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International trade is positively associated with economic 

growth,1 falling poverty, and rising living standards. While 

export-led growth has generated tremendous success in 

some countries, others that have pursued aggressive trade 

liberalization with the hopes of increasing wages and em-

ployment have been disappointed, raising important ques-

tions about the specific links between trade policies and 

labor market outcomes.  

Egypt is a country that seems to have experienced a “broken 

link” between trade policies and labor market outcomes. 

Since 2000, Egypt has implemented a range of institutional 

reforms and signed several key trade agreements. Nonethe-

less, Egypt continues to struggle with a range of labor market 

challenges, including stagnant wages, high unemployment, 

and high informality. There are two possible reasons for this. 

The first possibility is that Egypt’s trade policies, and trade 

WHAT’S THE TAKEAWAY? 

Trade, especially exports, is 
strongly linked to rising wages, 
falling poverty, and economic 
growth around the world. 

Egypt pursued trade agreements, 
in part to improve labor market 
outcomes for Egypt’s workers, 
but did not experience the 
expected improvements in 
wages and employment. 

Egypt’s trade agreements are 
associated with higher exports, 
suggesting the broken link 
between Egypt’s trade policy and 
labor market outcomes is not 
ineffective trade agreements. 
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agreements in particular, have not increased 

trade. The second possibility is that the 

trade agreements “worked”, but the result-

ing increase in exports did not translate into 

improved labor market outcomes, such as 

wages, employment, and reductions in infor-

mality. This article is based on my recent co-

authored World Bank working paper2 which 

aims to evaluate these hypotheses to find 

the broken link. 

Like many developing countries, Egypt im-

plemented several policies designed to fos-

ter trade growth. Egypt’s maximum tariff 

rate fell from 110% in the late 1980s to 40% 

in the early 1990s.3 In 2003-2004, Egypt 

again reduced tariffs, simplified the tariff 

structure and red tape costs, and imple-

mented reforms to improve the business 

environment. Free trade agreements (FTAs) 

played a central role in Egypt’s trade poli-

cies. Agreements with the European Union; 

Turkey; members of EFTA; and Tunisia, Jor-

dan, and Morocco (the Agadir Agreement) 

contributed to falling tariffs. Figure 1 shows 

the change in Egypt’s applied weighted 

mean tariff rate over time, including the 

sharp drop in the early 2000s, and the un-

employment rates for the entire labor force 

and for young males. While tariffs and un-

employment are not necessarily directly re-

lated, this figure illustrates that trade liber-

alization was not followed by falling unem-

ployment.  

EGYPT’S LABOR MARKET CHALLENGES  

When most people think about labor market 

outcomes that matter for workers, they usu-

ally think of informality (often conflated 

with poor job quality) and real wages. 

Egypt’s informality rates increased from 

58% in 2008 to 66.7% in 2017, similar to 

the estimates for a typical Middle East and 

North Africa (MENA) country.4 But there 

remains significant heterogeneity with re-

spect to gender. Our estimates show that 

while the informality rate for males has os-

cillated around 63%, it has risen from 58% 

in 2009 to almost 65% in 2017 for females. 

There is also considerable variation in infor-

mality rates across Egypt’s four regions 

(Nile Valley and Delta, Eastern Desert, West-

ern Desert, and Sinai Peninsula)—and with-

in them, the 27 governorates. At least two 

out of every three governorates in Egypt had 

an informality rate above 50%. We also doc-

ument a steady increase in average wages 

between 2009 and 2017, but the changes 

across and within regions remain uneven.  

TWO HYPOTHESES  

The coincidence of concerns about trade 

performance and labor market outcomes 
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Figure 1: A Broken Link between Trade 
Liberalization and Labor Markets in Egypt? 

Source: Author’s elaboration using data from https://
www.macrotrends.net/countries/EGY/egypt/tariff-
rates'>Egypt Tariff Rates 1995-2021 and World Bank 
Development Indicators.  



suggests that trade policy did not generate 

the kinds of labor-market gains that had 

been observed in other countries and that 

had been hoped for in Egypt. The goal of our 

research is to locate the broken link: either 

trade policy did not increase exports or the 

exports did not translate into improved 

wages and employment. 

To evaluate the first hypothesis, we rely on 

the gravity model of international trade. 

Trade flows between two countries are 

modeled as functions of the size (Gross Do-

mestic Product) of each country, the dis-

tance between them, and trade costs. Trade 

costs might include a wide range of varia-

bles, including bilateral, multilateral, and 

regional trade agreement provisions, such as 

tariffs. Comparing the change in trade from a 

particular trade agreement, while control-

ling for other variables often found in gravi-

ty models, is one heuristic way to estimate 

either the effectiveness of trade agreements 

that a country signs, or, alternatively, the 

relative importance of policies and trade 

costs that are not included in an agreement. 

In our paper, we compare the effects of 

Egypt’s trade agreements on Egypt’s trade 

with the global “average” effect of trade 

agreements using the gravity model. Given 

the persistent concerns about Egypt’s trade, 

our results are somewhat surprising. We 

find that “average” trade agreements in-

crease trade by about 25%, but Egypt gets a 

much larger, nearly double, increase in ex-

ports from its trade agreements. These re-

sults suggest that Egypt’s trade policies 

seem to be quite effective at increasing 

Egypt’s exports.  

EXPORTS AND LABOR MARKET       
OUTCOMES 

Informality rates in Egypt have been rela-

tively stubborn, with an upward trend since 

2009. Consistent with this, we do not find 

any relationship between informality rates 

and trade. Specifically, when formally esti-

mating the relationship between regional 

exports and informality, no statistically sig-

nificant relationship emerges. We consid-

ered the relationship based on changes over 

different time frames ranging from 1 year to 

8 years and consistently find no significant 

relationship between local exports and local 

informality rates.  

In terms of wages, we did not find that ex-

ports are associated with higher wages. On 

the contrary, the results show that specific 

regions that are more exposed to trade ex-

perience a decrease in average real wages 

relative to less exposed sub-districts in the 

short run. This negative effect, however, dis-

sipates over time. This holds for both males 

and females, although for women it is not 

statistically significant. One interesting ex-

ception emerged when focusing on specific 

industries. Workers in textiles and apparel, 

which makes up 7% of Egypt’s export bas-

ket, experienced a sustained increase in av-

erage wages after the first period, although 

not statistically significant. 

LOOKING AHEAD  

Rising exports have lifted millions from pov-

erty around the world, but for some reason 

the link between exports and workers seems 

to be broken in Egypt. Looking ahead, future 

research is needed in three important areas 

to gain more insight into the relationship 
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between greater exports and local labor 

market outcomes.  

First, the team is working with firm-level 

data to identify firm-level effects and short-

run industry-specific effects. It is likely that 

Egypt is exporting more to countries with 

the same income than to wealthier ones. 

This matters because the most technologi-

cally demanding goods come from wealthier 

countries, which would push firms to up-

grade. Second, our paper currently uses the 

rise in exports of final goods, but Egypt’s 

imports are more than double the value of 

its exports. Future work should distinguish 

between imports of parts and imports of fi-

nal goods. Third, firm- and industry-specific 

effects might not spill over to otherwise 

identical workers—even in the same indus-

try, region, or country. Similarly, workers 

with the same age, education, and occupa-

tion might earn different amounts based on 

their gender or industry-specific or firm-

specific experience.  Thus, it is important to 

sort out not only the different kinds of trade 

links to wages, but also which dimensions of 

earnings would be affected in each case. 

Exports have contributed to rising incomes 

and falling poverty around the world. While 

trade agreements are associated with more 

exports for Egypt in particular, the rising 

exports have not translated into better out-

comes for workers. Finding the broken link 

between trade and better labor market out-

comes is a policy priority and a critical area 

for future research.  
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