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Reviving the US-Egypt Relationship

Barbara Kotschwar suggests several areas that could improve economic cooperation, trade, and investment with

Egypt short of concluding a free trade accord.
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Egypt is at the center of the Arab world and there is no country in the Arab world
on which the United States depends more for support. Barbara Kotschwar, research
associate at the Peterson Institute for International Economics, is here to discuss a
book that she and Jeffrey Schott have written Reengaging Egypt: Options for US-Egypt

Economic Relations.

This is Steve Weisman at the institute. Thanks, Barbara, for joining me.
Thank you.

Barbara, why is Egypt such an underperformer in terms of its economic coopera-
tion with the United States? After all, since the 1970s, the United States has pro-
vided a huge amount of aid and also opened up economic ties.

As you pointed out, Steve, Egypt has been one of the United States’ most important
political and strategic partners in the Middle East. And yet, trade and foreign direct
investment relations between the United States and Egypt remain relatively low.
Egypt is the source of only about 2 percent of US imports from the Middle East
and North Africa (MENA) region. Of course, that’s influenced by oil trade from
some of the other MENA countries. Bilateral trade at the end of 2008 totaled about
$8.4 billion. US direct investment in Egypt, which is about 20 percent of US direct
investment in the Middle East [and] North Africa region, was valued at about $8.8
billion at the end of 2008.

This is not insignificant in terms of US economic relations with the Middle East
[and] North Africa Region, but could certainly be expanded. Egypt and the United
States have had large economic ties but mostly in the form of US aid to Egypt. There
have been several initiatives to open up trade and investment relations; there have
been talks toward a free trade agreement that sort of fell off the radar screen in 2005.
There’s been a program to open US market access to certain Egyptian goods but
there still remains a lot of room for improvement.

Why have things been so stuck?

Politically, in terms of the discussions toward a free trade agreement, there are

number of issues at play. One of which is US domestic politics. Talks toward a US-
Egypt free trade agreement were taking place around the time that US trade politics
became messy and we ran into the nonrenewal of trade promotion authority, which
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kind of stopped any new discussions about new free trade agreements. There are also
Egyptian political issues, human rights issues, where US domestic groups opposed
the furthering of talks toward a free trade agreement.

With South Korea and Colombia, where the free trade agreements have stalled in
Congress, that was a case of clear national security imperatives. You would have
thought [such issues] would push those agreements over the top but they didn't. I
guess Egypt now would have a harder hurdle to overcome in that climate.

Right, right. Things don’t look good right now for new free trade agreements.
However, it is worth mentioning that some steps have been taken at the end of
2004. USTR [the United States Trade Representative] approved and in conjunction
with Israel and Egypt approved a qualified industrial zone (QIZ) program through
which companies that set up in these qualified industrial zones in Egypt were able—
as long as they met the rules of origin that the specific content requirement—to
export duty free to the United States.

What sort of things do they export?

Mostly textiles. If you look at Egyptian exports to the United States, textiles exports
have gained significantly. Now, this is really important since 2005 was the end of
the Multi-Fiber Arrangement. The additional US market access has really helped
Egyptian firms continue to be competitive. So you can see there are a lot of baby
clothes made in Egypt, for example, in popular US stores.

Oh really?
Yes.

What else can be done to improve economic relations short of a free trade agreement
that would have difficulty winning approval in Congress?

Short of a free trade agreement—or actually some of these initiatives go beyond what
would be contained in a free trade agreement—there are a number of things that

can be done. USTR [Ron] Kirk and Trade Minister Rachid last year agreed upon a
strategic economic partnership between the United States and Egypt. They haven't yet
defined what exactly that means, so there’s a lot of scope for doing things. One thing
that we suggest in our policy analysis is to expand market access that already exists
through the QIZs. There’s quite a bit that could be done... The companies in these
zones—as long as they use a particular content from Israel and Egypt—are able to get
[their exports] into the US market duty free. It’s been almost exclusively textiles and
apparels. It would be great to see some other goods coming in from Egypt.

Such as?

When we looked at the revealed comparative advantage of Egypt, goods [such as]
stoneware and ceramics, some processed foods, frozen foods showed up. Now these
haven’t really been coming in duty free to the United States under the QIZ program,
and so some stimulation in that sector could be fruitful. Also just extending the
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number of qualified industrial zones ... They did expand last year. They approved
the expansion of a number of additional zones. There are still a few that have been
requested that haven't been approved. Textile and apparel is a good industry for a
country like Egypt, which suffers from relatively high unemployment. It’s about 10
percent unemployment in Egypt, about 25 percent youth unemployment. If you
consider that about a third of the Egyptian population is relatively young and is
under the age of 30, that’s a pretty big deal.

Unemployed youth in the Arab world is a recipe for disaster.

It’s the social, political, and economic problem and one that I'm sure Egypt and

the United States would be happy to rectify and that would go a ways toward
helping Egypt toward sustainable economic development. Now, a number of the
other proposals that we put forward comprised more—rather than focusing on the
traditional free trade agreement issues—looking more at helping Egypt enhance

its competitiveness, helping Egypt enhance education. Having a more educated
work force will help attract foreign direct investment into Egypt, and would help
US companies that are interested in investing in Egypt, to be able to use the work
force better. It’s a win-win situation for both. Egypt ranks relatively low in most
international competitiveness indicators in terms of education, in terms of literacy,
in terms of training in education, and particularly in a category that’s called efficient
use of talent, which is in Egypt’s case, very much related to the use of women in the
work force. If you look at Egypt as compared to its top competitors in the US textile
market, which includes countries such as China, Vietnam, Bangladesh, Dominican
Republic, it ranks last—dead last in efficient use of talent.

Is that because of cultural reasons in Arab countries or—

In terms of the Middle East and Northern African world, Egypt also ranks relatively
low. So, that surely has something to do with it. There may be other factors in play but
certainly helping to enhance education, both in terms of formal primary, secondary,
tertiary education, also in terms of work or training, would certainly be something that
the United States and Egypt could work on together. One of the ways that helps as
well is addressing infrastructure. Egypt has a lot of needs in terms of infrastructure.

Egypt could be—in terms of the advantages it has with trade agreements with the
European Union, the other MENA countries, with the rest of Africa—a great services
and goods trading hub. But it has certain disadvantages in terms of the transportation
sector, in terms of communications, all of which need different types of assistance.
And you could get through a free trade agreement but additional development funds
through for example, the Millennium Challenge Corporation (MCC), which funds

that sort of larger scale infrastructure, social capital development projects.

This was the corporation setup independent of aid to channel aid to countries that
have good practices, in terms of their economy and political openness. But Egypt
hasn’t qualified for a grant in those categories?

Egypt hasn't been selected as an MCC country. However, in terms of the indicators,
it does qualify.
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It should qualify.

Right. It has met the criteria in terms of trade policy. It qualifies on the corruption
indicator—which is one that every country needs to qualify under—and it’s been
increasing in terms of its qualifications every year. But it hasn’t been one of the
countries that’s selected. So that if the United States is serious about engaging Egypt
as part of this US strategic partnership, perhaps that could be one type of program
that could be considered.

Final question now. Your book on reengaging Egypt came out in January. What's
been the reaction in the Obama administration? Do you think they’re going to take
this challenge seriously?

I certainly hope so. I think the Obama administration has been thinking about
how to enhance their ties with Egypt. The fact that they have put resources into
this economic and strategic partnership, the fact that they’re thinking about how to
engage with Egypt, is a very good sign and we do hope that they’ll take some of the
recommendations in the report.

Barbara Kotschwar, thank you very much for joining us.

Thank you very much, Steve.




