.

Within the next five years, Egyptian industry will
Jace the challenge of increasingly openivg up to for-
eign competition within both the local and export
markerts. This will occur in' the context of the Egypt-
EU Partnership Agreement under which —.over a
period of 18 years — Egypt's trade with the EU will
be totally liberalised, with ne customs imposed on
imports by either side. Egypt will also implement
other tariff reductions on imports, as ordained by
the General Agreement on Tariffs and Trade
(GATT). - : Co '

All of this will obviously impdct on Egyptian in-

dustry which includes a wide spectrum of entities
ranging from the long-established industries of the
public enterprise sector that are still undergoing
privatisation to  newer industries recently es-

tablished by the private sector. It an economy -

where liberalisation is still being implemented at
the institutional and legislative levels, aftaining glo-
bal competitiveness does noi promise (o be easy.
" When Minister of Industry and Tecnological De-
velopment Mostafa EI-Rifa’i took up his portfolic in.
October 1999 he had an overall plan in mind, de-
spite the change in his ministry’s role due to_privat-
isation, And, his experience in the US. in the re-
search and developmient division of DuPant — the
leading chemicals company as well as in Egypt's
petrolenin sector— would prove invaluable to the
challenges of his new position. He spoke about his

~ ‘insights into the future of Egyptian industry.. -

M

g Maifé t'han'é"ya%e:_i-: has passed _§ince you assumed N

“tion ‘of industrics which are— for the most part —
over 30 years old. Egypt has a large industrial base
which was built from the 1930°s and the subsequent

decades through to the 1960°s. These industrial en- -

terprises are either public sector, private sector of
privatised. In many instances their productive ca-
pacitics were not up to the Jatest intemational stan-
dards in specifications, quality or design. They have
- ot been competitive in prices, for a number of rea-
sons including technological obsolescence, out-
dated management practices and overstaffing,
There-are the more “current” industries which de-

veloped in the new communities in the 1980°s and |

1990" s as a result of the investment boom based on

" expatrate remiltances. But even these industres,
which basically produce consumer goods for l§lc lo- -
cal market, arc liable to obsolescence. This is be-

-cause they have neither the mechanisms nor the in-
stitutions enabling them te femain up to date and
competitive. With the advent of globalisation, they
will have to compete {against forcign products] lo-
cally, as well as in export markets, otherwisc, they
will not survive. _

What are you deing to assist industry in rising to
this challenge?

Over the past year we developed a plan for the mod-
emisation of industry. We have identificd a number
of technology-intensive mechanisms which shonld
be established to promote and catalyse modernisa-
tion. We must realise that modemisation requires

the capacity to design plants and products 50 as 1o

-give results which are  contemporary and stylish |
For this, we must be creative and imaginative.,

We also need to have a knowledge of technology
itself. We have identified the types of technological
centres necded to avail different industdes of the
techrologies they need. o

You had a plan when you first came to office,
which pin-pointed several sectors as potentially
promising but in need of vpgrading, What hap-
pened in this respect?

Three technological centres have been established
for upgrading tht. textiles, food and leather in-
dustries. This was done on a priority basis for two
obvicus reasons: one is that these are three critical

sectors, economically and socially, and the other is

* that they lend themsclves to modermnisation and de-

velopment, The textiles centre is already operating
and has had its management appointed. We are now
searching for the proper leadership for the two other
centres, godfathers, so to speak, who have the right
personality and are resourceful enough to enable
them to succeed at their tasks. '
We also have to identify the companics — the tech-
nology owners — who will be providing assistance
1o these centres, and who will be coming from the
industrialised countries of Eutope.

With liberalisation, your ministry’s jurisdictions
have obviously changed. What is its role now?

Currently, the government does not invest in fac-
tories, This is no longer its policy. And so with liber-
alisation, the function of the ministry is no longer
that of contracting the establishment of industria
plants. A re-defining has been made of the Ministry
of Industry’s mission, When we deal with a factory
which is hierarchically under our command, it is a
differcnt matter than If we were dealing with a fac-
tory owned by somebody else. A private investor
can avail himself of our assistance. But our role has
become a counselling one, much like that of the

Ministry’ of Agriculture - in - counselling the ag-

ricultural sector. :
-Despite this, people working in industry still seek

 How, then, will

out the government for assistance , at times, for pro-
tection, The ministry extends its protection to them,

by virtue of the original mandates of minister of in-

dustry,
You have often mentioned the ixhpértance of ad-

_hering to enviconmental criteria in Egyptian in-

dustry. Is this being realised? -
Our mission includes industrial control for the pro-
tection of the consumer and society against hazards

- to safety and health, . . :

We have an obligation 10 maintain liigh quality
standards for industrial products. This endeavour

will be enforced by various means; some of which.
will be incentives and others will be regulatory. We'

also consider that environmental industries [ie those

for recycling] deserve special attention. And so,

over the past year we have established a group

~ which monitors industry worldwide, acquires tech-

nical information and studies on the industries and
technologies capable of converting agrifibres into
useful products. The soirces of these fibres include

rice straw, cotton stalks, and midribs of palm leaves.

_ But some of the environmental probléms related
" to agricalture are still manifest, such as farmers

continuing the practice of burning rice steaw as

* was the case last October. You specifically cited

the resolution of this problem as one of the items
on your agenda of over & year ago. . - o

o

poriag rice

of industry? . - G
We shall organisc a very important international
conference this month from 27-29 January, entided
“The : Modernisation of Egyptian Industry.” The

- conference will cover the three critical industrial

sectors which we have selected for modernisation.
International figures and authoritics will be invited
to address participants. Every session will be fol-
lowed by a round table discussion that will aim at
reaching a consensus on a modemisation plan: for
cach scctor. We believe thiat the conference will be a
very important event . Leaders in technology from
thchS. France, England, Ttaly and Denmark will at-
tend,

You have mentioned the textiles sector as a stra-
tegic industry which is in need of upgrading.
What is yousr prognosis, why are its problems
chronic, despite its vast potentials? .~ .. :
We have been reviewing the siteation with the tex-
tiles industry which is an old one that is both labour-
intensive and a dominant industry. We've identified
a number of deficiencies requiring remedial action.
Most of these have resulted from the inability of
management ~— both private and public sector — to
cope with the current technological changes [related
to this industry]. Morcover, there are numerous oth-
er problems such as the obsclescence of spinning
machines, overstaffing and poor quality control.
There is also the lack of skills in fabric design for
prints appropriate for fashion garments . We have

identified a number of other deficiencies as well.

The dyeing and finishing are really behind. It js a

step in a chain of processes which if remedied could

have excellent returns. That is why the textiles tech-
nology centre began with dyeing and printing, The

plan in 2001 is to modernise seven plants for dying -

and finishing, If we succeed in this endeavour, this
should enhance the quality of Egyptian textile prod-
ucts. Another problem that requires attention and a
change in strategy is capitalising on the unique quat-
ities of extra long-staple Egyptian cotton. This is

. where we have a natural advantage. We need to use

Egyptian cotton to produce superior textiles and

garments which — with modemn techniques — can -

match the best qualities of natural and synthetic fi-
bres. L .

‘What is the extent of coordination between your-

self and the ministries of agriculture and public
enterprise in rehabilitating the textile industry?

We have direct access to the public enterprise com-

panies and part of our mission is to modemise the

textile factories. There is no conflict of jurisdiction -

there, We meet regularly with officials of the Min-
istry of Agriculture to exchange information.

‘The inability of Egyptian industrial products
to compete in export markets — especially the
US and the EU — has not only been a result of
fierce foreign competition, but has atso been due
to the poor guality of these products, How, then,
will Egyptian industry perform in the face of
complete liberalisation of trade starting in the
year 2005? '

Egyptian industry is becoming increasingly aware

of the consequences and limitations of pro-
tectionism. There ‘are. manufacturers who are-al-
ready able to compete intemationally and have suc-

" ceeded in penetrating European and US markets.

These manufacturers {(do not feel jeopardised ) be-
cause they have secured their survival. There are

others, though, who are more complacent and do-
1ot appear to rise to the challenge. We must realise
that a large number of plats witl go bankrupt and

close completely. A low estimate would be 1,570

you promote the modérnisation

companies, mainly in thé food industries and textile

sectors. :

How will the economicand social costs resulting
{rom this be dealt with? T
The only solution will be to create new ventures

which can provide employment and investment op-
portunities. And so, of course, we encourage for-
cign investiment. Egypt bas traditionally been a po-
tentially large and - attractive market for. such
investments. But we must also realise that foreign

investment is attracted fo a market which is pro-.

tected by duties, With liberalisation this' protection
[for foreign investment} will no longer be afforded,
Therefore, we must also study what the impact of
free trade agreements ~-such as the Egypt-EU part-
nership agreement — will be on the flow of foreign
direct investment, o : I

What then, do you think will be the impact of the
Egypt-EU partnership dgreement on induostry?

We have undertaken a detailed analytical study of -
the effects of the association agreement on Egyptian -

industry by sector. The resuits of the study have not
been disclosed. However; we hope that & massive
restructuring will be feasible and that industry. witl
respond to the modernisation initiative in order 10

.become increasingly comipetitive. When this hap-

_pens, the strong private sector will survive and pos-
. ; _ Cna o sibly Rourish, c Lo

- The Ministry of the Environment is giving special -~ 7"~

. attention to this issue, We are all able (o identify the .

- appropriate technologies, The problem now is the

has characterised
thﬁ:ﬁgﬁgga

An ohvious lack of planuing
' ent patterns in Egyp

Whthdamiida

-prodicing several models, “although the: trend
‘warldwide Is towards merging and consolida-.

tion. Where is the Ministry of Industry’s “coun-
selling’ rele here? RIS R o

Egypt's automotive sector developed- under sub-
stantial - tariff exemptions. It has ‘become, con-
sequently, a large-engincering industry producing

"~ intemational models at acceptable standards, But it
still is a sector which does not possess the capacity

to either design or manufacture engines. The own-
ers of these plants —- which number around 16 fac-
tories — know that they are owners in a petipherat
car-assembly industry where the ‘number of cars
produced is not economically viable and where pro-
duction capacities not fully utilised. Egypt’s com-
petitive edge is in manufacturing car components

- for expont. .

The government has decided that Egypt should
have a free market economy depending entirely

. on private sector investments in industry. Is it

not time that autonomy were given to the Fed-
eration of Industries which represents this sec-
tor? Why the insistence that it be subject to the
control of the Ministry of Industry? -

This is a total rhisconception. As the Ministry of In-
dustry, we maintain a unigue position in being total-

Iy neutral because we do not own any industry. Our

sole duty is to. sponsor policies that promote in-

dustrial growth. At the same time, we are not di-
vorced from the industrial community because un- |

less we interact closely with it, we cannot fulfill our
mission. We interact with all of the industrial as-
sociations — and there are many — without med-
diing in their affairs. S o
As for the Federation of Industries it is totally in-

- dependent, It is managed entirely by its board of di-
_rectors. o0 - )

gut the federation is legaily affiliated to the min-
try. S : e

Of course, just. as the different professional syn-
dicates arc affiliated to the different ministrics. The
Ministry of Industry is represented by one board
member, We have always respected their auton-
omy. They invite me for an annual meeting in Ram-
adan where we exchange views on general issues
important to industry, The chambers often come to
me and meet with me 1o seek assistance to solve
problems related to their industries.

But you must admit that it is a different situation
from that prevailing in strong industrial federa-
tions in the advanced economies which are in-
dependent of government administration.

T'have told people [who have raised the issuc] that
‘when we have an industry: which is “institutional”
as in the advanced industrial economies, then we
will have truly autonomous industrial-associations.
This: will happen when we develop a proper en-
trepreneurial approach to investment and go beyond

the cffects which arose from the initial phase of the’

1970's where there was an “grge” to creale a new
breed of Egyptian businessmen or capitalists. To'
have strong independent associations; as well, we'
must have companies listed on the stock exchange

- which adhere to the principlés of transparency and
- disclosure, not just a few closed family companies
~as is now the case. Strong associations will exist
-~ when the private sector conforms to the accepted
* rules and norms of the market.

The government has often cited the importance
- of foreign direct investment in fostering econom-. -
. ic growth. What is your outlook on foreign in- -

vestment in relation to the industrial sector?
Right now, what we need is a new breed of in-

~dustries which capitalises on top skills in man-

i currencies and the Iack:of accurate data con-.
7; ‘cerning inflation? IR

- the Egypt-EU Partnership. This-

agement to penetrate export markets and provide

-spite the fact that over the years we have provided .

unique 1ax exemptions and incentives compared to

" Assembly, the C

:termine the exchang 3 ; -
‘average market rate over the past three

S weeks. It will “¢nsuie

‘exchange burcdus- respec

. within which the doll

-+ lowed: to-rise”, in a’step-thy

intended to inhibit levels-of specul
“and in doing so bring at least son

“blance of stability to the: foreign ex

... change market. -

+ - lated admission of a policy it has.ev
. idently “been” following for.” severa
. management -technologies. Egypt will provide the . "
- infrastructure, labour and technicians, at very com- " -

petitive wages, and a home-based market. Yet, de-

-Whether or not the government’s'b

months now will be enongh 1o counter-

“act further .pressuré on - the : pound, ..U
" though, is by no means clear. Rupninga

“.trade” deficit: of ‘over $11. billion, with

‘other countrics ~= this type of investment has not -

been forthcoming at the levels we desire.

How do you think the current liquidity shoriage _
-and recesston wili affect the private sector’s abil .

ity to undertake the important task of mod-

ernising industry?.

‘We must admit that excessive! investments' were'
made by the private sector in real estate over the °
" past decade under the false assumption that such in- -

vestments. would - somehow promote : economic;

~growth. ‘Their effects are now all too well-known.

But there were also others who had the courage to.
invest in indostry ~— with all the risks this entails ~-

- and we thank them for this. As for the liquidity -
- shortage, it willnot last. .~ .~ _

How can an investor:-_- Egyptian or fo'reign::—-

- who wants to put his‘money in industry, assess

. the feasibility of his projects, and future profits
-— for instance those in five years time — given
.the fluctuations in the exchange rate, the con-

tinugl depreciation of the pound versus: other

Any speciali Cinformation 10 4n

stor.on.:th spects’ for his:investment i Cof
SEOt: TOrCCAGts of Brotits 1t this 1s & mattec of an
investor’s intelligence or intuition. As for the ex-
chang_e, rate, it is natural that it should fluctuate;
there s no government guaranice against that, The

“fact is that is the exchange rate — ranging between
‘LE3.45 and LE3.50 — has been:stabie during re-

cent years as never before. We have never ex-
perienced a runaway devaluation as happened-in
Latin America. The dollar's recent rise is not very
serious and perhaps is healthy. Itis conducive to the

. promotion of exports.

But how can an expensive dollar promote Egyp-
tian exports? A major complaint by exporters,
concerning the EU in particular, is that one of
the reasons their products are not competitive is
that they are expensive because the pound is
pegged to the dollar, - - .

We need a comprehensive approach to export pro-
motion here, where reducing production costs will

. also be a factor. :

There has been ambiguity ‘and perhaps some
confusion among investors concerning the fund-
ing of the industry modernisation programme in
the context of the impending Egypt-EU partner-
ship agreement. There is tatk of a disagreement
arising from the fact that the EU is setting the
condition that it should approve the sectors to

which the funds will be directed whereas Egypt

has a different point of view. - _ _
Within the framework of cooperation between

_ Egypt and the EU, a programme was agreed to as=

sist small industries. This would use funding from
the Egyptian government, the EU and private en- .
terprise  beneficiaries;” the contribution  from the
Egyptian side would be at least 40 per cent. We
hepe to make use of this programme as part of the-

: desperately poor productivity figures, a -
-weak savings ratio and deterjorating ex- -
port performance, the government réal-

-1y has very little room for manoeuvre,

Traditional sources. of hard currency

© - tourist-and oil revenues, expatriate
“remittances and Suez Canal dues' s

have declined aver the past two years'

* and are at best precarious.

_The downward pressure on the pound .
is unlikely to abate: the most optimistic
commentators predict that by the cod of-

- the year it will have sunk to LES per.
- dollar, though realistically it 'may well -0 i
-becloser to LEG. L :

. “The government, then, finds itself in a &
double bind, Having instructed the Cen-

' tral Bank not-to' make further injections. - -

"+ $14.6 billion = it has now charged: thi

. same institution’to “detérmine the’
.7 of exchange for! the Egypiia

" The pound,even if it is ho)

-into the market:from its foreign’ cur-:

rency’ resérves. — - depleted, now, <

valuation willbe: certainly there will be
a degree of fall out, and higher inflation
figures, again, are going to inhibit sav- -
ings. - . R

The one certainty is that pressure will.
continue'to be exerted on the exchange
rate and it is a situation that will con-
tinve pntil the structural imbalances in-
herent in the Egyptian economy have -
werked themselves out. ' :

Hand in hand. with managing the de-

- valuation of the E§yptian' pound, then,

must come & platiorm  of policies ca-
pable of tackling the yawning trade def-
icit. The only long term solution to the
diletama is to-tura around productivity |
levels, though achieving this is likely to

- . prove a long and difficult haul. Tweak-’

ing with the exchange rate mechanism,
while it is a necessary step, is not going

_to help solve the underlying weaknesses

that beset Egypt's economic per-
formance.

Low savings, an overvalued currency,
disastrous levels of productivity, an in-
flation rate that could easily overheat: it
is an unenviable position from which 1o -
be working. To avoid the pitfalls will

. Tequire enormous clarity of vision and a

“istatement; is 3 welcome -

national industry modernisation programme. The =~

agreement was structured, in our opinion, in a very
rigid manner and filled with overly detailed pro-

. cedures and bureaueratic regulations which re- '
‘quired approval from the EU on matters which ac-

tually relate to the [Egyptian] Project Council. We'

- have complied with the signed agreement and will

soon hold discussions with our

Buropean friends. which should g — . »oo i

introduce vitality and flexibility
1o this programme,

A lot of trepidation and protést
have been manifested recently
by Egyptian industries vis-a-vis

Is in- spite of the fact that the
agreement has been five years
in_ the making. Did industries
not know of its terms? How do
'You explain this. . ' :
Since the appointment of the new
eabinet, - and “onder - instructions
from President Hosni Mubarak,
we have shared the details of this
-agreement with the various cham-
bers fof industry) and public sec-
tor enterprises. This has resulted
in considerable opposition to the
agreement within the ranks of lo-
ca} industries. We arc weary of
the consequences and are walking
voluntarily into a situation which
could severely undermine our in-
dustry, society and the guality of
life for the average citizen. It is
natural, “thercfore, that the  in-
dustrial sectors - and: enterprises
who will be most directly affected -
by the cutcome of the agreement
should feel trepidation. ©

the cabinet's ¢conomic -

greater dogree of political will than has
been shown until now.

The removal of some of the ambigu-
ity sumrounding the exchange rate, as
spelt out in the cabinet's '

first step if it leads to

group working more
closely with the Central
Bank on an integrated
fiscal and monetary pol- -
icy. There. . is. un-

fortunately, no more  BET: HR
time for fudging. " Aziza Sami
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