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I. Introduction

The literature on international trade and growth almost invariably argued for the benefits of
free trade for promoting economic growth while integrating countries into the world
economy. While technology exogenously explained trade patterns, technological
development itself has been considered to be endogenously achieved through technological
spillovers resulting from international trade. This strengthens the argument for trade
liberalization, and provides opportunities for developing countries to catch up.

Against this background, there have been two major developments on the world scene.
First, the call for free trade to promote economic growth has materialized in the steps
towards gradual trade barriers removal under the General Agreement on Tariffs and Trade
(GATT) and the General Agreement on Trade in Services (GATS). Second, a more recent,
and perhaps dramatic development has been the birth and fast growth of E-trade as an
externality of the recent Information and communication technology (ICT) revolution. The
ICT revolution had been characterized by unprecedented rates of development of the
technology itself, as well as the widespread use of the Internet as a vehicle for trade, Ecommerce, and eventually mobile commerce (M-commerce).

It is our contention that these two developments - approaching free trade and the birth and
fast growth of E-trade - are dynamic factors that could have significant implications on the
Egyptian economy, in particular providing a strong potential for Egypt's regional and global
integration. It is the purpose of this paper to look into such implications, specifically the
potential for Egypt's exports to the Middle East and North Africa Region and the rest of the
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world in the information age. The paper is an attempt to look into how the Internet fits into
the traditional models of trade and growth, and the very definition of comparative
advantage in the Egyptian context. Since the Internet has practically revolutionized
traditional means of production, communication, and exchange, the argument here is that
IT, and Internet use in particular, call for a new look at Egypt's comparative advantage.
There is also a need for a reassessment of Egypt's traditional key export sectors, especially
as new sectors with promising export potential are emerging thanks to IT in general, and the
Internet in particular (namely tourism and software development). The paper addresses how
the Internet can be used as a means of utilizing this export potential in order to promote
economic growth. Of particular interest is the potential role of Egypt as a leader in IT in the
region, and how this potential can be utilized to promote its trade with the region and the
rest of the world.

II. Trade, Technology and Growth - A Brief Theoretical Background

The literature on international trade and growth almost invariably argued for the benefits of
free trade for promoting economic growth. Ever since the development of the classical
theory of international trade, onto neoclassical theories, and all the way to new growth
theories, there seems to have been a general consensus that trade is beneficial for economic
growth. With countries specializing according to their comparative advantage, trade has
been generally believed to allow for efficient utilization of resources, greater consumer
choice, better living standards, higher productivity levels, and economies of scale (Dowrick
1997). Particularly in the case of developing countries, trade allows access to global
markets, which provide these countries with development opportunities that would not be
available otherwise (Todaro 1998). When governments impose trade barriers in an attempt
to protect domestic producers from foreign competition, this may cause less efficient high
cost industries to flourish at the expense of domestic consumers and global economic
growth (Wahba & Mohieldin 1998). Trade is therefore considered 'an important stimulator
of economic growth' (Todaro 1998), and open trade is believed to promote economic
welfare.

Most relevant to this research, the gains from international trade include technological
spillovers between countries, namely the notion of 'trade as a conduit of technology
transfer', originally attributed to Mill. (Dowrick 1997). While technology can be an
explanation of trade patterns, technological development itself occurs as a byproduct of
trade transactions. The development of the technology gap model by Posner in 1961 and its
generalization into the product cycle model by Vernon in 1966 look into how technology
acquisition through trade may actually shift comparative advantage from the originally
advanced to the less advanced nation. This development may be accompanied by direct
foreign investment from the innovator to the less advanced nations who possess cheaper
labor. (Salvatore 1998).

The concept of technology being endogenously determined by trade was further developed
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by the new growth theories, where trade is considered a channel for technological
spillovers, or 'a highway of learning' (Grossman and Helpman 1994). Grossman and
Helpman argue that trade allows for the dissemination of knowledge through two main subchannels: learning by doing, and/or innovation through investment in R&D. In both cases
the crucial factors in determining the extent of technological gain is the access to the body
of technical knowledge, and the scope and extent of information dissemination (Grossman
and Helpman 1994).

When the body of technological information is equally accessible to all countries, i.e.
knowledge dissemination is global, trade is believed to be explained by traditional theories
of comparative advantage. Although technological progress has no bearing on comparative
advantage in this case, trade may still affect national rates of productivity and output growth
in the short and long run (Grossman and Helpman 1994). When, on the other hand, access
to information is restricted, and hence knowledge transfer is confined within national
boundaries, it is believed that trade may widen the technological gap in maintaining, and
perhaps expanding already existing technology inequalities.

Despite that, two qualifications remain. First, in a world of increasing foreign direct
investment, the notion of knowledge being restricted within national boundaries becomes
arguable. In that case, multinationals and international licensing, inter industry spillovers,
and industry clusters will allow for information flows between nations. This would provide
an impetus for developing local technologies, and hence present new opportunities for
developing countries to catch up. Next, although global access to knowledge may enhance
persisting modes of comparative advantage, the evolution of the production of information
and communication as an industry in itself, and the eventual emergence of knowledge
generation industries, may create new areas of comparative and competitive advantage that
did not exist before. This can be relevant to developing countries, and could allow new
opportunities for technological catch up. Of course different countries may benefit from this
scenario differently; hence the importance of developing appropriate domestic education
and R&D policies, to go along with trade liberalization in order to maximize benefits from
trade in a world of global information access (Dowrick 1997).

To sum up, it seems feasible to conclude that economic theory has generally supported the
case for free trade as a stimulator of economic growth, a role which is augmented by its
function as a channel for technological spillovers. While technology comes in to explain
trade patterns, technological development also comes as a consequence of trade. By being a
'highway of learning', trade also becomes a 'handmaiden of growth' (Grossman and
Helpman 1994).

III. Trade, Technology and Growth -Two Developments on the World Scene
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Against this background, the world has witnessed two major developments in the second
half of the twentieth century. The first entailed a move towards free trade; the second was
the birth and growth of E-trade. These provide interesting applications of the argument of
free trade as an engine for growth, and the relation between trade and technology. In the
next sections, we present an overview of such developments.

III.1. The First Development: A Move Towards 'Freer Trade'

The most notable developments towards a world of 'freer trade' occurred in the second half
of the twentieth century. These have been the establishment of the General Agreement on
Tariffs and Trade (GATT), the General Agreement on Trade in Services (GATS), and the
establishment of the World Trade Organization. While promoting freer trade between
nations, the GATT, GATS and WTO still recognized the role of Regional Trading
Agreements.

III.1.1. Institutional Framework: The GATT, GATS, WTO and Regional Trading
Agreements

The General Agreement on Tariffs and Trade (GATT) was drawn up in 1947 and came into
effect in January 1948. The objective was mainly to lay the groundwork for international
economic cooperation after the Second World War. An important pillar of the post-war
economic order was the establishment of 'an international trade body to lay down clear rules
of the game governing trade relations across frontiers involving disciplines for governments
as well as the behavior of the corporations and their anti-competitive practices'. The GATT
was an inter-governmental treaty between nation states and customs territories, and became
the permanent institutional basis for the multilateral world-trading regime that has
prevailed. On the day it was signed, the GATT had 23 signatories, which grew to almost
130 by the end of 1994.

Reflecting a firm belief in the benefits of free trade for growth, the GATT has had a major
influence in reducing tariff barriers to trade in industrial goods since its establishment. The
first six GATT Rounds mainly focused on reciprocal negotiation of tariff concessions. As a
result of these negotiations, average world tariffs on manufactured goods were reduced
from 40% to around 6.3%. Attention was directed to non-tariff trade barriers for the first
time during the Tokyo Round that ended in 1979. Such barriers included government
procurement policies, subsidy policies, customs valuation policies, and technical standards
(Shahin 2000)
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Perhaps most effective was the Uruguay Round, which was launched in September 1986,
signed in April 1994, and entered into force in January 1995. Among the achievements of
the Uruguay Round were steps to increase and secure market access for developing
countries. Among these was the agreement by developed countries to reduce their tariffs on
industrial goods from an average of 6.3% to 3.8%, a 40% reduction. Moreover, the
proportion of industrial products, which enter the developed country markets under most
favored nation zero duties was set to more than double, from 20 to 44%. Finally, trade in
agricultural goods was 'put on the path of liberalization'. Members agreed to bind virtually
all tariff lines of agricultural product compared to 83% of industrial product tariff lines.
They also did away with non-tariff barriers as a rule (Shahin 2000).

In fact the Uruguay Round negotiations have established a pattern for duty free trade on a
sectoral basis for the first time. The 'zero-for-zero' approach called for a complete
elimination of tariffs in particular sectors, conditional on the reciprocation of other trading
partners. Although other barriers to trade were not addressed by this approach, it still
resulted in a significant reduction of tariff barriers (ERF 2000). The volume of trade
affected by the Uruguay Round reached $ 2.7 trillion for goods, and about one trillion
dollars for services. This comes in comparison to trade affected by the previous rounds,
ranging from only $ 2.5 billion to $ 155 billion (Shahin 2000).

Finally, negotiations under the Uruguay Round extended beyond trade issues to include
several new areas such as trade in services and intellectual property. Actually intellectual
property rights and counterfeiting were covered by trade rules for the first time under the
Uruguay Round. So were services, which account for 20% of total world trade (Shahin
2000). The General Agreement on Trade in Services (GATS) was one of the remarkable
achievements of the Uruguay Round.

The drawing of the GATS reflected a firm belief in the role of free trade in promoting
economic welfare. The Agreement was drawn with the basic purpose of establishing 'a
multilateral framework of principles and rules for trade in services with a view to the
expansion of such trade under conditions of transparency and progressive liberalization'
(Shahin 2000). This framework would serve as a means of stimulating the economic growth
and development of all trading partners, among which are developing countries. The GATS
covered a total of 12 services, further classified into 155 sub-sectors.

The GATS recognized the role of services in promoting economic development, as well as
the potential offered to developing countries in this context. In fact, one of the objectives of
the GATS was 'facilitating and increasing the participation of developing countries in trade
in services'. It also allowed countries to liberalize 'at their own pace' according to their
'development situation' (Shahin 2000). This flexible structure has provided a useful
liberalization framework. In addition, the agreement covered the service as well as the
service supplier. It also recognized that sound domestic policies are a pre requite for proper
trade liberalization, with barriers to service trade being inherent in domestic regulations
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rather than border tariffs.

Another outcome of the Uruguay Round was the creation of The World Trade Organization
in Geneva in January 1995. As of September 2000, the WTO included 138 members,
including Egypt who joined in June1995. WTO was established as an 'institutional
framework' for the world trade system, since the GATT was only a treaty and not an
organization. The WTO embodies 'a set of trade rules and principles concerning the use of
policies that affect rights and obligations governing the multilateral trading system'. It sets
the framework for the conduct of world trade in goods, services, and intellectual property
rights. Core foundations for WTO rules remain to be the basic articles of the GATT (Shahin
2000). The WTO is the only global international organization that deals with world trade
rules (WTO 2000).

Finally, while promoting free trade on the basis of equal treatment for all (most favored
nation clause), the GATT still recognized the benefits of economic integration and regional
trading arrangements. The GATT allows the setting up of regional trading arrangements 'as
a special exception', on condition that they meet 'certain strict criteria'. In particular,
regional integration should not jeopardize the region's trade with the outside world, but
rather act to 'complement the multilateral trading system'. The GATS allows for regional
trade agreements in services as well. The WTO includes provisions that permit developing
countries to enter into regional or global agreements, which allow the reduction or
elimination of tariffs and non-tariff trade barriers among themselves (Shahin 2000).

Between 1947 and early 1995, GATT and the WTO were informed of the creation of more
than 100 regional economic agreements, some of which may no longer exit (WTO 2000).
Among these agreements is the Greater Arab Free Trade Area, GAFTA, whose program
calls for tariff reductions over a ten-year period at a rate of 10 percent per year, meaning
that tariffs would be reduced to zero by 2007. GAFTA program also includes non tariffbarriers. (ERF 2000)

III.1.2. 'Freer' World Trade: Conclusion

In light of the above, it seems that the second half of the twentieth century witnessed a shift
towards a more open system of world trade. This comes in line with the basic argument of
the literature on trade and growth: free trade promotes economic welfare. In fact, the
theoretical underpinnings of the gains from trade are evident in the ten listed benefits of the
WTO trading system, including: 'Freer trade cuts the cost of living; it provides more choice
of products and qualities; trade raises incomes; trade stimulates economic growth' (WTO
2000). In line with this, while described as 'an extensive and complex document', the basis
of the GATT is believed to be imbedded in the economic theory of Ricardo's comparative
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advantage (Wahba & Mohieldin 1998). Finally, both the GATT and GATS recognize the
instrumental role played by sound domestic economic regulation in realizing the full gains
from trade for development.

III.2. The Second Development: The Birth and Growth of E-trade

Perhaps in contrast to the gradual developments on the world trade scene, the past few years
have witnessed a surge of developments in Information and Communication Technologies
(ICT's) proceeding at an unprecedented pace. The Internet is especially interesting since it
acts as a channel for trade, a role that could have numerous implications in a world of
declining trade barriers. The Internet also allows for the free flow of information, which in
turn has potential for technological spillovers that would promote economic growth.
Moreover, as knowledge generation and application have become an industry in its own
right, the Internet could bring up an untapped potential for developed and developing
countries alike. The following section sheds light on the spread of E-commerce and the
Internet in the world in the past few years.

III.2.1. E-trade/E-commerce

E-commerce is defined by the World Trade Organization as 'the production, distribution,
marketing, sale or delivery of goods and services by electronic means' (Choi 1999). As
such, E-commerce is actually a link in a chain from the very first stage of production until
the commodity - be it a physical or digital good or service - reaches the target recipient and
beyond, through Customer Relationship Management (CRM). A positive externality of
networking through the Internet, E-trade extends beyond the simple setting up of a web site.
It becomes trade on the world arena, with backward and forward linkages, as suppliers are
exposed through an open window (the Internet), and compete with other producers in
different parts and time zones of the globe. So far, the bulk of E-commerce activities have
been mainly from Business to Business (B2B); the rest have been Business to Consumer
(B2C) and Business to Government (B2G) activities.

Since 1998, and until the time of writing this paper, global Internet commerce revenues
have reached US$ 192,647,001,574 (Internet Indicators, December 2000), a figure which
increases literally every second. Global E-commerce has reached a total of 42.3 billion $ in
1998, (USIC 1999), and is expected to reach $ 1.2 trillion in 2001 (Internet Indicators,
December 2000). In 2000, E-commerce sales reached a figure of $ 657 Billion, out of
which about 78% took place in North America (including Mexico). Western Europe
accounted for 13.3%, Pacifica Asia for 8.2%, while Latin America's share was 0.55%. The
share of the 'rest of the world', including Africa and the Middle East was only 0.5%
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(Calculations based on statistics by Forrester in Sanders and Temkin, 2000).

By the year 2004, global Internet trade is expected to reach 6.8$ trillion, which would
account for 8.6% of worldwide sales of goods and services. Out of that, 12 countries are
expected to account for almost 85% of online trade. The share of the United States alone in
Internet sales is expected to be about 40% (3.2 trillion). Internet sales of Western Europe
are expected to reach 1.5 trillion (22.5%), while those of Asia Pacific are projected at 1.6
trillion (24.2%). Projections for Latin America stand at 1.2%, and a share of 1% for 'rest of
the world'(Sanders and Temkin, 2000) .

While a fast expanding feature of the world economy, E-commerce is still an unsettled issue
in the context of world trade. Within the GATT, and as one outcome of the Uruguay Round,
The Information Technology Agreement (ITA) mainly dealt with IT products, rather than
goods traded using IT infrastructure. According to the ITA, tariff-free trade is established in
six product groups: computers, telecom equipment semiconductors, semiconductor
manufacturing and testing equipment, software and scientific instruments. Participating
countries agreed to bind and eliminate all customs and other duties and charges on IT
products by the year 2000. Commitments were offered to address non-tariff barriers and to
include more products in later negotiations. Negotiations for the ITA took only two years;
the agreement covered more than 90% of world trade in this sector (ERF 2000)

In line with this, The Uruguay Round negotiations on trade in services did not overtly
include E-commerce. Nevertheless, telecommunications and consulting services were
included under the cross-border delivery mode (Shahin 2000). Since these are increasingly
being channeled through electronic means, further discussions on E-commerce should
consider including these and other E-services, and would in turn have implications on their
competitiveness. This could open the door for new service trade opportunities, especially
for developing countries.

In 1998, the WTO adopted the declaration on Global Electronic Commerce directing the
General Council 'to establish a comprehensive work program to examine all trade related
issues relevant to global electronic commerce' (Choi 1999). Despite that, negotiators are
still grappling with E-commerce related issues, and a number of concerns remain unsettled.
In the case of GATS, for example, among these are issues related to including electronic
supply as a service, clarifying the modes of delivery, and its compatibility to the GATS
provisions. Furthermore, of concern is the need for clarifying the difference between goods
and services in a digital world as well as dealing with domestic E-commerce regulations,
custom duties on e-transmission, and pricing mechanisms for encrypted digital products
(Choi 1999).
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The main challenge faced by the WTO, GATT and GATS in this context is to reconcile
trade regulations that were originally devised for goods and services produced by traditional
'brick and mortar', to an e-world of digitally produced and provided goods and services. In
addition, global trade regulations have to be flexible enough to embrace new forms of trade
developed through new technologies. E-commerce is in fact a predator of mobile commerce
(M-commerce), which is defined as 'the use of mobile handheld devices to communicate,
interact, and transact via an always-on, high-speed connection to the Internet'. It is simply
undertaking E-commerce from a mobile device (mobile phone, PDA's, etc). With wireless
portal revenues expected at $ 42 billion by 2005, (NUA, 2000), this new form of trade, and
the accompanying evolution of business models and modes of delivery, are yet to be
incorporated into international trade regulations.

III.2.2. E-trade Primary Infrastructure: The Internet

A necessary prerequisite for undertaking E-commerce (and M-commerce) activities is
Internet literacy, access, and use. Originally developed as ARPANET by the US army in
1969, Internet has infiltrated worldwide at a remarkable rate. While it took 74 years for the
telephone to reach 50 million users, it took only 4 years for the Internet to reach the same
number (see Fig. 1). The number of Internet users in the world has increased more than
twenty-fold from 16 million in December 1995 to 378 million in September 2000. This
latter figure is double the number of users in May 1999 (see Table 1). The number of
domain names on the Internet has increased dramatically from only 900 in July 1988, to
26,000 in 1993 (Lottor 1992), to 26 million in November 2000 (Internet Indicators
December 2000). The number of Internet hosts (computers with an IP address) has
increased considerably, from 0.04 million in 1990 to 43.5 million in 1998. (see Fig. 2).
Finally, the number of connected countries has increased from 22 in 1990 to 217 in 1998
(Fig. 3)

Within this framework, the bulk of Internet users have been located in North America and
Europe, together accounting for more than 70% of world users in September 2000.
Countries of Pacific Asia have witnessed a remarkable increase in the number of Internet
users, more than threefold from 27 million in May 1999 to almost 90 million in September
2000. The percentage share in world users has increased from 15.75% to 23.75% (see Table
2). This comes in sharp contrast to Africa and the Middle East, who together account for
less than 1.5% of world users. Considering that Israel alone accounts for one million out of
the 2.4 million users included in the Middle East figure (even though the latter does not
include Arab African countries), it becomes evident that the number of Internet users in the
Arab and African countries is at best modest.

The number of Internet users in the Arab world is roughly 1.9 million users (March 2000),
which represents less than 1% (0.62%) of the number of world users in the same period
(304 million). In fact the number of Internet users in Israel is more than 50% of users in the
Arab countries taken together. While the percentage of Internet users to the population in
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Israel reached 17.12% in September 2000, it has not exceeded 7% in any of the Arab
countries, with the exception of the United Arab Emirates (17%). In some cases (Yemen,
Sudan and Algeria), the percentage was less than 0.1% of the population (see Tables 3A &
3B).

The recent performance of East Asian countries is of interest here. In the case of Singapore,
for example, the number of Internet users increased more than threefold between September
1997 and May 2000, representing almost 42% of the population (see Table 4). According to
the percentage criterion, Singapore ranks ninth worldwide after the US, Iceland,
Scandinavian countries, the Netherlands and Canada (see Table 5). In South Korea, Internet
users as a percentage of the population increased from 1.53 % in February 1997 to 32.31%
in July 2000. This is close to the percentage in the United Kingdom and Switzerland, and
higher than the percentage in Austria, Belgium, Ireland, Germany, Italy and France (see
Table 5). Of particular interest is the case of India, where Internet users have increased from
only 80,000 users in July 1997, to reach 4.5 million in March 2000. As a share of the
population, the figure increased from 0.01% to 0.45% (see Table 4).

III.2.3. World E-Trade: Conclusion

The above figures show a clear inequality in the distribution of Internet users among
different countries of the world. The Digital Divide is evident. Despite an exceptionally
impressive performance of the East Asian countries, most Internet users and E-commerce
activities are located in developed countries. The scale of Internet use in Arab countries and
Africa has been rather limited. As a necessary prerequisite for E-trade, the Internet must be
available, accessible, and affordable for the populations of developing countries.

III.3. Freer Trade and E-Trade: Opportunities and Potential Worldwide

In the above section, we have highlighted two main developments on the world scene: a
move towards freer trade between nations, and an emerging opportunity for E-trade through
the Internet. The expansion of E-trade could enhance the role of free trade in promoting
world economic welfare as presented at the outset of the paper. By opening new trade
channels, E-trade allows countries to exploit their traditionally accepted areas of
comparative advantage. More importantly, E-trade can help countries discover and develop
new areas of comparative and competitive advantage. Trade in services, for example, is an
area with strong potential to be exploited through E-trade. By being an industry in its own
right, E-commerce applications and related services could itself be a new area of
comparative advantage. The production of knowledge and its transfer through digital means
could be a niche for countries blessed, among other things, with high quality human capital

Topics in Middle Eastern and African Economies
Vol. 3, September 2001

and governments that are flexible enough to adapt sound economic policies.

While such opportunities are available globally, it seems that developing countries have not
had much chance to capitalize on the potential for technological catch up through E-trade.
The bulk of Internet use and E-commerce activities have taken place in developed
countries. The Digital Divide between the Net-haves and the Net-have-nots represents a
threat for developing countries, imposing a high opportunity cost for those countries that
lag behind. Such Divide can act as an impediment against opportunities for E-trade, which
would limit the role of trade as a channel for technological spillovers. The threat of
technological divergence becomes more pressing in light of the dynamic development and
evolution of the technology itself and its modes of delivery at exponential rates. The result
then, would be a wider Divide, between the 'Net-have-nots' and the 'Net-have-mores'. In the
next section, we analyze these issues in light of the case of Egypt.

IV. The Case of Egypt:

After a long legacy of a controlled economy and a host of import substitution policies in the
sixties, Egypt supposedly started economic liberalization in 1974 with the adoption of the
Open Door Policy. Effective liberalization measures, however, started taking place after the
adoption of the stabilization and economic reform program in 1991. The program
encompassed measures towards privatization and trade liberalization. Since 1998, Egypt
has also been active in promoting information and communication technologies in an
attempt at becoming an active member of the global village.

IV.1. Trade

In this section, we present a quick overview of Egypt's trade regulatory framework and
performance over the last decade. Already a member of the GATT since 1971, Egypt joined
the GATS and the WTO in 1995. Egypt's commitments in GATS cover four main service
groups: construction, travel and tourism, financial services, and maritime services. Egypt's
well-established and accepted areas of comparative advantage have been oil, cotton, and
tourism.

IV.1.1. Trade: Regulatory Framework
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Most of Egypt's current customs regulations are based on the program laid down in 1986. In
1991, however, tariffs have been reduced to a maximum of 55% on most goods, with the
exception of certain 'luxury' items (e.g. cars with engines larger than 1300cc, alcoholic
beverages, customs sometimes reaching 3750% mushrooms and 250% on vans) (Mostafa,
2000). Tariffs were further reduced in 1995, and again in 2000 to a maximum of 40%, again
excluding 'luxury' items (Ministry of Economy and Foreign Trade, 2000 a).

Despite a general commitment to liberalization, Egypt's trade continues to be plagued by a
number of tariff and non-tariff restrictions, as well as bureaucratic inefficiencies. Along
with reducing tariffs, the government sometimes resorts to levying other forms of expenses,
e.g. service fees. In 1994, the government raised the service fee on shipments to 3-6%,
depending on the custom duty. An extra sales tax (5-25%) is added to the final customs
value of the imported item. Import bans have also been used on items such as clothing and
textiles. Finally, the system is plagued with 'valuation and procedural mess', including 14
different hurdles before a shipment is cleared (Mostafa 2000).

Although the government is committed to export promotion as an objective, the system
continues to include multiple bureaucratic hurdles. Egypt's exporters are offered two
'privileges': the temporary exemption system, and the drawback system. Under the former,
exporters are exempted from customs on imported raw materials provided the latter will be
processed in Egypt and exported within a finished product. Importers are required to put a
bank guarantee or insurance covering the value of custom duties and 5% of the value of the
product itself until the final commodity is exported. Under the 'drawback system', importers
are required to pay the full amount of customs duty at the time of entry. They are then given
six months to one year to re-export the imports as part of a finished product at which time
they may be reimbursed the full amount of duties and taxes paid. In practice, the
implementation of these two policies falls short of expectations; the system is subject to
rigidities, delays, and even constant battles with customs officials (Mostafa 2000).

IV.1.2. Trade Performance

Against this background, exports have actually declined from 3.88 billion $ in 1992 to 3.13
billion in 1999. Imports, on the other hand, have increased from 10 billion to about 12.5
billion (see Table 6). Petroleum industry products continue to dominate Egypt's exports
(33.7% in 1998), followed by spinning and weaving industries (almost 15%) (Table 8). This
is reminiscent of the traditionally accepted areas of Egypt's comparative advantage, oil and
cotton. Machines and transport equipment, on the other hand, represent the biggest share of
imports (almost 27% in 1998).

Egypt's trade balance with all its trading partners is negative (Table 7). Egypt's number one
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export destination is the United States followed by the European Union, two areas that,
interestingly enough, encompass almost two thirds of world Internet users. Egypt's major
source of imports is the group of EEC countries (Table 6)

Although a member of the Greater Arab Free Trade Agreement (GAFTA), and a signatory
of a number of bilateral free trade agreements (Tunisia, Morocco, Lebanon, Libya, Jordan),
Egypt's trade with Arab league countries is very limited. Exports to Arab countries
represented 13% of total Egypt's exports; imports from Arab countries represented 3.8% of
total imports (Table 6).

The share of exports in Egypt's current GDP has actually declined, from 28.8% in 1992, to
only 19% in 1998, and 14.8% in 1999. This comes in contrast to countries like Indonesia,
where this share has climbed from 19.4% in 1992, to 50.6% in 1998, and Malaysia, from
76.9% to 94.9% in 1997. Mexico's share also more than doubled, from 15.2% in 1992, to
31.2% in 1998 (Table 9). This is also comparable to Israel, where the share increased from
30.9 in 1995 to 36.1 in 1999.

In fact, the share of trade as a percentage of GDP for Egypt has declined from 73% in 1980,
to 45% in 1997 (Table 10). This comes in comparison to Malaysia, whose share has
increased from 113 % to187 %, and Korea, whose share ranged between 75-77%. Israel's
share as a percentage of GDP was 76% in 1997 (ERF 2000). The speed of integration, taken
as the percentage change in the trade share in GDP over the previous period, was quite
modest for Egypt: a negative figure in 1996, and zero in 1997.

Egypt's performance in the tourism sector has also been modest. The number of tourist and
tourist nights in April 2000 were actually below the 1991 figure (Tables 11 A, B, &C). It is
worth noting that almost 65% of tourists coming to Egypt are from Western and Southern
Europe, a region that includes a high proportion of world Internet users.

On a positive note, Egypt witnessed an increase in per capita exports of manufactures
between 1990 and 1997, and a notable growth in the share of manufactures in merchandize
exports between 1980 and 1995 (Table 10). The share of high technology exports in
merchandize exports, however, has been low and declining, from 0.4% in 1995 to 0.2
percent in 1998. (Table 10). The comparable figures for Israel are 15.9% and 19.7%,
respectively (World Bank, 2000 a)

IV.1.3. Egypt's Trade: Conclusion

Topics in Middle Eastern and African Economies
Vol. 3, September 2001

In light of the above, one can conclude that Egypt's trade performance has been modest.
Despite commitment to the GATT, Egypt is still leaping on the road to regional and global
integration. In spite of the increase in per capita export manufactures, Egypt continues to
specialize in traditional areas of comparative advantage: namely petroleum and cotton. Of
particular interest is the fact that Egypt's major export market, namely the United States and
the EEC countries, alone include about two thirds of Internet users in the world. A similar
argument also applies to tourism: Western and South Europe is the major source of tourists
coming to Egypt. The potential offered to Egypt by the Internet in this context, therefore,
cannot be overlooked. It is in that light that we move to the next section where we view
Egypt's performance within the global IT revolution.

IV.2. E-Trade and ICT in Egypt

Although in many ways in its infancy, E-commerce is recognized as an area with strong
potential, and is therefore a priority on the agenda of the Egyptian Ministry of
Communication and Information Technology (MCIT). In fact The E-commerce Network is
the first on the list of National Information Networks to be developed within The National
Telecommunications and Information Technology Plan drawn in September1999. The
Ultimate establishment of Egypt's 'E-government' is also a notable measure in this regard,
and has already started taking shape at the time of writing this paper.

IV.2.1. Regulatory Framework

As far as custom regulations are concerned, e-trade follows the general regulations laid for
trade in physical goods between brick and mortar institutions. IT products themselves,
however, enjoy special incentives under the IT Plan, including tax exemptions on IT
software and services, custom exemptions on software, 50% discounts on sales tax for
hardware, and 5 years tax break for all ICT activities (Nazif 1999). Like other governments,
the Egyptian government will have to grapple with laws on digitally transmitted goods and
services.

In the meantime, efforts at promoting E-commerce in Egypt have come within the context
of strengthening the ICT infrastructure to promote exports. One of the goals of the abovementioned Plan was to create a strong ICT industry that would 'contribute positively to job
creation and export expansion' (Nazif 1999). The government has also signed agreements
with major American and European ICT companies in an attempt to strengthen the
domestic capacity for ICT and E-trade.
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In an effort to encourage E-trade, business development comes as one of the four main axes
of the Plan, together with human resource development, information base building, and
infrastructure development. Of particular interest is the wide expansion of
telecommunications network, reaching 7 million telephone lines in July 2000 (Nazif 2000)
with a projected increase of one million lines per year. In addition, there has been a cut in
the cost of telephone use: 75% decline in the cost of international communication, and the
introduction of line licenses for communication companies. The cost of Internet use has
been cut down by about 60% charge for 64 K link from 12,000 L.E. to 5000 L.E. a year. A
New Telecom Act is being presented to parliament. Moreover, measures aiming at human
resource development included intensive training programs in 380 public community
centers across the country, the introduction of technology clubs, and signing training and
other cooperation agreements with multinational companies financed by the government
and implemented by the private sector (Nazif 2000).

IV.2.2. E-trade: Performance and Challenges

E-commerce is in its infancy in Egypt. While there may have been a few attempts at
exporting Egyptian products through the Internet (e.g. www.t-shirtsegypt.com), most
attempts at establishing E-trade have been limited and directed to the local market as B2C
activities. Of course there have been imports bought through the Internet (books, CD's
mostly), but also on a small scale, especially when compared to other parts of the world. In
fact one may safely argue that the Egyptian market has not yet witnessed any significant Ecommerce activity in the proper sense of the term.

Despite the positive steps taken by the government for ICT development, Egypt's yet
modest performance in that field is evident in its position within the rest of the world. This
is presented by the evaluation of its position in comparison to other countries' e-readiness.
Based on criteria of computer infrastructure, information infrastructure, Internet
infrastructure, and social infrastructure, the Information Society Index ranking placed Egypt
at 50th among a group of 55 countries. Egypt came among the last group, the 'strollers', in
comparison to the most advanced 'skaters', 'striders', then 'sprinters'. The group of 'skaters'
included Singapore, while 'striders' included Hong Kong, Taiwan, Israel, and Korea (IDC
2000).

A similar assessment was reached by two other studies. The Economist Intelligence Unit,
accorded Egypt a modest 4.6 out of ten on e-readiness, ranking 49th in a group of 60
countries (see Table 12). Another study undertaken by McConnell International concluded
that Egypt needed improvement in the conditions necessary to support e-business and egovernment. Substantial improvement was needed, however, in the areas of connectivity,
information security, human capital and e-business climate (McConnell International 2000).
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Since E-commerce is a relatively new concept, the Egyptian government will have to
grapple with issues of universal concern, in addition to issues that are unique to Egypt. Of
universal concern are issues such as the definition of a digital good/service, taxation issues,
copyright, privacy, content, e-payment and security, language, and governance. While
universal in nature, these concerns could become more pronounced in Egypt, as well as
other developing countries, in light of their weak institutional structure.

In addition to the above, Egypt faces a number of unique challenges. The most pressing in
this context is the high rate of illiteracy, with the adult illiteracy rate reaching 46.3% in
1998 (UNDP 2000). While this could represent a major obstacle hindering electronic
infiltration, Egypt presents an interesting paradox as it possesses a critical mass of welleducated labor force. The UNDP estimates Egypt's Education Index as 0.6. The Index is
calculated as a weighted average: two third weight on adult literacy rate, and one third
combined gross primary, secondary, and tertiary enrollment ratio (UNDP 2000). Egypt
actually possesses a strong and well-established institutional structure in education. With
160,000 students graduating from university annually, the quality of human capital in Egypt
blesses the country with a new area of comparative advantage - namely software
development and related applications and services.

Another challenge that Egypt could exploit to its benefit is the language issue. While
language is a concern for non-English speaking nations, Arabic is a language spoken by
over 300 million people in the Region. As such, Egypt could use the language factor to its
advantage as an IT leader in the Region.

One major concern for the development of ICT's and E-trade in Egypt is the question of
financing. With venture capital hardly being an option, and a yet underdeveloped capital
market, the threat is that the digital divide within the country would aggravate the already
existing economic inequalities. In the end, the rich could be the ones capitalizing on the ICT
revolution and E-trade gains.

Another hurdle in this context is the traditional mindset or corporate culture. This can be a
hindrance against internalizing ICT into business models that are necessarily dynamic and
flexible. Related to that are informal and undocumented production activities, improper
inventory and resource management systems, as well as weak supply chains.

Related to that is the underdeveloped domestic infrastructure. Until 1995, only 78% of
roads in Egypt were paved (World Bank 2000a). This comes in contrast to a figure of 100%
for Israel. A backward postal system aggravates an already weak physical communications
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infrastructure.

Finally, ICT infrastructure and connectivity represent a major challenge for E-trade growth.
In fact connectivity is a necessary pre requisite for the expansion of Egypt's E-trade. Until
the time of writing this paper, there were 66 Internet Service Providers (ISP's) in Egypt.
The number of Internet users is now 600,000 (Hashem 2000). This is a low figure
considering the number of population (about 1% of the population), and again comes in
sharp contrast to the figure for Israel (see Tables 3 A & B). The rate of increase, however,
could be promising, since the number of users started at 35,000 (0.05% of the population)
in 1997 (Table 3 A&B). While the projected number of Internet users in 2005 is 5 million,
these will not represent more than 7% of the population, which is still a low percentage,
especially when compared with East Asian Countries and Israel (Tables 3 & 4).

The number of personal computers per 1000 people in Egypt has more than doubled from
1995 to 1998 (Table 13). PC' s per 1000 are projected at 60 in2005 (Radwan 2000).
Teledensity has also improved significantly in the past few years: the number of lines per
1000 people has doubled from 1990 to 1998: from 30 to 60.2, (Table 13). The expansion in
telecommunications had been notable within the current CIT Plan: the number of lines per
1000 reached 110 in 1999/2000, and projected at 250 in 2005 (Radwan 2000). Particularly
pronounced has been the expansion in mobile telephone subscribers: from 58.2 thousand in
1997, to 1.4 million in 2000, projected to reach 1.6 million in 2001. In 2000, there were1.4
mobile phone lines per 100 people; the figure is projected to go up to 4 lines per 100 people
in 2005.

IV.2.3. Egypt's E-trade: Conclusion

Despite positive steps by the Egyptian government to speed up the country's ICT
infrastructure, the results so far have been modest, especially when compared with
countries like Israel and East Asian countries. Since the ICT revolution is rather recent,
there is potential for Egypt to catch up, especially in light of its strong human resource
capital. Catching up on ICT, E-trade, will have implications for developing Egypt's trade
and promoting its regional and global integration. In the next section, we elaborate on this
issue.

IV.3. Conclusion: 'Freer Trade' and E-trade - Potential for Egypt's Integration

This paper has been an attempt to look into the incorporation of ICTs into the development
potential of Egypt in a world of freer trade. While freer trade should allow for exploiting
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traditional areas of comparative advantage, E-trade may facilitate further and better
utilization of this potential. E-trade also opens the door for new areas of comparative and
competitive advantage within the development of new dynamic and flexible business
models. In the case of Egypt, tourism is a typical example of a traditional area of
comparative advantage that can be better exploited through the Internet. In fact, improper
marketing of Egypt's tourist potential has always been a major deterrent affecting Egypt's
performance in this sector. This point is supported by the fact that most of Egypt's tourists
come from countries with high levels of Internet use. As tourism is included in Egypt's
GATS commitments, there is certainly room for Egypt to further develop this sector
utilizing ICT's. In fact the Internet should serve the same function for other traditionally
accepted areas of comparative advantage, namely oil and cotton products, which are also
imported by major Internet users.

In a world of freer trade in goods and services, ICT's and E-trade also present new areas of
comparative and competitive advantage, especially as E-commerce is viewed as an industry
in its own right (hardware, software, services and networks). In the case of Egypt, software
development emerges as a new key export sector. The dynamic nature of this industry,
encompassing digitally produced and transferred services, together with Egypt' high quality
human capital, bless Egypt with a strong potential to be exploited, globally and regionally.
On the regional level, proper utilization of this potential can prove Egypt an IT leader in the
Arab world, especially in light of the uniqueness of the language and geographical
proximity. With the Internet as a multimedia communication channel, there are new
opportunities for developing software that will transfer Egyptian films and mass
communication services to Arab countries. Egyptian film and entertainment services have
always been popular in the Arab world. Films and mass communication services are
covered by the GATS.

As a matter of fact, the dynamic nature of ICT's and evolution of modes of delivery bring
up new opportunities in the service sector as a whole. Once considered a burden on the
economies of developing countries, the service sector is now becoming a wild card for their
competitiveness globally. The service sector is expected to reach 50% of world trade in
2020 (Shahin 2000). With services increasingly being transferred through the Internet, this
is one area where Egypt should try to exploit in its attempts at regional and global
integration.

While such opportunities are presently available for Egypt, utilizing this potential
necessitates a number of factors. First, ICT infrastructure development must be backed up
be sound and transparent economic policies on the domestic front. In order to exploit the
potential of E-trade, improving Internet availability, access, and affordability has to go
along with easing official and empirical trade restrictions. Next, there is a need to change
the traditional mindset, and encourage the adoption of flexible and dynamic business
models with strong domestic linkages as well as international supply chains. Moreover, the
government, businesses, and International donors should work on developing new and
creative modes of financing which would encourage small and medium enterprise to
develop E-trade activities. This would save the country the ills of a widening domestic
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digital divide, and an income inequality gap. Finally, the development of a regional agenda
encompassing E-commerce, perhaps within GAFTA, could prove useful in coordinating Etrade activities in the Arab world, and strengthening its position against other regional
trading blocs in the world.

V. A Final Word

The originally theorized gains from trade can be better achieved in a world of global flow
of information and smoother flow of goods and services. Although E-trade may expose
weaknesses, it might also reveal current and potential strengths, bringing up new challenges
and opportunities. Especially with increasing foreign direct investment, Egypt can benefit
from technological spillovers that could be exploited by its qualified human capital.
Through learning by doing, and/or investing in domestic R&D, there is certainly room for
Egypt to capitalize on ICT's and the freer trade environment to achieve higher levels of
regional and global integration. Within this context, the keyword remains to be flexibility.
Domestic law, which is most territorial in nature, has to be flexible enough to accommodate
the Internet, which is least territorial in nature. There is a need for new and creative
thinking. In short, Egypt needs to be dynamic and flexible enough to adapt, and hence
survive, in this Brave New World.
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