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The Egyptian revolution of 25
th

 January 2011 has exposed the failure of Egypt’s consecutive 

governments to achieve sustainable levels of political, economic and social development in 

the past fifty years.  On the one hand, economic reform programmes have failed to support 

the private sector, encourage private-led industrialization, and integrate the vast majority of 

small and medium sized enterprises (SMEs) into the formal sector of the economy. They 

have also failed to effectively exploit the substantial financial and technical assistance 

provided by international financial donors and the domestic support shown by the business 

communities - who were keen to benefit from the opportunities created by the reform 

programmes – in the development process.  

On the other hand, the January revolution exposed a poor governance system that allowed for 

the creation of an ‘unholy alliance’ between the ruling political regime and the business elite; 

an alliance that permitted the former to condition the allocation of economic resources with 

loyalty while the latter exploiting the reform policies for profiteering and maximizing 

personal gains. There was also a deliberate separation between economic liberalization and 

political reforms to the extent that industrialization was held back by lack of adequate voice 

and accountability through democratic institutions and civil society organizations.  



With the revolution underlining these shortcomings, the key question that needs to be 

considered today is - what are Egypt’s economic, political and social challenges and what 

options available to overcome them in post-Mubarak era? 

Since January 2011, Egypt’s political and economic transition has been long, chaotic 

and painful for the Supreme Council of Armed Forces (SCAF), transitional government, the 

revolutionaries and ordinary Egyptians. This is largely due to inability to comprehend what 

went wrong with Egypt’s economic success story that was highly praised by the Bretton 

Woods Institutions, with the World Bank ranking the country among the top 10 reformers 

globally for the fifth consecutive year in 2010, and lack of vision on how to pull the country 

out of its messy transition process.  

On the political front, Egypt’s political system has yet to recover from a number of 

fatal decisions and mistakes that aimed at consolidating the power of the previous regime. 

Chief amongst these was the decision of the regime to wrongly align Egypt with the neo-

conservative policy of ‘war on terror’ after the 9/11 attacks on the US. The struggle for 

survival and legitimacy due to deterioration in socio-economic condition and external 

pressure for political reforms from the US, the regime put itself in direct confrontation with 

its own people by ignoring the growing anti-western sentiment after the invasion of 

Afghanistan in 2001 and Iraq in 2003. The regime had mistakenly perceived its own internal 

opponents, mainly opposition political parties and Muslim activists as those of the US and 

thus embarked on a policy of repression that segregated it from a large section of the society. 

The desperation for tightening its grip on power had also forced the regime to commit serious 

elections fraud in 2005 and more repulsively in 2010, when the exclusion of almost all key 

opposition forces led to a 97 per cent majority for the ruling National Democratic Party in the 

parliament. This deplorable behaviour of the regime, together with the increasing power of 

the state police and the oppressive treatment of the politically minded and intellectuals among 



the educated middle class, turned regime into an oligarchy with an isolated and hated ruling 

elite.   

For Egypt’s new rulers, the battle for restoring faith and confidence in the political 

system has yet to be won. Efforts to install a new governance system have been undermined 

by delay in transfer of power from the military to a civilian rule; increasing sense of 

insecurity across the country; losing fight against endemic corruption; weak legal system; 

absence of the rule of law; and most importantly lack of accountability and transparency in 

running the country. This was evident in the fiasco of the civil society organizations, which 

unnecessarily put the SCAF in direct confrontation with the US and with its own people.  It 

could be also argued that the aspiration for change expressed by the youth, workers’ 

movements, civil society organizations and ordinary people – many of them have been 

alienated from the political life and deprived of basic social services such as employment, 

good education and healthcare, and decent income that commensurate with the true cost of 

living – has been shattered by the inexperience of the Supreme SCAF in running the country 

and lack of effective mechanisms for democratic transition. On the one hand, the political 

transition that was supposed to lead to a transfer of power to civilian rule by September 2011 

has been belonged, and as of the time of writing (March 2012) the SCAF is still in charge. On 

the other hand, there have been efforts to undermine the January revolution by the loyalties of 

Mubarak whose economic interests flourished under his regime and by the so-called Islamic 

counter-revolution, with the Muslim Brotherhood and the Salafists emerging from the 

shadow to secure together an overwhelming majority in the lower house (65.3%) and the 

upper house (73.6%) of the parliament. The crisis of democracy in Egypt has manifested 

itself in the lack of representation of the youths – who ignited and led the revolution - in the 

parliament, lack of willingness by all political forces to agree on a common stance to end the 

transition period and install a new governance system, and the crackdown on civil society 



organizations for operating without licences, receiving unauthorized foreign fund and 

engaging in political activities. 

Egypt’s economic system is struggling to adjust to the new reality after it had based 

its evaluation of growth on aggregate macro-economic indicators that did not reflect the true 

nature of economic development. The deceptive gross domestic product (GDP) growth rate 

of 4.5 per cent per annum, with an intermediate peak of 7 per cent between 2007-2008, have 

been made negligible by the unbalanced distribution of wealth, rising inequality, mass 

unemployment, endemic corruption and widespread poverty. Not surprisingly that the 

applauded structural reforms did not improve the poor public services, lack of good education 

and inefficient healthcare system, while the oppressive political system deprived the country 

from its best brains - forcing hundreds of thousands, if not millions, of young highly educated 

Egyptians to flee their country in search for job opportunities and better life.  

The accumulation of economic and social grievances due to inattention of the 

previous regime to the developmental dimension of reforms - which led to a growing 

discontent with the neo-liberal reforms particularly among the working class and the young 

educated middle classes - has made it extremely difficult for the transitional government to 

seek effective means to end the deadlock of protests and in-site strikes, which continued to be 

a common practice in factories, universities and main squares across the country. These 

protests have been hugely damaging for the economy. The pre-occupation with stabilizing the 

political and security situation and inattention to the economy resulted in a sharp reduction in 

GDP growth rate to almost 1 per cent in 2011, from 5 per cent growth in the previous year. 

Fiscal and current account imbalances reached a critical point by early 2012, with around 

US$32.5 billion wept from the capitalization of the stock market due to liquidation of 

holdings by Arab and western institutional investors. Egypt lost on two major sources of 

income and of hard currency:  tourism dropping by more than 80 per cent of its share to GDP 



(11 per cent per annum which is estimated US$13 billion) compared to 2010, while 

remittances falling drastically from US$8 billion in 2010, due to the return of workers from 

countries affected by Arab Spring such as Libya and Bahrain. The potential risk posed by the 

uprisings dampened investor confidence  as greenfield investments fell by more than 80 per 

cent in the first half of 2011 compared to the same period in 2010; during the same period, 

FDI inflows dropped from a positive balance of US$1.8 billion to negative US$200 million. 

Export revenues deceased sharply as a result of the closure of over 4200 factories and 

disruption in the export of natural gas to Jordan and Israel as the Sinai pipeline has been 

sabotaged more than 13 times in the past 12 months.   

Indeed, Egypt’s short term economic challenges are huge. An inadequate response to 

the above economic grievances resulted in sharp increase in inflation recording some 20 per 

cent; unemployment reaching 12.4 per cent (January 2012), with some 3.1 million people out 

of work; and sharp decline in foreign reserves to US$15.7 billion (March 2012), from its peak 

of US$36 billion a year ago. The government has made little, or no, efforts to increase the 

outputs of the productive sectors of the economy. Instead it sought means to borrow from the 

domestic and international markets, while putting much hope on financial assistance from the 

US, the EU and the Gulf Cooperation Council member states. Such hope has never 

materialized as international donors are not keen to support a country that is run by the SCAF 

while seeking a democratic transition. This explains why hundreds of millions of dollars were 

directly channelled to civil society organizations rather than the government. SCAF’s wishful 

thinking of around US$30-US$40 billion of US and Arab financial support materialized in 

almost nothing – the US US$2 billion of lean guarantees and debt reduction amounted to only 

US$200 million and Saudi Arabia deposited US$500 million, one eighth of the total amount 

it pledged. This forced the government to re-open negotiations with the IMF for US$3.2 

billion in early 2012. 



While public finance was substantially reduced and foreign aid drying up, there was a 

failure on the political leadership side – which saw their role only as temporary - to realize 

that the future of the country lies in the development of the industrial and agricultural sectors. 

Not only do these sectors have the capacity to stimulate economic growth at a faster pace, but 

they are also capable of creating real job opportunities for a large proportion of the 700,000 

graduates and new entrants into the labour market every year. Instead of mistakenly 

perceiving industrial and agricultural development as long term planning, efforts to pour 

public and private capital into these sectors could increase their productivity and 

competitiveness. The importance of this is twofold: an increase in productivity and output 

will enable Egypt to reduce its huge import bill, hence reducing the trade deficit and easing 

pressure on the balance of payment; and an increase in the output of industrial goods and 

agricultural commodities enhances the country’s exporting capabilities. This is the only way 

through which Egypt will be able to shift from import-substitution industrialization to export-

oriented growth. This is absolutely true as long as Egypt remains unable to develop a 

knowledge-based economy, where high-tech industries and a sophisticated services sector 

drive economic growth. 

Undoubtedly, the limited financial resources of the state to currently engage in mega 

industrialization programmes leaves no option but to encourage and support the private sector 

to lead the development process in post-revolution Egypt. Serious measures must be taken to 

bolster administrative efficiency by fostering greater transparency, streamlining procedures 

and developing electronic tools for business facilitation. It is also vital that the vast majority 

of Egypt’s SMEs, which account for almost 97 per cent of total companies, must have access 

government financial and technical support and bank credits, as well as being brought into 

the formal sector of the economy. This may not only enhance SMEs competitiveness and 

help them to compete in domestic and international markets, but also increase substantially 



their contribution of corporate tax to the treasury. Foreign direct investment should also be 

guided towards infrastructure development and labour-intensive industries, as well as 

dispersed from the excluded free zones to be distributed across the country, particularly in 

less developed regions.  

The role of the private and foreign investment is vital to Egypt’s economic 

development. Only through this kind of investment Egypt may be able to overcome key 

socio-economic challenges such as unemployment, inequality and poverty. Despite the 

considerable increase in Egypt’s human development index from 0.524 in 1995 to 0.731 in 

2010, the country is still experiencing significant gaps in human development particularly 

education, healthcare and income distribution not only between governorates but also 

between urban and rural areas. For example, while unemployment rate is now standing at 

12.4 per cent, this rate is way above 20 per cent among the youth in the 18-29 age group. The 

ratio is much higher among the highly educated male (26 per cent) and female (56 per cent) 

graduates when compared with their counterparts with intermediate education which stood at 

11.2 per cent and 45.5 per cent in 2010. This data underscores concerns not only about 

gender inequality but also the quality of education in relation to labour market demands. A 

fairly dispersed private and foreign investment across the country could address the growing 

regional disparities in the levels of economic development, with the rural areas, particularly 

in the south, benefiting less from economic growth than in the north, which is politically 

more powerful. According to Egypt Human Development Report 2010, of Egypt’s 29 

governorates, the 5 governorates occupied the first 5 rankings in human development since 

2005 were all in the north - named Port Said, Suez, Cairo, Alexandria and Damietta - while 

the governorates in the bottom 5 ranks are - Fayoum, Assiut, Menia, Beni Suef and Suhag - 

all located in the south. Thus, more investments in these less developed areas could 

substantially reduce migration from rural to urban areas and from south to the north, 



particularly Cairo, easing pressure on the delivery and quality of vital social services such as 

subsidies, health care and education. 

Moreover, poverty alleviation has yet been Egypt’s greatest challenge. Since March 

2011, some efforts have been made to improve the socio-economic wellbeing of those at the 

lower end of income distribution such as increasing salaries by 15 per cent, adding an extra 

450,000 temporary civil servants to government payroll and increasing the massive subsidy 

bill, with energy subsidy is projected to soar 40 per cent to US$15.75 billion in the current 

financial year ending June 2012. Also, introducing anti-inflationary measures and effective 

subsidy policy aimed directly at the poor, together with setting the minimum wage at 

EGP700 per month (ceiled at 35 times that amount) for government and public sector 

employees from January 2012 could contain absolute poverty that is measured by income less 

than US$1.25 per day. These measures are absolutely necessary as the lower poverty line 

increased from 17 per cent in 2000 to 22 per cent in 2011, with rural areas having a poverty 

rate of 52 per cent, almost double the rate of 26 per cent in urban areas.  As for the upper 

poverty line, data shows that neo-liberal reforms had failed to alleviate poverty, which increased from 

39 per cent in 1991 to 43 per cent and 41 per cent in 2000 and 2005 respectively. Although Egypt’s 

GDP per capita at current prices has increased by more than threefold, rising from US$625 in 

1991 to US$2,420 in 2010, this rate is below the US$3,885 recorded for the Middle East and 

North African region in 2010.  

The above discussion shows that the Egyptian revolution has exposed both the weak 

political and economic structure and the inadequate governance system that the previous 

authoritarian regime had managed to sustain for decades. The inherited political, economic 

and social grievances may have prolonged the transition period and complicated the process 

through which Egypt’s new rulers are able to develop viable institutional structures to 

facilitate democratic transition. But the revolution has also offered real opportunity for Egypt 



to reverse the vicious cycle, whereby authoritarianism prevents good governance and in turn 

holds back industrialization, entrepreneurship and democratization. The fair election that 

produced the first democratically elected parliament in 2012 could be a virtuous spiral that 

would - following a new constitution and presidential elections - lift the country out of its 

messy political transition and economic stagnation. The success of the transition process, 

however, depends on the ability of Egypt’s new authorities to put in place effective measures 

and mechanisms to balance between sustainable economic growth and relative improvement 

in socio-economic development. 

 


