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Explaining the sources of economic growth in Egypt and the role of
total factor Productivity (TFP) in attaining sustainable growth
{Theoretical and practical approach)

Abstract

Although Egypt is one of the developing countries that has experienced a
moderate economic growth rate during the pas{ four decades, it is still trapped into the
lower middle-income countries for more than three decades. The High growth rates -
particularly those achieved during the last five years before 2011 — was accompanied by
rising in poverty rate, high unemployment rates, and the huge increase in inequality in
income distribution. In this context, achieving rapid economic growth that generates jobs,
and increases the income of the poor requires this growth to be inclusive, and sustained.

At this regards, Total Factor Productivity (TFP) is the major source for inclusive
and sustainable growth which relies on efficiency and innovation that facilitate for the all
reaping the benefit of growth. This paper seeks to evaluate the performance of the overall
TFP in Egypt during the period (1975-2011), to draw the main obstacles for the
inclusiveness of growth in Egypt in order to derive a set of policy options to achieve
inclusive growth, using "Solow model with an endogenous framework. At this regards,
based on the accounting equation for growth we can conclude that economic growth in
Egypt is driven by the accumulation of inputs - especially the accumulation of physical
capital - which contributed about 91.6% of economic growth, while the TFP accounts for
about -1.17% in the average of 1975-2011. Afier applying the unit root test, and
Cointegration techniques, the Unrestricted VAR model was used to explain the factors

and policies that determine TIP in Egypt during the previous four decades.

The results confirmed that the main barriers to TFP in Egypt are; the high burden
of domestic public debt, low quality of institutions, corruption, and the rigid of labor
market. Based on the estimated results, the simulation model revealed that in order io
achieve a growth rate of about 8.9% in average over the next ten decade, the contribution
of TFP must rise to about 16.5% of total growth. Hence Egypt should to adopt a set of
institutional reforms for all the supporting elements for growth, concentrating on
performing improvements in the rule of law, democracy and rooting out corruption to
enable the all from the benefits of growth.
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