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Even the odds and give firms a chance
Leveling the Playing Field to Boost Competition and Job Creation

in the Private Sector

Employment Share by Firm Size
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Problem Analysis

Because of Egypt’s economic policies, 72 percent of workers
(20006) are in “micro” establishments with less than 10 work-
ers, frequently involved in low productivity services, and of-
ten informal establishments. The share of jobs in these small
scale activities surged between 1996 and 2006 and has likely
increased since.

In contrast, a meagre 16 percent of employees (2006)
work in large formal sector establishments with more
than 100 employees. This share is very low compared to
regional peers: it is less than half that of Jordan, Tunisia,
or Turkey.

The concentration of jobs in small scale, often informal ac-
tivities is a reflection of public policies that suppress firm
growth and limit private sector competition.

*  Egypt has low rates of entry into the formal economy
which limits the pool of young firms that could grow
and put competitive pressure on the few large old firms
that do not create sufficient jobs.

* Existing establishments in Egypt hardly grow over
time: relative to the initial size of newly created start-
ups, after 40 years in operation, establishments less

than double their average number of employees.



70%

50%

30%

10%

-10%

63%

45%

29%

26%

High energy-intensive Moderate energy-intensive Low energy-intensive

I Politically connected firms I All firms

Likewise, the probability that a manufacturing estab-
lishment with less than 50 workers in 2007 has grown
to employ more than 100 employees in 2011 is less
than 2 percent.

*  Within the industrial sector, privileged access to energy
subsidies (and potentially to land and credit) for a few
large old firms has increased their capital intensity but
has not made them more productive. Politically con-
nected firms also benefitted: exclusive licenses to oper-
ate in energy intensive sectors such as cement or steel
translated the bulk of the generous subsidies into ab-
normal profits for a few connected firms. This reduces
competition and job creation as the majority of non-
connected firms in these sectors cannot grow.

Solutions

All of these factors are symptoms of a more fundamental
underlying cause—the absence of a level playing field in the
private sector. It will require bold, comprehensive reforms to
reorient the institutional incentive system to value rules over
discretion, and productivity over connections.

I. Remove preferential treatment in the allocation of en-

ergy subsidies or the discriminatory implementation
of regulations across competing firms.
While these distortive policies could be removed rela-
tively straightforwardly if there is political will, they
benefit a small group of influential businessmen who
would oppose such an effort. Removing costly energy
subsidies to industry is likely to pay a triple dividend
in terms of job creation: it reduces the relative costs
of labor, it incentivizes investments in more energy
efficient production, and it removes the burden of
subsidies from the national budget making room for
much needed infrastructure investment. Overall, an
even regulatory playing field where barriers to entry
in the form of license requirements and preferential
subsidies are removed will go a long way in boosting
competition.

An uneven playing field

Politically connected manufacturing firms are much more likely to oper-
ate in energy intensive industries, reflecting their privileged access to
energy subsidies and thus capital.

We define politically connected firms as firms which were managed
or owned by influential businessmen controlling high political posts in
the government or the National Democratic Party (NDP) before 2011.
The graph shows that politically connected manufacturing firms are
more likely to operate in energy-intensive industries: 45 percent op-
erate in energy intensive industries compared to only 8 percent of
all manufacturing firms. In contrast, only 21 percent operate in low
energy-intensive manufacturing industries compared to 29 percent of
all manufacturing firms.

Il. Ease bankruptcy, liquidation and restructuring

procedures.

‘Decriminalizing’ bankruptcy would reduce the stig-
ma of bankruptcy, encourage firms to reorganize, and
strengthen creditors’ incentives to lend.

I, Incentivize entrepreneurship and expand fair access

to land, capital and credit.

It is imperative to improve startup access to credit, as
well as competitive regulatory services, and land. Sup-
port to self-employment and micro-entrepreneurship
through business training, life skills training, mentoring,
micro-franchising, and microfinance can help expand
and protect jobs in the large informal sector.

IV. Institutionalize a competitive environment through

competition policy, and its uniform enforcement.
Egypt recently amended the regulations for its Compe-
tition Authority, but the independence of this institu-
tion has yet to be validated in practice. Authorities must
engage in competition advocacy targeted at consumers
and policymakers to help raise their awareness of the im-
pact of economic policies on competition. Even more
importantly, the government needs to ensure institu-
tional effectiveness in that the design of reforms in all
policy areas signals transparency and accountability and
is aligned with pro-competitive principles.

V. Provide credible signals to the private sector of trans-

parency and accountability.

Government policies carrying credible signals of trans-
parency and accountability to restore broad-based pri-
vate sector confidence can have an immediate impact on
firm’s perception of a more equal playing field reducing
uncertainty and fostering investment.

For references and detailed analysis and policy recommen-
dations, refer to chapter 1, 5, and 7 of the complete 2014
World Bank Labor Market Report: “More Jobs, Better Jobs:
A Priority for Egypt”; and to the forthcoming World Bank report,
“Jobs or Privilege: Releasing (potential) prosperity in MENA”.
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