
INDUSTRIAL SECTOR 

STRATE~Y ASSESSMENT 

EXECUTIVE SUMMARY ON COMPARATIVE 

ADVANTAGE 

REPORT SUBMITTED TO U.S .. A.I.D. 

BY 

ROBERT B. LUCAS 

BOSTON UNIVERSITY 

AUGUST 1981 



./ (
/ 

The Egyptian Manufacturing ~ector is likely to eiperience very 

substantial investment and expansion over the next few years. 

Such e~pallsion is certainly essential both for raising general 

levels of income and for insuring provision of eInployment for 

Egypt's growing labor force. 

But in pursuing this expansion, several elements must be borne 

in mind for effective use of limited investment resources. 

Certainly the current planning practice of assuming j.nvestment 

must be directed to closing 311 gaps between domestic production 

and consumption is wo~fully inadequate. High priority must 

be given to job creation through ~nvestment, particularly 

recognizing the skill composition of the Egyptian economy. 

But these jobs must be productive ones or the economy will. 

stagnate. 

In turn this brings us to the difficult issue as to ! ... hat is 

meant by "productive." Essenti.ally, the Egyptian economy should 

be directed to some healthy balance of import substitution 

and export promotion. Import substituion is the repl~c8ment 

of current imports by domestic production with a view to 

both employment creation and saving on foreign e~cC'hange. 

Export promotion is the development of export products and 

markets with the same aj.m in mind. Both are worth pursuing 

both because they expand employment and hence incomes, and 

because they save or earn foreign exchange. Thus "productive" 

jobs should be defined as ones which both keep the ~osts of 

job creation down and are effective in replacing current 

imports or furthering exports. 

The system of prices existing within the domesti~ economy of 

Egypt is not a good guide line to such notions of "productivity" 

This is true of commodity prices which do not reflect the rlmount 

of imports which would be displaced by domestic production 

or of foreign exchange earned through exports, because of 

th8 pervasive system of price controls, subsidies, import 

duties, and taxes. But in addition, the price or wage of labor 

does not really reflect its trne cost to society, for at present 

wages in manufacturing the~e are several applicants for. 

each ion and not ull find jobs. 
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It Is con<;e'luently important to direct future investment to rrnductive 

job creation whf'lrl') productivity is defined in terms of realsocinl pricns 

(shadow prl~psl which reflect relaTive scarcities of goods, l~hQr and 

capl tnl, rathRr than in financial terms defined by preval I ing prices. 

In a ulmp;'lninn rnpAr, WA have examined some of th~ potenti'll (Jrt){l:' for 

investment i rl Egypt In th8se terms. That paper ---- "Comri'lr<lt i ve /\dvan

tage in EqYi1tlan Milnufnr:turlngll --- draws both on resui 1s from rdhHr 

studies and und(>rt"l,.l')s n~w calculations. Both have been s8vl"r o ly 

restrictfld ~I't' I imi tpd i'lccess to existing data. If such dat;:-I werp 

made ovai l<llolr>, far m()re rei iable estimates could be undertakl?n, 

but meanlorhilA the rl"sults di:;cussed here, although of varylnfj f]lJnlity, 

seem to he nljf- milin sourr::e of guidel ines for futurf> investw-mis. 

BeforA pmr:P"Jding to discussion of the impl ications of th(1sp. r:ilir:uIC'ltions 

IJn a sector by sect()r basi s, r may however notf> two add I Ilona I poi nts. 

First, ()ur evldflnce "i1pi les only to existing industries in Egypi. 

Soc i <:III Y at 1 nct I ve investments rnay ex i st in fie Ids where [gypt is 

not now produ(:ing (!-()ys, calculators, etc.), but to PYilminp Ihie; would 

reClu i re dr~i i'l i I nd I nf()rmat i on on products now producpd --- I nforrla 1 i ()n 

not mi'lde ,wCli l<'lhl8 t() this study. In addition, new inV8c:ir'1pnts pven in 

existing linAS but C'ldop~lng different technologies or rri1ctir.p:, fn,m 

thosn in 0xistence mhy i1rove socially profit<'lble though current practices 

do no!- ~rr~nr so. 

Second, it is important for Egypt to cOl1sider Investment in a diversified 

range of industries. Why not invest only in that one Sf'ctor which has 

the highes1 <;f)elal retlJrns? At le"'lst three f"f'ac;ons mi'ly t->~ Cii"0d: 

(8) H0wevAr good nne's inf()rmatlon,. one Ci1n n8VFlr ;--8 'lui 1(' '-,lJI-t> 

thIs single industry is indeed best~ 

(b) 
SincE' w()rld markets, ter:hnology.mdothl"'r fClei",x'?- may shi f t In 

unpr(>riic!-;)hle Wi'lys, i1' is worth spn'!adnng- t-hA ri<;kc; t->y devAloring 

" r",-:ngf' of Industries. 
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(c) Expansion of 0ne sector alone may Incur diminishing returns 

i n tha t sec tor, for examp I a a s some ma tr:>r I '11 Input cnrnos 

incrPAslngly into short supply. 

WiUl this in mind -th8 next section examines each seclor in turn. 

The resulls irldki1te HI;::Jt there are existing sectore; in the Egyptian 

economy whi.-:h \~arT;:Jnt further investment when viewAd in ilppropriate 

pricl."s, 8v.,n tholJ<)1i the reported financial rate of retlJrn rnny be low-

such ;~s tll(! Ci)<",P ()f CenIFJnt. en the other hand, A prr;ouct such ilS 

aluminilJln i'~ so ~xp'3nSiV8 to prlJduce when vit=wed In npprnpriatp price:, 

as to cer·-t .... inly not warri'lnt expansion, even though it now SIJccpssfuly 

exports. 

Individual I'ecorrrnendatl()nc; cannot be made with great confiopncp ()"Iing 

both to the very restricted Access to data and to th8 i:nhel1Pmt" uncer-

talniies in such c~lculatl()ns, but our best apprcxirnatl()ns may be 

dlvidpd inlf) rhree mrlin r:lassess --- recommended, rnr1rgini'l1 ;1I111 n()t 

r pr.cmlmOf1 ned. 

I. Areas wherA furth~;- investment seems warranted. 

i) Food Industry 

food flavors 

vegetable oils 

Jams and ~'rmeli1oes 

biscuits 

confectionary 

starch 

i I) Soft drln~s I SOdAS 

iii ) T Ij)( t I I e s 

i v) 

v) 

vi) 

vii) 

vii i) 

rayon f i lament 

nylon carpets 

Lenther products (especially bags) 

So t I()n IJnderVle8r 

C()smAtics 

Cpm8nl 

Hi r.yr: I es 
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2. fire;)') \Vh~re furth8r Investment probably is worthwhile ihnUJh ';(,me 

may bf' m~rgifldl cnses or uncertain. 

I) Food Industry 

sugar 

preserved bei'lns 

juices and sherbets 

ii) Ciqnl",:>ttes 

Iii) C·dton textiles, but only if bas8d on imrodeti '~h()rt 

sti1rle (Cotton. 

Iv) 

v) 

vi) 

v Ii) 

vii i) 

fleryl ic ann polYAster fibres. 

Final wear In gpnerQI 

\voociAn furn i ture 

P~rer prorluctinn 

Chemicals 

phosphate ferti I i7pr 

perfumed 0 i Is 

PVC 

synthetic leathpr 

po I ymers and pll1.nts 

f:.c) IInnmp t;) I I Ie rroriur: ts 

ti Ips 

cement bricks 

~,:1n i ti1ry Wilre 

x) Eng I n~er Ilig rrodlJ ets 

televisions 

refrigerators 

waShing machine~ 

air conJitionin9 w;)11 IIPi t'i 

sewin~ machinec: 

enamel ware 

batter i es 

http:ihr,u.jh


xi) Rllbber tires 

01 I, fuel and air f i I ters 

elec·trlc cabl,~s 

automatic bakery linf's 

3. Arpa" n(')~ rpcrommended for expansion 

i) Fnnrl Industry 

Ii) fl. r~ i f i r.il;; I fib r"! S 

tomato products 

frozen products 

canned fish 

nylon f i I amant 

rayon staple 

1 i i) Nitrogen Fartil izer 

Iv) Iflon and steel pl<Jnrs at least of thp, 11p.lwnn type 

v) Aluminium 

vi) Stp,el structures for constructinn 

vii) lI.u tornno i 10<; 
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As In studi~s nf m<lny nther (:f')Untries, the advnnt<lge<:'lJ<; Group of 

products is (]8n8r;::1IIy based gi~her en local materials (vogl~t;lhIA nils, 

r.:onfpc:tinnrtr-y, IfO'i'dhpr, c~ment) nr is labor int"!nsi·/I"' rt-"ryc:le<;). 

Mnreov"!r, il'F'lin in line with stuciies of other cQuntri.:">(" ~!"l find 

the le<lst ldv.lntnC]MUS most prntf'ct<:!d by the nrfcp sllurlurl"' or 

c;lJbc;ldisAd· (ir'-'n <lnd <ite"!l, Automobiles) and thA m(lc;t-Hiv;:Jntilqr>nuc; 

dlscnur-olgpd through fHir.e controls on outputs iJllrl i(lxPc; Cjn inputs 

(cement,·lnPither). In turn, the prot<:!ction of I~"'s ndV;)nt,l'-J"('U'; ~.nc:1(\rc; 

C(lf1 r~71Yp it very difficult for industries usinq their- rrnl~t/ctr, fl<; 

itlruts I() C"Mf"",tA. Such Ls the case with the prntpctinn ,--f r1nn1l'~stfc 

stel=>l h;urninq Ihe Pflgine"!rlnq soctor, and poe;sit-.ly tilp innrfi .... j·-nr:-',' 

i'lnd I()w r;l/71 1 j Iy nf nuiput in cntton texti lee; in /-pt.,,'diflfl Iho r i:I;'1 

WPn r "·r>c I (II' • 


