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The Euro-Mediterranean Consortium for Applied Research on International Migration (CARIM) was
created in February 2004 and has been financed by the European Commission. Until January 2007, it
referred to part C - “cooperation related to the social integration of immigrants issue, migration and
free circulation of persons” of the MEDA programme, i.e. the main financial instrument of the
European Union to establish the Euro-Mediterranean Partnership. Since February 2007, CARIM has
been funded as part of the AENEAS programme for technical and financial assistance to third
countries in the areas of migration and asylum. The latter programme establishes a link between the
external objectives of the European Union’s migration policy and its development policy. AENEAS
aims at providing third countries with the assistance necessary to achieve, at different levels, a better
management of migrant flows.

Within this framework, CARIM aims, in an academic perspective, to observe, analyse, and predict
migration in the North African and the Eastern Mediterranean Region (hereafter Region).

CARIM is composed of a coordinating unit established at the Robert Schuman Centre for Advanced
Studies (RSCAS) of the European University Institute (EUI, Florence), and a network of scientific
correspondents based in the 12 countries observed by CARIM: Algeria, Egypt, Israel, Jordan,
Lebanon, Morocco, Palestine, Syria, Tunisia, Turkey and, since February 2007, also Libya and
Mauritania. All are studied as origin, transit and immigration countries. External experts from the
European Union and countries of the Region also contribute to CARIM activities.

The CARIM carries out the following activities:
- Mediterranean migration database;
- Research and publications;
- Meetings of academics;
- Meetings between experts and policy makers;
- Early warning system.

The activities of CARIM cover three aspects of international migration in the Region: economic and
demographic, legal, and socio-political.

Results of the above activities are made available for public consultation through the website of the
project: www.carim.org
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Abstract

This paper describes the evolution of the main financial inflows into the MENA region with a special
focus on Egypt as an origin country for emigrants and migration remittances as a component of
financial flows.

The evolution of Foreign Direct Investments (FDI), Official Development Assistance and Official
Aid (ODA/OA) and Remittances into the region have been described and compared to the same flows
in other regions. The variation over time of the amount and share of flows by country/region of origin
and destination have also been analysed in an attempt to identify the reasons behind any changes.

Special attention was given to remittances as the most important financial flow related to
migration, and the diverse uses that remittances are put to in Egypt.

Résumé

Cet article décrit I’évolution des principaux flux financiers vers la région MENA avec une
concentration sur I’Egypte comme pays de départ des migrants et sur les transferts migratoires comme
composante des flux financiers.

L’évolution des investissements directs étrangers, de I’aide officielle et des transferts vers la région
a été décrite et ces éléments ont été confrontés aux méme flux destinés a d’autres pays/régions du
monde. Les variations dans le temps de la quantité et de la structure des flux a été aussi analysée avec
une tentative d’identifier les raisons derriére ces changements.

Une attention particuliére a été accordée a I’analyse des transferts financiers comme composante
principale des flux financiers relatifs a la migration ainsi qu‘a leurs divers usages.



Introduction on the Economic Performance in MENA and Egypt

Economic growth was fairly robust over the past decade in the MENA region. With the exception of
the United Arab Emirates (UAE) and Kuwait, nearly all Arab countries were able to achieve positive
average growth of GDP per capita in the period 1995-2005. This was in contrast to 1980-1995, when
average living standards declined annually by 1 percent. However, in most Arab countries, economic
growth was not able to keep up with increasing unemployment (Lawrence, R. 2006). Savings and
investment rates in Arab countries are generally lower than in other areas, especially East Asia,
excluding the oil-exporting countries. The relatively low savings rate in the region were accompanied
by an insignificant increase in the average investment rate of 1.1% in the 1990s. This increase was
concentrated in Algeria, Egypt, Lebanon, Mauritania, Morocco, Tunisia, and the UAE. Several studies
showed that the collapse in investment was the reason for the shallow growth rates in most countries
in spite of the average increase in total factor productivity (TFP) of 1.3% annually in the 1980s (Nabli,
2002). Moreover, accumulation and productivity pulled in opposite directions. According to Nabli
2002, the pattern of growth in the 1970s was characterized by higher levels of accumulation with
declining productivity, in many of the economies within the region such as Egypt, which almost
doubled its rate of physical capital accumulation and more than doubled its rate of human capital
accumulation, but faced a decline in total factor productivity growth of about one-quarter. Morocco
and Algeria also doubled their rate of accumulation, but total factor productivity TFP growth turned
from positive (4.6% in Morocco, 1.4% in Algeria), to negative rates (Nassar, H. 2004).

However, economic activity among the MENA resource-rich economies had gathered substantial
momentum by 2006, with the preceding years of escalating oil prices and heightened external revenue
flows. To a degree, the accrual of further oil receipts in 2006 offered an opportunity to engage in shifting
expenditure—from consumption to capital outlays—and to intensify efforts to encourage spillovers from
the oil to the non-oil economy by involving the domestic private sector. Additional revenues also
supported a move to pay off outstanding overseas and domestic debt, clearing financial overhang for
several large economies. For resource-poor economies, developments in the external environment
offered the prospect of reviving growth in export goods, as well as in other critical revenue flows—
including tourism and remittances. In broader terms, the “growth rotation” taking place in the context of
the global economy— the engine of growth shifting from the United States toward Europe, Japan, and
East Asia—began to offer more support for growth among diversified economies.

For the MENA region merchandise exports grew 28 percent in 2006, though falling below the
growth boom of 2004-05, when exports managed 38 percent gains on the back of the hydrocarbons
market. For the MENA region as a whole, imports of goods advanced 23 percent in 2006. This, in
combination with the export performance, yielded an aggregate trade surplus of 24.6 percent of
regional GDP.

Growth in tourism revenues picked up to a 14.5 percent pace in 2006, up from a 12.6 percent
growth rate in 2005. In retrospect, the 2006 results for MENA show strong performances, especially in
light of heightened tensions associated with the ongoing conflict in Iraq, as well as the mid-July 2006
conflict in Lebanon, where promising prospects for tourism in 2006 came to a halt. For the countries
noted earlier, tourism revenues increased to 8.1 percent of the group’s GDP.

For the MENA region as a whole, the current balance of payments (BOP) improved to almost 21
percent of GDP, but changes in current account positions showed wide variation in 2006, with
continued widening of surplus positions for the resource-rich countries, contrasting with a very small
deterioration for the resource-poor economies. Dominated by the oil-exporting countries, the surplus
position of the Region increased by some $90 billion in 2006, to nearly $290 billion.

Reform programs were initiated in the 1990s by most MENA countries to diversify their economies
away from oil and from public-sector led growth, while creating a favorable environment in which the
private sector could emerge and become an engine for higher and more sustainable growth. While the
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Region has done very well in terms of economic stabilization, lowering inflation, ending the black
market in exchange rates and narrowing current account deficits, it has been a late comer in structural
reforms, at least relative to other developing regions in the world, such as Latin America and Asia.

So, relative to Latin America and Asia, there are still many obstacles to foreign investment in the
MENA region that need to be addressed by wide-ranging structural reforms: weak legal and
institutional frameworks; scarce regional trade integration; inadequate investment regimes due to
excessive public regulation and intervention; and inadequate educational systems and insufficiently
developed financial systems. The reforms to be undertaken are numerous, require long implementation
periods, and liberalization programs frequently face strong opposition on the social front due to high
unemployment rates and the deep poverty to be found in several countries.

Meanwhile, there exists another alternative that can be exploited to help improve its attractiveness
for both domestic and foreign investors: increasing the volume of workers’ remittances sent back
home through formal channels, as well as the share of these remittances funding productive
investments and development projects.

Both in Central America (particularly Mexico) and Asia (particularly China), immigrant
communities abroad have become valuable “cultural sponsors” for the promotion of private
investment, domestic and foreign, of the economic transformation of their regions of origin and of
economic reforms in their country of origin. Infrastructure and industrial development, foreign trade
and foreign investment have benefited from the development of business contacts, of distribution
channels and of sophisticated financial networks between these diasporas and their home country, as
well as from the financial support through remittances and the international business know-how of
these communities. The numerous Arab communities spread throughout the world, particularly the
numerous North African communities in the EU, could also be a valuable asset for the development of
the MENA region. The issue of migration and workers remittances is, indeed, of crucial importance in
the partnership between the EU and the MENA countries.

Egypt is one of the main labor sending country in the region. Egypt saw strong macroeconomic
growth for three consecutive years, after a period of stagnation from 2000 to 2003. Real GDP growth
in the fiscal year (FY) 2005/2006 (July 2005 — June 2006), was 6.9%, up from 4.6% in FY 04/05. Key
to this growth is the natural gas sector, which grew by 75% in FY 05/06 (in current prices), compared
to 20.6% in FY 04/05. Construction grew 18.2% in FY 05/06 compared to 8.7% in FY 04/05, the
second fastest-growing sector. In line with expectations, private-sector and household-driven demand
continued to rise throughout 2006. Given the government reform program to promote the private
sector, coupled with the boom in the natural gas industry; continued growth could be sustained. Low
foreign debt and debt service are strong factors in Egypt’s favor, with most debt being long-term and
concessional. Egypt’s foreign exchange reserves cover over ten months of imports.

The Egyptian economy could achieve its potential with a widening and deepening of structural
reforms, since there are several underlying basic strengths. Unlike many developing countries, Egypt
has a fairly good physical infrastructure for power, transport and communications. The labour force is
educated. The natural resource base of Egypt is also substantial. Egypt is centrally located in terms of
its proximity to major European markets and to its natural hinterland in the Middle East and North
Africa. Trade liberalization following several trade agreements (EU/Egyptian association agreement,
QIZ with the USA, GAFTA, COMESA...) should push Egypt to integrate much further with the
global economy, thereby accelerating its growth.

The main remaining challenges are the following:

- Relatively high unemployment requiring breakthrough mechanisms for job creation levels
exceeding the growth rate of the labor force, about 600,000-700,000 new job seekers
annually. Official unemployment numbers showed an unemployment rate of 11.2% in 2007.
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- Rising inflation: inflation has risen steadily since March 2006, reaching 21.4% in
September 2008.

— Poverty increased between 1999-2000 and 2004-2005 for Egypt as a whole. All regions showed
increases in poverty rates. However, the incidence of poverty increased substantially in Upper
Egypt over the period, from 34.2% to 39% in rural areas. This increase was driven by the
decline in average per capita expenditure between 2000 and 2005 in Egypt and all regions.

Part I: Financial Flows in the MENA Region

1. Foreign Direct Investment

Foreign Direct Investment (FDI) flows often involve long-term commitment in productive activity.
Accordingly, they are useful in supplementing domestic resources, while contributing to real growth.

The FDI has emerged as the main source of growth and development financing in East Asia and
Latin America. Large volumes of export-oriented FDI have moved from North to South, helping
increase these regions’ productive capacity, and boosting economic growth through the integration of
their economies into global production chains and international trade.

North African countries received FDI inflows (partly from Asian TNCs) that were fairly diversified
in all countries in the sub region, except Morocco where flows in agriculture, communications,
construction, manufacturing and tourism were driven partly by investments for expansion and
privatization. As a result, FDI flows to the sub Region surged to a record level of $23 billion in 2006,
accounting for 66% of inflows to Africa. Egypt attracted an exceptional level of inflows, amounting to
43% of the total in the sub region, but the share of investments in oil and gas activities, though still large,
declined from 60% in 2005 to 21% in 2006. In Libya, FDI inflows rose by 67% over those of 2005, to
reach $1.7 billion, the highest level since the international sanctions imposed on this country ended. The
total is dominated by FDI in its oil industry, mostly from China (World Investment Report 2007).

FDI flows to West Asia continued their upward trend in 2006-2007. High rates of economic
growth, diversification strategies, ongoing reforms and privatizations contributed to the increase.
While the services sector was by far the largest recipient of FDI in the region, inward FDI in
manufacturing, especially in industries related to oil and gas, increased significantly. Inflows were
concentrategi in three countries: Turkey, Saudi Arabia and the UAE, which together accounted for 78%
of the total.

However, this kind of North-South investment pattern is not observed between the EU and its
southern neighbors. EU countries invest five times more in Latin America than in the MENA region,
four times more in Asia and more than double in Eastern Europe. As a result, in the period from 1995
to 2006, Latin America received about 42% of FDI flows to developing countries, East Asia 34% and

! Due to geographical and cultural proximity, over half of FDI flows from Japan to developing countries have been invested
in East and Southeast Asia (and slightly less than the other half in Latin America). And two thirds of the FDI flows from
the US to developing countries are invested in Latin America, and almost one third in Asia. Development models such as
the “Flying Geese2 and the “maquiladora” development models were successfully adopted to improve the
competitiveness of these areas (Amoroso, Bruno et al. 2004).

2 Several factors explain this upward trend in recent years. First, regulatory frameworks for FDI are becoming more relaxed
in several countries of the region, particularly in services such as finance, real estate and telecommunications.
Privatizations of these services have also attracted more investments by TNCs. Second, the business climate in several
West Asian economies has improved, and economic growth has been robust, at an average rate of 7% in 2006-2007.
Third, high oil prices encouraged more FDI in oil and gas-related manufacturing and services in 2006-8. Turkey
becoming the top recipient country in the region in 2006 and 2007, with FDI inflows more than twice the amount
registered in 2005 (Gallina, A. 2004)
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Eastern Europe 15%, while the MENA countries absorbed only 2%, while the subregional GDP
represents 9.5% of GDP in developing countries.

Within the Mediterranean Region, FDI is asymmetrically distributed, both in terms of geography
and sector. Algeria and Turkey, followed by Egypt, Morocco and Tunisia are the main recipients of
FDI. While FDI from the EU exceeds 40% of total FDI in Turkey, this share is much lower in the
Maghreb and Mashrek countries, where only some 10% of total FDI originates in the EU.?

Moreover the MENA region experienced a sharp increase in FDI flows in 2006—to a record $24.4
billion—up almost 40 percent in the year, and triple the level of 2004. This is due, in part, to the
completion of major privatization deals and increased investments in the energy sector. Intra-regional
FDI flows increased not only in the energy sector, but also in sectors such as infrastructure, real estate,
and tourism.

2. Remittances

Remittances is money transmitted from one place to another and are believed to be the largest transfer
generated by migration. Although remittances can also be sent in-kind, the term “remittances”, usually
refers to cash transfers. Migrant worker remittances are typically transmitted to families or friends
back home. Major countries receiving workers’ remittances include Mexico, Turkey, Egypt, Brazil,
India, Morocco, Pakistan, Bangladesh, El Salvador, Jordan and Yemen. In general total remittances
have accounted for, on average, around 0.4 percent of world GDP in the last decade and are
significantly higher than official development assistance (ODA). In developing countries, the share of
remittances in merchandise exports ranges from 25 percent to 50 percent.

Common facilities for such transfers include demand drafts, travellers cheques, telegraphic
transfers, postal orders, account transfers, ATM facilities or electronic transfers (World Migration
2003). However, a country-specific, year-by-year analysis displays the high volatility and subsequent
unpredictability of transfers. It has been argued that remittances can contribute to reducing inequalities
resulting from globalization, in particular since almost two-thirds of all remittances are sent to
developing countries. Hence emigration can improve welfare in the country of origin as emigrants
may accumulate savings overseas, that given the low wages and capital market distortions prevailing
in many LDCs, might not have been possible without migration. Second, overseas work may enable
emigrants to acquire new skills and/or enhance human-capital accumulation.*

Time series of remittances by recipient country (even though not always accurate) are available.
Only transfers through banks and other formal financial channels are counted, but little is known
concerning the following aspects of remittances:

a. Remittances through informal channels. Research on remittance flows to Pakistan, the
Philippines, Sudan and Egypt, for example, shows that informal remittances are estimated to
be at least double or triple the recorded figures. Informal transfers generally take place through
hand delivery, family, friends, or money couriers.

% FDI flows in the MENA Region are not stable, varying greatly from year to year as they are mainly linked to the allocation
of oil and gas exploration and the privatization of public enterprises in strategic sectors. Foreign investment, thus, does
not generally represent a long-lasting capacity building commitment. Indeed, the Region’s growth performance in the last
decade and a half has had a lot to do with the strength of the oil price since the 1990s, rather than with a productive
capacity increase. In contrast, the surge of capital flows has helped increase productive capacity in East Asia and Latin
America. While Latin America managed to grow at an average rate of 3.3% in the 1990s, compared to a rate of 1.4% in
the previous decade, East Asia has maintained a growth rate of over 7% achieved in the 1980s, and this despite suffering
during the debt crisis and the Asian crisis and its aftermath (Raquel Torres Ruiz and Alejandro Lorca Corrons)

# (1) Moreover attractive investment opportunities in the country of origin can capture remittances for the stimulation of
production and employment. (Ratha, Dilip 2003).
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b. Evolution of amounts remitted across the life cycle of individual migrants show a reverse U
shape, remittances increase in the first step as savings are accumulated, then decline in a
second step, when migrants start to integrate in host countries, and finally vanish altogether a
generation later.

c. The net impact of remittances on local labor markets, either job creation through increased
demand for local goods and services, or job destruction through increased imports (Migration
2003) is an unresolved issue.

Remittances for Mediterranean countries represent, on average, 3.5% of GNI (reaching 20% in
Jordan, 12% in Lebanon, 8% in Morocco and 5% in Tunisia) and 11% of imports (two thirds of trade
deficit in Morocco and one third in Tunisia). These are significantly higher ratios than those for
developing countries in general (just over 1% of developing countries GDP and 5% of imports in
2002). The ratio of remittance inflows to other types of capital flows is also significantly higher in
Mediterranean countries than in the developing regions. In fact, while remittances are globally well
below FDI, this is not true for Mediterranean countries. In Jordan, for example, annual remittance
inflows were nine times FDI and six times foreign aid on average in the last decade. Moreover, in
2002, they tripled total tourism receipts and represented 75% of Jordan’s total revenues from exports.
Even in Tunisia, where tourism contributes a higher percentage of GDP, remittances represent up to
50% of total revenues from tourism. In Morocco, remittances exceed receipts from the phosphate and
the tourism industry (World Bank (2003). Reflecting the importance of remittances in the region, five
Mediterranean countries (Morocco, Egypt, Lebanon, Turkey and Jordan) are among the top ten
recipients of remittances worldwide. Furthermore, remittances are an important source of income for
Lebanon, Morocco, and particularly Jordan, where they account for some of the largest shares of local
GDP worldwide.

Figure 1. Main remittance recipient countries in billion dollars, 2003
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Figure 2. Main remittance recipient countries in percentage of GDP, 2003
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Total formal remittances to the Mediterranean Region are estimated to be more than one-sixth of
global remittances to developing countries (while their share in developing countries GDP is less than
a tenth). Actual flows are believed to be substantially higher, since unrecorded flows or informal
remittance flows are estimated to be more significant than in other regions, and to range from 50 to
100 percent of the official figures, depending on the recipient country.

To highlight the importance of remittances in the MENA region, development aid from the EU to 8
of the 12 Mediterranean countries has been estimated at 2 billion US dollars yearly: less than a billion
comes from the MEDA program, launched in the Barcelona Process, and another billion comes from
the European Investment Bank. This money, i.e. 9 US dollars per capita, is supposed to provide the
support for the modernization of the economies in preparing their production systems to compete on a
free market basis with the EU from 2010.

A large share of remittance flows to Mediterranean countries originate in the European Union (at
least half of total remittance flows received), destination of a large percentage of Mediterranean
migration because of geographical proximity: 95% of all migrants from Algeria are based in the EU,
85% from Morocco, Tunisia and Turkey, 10% from Lebanon and 5% from Egypt, Jordan and Syria,
which receive most remittances from the US and the Gulf countries.

The main EU destination countries of emigration from the MENA region are: France, Germany,
Belgium and the Netherlands, all countries of old migration which now include third and fourth
generations; and Spain and Italy, countries of new migration, i.e. receiving first generation migrants,
mostly young and well-educated migrants. Mediterranean immigrants living in the EU are regionally
concentrated determining major EU-Mediterranean remittance corridors. Most Moroccan and Algerian
immigrants in the EU live in France (30% of Moroccans and 85% of Algerians living in the EU),
which is also home to a high concentration of Tunisians (50%). The Moroccan migrant population in
Spain, though, is growing fast and expected to surpass the size of the Moroccan migrant community in
France by 2006. Germany is the main destination for Turkish migrants (70% of total immigrants in the
EU), Jordanian (45%), Syrian (45%) and Lebanese (40%) migrants. The low percentage of Egyptians
living in the EU is concentrated in Italy (40% of Egyptian immigrants in the EU).
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Remittance flows from the EU to Mediterranean countries will continue rising in the future due to:
- The liberalization process in many Mediterranean countries.

- The continuously growing active population in the MENA region.

- The structural adjustment that labor markets, and economies in general, are going through.

In the EU-Mediterranean corridor, informal channels are much used due to the relatively high cost
of formal channels, the large numbers of irregular immigrants and geographical proximity. Informal
remittances range from 50% to well over 100% of formal remittances depending on the country, with
the exception of Turkey, where the share of informal channels is small. Transaction costs are relatively
high in the rest of the Mediterranean region (except for Morocco), encouraging the use of informal
channels, for various reasons:

- Limited competition in banking system and insufficiently developed payment systems.

- Limited accessibility to bank accounts for migrants residing in the EU, particularly illegal
migrants as proper identification is needed to open a bank account, and for destination families
in some rural areas.

- Insufficient banking products tailored for remitters and their families, with few exceptions
(Turkey, Morocco and Tunisia).

- Inadequate information on available transfer mechanisms and associated costs, speed and
reliability; and lack of transparency on transfer cost.

In general remittances augment the income and welfare of those relatives left behind in the home
country, alleviating the poverty of the recipient (Adams & Page, 2003). Empirical evidence indicates
that remittances tend to rise in times of economic downturns (Chami et al., and Ratha 2003),
smoothing household consumption and contributing to the stability of the country when facing
macroeconomic shocks.”

- Remittances improve a country’s credit worthiness for external borrowing as the ratio of debt
to exports of goods and services, a key indebtedness indicator, decreases significantly when
remittances are included in the denominator (UN, 2006). The marked stability of remittances
over time allows for their use as collateral against which both public- and private-sector
entities may borrow in international capital markets (Ketkar & Ratha, 2001) with lower
borrowing costs (lower interest rate and longer maturity).

- Lowe-skilled migration might represent a valuable safety valve for insufficient employment at
home. In the long run, however, developing country policies should aim to generate adequate
employment rather than relying on migration (UN 2006).

- A well-educated diaspora can improve access to capital, technology, information, foreign
exchange and business contacts for firms in the country of origin. Both the return of expatriates
and the maintenance of close contacts with high-skilled emigrants play an important role in the
transfer of knowledge to origin countries and the development of commercial networks and
foreign investment opportunities. At the same time, large outflows of skilled workers can
negatively affect growth as the society loses its return on high-skilled workers.

Remittances represent a source of savings and capital for investment in education, health and
entrepreneurship, all of which have an effect in the shorter or longer term on productivity and
employment, and ultimately on growth. It is widely recognized that remittances are given over not

® However, poorer and lower-skilled households may benefit relatively little from remittances because they are less able to
meet migration-associated costs, but also because immigration policies in advanced economies often favor skilled
workers with a permanent occupation (Carling, 2004). Consequently, other authors argue that remittances may rather
raise income inequality in the receiving country. They might even raise urban-rural inequality, since remittances are
predominantly used to finance investments in urban rather than in rural areas (Chami et al. 2003).
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only to the consumption of food, clothing and sometimes luxury consumer goods, but also to health
care, education, and housing construction. The greatest impact on growth and development, though,
occurs when remittances fund productive investment.

Evidence from Morocco suggests that remittances have played an important role in supporting
local economies and infrastructure development in certain areas. Traditionally, remittances have
funded investment in the service sector (e.g. taxi services, small tea and coffee shops, restaurants and
hotels), and have a limited multiplier effect on employment. But, in recent years, investments have
included modern land exploitation techniques increasing agricultural productivity, the introduction of
state-of-the-art stock-raising technology, the setting up of commercial establishments and small and
medium-size industries in the food-processing, building material and retail sectors, and the
management of parts of the public-transport system (Bougha-Hagbe Jacques (2004). According to
national data, over 4,000 entrepreneurial projects were financed by emigrated workers in Tunisia in
the period 1993-99, creating over 20,000 new jobs. Such investment, however, represented only 2.7
per cent of total remittance receipts during that period, which points to the enormous potential for
development finance if the appropriate policies are set in place. In Egypt, evidence indicates that half
of returning immigrants have invested savings accumulated during their working years abroad into
housing projects, and an additional 10% have established their own enterprises. In Jordan, returning
migrants have created small and micro enterprises in low-technology and labor-intensive sectors. In
Turkey, studies analyzing the occupational choice of returning immigrants find that more than half of
returnees are economically active and mostly engaged in entrepreneurial activities (Migration and
Development, 2007).

Part Two: The Egyptian Case

1. Foreign Direct Investment and ODA in Egypt

Reform measures undertaken by the government of Egypt have played a key role in terms of
improving the outlook for Egyptian, Arab and foreign investment, as well as sustaining high levels of
growth and employment creation. A positive response to streamlining investment procedures has been
reflected in the increase in the number of newly-established companies as well as expansions
undertaken by companies already in operation. Inflows of foreign direct investment (FDI) have also
significantly increased, particularly from 2003/04.

Net FDI inflows increased from USD 509.4 million in 2000/01, to reach USD 6.1 billion in
2005/06, USD 11.1 billion in 2006/07 and USD 11.3 billion during the first nine months (July-March)
of 2007/08. According to the World Investment Report published in 2007 by the United Nations
Conference on Trade and Development (UNCTAD), Egypt emerged as the lead FDI recipient country
in Africa. Figure 3 reflects the increase in net FDI inflows during the period 2000/01- (July-March) of
2007/08.

Net FDI inflows have stood at 8.5% of GDP in FY 2006/07, up from 5.7% in 2005/06. During the
first half 2007/08, net FDI inflows as a percentage of GDP stood at 2.0 and 3.1. With respect to the
distribution of FDI inflows, the petroleum sector absorbed USD 3,746.2 million worth of net inflows
during the first nine months (July-March) of 2007/08 (33.3 percent of net inflows) compared to USD
2,135.7 million during the same period in 2006/07 (23.6 percent of net inflows). Net FDI inflows in
the non-petroleum sectors reached USD 7,505.5 million during the first nine months (July-March) of
2007/08, compared to USD 6,909.6 million during same period of 2006/07. Table 1 compares net FDI
inflows in the petroleum and non-petroleum sectors from 2004/05 to the first nine months (July-
March) of 2007/08:
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Table 1: Sectoral Distribution of Net FDI Inflows (USD million), 2004/05 - Q3 2007/08

2004/2005/2005/2006/ 2006/2007| Q1 07/08 Q2 07/08 Q3 07/08
New establishments & 9256/ 3347.8 522721 16506 18050 22126
expansions
Sale of assets to non-residents 390.8 905.7 2,772.2 259.5| 1,098.5 402.3
Real estate 16.5 25.7 39.0 23.9 8.7 444
Inflows in petroleum sector 2,540.2) 1,832.2 3,014.8/ 11,0351 1,888.2 822.9
Net FDI inflows 38731 6,111.4 11,0532 2,969.1 4,800.4 3,482.2

Source: Ministry of Finance (2008) Egyptian Economic Monitor, Volume 1V, No.3, March 2008

During the first nine months (July-March) of 2007/08 a total of USD 5,686.2 million was
accounted for by the establishment of new companies as well as increases in the issued capital of
companies already in operation (50.4% of net inflows). The sale of companies and productive assets
(both in the private and public sectors) to non-residents stood at USD 1,760.3 million (15.6% of net
inflows). FDI inflows in the real estate sector reached USD 77 million (0.68% of net inflows) during
the same period. FDI in the real estate sector remained consistently low at an average of 0.4 percent of
net inflows during the period 2004/05- 2006/07.

Table 2: Net FDI in Petroleum and Non-Petroleum Sectors (2004/2005 - 2006/2007)

2004/2005 2005/2006 2006/2007
Us$ % of uss$ % of US$ % of
Million | Net FDI Million | Net FDI Million | Net FDI
Net FDI 3,902 100 6,111 100 11,053 100
N L ESIInEs 1) - 1362 3489 4279 7002 8039 | 7273
Petroleum Sector
New Establishment & Issued 926 | 2372 3348 5478 5200  47.05
Capital increase
Sales of Companies &
Productive Assets to Non- 420 10.75 906 14.82 2,800 25.33
Residents
Real Estate Investment 17 0.42 26 0.42 39 0.35
g':étg;"e“me”t L (Fetteliann 2540 | 6511 | 1832 2998 3014 |  27.27

Source: Ministry of Finance (2008) Egyptian Economic Monitor, Volume 1V, No.3, March 2008

Figure 3 clearly indicates the increase in the net foreign direct investment in Egypt over the period
2000-2007. Much of the increase is due to expansion in the oil sector and the boom in privatization.
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Figure 3: Foreign Direct Flows in Egypt (US$mn), 2001/02 - 2006/07

Foreign Direct Investment Flows in Egypt (US$ mn)
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Figure 4 shows the flows of net foreign direct investment by country over the period 2001-2007.
The US comes first while the EU is second.

Figure 4 :Net forein direct investment in Egypt by Country (US$mn), 2001/02 - 2006/07
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Egypt has been also a major recipient for official grants. Net transfers of official grants (cash or in-
kind) reached US$ 0.8 billion during 2006/2007 (against US$ 0.6 billion during the previous year),
with an increase of US$ 228.6 million or 40.0% as indicated in figure 5.

Figure 5: Transfers of Offical Grants (US$mn), 2001/02 - 2006/07
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Source: Table 8 Appendix

Table 3: New Commitments and Net Actual Flows of Official Grants (US$mn), 2005/06 - 2006/07

New Commitments Actual Flows
FYs 2005/2006 | 2006/ 2007 | 2005/2006 | 2006/ 2007
Net Inflows 571.7 800.3
Inflows 303.7 693.6 599.8 836.1
us 124.1 414.4 378.1 693.0
Japan 22.3 8.9 21.7 7.4
Germany 21.6 35.9 45.3
Italy 101.9 3.1 2.3
UK 3.1 0.1
France 0.3
Denmark 4.2
Belgium 155.1 78.9
Finland 0.6 1.1
Austria 0.1
China 9.9 6.6 4.0
Canada 14.1 2.7 3.6
Saudi Arabia 0.3
Kuwait 0.9
EU 124.4 130.7
International Fund for Agricultural
Development 10
African Development Bank 0.9
Arab Fund for Economic & Social
Development 6.7 0.9
Global Environmental Facility 0.3
Kuwaiti Fund for Development 1.0
World Bank 0.6 1.2
Outflows -28.1 -35.8
Source: Central Bank of Egypt (2007) Economic Review, VVol. 47 No. 4, 2006/2007
CARIM-RR No. 2009/20 © 2009 EUI-RSCAS 11
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A sectoral breakdown of grant commitments by beneficiary shows that the bulk of the increase was in
services (US$ 619.3 million). This was a result of the new commitments made for wholesale and retail
trade; the rise in the commitments made for the general government, health and education; and the decline
in those of transportation and communications. Moreover, commitments for the productive sectors
declined by US$ 54.6 million to reach only US$ 74.3 million (mainly for construction and building).

Table 4: Breakdown of Official Grant Commitments (by Beneficiary) (US$ mn)

2005/2006 % | 2006/2007 % | Change
Total 303.7 100.0 693.6 | 100.0 389.9
Productive Sectors 128.9 42.4 74.3 10.7 (54.6)
Agriculture and irrigation 103.9 34.1 7.6 1.1 (96.3)
Manufacturing industries 2.6 0.9 (2.6)
Potable water & sanitary sewage 22.4 7.4 6.2 0.9 (16.2)
Construction and building 60.5 8.7 60.5
Services Sectors 174.8 57.6 619.3 89.3 444.5
;I;#e:)r:ipq);)tri?rt]lon, communications & 56 18 50 0.7 (0.4)
Wholesale and retail trade 197.3 28.4 197.3
General government 56.8 18.8 285.2 41.1 228.4
Education and health 102.4 33.7 128.1 185 25.7
Others 10.0 3.3 35 0.5 (6.5)

Source: Central Bank of Egypt (2007) Economic Review, Vol. 47 No. 4, 2006/2007

2. Remittances of Egyptian Migrants

According to official data, remittances of Egyptian migrants increased (2000/01-2006/07) from
2,842.7 million dollars in 2001/02 to 6,321 million dollars in 2006/07. Remittances in 2006/07 were
about 222.4% of their value in 2000/01. The value of remittances increased at 10.9% annually from

1999/2000 to 2006/2007.

Fig 6 A- B. Workers’ remittances (US$mn), 1999/2000 - 2006/07
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Worker’s Remittances-growth rate %
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A. Main Sources of Remittances

There are five countries, from which more than 4/5 of remittances flow (83.8% in 2006/2007). These
countries are:

1. The US, 32.9% of total remittances.

2. Kuwait, 17.5% of total remittances.

3. UAE, 15.7% of total remittances.

4, Saudi Arabia, 4.1% of total remittances.
5. Swizerland, 4.1% of total remittances.

Fig. 7. Remittances by Country, 2006/2007
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Source: Table 10-Appendix

Remittances to Egypt were amongst the highest in the world peaking at $6.1 billion in the early
1990s and are a major source of foreign currency there. As early as 1979, these remittances amounted
to US$2 billion, a sum equivalent to the country’s combined earnings from cotton exports, Suez Canal
transit fees and tourism. According to the IMF (2003), Egypt ranks third, after India and Mexico,
among those countries which receive remittances from migrants abroad. Remittances from Egyptians
abroad amounted to $2,876 million or 4% of the Egyptian Gross Domestic Product (GDP) and $42 per
capita (remittances divided by total population of Egypt in 2001). In 1994, total remittances were
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equivalent to over 75% of merchandised exports in Egypt (MC Cormick, Barry and Jackline Wahba
8/2000, I0OM 2003). According to official data, remittances of Egyptian migrants have decreased from
3,489 million dollars in 1993/94 to 2,977 million dollars in 2002/03. Remittances in 2002/03 were
about 85% of their value in 1993/94. The value of remittances deteriorated at -1.75% annually.

B. Evolution of remittances of Egyptian migrants

Since the oil boom, Egyptian migrant remittances have passed through the following phases;

Phase 1 (1974-1984)

During the period (1974-1984), remittances tended to increase at a high rate (30.8% annually), with
the exception of 1981 when remittances slightly decreased at the turning point of migration. This
increase reflected the increase in oil prices (in 1974 and 1979) and thus the increase in the demand for
Egyptian workers in Arab oil countries. During this first phase, the process of international migration
in the Arab region was interpreted in terms of labour market supply and demand. In general, this phase
saw the Arab labour market achieving a balance between the flow of labour from countries that were
highly populated but scarcely endowed with natural resources to other countries that were highly
endowed with oil and scarcely populated (Batool, 2005).

Phase 2 (1985-1989)

Since the mid 1980s, oil prices and oil revenues have tended to decrease. As a consequence, the
demand for Egyptian workers generally slowed down and an inflow of return migrants emerged.
These changes negatively affected the trend of remittances. Remittances fluctuated but generally
decreased. Remittance went down from 3,963 million dollars in 1984 to 3,293 million dollars in 1989,
at -3.6% annually. This is considered a sharp decrease compared with the high increase rate in the
previous phase (30.8% annually). The new era of restrictive measures reduced the number of projects
and thus the number of employment opportunities. In many cases, the Gulf countries imposed taxes on
immigrants, and also refrained from offering services to a large part of the existing labour force.

Phase 3 (1990-2001)

With the exception of the years 1992 and 1993, the data shows a stable, but slightly decreasing trend
in remittances. The upsurge in 1992/93 is explained partly by the fact that the Middle East, especially
the Gulf area began to return to normality again after the second Gulf War and the need to rebuild
after that war.

The decline after this upsurge is attributed to a fall in oil prices in the Gulf countries that
represented the major destinations for temporary Egyptian migrants. Poor exchange rates and general
economic conditions in Egypt also discouraged Gulf migrant workers from sending money home.
Remittances declined during 1992-2001 faster than they had in the previous phase at -8% annually.
Net remittances decreased from 4,257 million dollars to 2,876 million dollars in 2001. An obvious
downward trend emerged during (1997-2001), reflecting the deceleration of the world economy after
the collapse of the East Asian Financial markets in 1997. Remittance decreased at -6.1% annually
during the period 1997-2001 (I0OM 2003).

Phase 4: 2000/2001-2007/2008

According to official data, remittances of Egyptian migrants increased during the period (2000/01-
2006/07) from 2,843 million dollars in 2000/01 to 6,321 million dollars in 2006/07. The value of
remittances increased at 12.1% annually. This increase is considered the highest when compared to the
previous decade (phase 3). Most of this increase took place in the last three years of this phase (2004-
2007). Remittances increased during (2000/01-2003/04) at 1.8% annually vis-a-vis 29.5% during
(2003/04-2007/08). This increase may be attributed to two main factors:
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First: The improvement and the stability of the value of the Egyptian pound.

While the Egyptian pound depreciated 37.9% during the period 2000/01-2003/04, it appreciated
around 9.1% during the period 2003/04-2005/06. The exchange market has enjoyed a reasonable
degree of stability during the last years.

Second: the upsurge in oil prices in the last two years:

Remittances of Egyptians working in neighboring Arab petroleum countries (Saudi Arabia, Kuwait,
the U.A.E., Qatar, Bahrain, Oman and Libya) constituted 45.1% of total remittances from Egyptians
working abroad du