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Preface
Many countries, including Egypt, have undergone significant utility sector reform since the 1990s. This 
case study assesses the institutional reforms initiated in 1997 in Egyptian telecommunications, ending 
40 years of state dominance over the sector. Reforms included (1) regulatory reform to strengthen the 
framework of accountability for the utility operator, (2) liberalization through lifting legal monopoly 
restrictions, (3) privatization (private sector participation) to insulate the utility from political interfer-
ence in daily management and (4) public sector reform to enhance the utility’s managerial and financial 
autonomy. The examination of welfare effects is based on an analysis of the causal chain of reform, 
which highlights the interdependence of the main market players: Telecom Egypt, Vodafone, MobiNil 
and Etisalat and the regulator, National Telecommunication Regulatory Authority (NTRA).

We had initially planned to include civil aviation and electricity in addition to telecommunications. 
However, faced with significant data-related problems we decided to restrict ourselves to telecommuni-
cation, with a focus on voice services. Even then, simple data such as a time series of tariff structure (i.e. 
call prices) and total minutes (call duration), especially for the national incumbent—Telecom Egypt—
could not be obtained. We had to resort to gaining access to data through personal connections rather 
than through a well-functioning institutional setting. We’d like to take this opportunity to call for a 
National (though not necessarily public) Plan for Data Unification, Accuracy and Access, according to 
which universal data standards are applied, historical time series databases are established and data are 
made available to researchers. 

The study has received financial assistance from the Economic Research Forum (ERF) as part of the 
ERF-GDN Regional Research Competition on Utilities in the Arab World funded by GDN. The authors 
are thankful to Howard White for comments. Thanks are also due to Olfat Monsef, Nagwa El-Shenawy 
and Amr Abdelhady for their time and support with information and data. Any errors and omissions 
are our own responsibility. The views in this study are those of the authors, and do not represent the 
views of ERF, any of its funders, or other organizations with which the authors are associated. 

Amirah El-Haddad
Faculty of Economics and Political Sciences, Cairo University

KhaledAttia
Sarie-Eldin and Partners Law Firm
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Summary

Many countries have undergone significant 
utility sector reforms since the 1990s, in-

cluding liberalization and privatization. The an-
ticipated benefits from these reforms, a reduction 
in the fiscal burden of public services and improv-
ing the performance of utility operators, are the 
macroeconomic and microeconomic rationales 
for reform, respectively. Better firm performance 
can expand access to services and improve service 
quality. The macro and micro rationales can be in 
conflict since maximizing short-run fiscal flows 
generates pressure to reduce competition, keeps 
regulation light, and minimizes investment obli-
gations. But measures to enhance efficiency typi-
cally involve restructuring, regulatory reform and 
market liberalization. 

Although there are expected benefits, reforms 
come at a price; sometimes in the form of higher 
tariffs, substantial layoffs of public sector employ-
ees, and considerable asset transfers (Foster et al. 
2005).

Egypt started privatization and other institu-
tional reforms in the early 1990s as part of a more 
general move to liberalize and deregulate the 
economy under the Economic Reform and Struc-
tural Adjustment Program of 1991. These poli-
cies were extended to the utility sector in the late 
1990s.

Part One of this study addresses three main is-
sues:

How changes in the institutional environ-1.	
ment have affected market performance. 
Drawing on literature concerned with in-
dustrial organization and new institutional 

economics, the study investigates how the 
regulatory environment for the sector af-
fects competition, market structure and 
market power.
How changes in price, quantity and qual-2.	
ity of a range of indicators have affected 
the welfare of various stakeholders. 
The implications of telecommunication 3.	
competition regulation, reflecting the larg-
er role that the Egyptian Competition Au-
thority (ECA) and the National Telecom-
munication Regulatory Authority (NTRA) 
may take on in the future.

The analysis of these three issues is divided 
into two parts. The first part is divided into three 
chapters, the first of which outlines the reform 
process in the sector to date and the resulting 
market structure. Chapter two describes devel-
opments in the overall performance of the sec-
tor, followed by an analysis of the impacts of the 
reform on the various stakeholders in Chapter 
three. Drawing on public choice theory and us-
ing results of interview material and qualitative 
data, this chapter also analyzes the successes and 
failures of the regulatory body. Part two analyzes 
the sector’s competition regulatory framework 
including a qualitative discussion of the relation-
ship between the sector’s regulator (NTRA) and 
the country’s anti-trust body (ECA). The discus-
sion highlights the issue of independence of these 
two bodies, suggesting possible shortcomings in 
their respective laws. 

Notwithstanding these reform gains, the ap-
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proach to regulation in Egypt in general is still 
ad-hoc. No legal framework is adopted to set a 
clear policy or methodology to bring in unifor-
mity in various approaches to regulatory reforms 
in Egypt. As the privatization and licensing pro-
cesses may spark anti-competitive behaviour, it is 
important to have clear competition regulations 
prior to market liberalization. However, that was 
not the case in the telecom sector where reforms 
have been carried out in the absence of competi-
tion regulation both in the sector and on an econ-
omy-wide level. In fact, competition regulations 
were not introduced until 2005, almost a decade 
after the telecom sector reform has started. 

Consequently, Part Two analyzes competition 
regulation in the telecom sector by covering the 
following points:

Introducing Competition Regulations; Sec-1.	
tor and Economy-Wide Levels
The Relationship between the Regulators; 2.	
ECA and NTRA
The Independence of the Regulators; ECA 3.	
and NTRA
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Part One

Introduction

How Reforms Affect Welfare: The Causal 
Chain

Institutional reforms have spread across the de-
veloping world since the 1980s because of dimin-
ished faith in government as a rational and benev-
olent social planner, and the debt burden imposed 
by failing public enterprises. Many countries, in-
cluding Egypt, have undergone significant utility 
sector reforms since the 1990s. This study assesses 
the institutional reforms initiated in 1997 in the 
Egyptian telecommunication sector which have 
ended forty years of state dominance over the 
sector. The study focuses on voice services, with 
some references to other forms of telecommuni-
cation. Reforms included (1) regulatory reform 
to strengthen the framework of accountability 
for the utility operator, (2) liberalization by lift-
ing legal monopoly restrictions, (3) privatization 
(private sector participation) to insulate the utility 
from political interference in daily management, 
and (4) public sector reform to enhance the util-
ity’s managerial and financial autonomy. Auton-
omy is intended to harden the budget constraint 
to discipline government dependent public firms. 
Or, if such discipline is not achieved, failing firms 
are forced to exit the market with no chance for 
bail out. Collectively, these reforms should have 
created contestable markets characterized by free 
entry and exit triggering both efficiency and com-
petitive pressures to accumulate welfare gains. 
This is the causal chain of reform. 

Timing of Reforms
The timing of the various reform measures has for 
the most part been careful and mature. A regula-
tor for the sector was created in 1998 (TRA, trans-
formed to NTRA in 2003), and the Arab Republic 
of Egypt National Telecommunication Organiza-
tion (ARENTO) was transformed to the private 
law company Telecom Egypt (TE), which was 
later partially privatized (20% in 2005). Yet both 
the Telecommunication Regulation Law and the 
Egyptian Competition Law were introduced some 
years into the reform, in 2003 and 2005 respective-
ly. And so an operative competition framework to 
police anti-competitive practices was absent in the 
sector. Of most significance was opening the sec-
tor up to private competition. Liberalization was 
initiated in 1998 by granting the mobile operators 
Mobinil and Vodafone cellular licenses. 

After a decade of a duopoly, Etisalat was al-
lowed to enter the market in 2007. Thus entry was 
sequenced in the cellular market. Staggered entry, 
common in Japan and other Asian countries, al-
lows fledgling entrants to achieve economies of 
scale and sufficient market power. When NTRA 
considered it appropriate, an additional entrant 
was introduced to induce competition. The au-
thority played a positive role in easing the entry 
of Etisalat, thereby substantially reducing barriers 
to entry.
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Flexible Competition Policy
A flexible competition policy is key to building 
relatively concentrated industries provided they 
remain competitive and compete non-coopera-
tively. The cellular market follows the Bertrand- 
style competition, in which firms compete in pric-
es pushing them down to the level beyond which 
losses will be incurred. This is true except during 
periods of predation and/or collusion between 
market players, which possibly occurred for a 
large part of the period of study prior to the en-
try of Etisalat. The inadequate competition frame-
work of the sector at the time, which is the topic 
of the second part of this study, did not encourage 
detection of anti-competitive practices.

Welfare Gains of Reforms
Welfare gains have accrued to consumers, pro-
ducers (competitors) and the state alike. Follow-
ing reforms, there were marked improvements in 
access, in the overall price and quality of voice ser-
vices, in overall employment, in average wages, in 
productivity indicators; in ICT sector transferred 
funds to the government, mainly from Telecom 
Egypt. Yet there is still scope for more reform to 
achieve further welfare gains.

The National Incumbent (TE), and the Regula-
tor’s (NTRA) Protectionism
In every reform attempt, there are winners and 
losers. TE is both. After an initial period of growth, 
additional competition has negatively affected 
TE’s retail market. With landline subscriptions 
falling since 2008, TE’s market share has shrunk 
from 95% in 1998 to just 9% in 2011. In the inter-
national voice market TE’s international minutes 
started to decline since 2005, with its share drop-
ping from a third (31%) in 2003 to 12% in 2009. In 
contrast, market shares of Vodafone and Mobinil 
have been expanding, with the former capturing 
the largest share. 

To offset these losses TE relies heavily on its 
wholesale market, taking advantage of its monop-
oly over the international gateway and the inter-
net infrastructure. In doing so it exercises a “mar-
gin squeeze” favoring its own arms in the market: 
Vodafone in the voice market and TE Data in the 
internet market. These practices are a clear viola-
tion of the 2005 Egyptian Competition Law. Mo-
binil, seeking a level playing field with Vodafone, 
followed in the footsteps of Etisalat and applied 
for an international gateway license. However, 

if Mobinil, and then eventually also Vodafone, 
gain such a license, it will have dire consequences 
for TE. With nearly LE4 billion in revenue from 
international wholesale services (40% of TE’s to-
tal service revenue) and LE1.3 billion from do-
mestic wholesale (13% of total service revenue) 
the change will seriously jeopardize the giant 
company that employs approximately 55 thou-
sand people. Alleged delay in negotiations over 
the license suggests the possible regulatory and 
policy capture of NTRA. NTRA is in the tough 
position of striking a balance between its desire 
to protect the national incumbent, thus preserv-
ing government resources in the form of taxes and 
transferred funds from TE (the latter amounted to 
LE1.8 billion in 2010), and promoting overall pro-
ducer and consumer welfare via supporting com-
petition and thus preserving its own image as an 
impartial regulator. To remove any suspicions of 
capture, NTRA should grant this license without 
undue delay and following due process. 

The Scope for More Reform
There is certainly more space for reform and wel-
fare enhancing opportunities, but public owner-
ship and the legacy of inflated employment place 
severe constraints on the company. Increasing the 
private share from 20% to 49% may help. Further 
privatization of the company will raise efficiency 
placing the company on an equal footing with the 
cellular retail market competitors. But raising ef-
ficiency will require retrenchment, which is not 
very politically viable, especially in the current 
post revolution transitional period with the ex-
aggerated popular expectations. In addition, the 
government will place pressure on the regulator 
to resist this step to avoid social unrest and pre-
serve the substantial resources transferred from 
TE, the latter not expected to last for long. But in 
the medium term and with a government with 
some foresight, further privatization can be grad-
ually achieved with NTRA’s support. In the same 
way that NTRA has managed to gradually intro-
duce competition to the sector, it can also manage 
a gradual privatization of TE. Decent retirement 
packages, if only for the least productive fifth 
(20%) of TE workers, could be offered as long as 
the resulting increases in productivity outweigh 
the cost of these packages.

An additional fixed line and internet infra-
structure licenses can be introduced in due course 
after some years from additional TE privatization 
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to induce further competition in the sector, bring-
ing about further price reductions, more options 
and better service and thus enhancing consumer 
surplus while preserving normal profits in the 
sector. Excess profits will be eliminated only if the 
concerted efforts of both NTRA and ECA prevent 
collusion and predation.

To achieve these improvements NTRA should 
enhance its institutional capacity and should not 
fall into the trap of regulatory capture or policy 
capture, remaining independent from both gov-
ernment and market players. It should realize that 
social welfare is a broad concept which does not 
just pertain to competitors’ welfare but encom-
passes a wide array of stakeholders with potential-
ly opposing interests. Other stakeholders include 
the government and the many million consumers 
that will be affected by the deteriorating perfor-
mance of the incumbent, higher prices and poorer 
quality compared to what is potentially attainable, 
and also encompasses potential entrants to a sec-
tor which is yet to fulfill its growth potential. The 
rule of thumb is to introduce competition when 
the time comes, thereby opening up new markets 
and realizing that protecting inefficient market in-
siders, be it firms or workers, is always at the ex-
pense of more efficient and deserving outsiders. 
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CHAPTER 1

FROM REFORM  
TO WELFARE:  

THE CAUSAL CHAIN  
OF REFORM

The analysis primarily focuses on voice services 
(telephones, both mobile and fixed landlines),1 

with some references to overall basic telecommu-
nication2  and to information and telecommunica-
tion.3  This chapter first outlines the sector’s insti-
tutional setting in the past fifty years, highlighting 
the reforms adopted to date. Second, it introduces 
the effect on sector market structure and discusses 
the potential role of an active competition policy.

1.1 Institutional Setting over Fifty Years
The history of Egyptian telecommunication can 
be divided into two periods: state monopoly from 
the late fifties to the late nineties (1957-1997), and 
gradual reform and liberalization thereafter. 

1.1.1 Monopoly and State Dominance (1957-1997)
The Egyptian telecommunication sector became a 
state monopoly in 1957,4  when the government 
undertook the responsibility to provide the ser-
vice and set prices. The Telecommunication Orga-
nization affiliated to the Ministry of Transporta-
tion was established in that year5  to administer 
the telecommunication utility, then mainly oper-
ating fixed lines,6  with no provisions stipulating 
the basis for price setting, and hence, granting the 
organization a great deal of unaccountable pow-
er. Later in 1980 ARENTO—also affiliated to the 
Ministry of Transportation—was established7  to 
replace the Telecommunication Organization.8  

Whilst private companies were previously pre-
vented from operating in the market, ARENTO, 
the new telecommunication authority was entitled 
by law to establish solely, or with associates, pri-
vate law companies to provide the service.9  This 
change reflected the legislator’s acknowledgment 
of the private sector as Egypt’s socialism began 
to fade.10  Nevertheless, regarding telephone ser-
vices, with no private companies operating in the 
market, Article 4 was never put into practice. Mar-
ket competition was thus completely absent. And 
whilst the new law-stipulated prices should have 
be set on the basis of accounting costs,11  ARENTO 
determined those prices, again giving the govern-
ment full discretion over prices. 

1.1.2 Telecommunication Reform (1998-2010)
Two factors triggered and then shaped reform in 
the telecommunication sector in Egypt: (1) rever-
sal of the state-led development strategy of the 
50s and 60s through the adoption of the Economic 
Reform and Structural Adjustment Program (ER-
SAP) in 1991, and (2) the various agreements into 
which the country has entered following its ac-
cession to the World Trade Organization in 1995. 
The Basic Telecommunications Agreement (BTA), 
ratified in 2002, provides a framework for the in-
tegration of the country's ICT industry into the 
global economy, committing the government to 
dismantling the state monopoly in telecommuni-
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cation services (Hassanin 2007; Badawy 2007). The 
year 1998 marked the onset of the reform process 
in the telecommunication sector. 

In general there exists a wide range of reform 
measures which can be divided into five main 
types:12  (i) regulatory reform, (ii) public sector re-
form, (iii) private sector participation, (iv) market 
liberalization and, (v) sector restructuring. In the 
telecommunication sector, only the first four were 
undertaken. The following elaborates on each of 
these in turn. 

1.1.2.a Regulatory Reform (1998, 2003)
Regulatory reform aims to strengthen the frame-
work of accountability for utility operators. His-
torically, public utilities were self-regulating 
which meant little or no accountability, resulting 
in poor performance. Thus, regulatory reform ex-
plicitly sets a legal framework defining account-
ability, and often entails institutional separation of 
the regulatory function from both the utility (the 
entities providing the economic service) and the 
state to create an independent overseer. 

Accordingly, presidential decree number 101 
for the year 1998 established an independent 
regulatory body, the Telecommunications Regu-
latory Authority (TRA) to separate regulatory 
activities from economic ones. TRA’s responsibili-
ties include: administrating the telecom sector by 
developing and expanding different types of tele-
communications, protecting state sovereignty, en-
suring distribution and provision of services in all 
parts of the country (i.e. rural and urban), grant-
ing licenses, establishing a link between cost and 
prices and setting the latter accordingly.13  

Later in 1999, with the development of telecom-
munication services, a new ministry, the Ministry 
of Communication and Information Technology 
(MCIT), replaced the Ministry of Transportation 
(MOT) in supervising and organizing the telecom 
sector and setting the sector’s overall strategy. In 
2003 TRA was renamed the National Telecom-
munications Regulatory Authority (NTRA) via a 
new law, Egypt Telecommunication Regulation 
Law No. 10, 2003, which granted the regulatory 
body more scope,14  independence and power.15  
Although carrying out essentially the same tasks 
as TRA, NTRA differs in one significant way. 
Although in principle it should approve market 
prices, it doesn’t have the same power over price 
setting exercised earlier by TRA which allows 
market players to compete in prices as well as in 

quality. Applicants to NTRA’s licenses are obliged 
to determine how their prices will be set.16  Thus, 
by granting the license NTRA implicitly approves 
prices. For services considered by NTRA to be ba-
sic the authority is entitled to set their prices (in 
doing so the authority considers the recommen-
dations submitted to NTRA by the applicant).17  
Generally, the new Telecommunication Regula-
tion Law rests on four main pillars: information 
disclosure, free competition, the provision of uni-
versal services and user protection.

1.1.2.b Public Sector Reform (1998)
State provision—whether at the central or at the 
municipal level—for utility services has politi-
cized this process resulting in artificially depressed 
prices, over-employment, political manipulation 
of investment priorities (with all related construc-
tion contracts), in addition to a lack of managerial 
autonomy or technical competence. To deal with 
these shortcomings, public sector reform mainly 
aims at enhancing the utilities’ managerial and fi-
nancial autonomy relative to the state. A number 
of measures can be applied to achieve this goal 
which include the incorporation of the utility, ac-
counting separation from public administration, 
signing of performance contracts with the execu-
tive, governance reforms to increase indepen-
dence of the board, and changes in the legal status 
of the enterprise, for example by conversion to a 
public limited company that is freed from public 
sector procurement, employment, and investment 
regulations. 

In the Egyptian telecom sector ARENTO was 
transformed into a private company under the 
Egyptian law named Telecom Egypt (Law no. 19, 
1998) which until 2005 remained fully owned by 
the state. As a result, TE, now a private sector enti-
ty subject to the companies’ law, no longer enjoys 
the privileges and status of a public authority in 
terms of funding or employment.18  

1.1.2.c. Market Liberalization19  (1998, 2003 and 
2007)
Most utility services have been provided under le-
gal or actual monopolies. Nevertheless, there has 
been growing recognition that in some subsectors, 
such as electricity generation and long distance 
calls,20  competition is feasible and desirable. This 
is in contrast to subsectors with a natural monop-
oly of the infrastructure network, such as water 
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and electricity distribution. Reforms gradually 
lifting legal monopoly restrictions, allowing com-
petition to emerge, and those creating a broader 
antitrust framework for the economy, have thus 
materialized.  

Lifting Legal Monopoly Restrictions
Liberalization has been introduced in the sector 
through lifting legal monopoly restrictions, hence 
allowing for competition to emerge. In specific, in 
1998 two events have marked the liberalization of 
the sector. First, is the explicit stipulation in the 
law that TRA’s responsibilities include encourage-
ment of investment in the sector on a non-monop-
olistic basis; and additionally include supporting 
free competition among foreign and national com-
panies.21  Competition, prohibition of monopolis-
tic practices, and the gradual removal of barriers 
to entry are novel concepts to the telecommuni-
cation legislation. The new Telecommunication 
Regulation Law of the year 2003 reinforced this 
trend. The law stressed the notion of competi-
tion and trust building between incumbent com-
panies and new entrants to the telecom sector.22 
Enforcement of the law was entrusted to NTRA, 
which was granted authority to punish monopo-
listic practices regarding the licenses phase. The 
authority itself believes its core mission to be the 
“[encouragement] of national and international 
investments within free competition rules… [re-
inforcing] the state’s adoption of free-market and 
business-friendly policies and the [development] 
of a fair and competitive telecommunication mar-
ket. (NTRA 2007). 

Granting of Two Cellular Licenses
The second event to mark the sector’s liberaliza-
tion was TRA’s granting of two cellular service 
licenses to two consortiums of international and 
Egyptian companies in 1998 namely: Mobinil and 
Vodafone, and so introducing competition to the 
sector (MCIT 2010b). Unlike the fixed-line tele-
phone service no monopoly status was granted 
to either company. In effect, these two companies 
stand to compete with TE, the fixed-line incum-
bent. After a 10 year duopoly transition period a 
third mobile operator, Etisalat Masr, a consortium 
led by Etisalat Emirates (which includes Egypt 
Post, National Bank of Egypt and Commercial 
International Bank) entered the market in 2007 
guaranteeing further liberalization of the mobile 

market in Egypt. The process was competitive 
with NTRA launching a bid in 2006, and receiving 
applications from 11 consortiums.23 

1.1.2.d. Private Sector Participation (2005)
Private sector participation (PSP) is one of the 
deepest reforms affecting public utilities. It is the 
reform providing the greatest insulation from 
political interference in the daily management of 
utilities. PSP extends over a spectrum of contrac-
tual forms depending on the scope of responsi-
bilities transferred from the public to the private 
sector. At one end of the spectrum those responsi-
bilities may involve subcontracting specific opera-
tional functions, while at the other extreme they 
may involve full transfer of asset ownership (i.e. 
full privatization).

In an attempt to insulate the utility from politi-
cal interference in its day to day management the 
government embarked on privatizing TE in 2005 
through a first initial public stock offering (IPO). 
Twenty percent of the company was sold to the 
public at a value of LE5 billion. The sale of a sec-
ond tranche of TE shares and a second national 
fixed-line license were postponed in the wake of 
the global financial crisis—or so it was claimed. 
Instead, two regionally limited triple play licenses 
for fixed-line voice, high-speed broadband and 
pay TV services were tendered in 2010 (Lange 
2010). Figure 1.1 follows the timeline for PSP and 
liberalization for the sector since 1990.24  

In summary, after forty years of monopoly 
and state dominance, reforms were adopted to 
enhance accountability, financial and manage-
rial autonomy, and technical competence of the 
utility operator whilst gradually liberalizing and 
creating competition in the sector. These reforms 
created new institutions (TRA) and regulations 
(the 1998 law) and adjusted older ones (creation 
of NTRA and, critically, the 2003 Telecommuni-
cation Regulation Law), altered old public orga-
nizational and ownership structures (by turning 
ARENTO—a public authority—into TE—a pri-
vate law company—and subsequently privatizing 
20% of the company). The effect of these profound 
institutional changes is the subject of the follow-
ing chapters and subsections of the study. 
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1.2 Telecommunication Voice Market Structure 
This section opens with a discussion of the degree 
of substitutability between mobile and fixed line 
services, which provides the basis of the subse-
quent analysis of market structure evolution and 
a discourse of active competition policy.

1.2.1 Substitutability of Cellular25  and Fixed Line 
Services
Cellular and landline services are not perfect sub-
stitutes. Despite the difficulty of precisely quan-
tifying their degree of substitutability, it is none-
theless obvious that the introduction of mobile 
services to the sector exerted competitive pres-
sures on the landline operator. These pressures 
are demonstrated by the striking decline in lan-
dline usage since the reforms, driven by the pen-
etration of cellular services. In 2009 households 
spent an average LE76 a month on their mobile 
bills but only a little more than half that amount 
(LE44) on their fixed line bill (calculated from 
MCIT database 2010). After a striking jump in 
1998 landline call volume has fallen by more than 
half since the start of the reforms, from just over 
200 billion minutes in 1998 to about 88 billion in 
2010 (Figure 1.2).

In terms of substitutability, Egyptians prefer 
cellular voice on account of lower prices for a ser-
vice which is at least as reliable, has more trans-
parent billing, and the convenience of personal-
ized private communication which can be used 
on the go. The lack of desire to deal with public 
servants of TE, which can sometimes involve ex-
cessive bureaucracy, is also not to be underesti-
mated. By contrast, cellular services now involve 
minimal transaction costs. One can simply buy 
the phone and the chip and one is ready to go. 
This also helps explain the popularity of the pre-
paid system in Egypt, which captures 95% of the 
cellular market, leaving just 5% for the post-paid, 
contract-based services (NTRA 2010). To sum up, 
the interdependence between the players of the 
two voice markets is strongly evident and thus, 
while not perfect substitutes, cellular and fixed 
line services are fairly close ones.

1.2.2 Market Structure, Concentration and Market 
Power
The market for this study is identified by prod-
uct and geographical area, which is how markets 
are defined under the Egyptian Competition Law. 

Figure 1.2 
National Fixed Traffic (1987-2010)

Note: National fixed minutes or landline call volume here refers to lo-
cal (i.e. within governorate) and national long distance (i.e. between 
governorates) traffic for fixed phones (i.e. landlines).
Source: Data for 2007 and 2008: MCIT (2011); data for 1987-2006 
and 2009-2010 calculated based on the data trend of Euromonitor 
International (2010). Euromonitor International database (2010) in-
cluded national fixed minutes 1997-2009, called here Series (1). In 
early 2011 this data series was removed by Euromonitor and replaced 
by a different series covering the years 1998-2010 only, called here 
Series (2). Series (1) and (2) differ more than twenty fold compared to 
the two data points for the years 2007-08 obtained from MCIT, one 
being much higher and the other much lower.  Series (1) is more than 
20 times greater than MCIT data, and Series (2) is a mere twentieth 
of the figures reported by MCIT. Nevertheless, the overall trend of the 
two series appears sensible and they are more or less identical. Hence, 
Series (1) trend was used to extrapolate the rest of the years.
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Accordingly, the voice market can be divided into 
three distinct markets: i) the fixed line market; ii) 
the overall fixed line and cellular market (as well 
as any other voice service provider(s) such as pay 
card companies); and iii) the cellular market. The 
overall market can be further divided into nation-
al and international voice. As will be seen in the 
following analysis, no change has occurred to the 
former market (i.e. the fixed line market) in a strict 
sense; accordingly the following will discuss the 
evolution of market structure, concentration and 
power for the latter two.

1.2.2.a The Overall Voice Market: 
Fixed and Cellular Services

The National Voice Market
The national voice market covers local (i.e. within) 
and national long-distance (i.e. between gover-
norates) services. Ideally, detailed information on 
traffic (i.e. minutes) for each of these services for 
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all providers is required to make the analysis be-
low as rigorous as possible. Unfortunately, all ef-
forts to obtain these figures have ended in failure. 
Thus, while imperfect, the number of subscribers 
is used as a substitute. 

Market Structure
Market structure captures how an industry or a 
market’s output production is allocated across dif-
ferent firms. Liberalization of the sector has added 
three more players to a market which had been a 
legal monopoly for many years. However, this is 
only true of the overall market. The fixed line mar-
ket remained a legal monopoly up to 2005 and, to 
date, remains a de facto monopolys. 

Egypt’s commitments under the WTO allowed 
TE exclusive rights to the provision of fixed line 
telephone services, telex, telegraph and facsimile 
services until 2005 26  (WTO 2010), but permitted 
mobile competition. However, since the fixed line 
and cellular voice services are close substitutes it 
can be said that the overall voice market has in 
fact moved from a monopolistic structure to an 
oligopolistic one. Oligopolistic markets are imper-
fectly competitive markets characterized by only a 
few players, in which strategic interdependence 27  
is typically a key feature. 

Market Concentration 
Concentration measures, such as the Herfindahl-
Hirschman Index (HHI) or the Concentration 
Ratio (CRn), summarize market structure in one 
number, ranging from close to zero in the case of 
perfect competition 28  to one in the case of a mo-
nopoly. The increased competition in the national 
market has lead to significantly lower concen-
tration levels (Table 1.1) and has so brought the 
market closer to the competitive ideal. The HHI 
has dropped from its extreme value of 1 in 1997 
29  when TE was the only firm in the market to less 
than half that value (0.49) only four years later, 
and to just under one third (0.32) by 2011. Con-
centration Ratios (CR1 and CR2) confirm the same 
trend. For instance, from a CR1 value of 100% in 
1997 reflecting that TE held the whole market, this 
ratio fell to an all time low of 37% in 2007. This fig-
ure means that the largest firm in the market (Mo-
binil in that year, not TE) had acquired a market 
share of 37% in terms of numbers of subscribers. 

The table also clearly illustrates the steady and 
dramatic decline of the incumbent’s fixed line mar-

ket share from 100% before 1998 to just 9% in 2011, 
as other players claimed increasing market shares. 
It took TE nearly 10 years to fall from number one 
to number three in 2007, with a share of just 27%, 
handing the top position to Mobinil. Mobinil’s 
share kept rising steadily, until it moved into first 
position in 2007. However, it fell into second place 
behind Vodafone three years later. The continu-
ous alteration in market players’ share reflects the 
dynamism of the sector (see also Figure 1.3 and 
Figure 1.4).

Figure 1.3
Evolution of Telecom Egypt Subscriber Market 
Share (1997-2011)

Source: Author’s calculations from MCIT database 2012
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Source: Numbers of subscribers: MCIT database 2012.  Market share 
calculated from MCIT database 2012

Figure 1.4
Numbers of Subscribers by Fixed Line and Cel-
lular Providers (2011, thousands) 

Fixed Line
8,714
(9%)

Cellular
83,425  
(91%)
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Table 1.1 
Evolution of Market Shares and Concentration Levels (Overall Market) (Subscribers in thousands, 
share in %, 1997-2011)

Note: *Concentration Ratio (CRn) is the market share of the top n firms in the industry; here we calculate the share of the top firm (CR1) and the 
top two firms (CR2) in the market. 
	 *The Herfindahl-Hirschman Index (HHI) is calculated as the sum of squares of market shares: 

	 HHI=    i2, where:
	 1) i is the ith firm of the industry where i = 1…N
	 2) N=# of firms in the industry 
	 3) Extreme cases: in perfect competition HHI = 0, in pure monopoly HHI = 1; and so 0≤HH≤1
Source:  Numbers of subscribers: MCIT (2012), Market share, HHI, CR1, CR2: calculated from MCIT database

Telecom 
Egypt

Vodafone Mobinil Etisalat Total Concentration Indices 

Subscribers HHI CR1 CR2

1997 3,453 0 0 0 3,453 1 100%

100% 0 0 0 100%

1998 3,972 37 158 0 4,167 0.91 95% 99%

95% 1% 4% 0 100%

1999 5,131 332 576 0 6,039 0.73 85% 95%

85% 5% 10% 0 100%

2000 5,856 1,012 1,218 0 8,086 0.56 72% 87%

72% 13% 15% 0 100%

2001 6,695 1,601 1,851 0 10,147 0.49 66% 84%

66% 16% 18% 0 100%

2002 7,736 2,143 2,352 0 12,231 0.47 63% 82%

63% 18% 19% 0 100%

2003 8,736 2,740 3,057 0 14,534 0.44 60% 81%

60% 19% 21% 0 100%

2004 9,464 3,569 4,074 0 17,107 0.41 55% 79%

55% 21% 24% 0 100%

2005 10,396 6,125 7,505 0 24,026 0.35 43% 75%

43% 25% 31% 0 100%

2006 10,808 8,734 9,267 0 28,809 0.34 38% 70%

38% 30% 32% 0% 100%

2007 11,229 13,333 15,089 1,643 41,294 0.31 37% 69%

27% 32% 37% 4% 100%

2008 11,853 17,611 20,101 3,560 53,125 0.31 38% 71%

22% 33% 38% 7% 100%

2009 10,313 23,325 25,354 6,673 65,665 0.31 39% 74%

16% 36% 39% 10% 100%

2010 9,618 31,788 30,225 8,648 80,279 0.33 40% 77%

12% 40% 38% 11% 100%

2011 8,714 36,663 32,914 13,849 92,139 0.32 40% 76%

9% 40% 36% 15% 100%



14 Welfare Effects of Institutional Reform in Public Utilities

The International Voice Market 
Market Structure

Prior to 1998 TE was the only international voice 
service provider, but since then its legal monopo-
ly status in direct provision was terminated. How-
ever, under the WTO commitments TE was given 
exclusive rights to provide cross-border transmis-
sion until 2005 30  (WTO 2010). So other providers 
of international call services (or internet) had to 
“rent” TE’s international gateway and network. 31   
Even after the exclusivity period had run out over 
five years ago, none of the providers applied for 
an international gateway license for an additional 
four years. Etisalat only did so in 2009.32  

It follows that TE retained control over the as-
sets. So, instead of monopolizing the direct provi-
sion of international voice services, TE now mo-
nopolizes the indirect provision of those services 
to customers. This situation creates an additional 
link in the vertical chain of operation between oth-
er providers including cellular companies and the 
final consumer.

Which is Most Relevant: Transaction Cost 
or Margin Squeeze Theory?  

b.2.1 Transaction Cost and Property Rights Theory
The monopolistic status bestowed upon TE prior 
to 2009 seems, at face value, to reverse the predic-
tion of both Transaction Cost Theory (TCT) and 
the Modern Property Rights Theories (MPRT). 
These theories emphasize that the party under-
taking the most relationship specific investment 33  
(TE in this case with its costly international gate-
way and network) is “locked in”34  the relation-
ship with the other party (Mobinil, Vodafone and 
all other international call providers). Once there 
is a lock in, there is potential for a “hold-up”35  
allowing the party that has not made the invest-
ment (here the other providers which do not own 
a costly network) to extract better terms.36  In ex-
treme cases the theory predicts that the “lock in” 
and the associated “hold up” threats lead to verti-
cal integration (Williamson 1979/1985), whereby 
moderate contractual relations (that of rental be-
tween TE and the other providers) are upgraded 
to extreme ones, for instance, through the merger 
of the upstream supplier and the downstream 
buyer (i.e. a forward integration by TE with all 
other providers).37  

But awarding TE exclusive international ser-
vice provision rights up to 2005 reversed the roles 

and made TE the stronger party. In fact, the as-
sumption that the network is a relationship spe-
cific investment is false. While renting its network 
does indeed provide TE with a substantial source 
of income, (see the section titled TE’s Offsetting 
Revenue Sources: Wholesale Revenues), the net-
work was initially built to cover TE’s own traffic. 
This means that the investment is non-relational 
in the first place and that TE has a first mover ad-
vantage. 

In fact, this exclusivity in provision has created 
a setting with implications for how competitive 
the international voice and internet markets actu-
ally are. Despite the fact that there have been about 
four other international voice providers compet-
ing for international voice customers since 2004 38, 
this competition is muted by the monopolistic sta-
tus of their upstream supplier (TE) and their com-
petition over its services. A relevant theory may 
thus be margin squeeze.

Foreclosure of Competition: Margin Squeeze
This structure is also known as monopoly supply 
of an essential input39  where there is an upstream 
monopoly “bottleneck”. The state monopoly owns 
the network that rival suppliers must access, but 
the downstream market remains competitive. This 
structure induces foreclosure of competition such 
as margin squeeze, whereby the vertically inte-
grated firm (TE) squeezes the margin available to 
downstream competitors by charging them a high 
wholesale price for its service but sets a relatively 
low retail price at which its downstream arm sup-
plies final consumers. This practice would thus 
act as a barrier to entry.

If the vertically integrated firm sets these prices 
so that the margin is too small for the downstream 
rivals to cover their costs then the market encoun-
ters a margin squeeze. If the integrated firm (TE) 
squeezes all its downstream customers at once 
then all downstream firms are forced to charge 
higher prices (Pepall et al. 2005). But since these 
firms supply 90% of the international market (Ta-
ble 1.2) this squeeze is likely to lead to an increase 
in market price rather than the exit of these firms. 
The theory assumes intention to squeeze the mar-
ket as a strategy to eliminate competition. But in 
fact TE may be forced to charge higher rentals on 
account of its high costs.  Nevertheless, the un-
equal treatment of providers necessarily harbors 
an intention to squeeze and may be considered a 
variant of the margin squeeze theory. Available 
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information on pricing structure and market share 
supports this argument.

TE currently charges foreign phone compa-
nies about 8.5 US cents a minute (~ 51 Egyptian 
piasters) for incoming calls to Egypt through TE’s 
network. It charges cellular providers for using 
its network for outgoing international calls (i.e. to 
other countries) and pays them around 6.5 Egyp-
tian piasters per minute for incoming internation-
al calls. But these amounts vary by provider. To 
rigorously test the hypothesis, data is required on 
(rental) prices charged to/ received by each sup-
plier including TE’s own downstream arm. As a 
45% shareholder, TE has a stake in Vodafone and 
so the company is not on a level playing field 
with the other non-TE international call provid-
ers. Indeed, TE has signed a commercial deal with 
Vodafone in 2009 with a package that probably 
included favorable network rental terms com-

Table 1.2 
Evolution of International Market Shares and Concentration Levels  (in thousands of outgoing min-
utes, share in %, 1997; 2003-2009)

pared to the other providers. However, according 
to NTRA officials, NTRA is unaware of details of 
this agreement, which reflects badly on the regu-
lator’s degree of actual market oversight. 

Unfortunately, rental pricing information is 
not available. However, Vodafone captures the 
largest share of the international voice market 
(51% in 2009) (Table 1.2). This high share is likely 
due to its close links with TE since: 1) the average 
revenue per user for business customers, which 
are also post-paid customers, is a lot higher than 
that of other types of subscribers;  2) Vodafone 
since its inception has followed a business mod-
el that targets high profile clientele. The share of 
Vodafone “business” clients is by far larger than 
that of Mobinil; and 3) Vodafone receives favor-
able international rental deals from TE, interna-
tional voice costs relatively decline compared to 
domestic, accordingly profitability indicators for 

Telecom Egypt 
Menatel - 

Nile Mobinil Vodafone Etisalat Other
Total 

Minutes Concentration Indices 

Communications HHI CR1 CR2

1997 N/A 0 0 0 0 1 100%

100% 0 0 0 0 0

Oct-Dec 
2003 26,222 25,614 22,340 0 11,563 85,740 0.27 31% 60%

31% 30% 26% 0% 13% 100%

2004 108,538 129,420 110,479 0 49,036 397,474 0.27 33% 60%

27% 33% 28% 0% 12% 100%

2005 108,320 140,344 141,647 0 54,475 444,786 0.28 32% 63%

24% 32% 32% 0% 12% 100%

2006 100,550 156,796 186,053 0 53,570 496,970 0.29 37% 69%

20% 32% 37% 0% 11% 100%

2007 87,305 192,755 251,260 981 44,415 576,715 0.33 44% 77%

15% 33% 44% 0.17% 8% 100%

2008 78,064 200,213 286,875 82 34,005 599,239 0.36 48% 81%

13% 33% 48% 0.01% 6% 100%

Jan- Aug
2009 44,303 120,566 187,223 102 11,946 364,139 0.39 51% 85%

12% 33% 51% 0.03% 3% 100%

Note: * same note as in Table 1.1.
Source:  Numbers of minutes: MCIT database 2010. Market share, HHI, CR1, CR2: Calculated from MCIT database. 



16 Welfare Effects of Institutional Reform in Public Utilities

that segment of the market increase. These profits 
feed back again into their sales strategy to target 
more business customers, and these customers are 
also more likely to use international voice services 
(NTRA interview material, March 8, 2012). This 
analysis supports the margin squeeze hypothesis, 
although it is inconclusive.

Market Concentration 
Concentration levels in the international voice 
market have also gone down from their extreme 
values in 1997 gradually reaching a HHI of 0.39, 
a CR1 and CR2 of 51% (accounted for by Voda-
fone as the top market player) and 85% respec-
tively by 2009. This is clearly an improvement on 
the purely monopolistic situation (Table 1.2), and 
thus reinforces the benefits in market structure 
resulting from competition. Since 2004 however, 
these indicators have been on the rise. Compared 
to the domestic voice market, concentration levels 
are higher40, most likely on account of the restrict-
ed competition characterizing this segment of the 
overall voice market, favorable Vodafone-TE links 
and Vodafone’s own business and sales strategy. 
Following the reforms the overall voice market, 
primarily including the national incumbent TE 
and the three mobile providers, has gradually 
become more competitive and less concentrated. 
Typically, the less concentrated the market the 
less market power that its participants enjoy. In 
this sense, TE has lost a great deal of market pow-
er moving from a pure monopolistic status (100% 
of the market) to a small share of just 12% by 2009 
in both the national and international voice mar-
kets. 

1.2.2.b The Cellular Market and the Staggered 
Entry Model: Scope for Active Competition Policy
Market Structure
Egypt’s WTO commitments granted the two 
GSM900 mobile operators Mobinil and Vodafone 
exclusive rights up to the end of 2002 41, though 
Etisalat did not enter the market until 2007. Simi-
lar to the Japanese model, and that of some of the 
former newly industrialized countries (NICs), 
new entrants were “sequenced” into the Egyp-
tian cellular market. In Japan, for instance, stag-
gered entry was the norm, where the Ministry of 
International Trade and Industry (MITI) permit-
ted entry to one firm or very few firms at a time, 
thus enabling them to achieve economies of scale42  

and sufficient market power and allowing them 

to earn high profits. When it was considered ap-
propriate entry was again allowed to induce com-
petition (Trade and Development Report 1994 in 
El-Haddad 2010).It has been argued that interna-
tional pressure on active industrial and competi-
tion policy can result in excessive competition in 
the leading sectors of the economy, which should 
be avoided. Rather, flexible competition policy is 
key to building relatively concentrated industries 
provided they are able to compete in international 
markets (El-Haddad 2010). However, this policy 
would come at a short-term loss from reduced 
consumer surplus compared to the surplus that 
would have otherwise accrued to consumers had 
competition been more aggressive in the market.  
In brief, the Egyptian mobile telephone market 
remained a duopoly43  for nearly ten years, after 
which more competition was introduced in 2007 
to transform it into an oligopolistic structure.  
 
Market Concentration 
Shifting market shares in total subscriptions in the 
cellular market shows how dynamic this market 
is (Table 1.3). Vodafone entered the market just 
months after Mobinil and managed to capture 
nearly 20% of the market in its first year. This 
share increased to close to half within three years. 
This equal split of the market remained until Eti-
salat’s entry in 2007. While Etisalat’s share has 
remained modest, the resulting price competition 
has prompted market growth, making it easier for 
a new entrant to claim a market share (see section 
titled Competitors: Entry Conditions and TE’s 
Performance). 

Market share, HHI, CR1, CR2: calculated from 
MCIT database. Note:. Concentration indices fell 
until the market was equally split in 2002, rising 
slightly again afterwards. In cooperative markets 
such as hard core cartels, firms cooperate against 
the consumer. Hard core cartels take many forms. 
In such cartels players may collude in prices or 
quantities (e.g. by agreeing to keep prices high 
rather than competing against each other in pric-
es), in market allocation when firms collectively 
split the market, in tendering and in production or 
distribution. Such forms of collusion are prohib-
ited by all anti-trust laws around the world. After 
the boost in competition brought about by the en-
try of Etisalat, concentration levels started to de-
cline. Will it be just a few years until these three 
players start to cooperate and so increase and 
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Table 1.3 
Evolution of Market Shares and Concentration Levels (subscribers in thousands, share in %, 1998-
2011)

Source:  Numbers of subscribers: MCIT database 2012

stabilize these indices? It is more likely, however, 
that the trend toward relative stability in concen-
tration levels following the entry of a new player 
reflects a non-cooperative equilibrium in the mar-
ket. In fact, we argue in the following section that 
the market to date has taken a Bertrand-style com-
petition. Any suspicion of collusion would be for 
the period before the entry of Etisalat.

A somewhat higher concentrated structure is 

not in itself alarming. In fact Japan, like Korea, 
has at times promoted mergers and cartels, such 
as rationalization cartels to promote rationaliza-
tion and depression cartels to offset the effects 
of recessions. It has also at times exempted small 
and medium enterprises as well as export cartels 
from the Anti-Monopoly Law (El-Haddad 2010). 
Productivity is typically higher for larger firms as 
shown in the case of Egypt by Abdellatif and Gho-

Vodafone Mobinil Etisalat Total Concentration Indices

Subscribers HHI CR1 CR2

1998 37 158 0 195 0.69 81% 100%

19% 81% 0% 100%

1999 332 576 0 908 0.54 63% 100%

37% 63% 0% 100%

2000 1,012 1,218 0 2,230 0.50 55% 100%

45% 55% 0% 100%

2001 1,601 1,851 0 3,452 0.50 54% 100%

46% 54% 0% 100%

2002 2,143 2,352 0 4,495 0.50 52% 100%

48% 52% 0% 100%

2003 2,740 3,057 0 5,798 0.50 53% 100%

47% 53% 0% 100%

2004 3,569 4,074 0 7,643 0.50 53% 100%

47% 53% 0% 100%

2005 6,125 7,505 0 13,630 0.51 55% 100%

45% 55% 0% 100%

2006 8,734 9,267 0 18,001 0.50 51% 100%

49% 51% 0% 100%

2007 13,333 15,089 1,643 30,065 0.45 50% 95%

44% 50% 5% 100%

2008 17,611 20,101 3,560 41,272 0.43 49% 91%

43% 49% 9% 100%

2009 23,325 25,354 6,673 55,352 0.40 46% 88%

42% 46% 12% 100%

2010 31,788 30,225 8,648 70,661 0.40 45% 88%

45% 43% 12% 100%

2011 36,663 32,914 13,849 83,425 0.38 44% 83%

44% 39% 17% 100%
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neim (2008). So in revisiting issues of competition 
policy, the problem does not lie in high concentra-
tion levels but rather in providing unconditional 
protection to firms, which automatically jeopar-
dizes their competitiveness. Again, cartels gener-
ate a loss to consumer surplus and so tradeoffs 
between short-term losses and long-term gains 
need to be rigorously evaluated. How much scope 
is there still for an active competition policy is a 
question discussed in a subsequent section.

1.2.2.c The Causal Chain from Reform to Welfare
So what lies behind this dramatic alteration in the 
relative positions of market players in both domes-
tic and international voice markets? The first three 
steps in the causal chain are reform, liberalization 
and competition. In particular, the regulatory re-
forms enacted in 1998 and in 2003 telecommuni-
cation laws which created TRA and NTRA have 
paved the way for liberalization (Figure 1.5). 

The basic assumption is that the regulatory 
reform which induced liberalization of the sec-
tor has unleashed market forces, freed prices (as 

Figure 1.5 
The Causal Chain of Reform

Source:  Author’s design

will be seen in the analysis below) and introduced 
competitive pressures in the liberalized market 
segments. The resulting market structure de-
scribes exactly how far prices have changed and 
in what direction. Here we argue that the compe-
tition between cellular companies—the narrower 
market—is a Bertrand-style competition. In the 
Bertrand Model firms aggressively compete in 
prices pushing them down to the level beyond 
which losses will be incurred.44,45  On the other 
hand, public sector reform which transformed 
ARENTO into a private law company, and so en-
hanced its managerial and financial autonomy, 
has paved the way for private sector participation, 
specifically the privatization of 20% of TE. 

In brief, while liberalization allows new firms 
to enter the market and therefore competition to 
emerge, privatization means that firms will exit 
(or shrink) if they are not competitive, whereas 
the “soft budget constraint”46   they face in the 
public sector fosters inefficiency by allowing un-
profitable firms to survive. Free entry and exit are 
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the two pillars of contestable markets in which 
incentives are created for market participants 
to challenge established positions, and in which 
competition acts as a policing mechanism (Parker 
and Kirkpatrick 2005) hence eliminating firms 
and/or activities that are no longer profitable (or 
efficient) while ensuring that substantial or abnor-
mal economic profits are constantly eliminated at 
the same time. Higher efficiency reduces prices 
and so increases consumer surplus, thus the set-
tings created by the reforms to date are expected 
to have achieved substantial welfare gains. 

Privatization Alone Does Not Work: The Role of Anti-
trust Bodies
Barriers to entry created by either market partici-
pants’ anti-competitive actions, or by a non-con-
ducive institutional market environment, would 
hamper the success of the market as an allocative 
mechanism, eventually causing harmful effects on 
market outcomes. In the antitrust literature anti-
competitive actions can be divided into predation 
and collusion. Predation is the use of market pow-
er by a dominant firm to keep out potential rivals. 
It may also be known as entry deterrence and in 
legal terms the abuse of dominance, or driving out 
existing firms through both price and non-price 
tactics, e.g. long term contracts with suppliers or 
clients. Collusion on the other hand is the agree-
ment between firms to coordinate their actions, 
e.g. cartels to increase their profits or prey against 
a new entrant. This is IO jargon. 

Therefore, much of the empirical literature has 
concluded that privatization per se does not nec-
essarily raise productivity (efficiency). Rather it is 
the introduction of competition through liberal-
ization, organizational and political change that is 
the crucial factor for the successful transfer of pro-
ductive assets from the state to the private sector. 
For literature reviews of developed countries, see 
Villalonga (2000), Megginson and Netter (2001), 
Prizzia (2001), Shirley and Walsh (2001), and for 
developing countries see Parker and Kirkpat-
rick (2005a).  Indeed, it has been confirmed that 
an adequate regulatory framework is needed for 
privatization to avoid excess profits (Parker and 
Kirkpatrick 2005a).  

Hence, ensuring the prevalence of a healthy 
competitive environment—one that prevents an-
ti-competitive behavior by market participants—
becomes essential. Therefore, with the move to-

wards a market economy, the Egyptian Law on 
Protection of Competition and Prohibition of Mo-
nopolistic Practices (Law no. 3, 2005) was enact-
ed.47  The Egyptian Competition Authority (ECA), 
a new authority created by the same law, is the 
Egyptian antitrust body entrusted with enforcing 
this law. Both NTRA and ECA share responsibility 
in protecting competition in the sector. Though, in 
this regard, NTRA was fully in charge of creating 
competition in the sector in the first place. Wheth-
er the competition framework for the sector was 
introduced in a timely manner and whether the 
framework is adequate, will be briefly addressed 
in the following sections. These issues are further 
discussed in more detail in the second part of the 
study where NTRA and ECA’s respective roles 
are analyzed.
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CHAPTER 2

OVERALL SECTOR 
PERFORMANCE

The following part follows the overall prog-
ress and performance of the sector in terms 

of growth in output, revenue and capital invest-
ment.

2.1 Telecommunication Revenues
The first commercially available mobile phone 
in the world was released by Motorola in 1983. 
But real telecommunication output in Egypt (e.g. 
revenue at constant prices) started to accelerate—
driven by mobile phones—15 years later in 1998  
(Figure 2.1). This growth reflects the sector’s im-
portance to the economy, accounting for only 0.6% 

of GDP in 1980 to just under 4% in 2008 (World 
Bank 2010). The telecommunication sector has 
experienced substantial and rapid technological 
changes, and hence an increased scope for output 
growth. A reduction in costs, triggered by techno-
logical changes, is a potentially major determinant 
of penetration rates and sector growth, yet if the 
sector’s firms are placed in an unfavorable insti-
tutional environment this may very well hamper 
this potential. Accordingly, whilst growth of the 
sector is undoubtedly on account of technological 
progress, it is the institutional reforms that allow 
growth to take place and the sector to thrive. 

Figure 2.1 
Total Telecommunication Revenues and Share in GDP (1980-2009)

Source: Revenues: Euromonitor International (2010); Share in GDP: World Development Indicators, World Bank (2010).
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Telecommunication output has increased five-
fold between the period prior to the reform (1980-
97) and that following the reform (1998-08) (Table 
2.1). In 2009 total real output reached over LE30 
billion (LE31,248 billion)—21 times its value in 
1980. The annual growth rate over the 10 year pe-
riod following the reform has increased from 10 
to 15% compared to the 17 year period prior to the 
reform. Note that the growth was even more pro-
nounced before 2007 (20% during 1998-2007) after 
which total revenue began to decline in real terms, 
most likely on account of inflation. 

Table 2.1 
Real Telecommunication Revenue and Growth

Note*: Growth rate is calculated as GRt,t+n = ((Valuet+n – Valuet) / Val-
uet) * 100) / n; where n = number of years of difference between year t 
and t+n, Valuet+n= Value in year t+n, Valuet = Value in year t.
Source: Author’s calculations based on Euromonitor data (2010). 

Average Average 

1980-1997 1998-2009

1998-
2009

1998-
2007

2007-
2009

Telecommuni-
cation Revenue 
in LE million 
constant 2009 
prices 4,154 25,235

Yearly Average 
Growth Rate

9.66% 15.37% 20.23% -2.17%

Growth Rate* 19.69% 19.81% 31.56% -8.60%

Figure 2.2 
Share of Mobile Revenues in Telecommunica-
tion Revenues (Constant Prices 1980-2009)

Source: Euromonitor International (2010). Revenues converted from 
nominal to real using CPI from World Development Indicators, 
World Bank (2010).
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Mobile services are the main contributor to 
this remarkable growth in revenues. In 1998 they 
accounted for 12% of sector revenue, jumping to 
74% in 2009 (Figure 2.2).

Without the mobile industry telecom sector 
revenues would have only been LE8 billion in 
2009 as opposed to the actual figure of LE31 bil-
lion (in current prices see Figure 2.1). 

2.2 International Minutes
International outgoing minutes grew rapidly until 
2005, especially after liberalization. Total minutes 
went from just under 6 million minutes in 1981 to 
over 400 million in 2005. They have fallen since, 
though not (yet) to their initial level (Figure 2.3). 
On average, international minutes have increased 
nearly five-fold since the start of reforms to 2005, 
but have then fallen by more than half thereafter 
(Table 2.2). 

Table 2.2 
Fixed Line International Outgoing Calls (pre- 
and post reform)

Source: Author's calculations based on ITU database (2010)

Figure 2.3 
Fixed Line International Outgoing Minutes (in 
millions)

Source: ITU database (2010).

1981-1997 1998-2005 2006-2009

Average 
minutes

53,357,234 261,252,056 121,516,390

Growth rate 390% -53%
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2.3 Capital Investment48 in Telecommunication
Capital investment (both private and govern-
ment) has grown hand in hand with the sector’s 
growth. Interdependence between all voice mar-
ket participants (mobile and fixed landlines) is 
quite clear. For example any company from which 
a call originates to another company’s network 
uses the latter’s microwave links to interconnect 
to that network. Thus, there are spillover effects 
whereby investment in any company’s network 
benefits or spills over to all other companies deal-
ing with it. This link has been clear to the Egyptian 
government; it has made information and com-
munications technologies (ICTs) a developmental 
priority. 

The sector’s infrastructure was antiquated 
until the early 1990s. In the mid to late 1970s the 
telephone system was obsolete and extremely 
congested, with a telephone line density of one 
telephone per 100 people. According to a 1994 
USAID evaluation, repair attempts were often fu-
tile because the equipment was so old that cables 
disintegrated when touched. The country had not 
made any investments in modernizing its network 
for over 10 years (USAID 2004). The government 
has since modernized and upgraded the sector’s 
infrastructure by extending fiber-optic connec-
tions throughout Egypt, upgrading the copper 
lines and data centers and by improving the in-
tegration of applications (Hassanin 2007). As a 
result, capital investment in the sector between 
the pre and post reform periods has increased 
by twelve fold (from an average yearly value of 
LE553 billion between 1980-97 to LE6,529 billion 
between 1998-09) (Table 2.3; Figure 2.4). Capital 

Table 2.3 
Capital Investment in Communication and 
Growth (in LE million)

Note: Growth rate is calculated as GRt,t+n = ((Valuet+n – Valuet) / 
Valuet) * 100) / n; where n = number of years of difference between 
year t and t+n, Valuet+n = Value in year t+n, and Valuet = Value in 
year t.
Source: Author’s calculations based on ITU database, 2010, Eu-
romonitor 2009 (1981, 1995-1998).  Capital investment converted 
from nominal to real using CPI from World Development Indicators, 
World Bank (2010).

1980-1997 1998-2009

In constant 2009 prices 2,671 8,981

In current prices 553 6,529

Growth Rate  (%) 10.7% 48.5%

investment (at constant 2009 prices) grew rapidly 
during the reform with a growth rate of just un-
der 50% post-reform (1998-09) compared to 10.6% 
pre-reform (1980-97). 

The previous section has shown that reforms 
have resulted in a more competitive and dynamic 
market structure. These changes led, in turn, to 
significant improvement in sector performance. 
Revenues, minutes of usage and capital invest-
ment all witnessed faster growth rates following 
the reform. The next section identifies winners 
and losers of the reform and gives a detailed ac-
count of the impact on the sector’s different stake-
holders. 

Figure 2.4 
Capital Investment in Telecommunication 
(1980-2009)

Source: ITU database 2010, Euromonitor 2009 (1981, 1995-1998). 
Capital investment converted from nominal to real using CPI from 
World Development Indicators, World Bank (2010).
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CHAPTER 3

IMPACT INDICATORS  
BY STAKEHOLDER  

AND TYPE OF REFORM 
Foster et al. (2005) have identified five main 

stakeholders for any type of reform: (1) con-
sumers, including potential as well as clandestine 
(i.e. those illegally connected to the utility net-
work), (2) workers, (3) competitors and potential 
competitors and, (4) owners, and (5) the state. Re-
forms may affect consumers through changes in 
the price and quality of the service and also ac-
cess to the service. They affect workers through 
changes in the number of employed people and 
the wages they receive. Both incumbent firms and 
potential market entrants will be affected through 
changes in profits and the ease of entry (trig-
gered by changes in cost of entry to the market) 
because reforms that entail asset ownership trans-
fer alterations in the interest and goal of owners 
occur. The final stakeholder is the state which is 
basically affected through changes in government 
financial flows but also via changes in the level 
of government control over an extremely strategic 
and sensitive sector (Table 3.1). The final outcome 
of utility reform can vary significantly depending 
on the types of reforms adopted and their imple-
mentation. 

There is an expected direction, magnitude and 
evolution of impacts for the various types of util-
ity reforms described above (refer to Annex 1 for 
a detailed account).49  This chapter is devoted to 
identifying these for the reforms undergone in the 
Egyptian telecommunication sector in specific.

Table 3.1
Stakeholders and Indicators of Reform
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Consumers

Current √ √

Potential √ √ √

Clandestine √

Workers √

Competitors √

Owners √

State √ √

Source: Adapted from Foster et al. 2005, p. 93.

3.1 Workers: Employment and Wages
3.1.1 Employment
Public sector reform which transformed 
ARENTO into a private law company (TE) 
and the private sector participation (IPO 20% 
of TE) should in principle reduce employ-
ment due to increased pressure for greater 
efficiency. Typically, reform of public utili-
ties that are characterized by labor hoarding 
is likely to lead to immediate and significant 
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reduction in employment. There is evidence of a 
typical employment reduction of 30-50% (Foster 
et al. 2005). However, due to political pressure 
driven by fear of social unrest the number of TE 
employees is not expected to fall dramatically, if 
at all. In fact interviews (interview material, May 
6, 2010)50  indicated that the government is likely 
to keep most of TE’s employees until they eventu-
ally retire. Secondly, due to the modest skill level 
of many of TE’s approximately fifty thousand em-
ployees, new hires of qualified personnel are tak-
ing place to meet the skill gap.

Regulatory reform is also expected to reduce 
employment for same reason; that of increased 
pressure for greater efficiency. Indeed, some 
NTRA staff believes it necessary to reduce TE em-
ployees. Yet again, fear of social unrest is expected 
to hamper this step significantly. If present, nega-
tive employment effects are normally offset by 
liberalization of the sector, which allows entry 
into previously un-contestable markets and so, 
in turn, triggers market expansion. The three cell 
phone and numerous telecom companies are thus 
expected to raise overall employment in the sec-
tor. This expansion of employment by new pro-
viders has outweighed any contractionary effects 
from seeking efficiency gains. Overall employ-
ment in the sector witnessed two hikes, one after 
the reforms were introduced in 1998 and the other 
after the sale of TE’s shares (2005) and the entry 
of Etisalat in 2007 (Figure 3.1). Separate employ-
ment data for TE is not systematically available 
but the conducted interview suggests they stand 
at around 50,000 employees in 2010.

Notwithstanding the rise in overall employ-
ment, in relative terms the voice communication 
sector’s share in the country’s labor force is steadi-
ly declining. This share dropped by more than half 
from 0.4% in 1984 to less than 0.2% in 2006. This 
isn’t necessarily a bad thing as it could be a sign 
of productivity improvements in the sector. This 
possibility is examined later.

3.1.2 Wage per Employee
The effect on wages depends on two factors. The 
wages the laid-off (if any) make wherever they are 
reemployed and the wages received by employ-
ees of the industry’s new entrants. Wages of the 
newly hired are typically expected to be lower 
due to increased competition. Nevertheless, given 
the shortage in skilled labor wages are anticipat-

Figure 3.1
Total Employment in Telephony (1982-2009)
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Figure 3.2
Share of Telephone Employees in the Labor 
Force
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ed to be higher, but work conditions in terms of 
working hours, amount of leave, job stability (e.g. 
shorter contract duration) are likely to be worse. 
With the skill gap and pressures for yearly wage 
increases in government jobs, annual total wage 
per employee at both current and constant prices 
has been increasing since the reform in1998 (Fig-
ure 3.3). 

Wages have increased from nearly LE2,000 a 
year in 1986 (LE146 per month) to about LE50,000 
(LE4,091 per month) in 2007. In constant terms, 
however, these amounts are only 730 (LE61 per 
month) and about LE3,000 (LE 242 per month).



Impact Indicators 25

Figure 3.3 
Annual Total Wage per Employee (1986-2008)
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3.2 Consumers: Price, Access and Quality
3.2.1 Price of Service
Reforms have an ambiguous impact on prices. In 
sectors where prices have been kept artificially 
low on political grounds, all reforms except liber-
alization are likely to increase prices toward cost 
recovery levels (e.g. water and sometimes electric-
ity sectors). In contrast, in sectors in which prices 
have been covering costs but production has been 
inefficient, all types of reform are expected to ben-
efit consumers by enhanced efficiency driving 
lower tariffs. Regulatory, public sector and private 
sector participation achieve lower prices through 
greater efficiency, whereas liberalization achieves 
price reductions through competitive pressures. 

Prices in the telecommunication sector have de-
clined by 60 percent between 2002 and 2011 (Fig-
ure 3.4), most likely reflecting both efficiency and 
competitive pressures. Yet, on a disaggregated 
level, the details of the story differ by type of line 
(fixed versus mobile) by type of call (local versus 
international), by type of consumer (residential 
versus non-residential) and, most importantly, 
by type of market in which firms are competing 
(national or international and so whether contest-
able or not).  Figure 3.5 illustrates this point by 
type of line. Prices have been consistently falling 
for mobile. In contrast prices for fixed lines were 

falling until 2003, but have then increased for six 
years, before falling again from 2009. The details 
explaining these differences in price evolution are 
discussed in the following section. 

3.2.1.a Mobile Line Tariffs, the Bertrand Model 
and Predatory Action
Mobile Line Tariffs: Pre-Paid and Post-Paid 
The cellular market has responded dramatically 
to the institutional reforms to date. Both per min-
ute prices and fixed registration charges have 
dropped markedly. This is especially true of pre-

Figure 3.4 
Telecommunication Deflator (2002-2010)

Figure 3.5 
Price Baskets: Landlines versus Mobile (2002-
2011)
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paid mobile services (Figure 3.6). The security 
post-pay customers51  bring has been rewarded by 
lower per minute rates.  In 1998 post-pay custom-
ers were paying only a third of the price charged 
to pre-pay customers; 60 piasters versus LE 2 
(=200 piasters). But this difference lasted only 
until 2006—one year prior to Etisalat’s joining of 
the market—when the price rates have become 
closer, especially in absolute terms. In early 2010 
pre-paid prices fell to an average of 33 piasters a 
minute versus 21 piasters for post-paid. Between 
1998 and 2010 pre-pay prices have dropped by 
80% and post-pay prices have been halved (-52%). 
Prices continue to decline. In December 2010, 
some packages have offered prices as low as 14 
piasters a minute.

The Bertrand Model
We argued in The Causal Chain from Reform to 
Welfare that the reforms to date have triggered a 
Bertrand-style competition in the cellular market 
(particularly the national voice). In markets where 
firms compete in prices (i.e. choose prices rather 
than quantities to maximize their profits) compe-
tition becomes more aggressive. These are usu-
ally markets in which the good is only produced 
(or the service provided) after the purchase takes 
place at the posted price. In extreme cases, firms 
can reduce prices to their marginal cost levels, as 

Figure 3.6 
Price per Minute (mobile to mobile, 1998-2010)
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in Bertrand equilibrium. The Nash equilibrium 
solution assumes that each firm has an incentive 
to undercut its rival’s price by just a little bit to 
fully capture its market share. But then all firms 
will be stuck in an inertia whereby they will keep 
reducing prices up to the point when they no lon-
ger have an incentive to reduce their price level. 
This is the point at which price is set to marginal 
cost. No firm has an incentive to reduce price be-
low marginal cost as it will sustain losses on each 
customer. At the same time no firm has an incen-
tive to increase its price as it will lose its share in 
the market. 

Of all oligopolistic models the Bertrand Model 
is the most remarkable as it achieves the competi-
tive outcome with only a few firms on the mar-
ket. Since price equals marginal cost, the competi-
tive quantity is produced and overall welfare is 
maximized. Though maximum social welfare is 
attained, distributional effects take place. At price 
set to marginal cost, super normal profits are elim-
inated52, and producer surplus is transferred to the 
consumers in the form of consumer surplus. 

There are more realistic, less extreme, versions 
of the Bertrand Model. Among them are those 
when firms are capacity-constrained, so no firm 
can solely possibly cater for the entire market, or 
when products are differentiated, and thus the 
demand function facing each firm is not identical. 
But in all cases price competition will drive the 
unit price as low as it can possibly get. 

Predatory Action or Breaking of a Cartel: 
Does it Matter?
It’s no wonder that firms hate competition. Al-
though it is a powerful force that drives markets 
towards the social optimal, it diverts surplus from 
firms to consumers. That is why predatory action 
is commonly found in oligopolistic markets. As 
defined earlier, predation—also known as entry 
deterrence—is defined in the anti-trust literature 
as the use of market power by a dominant firm to 
keep out potential rivals or to drive out existing 
ones (Pepall et al. 2005). 

Price tactics are common; the incumbent reduc-
es its unit price below marginal cost, or simply to 
a level low enough to deter entry, to convince an 
entrant that the market after the entrant comes in 
will not be profitable. If more than one firm agrees 
to collectively reduce prices to achieve the same 
result this is collusion, which in this case is also 
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called predation. In 2006 the sharp drop in mobile 
per minute prices may be an indication of such 
behavior (Figure 3.6). This was the year just pre-
ceding Etisalat’s entry to the market. Legal action 
concentrates on cases where there is an identifi-
able victim. That is, a firm that was on the market 
but has left on account of predation.  

Predation against potential entrants is not le-
gally traceable or easily verifiable for two reasons. 
First, there is no identifiable body to the crime. 
Second, there has to be proof of recoupment, that 
is the predator has to be able to recoup losses in-
curred as a result of its price-cutting behavior in 
a reasonably short period of time.53  Whether in 
fact the 2006 sharp price declines were affected 
with the intention of predation or not is immate-
rial since the third mobile operator succeeded in 
entering the market.54  This success was to a large 
extent due to NTRA’s positive role in facilitat-
ing competition55, the role assigned to it by law. 
Whether there was actually a predation attempt 
or not, entry of a third mobile operator reduced 
unit prices56  triggered by either Bertrand- style 
competition or by persistent attempts by the two 
incumbents to drive out the new entrant. Preda-
tion can generally be sustained for only a short 
period since it is a drain on short-run profits. So 
predation may be observed for, say, six months at 
most, but four years seems very unlikely. Techni-
cal progress is also exerting downward pressure 
on prices so it cannot entirely be ruled out as a 
reason. The distinction can only be made with the 
knowledge of cost structures of the three opera-
tors, to which we, unfortunately, have no access. 

An alternative explanation for the sharp drop 
in prices before the entry of Etisalat is that Voda-
fone and Mobinil were involved in a cartel, an 
agreement broken by the threat of Etisalat’s entry. 
The argument is that Vodafone and Mobinil re-
stricted competition between each other through 
engaging in a price fixing cartel or market allo-
cation. There are three main challenges to cartel 
sustainability: 1) reaching an agreement; 2) po-
licing to detect cheaters to the agreement; and 3) 
agreeing to a punishment mechanism. By helping 
to overcome those challenges, some factors are 
facilitators to cartel sustainability such as a small 
number of firms, similar cost structures and high 
barriers to entry. Hence, it is also possible that the 
threat of Etisalat’s market entry in 2005 destabi-
lized the cartel and triggered fierce price compe-

tition between Mobinil and Vodafone, also a la 
Bertrand style.

Whether the sharp decline in prices as of 2005 
was to deter Etisalat’s entry, or whether it was the 
result of breaking an already established cartel 
is hard to ascertain. But the truth remains: even 
though prices had fallen dramatically in that year, 
Etisalat still managed to enter the market. 

Competition Regulatory Framework
An important reason why possible predation and 
collusion amongst the two incumbents has gone 
unnoticed is that the competition and telecommu-
nications laws were only introduced some years 
into the reform, in 2005 and 2003 respectively. 
Hence, there was not an operating competition law 
to police anti-competitive practices in the market. 
In addition, NTRA is still too weak institution-
ally to tackle abuses in the sector. The immature 
competition regulatory framework is discussed in 
detail in the second part of this study. In addition, 
the necessity for coordination between ECA and 
NTRA will also be discussed.

3.2.1.b Fixed-Line Tariffs: Fixed Charges versus 
Per Minute Rates 
For over three decades land-line per minute tar-
iffs have been suppressed for political reasons. 
However, fixed installation charges were set to 
partially cover costs reflecting a greater degree of 
commercially-oriented management than some 
other sectors within the public sector. And these 
costs were high on account of the obsolete and in-
efficient copper-based telecommunications infra-
structure and other inefficiencies common to pub-
lic utilities in many countries including Egypt. 

Installation tariffs internalized these inefficien-
cies through high installation charges. As argued 
above, in straightforward cases when tariffs are 
suppressed, all reforms (except liberalization 
which subjects the enterprise to competition) in-
crease tariffs toward efficient cost-recovery levels. 
But when tariffs are high on account of inefficient 
production all types of reform are expected to re-
duce tariffs. 

In mixed cases, of which Egypt is an example, 
where tariffs have been kept low and enterprises 
are inefficient, tariffs could go either way follow-
ing reforms: 1) tariffs would initially increase to 
cost recovery levels but then decrease in the medi-
um run because of efficiency improvements; and 
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2) if the enterprise needs to finance large invest-
ment projects, even large efficiency gains may not 
outweigh the funds required for these necessary 
investments, so that tariffs may not decrease de-
spite efficiency improvements (Foster et al. 2005) 
and liberalization-induced competition. The over-
all fixed line price has tended to increase (Figure 
3.5) more than 10 years into the reform. TE’s chair-
person has stated that the liberalization process—
by which he means the reform in general—will 
potentially increase local call charges (Hassanin 
2007). Since ten years are quite a long period, the 
experience to date supports the second alternative 
(i.e. investment needs preventing efficiency-based 
tariff reductions).57 The breakdown of this trend 
is analyzed in more detail below by comparing 
changes in installation charges, monthly subscrip-
tion and per minute tariffs prior to and after the 
reform. 

Fixed charges: installation charges
As mentioned above, prior to the reform fixed 
installation charges were set high to balance the 
low, politically-determined, per minute tariffs. As 
shown in Figure 3.7, land-line fixed installation 
charges show a constant increasing trend before 
the reform. Over the ten-year period prior to the 
reform (1987-97), the tariff increased five-fold for 
residential customers (from LE100 to LE500) and 
doubled for business customers (from LE500 to 
LE1,000). However, over the 10 year period fol-
lowing the reform (1998-08), land-line installa-
tion charges stabilized before dropping rapidly 
in 2006, which was a NTRA supported decision. 
In 2008 installation fees reached LE87 for residen-
tial lines and LE500 for business customers—close 
to their value in 1987. These reductions are even 
more pronounced in real terms (Figure A1 in An-
nex 2) and have been effected through limited 
time offers in selected months of the year. 

Fixed charges: monthly subscription
Unlike installation fees land-line fixed monthly 
subscriptions were originally suppressed leading 
to a continuous increase after the reform (Figure 
3.8). Between 1991 and 2001 monthly subscrip-
tions were fixed at a low price of LE6.25 for busi-
ness lines and LE3.75 for residential lines. In 2002, 
four years after the reform, monthly subscriptions 
started to rise reaching LE24 for business and 
LE12 for residential lines by 2009. In real terms, 

Figure 3.7 
Land-Line Fixed Installation Charge by Line 
Type (1982-2009)
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however, this rise isn’t as pronounced, since high 
inflation rates erode most price increases (Figure 
A2 Annex 2). 

Per Minute Tariffs
For many years TE, the incumbent fixed-line mo-
nopoly, has managed to bear the costs of low sup-
pressed per minute prices through cross subsidi-
zation. So low charges for domestic fixed-line calls 
have been cross-subsidized through high national 
long distance (between governorates) and interna-
tional call tariffs. The former were less than 6 pi-
asters for a three minute phone call prior to 1995, 
which is very low by international standards. The 
rate increased to reach 10 piasters in 1998. Follow-

Figure 3.8
Land-Line Monthly Fixed Subscription Charge 
by Line Type (1982-2009)
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ing the reform fixed line (local) call rates (Figure 
3.9) increased to reach 14 piaster for a 3 minute 
phone call in 2009. In real terms this price increase 
is muted due to inflation (Figure A3 Annex2). 
On the other hand, international call prices have 
decreased in both nominal and real terms (not 
shown). These price changes were determined by 
TE and supported by NTRA administration. Ar-
ticle 30 in the licenses section of the new Telecom-
munication regulation law (10 of 2003) explicitly 
prohibits cross subsidization, but these rules do 
not apply to TE during its allowed period of tran-
sition. A separate part of the law (part 5) is specifi-
cally tailored for TE. Yet, since the liberalization 
of international call tariffs in 2006 58, the compe-
tition from mobile providers and internet based 
calls TE’s international call prices have followed a 
downward trend, falling by an estimated 70%. 

The story differs between landline and mobile 
tariffs. With only one fixed line provider raising 
local tariffs to efficient levels is relatively easy. 
However, when it comes to calls to mobile phones 
the market looks different on account of direct 
competition. This competition has led to persis-
tent and rapid price reductions in mobile charges 
(see previous subsection and Figure 3.5 and Figure 
3.6). Per minute charges to mobile phones have 
dropped from about 50 piasters to 30 piasters in 
just two years (from 2006 to 2008); and in 2008 
peak prices caught up with off-peak ones (Figure 
3.10). Real prices confirm these trends (Annex 2 
Figure A4).

Figure 3.9
Fixed-Line 3-Minute Tariffs for Local Calls: 
Fixed to Fixed (1982-2009)
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Figure 3.10 
Land-Line per Minute Rates for Calls to Mobiles 
by Time of Day (2006-2009)
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In recent years, TE has introduced bundled of-
fers and discounts, these reflect the positive im-
pact of reform on pricing strategies. Bundles and 
discounts are examples of second degree price 
discrimination59, which can lead to an expansion 
in total output by attracting customers with lower 
willingness to pay. It is argued that, in cases where 
price discrimination leads to increases in total out-
put, consumer welfare under price discrimination 
is higher than under uniform pricing.

3.2.1.c Reflection on NTRA’s Institutional Capac-
ity: Pricing Strategy
To sum up, TE’s pricing decisions, supported 
by NTRA, to raise nominal per minute rates and 
monthly subscriptions while reducing fixed in-
stallation charges demonstrate that NTRA has 
been enforcing moves toward a sound economic 
pricing strategy. Nevertheless, different incentive 
and pricing schemes vary in how suitable they are 
to developing country settings. A pricing strategy 
based on a targeted rate of return can provide a 
disincentive for the firm to enhance efficiency, or 
can even be an incentive to cost pad (i.e. inflate 
their costs) and diminish competition, as the firm 
is assured it will be able to transfer costs to the 
consumer. Nonetheless the target rate of return 
strategy may be the most suitable for developing 
countries with limited auditing and institutional 
capacity and low levels of regulatory indepen-
dence, rather than price cap regulations which 
have been recommended in the past for develop-
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ing countries (Galal 2001, Laffont 2001, Parker and 
Kirkpatrick 2005a).

In the absence of cost data we are unable to 
make a judgment as to which pricing strategy 
is utilized by TE. NTRA’s economic unit is itself 
unaware of these distinctions in pricing strategy. 
This ignorance is alarming, indicating the weak 
institutional capacity of the regulator. NTRA’s 
regulatory departments are dominated by engi-
neers rather than economists, lawyers or people 
with private sector experience. In NTRA's case 
the latter groups account for fewer than 10% of 
total staff, compared to at least 90% of overall 
regulatory staff for regulators around the world. 
The pricing strategy for TE should be based on a 
deeper, more detailed analysis, involving detailed 
company costs. Proper disclosure requirements 
and comprehensive databases and data reporting 
systems should be in place to feed into NTRA's 
costing analysis. This level of sophistication and 
professionalism is currently lacking.

3.2.2 Access to Service 
Access has dramatically improved from a very 
small base of about 42 thousand main landlines 
in 1982 to over 11 million by 2008 (Table 3.2). But 
it is far from clear to what extent this increase can 
be attributed to the reform. Since the early 1980s 
landline density has been steadily increasing (Fig-
ure 3.11) at an average annual growth rate of 85% 
(Table 3.2). In the year immediately following the 
reform the number of landlines in operation in-
creased by more than a quarter (29%, not shown 
in the table) reflecting an absolute increase of more 
than a million (from 3.97 to 5.13 million lines). 
Growth in access after the reform period has aver-
aged 7%, which is a lot less than the growth rate 
prior to the reform. This moderate growth rate is 
a mirror image to the growth in cellular phone 

Figure 3.11 
Fixed and Cellular Density (1980-2008)

Table 3.2 
Fixed Line and Cellular Subscribers in Thousands and Growth Rates (Selected Years)

1982 1984 1997 % 
growth per 

annum 1984-
1997

1998 2008 2011 %
growth per 

annum 1998-
2011

Fixed lines in operation 42 561 3,453 85% 3,972 11,853 8,714 7%

Numbers of cellular sub-
scribers 0 0 0 0 195 41,300 83,425 73%

Source: Egyptian MCIT database (2012)

subscribers leaping from less than 200 thousand 
subscribers in the first year they were introduced 
(1998) to over 83 million by 2011 (Table 3.2). The 
annual growth rate amounted to 73% between the 
years 1998 and 2011. Nearly all of the Egyptian 
population now has access to a cell phone where-
as just over one fifth has landline access (11.86 per 
100 people) (Figure 3.11).

3.2.2.a Access by Market  (Fixed, Cellular) and 
Location (Urban, Rural)
Reforms, especially those such as public sector 
reform that promote the financial autonomy of 
utility operators, improve the availability of funds 
for investment purposes. Such an improvement 
should be expected from the change of AREN-
TO’s legal status to TE, a private company. Since 
operators will only enter commercially attractive 
market segments, reforms typically include policy 
measures to encourage service provision to remote 
areas, where low demand is combined with a high 
cost of service provision. Instruments include uni-
versal service obligation, connection or coverage 
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targets and connection subsidies, allowing for the 
use of low cost technologies and providing finan-
cial facilities to amortize connection costs. 

The Egyptian telecom sector has utilized a 
number of instruments to achieve these ends. 
Overall coverage targets are announced in the na-
tional plan. Article 5 of part 2 of the new telecom-
munication regulation law (10 of the year 2003) re-
quires NTRA to specify standards and regulations 
for economically non-viable services in remote re-
gions and to set up operators’ and providers’ ob-
ligations for them. With the fixed line company, 
NTRA has indeed allowed for some low cost tech-
nologies such as wireless fixed phone lines60  to be 
provided in remote areas (e.g. in Hadaye’ Elah-
ram). In addition, article 26 ensures that operators 
and service providers expanding in low density, 
low profit areas are compensated from the Uni-
versal Service Fund61  for the difference between 
the economic price of basic services (mainly fixed 
line services) and the price set by the cabinet. Cell 
phone operating licenses includes their coverage 
plan and stages of implementation. The license 
also considers universal service obligations. 

Fixed Landline Access
Urban and rural areas’ access has been steadily 
increasing at a similar rate since 2003.62  Hence a 
constant gap has remained in coverage: for every 
100 people 18 more people have landline access in 
urban areas compared to their rural counterpart 
(calculation based on Figure 3.12 data). Urban 
density has slightly increased, from just under a 
quarter (23%) in 2003 (6.28 million subscribers) 
to just over a quarter 27% in July 2009 (8.06 mil-
lion subscribers), and rural density from about 4% 
(1.58 million subscribers) to 7% (2.62 million sub-
scribers) over the same period. Access in terms of 
subscribers has decreased by 1.78 million in just 9 
months in urban areas and by 0.11 million in rural 
areas between July 2009 and April 2010, a trend 
to which we will come back when analyzing the 
progress of TE.

Cellular Access
No data is available to enable tracing the change 
in cellular access by location over time. But in 2009 
about 70% of all urban households owned a cel-
lular phone, compared to just 50% in rural house-
holds (MCIT 2010). This access gap of 20% is close 
to the gap of 18% for landline access. 

Figure 3.12
Fixed Access and  Density by Location (Urban/
Rural 2003 - 2010)
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3.2.3 Quality of Service
Reforms are expected to improve service quality 
indicators such as superior service continuity, less 
service interruptions, enhanced customer service, 
more accurate billing and shorter waiting time for 
new connections. The low service quality of ear-
lier periods can be expected to have resulted in 
lost potential production and lower household 
welfare. 

As a result of Egypt’s antiquated and ex-
tremely congested telephone system, telephone 
reception was very poor until the early 1990s. 
Many dialing attempts were required to make a 
local call, dial tones were sometimes unobtainable 
for hours, and lines were often out of order. The 
connection rate was estimated between 25-40% 
and disconnections in the middle of conversa-
tions were common. A study on transportation 
reported that 30% of road traffic was on account 
of inadequate phone services, so businesses had 
to send thousands of couriers to deliver messages 
and some international firms seeking to operate 
in the Middle East were reluctant to establish of-
fices in Egypt because telecommunications were 
so inadequate (USAID 2004). A narrow range of 
services were offered to customers at a time when 
a revolution in the sector was evident elsewhere 
around the world (Galal 1997).

3.2.3.a Waiting Time
The waiting period for a line had reached 13 years 
in the 1980s and declined to “only” 5.7 years in 
1995/96 (Galal 1997; ITU various issues). Data on 
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the waiting period is no longer available; rather 
there is data on the number of people waiting to 
have a landline installed. These numbers show a 
decreasing trend from a peak of nearly 1.4 mil-
lion in 1998, down to 32 thousand in 2008 (Figure 
3.13).

3.2.3.b Fixed Line Faults and Failures
There has been a remarkable progress in landline 
quality from automated billing facilities to a wide 
range of services (e.g. caller id, call forwarding 
… etc.) and a significant reduction in telephone 
faults. Faults have declined from faults taking 
place in every single landline in 1982 to just 7.16 
faults per 100 lines in 1998 (Figure 3.14). Since 2004 
there were a negligible 0.1 faults per 100 lines. As 
with the access indicators above, quality improve-

Figure 3.13
Landline Waiting List (1982-2008)
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Figure 3.14 
Landline Faults (per 100 mainlines 1982-2004)
 

100 

23 

8.2 7.16 
6.87 

2 0.5 0.5 0.5 0.1 0.1 0.1 0.1 0.1 0.1 
0

20

40

60

80

100

120

19
82

19
83

19
84

19
85

19
86

19
87

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

Source: ITU database (2010).

ments are not necessarily attributable to the re-
forms since they have been steadily improving for 
many years prior to it. 

Yet after these very marked improvements, 
quality indicators after 2006 demonstrate a rela-
tive deterioration, from five failures per 100 op-
erating lines in 2006 to 20 in 2008 (CAPMAS vari-
ous issues). Perhaps the network is burdened by 
providing other services such as internet and in-
ternational calls originating from cellular phones, 
which is an issue to be investigated in more detail 
when analyzing the progress of the landline in-
cumbent. 

The new telecommunication regulation law 
of 2003 made it NTRA’s responsibility to ensure 
high quality of telecommunication services and 
to set up a system for users complaints. The de-
partment of operation and monitoring, NTRA’s 
largest department, conducts quality checks on a 
regular basis. No specific quality targets are set, 
which is something NTRA should consider. But 
quality complaints are treated seriously and are 
promptly dealt with, with 98% of faults in 2011 
cleared by the next working day (interview mate-
rial, November 2010) (Figure 3.15). There may be 
some cultural issues in the obvious rise in faults 
recently. Some consumers suspect TE repair em-
ployees deliberately cause faults and fix only par-
tially to receive tips from customers. They claim 
this trend particularly increases around feasts and 
national holidays when customers are more like-
ly to tip generously. Alternatively, the increased 
pressure on the network around national holidays 

Figure 3.15 
Fixed Line Faults Cleared by Next Work Day 
(1982-2011)
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and feast times could be in itself responsible for 
the same result. There is no way of separating 
these two hypotheses from the available data.  

3.3 Government: Fiscal Flows
Utility reform affects public funds in two distinct 
ways: 1) one-time windfall gains; and 2) ongoing 
net fiscal flows. The former is generated if assets 
are sold, sale revenues can be major and can ei-
ther be reabsorbed into the public sector balance 
sheet or instead transferred to the balance sheet 
of the private operator. If the latter, then the his-
toric debt of the public utility is usually written off 
against privatization revenue.  In other cases his-
toric debt is written off as the first step of transfer-
ring the authority to a company in preparation for 
privatization. Ongoing fiscal flows are generated 
when reforms manage to secure financially sus-
tainable tariffs for the utility service in turn allow-
ing substantial reductions or even complete halts 
of state subsidies. Additionally, some concession 
contracts are designed to generate a royalty pay-
ment (Foster et al. 2005). 

3.3.1 ICT Contribution to the Treasury
ICT contribution to the treasury comes from:  

Dividends, which are part of NTRA, National i.	
Post Authority (NPA), Information Technol-
ogy Development Authority (ITDA) and TE’s 
profits. Dividends are distributed through ne-
gotiations between these authorities or their 
representative minister and the Minister of 
Finance (MoF); 
Fees: NTRA keeps the fees it collects for some ii.	
of the licenses and permits that it grants (i.e. 
these are funds generated from liberalization). 
For certain types of licenses (e.g. GSM, inter-
national gateway) NTRA retains a certain per-
centage from the concession fees transferred 
to the treasury of the Ministry of Finance. 
Again the percentage is determined through 
consultations between the Minister of Finance 
and the Minister of Telecommunication;63  
Income from sale of public shares which is the iii.	
contribution from IPOs and basically repre-
sent privatization revenues. These could be 
paid in yearly installments and/or in lump 
sum payments. 
Customs and taxes are another form of those iv.	
contributions. These are taxes and customs 
generated from both private and non-private 

sector firms, not only the three mobile opera-
tors but also from nearly 3,470 firms operat-
ing in the sector.  The number of firms in the 
sector has grown dramatically over the past 
decade (Annex 2 Figure A5).

No data is available to the author to assess 
the change in overall sector contribution to the 
treasury before and after the reform, though it is 
reasonable to assume that these were negligible, 
or even negative, given that most of the sector’s 
authorities were a financial burden on the gov-
ernment. However, since 2002 the entire ICT sec-
tor—this is not only Telecommunication and so 
includes contributions from the NPA and ITDA—
has slowly been increasing its contribution to 
the treasury with a large hike in 2006, when they 
peaked at over LE 22 billion. This hike is driven by 
increased dividends and customs to a lesser extent 
(Figure 3.16, Figure 3.17 and Table 3.3). Dividends 
have climbed especially after Etisalat was granted 
its operator license in 2006 for a total amount of 
LE16.7 billion but also on account of the partial 
sale of TE. The sale value totaled LE5,077 mil-
lion, LE2.9 million of which were used to cover 
earlier unpaid taxes and the rest was captured by 
the treasury (on the 25th December 2006) instead 
of entering into the company’s balance sheet.64  
In fact, throughout the period, dividends have 
constituted just over half the contribution to the 
treasury (53%) (Figure 3.18) indicating increasing 
profits in the sector’s economic and non-economic 
units.

Figure 3.16
ICT Contribution to the Treasury (2000-2010)
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Figure 3.17
Customs and Dividends Revenue to the Treasury (2000-2008)

Figure 3.18
Breakdown of ICT’s Contribution to the Treasury (in LE million, Average 2000-2007)
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Table 3.3 
Breakdown of ICT Contribution to the Treasury (in LE million, 2000-2007)

Years Customs Dividends
IPO 

Revenues
Licenses 

fees
Sales 

tax
Taxes and 

stamps

TOTAL contribution 
to the treasury 
in million LE

2000 149 1,575 461 395 570 3,150

2001 148 2,437 1,228 256 806 4,875

2002 202 2,587 826 480 249 830 5,174

2003 345 2,615 443 480 270 1,077 5,230

2004 358 3,959 1,627 381 151 1,442 7,918

2005 1,009 10,257 1,479 683 224 1,862 15,514

2006 17,838 22,279 1,382 956 63 2,040 44,558

2007 3,329 11,143 1,600 2,943 381 2,890 22,286

Source: ICT Indicators Portal (2010).
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3.3.2 Telecom Egypt’s Dividends
TE’s dividend payments to government increased 
since the reform, though the increase in constant 
prices is not marked. Indeed, looking at period 
averages TE’s dividends to the treasury have 
remained more or less constant at -1%, though 
gap in the data blurs the judgment (Table 3.4). 
Again, these dividends are meant to be distrib-
uted according to the 80% state ownership share 
of the government, in reality these are distributed 
through negotiations between TE and the MoF. 

Table 3.4
Pre and Post Reform TE Dividend to the Trea-
sury in LE million (1990-2010)

average
1990/91-

95/96

average
2000/01-

09/10

% change 
between 
periods

Actual Dividend 
from TE

339 813 140%

At constant prices 
(1990=100)

235 232 -1%

Source: Ministry of Finance (2010). Dividends include LE100 mil-
lion that were used by the treasury to finance the underground. 
Funds converted from nominal to real using CPI from World Devel-
opment Indicators, World Bank (2010).

Figure 3.19 
Transferred Funds from TE to the Government 
(1990-2010)
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3.4 Competitors: Entry Conditions and TE Per-
formance 
This section reviews the development of market 
entry conditions and their effect on productivity. 
It attempts to provide a discussion of how protec-
tive the regulator NTRA is of the national incum-
bent TE or instead of the other market players, the 
cellular companies. Finally, it  presents the evolu-
tion in some of TE’s performance indicators before 
and after the reform. 

3.4.1 Entry Conditions: NTRA’s Role
The reforms to date have liberalized the sector and 
introduced competition. NTRA played a positive 
role in lowering entry barriers to the sector, par-
ticularly easing Etisalat’s entry into both the na-
tional and international voice markets. Given the 
strength of the two cellular incumbents, Etisalat’s 
entry would have proved difficult without the di-
rect support of NTRA. To level the playing field, 
NTRA introduced a number of measures. Etisalat 
was allowed: 1) “domestic roaming,” permitting 
it the use of the other operators’ networks inside 
Egypt in locations where its own network was 
not yet in place; 2) sharing the existing operators’ 
equipment through collocation, which results in 
cost savings; 3) number portability to reduce con-
sumer switching cost 65, thus enabling consumers 
to switch carriers without losing their original 
phone number; and 4) a grace period of five years 
before granting another license (interview mate-
rial, November 2010). The same may not be said 
for easing Mobinil’s acquiring of an international 
gateway license, for reasons that will be discussed 
below. As a result concentration indices such as 
the HHI have significantly improved from 100% 
prior to the reform, reflecting TE’s monopoly, 
to 32% in the overall national, and to 39% in the 
international voice markets (Tables 2.1 and 2.2). 
Concentration levels have also declined in the cel-
lular market from 69% in the first year they were 
introduced, to 38% by 2011. As a result market 
power, particularly TE’s, is not as substantial as 
it used to be. 

This is reflected in improved productivity: the 
number of lines per employee (both cellular and 
fixed) rose from one line per employee in 1982 to 
855 lines in 2008 (Figure 3.20), with growth being 
most rapid in the post reform period (at an aver-
age rate of around 30% per annum). The same is 
true of telecom revenue per employee, which grew 
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from LE2,000 in 1982 to LE477,000 in 2008 (Figure 
3.21). Revenue per employee at constant prices fol-
lowed the same trend peaking at LE28,000 in 2006 
but then falling due to a combination of higher 
inflation rates, the September 2008 financial crisis 
and TE’s deteriorating performance in the face of 
competition. 

3.4.2 The Sector’s Incumbent: Telecom Egypt
The incumbent operator TE has four subsidiar-
ies: TE Information Technology, TE Data, Centra 

Figure 3.20
Telephone Lines (cellular & fixed) per Telecom-
munication Sector Employee 
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Figure 3.21
Telecommunication Revenue per Telecom Sec-
tor Employee (1982-2008)
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Technologies, and Middle East Radio Communi-
cations (Telecom Egypt Company ETEL 2010).

The company offers both retail and wholesale 
telecommunications services. Wholesale services 
include domestic and international services pro-
vided to third parties who utilize the company’s 
infrastructure principally for collocation and 
transmission services, settlement and infrastruc-
ture leasing.66  The National Voice Market ana-
lyzed in section 2.2.2 67 above represents a large 
part of TE’s retail market, in which TE is just an-
other competitor in the market seemingly with no 
privileges over the other cellular competitor (and 
internet). The International Voice Market also 
analyzed in section 2.2.2 (as well as internet and 
broadband) is not so straight forward. Whilst TE 
provides international landline services in the re-
tail market, it is a monopoly supplier in the whole-
sale sector of the international voice market. That 
latter situation has implications for the company’s 
market power in the retail sector of the interna-
tional voice market. 

3.4.2.a National and International Landline Voice 
Market: 
Declining TE Retail  Sectors
The national market has witnessed extensive, al-
beit incomplete, liberalization. This is less true 
of international voice (and internet). As a result, 
there has been a downward trend in cellular lo-
cal and international minute prices.68  This direct, 
intense competition has negatively affected TE’s 
retail market. With landline subscriptions falling 
since 2008, TE’s market share has shrunk from 
95% in 1998 to just 9% in 2011(Table 2.1). In the 
international voice market TE’s international min-
utes have started to decline since 2005, its share 
dropping from a third (31%) in 2003 to 12% in 
2009 (Table 2.2). By contrast, the market shares of 
Vodafone and Mobinil have been expanding, with 
the former capturing the largest share. 

As TE’s retail sales have declined, the impor-
tance of wholesale revenues to the company has 
grown in recent years, increasing from 42% of the 
“total service related revenues” in 2009 to 52% 
two years later (Figure 3.22). Nevertheless, retail 
services remain important, being dominated by 
voice services at just less than three quarters of the 
company’s retail services (69%).69  
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3.4.2.b TE’s Offsetting Revenue Sources: Whole-
sale Revenues
Careful management of liberalization has helped 
TE offset falling retail revenues. The company 
follows a somewhat diversified business model 
and so carries out its own investment and financ-
ing activities. It has investments in a number of 
companies (e.g. Vodafone Egypt, Middle East Ra-
dio Company and Menatel) thus diversifying its 
sources of revenue. TE directly benefits from the 
rapid growth of the cellular market through three 
main channels: 

A 45% share in Vodafone Egypt (Telecom 1.	
Egypt Earning Releases 2009). 
Channeling the three cellular operators’ 2.	
calls through its network (i.e. mobile inter-
connectivity). 
All other third parties utilizing the compa-3.	
ny’s network (e.g. for international voice 
services, renting of its submarine cable…
etc.). 

The latter two revenue sources are particularly 
important because of TE’s status as a monopolistic 
supplier of an essential input.70  Hassanin (2007) 
has predicted that TE would maintain a sizable 
portion of international call revenues while up-
holding its commitment to liberalization. A simi-
lar situation is also true for the internet and broad-
band markets with TE fully owning TE Data, also 
a competitor in broadband and internet retail. It 
follows that international call providers (mainly 
cellular providers) and internet service providers 
(ISPs) work on a revenue-sharing model with TE, 
helping the latter partially internalize losses it in-
curs in its retail market. 

Figure 3.22 
TE Service Related Revenue Breakdown in mil-
lion (2011)

 Others 
429 (4%) 

International wholesale 
3,879 (39%) 

Domestic Wholeslae 
1,278 (13%) 

Internet 
1,040 (11%) 

Access 
1,549 (16%) 

Voice  
1,720 (17%) 

Source: Calculated from Telecom Egypt Earning Releases (2011).  

3.4.3 NTRA Protectionism of TE: Regulatory and 
Policy Capture? 
TE struck a commercial deal with Vodafone in 
2009 with a package that probably included fa-
vorable network rental terms compared to the 
other providers. There are no surprises here, since 
Vodafone’s profits positively affect those of TE71 

and also since Vodafone’s increased international 
market share positively affects TE’s wholesale 
revenues. Similar trends with TE Data, the com-
pany’s own internet provider. Thus, Vodafone72  is 
not on a level playing field with the other provid-
ers, particularly Mobinil. According to one of its 
officials, NTRA does not have the details of this 
agreement. Given that TE is a monopoly supplier, 
this practice, if true, would constitute a clear vio-
lation to article 8e of the Egyptian Competition 
Law (2005), being deemed anti-competitive. In ad-
dition, this practice strongly supports the market 
squeeze hypothesis.

In fact, Mobinil has applied for a license to set 
up an international gateway of its own and is cur-
rently negotiating with NTRA (TeleGeography 
2011). It has been alleged that NTRA is proving 
unresponsive to Mobinil. This implicitly means it 
will probably refuse to grant the license. On the 
other hand, NTRA claims it is asking a fair price 
comparable to that which had been offered to Eti-
salat in 2009 and that the problem lies with Mo-
binil. The latter, NTRA alleges would like to pay 
in installments rather than a lump sum payment 
and is taking time to sort these issues out (inter-
view material, May 2, 2012).  Since international 
wholesale call revenue yields an estimated LE3.88 
million a year, or around 40% of total TE service 
revenues (of LE9.9 million in 2011) (Figure 3.19), 
losing revenues from international gateway leas-
ing would seriously jeopardize the giant 55,000 
employee company.

In determining the license NTRA will need to 
strike a fine balance between its desire to protect 
the national incumbent, preserve government re-
sources in the form of taxes and transferred funds 
from TE amounting to LE1.8 billion in 2010, par-
ticularly at such a difficult time in Egypt’s his-
tory when government resources are seriously 
constrained,  and most importantly its desire to 
promote overall producer and consumer welfare 
via supporting competition and so preserving its 
image as a clean regulator that is not “captured.” 

It is quite common for the regulator to fall into 
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the trap of either “regulatory capture” or “policy 
capture.” Political capture takes place when reg-
ulatory goals are altered to serve political ends, 
e.g. the re-election of the government or in non-
democratic countries pleasing the government to 
maintain government positions. Regulatory cap-
ture on the other hand is the sympathizing of the 
regulator with any of the firms it is regulating, be 
it the national incumbent in our case, or any of the 
other cellular providers. Both types of capture are 
at the expense of consumers and, ultimately, at 
the expense of overall welfare. In order to remove 
any suspicions of either types of capture NTRA 
should grant the license as long as the price of-
fered by Mobinil is consistent with international 
best practice.73  

There are two more signs that potentially point 
to NTRA’s political and regulatory capture:

The restriction of domestic access to voice 1.	
over internet services (VoiP). Free access 
to these services may undermine phone-
based international calls,74  jeopardizing 
TE’s revenue from retail and wholesale 
voice activities as well as those of the cel-
lular providers. 
Turning a blind eye had there been an ac-2.	
tual cartel between Vodafone and Mobinil 
before Etisalat’s entry into the market. 
With the data at hand we don’t have evi-
dence to support neither cartel formation 
nor predation but we can present plausible 
scenarios. Interview material suggests that 
NTRA has allowed the two cellular giants 
to become sufficiently strong to the extent 
of sometimes refusing to submit informa-
tion requested by NTRA (interview mate-
rial, May 6, 2010). 

This discussion is not to undermine NTRA’s 
positive and substantial role in creating competi-
tion in the sector and reducing entry barriers, it is 
to draw attention to regulator mistakes that can be 
prevented if the regulator is sufficiently indepen-
dent and mature. 

3.4.4 Telecom Egypt’s Performance
3.4.4.a Selected Telecom Egypt Productivity 

Measures
Lines per Employee
The introduction of cellular competition has been 
a major factor in driving up TE’s productivity in 

this sector (Galal 1992).  During the 10 years fol-
lowing the reform, lines  per TE employee have 
increased more than threefold, reaching 266 for in-
stalled lines and 217 for active lines in 2008 (Figure 
3.23). Since the entrance of Etisalat, landline sub-
scriptions witnessed a very modest increase that 
turned negative as of 2008, a drop of more than a 
quarter (26%) in just three years (2008-2011). With 
more or less constant employment this translates 
into constantly declining active lines per employee 
reaching 166 in 2011 (a drop of 24% since 2008). 

Revenues per Employee and Minutes per Employee
Other productivity measures, such as revenue per 
employee, have maintained an upward trend in 
the post reform period. But this is not so for prof-
its per employee which have been falling in both 
current and real terms since 1999, and are now 
lower than before reforms (Figure 3.24 and Annex 
2 Figure A6) 

National minutes (local + long distance) per 
employee also rose dramatically following the re-
forms, but have started to decline since 2003 when 
TE began to lose its domestic voice market. This 
is not true of international minutes per employee 
which have continued to rise post reform most 
likely because, as explained earlier, competitive 
pressures are not as pronounced in international 
voice (Annex 2 Figure A7).

Figure 3.23 
TE Lines per Employee (1998-2011)
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3.4.4.b Telecom Egypt’s Financial Performance
Consolidated Revenues
TE’s recent declining status in the retail market 
is reflected in its consolidated revenues. Revenue 
growth has slowed since 2006, from 11.3% to 5% 
in 2007, turning negative in 2009 (Annex 2 Fig-
ure A6. and Table 3.5). Nominal revenues have 
dropped from LE9,993 million in 2007 to LE9,960 
million in 2009 slightly recovering in 2010, but ex-
hibiting negative growth in real terms since 2007. 

Telecom Egypt: Profits and other Financial Highlights
TE Profits
TE’s profit growth has also slowed down in re-
cent years. Profits at constant prices have been 

Figure 3.24 
Telecom Egypt Revenue and Profit per Employ-
ee (1990-2008)
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Table 3.5 
TE Consolidated Revenues Growth at Current and Constant Prices (2002-2010)

 2002 2003 2004 2005 2006 2007 2008 2009 2010

revenue in LE 
million

6,219 7,177 7,749 8,548 9,517 9,993 10,117 9,960 10,218

growth rate - 15.4% 8.0% 10.3% 11.3% 5.0% 1.2% -1.6% 2.6%

Real revenue

2010=100 13,131 14,500 14,070 14,800 15,307 14,307 12,581 11,082 10,218

growth rate at 
constant prices

- 10.43% -2.97% 5.19% 3.43% -3.95% -14.43% -11.91% -7.8%

Source: Telecom Egypt EAS Financial Summary (2011). Note: Values converted from nominal to real using CPI from World Development 
Indicators (2012).

declining since 2006 (Figure 3.25). On the other 
hand profit margins for Earnings Before Interest, 
Taxes, Depreciation and Amortization (EBITDA) 
have followed same profit trends in recent years 
with margins for EBITDA75  falling from 60% to 
50% between 2002 and 2009 but net profit mar-
gins increasing from 12.7% to 30.6% over the 
same period (Table 3.6). These measures may 
give a misleading impression of an improved 
performance. Whilst profit margin is an indicator 
of a company's pricing strategies and how well it 
controls costs, it doesn’t necessarily reflect “eco-
nomic” profitability.

Operating Cash Flow
Another measure of profitability is operating 
cash flow (OPC).76  It's arguably a better mea-
sure of business profits than earnings because a 

Figure 3.25 
TE’s Profits at Current and Constant Prices 
(2002-2009)
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Table 3.6
TE Financial Highlights (in LE millions 2002-2011)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Revenue in LE million 6,219 7,177 7,749 8,548 9,517 9,993 10,117 9,960 10,218 9,895

Growth rate of Rev-
enues - 13.35% 7.38% 9.35% 10.18% 4.76% 1.23% -1.58% 2.52% -3.26%

(2009=100) 11,801 13,032 12,645 13,301 13,758 13,214 11,307 9,960 9,183

Growth rate of Rev-
enues (2009=100) 10.43% -2.97% 5.19% 3.43% -3.95% -14.43% -11.91% -7.8%

Gross Profit 4,286 5,022 5,324 5,664 6,421 6,687 6,752 6,691 6,976 6,547

2009=100 8,133 9,119 8,688 8,814 9,282 8,843 7,546 6,691 6,270

Gross Profit % Margin 68.92% 69.97% 68.71% 66.26% 67.47% 66.92% 66.74% 67.18% 68.27% 66.16%

EBITDA Before Provi-
sions 3,737 4,426 4,621 4,594 5,277 5,389 5,163 5,048 4,663 4,551

(2009=100) 7,091 8,037 7,541 7,149 7,628 7,126 5,770 5,048 4,191

EBITDA % Margin 60.09% 61.67% 59.63% 53.74% 55.45% 53.93% 51.03% 50.68% 45.64%

EBIT 1,042 1,501 1,977 2,528 3,376 3,667 3,505 3,515 3,411 3,079

2009=100 1,977 2,725 3,226 3,934 4,880 4,849 3,917 3,515 3,066

EBIT % Margin 16.76% 20.91% 25.51% 29.57% 35.47% 36.70% 34.64% 35.29% 33.38% 31.12%

Net Profit before tax 
and Minority Interest 791 1,087 1,419 2,533 2,898 3,054 3,308 3,510 3,637 3,496

2009=100 1,501 1,974 2,316 3,942 4,189 4,038 3,697 3,510 3,269

Net Profit before tax 
and Minority Interest 
% Margin 12.72% 15.15% 18.31% 29.63% 30.45% 30.56% 32.70% 35.24% 35.59% 35.33%

Profit for the Year in 
LE millions (after Tax 
& Minority Interest) 791 1,087 1,009 2,097 2,427 2,534 2,790 3,051 3,143 2,929

(2009=100) 1,501 1,974 1,647 3,263 3,508 3,351 3,118 3,051 2,825

Profit Margin 12.72% 15.15% 13.02% 24.53% 25.50% 25.36% 27.58% 30.63% 30.76%

Source: Telecom Egypt EAS financial summary, various issues, available at http://ir.telecomegypt.com.eg/EAS%20Financial%20summary.asp

company can show positive net earnings (on the 
income statement) but still not be able to repay 
its debts. As shown in Figure 3.26, operating cash 
flow increased between 2002 and 2004 after the 
reform, but declined steadily in nominal terms 
and sharply in real terms thereafter. Despite the 
recovery after 2009 OPC values did not return to 
their initial levels in 2002. 

Investment Performance
The company’s investment performance shows 
some progress. However, both real return on in-
vestment (real EPS) and real dividends per share 
(real DPS) have been declining since 2006 and 
2008 respectively (Figure 3.27). The concluding 
section will discuss the implications for the evo-
lution of TE’s performance. 
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Figure 3.26
Telecom Operating Cash Flow (2002-2010)
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Figure 3.27
Telecom Egypt Return Calculation (2003-2008)
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3.5 Conclusion 
TE’s Deteriorating Position and What the Future 
Holds 
The analysis has highlighted three main issues. 
First, TE’s economic performance improved fol-
lowing institutional reforms, large improvements 
being possible from a low base. Financial indica-
tors also improved in the earlier years.77  Second, 
the absolute shrinkage and loss of the company’s 
retail market share (local, long distance and inter-
national voice), without further efficiency gains to 
outweigh that loss. Economic and financial per-
formance have generally deteriorated since 2006, 

the year before the entry of Etisalat. Etisalat’s en-
try into the market triggered a fierce price compe-
tition with which TE was unable to keep up.  

Unable to compete in the retail sector, TE is 
relying heavily on its wholesale market taking 
advantage of its monopoly over the international 
gateway and internet infrastructure. There are 
other revenue sources for TE from its investing 
activities, most notably its 45% share in Vodafone, 
a company that captures the biggest market share 
of total subscribers (40% in 2011), of international 
minutes (51% in 2009) and of cellular subscribers 
(45% in 2010). Whether Vodafone’s close ties with 
TE are partly responsible for, or at least help, this 
exceptional performance is an issue highlighted 
in the discussion on NTRA’s protectionism of TE, 
potentially allowing anti-competitive practices in 
the market. 

Etisalat was granted its international gateway 
license in 2009, and Mobinil may also be apply-
ing for one. To remove any suspicions of policy 
and/or regulatory capture, NTRA should grant 
this license without undue delay and following 
due process. But granting this license to Mobinil 
and eventually also to Vodafone will have dire 
consequences for TE. This fact is the third main 
finding from this analysis. With nearly LE4 billion 
in revenue from international wholesale services 
(39% of total revenue) TE will be in a very difficult 
position unless it starts thinking of innovative so-
lutions to put the company on a secure financial 
footing.78  

Suggested Solutions
Public ownership and the legacy of inflated em-
ployment place severe constraints on the com-
pany. Increasing private shares to 49% may help. 
Further privatization of the company will raise 
efficiency placing the company on an equal foot-
ing with the cellular competitors.  But raising ef-
ficiency may require retrenchment which is not 
politically viable, especially in the current post 
revolution transitional period with the exagger-
ated expectations of the Egyptian people. In ad-
dition, any government is likely to resist this step, 
placing pressure on the regulator (policy capture) 
not only to avoid unrest but also to preserve the 
substantial resources transferred from TE to the 
government (LE1.8  billion in 2010). This trans-
fer will not last for long. But in the medium term 
and with a government with some foresight fur-
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ther privatization can be gradually effected with 
NTRA’s support. In the same way as NTRA man-
aged to gradually introduce competition to the 
sector it can also manage a gradual privatization 
of TE. The least productive workers can be offered 
early retirement, which they will accept so long as 
the offer is sufficiently attractive. There is a one-
off cost of additional pension payments for up to 
10 years, which is an acceptable cost for the effi-
ciency gain which will be achieved. Or instead the 
company can offer a retrenchment package of say 
six months’ pay plus retraining. The exact pack-
age should be based on careful calculations.

Increasing TE’s share issue will also help with 
the disclosure problems highlighted earlier. For 
the company to meet its regulatory requirements 
of periodic financial reporting and auditing may 
be highly costly, but it will in the end help in its ef-
ficient and transparent operation,  reducing chanc-
es for poor governmental integrity, cronyism and 
incompetence which are  major hurdles to success-
ful privatization (Parker and Kirkpatrick 2005a). 
Achieving improvements in institutional capacity 
of all public institutions involved in the process 
will require raising managerial and administra-
tive capacity of not only NTRA but also of the 
Egyptian Financial Supervisory Authority (EFSA) 
and the Egyptian Stock Market. These organiza-
tions have less administrative capacity compared 
to their developed country counterparts.

An additional fixed line license can be gradual-
ly introduced after some years from additional TE 
privatization to induce further competition in the 
sector, in turn effecting further price reductions, 
more options and better service. These changes 
will enhance consumer surplus whilst preserv-
ing normal profits in the sector. Excess profits 
will be eliminated only if the concerted efforts of 
both NTRA and ECA prevent collusion and pre-
dation.79 

Similarities of Internet and Broadband
The situation for the internet and broadband 
markets resembles that of the international voice 
market. All ISPs have to lease TE’s infrastructure 
for internet provision. But the company’s infra-
structure is depleted in many areas of the coun-
try, especially older areas. This arrangement has a 
significant adverse effect on internet quality. Spe-
cifically, the internet market in Egypt has several 
characteristics. Firstly, behavioral practices in this 

market are unethical, with many people sharing 
the cost of one line. Secondly, only a small seg-
ment of the market values extremely high internet 
speeds similar to those more commonly available 
in developed countries. Finally, TE’s infrastruc-
ture is already in place, giving it a first mover ad-
vantage in the market. These factors reduce incen-
tives for any potential providers to build a parallel 
infrastructure to that of TE. The main concern is 
whether they can capture a reasonable share of 
the market by overcoming TE's first mover advan-
tage. It may be possible for this to happen if NTRA 
plays the same role it played in easing the entry of 
Etisalat, that is ensuring that no anti-competitive 
practices take place such as those in favor of TE 
Data or Vodafone. Lower prices will expand mar-
ket size, hence guaranteeing the most competitive 
firms a reasonable share of the growing market, 
despite the competition.

In brief, the reforms have enhanced TE’s effi-
ciency and performance but not enough to with-
stand the aggressive competition from the cellular 
sector. There are winners and losers to every re-
form. TE is both. It stands to lose if it doesn’t fol-
low a more inventive business model or introduce 
measures to further enhance efficiency. These 
changes can only be effectively undertaken if the 
company is further privatized.  To achieve further 
welfare gains, another fixed line license for both 
voice and internet should be introduced in due 
course.   

Overall Conclusion
The main lessons learned from this study are that 
in the Egyptian telecommunication sector reforms 
have complemented and reinforced each other. 
The causal chain of reform is not broken, but more 
reforms are yet to be carried out. Second, liberal-
ization and privatization alone do not achieve 
their intended goals of greater competition and 
efficiency, and consecutively better prices and ser-
vice, without an adequate regulatory framework. 
This framework is needed to detect anti-competi-
tive practices and market abuse. Nevertheless, this 
framework should allow for a flexible competition 
policy, one with sufficient foresight to target lon-
ger term welfare gains. Third, proper disclosure 
and regulatory requirements such as financial 
reporting and auditing should be enforced on all 
market players, not just to counteract corruption, 
but also to put a comprehensive data reporting 
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system in place to feed into NTRA's costing and 
competition analyses. 

The sector’s regulator, NTRA, is a major player 
in this market and has done a reasonably good job 
in managing the reform. There is more to accom-
plish. NTRA should develop its institutional ca-
pacity through adopting international best prac-
tices in hiring and in its internal regulations in 
general. But most importantly NTRA should en-
sure that it is not captured by any interest group, 
not the firms it regulates, the government it works 
for, nor even the consumers it serves. NTRA needs 
to remain impartial. Or rather, it should in effect 
be captured by all these groups collectively, keep-
ing each at an arm’s length and with an eye on 
overall welfare.80  
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Part Two

Introduction

Notwithstanding reform gains highlighted 
in the first part of the analysis, the ap-
proach to regulation in Egypt in general is 

still ad-hoc. No legal framework is adopted to set 
a clear policy or methodology to bring in unifor-
mity in various approaches to regulatory reforms 
in Egypt. As the privatization and licensing pro-
cesses may spark anti-competitive behaviour, it is 
important to have clear competition regulations 
prior to market liberalization. However, that was 
not the case in the telecom sector where reforms 
have been carried out in the absence of competi-
tion regulation both in the sector and on an econ-
omy-wide level. In fact, competition regulations 
were not introduced until 2005, almost a decade 
after the telecom sector reform had started. 

Accordingly, both Egyptian Competition Au-
thority (ECA) and National Telecommunication 
Regulatory Authority (NTRA) work in parallel to 
organize the market place. This co-existence leads 
to the overlap of jurisdiction between the two au-
thorities; hence, setting the borderlines between 
the two becomes a requirement. 

The relationship between ECA and NTRA is 
further analyzed. It is clear that no explicit pro-
visions were stipulated in the Egyptian Compe-
tition Law (2005) or in the Telecommunication 
Regulation Law (2003) to organize the relation-
ship between the two regulators. However, ECL 
provides that its provisions apply to all economic 
activities in various economic sectors even with 
the existence of sector regulators. In the telecom 
sector on the other hand, the NTRA is respon-
sible for setting the rules for granting licenses, 

entry, operation and exit of the market. Law No. 
10 of 2003 regulating the Telecom sector states 
that NTRA has to observe as a principle the "free 
competition" in the market and “shall encour-
age national and international investment in this 
field within free competition rules”. The question 
would arise on which law shall be applicable and 
which body shall be responsible for receiving, in-
vestigating and deciding competition complaints 
in the telecom sector. 

Finally, key factors that affect the independence 
of ECA and NTRA are discussed. Independence 
of the regulator is an important tool to confirm the 
proper functioning and operation of the market 
far from any undesired influence that may distort 
it. The decision-making process should also be 
neutral and transparent and only corresponds to 
the rule of law. However, being administratively 
separate from the Government does not necessar-
ily mean that the regulator is independent from 
governmental influence. 

As a conclusion, it is necessary to guarantee the 
independence of the ECA through certain amend-
ments to the law. These amendments refer to the 
composition of the board of directors of ECA to 
allow more efficiency and independence in de-
cision-making process, the ability to prosecute 
anti-competitive practices without government 
interference, and the power to adopt necessary 
measures to protect the market place. In addition, 
the jurisdiction of ECA should be well defined and 
allow ECA to investigate any violation in various 
economic activities and sectors. 
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CHAPTER 1

Introduction  
to Telecommunication 

Competition Regulation

Notwithstanding reform gains highlighted 
in the first part of this study, the approach 
to regulation in Egypt in general is still 

ad-hoc. No legal framework is adopted to set a 
clear policy or methodology to bring in unifor-
mity in various approaches to regulatory reforms 
in Egypt. As the privatization and licensing pro-
cesses may spark anti-competitive behaviour, it is 
important to have clear competition regulations 
prior to market liberalization. However, that was 
not the case in the telecom sector where reforms 
have been carried out in the absence of competi-
tion regulation both in the sector and on an econ-
omy-wide level. In fact, competition regulations 
were not introduced until 2005, almost a decade 
after the telecom sector reform has started. 

This chapter analyzes competition regulation 
in the telecom sector by covering the following 
points:

Introducing Competition Regulations; Sec-•	
tor and Economy-Wide Levels
The Relationship between the Regulators; •	
ECA and NTRA
The Independence of the Regulators; ECA •	
and NTRA

1.1 Introducing Competition Regulations, Sec-
tor and Economy-Wide Levels
“Utility regulation has three main aims: to protect 
consumers from abuse by firms with substantial 
market power, to support investment by protect-
ing investors from arbitrary action by govern-
ment, and to promote economic efficiency” (Smith 
1997). Accordingly, sectoral regulation and com-

petition rules work in parallel to organize the 
market place, hence, the jurisdiction of competi-
tion authorities and regulatory bodies may over-
lap. Therefore, setting the borderlines between the 
two becomes a requirement. 

It should be clear however that drawing the 
limits or borderlines between the two bodies does 
not mean full separation but on the contrary it 
provides for the possible ways of cooperation and 
coordination. The following points explore the re-
lationship between ECA and NTRA, and the inde-
pendence required to market regulators.  

1.2 The Relationship between ECA and NTRA
No explicit provisions were stipulated neither in 
the Competition Law (2005) nor in the Telecom-
munication Law (2003) to organize the relationship 
between the ECA and NTRA. However, Article (1) 
of the Egyptian Competition Law (ECL) provides 
that “Economic activities shall be undertaken in 
a manner that does not prevent, restrict or harm 
the freedom of competition in accordance with the 
provisions of the Law”. The Law also provides for 
practices and agreements that constitute anti com-
petitive practices, namely; hardcore cartels (arti-
cle 6), vertical agreements (article 7) and abuse of 
dominant position (article 8). Further, Article (2) 
of the Law defines persons subject to the law as to 
mean all natural and juristic persons whatever the 
way of their establishment or incorporation is. 

Moreover, Article 11 of the ECL gives the 
Competition Authority the power to examine 
complaints and conduct market studies to detect 
violations or to give recommendations to promote 
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competition in all sectors including the telecom 
sector. This general provision has only one excep-
tion that is stated in Article (9) of the ECL, this 
exception is for public utilities81  managed by the 
state. Accordingly, it is clear from the wording of 
the ECL provisions that it applies to all economic 
activities in various economic sectors even with 
the existence of sectoral regulators. 

In the telecom sector on the other hand, the 
NTRA is responsible for setting the rules for 
granting licenses, entry, operation and exit of the 
market. Law No. 10 of 2003 regulating the telecom 
sector states that NTRA has to observe as a prin-
ciple "free competition" in the market and “shall en-
courage national and international investment in this 
field within free competition rules” without intro-
ducing any provisions on competition. However, 
article 24 of the Law stipulates that “The Board of 
Directors shall determine the limits which, if exceeded, 
shall result in the occurrence of monopolistic practices 
in any of the fields regulated by this Law. The Board of 
Directors shall set the rules that should be applied to 
confront such practices”.

Based on that article, the NTRA has intro-
duced a general framework of competition policy 
in the telecom market.82  The competition policy 
framework starts by stating that "the NTRA is in 
charge of monitoring and protecting competition 
in the telecom market". It also adds that "NTRA 
sets the limits for free competition". It is clear from 
the wording of the policy that it comprises both 
ex ante (i.e access, technical and licensing) and ex 
post (i.e economic and competition) regulations, 
hence excluding the jurisdiction of the ECL and 
the ECA.  

1.2.1 NTRA versus ECA Competition Policy
The NTRA competition policy includes some pro-
visions that are contrary to those provided for 
under competition law. For example, though the 
NTRA competition policy adopts a definition of 
the relevant market based on the same elements 
provided for under competition law, namely; rel-
evant product and geographical area, no criteria 
was set for substitutability of products or homoge-
neity of competition in geographical area. Accord-
ingly, it is not clear whether or not NTRA would 
follow the same criteria adopted by competition 
law in identifying the relevant product and geo-
graphical area. 

Moreover, the NTRA competition policy dif-

ferentiated between market power, significant 
market power and market dominance. The lat-
ter has been defined as to mean "the situation in 
which the influence of the market power prohibits the 
existence of an effective competition in the relevant 
market". The competition law on the other hand 
only defines the market dominance and requires 
three combined conditions for a person to be in a 
dominant position; market share exceeding 25%, 
the ability to affect the prices or the volume of the 
product in the market, and that other competitors 
are not able to stop this effect. This makes it clear 
that whereas the NTRA deals with market power, 
significant market power and market dominance 
as different concepts, competition law on the con-
trary deals with market power and significant 
market power as elements to define market domi-
nance and not a standalone concept. 

In addition, the idea of misuse of information 
provided for under the NTRA competition policy 
is totally out of the scope of competition law and 
anticompetitive practices provided therein. This 
concept may find its roots in criminal law (Article 
345 on fraud in commercial transactions) or in 
commercial law (Article 66 on unfair competition) 
where the misuse of the information to harm com-
petitors is considered violation to such laws. 

It is also not clear what would be the sanction 
for violating the NTRA competition policy since 
it does not provide for any penalties. This leaves 
only one possibility that the NTRA would apply 
an administrative measure from those provided 
for in the Telecom Law. On the contrary, viola-
tions under competition law would be considered 
criminal acts subject to fines imposed by a crimi-
nal court.

In all of the cases above and where a conflict 
occurs between the two policies, the question 
would arise on which law shall be applicable and 
which body shall be responsible for receiving, in-
vestigating and deciding competition complaints 
in the telecom sector. At first glance, the ECA is 
still competent to study the monopolistic practices 
in the telecom sector even with the existence of a 
separate competition policy in the telecom sector. 
In fact however, the chairperson of ECA has in-
dicated several times the existence of conflict and 
tension between the two authorities regarding the 
complaints submitted to ECA alleging the exis-
tence of anticompetitive practices by mobile and 
internet services providers companies (Shahin 
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and Khder 2011) . This would undoubtedly nega-
tively affect the proper functioning of the market 
and the growth of the sector in general. 

1.2.2 Solutions 
In order to avoid future tension between the two 
authorities, a Memorandum of Understanding 
was signed by the senior officials of the ECA and 
NTRA in June 2011 defining the role of each au-
thority in handling competition complaints and 
the possible means of cooperation in matters of 
common interest. This corresponds to a large ex-
tent to international best practice on cooperation 
and coordination between both competition and 
regulatory authorities. In the UK for example, the 
Office of Fair Trade (OFT) responsible for com-
petition and the telecom regulator (OFCOM) re-
sponsible for the telecommunication sector have 
well defined powers set by the Competition Act 
of 1998, however, they coordinate together in 
matters related to anti competitive practices and 
a whole chapter in the Telecommunication Act of 
2003 is dedicated to competition and the relation-
ship between OFCOM and OFT.83  In the US, on 
the other hand, the Federal Communication Com-
mission (FCC) responsible for the telecommuni-
cation sector, has no powers regarding anti com-
petitive practices, nonetheless, the Federal Trade 
Commission (FTC) and the Anti Trust Division in 
the Department of Justice (DOJ) take preliminary 
opinion of the FCC before starting any antitrust 
investigation. 

1.3 Independence of the Regulations  
Independence of regulatory bodies is important to 
confirm the proper functioning and operation of 
the market far from any undesired influence that 
may distort it. However, the idea of independence 
cannot be separated from legal, administrative, 
political and economic factors surrounding it. 
Therefore, any country has to put in place various 
checks and balances that keep the independence 
of regulatory bodies both from government and 
private interest groups influence. Independence 
is defined as to consist of three elements (Smith 
1997; UNCTAD 2008):

An arm’s length relationship with regu-•	
lated firms, consumers, and other private 
interests.
An arm’s length relationship with political •	
authorities.

The attributes of organizational autonomy, •	
such as earmarked funding and exemption 
from restrictive civil service salary rules 
necessary to foster the requisite expertise 
and to underpin those arm’s length rela-
tionships. 

The decision-making process should be neu-
tral and transparent and only corresponds to the 
rule of law. This process should be free of ministe-
rial control, particularly when the state continues 
to own utility enterprises. 

But independence does not mean that regu-
latory bodies answer to no one. In all countries 
independence is not absolute as regulators are at 
the end public sector bodies that render a public 
service through its civil servants who are consid-
ered part of the government or at least subject to 
its supervision. In any case, the regulator has to be 
accountable and its performance has to be moni-
tored through a mechanism prescribed by the law 
establishing it.       

  
1.3.1 Independence of Competition Authorities
Competition authorities strive for achieving a 
neutral and transparent decision-making pro-
cess which increases the level of independence 
and accountability of the agency. The United 
Nations Conference on Trade and Development 
(UNCTAD) Model Law on competition is based 
on the idea that the most efficient type of admin-
istrative authority for the enforcement of com-
petition law is one that is quasi-autonomous or 
independent of the Government with powerful 
judicial and administrative engines for conducting 
investigations and applying sanctions and which 
provides the possibility of recourse to a higher ju-
dicial body (UNCTAD 2008).

As a general rule, the most important condition 
for the effective enforcement of competition law is 
ensuring that the Competition Authority is inde-
pendent from any political pressure. The World 
Bank, the Organization for Economic Coopera-
tion and Development (OECD) and the UNCTAD 
advocate that the enforcement agency should be 
independent from any government department. 
However, being administratively separate from 
the Government does not necessarily mean that 
the Competition Authority is independent from 
governmental influence. Yet, the possibility of 
such intervention increases in case the Competi-
tion Authority is established within or as a part of 
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a Government Ministry.
Historical analyses have proven that politi-

cal, legal and administrative traditions in differ-
ent countries have a strong impact in shaping the 
structure and functions of independent agencies 
(Polidano 1999; World Bank 2000; Thatcher 2002; 
Thatcher and Stone Sweet 2002; Cukierman 2005; 
Wettenhall 2005). It is common that most jurisdic-
tions in both developed and developing regions, 
strive to establish competition agencies that are 
separate institutions and that have substantial ad-
ministrative autonomy.

The Egyptian Competition Authority is no 
exception. It stands as an independent authority 
responsible for the implementation and enforce-
ment of competition law. Therefore, it is impor-
tant to understand how the ECL guarantees ECA 
independence and to what extent these guaran-
tees are applicable in practice.    

Independence of ECA
The ECL has set out provisions reflecting certain 
aspects of independence, namely, regulatory, su-
pervisory, decision-making and budgetary. These 
aspects or factors are necessary for the effective-
ness and accountability of an independent compe-
tition enforcement agency.

Regulatory independence lies in the ability of 
any competition authority to set out its internal 
technical rules and regulations, the freedom to 
draft its policy and the power to implement the 
provisions of the law as well as its internal pro-
cesses. ECA in that respect is independent as it has 
the autonomy in defining its internal rules and 
regulations in compliance with Article (15) of the 
ECL. The ECA has enjoyed since its establishment, 
to a large extent, independence in implementing 
the provisions of the law according to the policy it 
adopts and through its personnel.

Supervisory independence is an important as-
pect of constituting an efficient and accountable 
independent agency working on enforcing the 
competition law and regulations by measuring 
suspicious behaviors and sanctioning anti-com-
petitive practices in the market. It is then essential 
for any competition authority to have supervisory 
independence over the market and to have a dis-
cretionary power in initiating investigation in case 
it detects suspicious anti-competitive practices.

The ECL in Article 11 grants ECA the power to 
conduct necessary studies and researches to de-

tect acts that are harmful to competition. In light 
of such provision, ECA has the power to initiate 
inspection in competition issues at its own discre-
tionary power in case of suspicious behaviors in 
the market. The Board of Directors of ECA can, on 
its own discretion, take the decision of whether or 
not the incumbent is in breach and hence take the 
measure necessary to remedy the breach. Persons 
in breach are to abide by the measure taken or oth-
erwise they’ll be subject to a fine for not comply-
ing with ECA decisions. 

The ECA has exercised this discretion in fact by 
initiating several cases such as the fertilizers case, 
the sugar cane molasses case and the civil avia-
tion case. However, it should be noted that crimi-
nal lawsuits concerning anti competitive practices 
shall only be initiated by the Competent Minister 
upon a written request. This, in fact, makes the 
real implementation of the law in the hands of the 
Government. Nevertheless, the ECA publishes an 
annual report that contains its activities, future 
plans, recommendations and decisions, a copy of 
which is circulated to the People’s Assembly and 
the Shoura Council that monitor the Government 
decisions towards competition cases.  

Decision-making independence is a key fac-
tor for measuring the effectiveness and autonomy 
of competition authorities. It depends to a large 
extent on the institutional development of each 
country and the advanced level laws and regu-
lations governing the civil service have reached. 
Pursuant to Article 11 of the ECL, ECA has an 
independent public juristic personality which 
grants it the power to take its decisions without 
any governmental interference or influence from 
any other administrative bodies. Such administra-
tive bodies cannot amend, modify or alter any part 
of the said decisions. Moreover, decisions of the 
Board of Directors of ECA do not need ratification 
from a higher authority, including the competent 
minister. ECA’s decisions may only be appealed 
before the Administrative Court. 

But in reality ECA is affiliated to the prime min-
ister who has the power to designate the Chair-
person, the Board Members, in addition to the Ex-
ecutive Director. This process raises the question 
on why should ECA be affiliated to any ministry 
in the first place? And does this affiliation mean 
that its independence vis-a-vis the government is 
undermined?

In reply to the first question, the reason behind 
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the affiliation of ECA to any Ministry is to make its 
actions politically accountable before the parlia-
ment since only the Prime Minister, his deputies, 
the Ministers and their deputies are responsible 
before the parliament for the acts of any govern-
mental body. Thus the Egyptian Competition 
Authority has to be affiliated to an entity which 
can be held politically responsible by virtue of the 
constitution.84  Consequently, ECA’s affiliation to 
the Competent Minister is due to political struc-
ture and constitutional requirement. 

Turning to the second question, one should re-
fer to the composition of the Board of Directors of 
ECA and whether such composition would allow 
for government interference or influence. Accord-
ing to article (12) of ECL, the board of directors is 
composed of fifteen members as follows:

A full-time Chairperson 1.	
A Counselor from the State Council, 2.	
Four members representing the relevant 3.	
ministries to be nominated by their Com-
petent Ministries
Three specialists/experts4.	
Six members representing the General 5.	
Federation of the Chambers of Commerce, 
the Egyptian Federation of Industries, 
the Banking Federation, the General Fed-
eration for Civil Associations, the General 
Federation for Consumer Protection and 
the Egyptian General Union of Labor. Each 
Federation/Union shall choose its own 
representative.

The diversity of the composition of board mem-
bers ensures neutrality in the decision making 
and less vulnerability to external pressures. The 
concern lies in the number of the members rep-
resenting ministries or the members affiliated to 
the Government or to one political party. This af-
filiation may decrease the level of the Authority’s 
independence in the decision making process. 

Moreover, political independence of ECA may 
be weakened by various factors negatively influ-
encing it. One of the examples illustrating that is 
the requests sent from the government to ECA to 
conduct studies on issues that public opinion had 
been pressuring the Government to take action 
on. In such occasions, under the pressure from the 
public opinion, the Government has referred to 
ECA several requests to conduct market studies 
to win public support, a matter that has caused 

to undermine the independence of the ECA in the 
public's eyes.

Budgetary independence is provided in Article 
14 of the ECL, it states that ECA has an indepen-
dent budget following the model of Public Service 
Authorities. Any surplus in the budget shall be 
forwarded from one fiscal year to another. Ac-
cording to said article, the resources of ECA will 
consist of the following:

Appropriations designated to the Author-1.	
ity in the State General Budget.
Grants, donations and any other resources 2.	
accepted by the Board and which do not 
contradict with its goals.
Revenues from the fees provided for in 3.	
this Law.

It is evident from ECA operations over the 
last five years that in practice budgetary indepen-
dence does not create any considerable problems. 
ECA discusses its budget independently within 
committees convened in the ministry of finance 
and in the parliament.  

Comparing the situation in Egypt to other 
countries reveals that different systems adopt cer-
tain standards to guarantee independence of their 
competition authorities. One of these standards is 
to have the affiliation of competition authority to 
the parliament like the FTC affiliation to the Con-
gress in the US thus avoiding any government in-
terference or influence on the authority. Another 
standard guaranteeing independence of compe-
tition authorities is the composition of the board 
of directors. Members of the board need not to 
be affiliated to or to be representing any govern-
mental body. Commissioners of the FTC in the US 
and Board members of the OFT in the UK, for ex-
ample, have no affiliation to and do not represent 
any governmental authority. This keeps decision-
making process far from governmental pressure.  

Having reviewed all aspects of independence 
above it is logical to conclude that there is no one 
size fits all solutions to ensure independency. The 
core of a strong independence of an enforcement 
agency lies in the agency’s decision-making body 
and the competency of its staff responsible for in-
specting and reporting anticompetitive practices. 
This is complemented by a qualified bureaucracy 
which the attributes of organizational autonomy 
should ensure. They all need to really be indepen-
dent in handling and deciding competition cases. 
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Accordingly, it is important that Egypt reviews 
the affiliation of the competition authority to the 
prime minister or to any other minister. The com-
position of the Board of Directors of ECA may be 
revisited in order to ensure that board members 
are far from any governmental influence or pres-
sure. Another important factor in decision-making 
independence is to give the power to the Board 
of Directors of ECA to settle or refer competition 
cases directly to court and not through the compe-
tent minister. 

  
Independence of NTRA

Egypt has set up NTRA as an independent regu-
latory authority to make objective, consistent and 
non arbitrary regulatory decisions. This was con-
sidered as a major step forward and already deliv-
ering positive results for consumers in the form of 
new and better telecommunication services. Still, 
the government seems to be reluctant to hand 
over the regulatory role as true separation from 
the state is far from complete. Most of the NTRA’s 
board members are representatives of various 
governmental bodies and this strong government 
representation on NTRA’s Board increases chanc-
es of political interference, a termed referred to as 
policy capture in part one of this study.

Institutional Independence
The NTRA is managed by a Board of Directors ap-
pointed by a decree from the Prime Minister and 
presided by the Minister of Telecommunication 
and Information Technology.

And as the case with ECA, NTRA’s Board of 
Directors has the ability to set out its internal tech-
nical rules and regulations, the freedom to draft 
its policy and the power to implement the provi-
sions of the law as well as its internal processes. 
The Telecommunication Law grants full authority 
to the Board of Directors of NTRA to issue such 
rules through a majority vote of the present mem-
bers. Article 13 of the Law confirms NTRA inde-
pendence in this regards stating that “The NTRA 
Board of Directors is the dominant authority over 
all of its affairs and disposition of its matter and 
shall take whatever decisions it considers neces-
sary to achieve the goals it was established for”.

However, one can question the independence 
of NTRA in adopting its internal rules and regula-
tions in light of the last paragraph of Article 13 of 
the Law which reads “All regulations stated in this 

Article are to be issued by virtue of a resolution by 
the Minister Concerned”. There is no doubt that 
Article 13 as it reads gives  room for government 
interference with the decisions of the NTRA, tak-
ing into consideration that the Minister of Com-
munication and Information Technology is at the 
same time the chairperson of the NTRA Board.  

Supervisory and Decision-making Independence
All entities and companies working in the tele-
communication field shall provide the NTRA with 
whatever requested reports, statistics or informa-
tion related to its activities except for matters re-
lated to national security. Moreover, the NTRA 
has the power to take all required administrative 
measures to stop the violation and remedy the 
situation. In this regard, the practice shows that 
NTRA enjoys independence in dealing with cases 
brought to it. Contrary to internal rules and regu-
lations process, decisions taken with regards to 
such cases do not require the minister’s approval.    

Budgetary independence
The NTRA has its own independent budget which 
consists of the following resources: 

Funds assigned for it in the general budget 1.	
of the State.
Annual fees for licenses and permits grant-2.	
ed by the NTRA.
Charges for works, burdens and services 3.	
rendered by the NTRA in connection with 
the licensee or other parties whether lo-
cally or internationally.
The percentage allocated by the Cabinet for 4.	
the NTRA from concession fees devolving 
to the Public Treasury when granting cer-
tain types of licenses, and upon the propo-
sition of the Minister concerned following 
consultation with the Minister of Finance.
The yield of investing the NTRA funds.5.	
Fines and compensations imposed in ac-6.	
cordance with the provisions of this Law.
Loans made in favor of the NTRA.7.	
Grants, donations and subsidies to be ac-8.	
cepted by the Board of Directors of the 
NTRA in light of its rules and resolutions 
in this regard and without prejudice to Ar-
ticle (44).

The practice shows that NTRA has enough 
resources to carry out its duties and responsibili-
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ties. It is also capable of recruiting good calibers 
through offering competing packages compared 
to those offered by the private sector. However, 
the staff turnover is quite high due to the slow 
promotion process and slow bureaucracy com-
pared to private sector.  

1.4 Conclusion 
It is necessary to guarantee the independence of 
the ECA through certain amendments to the law. 
These amendments include the following:

The composition of the board of directors •	
needs to be downsized to a number that 
allows ECA to work efficiently. Board 
members shall not be affiliated with any 
governmental body in order to grant them 
full independence in the decision-making 
process.
Referral of competition violation to pros-•	
ecution and trial and settlement of these 
cases shall not be dependent on the minis-
ter’s approval or request but rather shall be 
vested with the ECA’s board of directors.
A clear borderline shall be drawn between •	
the jurisdiction of the ECA and NTRA, 
with ECA having the jurisdiction of all 
anti-competitive practices and NTRA have 
the jurisdiction of all technical and opera-
tional matters.
The ECL shall be amended to empower •	
ECA to take whatever measures to remedy 
any violation in the market and adopt the 
proper mechanism to enforce such mea-
sures.
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ANNEXES

Annex 1:
Summary of Expected  

Impacts of Different Types 
of Utility Reform



53 Welfare Effects of Institutional Reform in Public Utilities
E

m
p

lo
ym

en
t 

an
d

 W
ag

es
P

ri
ce

 o
f 

S
er

vi
ce

Q
u

al
it

y 
of

 S
er

vi
ce

A
cc

es
s 

to
 S

er
vi

ce
A

ss
et

 O
w

n
er

sh
ip

Fi
sc

al
 F

lo
w

s
E

n
tr

y 
C

on
d

it
io

n
s

Pu
bl

ic
 S

ec
to

r 
R

ef
or

m
Em

pl
oy

m
en

t m
ay

 
fa

ll 
be

ca
us

e 
of

 
in

cr
ea

se
d 

pr
es

su
re

 
fo

r 
ef

fi
ci

en
cy

Pr
ic

es
 m

ay
 a

dj
us

t 
up

w
ar

d 
or

 d
ow

n-
w

ar
d 

to
w

ar
d 

ef
fi

-
ci

en
t c

os
t-

re
fl

ec
ti

ve
 

le
ve

ls

Q
ua

lit
y 

m
ay

 
im

pr
ov

e 
be

ca
us

e 
of

 
be

tt
er

 m
an

ag
em

en
t

A
cc

es
s 

m
ay

 im
-

pr
ov

e 
be

ca
us

e 
of

 
im

pr
ov

ed
 fi

na
nc

es

n.
a.

Su
bs

id
ie

s 
to

 th
e 

se
c-

to
r 

m
ay

 b
e 

re
du

ce
d

n.
a.

Pr
iv

at
e 

Se
ct

or
 

Pa
rt

ic
ip

at
io

n
Em

pl
oy

m
en

t 
sh

ou
ld

 fa
ll 

be
ca

us
e 

of
 in

cr
ea

se
d 

pr
es

-
su

re
 fo

r 
ef

fi
ci

en
cy

Pr
ic

es
 s

ho
ul

d 
ad

ju
st

 u
pw

ar
d 

or
 

do
w

nw
ar

d 
to

w
ar

d 
ef

fi
ci

en
t c

os
t-

re
fl

ec
-

ti
ve

 le
ve

ls

Q
ua

lit
y 

m
ay

 
im

pr
ov

e 
be

ca
us

e 
of

 
be

tt
er

 m
an

ag
em

en
t

A
cc

es
s 

m
ay

 im
-

pr
ov

e 
be

ca
us

e 
of

 
im

pr
ov

ed
 fi

na
nc

es

A
ss

et
 s

al
es

 in
cr

ea
se

 
pr

iv
at

e 
ow

ne
r-

sh
ip

, c
on

ce
nt

ra
ti

on
 

de
pe

nd
s 

on
 d

es
ig

n 
de

ta
ils

Su
bs

id
ie

s 
to

 th
e 

se
ct

or
 s

ho
ul

d 
be

 r
ed

uc
ed

, s
al

e 
re

ve
nu

es
 m

ay
 b

e 
la

rg
e,

 a
nd

 a
x 

re
v-

en
ue

s 
m

ay
 fo

llo
w

 
th

er
ea

ft
er

n.
a.

R
eg

ul
at

or
y 

R
ef

or
m

Em
pl

oy
m

en
t m

ay
 

fa
ll 

be
ca

us
e 

of
 

in
cr

ea
se

d 
pr

es
su

re
 

fo
r 

ef
fi

ci
en

cy

Pr
ic

es
 s

ho
ul

d 
ad

ju
st

 u
pw

ar
d 

or
 

do
w

nw
ar

d 
to

w
ar

d 
ef

fi
ci

en
t c

os
t-

re
fl

ec
-

ti
ve

 le
ve

ls

Q
ua

lit
y 

sh
ou

ld
 

im
pr

ov
e 

be
ca

us
e 

of
 

in
cr

ea
se

d 
ov

er
si

gh
t 

an
d 

ac
co

un
ta

bi
lit

y

A
cc

es
s 

sh
ou

ld
 

im
pr

ov
e 

be
ca

us
e 

of
 

in
cr

ea
se

d 
ov

er
si

gh
t 

an
d 

ac
co

un
ta

bi
lit

y

n.
a.

Su
bs

id
ie

s 
to

 th
e 

se
ct

or
 s

ho
ul

d 
be

 
re

du
ce

d 
as

 ta
ri

ff
s 

co
nv

er
ge

 to
 c

os
t-

re
fl

ec
ti

ve
 le

ve
ls

R
eg

ul
at

or
y 

de
ci

-
si

on
s 

m
ay

 a
ff

ec
t 

te
rm

s 
of

 c
om

pe
-

ti
ti

on
 b

et
w

ee
n 

pr
ov

id
er

s.

Se
ct

or
 R

es
tr

uc
-

tu
ri

ng
A

m
bi

gu
ou

s 
ef

fe
ct

s 
on

 e
m

pl
oy

m
en

t
n.

a.
n.

a.
n.

a.
D

ec
en

tr
al

iz
at

io
n 

tr
an

sf
er

s 
as

se
ts

 to
 

su
b 

na
ti

on
al

 g
ov

-
er

nm
en

ts

R
es

po
ns

ib
ili

ty
  f

or
 

su
bs

id
iz

at
io

n 
m

ay
 

sh
if

t t
o 

su
b-

na
ti

on
al

 
go

ve
rn

m
en

t

n.
a.

M
ar

ke
t L

ib
er

al
-

iz
at

io
n

Em
pl

oy
m

en
t m

ay
 

ri
se

 b
ec

au
se

 o
f 

se
ct

or
 g

ro
w

th
, b

ut
 

w
ag

es
 m

ay
 fa

ll 
be

ca
us

e 
of

 c
om

pe
ti

-
ti

on

Pr
ic

es
 s

ho
ul

d 
fa

ll 
be

ca
us

e 
of

 c
om

pe
ti

-
ti

ve
 p

re
ss

ur
es

Q
ua

lit
y 

sh
ou

ld
 

im
pr

ov
e 

as
 a

 r
es

ul
t 

of
 c

om
pe

ti
ti

on

A
cc

es
s 

sh
ou

ld
 

im
pr

ov
e 

be
ca

us
e 

of
 

en
tr

y 
of

 n
ew

 p
ro

-
vi

de
rs

, a
nd

 w
id

er
 

co
ns

um
er

 c
ho

ic
e

Pr
iv

at
e 

ow
ne

rs
hi

p 
in

cr
ea

se
s 

be
ca

us
e 

of
 e

nt
ry

 o
f n

ew
 

op
er

at
or

s

En
tr

y 
fe

es
 m

ay
 g

en
-

er
at

e 
re

ve
nu

es
, a

nd
 

ta
x 

re
ve

nu
es

 s
ho

ul
d 

in
cr

ea
se

Li
be

ra
liz

at
io

n 
sh

ou
ld

 p
en

 u
p 

m
ar

ke
t f

or
 e

nt
ry

 o
f 

ne
w

 p
la

ye
rs

So
ur

ce
: A

da
pt

ed
 fr

om
 F

os
te

r 
et

 a
l. 

(2
00

5)
. N

ot
e:

 n
.a

. =
 n

ot
 a

pp
lic

ab
le

 a
: m

ay
 in

di
ca

te
  p

os
si

bl
e 

im
pa

ct
 .b

: s
ho

ul
d 

in
di

ca
te

 p
ro

ba
bl

e 
im

pa
ct

 



54

ANNEXES

Annex 2:
Additional Figures

Figure A1 
Land-Line Fixed Installation Charge by Line 
Type (Constant 2009 Prices) (1982-2009)

Source: ITU database (2010). Values converted from nominal to real 
using CPI from World Development Indicators, World Bank (2010).
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Figure A2 
Land-Line Monthly Fixed Subscription Charge 
by Line Type (Constant 2009 Prices) (1982-2009)

Source: ITU database (2010). Values converted from nominal to real 
using CPI from World Development Indicators, World Bank (2010).
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Figure A3 
Fixed-Line 3-Minute Real Tariffs for Local Calls: 
Fixed to Fixed (Constant 2009 Prices) (1982-2009)

Source: ITU database (2010). Tariffs converted from nominal to real 
using CPI from World Development Indicators, World Bank (2010).
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Figure A4 
Land-Line Real per Minute Rates for Calls to Mo-
biles by Time of Day (2009 Prices) (2006-2009)

Source: ITU database (2010). Rates converted from nominal to real 
using CPI from World Development Indicators, World Bank (2010).
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Figure A5 
Evolution of Numbers of Firms in the ICT Sector 
(2000-2010)

Source: ICT Indicators Portal (2012).
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Figure A6 
TE’s Revenue and Profit per Employee at Con-
stant 1980 Prices (1990-2008)

Source: Calculated by the author based on Central Agency for Public 
Mobilization and Statistics (CAPMAS), Telecommunication An-
nual Report, various issues. Note: Values converted from nominal to 
real using CPI from World Development Indicators (2010).
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Figure A7
Domestic and International Minutes per TE Em-
ployee (1986-2008)

Source: Calculated by the author based on Euromonitor International 
Data (2010), Central Agency for Public Mobilization and Statistics 
Data (CAPMAS), Telecommunication Annual Report, various is-
sues and World Development Indicators (WDI), World Bank (2010). 
Minutes: Euromonitor International, TE Employees: CAPMAS, 
Telephone Employees (sector employees): World Development Indi-
cators.
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Figure A8 
TE’s Consolidated Revenues at Current and 
Constant Prices (2002-2010)

Source: Telecom Egypt EAS Financial Summary (2011). Note: Val-
ues converted from nominal to real using CPI from World Develop-
ment Indicators (2012).
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Annex 3:
Telecom Acronyms

ARENTO Arab Republic of Egypt National Telecommu-
nications Organization

BTA Basic Telecommunications Agreement

CAPMAS Central Agency for Public Mobilization and 
Statistics

CRn Concentration Ratio

DPS Dividends per Share

EAS Egyptian Accounting Standards

EBITDA Earnings before Interest, Taxes, Depreciation 
and Amortization

ECA Egyptian Competition Authority

ECES Egyptian Center for Economic Studies

EFSA Egyptian Financial Supervisory Authority

EPS Earnings per Share

ERF Economic Research Forum 

ERSAP Economic Reform and Structural Adjustment 
Program 

ETEL Telecom Egypt Company 

EU European Union

GDP Gross domestic product

GMPCS Global Mobile Personal Communications by 
Satellite

GSM Global System for Mobile communication

HHI Herfindahl-Hirschman Index

ICT Information and Communications Technolo-
gies

IPO Initial Public Stock Offering

ISIC International Standard International Classifi-
cation

ISP Internet Service Providers

IT Information Technology

ITDA Information Technology Development Au-
thority

ITU International Telecommunication Union

MCIT Ministry of Communication and Information 
Technology

MITI Ministry of International Trade and Industry

MoF Minister of Finance

MOT Ministry of Transportation

MPLS IP-
VPN.

Multiprotocol Label Switching- Internet Pro-
tocol-Virtual Private Networks

MPRT Modern Property Rights Theories

MVNO Mobile Virtual Network Operator

NIC Newly Industrialized Countries

NPA National Post Authority

NTRA National Telecommunication Regulatory Au-
thority 

OPC Operating Cash Flow

PCS Personal Computer

PSP Private Sector Participation

TCT Transaction Cost Theory

TE Telecom Egypt

TRA Telecommunications Regulatory Authority

UN United Nation

US United States

USAID United States Agency for International Devel-
opment

VoiP Voice Over Internet Services

VSAT Very Small Aperture Terminals

WDI World Development Indicators

WTO World Trade Organization
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Notes
The United Nation’s International Standard 1.	
International Classification (ISIC) telecom 
sector, code 6420, includes the transmission 
of sound, images, data or other information 
via cables, broadcasting, relay or satellite. 
This includes telephone, telegraph and telex 
communications. Also included is the main-
tenance of the network. The production of 
radio and television programs, whether or 
not combined with broadcasting is excluded  
(United Nations Statistics Division 2010). 
According to the World Trade Organiza-2.	
tion, basic telecommunications also include 
telegraph and facsimile. According to the 
WTO, telecommunications services can be 
divided into: 1) basic telecommunications, 
for example, simply the relay of voice or data 
from sender to receiver; and 2) value-added 
services. Basic telecommunications include 
all telecommunication services, both public 
and private that involve end-to-end trans-
mission of customer supplier information. 
Examples of basic telecommunication ser-
vices include: (a) voice telephone services, (b) 
packet-switched data transmission services, 
(c) circuit-switched data transmission ser-
vices, (d) telex services, (e) telegraph services, 
(f) facsimile services, (g) private leased circuit 
services, (o) other include: analog/digital cel-
lular/mobile telephone services, mobile data 
services, paging, personal communications 
services, satellite-based mobile services (incl. 
e.g. telephony, data, paging, and/or PCS), 
fixed satellite services , VSAT services, gate-
way earth-station services, teleconferencing, 
video transport and truncated radio system 
services. Value added telecommunication 
services are telecommunications for which 
suppliers “add value” to the customer's in-
formation by enhancing its form or content or 
by providing for its storage and retrieval [e.g. 
internet]. Examples: on-line data process-
ing, on-line data base storage and retrieval, 
electronic data interchange, email and voice 
email (WTO 2010a). 
“Information and communications technol-3.	
ogy or information and communication tech-
nology, usually called ICT, is often used as a 
synonym for information technology (IT) but 
is usually a more general term that stresses 

the role of telecommunications (telephone 
lines and wireless signals) in modern infor-
mation technology. ICT consists of all tech-
nical means used to handle information and 
aid communication, including both computer 
and network hardware as well as necessary 
software. In other words, ICT consists of IT 
as well as telephony, broadcast media, and 
all types of audio and video processing and 
transmission.” (Wikipedia Encyclopedia 
2010a.) 
For about a century  prior to this date the sec-4.	
tor has been privately run.
Presidential decree no. 709, 1957.5.	
Fixed and land lines are used interchangeably 6.	
throughout this study.
Presidential decree no. 153, 1980.7.	
According to Article 2 of the law, ARENTO 8.	
was entitled to:

Construct all telecommunication net-•	
works of Egypt.
Operate the networks, i.e. providing •	
telephone services and building the 
necessary infrastructure. 
Managing and maintaining all equip-•	
ment and devices necessary for provid-
ing these services.
Setting the prices of the services, upon •	
approval of the minister of transporta-
tion, and the opinion of the prime min-
ister’s office.

Article 4, presidential decree no. 153, 1980.9.	
With the initiation of President Sadat’s “Open 10.	
Door Policy” in 1971.
Article 12, presidential decree no. 153, 1980.11.	
The generic discussion of reform types in this 12.	
section draws heavily on Foster et al.(2005).
Article 1, presidential decree no. 101, 1998.13.	
With the complexity of telecommunication 14.	
services NTRA is now entitled by  law (no. 
10,  2003), to issue licenses to companies to 
provide various telecommunication services 
(NTRA 2009):

Fixed services (fixed telephony, pay •	
phones, prepaid cards).
International services (international •	
gateway, international submarine ca-
ble).
Data services (class A, B, C, global peer-•	
ing). Peering is a voluntary intercon-
nection of administratively separate 
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internet networks for the purpose of ex-
changing traffic between the customers 
of each network. Further explanations 
are available at Wikipedia Encyclope-
dia (2010d). 
Mobile (2G & 2.5G, 3G & 3.5G, wireless •	
trunk).
Satellite services (Nilesat, VSAT, •	
GMPCS (Global Mobile Personal Com-
munications by Satellite)).
Telecommunications infrastructure •	
leasing. Leasing is a process by which 
a firm can obtain the use of a certain 
fixed asset for which it must pay a se-
ries of contractual, periodic, tax deduct-
ible payments. Further explanations are 
available at Wikipedia Encyclopedia 
(2010b). 
Telecommunications services on navi-•	
gation lines.

More generally, NTRA acts as the indepen-15.	
dent regulatory authority overseeing the tele-
communications sector in Egypt, improving 
its services and expanding its usage. The law 
regulates all types of telecommunications in 
Egypt through 87 articles included in seven 
chapters. The law empowered NTRA and 
defined its goals, responsibilities and struc-
ture. NTRA is managed by a board of sev-
enteen members headed by MCIT. It has full 
autonomy in terms of financing its activities 
and recruiting its staff. It also has the power 
to monitor performance of operators, penal-
ize deviations from licenses as well as man-
aging frequency utilization for commercial 
and governmental use. In addition, the law 
regulates the licensing procedures, permits 
for importation, manufacture or assembly of 
telecommunications equipment as well as the 
frequency spectrum management sector. The 
fifth chapter of the law defines the status of 
the incumbent operator TE until the full liber-
alization of the telecommunication sector by 
the end of 2005. The law also describes coop-
eration between NTRA and other authorities 
for national security purposes. The seventh 
chapter deals with penalties for criminal acts 
related to telecommunications sector such as 
demolishing telecom networks infrastructure 
(MCIT 2010a) 
Article 25, law 10, 2003.16.	

Article 26, law 10, 2003.17.	
Article 2, law 19, 1998.18.	
In general liberalization is defined as the re-19.	
moval of all barriers that may obstruct the 
flow of goods, services, labor  and money. 
Called mohafazat calls in Arabic. 20.	
Article 1, presidential decree 101, 1998. 21.	
Articles 2, 24 and 25, law 10, 2003.22.	
The story differs slightly for internet services, 23.	
which were first initiated in Egypt in 1993. 
These were subject to competition quite ear-
lier on. In 1996, the government created an 
internet network operated by private sector 
companies as ARENTO, the predecessor of 
TE, and granted several licenses to internet 
service providers (MCIT 2010b). 
Even though sector restructuring did not take 24.	
place in the telecom sector, the interested 
reader may want to know that  sector restruc-
turing is implemented through either vertical 
or horizontal restructuring. Under the for-
mer, institutional responsibilities for the dif-
ferent stages along the production process or 
the vertical chain of operation are altered. For 
instance, rather than a single electric utility 
being responsible for generation, transmis-
sion and distribution, these responsibilities 
are assigned to three different utilities. In 
contrast, under horizontal restructuring the 
number of units responsible for any one stage 
of operation is altered (typically increased).  
For example, instead of one national compa-
ny managing all electric generation assets, the 
assets are broken down and allocated to three 
or four separate companies. Decentralization 
reforms represent a special case of horizontal 
restructuring where service provision bound-
aries are changed to reflect the structure of 
the government’s different tiers. The ultimate 
aim for both types of restructuring is to break 
up any market power in the competitive seg-
ments of the utility.
In this study the words cellular and mobile 25.	
are used interchangeably. 
Precisely until 31/12/2005.26.	
Strategic interdependence is how a firm acts 27.	
depending on expectation about other firms’ 
actions.
Which is characterized by numerous firms in 28.	
the market.
And all preceding 40 years.29.	
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Precisely until 31/12/2005.30.	
This is also true of national and international 31.	
calling card companies (as will be seen short-
ly).
Which NTRA granted for a sum of LE300 mil-32.	
lion.
Relationship specific investments are defined 33.	
as those investments which have a lower re-
turn in alternative uses (i.e. outside the rela-
tionship).
“Lock in” is a situation in which competi-34.	
tive situations between buyers and sellers are 
transformed into monopsonistic or monopo-
listic ones.
“Hold up” refers to either buyers behaving op-35.	
portunistically to exploit their monopsonistic 
powers, or sellers behaving opportunistically 
to exploit their monopolistic powers. 
The literature specifies five sources of hold-36.	
up: asset specificity, site specificity, human 
asset specificity, dedicated assets and brand 
name capital (Williamson 1985/1991). Mas-
ten (1991) expanded Williamson’s 1985 clas-
sification by adding temporal specificities.
For more on this strand of literature, specifi-37.	
cally a variant of the modern property rights 
theory see Grossman and Hart (1986), Hart 
(1995), Hart and Moore (1990), Woodruff  
(2002) and Hanson (1995). For applications to 
the Egyptian garment industry see El-Hadd-
ad (2008a/2008b). 
Mobinil, Vodafone, Telecard  and Ahlia. Mar-38.	
haba and Marhaba Plus cards are TE products. 
Later in 2007 Al Arabia Communications and 
Etisalat Misr joined this market. 
Two conditions should be satisfied to label 39.	
the input an essential or bottleneck good: (1) 
there has to be no viable substitutes, and (2) 
downstream firms could not produce it at the 
same cost in a short time span. (Pepall et al. 
2005). 
Concentration indices for the domestic voice 40.	
market are calculated based on numbers of 
subscribers but here they are calculated based 
on minutes. Minutes are not available for the 
domestic call market.
Precisely up to 30/11/2002.41.	
Economies of scale are present whenever the 42.	
unit cost of a product decreases as more of 
that product is produced (in total). 
A duopoly is a special case of an oligopolistic 43.	

market but with just two market players.
In other words pushing prices down to mar-44.	
ginal cost.
Please find more details on the Bertrand 45.	
Model in the section discussing The Bertrand 
Model
“Softening of the budget constraint occurs 46.	
when the strict relationship between expen-
diture and earnings has been relaxed because 
excess of expenditure over earnings will be 
paid by some other institution, typically the 
state. A further condition of softening is that 
the decision maker expects such external fi-
nancial assistance with high probability, and 
this probability is built firmly into his behav-
ior.” Kornai (1986). Kornai, the first to use 
this terminology, argues that there are dif-
ferent ways to soften the budget constraint 
of the firm: through 1) soft subsidies, 2) soft 
taxation, 3) soft credit and; 4) soft administra-
tive prices (ibid.). For a literature review on 
soft budget constraints see Maskin (1999). For 
work on the soft budget constraint in China 
see Qian and Roland (1996). 
It is reasonable to claim that there has never 47.	
been sufficient demand in Egypt for this insti-
tutional reform, i.e. no consensus for the re-
form has ever been built even through the 10 
years preceding the passing of the law. Stake-
holders were either not convinced the new 
arrangement will provide them with better 
opportunities accordingly held on to the sta-
tus quo, others were simply unaware of the 
opportunities that it may provide. The sup-
ply side (in this case the government) is the 
creator of this institutional change. For a com-
prehensive discussion of this matter see Gho-
neim (2002); for a more general discussion 
of the demand and supply for institutional 
change see North (1991) and Zaki (1999). 
The term capital investment has two usages 48.	
in business. First, capital investment refers to 
money used by a business to purchase fixed 
assets, such as land, machinery, or buildings. 
Second, capital investment refers to money 
invested in a business with the understanding 
that the money will be used to purchase fixed 
assets, rather than used to cover the business' 
day-to-day operating expenses (Ward n.d.). 
For a complete and comprehensive descrip-49.	
tion see Foster et al. 2005.
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Identity of interviewee cannot be disclosed 50.	
for confidentiality.
Post paying customers are mostly employ-51.	
ees of companies and institutions whose 
employer signs the mobile contract on their 
behalf, thus eliminating the adverse selection 
problem. This is so since their type (i.e. as be-
ing “low risk”,  or in other words those who 
would be paying their bills) is identified with 
near certainty. 
Leaving firms with normal profits only (i.e. 52.	
zero economic profits).
Recoupment is a prerequisite of predatory 53.	
pricing, an anti-competitive practice, in both 
the EU and the US systems. Article 13 of the 
executive regulation of the Egyptian competi-
tion law adopts this approach to a large ex-
tent.
Although legally speaking it should be ma-54.	
terial since the Egyptian law on competition 
and prohibition of monopolistic practices fol-
lows a per se rule when it comes to horizon-
tal agreements or hardcore cartels (Article 6, 
Law 3, 2005). This means that any agreement 
between firms to collectively reduce the price 
is prohibited regardless of whether it actually 
causes harmful effects on the market (compe-
tition) or not.
The exact actions undertaken by NTRA will 55.	
be highlighted in following sections.
Or instead kept them low.56.	
Or alternatively reforms need to be more ag-57.	
gressive such as privatizing a larger share of 
TE to induce larger efficiency pressures.
Since the partial privatization of TE in 2005 58.	
through a first IPO (i.e. private sector par-
ticipation) TE prices are no longer set by the 
government rather are set by the company in 
consultation with NTRA. 
Second degree price discrimination occurs 59.	
when a supplier offers a range of deals to all 
customers allowing different customers to 
self-select into their preferred deal. 
In Arabic: khedmet eltelefon elhawaa’y.60.	
Set up by NTRA in 2005and is financed by li-61.	
censing fees in addition to other state budget 
funds.
Unfortunately, no data is available before this 62.	
year.
Part two, article 8, Law 10 for the year 2003.63.	
A large part of this sum was used to renovate 64.	

burnt and damaged railways and trains.
Switching costs are any costs incurred by the 65.	
consumer for switching from one provider 
to another. In the phone market for instance 
these costs include the cost of informing oth-
ers of one’s new number. 
For Example, broadband services, hosting 66.	
services, internet transit services, and MPLS 
IP-VPN.
Market Structure, Concentration and Market 67.	
Power.
As well as national long distance (i.e. between 68.	
governorates). Exact data for these is unavail-
able.   
These are both access and voice in Figure 31 69.	
above.
In legal terms up to the year 2005 and  in ef-70.	
fect up till now, with the exception of Etisalat 
which purchased its own international gate-
way license in 2009.
Through its 45% shareholding, particularly 71.	
since TE’s voice retail market has shrunk to 
just 17% of TE’s service revenue (Figure 31). 
And TE data.72.	
Mobinil can always sue the regulator in the 73.	
administrative court. Article 10 of the Coun-
cil of State Law No. 47 of 1972 states that the 
Council of State has the jurisdiction to review 
all final administrative decisions issued by ad-
ministrative authorities [such as NTRA]. The 
article in its last paragraph stipulates that re-
fusal by an administrative authority to issue a 
decision, which it is obliged to issue, abstain-
ing from issuing such a decision is considered 
as a decision [a negative one] and as such may 
be challenged and is subject to review by the 
admin court.
For example, in addition to voice and video 74.	
chat that gmail offers it has a phone service 
providing calls to the US and Europe for free. 
This service is blocked for Egyptian internet 
users whereas it is available in many coun-
tries all over the world.
EBITDA margin equals to EBITDA divided 75.	
by total revenue. EBITDA margin measures 
the extent to which cash operating expenses 
use up revenue (Investor Words n.d.).
The cash generated from the operations of a 76.	
company, generally defined as revenues less 
all operating expenses, but calculated through 
a series of adjustments to net income. The OCF 
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can be found on the statement of cash flows.
The ones that are available to the author. No 77.	
financial data is available to the author prior 
to the year 2002.
Business advisors suggest investing in 78.	
the new mobile virtual network operator 
(MVNO) license announced in Saudi Arabia. 
Although this obviously will have no effect 
on the company’s competitiveness unless 
it uses the funds to invest in its human and 
physical capital and in serious restructuring 
as outlined below. 
More generally any anti-competitive practice 79.	
Caveats: This study has limitations on ac-80.	
count of data unavailability. For example, the 
National Voice Market covers both local and 
national long distance services, that is within 
and between governorates respectively. De-
tailed information on traffic for each provider 
for each of these services in addition to inter-
national voice would be preferable to make 
the analysis as detailed and rigorous as pos-
sible. Unfortunately, efforts to obtain these 
data have been unsuccessful. So the numbers 
of subscribers are often used as a proxy for 
call volume.  The same is true for cost data 
before and after the reform. This information 
would have been able to confirm or refute 
some of the more tentative conclusions of 
this study. Second, the study has focused on 
voice drawing some corollaries for internet 
and broadband based on purely qualitative 
information. Originally we intended to quan-
tify the welfare effects but with no cost data 
and many missing years, especially of pricing 
data and no data on minute usage it has not 
been possible to undertake this analysis.
Public utilities are defined as “An enterprise 81.	
established by the state, which shall operate 
under or by the supervision of the  state regu-
larly and continuously to provide services 
that satisfies the public needs regardless of 
making profits”. (Tamawi 2007). 
http://www.tra.gov.eg/english/dpages_82.	
dpagesdetails.asp?ID=231&Menu=1. 
Communications Act 2003 C.21, Part 5, 83.	
chapter 1 http://www.legislation.gov.uk/
ukpga/2003/21/part/5/chapter/1 
See Article (124) of the Egyptian Constitution 84.	
of 1971. 
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