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Since the late 1970s, Egypt's economy
veling. Economic de-

mounting public sector failures and falling
productivity. Today the Egyptian gover-
ment confronts the twin difficulties of a
sizeable budget deficit and an inability 10
finance additional public sector ineffi-
7 an attempt to streamline this
the government

sector back into

ciency. 1
overburdened econanty,
has invited Egypt’s private

the forefront of development efforts.
Private sector development is no longer
a choice, but a necessity in order to reduce
state expenditure — the government’s first
priority. The decision to allow it, however,
provokes three underlying questions:
1) Can the private sector play as large a
role in development as the government en-

visions? 2) Can the new private sector e

ally flourish in an environment that con-
tinues to support public sector failure?

3) Can the private sector truly emerge as a

force able to export and create wealth in a
more liberal free trade environment? Here
are some of my own opinions in answering

these key questions,
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Examples include high value seg-
ments of more traditional industries
like chemicals, machine tools, and auto-
mobile components. If Egypt's private
sector can infiltrate these areas, it will
be better able to adapt to the evolving
international economy.

Unfortunately, at present, EZypt isill-
prepared for such adaptation. For too
long the government has sought stabil-
ity in a declining public sector with
mass ﬁaomcn:o?cmmma industries.
Egypt now needs a private sector and a
labor force that is capable of operating
in more flexible systems of production,
geared toward change, instability and
Tanovation. For the next stage of eco-

nomic.evolution, the government’s role

in industry must decline dramatically.
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the dire consequences of unemploy-
ment. What is the impact of this LE 300
million burden on the rest of the popu-
lation? Simply expressed, potential pub-
lic or private investors lose the chance
to invest LE 300 million in new ven-
tures. Assuming LE one million gener-
ates, directly and indirectly, 200 jobs,
the annual losses of this failing state-
owned firm costs the country 60,000
jobs. To preserve 6,000 jobs, 60,000
young graduates remain unemployed.
In short, there is neither economic nor
social justification to keep failing public
industries alive. Thus public sector fail-
ure has adverse consequences because
the “social logic” of preserving 6,000
jobs clearly does not outweigh the po-
tential harm to society as a whole if
60,000 young graduates remain unem-
ployed. And furthermore, keeping peo-
ple in jobs that, for economic purposes,
1o longer exist, represents a significant
cost to the industry itself.

Dr. Sherif maintains that the protection of
public sector jobs in uneconomic
industries is counterproductive.
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Can the private sector truly emerge
as a force able to export and create
wealth in a more liberal, free trade en-
vironment?

With over 200,000 university gradu-
ates entering the white-collar labor mar-
ket every year and 200,000 technical
school graduates looking for blue-collar
jobs, domestic job creation becomes a
considerable challenge to both the pub-
lic and private sector. It also underlines
the cost of public sector failure on fu-
ture job creation.

Historically, for fear of redundancy
or just a basic unwillingness to accept
change, Egypt does not allow public
businesses to fail. We attempt to main-
tain short-term paper profits in public
industries through various legal and fi-
nancial maneuvers. This maneuvering
includes either restructuring the finan-
cial portfolios of public firms to avoid
showing them as a failure or merging
different public firms to make them ap-
pear viable. Such efforts, while feasible
in the short run, merely rearrange pub-
lic industrial assets without enhancing
their competitiveness or changing their
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underlying orientation. Protection from
imports — in the form of tariffs, quotas
and subsidies — that has existed since
the mid-1960s, has made public firms
even less competitive. In addition, im-
port protection has not only distorted
public investment, making unprofitable
ventures seem economically sound, but
it has also led a large number of private
ventures to try unsuccessfully to com-
pete on the international market. Auto
industry joint venture projects are, in
my opinion, one such example.

Protectionism has in many cases en-
couraged domestic public and private
investors t0 avoid international compe-
tition rather than to meet it. Not sur-
prisingly, for over 20 years our public
sector engineering industries have ex-
ported nothing! The cost of their prod-
ucts, on average, is about 20 percent
higher than the border prices of im-
ported substitutes. They can sell in the
domestic market only because of import
tariffs. Why should a typical consumer
pay 20 percent more for a refrigerator
or television set than his European or
American counterpart? Consumers
should not suffer if the overriding con-
cern is to preserve jobs that would not
exist in a free trade environment.

But what kinds of jobs are we protect-
ing? Primarily, they are dead-end jobs in
propped up, uneconomic industries that
are showing paper profits. If we assume
that such ventures are justified because
they maintain over 30,000 jobs, one
should ask a more pertinent question.
Does providing 30,000 jobs outweigh
the social cost of making over 30 million
consumers pay too much for a wide va-
riety of goods? Perhaps not, because in
the end you make things more expen-
sive for a thousand times more people.

Egypt should not have an industrial
sector that is a burden on the pocket-
books of Egyptian consumers. We need
change and, more importantly, we need
to learn some key lessons from our ex-
perience of public sector failure. We
must not repeat these mistakes during
the era of private sector led growth. We
need an industrial sector led by private
initiative that can export and compete
in world markets.

Egypt needs an industrial base that
will generate more wealth and not one
that will deprive domestic consumers
of theirs. m )

Dr. Khaled Fouad Sherif is a public enterprise specialist
with the World Bank.
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