
donors, the fiscal targets for FY 2012/13 are 
estimated to have been missed by a considerable 
margin, the financing of government debt is 
becoming increasingly expensive, and two and a 
half years on, the aspirations of a population 
hungry for jobs and economic inclusiveness are yet 
to be met. 

Egypt is now, more than ever, faced with an urgent 
need to implement measures that both ensure 
macroeconomic stability and set the ground for 
sustainable and inclusive growth in the medium 
term. The outlook for the Egyptian economy 
hinges on the country’s capacity to manage its 
complicated political transition in a peaceful 
manner and the determination of the interim and 
future administrations to address the vulnerable 
macroeconomic situation as well as the underlying 
structural economic problems. The main risks to 
the outlook relate to further potential delays in 
adopting robust economic adjustment reform 
measures, in concluding the programme with the 
IMF. While the large fresh assistance pledged by 
the GCC countries can provide a welcome 
breathing space until such a programme is put in 
place, it cannot substitute for it. Another 
significant risk stems from the intensification of 
the political tensions in the region, possibly as a 
result of the prolongation of the Syrian conflict and 
the intensification of its spill-overs on 
neighbourhood countries. Such a scenario could 
also hurt Egypt by pushing up oil prices. Finally, 
despite its economic and financial links with the 
GCC countries, which play a buffering role, Egypt 
is exposed to a protracted period of weak growth 
in the euro area economy as elaborated in Part III. 
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Table IV.2.1:
Egypt - Main economic indicators 2009 2010 2011 2012 2013

projection

Output and prices
   Real GDP (% change) 4.7 5.1 1.8 2.2 2.4

   GDP nominal (USD billion) 188.6 218.5 235.7 255.0 257.3

   GDP per capita (USD) 2,366 2,694 2,857 3,032 3,005

   Inflation (average, %) 11.8 11.1 10.1 7.2 8.2

Social indicators
   Unemployment rate (survey based, %) 9.4 8.9 12.4 13.0 n.a.

   Population (million) 79.7 81.1 82.5 84.1 85.6

Fiscal sector
   General government revenues (% GDP) 27.1 22.2 19.3 19.7 21.8

   General government expenditures (% GDP) 33.7 30.3 29.3 30.5 34.8

   General government balance (% GDP) -6.6 -8.1 -9.8 -10.9 -13.1

   Gross government debt (% GDP, end-period) 80.9 79.4 82.3 85.0 88.8

Monetary sector
   Key policy rate (%, end-period) 9.25 9.25 10.25 10.25 10.75

   Domestic credit to the private sector (% change) 5.1 7.7 1.0 7.1 7.2

   Broad money (M2% change) 8.4 10.4 10.1 8.3 15.4

External sector
   Trade balance (% GDP) -11.9 -11.5 -11.5 -12.3 -12.1

   Current account balance (% GDP) -2.4 -2.0 -2.6 -3.1 -2.0

   Net FDI (% GDP) 3.6 3.7 2.3 0.8 0.2

   Gross external debt (% GDP) 17.8 15.4 14.8 13.5 16.9

   Gross official reserves (USD billion, end-period) 31.2 35.1 26.6 15.5 n.a.

       In months of next year's imports 5.8 6.9 4.7 2.7 n.a.

Exchange rates
   Exchange rate (EGP per USD, average) 5.55 5.63 6.10 6.07 6.82

   Exchange rate (EGP per EUR, average) 7.72 7.46 7.98 7.83 9.07

   Real effective exchange rate (% change, + is appreciation) 20.9 8.0 0.9 2.0 n.a.

* Fiscal year ends in June 30th
Sources: Central Bank, Ministry of Finance, Central Agency for Public Mobilisation and Statistics, IMF, EIU, Commission calculations


